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CITIES STRONG TOGETHER

REPORT FINDINGS

The financial health of America’s cities,
towns and villages is on the brink.

A Recession Faster Than Imagined

The consequences of this economic fallout are impacting our hometowns faster than we
could have imagined.

The revenue decline that took 6 years for cities to fully feel in the Great
Recession is already happening in just the few short months of this
pandemic-downturn - and it won’t go away easily.

It took over a decade for local revenues to bounce back from the Great Recession. It’s predicted that it
will take years for local economies to recover from this recession.
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Tax Sources Suffer: Fiscal Structure and the Economy

Cities generate most of their revenue by designing their own tax and fee structures within limits
imposed by their states. Consequently, cities’ fiscal structures vary across the country.

Each source of revenue responds to economic changes differently.

e Property tax revenues typically reflect the value of a property anywhere from 18 months
to several years prior, so they are less immediately responsive to economic changes.

* Sales taxes are more responsive to economic changes and often better reflect economic shifts.

* Like sales taxes, income taxes are also a more responsive source of revenue.



COVID-19’S IMPACT ON TAX SOURCES

Data from 2019 indicated that all three major tax sources were continuing to grow at a robust rate -
then the pandemic hit.

Budget estimates for 2020, which were collected only two months after the pandemic started,
demonstrate the immediate impact coronavirus had on sales and income revenues sources. Even
property tax, which lags in comparison, will slow its rate of growth this year until it begins to
experience decline in the coming years.
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This Is Just the Beginning:
Fiscal Year Start Month and Budget Response

City fiscal years vary, many beginning January 1, July 1 or October 1, with
some during other months.

* Because of this, some cities’ 2020 fiscal years were just beginning as the coronavirus
spread and their budgets are facing the full brunt of the economic downturn
throughout 2020.

* Those that started their fiscal years in 2019, reaped the benefits of a stronger economy
and only felt the downturn in the tail end of their fiscal year.

This is just the beginning - the true depth of financial
impact will only become more evident and more severe in
the years to come as budgets absorb this economic hit.
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The Honorable Mitch McConnell The Honorable Nancy Pelosi

Majority Leader Speaker

United States Senate United States House of Representatives
S-230, The Capitol H-232, The Capitol

Washington, D.C. 20510 Washington, D.C. 20515

The Honorable Charles Schumer The Honorable Kevin McCarthy
Minority Leader Minority Leader

United States Senate United States House of Representatives
S-221, The Capitol H-204, The Capitol

Washington, D.C. 20510 Washington, D.C. 20515

Dear Speaker Pelosi, Leader McConnell, Leader McCarthy, and Leader Schumer:

The National League of Cities (NLC) is the nation’s foremost resource and non-partisan advocate for municipal governments
and their leaders, representing all of America’s 19,000 cities, towns, and villages. For nearly a year, local leaders have
persevered against unavoidable fiscal decline to maintain essential government operations and services. At the same time,
local governments have diligently implemented federal emergency aid to stabilize households and small businesses harmed
by the coronavirus pandemic.

We are grateful for programs and funding that have been enacted under prior emergency appropriations packages. The fact
remains, however, that most municipalities still have not received meaningful levels of federal aid. By separating, and
ultimately dropping, state and local aid from the omnibus appropriations and emergency spending bill, Congress has
injected significant uncertainty into the capability of local governments to carry out their operations just as a third wave of
COVID-19 infections threaten to spread uncontrollably.

Consequences of Local Government Decline

Without any form of emergency federal aid whatsoever, NLC calculated the worst possible outcome for municipal
governments would likely have been a $360 billion decline in revenues over three years from the start of the pandemic.
Fortunately, the three emergency appropriations packages approved by Congress has improved the outlook for local
revenues, but they remain far below normal collections. NLC’s revised estimate, based on the most recently available
fiscal data and updated survey results, is that municipal governments are still facing a $90 billion blow to their current
year revenues.!

1 0ver Two Thirds of Cities Say Condition Will Worsen Without Federal Stimulus, NLC
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https://www.nlc.org/article/2020/12/01/over-two-thirds-of-cities-say-condition-will-worsen-without-federal-stimulus/

For local governments, the unmet urgent need for federal aid strikes at the heart of their capacity to both carry out
emergency response and participate in economic recovery. Loss of capacity is directly related to local government job
losses. U.S. labor market data reported on January 8t showed that state and local governments are still cutting jobs to
offset revenue losses and pay for measures taken in response to new waves of COVID-19. According to the Bureau of Labor
Statics December 2020 jobs report, local governments shed 32,000 jobs2. Moreover, state and local government
employment is still down by 1.385 million jobs compared to February 2020, just before major actions to control the spread
of coronavirus went into effect.3

Municipal job cuts, and the resulting loss of capacity, has real-world consequences for residents, households, and small
businesses. When residents lose jobs, demand for state and local government services increase. According to a recent
Brookings report, COVID-19 triggered unprecedented increases in unemployment that overwhelmed state unemployment
programs.* Residents are relying on local governments for stabilization services through the long wait for unemployment
assistance. Federal programs such as CDBG, Homeless Assistance Grants, and the Coronavirus Relief Fund under the CARES
Act provided cities with additional resources to stabilize residents but did little to ensure local governments had the
capacity to carry out those programs quickly or efficiently. Without federal aid for all local governments, there is no
question that local capacity to administer emergency stabilization aid such as rent, utility assistance, and anti-hunger
programs will decline.

Household services are also being scaled back, resulting in quality-of-life declines. According to NLC’s City Fiscal Conditions
2020 report, nearly 8 in 10 finance officers say their cities are less able to meet the needs of their communities in 2020 than
in 2019.5 A December update to NLC’s survey of municipal officials found that 90% of municipal governments have
experienced a revenue decrease of 21%, and 76% have experienced an expenditure on average increase of 17%.° For
households, among other things this means reductions in waste collection and recycling programs, delays in permitting for
home construction and renovation, longer wait times for inspections and licensing, reduced services for households that
rely on public transit, and pausing plans for utility build-out and upgrades such as water and sewer lines and broadband
infrastructure.

Contractors that do business with local governments are also being harmed by the unavoidable decline in local government
operations. NLC research shows that the deepest cuts from the pandemic are not showing on the stock market but on the
Main Streets of cities and towns across America. According to NLC’s Local Impact Survey’, 65 percent of cities have been
forced to delay or cancel capital and infrastructure projects because of COVID-19 related revenue losses. Given that local
governments contract months and years ahead, this means that the cuts will increasingly reveal themselves to businesses
that bid for work in the months ahead. For small businesses that were unable to access Treasury aid like the Paycheck
Protection Program, local governments served as their last resort for access to credit. NLC is documenting 8 steps local
governments have taken to support small businesses including halting or deferring the collection of taxes, utility payments,
and licensing fees; offering zero-interest loans to those unable to access credit from financial institutions; and offering
technical assistance to small-business owners applying for SBA loans. Conversely, slow-downs in inspections means costly
opening and re-opening day delays and associated loss of wages for employees.

Direct Intervention for Local Governments

The fiscal decline associated with the coronavirus pandemic has placed unprecedented stress on both states and localities,
as evidenced by intergovernmental infighting over CARES Act Coronavirus Relief Funds. Of the 19,000 cities, towns, and

2 Bureau of Labor Statics December 2020 Jobs Report

3 Hilltop Securities Municipal Commentary January 11, 2020: State and Local Government Job Losses in Three of Last Four
Months Illustrate Continued Budget Pressures

4 The social safety net: The gaps that COVID-19 spotlights

5 City Fiscal Conditions 2020, NLC

6 Qver Two Thirds of Cities Say Condition Will Worsen Without Federal Stimulus, NLC

7 Congress’ Delay Slashes Main Street Investments Amid COVID-19, NLC

8 Five Ways Local Governments are Supporting Small Businesses During COVID-19, NLC
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villages in the United States, only 36 municipalities, each with more than 500,000 residents, were provided direct assistance
under the CARES Act CRF. Specifically, the 36 municipalities with populations over 500,000 received about $7.9 billion of the
$150 billion. As a result, the majority of the 19,000 municipalities below the 500,000-population threshold were

excluded from a guaranteed minimum level of assistance. In May, NLC raised the alarm that more than half the states had
not at that point allocated any CRF funds to small and rural localities.®

The lag in state action to share federal aid with local governments can be attributed to several factors, including unclear
authorizing language and inconsistent rolling guidance from the Treasury Department. But the largest factor was likely the
fact that the overall aid made available under CRF was less than the pandemic related losses for states alone. As of last
November, NLC estimated 29%, or about 6000 municipal governments, had not received any CRF, HUD, or FEMA funds
from the CARES Act.10

The lesson for Congress is that federal aid for localities should not be contingent on time-consuming state determinations
and processes. Rather, federal intervention to prevent the decline of local government operations should take the form of
direct allocations of aid to all local governments to ensure all cities, towns, and villages have the opportunity to access
federal aid where it is needed to maintain essential government operations and services.

Hard-won lessons learned from the opioid addiction crisis reinforce this conclusion. Too often, desperately

needed addiction treatment and recovery funds provided by Congress were delayed or made unavailable to local
governments as a result of complex or unclear instructions between federal, state, and local authorities. To the extent that
federal resources are allocated to state governments for use by states and localities, the federal government should include
iron-clad language requiring states to clearly and efficiently pass-through funds to local governments within a defined
period of time.

Appropriate, Fair, and Equitable Funding for All Municipal Governments

Federal lawmakers should adhere to the following principles for direct intervention and prevention of local government fiscal
decline resulting from the COVID-19 pandemic:

1. Emergency funding should be fair and appropriate for each and every local government, with no minimum
population threshold for eligibility. Residents, households, and small businesses should not tolerate a preventable
decline in local government operations as a result of being excluded from emergency federal assistance.

2. Aid should be directly allocated through familiar and proven government revenue sharing programs. We
recommend an allocation formula based on the Community Development Block Grant program (CDBG) as approved
by the House in the HEROES Act. Relying on a CDBG framework would eliminate the time-consuming need to stand
up a completely new administrative or regulatory framework as was required by the CRF. CDBG is also the most
familiar revenue sharing mechanism for states and localities operating at reduced capacities due to staff furloughs
and layoffs.

3. Entanglement of state and local funding should be minimized. A lack of clarity burdened the Coronavirus Relief
Fund from the start, resulting in confusion, delays, and infighting among primary and secondary grant recipients.
Federal aid for states and localities should be allocated through three distinct funding streams for state government,
municipal government, and county government. Overall federal aid for municipal governments and county
governments should be provided at equal levels.

9 Local Governments Report Progress on Coronavirus Relief Funds, But Few Unobligated Dollars Remain for Cities and
Towns Waiting for Aid, NLC
10 Cities are Essential, The COVID-19 Recession, NLC
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4. Eligible expenditures should be targeted to the widespread health and economic consequences of COVID-19,
including unavoidable revenue shortfalls resulting from federal, state, and local measures to contain the spread of
coronavirus.

Appropriate Guardrails

Appropriate guardrails can ensure federal assistance is appropriately allocated and spent to address losses and
recovery related to COVID-19.

1. Congress should enact guardrails to ensure additional federal intervention does not exceed reasonable levels of
assistance to any municipal government; and that the public can be confident that taxpayer funds are
appropriately spent.

2. To safeguard against funding levels greater than appropriate to meet the responsibilities delineated to
municipal governments, allocations for non-entitlement municipalities ought to be capped at 75% of their total
annual budget.

3. To safeguard against incentives to use federal aid as an offset for unwarranted cuts in state or local aid, a
maintenance of effort requirement should be included to prevent any level of government from imposing
eligibility standards, methodologies, procedures, or other constraints on any other unit of government that are
more restrictive than those that were in place upon enactment of the bill, in order to receive aid under this title.

4. To safeguard against expenditures for long-standing unfunded liabilities, pension funds should be designated an
ineligible expenditure.

Additional Federal Aid

To help local governments offset the costs associated with the current national emergency response to this ongoing
pandemic, Congress should include key provisions within H.R. 8266, the FEMA Assistance Relief Act of 2020, including
adjusting the FEMA cost-share for all COVID-19 related Emergency and Major Disaster declarations to 100 percent.
Additionally, Congress should include provisions within H.R. 8266 that would adjust the FEMA cost-share for all
emergencies and major disaster declared in 2020 to not less than 90 percent federal and 10 percent non-federal, as well as
a vital provision that would clarify that FEMA — under COVID-19 declarations — should continue to reimburse for certain
expenses including personal protective equipment (PPE) for public schools, public transit, public utilities, courthouses and
other government buildings and services.

Lastly, states and localities need more flexibility to use already appropriated CRF funding than is provided by the CARES Act.
Amending CARES Act language to enhance flexibility for CRF by making “replacement of lost revenue” an eligible
expenditure would meaningfully aid state, county, and municipal governments. We recommend CARES Act language be
revised to read: Title VI, Sec 601 (d):(1) are necessary expenditures or lost revenue incurred due to the public health
emergency with respect to the Coronavirus Disease 2019 (COVID-19).

Conclusion

To be clear, we are not seeking federal assistance to “bail-out” local governments. Local governments do not expect the
federal government to make up for every loss of local revenue. Rather, NLC is seeking an additional lifeline for local
governments to put off and ultimately avoid options of last resort, including making temporary cuts permanent at a time
when communities need local services most, laying-off furloughed municipal employees who comprise a large share of
America’s middle class, and indefinitely cancelling capital projects that will further impact local employment, business
contracts and overall investment in the economy. In other words, we are seeking federal assistance to save America’s
cities, towns, and villages; and to make local leaders part of the solution to economic recovery.

NLC



Thank you for considering our urgent request for additional emergency aid to stabilize residents and maintain local
government operations. If NLC can be of further help to you, please contact Irma Esparza Diggs, NLC Senior Executive and
Director of Federal Advocacy, at 202-626-3176 or diggs@nlc.org.

Sincerely,

C—_S:Z'd-h._._,_

Clarence Anthony
CEO and Executive Director
National League of Cities

Cc: Office of President-Elect Biden
U.S. House of Representatives

NLC
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RULES, ELECTIONS, AND
INTERGOVERNMENTAL RELATIONS

RESOLUTION

WHEREAS, any official position of the City of Los Angeles with respect to legislation, rules,
regulations or policies proposed to or pending before a local, state or federal governmental body
or agency must have first been adopted in the form of a Resolution by the City Council with the
concurrence of the Mayor; and

WHEREAS, the maritime industry has continued to operate throughout the global COVID-19
pandemic despite major disruptions to global supply chains; and

WHEREAS, the Port of Los Angeles is a linchpin in the economic vitality of multiple critical
infrastructure sectors locally and nationally; and

WHEREAS, the maritime industry is fueled by the work of essential waterfront workers who have
taken on extensive risks in order to ensure the continued flow of goods and materials through the
Port; and

WHEREAS, the State is developing guidelines for the distribution of COVID-19 vaccines to
essential personnel once medical workers, first responders, and vulnerable populations have been
successfully vaccinated; and

WHEREAS, the health and safety ofwaterfront workers is crucial for the continued recovery from
the economic devastation wrought by the global pandemic; and

WHEREAS, the State should prioritize protection ofthe waterfront workers who continue to risk
their health to maintain our local and national economies;

NOW, THEREFORE, BE IT RESOLVED, with the concurrence of the Mayor, that by the
adoption of this Resolution, the City of Los Angeles hereby includes in its 2021-2022 State
Legislative Program SUPPORT for any legislation or administrative action that would prioritize
distribution ofthe COVID-19 vaccine for essential waterfront workers.

PRESENTED BY:;
JOEBUSCAINO (verbal)
Councilmember, 15th District

CO-PRESENTED BY:
PAUL KORETZ (verbal)
Councilmember, 5th District

SECONDED BY;
MIKE BONIN (verbal)

Councilmember, 11th District
majs
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Outlook For U.S. Local Governments: Revenue
Pressures Mount And Choices Get Harder

January 6, 2021

Sector View: Negative

Our view of the sector remains negative given the level of pressures brought by COVID-19
and the recession. While we expect most credits will experience only slight, if any,
deterioration in 2021 and beyond, in the current environment we still expect downgrades to
outpace upgrades. Credits that maintain higher reserves are better positioned to withstand
revenue and expenditure pressure, but for most, active management of any shortfalls will
still be critical to maintaining credit quality. Local governments that have weaker financial
reserves and less flexibility, and don't proactively manage their budgets in 2021, will be
most at risk for credit deterioration.

What We’re Watching — Local Governments
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Local Governments By The Numbers
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Copyright © 2021 by Standard & Poor’s Financial Services LLC. All rights reserved.

In 2020 local governments across the country took the lead to innovate through the pandemic and
recession. We expect this to continue in 2021 as they address challenges surrounding vaccine
distribution. All of this must be done while addressing day-to-day government needs, sometimes
in the face of revenue shortfalls. As we look to the year ahead, given the challenges presented, we
know some downgrades are unavoidable, although not all issues placed on negative outlook in
2020 will go down (see Rating Actions And Distribution below). Local governments with flexibility
borne by reserves, revenue, or expenditure flexibility have a head start for maintaining credit
quality. But even proactive management teams with their hands on the wheel may find there is a
limit to what they can do in the current environment.

Ourview on 2021 highlights five questions that matter for the health and stability of local
government credit quality. Some questions have specific factors that could affect the trajectory,
but there are several potential disruptors that span broadly. These include delays in federal
stimulus and/or an effective immunization campaign; a double-dip recession; and a markedly
slower economic recovery than currently expected, either nationally or on a state level.

www.spglobal.com/ratingsdirect January 6, 2021
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Questions That Matter

1. What are the federal fiscal and policy initiatives that will be
meaningful for credit?

After months of waiting, the federal relief bill passed in December but did not include money for
state and local governments. While that outcome was not a complete surprise, it is still a blow to
local governments trying to make ends meet during revenue shortfalls brought on by COVID-19
and the recession. The National League of Cities' (NLC) annual survey of over 900 municipalities,
taken before Congress's December action, put numbers to the pressure local governments have
been seeing all year, with 71% of cities surveyed saying their government's condition will worsen
unless Congress passes additional stimulus. A similar survey from the National Association of
Counties with 1,800 respondents puts the number higher, at 91%.

How this will shape 2021

No new stimulus for locals will make a difficult budget year even harder. Locals know that
without meaningful federal stimulus, balancing 2021 will be even more difficult and we're likely to
see deeper budget cuts.

Low interest rates will continue to help with cost of capital, providing some budgetary
flexibility. With the Federal Reserve pledging to keep rates low for the foreseeable future, locals
will be able to take advantage of low borrowing costs. Lower interest rates also help offset the loss
of tax-exempt advanced refundings, but a taxable refunding still won't save as much as a
tax-exempt one.

A national infrastructure package would create jobs and rebuild assets. The greatest value
would come from the inclusion of projects that benefit locals and schools, plus a broad-scale
infrastructure program brings jobs directly to communities.

What we think and why

Absence of meaningful federal stimulus could lead to credit deterioration and rating changes.
An early-on infusion of $150 billion in CARES Act Coronavirus Relief Fund money was a big help for
locals but it wasn't enough to completely offset revenue decline due to the recession and
additional pandemic-related costs. While the CRF dollars were shared broadly, the NLC estimates
29% of locals received no CARES Act funding.

Premature austerity pressures the economy. Given that state and local government makes up
10.4% of national GDP, continued budget cuts and employment reductions will slow down the
national recovery and in turn slow local revenue recovery which adds to credit pressure.

www.spglobal.com/ratingsdirect January 6, 2021
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What could change the trajectory

Continued gridlock in Congress. This could limit policy initiatives favorable to local governments
from an economic or financial standpoint.

Chart 2

The Pandemic’s Impact On Cities
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Source: National League of Cities survey of 900 municipalities.
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2. Will the uneven health recovery weigh on credit quality?

Throughout the pandemic we have seen the virus affect the U.S. unevenly, from illness spikes to
tax revenue shortfalls brought on by state-mandated social distancing. As we move through the
virus' winter surge, we expect the impact will be uneven. This puts harder-hit issuers at a different
starting point than others as the world turns its sights to widespread use of a vaccine in 2021.

How this will shape 2021

State and regional recovery readiness varies. Some parts of the country may be ready to move
forward post-virus more quickly, growing revenues and expanding the local economy, while others
take longer. During 2020 we saw more differences between states than regions, as demonstrated
by variations in unemployment rates as shown in chart 3.

Limited budgetary flexibility. As economies reopen, significant budget cuts will be necessary for
some issuers to bring revenues in line with expenditures. This provides less flexibility in budgeting
for 2021 and beyond.

What we think and why

Uneven health recovery will continue for some time. Since states are experiencing the virus
differently, there will be different outcomes for revenues, expenditures, and credit quality.
Economies that take longer to recover will continue to see more pressure on sales taxes and other
revenues.
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Property tax collections remain on track, providing stability for many. Inareas where housing
demand was high there could be a notable increase in the taxable valuation. Housing starts are
very strong across the U.S., as is price appreciation in many areas. A slowdown in either won't
necessarily signal weakness, but rather normalization.

In the event of another lockdown, sales taxes may not drop as much as feared. Sales and other
user taxes were hit hard in general, but for many it was not as bad as original expectations. Should
there be another virus spike, this should help provide stability.

Slow economic growth and vaccine-shy constituents could keep some areas from coming back
quickly. This would be consistent with what we've seen where shutdowns happened earlier
and/or lasted longer.

Chart 3

2020 Unemployment Rates: Higher, But With Significant Variance Across States
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Source: Bureau of Labor Statistics.
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3. How does our negative view of the state sector relate to local
governments?

While there is no direct correlation between the sector view on states and individual local
government credits, the overall health of state finances can have a direct impact on locals. Some
local governments—including school districts, where state revenues make up an average of 51%
of funding—are dependent on the state for operating revenues. After a period of remarkable
stability, in 2020 there were three state downgrades and 14 negative outlook revisions. Nearly all
states are required to maintain a balanced budget, and when cuts are necessary to regain
balance, one of the most common actions is to reduce aid to locals. Not all states head into 2021
with significant budgetary weakness, but where it exists we expect locals may feel it, too.
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How this will shape 2021

Budgetary pressure at the state level can move quickly down to locals. [f states need to make
cuts to local governments and school districts to regain balance, these adjustments can result in
mid-year budget cuts. Depending on the timing of the cuts, these are often offset by using
reserves since making impactful spending adjustments can take longer.

Regardless of location, operations are tight for most. The uneven health recovery varies across
states, and some are experiencing less revenue pressure than others. However, for those under
strain, the pressure is likely to ramp up without additional federal stimulus.

Pain is likely to continue since 2022 doesn't look any better for many. Many states are talking
about 2022 budgetary imbalances, another signal of an increased chance for revenue sharing
cuts, potentially for more than one year.

What we think and why

Being prepared for potential cuts is important. When state budgetary imbalances occur, it may
only be a matter of time until they hit locals. Early on in the pandemic school aid was cut in several
states, but the December relief bill included $54 billion for public K-12 schools which will help,
particularly since the bill didn't include stimulus money for states.

States with slower economic recoveries will exacerbate problems for locals. If the national
economic recovery is slow and other revenues are similarly pressured, the situation will be
exacerbated. Locals with their own revenue weakness will be hit even harder.

Some states may be waiting for the other shoe to drop. Local governments with aJan. 1 budget
year couldn't wait for possible federal stimulus to finalize their budgets. Any governments that
were disappointed by a lack of stimulus for states and locals in the congressional bill may now
have to make more sizable budget cuts.

Governments are on the front lines of the pandemic and their finances are showing it. Total
revenues have been down across the country, with most states reporting year-over-year drops
through September, and six states in excess of 10%.
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Chart 4

Percent Change In State Tax Revenues, March - September 2019 vs March - September 2020
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4. Will ESG issues remain a front-and-center challenge that affects
credit quality?

After many years of ESG conversations focused on 'E', in 2020 'S' and 'G' topics were also
prevalent. This included civil unrest associated with George Floyd and subsequent calls for police
reform. In the 'G' space, in addition to a myriad of pressures related to COVID-19 response, we saw
ongoing cyberattacks on local governments. We expect all of this to continue at some level in 2021.

How this will shape 2021

ESG conversations will ramp up. Issuers, investors, and credit ratings firms will spend more time
discussing ESG issues and determining how best to disclose the effect of these factors on credit
quality

Social and Governance topics head to the fore. 'S' risks associated with civil unrest may start to
gain prominence, as 'G' modifications are implemented to quell community concerns

Data, data, data. We expect additional information and data to be more readily available as
extreme weather, chronic and increasing climate impacts, cyber security, and public safety
conversations ramp up.
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What we think and why

ESG will continue to move ratings. Addressing current'E' and 'S' pressures through short and
long-term planning initiatives is an important part of 'G'. In some cases, management's long-term
view of these credit factors can mitigate a precipitous deterioration in credit quality.

Environment is back on the table at the White House. The change in administration will likely
result in federal prioritization of transition and physical risks associated with climate change,
prompting more conversations at the state and local level.

Data improvements and availability will be critical. Comparability of environmental data will
continue to improve, prompting more meaningful conversations with many issuers around
mitigation and long-term stability.

ESG-related rating changes--pandemic and non-pandemic

ESG-related rating changes in 2020 showed an uptick in 'S' factors, reflecting the influence of
COVID-19 on local government credit quality, although not all the changes were pandemic-related.

Chart 5 Chart 6
ESG Rating Changes During COVID-19 Pandemic ESG Rating Changes, Non-Pandemic
March - December 2020 2017 and 2018
E
(6%)

G
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Source: S&P Global Ratings Source: S&P Global Ratings
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5. Will COVID-19 have long-term implications for local governments?

Many governments will be unable to close COVID-created budget gaps using only structural
measures, and we expect some one-time uses to be common. With 1.2 million jobs lost in the local
government sector since March 2020, we expect more cuts to come, forcing harder choices and
requiring locals to do more with less. With a winter COVID spike and a slower economy going into
2021, it will likely take local governments longer to recover to pre-recession revenue levels,
especially as they grapple with any "new normal” shifts, such as changes in tax revenue trends or
demographics.
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How this will shape 2021

Given the trajectory of the recovery, we anticipate a slower start for the economy heading into
2021. Aslower pace will translate into slower revenue recovery for many, resulting in more cuts to
restore budgetary balance. This includes delaying capital projects which can result in growing
deferred maintenance. For some, it will also mean pension contribution reductions.

Budget cuts continue and may ramp up. Some state and local governments waited to see what
happened with federal stimulus before making significant budget cuts. With no stimulus for state
and local governments forthcoming, we expect there could be significant adjustments, and in the
interim, more use of reserves.

What we think and why

Proactive management remains critical for credit stability. Local governments that started out
with more cushion will be better insulated from revenue shortfalls, but only if they manage things
well. Avoiding budget balancing strategies that threaten longer-term stability--such as a marked
increase in debt or a reduction in pension contributions—will be critical to success.

It will take time to see what the post-vaccine "new normal" looks like. Trends that started in
2020 may lead to longer term shifts in retail and demographics. For example, in a recent report,
S&P Global Ratings said that "the U.S. commercial real estate market, already hammered by retail
and lodging woes, may face more long-term damage if the pandemic-related population-shift
away from larger cities, work-from-home arrangements, and corporate cost-cutting strategies
stick."

Switching gears to recovery from pandemic management may be difficult. For issuers whose
primary focus must remain on managing the pandemic, rebuilding may take the place of economic
expansion.

Staying the course on pension and infrastructure funding is critical to long term credit quality.
Even small changes to pension contributions in current budgets can have a significant impact on
funding levels in the long term. For governments with already high fixed costs, the balancing act is
even harder.

What could change the trajectory

"New normal" takes longer to shake out. S&P Global Economics projects growth will start to tick
up in the second half of 2021, but we don't expect an automatic reset to pre-COVID times. Delays
in a national economic recovery could jeopardize local growth.

We saw notable shifts in consumer habits in 2020 that had an effect on sales tax collections.
Personal consumption expenditures dropped 18.6% between February and April, and as of
October had not yet recovered completely. With the onset of social distancing, segments of the
retail market show differing outcomes.
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Chart7

Change in Retail Spending By Consumers, March — December 2020
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Rating Actions And Distribution

Most local governments started 2020 from a position of strength, and despite the pandemic and

recession, rating distribution in the sector remained largely the same at year-end. We responded
to the pandemic with more outlook changes than downgrades; overall, 88% of local government

COVID-related actions were negative outlook revisions.
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Chart 8 Chart9

County, Municipality, And School District General Obligation Ratings Distribution Local Government Outlook Distribution

Negative
(4%)

= Counties = Municipalities School districts

45

40

35

30

25

%

20

AAA AA+ AA AA- A+ A A- BBB+  BBBand Stable
below o,
(96%)

Source: S&P Global Ratings. Data as of Dec. 31, 2020. There are no ratings with a positive outlook. Source: S&P Global Ratings. Data as of Dec. 31, 2020.
Copyright © 2021 by Standard & Poor's Financial Services LLC. All rights reserved. Copyright © 2021 by Standard & Poor's Financial Services LLC. All rights reserved.

In 2020 local government downgrades outpaced upgrades by a factor of four, a sharp departure
from 2019's rating actions. Approximately one-third of 2020's rating actions were directly
attributable to COVID-19.

Chart 10

2020 Local Government Rating Actions
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Source: S&P Global Ratings. Data as of Dec. 31, 2020.
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This report does not constitute a rating action.

www.spglobal.com/ratingsdirect January 6,2021 11



Outlook For U.S. Local Governments: Revenue Pressures Mount And Choices Get Harder

Contact List

PRIMARY CREDIT ANALYST SECONDARY CONTACT

Jane H Ridley Geoffrey E Buswick
Centennial Boston

+1(303) 721 4487 +1(617) 530 8311
jane.ridley@spglobal.com geoffrey.buswick@spglobal.com
CONTRIBUTOR CONTRIBUTOR

Adriana Artola Cora Bruemmer

San Francisco Chicago

+415-371-5057 +1(312) 2337099
Adriana.Artola@spglobal.com cora.bruemmer@spglobal.com
CONTRIBUTOR CONTRIBUTOR

Joshua Travis Robert Tung

Farmers Branch New York

+1(972) 367 3340 +1(212) 4381189
joshua.travis@spglobal.com Robert.Tung@spglobal.com

CONTRIBUTOR

Nora G Wittstruck

New York

+(212) 438-8589
nora.wittstruck@spglobal.com

www.spglobal.com/ratingsdirect

SECONDARY CONTACT

Lisa R Schroeer
Charlottesville

+ (434) 529-2862
lisa.schroeer@spglobal.com

CONTRIBUTOR

Victor M Medeiros
Boston
+1(617) 530 8305

victor.medeiros@spglobal.com

CONTRIBUTOR

Blake E Yocom
Chicago
+1(312) 233 7056

blake.yocom@spglobal.com

January 6, 2021

12


mailto: jane.ridley@spglobal.com
mailto: geoffrey.buswick@spglobal.com
mailto: lisa.schroeer@spglobal.com
mailto: Adriana.Artola@spglobal.com
mailto: cora.bruemmer@spglobal.com
mailto: victor.medeiros@spglobal.com
mailto: joshua.travis@spglobal.com
mailto: Robert.Tung@spglobal.com
mailto: blake.yocom@spglobal.com
mailto: nora.wittstruck@spglobal.com

Outlook For U.S. Local Governments: Revenue Pressures Mount And Choices Get Harder

Copyright © 2021 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software, or other application or output therefrom) or
any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a
database or retrieval system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively,
S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their
directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness
or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause,
for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO,
ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS
OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental,
exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation,
lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of
the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each
analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com and www.spcapitalig.com
(subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

www.spglobal.com/ratingsdirect January 6, 2021



	SP Global 2021 Outlook for LG--Revenue Pressures Mount And Choices Get Harder 1-6-2021.pdf
	Research:
	Questions That Matter
	1. What are the federal fiscal and policy initiatives that will be meaningful for credit? 
	How this will shape 2021
	What we think and why
	What could change the trajectory

	2. Will the uneven health recovery weigh on credit quality? 
	How this will shape 2021
	What we think and why

	3. How does our negative view of the state sector relate to local governments? 
	How this will shape 2021
	What we think and why

	4. Will ESG issues remain a front-and-center challenge that affects credit quality?
	How this will shape 2021
	What we think and why
	ESG-related rating changes--pandemic and non-pandemic

	5. Will COVID-19 have long-term implications for local governments?
	How this will shape 2021
	What we think and why
	What could change the trajectory

	Rating Actions And Distribution





