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State Fiscal  Health Scorecard Update -  Oct  2011
• U.S. states showed they were willing and able to pay debt service in 2011, and we expect the 

same fulfi llment of debt service obligations going forward.

• Recent activity and data demonstrate that states are not overleveraged in the same manner as 
the worst European sovereigns and provide further evidence that Meredith Whitney’s comments, 
throughout 2010 and 2011, were overstated. 

• Many states resolved FY2012 budget shortfalls, as expected, with credit-friendly solutions such 
as tax increases and spending cuts.

• While they appear to have reached a plateau, state credit profi les could worsen if future action 
is not taken to battle structural budget gaps.  One time fi xes, short-term budget solutions, and 
expectations to “grow out” of fi scal defi cits are misguided approaches.

States Exercised Their Sovereign Ability to Raise Revenues and Decrease Spending

Many U.S. states increased taxes, some cut spending, and others used a combination of both strate-
gies in order to balance over $100 billion of FY2012 budget shortfalls.  This is consistent with our 
statements throughout 2011 advising investors that state governments are masters of their own 
destinies, have the sovereign ability to adjust to the current economic environment when needed, 
and would likely have to resort to tax hikes and spending cuts in order to balance their budgets.  
Several factors have been trending in a favorable direction for states.  State tax revenues have been 
higher for six straight quarters (positive in July & August too) and questions about unsustainable 
expenditures are being addressed in some states.  Overall, municipal investors should be pleased, 
but not all that surprised, to fi nd most State government credits have stabilized after the Great 
Recession.

Credit spreads have generally refl ected states’ fi scal adjustments, most of which were of the credit 
friendly variety, and helped them narrow through 2011.  California and Rhode Island’s spreads  wid-
ened, in contrast, as a result of other factors as indicated in the below table. 

U.S. State Governments’ Fiscal Path at a Crossroads

Several obstacles still exist for states to overcome in order for their credit profi les to return to medium 
and long term fi scal stability.  We expect many of the potential solutions will need to be political in 
nature in order to become sustainable and result in long-lasting positive credit effects.

Investors should be pleased 
considering the unprece-
dented questions about state 
government credit quality ex-
pressed recently.  Remember, 
some even speculated at the 
beginning of 2011 about the 
need for states to have the 
ability to fi le for bankruptcy.  

Spending pressures from 
growing pension liabilities, 
questions about Medicaid 
expenditures and uncertainty 
surrounding future federal 
defi cit reduction, while man-
ageable in the short term, 
could build over time.

Many Market Spreads Reflect States’ Willingness to Make Budget Adjustments

Source: Thomson Reuters and Janney FIS.

State  
Spread to 10Y MMD (basis points)

NotesJan 4, 
2011

Aug 11, 
2011

Oct 24, 
2011

Lower Spread Relative to Beginning of 2011
Illinois 210 140 169 Raised taxes, bills and pensions still an issue

Michigan 80 73 63 Cut $1.6 bill spending (1/3 school funding) 
Nevada 80 60 60 Reduced spending and enacted temporary taxes 

New Jersey 54 80 53 Summer pension reform is a plus, $1 billion in cuts
New York 31 24 27 Closed $10 bill shortfall w/ cuts, on-time budget

Texas 26 13 13 Reduced spending but structural issues remain
Similar Spread Relative to Beginning of 2011

California 125 80 127 Underperform. of tax revenues, cuts may be needed
Higher Spread Relative to Beginning of 2011
Rhode Island 50 45 60 Pension liabilities loomed but might be reversed 
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Janney State Fiscal Health Scorecard  

Source: Janney Montgomery Scott FIS and below.  MMD spreads are per Thomson Reuters.  % Change in Tax Revenue is preliminary data for the period 2Q2010 to 2Q2011 and from 
Rockefeller Institute Sept 2011.  NTSD to state GDP is per Moody’s May 2011 State Debt Medians Report.  State pension data from Pew 2011 report (data from 2009).  A plan 80% 
funded is considered healthy by the GAO.  Mortgage foreclosure & 90 days past due data (non-SA) from the Mortgage Bankers Association 2Q 2011.  Unemployment rate (SA) per 
the Bureau of Labor Statistics as of September 2011.

State Bond Ratings

Spread to 
10Y MMD 
Jan 4, 11

Spread to 
10Y MMD 
Oct 24, 11

Prelim 2Q11 % 
Change in Tax 

Collections

Tax Supported 
Debt as % of 

State GDP

Funded % of 
State Pension 

Program

"Seriously 
Delinquent" 
Morts. 2Q11

Unemploy. 
Rate (Sept)

Total/Average 32 27 11.4% 4.48% 78% 7.9% 9.1%
Alabama   Aa1AA/AA+ 30 28 8.4% 4.76% 74% 5.5% 9.8%
Alaska Aaa/AA+/AA+ 25 20 99.0% 8.88% 61% 2.2% 7.6%

Arizona Aa3/AA-/NR 38 32 15.1% 1.96% 78% 8.6% 9.1%
Arkansas Aa1/AA/NR 30 21 9.8% 3.95% 78% 4.9% 8.3%
California A1/A-/A- 125 127 7.2% 5.08% 81% 8.1% 11.9%
Colorado NR/AA/NR 30 22 10.1% 4.03% 69% 4.2% 8.3%

Connecticut Aa2/AA/AA 21 22 14.4% 10.80% 62% 7.7% 8.9%
Delaware Aaa/AAA/AAA 0 0 15.8% 6.35% 94% 7.0% 8.1%
Florida Aa1/AAA/AAA 38 35 0.6% 3.93% 84% 18.7% 10.6%
Georgia Aaa/AAA/AAA 2 0 3.0% 2.79% 87% 7.7% 10.3%
Hawaii Aa2/AA/AA 27 27 No Data 10.30% 69% 0.0% 6.4%
Idaho Aa1/AA+/AA- 30 25 7.9% 3.03% 74% 5.6% 9.0%
Illinois A1/A+/A 210 169 37.7% 3.97% 51% 10.6% 10.0%

Indiana Aaa/AAA/AA+ 30 26 9.3% 1.92% 67% 8.2% 8.9%
Iowa Aaa/AAA/AAA 23 20 8.5% 2.24% 81% 4.6% 6.0%

Kansas Aa1/AA+/NR 35 25 18.7% 2.78% 64% 4.6% 6.7%
Kentucky Aa2/AA-/AA- 28 28 9.6% 4.64% 58% 6.6% 9.7%
Louisiana Aa2/AA/AA 33 30 18.2% 3.77% 60% 6.8% 6.9%

Maine Aa2/AA/AA+ 25 14 4.6% 10.14% 73% 8.4% 7.5%
Maryland Aaa/AAA/AAA 0 0 1.1% 3.20% 65% 8.2% 7.4%

Massachusetts Aa1/AA+/AA+ 28 22 14.7% 8.65% 68% 6.6% 7.3%
Michigan Aa2/AA-/AA- 80 63 11.7% 6.03% 79% 7.3% 11.1%

Minnesota Aa1/AA+/AA+ 3 8 No Data 6.87% 77% 4.7% 6.9%
Mississippi Aa2/AA/AA+ 32 33 3.6% 4.55% 67% 7.8% 10.6%
Missouri Aaa/AAA/AAA 0 0 1.3% 1.98% 79% 4.7% 8.7%
Montana Aa1/AA/AA+ 25 23 4.0% 1.55% 74% 3.3% 7.7%
Nebraska Aa2/AA+/NR 40 25 21.1% 0.05% 88% 3.2% 4.2%
Nevada Aa2/AA/AA+ 80 60 No Data 2.44% 72% 14.3% 13.4%

New Hampshire Aa1/AA/AA+ 16 3 -10.0% 3.75% 58% 4.9% 5.4%
New Jersey Aa3/AA-/AA- 54 53 No Data 7.81% 66% 11.4% 9.2%

New Mexico Aaa/AA+/NR 24 18 7.5% 5.37% 76% 5.9% 6.6%
New York Aa2/AA/AA 31 27 21.1% 5.61% 101% 9.0% 8.0%

North Carolina Aaa/AAA/AAA 1 0 18.7% 1.80% 97% 5.9% 10.5%
North Dakota Aa1/AA+/NR 30 25 56.1% 4.26% 81% 1.8% 3.5%

Ohio Aa1/AA+/AA+ 32 34 11.0% 3.44% 66% 8.5% 9.1%
Oklahoma Aa2/AA+/AA+ 28 28 15.9% 1.38% 57% 5.6% 5.9%
Oregon Aa1/AA+/AA+ 24 12 12.7% 9.28% 86% 6.1% 9.6%

Pennsylvania Aa1/AA/AA+ 17 20 9.1% 3.11% 81% 6.2% 8.3%
Rhode Island Aa2/AA/AA 50 60 6.0% 7.09% 59% 8.0% 10.5%

South Carolina Aaa/AA+/AAA 2 1 6.6% 2.75% 69% 7.1% 11.0%
South Dakota A1/AA+/AA 40 30 12.6% 1.30% 92% 2.8% 1.6%

Tennessee Aaa/AA+/AAA 4 3 3.3% 2.26% 90% 6.3% 9.8%
Texas Aaa/AA+/AAA 26 13 9.7% 1.66% 84% 4.5% 8.5%
Utah Aaa/AAA/AAA 2 1 13.0% 6.86% 86% 5.5% 7.4%

Vermont Aaa/AA+/AAA 18 10 6.0% 5.32% 73% 5.1% 5.8%
Virginia Aaa/AAA/AAA 0 0 7.1% 2.70% 80% 4.2% 6.5%

Washington Aa1/AA+/AA+ 24 29 13.4% 6.82% 99% 6.4% 9.1%
West Virginia Aa1/AA/AA+ 35 33 1.2% 6.15% 56% 4.6% 8.2%

Wisconsin Aa2/AA/AA 30 27 5.1% 4.60% 100% 5.9% 7.8%
Wyoming NR/AAA/NR 30 23 5.5% 0.11% 89% 2.7% 5.8%
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Analyst Certifi cation

I, Tom Kozlik, the Primarily Responsible Analyst for this report, hereby certify that all of the views expressed in this report accurately 
refl ect my personal views about any and all of the subject sectors, industries, securities, and issuers. No part of my compensation 
was, is, or will be, directly or indirectly, related to the specifi c recommendations or views expressed in this research report. 

Defi nition of Outlooks- Positive: Janney FIS believes there are apparent factors which point towards improving issuer or 
sector credit quality which may result in potential credit ratings upgrades.  Stable: Janney FIS believes there are factors which point 
towards stable issuer or sector credit quality which are unlikely to result in either potential credit ratings upgrades or downgrades. 
Cautious: Janney FIS believes there are factors which introduce the potential for declines in issuer or sector credit quality that may 
result in potential credit ratings downgrades. Negative: Janney FIS believes there are factors which point towards weakening in 
issuer credit quality that will likely result in credit ratings downgrades.

Defi nition of Ratings- Overweight: Janney FIS expects the target asset class or sector to outperform the comparable 
benchmark (below) in its asset class in terms of total return.  Marketweight: Janney FIS expects the target asset class or sector to 
perform in line with the comparable benchmark (below) in its asset class in terms of total return  Underweight: Janney FIS expects 
the target asset class or sector to underperform the comparable benchmark (below) in its asset class in terms of total return

Benchmarks- Asset Classes: Janney FIS ratings for domestic fi xed income asset classes including Treasuries, Agencies, 
Mortgages, Investment Grade Credit, High Yield Credit, and Municipals employ the “Barclay’s U.S. Aggregate Bond Market Index” 
as a benchmark. Treasuries: Janney FIS ratings employ the “Barclay’s U.S. Treasury Index” as a benchmark. Agencies: Janney FIS 
ratings employ the “Barclay’s U.S. Agency Index” as a benchmark. Mortgages: Janney FIS ratings employ the “Barclay’s U.S. MBS 
Index” as a benchmark. Investment Grade Credit: Janney FIS ratings employ the “Barclay’s U.S. Credit Index” as a benchmark. 
High Yield Credit: Janney FIS ratings for employ “Barclay’s U.S. Corporate High Yield Index” as a benchmark. Municipals: Janney 
FIS ratings employ the “Barclay’s Municipal Bond Index” as a benchmark.

Disclaimer- Janney or its affi liates may from time to time have a proprietary position in the various debt obligations of the 
issuers mentioned in this publication.  Unless otherwise noted, market data is from Bloomberg, Barclays, and Janney Fixed Income 
Strategy & Research (Janney FIS).  This report is the intellectual property of Janney Montgomery Scott LLC (Janney) and may not 
be reproduced, distributed, or published by any person for any purpose without Janney’s express prior written consent. This report 
has been prepared by Janney and is to be used for informational purposes only.  In no event should it be construed as a solicitation 
or offer to purchase or sell a security.  The information presented herein is taken from sources believed to be reliable, but is not 
guaranteed by Janney as to accuracy or completeness.  Any issue named or rates mentioned are used for illustrative purposes only, 
and may not represent the specifi c features or securities available at a given time.  Preliminary Offi cial Statements, Final Offi cial 
Statements, or Prospectuses for any new issues mentioned herein are available upon request.  The value of and income from 
investments may vary because of changes in interest rates, foreign exchange rates, securities prices, market indexes, as well as 
operational or fi nancial conditions of issuers or other factors.  Past performance is not necessarily a guide to future performance. 
Estimates of future performance are based on assumptions that may not be realized.  We have no obligation to tell you when 
opinions or information contained in Janney FIS publications change.  Janney Fixed Income Strategy does not provide individually 
tailored investment advice and this document has been prepared without regard to the circumstances and objectives of those 
who receive it.  The appropriateness of an investment or strategy will depend on an investor’s circumstances and objectives.  For 
investment advice specifi c to your individual situation, or for additional information on this or other topics, please contact your 
Janney Financial Consultant and/or your tax or legal advisor.

 


