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Fitch Ratings 2021 Outlook: U.S. States and Local Governments

Fitch’s Sector Outlook: Stable

Fitch believes the outlook for U.S. states and local governments is stable relative to a very
challenging 2020 credit environment. As the nation continues its recovery from the deep
coronavirus-driven trough, states and local governments will continue to face challenges in
managing weakened tax revenues with pressure to maintain or increase public services
spending. The $2 trillion federal stimulus bill (equal to about 10% of 2019 GDP) passed in
March 2020 provided critical direct and indirect aid to states and local governments. Fitch's
Issuer Default Rating for states and local governments ratings generally do not assume the
receipt of material new federal aid. Additional federal stimulus could support a more robust
improvement in credit conditions for the sector by supporting economic growth until an
effective vaccine is widely available and mitigating the need for potentially damaging near-
term budget balancing measures.

Rating Outlook: Stable

While the number of state and local ratings that are on Negative Rating Outlook is elevated,
the vast majority of Rating Outlooks are Stable. Very few ratings are on Positive Rating
Outlook. Fitch believes the fundamental strengths of states and local governments, including
broad and diverse revenue bases, control over revenues and spending, moderate long-term
liability burdens and sound financial cushions will help preserve a high level of credit quality
for all but a few issuers.

Rating Distribution Weighting:

Only three states are rated below the 'AA' category — Connecticut, lllinois and New Jersey.
About 80% of local governments are rated in the top two categories. Fitch anticipates
potential modest erosion in credit quality if the economic impact of the pandemic continues
to stifle revenues, but does not anticipate a significant downward shift in ratings.

What to Watch

e Slow economic and job recovery through at least the first part of the year will continue to
be a drag on personal income, consumer spending and tax revenue performance.

e Mortgage forbearance agreements, delinquencies and defaults, as well as eviction
moratoria, may slow or reduce property tax collections. The impact of the pandemic on
property values will likely be minimal overall but vary with the size, location and density of
the local government.

e The timing and magnitude of recovery in travel and leisure spending is uncertain but is
unlikely to be fully realized in 2021, reducing resources for tourism-based economies.

e Asizable additional federal stimulus program would particularly benefit those states and
local governments with more limited financial resilience.

e State and local budget policy choices to counteract slow or negative economic growth will
vary.

e Changes in public health trends, governmental policy responses to those changes and the
timing of vaccine availability will affect the pace and magnitude of recovery.

Amy Laskey, Managing Director, Public Finance and
Infrastructure

“Fitch believes state and local government revenues will continue
to be vulnerable to declines in 2021, with the full impact of the
enormous economic dislocation due to the coronavirus pandemic
still to be realized.”
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What to Watch — Weak Income and Sales Tax Performance

Potentially unprecedented declines in income, sales and other economically-sensitive tax
revenues in 2020 were mitigated by timely federal stimulus, accelerated purchases of
essential items early in the pandemic's course, and strong economic and revenue
performance leading into the pandemic. Tax revenues were bolstered by the federal stimulus
provisions including one-time payments to individuals, temporarily enhanced unemployment
benefits, which are taxable in most states, and the Paycheck Protection Program.

Drops in in-store purchases were offset by on-line sales, which are taxed in 43 states,
following the U.S. Supreme Court's 2018 Wayfair decision. However, consumer spending and
employment gains will likely remain uneven. The official and Fitch-adjusted unemployment
rates, (the latter accounts for labor force exits) remain elevated. The U.S. has regained a little
more than half the jobs lost at the start of the pandemic, with wide variation across the states.

What to Watch — Property Tax Impact Possible, but Delayed

Property taxes for fiscal 2021 are largely based on pre-pandemic assessed valuations.
Continued healthy home price growth in most areas will allow property tax revenues
received in the latter part of 2021 to rise, although suburban and rural areas are likely to
gain — given increased demand for more living space and remote work flexibility— at the
expense of some large, dense cities. Elevated mortgage forbearance agreements,
delinquencies and foreclosures may lead to delays and potential reduction in property tax
payments. Relief from evictions are a benefit to tenants but may hinder landlords' ability to
meet expenses, including property taxes. The outlook for commercial real estate may be
affected by further delays in expectations for employees' return to offices.

What to Watch — Travel and Leisure Sector Weakness to Continue

Localities whose economies are dependent on tourism and business travellers and/or have
revenue systems that include an emphasis on tourist activity may continue to be especially
vulnerable to economic and revenue erosion. Fitch does not expect revenue per hotel room
(RevPAR), an important indicator of travel activity, to return to 2019 levels until 2025, with
2021 levels at about 73% of 2019's. Timeshare revenues are anticipated to rebound more
quickly but not before 2023. Demand for leisure travel is expected to recover more quickly
than for corporate travel. Tourism-focused areas that are easily accessed by ground
transportation or with a high percentage of second homes are likely to fare better than fly-to
locations whose visitors primarily stay in short-term rentals.

|
Potential Disrupting Factors

e The timing of widespread coronavirus vaccination will affect the pace and strength of
recovery. A widely distributed vaccine early in the year would improve fiscal 2021 and
2022 budget outlooks. Conversely, delays in widespread vaccination, continued virus
spread and reactive lockdowns through 2021 would compound the revenue and budget
stress experienced over the last few months.

e Timely additional federal stimulus could offset the impact of renewed lockdowns to
some extent. The combination of a failure to provide stimulus and delay in vaccine
distribution would make 2021/fiscal 2022 more challenging for state and local budgets.
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What to Watch — New Federal Stimulus Would be Helpful

The March and April 2020 federal stimulus bills mitigated the immediate fiscal effects of the
pandemic on states and local governments, but Fitch's ratings generally do not assume
additional material direct federal support. These bills put state and local governments in a
solid position to face the prolonged economic and revenue impact of virus-related
containment measures and contributed to relative stability in ratings. In addition to
supporting economic activity, the federal government provided direct subsidies through
measures including the $150 billion Coronavirus Relief Fund for coronavirus-related
expenses and the 6.2 percentage point enhancement to the federal medical assistance
percentage match rate for Medicaid spending.

Many of those measures have expired and the pace of economic recovery is slowing from a
robust third quarter rebound. Fitch expects 2021 budget balancing will require meaningful,
and potentially economically damaging, policy action unless the federal government passes a
further stimulus bill. Except for a handful of credits, particularly several states on Negative
Rating Outlook, the absence or passage of a new stimulus is not an explicit rating sensitivity.

What to Watch — Policy Action Will Vary

Regardless of federal action, some states and local governments will seek to stimulate their
economies by either reducing taxes or increasing use of reserves or borrowing to maintain
the current level of services. Others will closely adhere to financial policy goals, cutting
spendingor raising revenues where needed. Policy approaches will need to balance economic
and financial consequences.

The ability to weather the crisis brought on by the pandemic while retaining sufficient
financial resilience to address a future economic recession is a key focus of Fitch's analysis.
As the preponderance of Stable Rating Outlooks indicates, we believe most if not all states
and local governments will be able to manage this balance effectively.

What to Watch - Public Health Trends and Containment Measures

The widespread increases in U.S. caseloads and hospitalizations through the fall are leading
to prolonging or re-imposition of virus containment measures in various states, including
reduced capacity at offices, stores, restaurants and mass transportation; closure of bars,
entertainment venues and schools; and physical distancing requirements. Fitch's current
baseline expectation is that a widely available and effective vaccine will be available in the
second half of 2021. In the interim, elevated virus spread and a return to severe containment
measures could contribute to a continuation or even deepening of depressed sales, income
and other economically-sensitive revenues. Property tax revenues in dense urban areas with
high levels of office space will be affected but on a lagged basis as renewed lockdowns would
further delay employees' return to offices.
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SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS
BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of
the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other
reports provided by third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports should understand
that neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax
matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for arating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals
identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and
presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to
buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors,
other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular
insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert
in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution,
Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended
to be used by persons who are retail clients within the meaning of the Corporations Act 2001.

Outlook| December 7,2020 fitchratings.com/outlooks 5


https://www.fitchratings.com/topics/outlooks
https://www.fitchratings.com/site/definitions
http://www.fitchratings.com/

	Fitch’s Sector Outlook: Stable
	Amy Laskey, Managing Director, Public Finance and Infrastructure
	Rating Outlook: Stable
	Rating Distribution Weighting:
	What to Watch 
	What to Watch — Weak Income and Sales Tax Performance
	What to Watch — Property Tax Impact Possible, but Delayed
	What to Watch — Travel and Leisure Sector Weakness to Continue
	Potential Disrupting Factors 
	What to Watch — New Federal Stimulus Would be Helpful
	What to Watch — Policy Action Will Vary
	What to Watch - Public Health Trends and Containment Measures
	Outlooks and Related Research
	Analysts



