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Key Survey Findings: Pensions still the top issue, but state government credit
quality jumped to the third most important issue


State government credit quality (48%) jumped to the third-ranked “most important trend” in
our survey of 168 municipal analysts. Last year, state credit quality was ranked eighth (24%).



Public pensions (92%) and federal policy uncertainty (60%) remain the first and second
most important issues/trends facing the market.



The 2017 Tax Cuts and Jobs Act impact on municipals: 78% of analysts forecast 2018
municipal bond issuance will be under $350 billion versus $446 billion in 2017.



More related to the 2017 tax cut: 29% expect the elimination of advance refundings to
have the greatest impact on the municipal bond market. Total 2017 issuance was a
record $446 billion.



Tax-exemption threat: Only 11% of municipal bond analysts see a “strong” or “very
strong” threat to the municipal bond tax exemption after the passage of last year’s tax
cut legislation.



Climate change: Only 3% of those surveyed believe state and local governments are
“prepared” or “very prepared” for climate change.



Infrastructure: President Donald Trump’s infrastructure proposal did not resonate well with
those analysts surveyed, with 37% having a “negative” or “very negative” opinion of the plan.



Pensions: Half of the municipal analysts polled think there is a public pension funding crisis.



Recoveries: Most (79%) analysts do not expect future municipal bond recoveries to be
“strong” or “very strong.”



A total of 64% of analysts polled have a “somewhat unfavorable,” “very unfavorable,”
“undecided,” or “do not consider ratings” view about Kroll’s municipal bond ratings.
This is a slight improvement compared with the total of 66% reported in our 2017 survey.

1. Top Five Most Important Issues/Trends Facing the Municipal Bond Market
Today, 2018
Public pensions (funding levels,
pension obligation bonds)

92%

Federal policy uncertainty/threat to
tax exemption, health/immigration reform,
infrastructure spending

60%

State government credit quality

48%

Declining investor trust in municipal market
security pledge (issuer willingness to pay)

42%

Infrastructure
0%

25%
20%

Please see analyst certification and important disclosures on page 9.

40%

60%

80%

100%

State government
credit quality is now the
third “most important
issue/trend” facing the
municipal bond market
today, according to our
2018 municipal analyst
survey.
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2. How Would Your Role as a Municipal Bond Analyst Be Best Described?

Responses from 168
municipal bond analysts
were included in our
March 2018 survey.

Buy-side
analyst
79%
Sell-side
analyst
10%

Independent
analyst
4%
78% of those who
participated in the survey
expect 2018 issuance to
be below $350 billion.

Other
7%

3. What do you think total primary municipal bond market issuance will be in 2018?
Over 500 0%

Billion (dollar)

451-500
401-450

5%
4%

351-400

13%

301-350

43%
29%

251-300
200-250
0%

6%
20%

40%

60%

Only 9% of analysts
surveyed expect 2018
issuance to be above
$400 billion.
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4. What potential outcomes from the Tax Cuts and Jobs Act of 2017 will have the
greatest impact on the municipal bond market (choose three)?
Elimination of advance refundings

29%

Supply/demand imbalance in 2018

18%

Municipal relative value
less attractive for buyers

18%

Negative for U.S. municipal market credit

The potential market
impact from the Tax Cuts
and Jobs Act of 2017 is
still on the minds of most
municipal analysts.

17%

Drag on housing market

8%

Negative for U.S. sovereign credit

6%

Higher bond volume if
bank products are used less

2%

Other

2%
0%

20%

Related to the 2017 tax
cut, 29% expect the
elimination of advance
refundings to have the
greatest impact on the
municipal market.

40%

5. How strong of a threat to the municipal bond tax exemption do you believe
exists post the Tax Cuts and Jobs Act of 2017?
1%

Very strong threat

10%

Strong threat
Moderate threat

31%

Somewhat of a threat

23%

Minimal threat

35%

Other 0%
0%

20%

40%

Only 11% of municipal
bond analysts see a
“strong” or “very strong”
threat to the municipal
bond tax exemption after
passage of the tax cut
legislation.

MUNICIPAL COMMENTARY

4

6. What is your opinion of how prepared state and local governments and other
municipal market participants are currently for climate change?
Very prepared 0%
Prepared
On their way to
being prepared

2%
1%
28%

Somewhat prepared

53%

Hardly prepared
14%

Fake news
Other

2%

0%

20%

40%

60%

7. What is your opinion of the Trump White House’s 2018 infrastructure proposal?
Very favorable
Favorable

14%
48%

Negative

0%

More than half (53%) of
respondents think state
and local governments
are “hardly prepared” for
climate change.

1%

Take it or leave it

Very negative

Only 3% of those
surveyed believe state
and local governments
are “prepared” or “very
prepared” for climate
change.

25%
12%
20%

40%

60%

President Donald
Trump’s infrastructure
proposal did not resonate
well with those surveyed,
with 37% having a
“negative” or “very
negative” opinion of it.
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8. Do you think there is a public pension funding crisis among state and local
governments?
Yes, there is a funding crisis among all or
almost all plans

50% of municipal analysts
think there is a public
pension funding crisis.

10%

Yes, a majority of state and
local plans are or will be underfunded

40%

About half are seriously underfunded;
the other half are adequately funded

33%

No, only some plans, not a majority are
seriously underfunded

17%

No, I do not think there is a public pension
0%
funding crisis
0%

20%

40%

60%

9. Do state and local governments have the fiscal tools available to them to solve
the pension funding crisis?

17% still do not think a
public pension funding
crisis exists.

Maybe
30%
Yes, but on a
limited basis
37%

No
19%
Other
7%

Yes
7%

Only 44% of analysts
believe state and local
governments possess the
fiscal tools to solve the
current public pension
funding crisis.
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10. What are the three most likely solutions for state and local governments
experiencing budget stress from rising pension liabilities (select up to three)?
Lower benefits
(future and current)

Analysts identified several
potential solutions to
funding public pensions.

26%

Raise taxes

25%

Combination of the above
as needed

16%
13%

Restructure, renegotiate
9%

Incentivize to contribute more
Pension obligation bonds

5%

Sell or lease assets

5%
1%

Other
0%

20%

40%

51% think “lower
benefits” and “higher
taxes” could help fully
fund public pensions.

11. How strong do you feel bondholder security will be going forward, keeping
in mind the developing trend (recoveries were 55% in San Bernardino, CA; 50%
in Stockton, CA; 60% in Vallejo, CA; 25% in Detroit, MI; and potentially less than
100% in Puerto Rico)?
Very strong (recoveries are likely
to be 100% or close to it)

1%

Strong (recoveries are likely
to be 75% or close to it)

20%

Moderate (recoveries are likely
to be 50% or close to it)
Weak (recoveries are likely
to be 25% or close to it)

65%
Most analysts do not
expect future municipal
bond recoveries to be
“strong” or “very strong.”

14%

Very weak (recoveries are likely
0%
to be 10% or close to it)
0%

20%

40%

60%

80%
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12. What is your opinion of the rating agencies’ treatment of pension liabilities as
indicated by their methodologies and ratings (choose one per rating agency)?
Too Much Emphasis

Not Enough Emphasis

Just the Right Amount of Emphasis

I Do Not Consider Opinion on Pensions

Moody's Investors Service

19%

58%

13%

19% of analysts believe
Moody’s Investors
Service puts “too much”
emphasis on pension
liabilities.

10%

1%
Standard & Poor

41%

45%

13%

0%
Fitch

35%

43%

22%

0%
Kroll

20%

0%

20%
20%

60%
40%

60%

80%

100%

13. What is your opinion of municipal bond ratings from the following credit
rating agencies (choose one per rating agency)?
Rating
Agency

Very
Favorable

Somewhat
Favorable

Neutral

Somewhat
Unfavorable

Very
Unfavorable

Undecided

Do Not
Consider
Ratings

Moody’s

20%

43%

18%

12%

4%

1%

2%

S&P

6%

43%

27%

16%

5%

1%

2%

Fitch

7%

36%

32%

15%

3%

2%

5%

Kroll

5%

12%

19%

9%

7%

5%

43%

Pension liabilities are “not
given enough” emphasis
by Standard & Poor’s
(45%) or Fitch (43%),
according to our 2018
municipal analyst survey.

A total of 64% of
analysts have a
“somewhat unfavorable,”
“very unfavorable,”
“undecided,” or “do not
consider ratings” view
about Kroll’s municipal
bond ratings. This is
a slight improvement
compared to the total of
66% reported in our 2017
survey.
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14. What do you think are the five most important issues/trends facing the
municipal bond market right now?
Public pensions (funding levels, pension obligation bonds)

92%

Federal policy uncertainty/threat to tax exemption,
health/immigration reform, infrastructure spending

60%

State government credit quality

Public pensions remain
the number one issue/
trend facing the
municipal bond market
right now, according
to 92% of analysts who
responded to our survey.

48%

Declining investor trust in municipal market security pledge
(issuer willingness to pay)

42%

Infrastructure

25%

Issuer recognition/reaction to lower growth/revenues
(new fiscal reality)

25%

Puerto Rico

24%

Disclosure

21%

Demographic shifts in the U.S./worldwide

21%

Ratings (accuracy, multi-notch downgrades,
reliability, methodologies, shopping)

20%

Local government credit quality

20%

Chapter 9 municipal bankruptcy proliferation

18%

Evolution of a bifurcated market
(expanding divide of credit quality)

14%

Technological change (automation, blockchain, etc.)

12%

Trump administration

12%

Misunderstanding of the municipal market (inexpert advice)

11%

Liquidity (Level of)

7%

Climate change

6%

Other

6%

Benchmark effectiveness

4%

Regulation

4%

Market optimism toward municipal market 2%
(investor discipline)
0%

20% 40% 60% 80% 100%

Federal policy uncertainty
is still the second most
important issue/trend
facing the municipal bond
market right now, with
60% of analysts including
it in their top five.

State government credit
quality jumped up to
the third spot (48%)
compared to (24%) last
year.
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Description of the Survey and Methodology
The results published in this commentary are based on a survey conducted between Monday,
March 12, 2018, and Wednesday, March 28, 2018. The survey was conducted by the PNC
Financial Services Group. The statistics collected during this process represent responses from
168 municipal bond credit specialists. Rating agency analysts were not asked to participate in
this survey. Please email thomas.kozlik@pnc.com if you are a municipal credit specialist and
would like to participate in the next survey. We would like to thank everyone who participated in
this year’s survey.

This material is not considered research and is not a product of any research department. The author of this material is a Municipal Market Strategist whose
compensation is not directly based on the success of any particular transaction or transactions.
PNC Capital Markets LLC (“PNCCM”) may trade the securities/instruments that are the subject of/mentioned in this material for its own account for resale to
clients and, as a result, may have an ownership interest in these financial instruments. The author may have consulted with the trading desk while preparing this
material, and the trading desk may have purchased or sold the financial instruments that are the subject of this material prior to publication.
This material is informational only and is not intended as an offer or a solicitation to buy or sell any security/instrument or to participate in any trading strategy.
This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and
objectives of persons who receive it. PNCCM believes the information contained herein to be reliable and accurate; however, neither PNCCM nor its affiliates
make any guaranty or warranty as to its reliability or accuracy.
PNCCM is not providing investment, legal, tax, financial, accounting or other advice to you or any other party. PNCCM is not acting as an advisor or fiduciary in
any respect in connection with providing this information, and no information or material contained herein is to be construed as either projections or predictions.
Past performance is not indicative of future results.
PNCCM, member FINRA and SIPC, is a wholly owned subsidiary of The PNC Financial Services Group, Inc. (“PNC”) and affiliate of PNC Bank, National
Association (“PNC Bank”). PNCCM is not a bank or a thrift, it is a separate and distinct corporate entity from its bank affiliate. Investment banking and capital
markets activities are conducted by PNC through its subsidiaries PNC Bank and PNCCM. Services such as public finance investment banking, securities
underwriting, and securities sales and trading are provided by PNCCM. Retail brokerage services and managed account advisory services are offered by PNC
Investments LLC, a registered broker-dealer and a registered investment adviser and member of FINRA and SIPC. Annuities and other insurance products are
provided through PNC Insurance Services, LLC.
Important Investments Information: Brokerage and insurance products are:
Not FDIC Insured ° Not Bank Guaranteed ° Not A Deposit ° Not Insured By Any Federal Government Agency ° May Lose Value
©2018 The PNC Financial Services Group, Inc. All rights reserved.
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