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How Recession Has Affected State Ratings
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Distribution of Current State G.O. Ratings
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Rating Downgrades Reflect Recessionary Pressure

Rating Actions 2001 2002 2003 Subtotal 2007 2008 2009 Subtotal
Upgrades 1 0 1 2 5 1 0 6pg
Positive Outlook 
Changes 0 3 0 3 5 0 4 9
Positive Watchlist 
Actions 2 1 3 6 0 0 0 0

Downgrades 4 2 8 14* 1 0 5 6**
Negative Outlook 
Ch 12 8 3 23 6 5 7 18Changes 12 8 3 23 6 5 7 18
Negative Watchlist 
Actions 2 2 6 10 0 0 5 5

*  affecting 10 states

** ff ti 5 t t

» 2001-2003: Sudden sharp decline; rapid rebound

» 2007-2009: Slower, but deeper decline; slow rebound expected

» Federal fiscal stimulus has cushioned the fall
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** affecting 5 states» More negative rating actions to come
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State Sector Outlook is Negative
States With Negative Outlooks

State Rating

Arizona Aa3
Connecticut Aa3
Florida Aa1
Kentucky Aa2
Michigan Aa3
New Jersey Aa3
Ohio Aa2
Pennsylvania Aa2Pennsylvania Aa2
Rhode Island Aa3
Wisconsin Aa3

State on Watchlist for Possible DowngradeState on Watchlist for Possible Downgrade

Illinois A1
State with Positive Outlook

Louisiana A1
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West Virginia Aa3
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Outlook for States is NegativeOutlook for States is Negative

» Employment is declining

» Unemployment rate is climbing 

» Tax receipts have plunged 
– PIT – high-end income has weakenedg

– Sales tax receipts are declining

– Corporate taxes are way off

» Consumer spending is weak
– Credit crunch and reduced home equity extraction have 

restrained the consumer

– Consumer confidence remains weak
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Six Critical FactorsSix Critical Factors

» Revenue Declines
» Liquidity Position

– Available Cash
– Variable Rate Exposure

» Recession-Induced Spending 
Pressures
– Short-Term Expenses
– Longer-Term Expensesg p

» Deficit Financing

» Mitigantsg
– Federal Fiscal Stimulus
– Management
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State Finances
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States Rely on Big 3 TaxesStates Rely on Big 3 Taxes
Income Sales and CorporateIncome Sales and CorporateIncome, Sales and CorporateIncome, Sales and Corporate

State General Fund Revenue by Source
Oth T & F

Sales Tax
32.8%

Other Taxes & Fees
19.0%

Gaming Taxes
0.8%

Corporate Income 
Tax
7.7%

Personal IncomePersonal Income 
Tax

39.7%
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State Tax Revenue FallingState Tax Revenue Falling
(th h J 2009)(th h J 2009)(through June 2009)(through June 2009)
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PIT Revenue is PlungingPIT Revenue is Plunging

 Quarterly Year-Over-Year Change (%)
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g gg g
Sales Taxes are also DecliningSales Taxes are also Declining
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Corporate Taxes Slightly PositiveCorporate Taxes Slightly Positive

Quarterly, Year- Over- Year Change in States' CIT and Total Tax 
Revenues
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Changes in General Fund ExpendituresChanges in General Fund Expenditures
and Fund Balancesand Fund Balancesand Fund Balancesand Fund Balances

States Year-Over-Year GF Expenditure Changes
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The Great Recession May Have Ended
Recessions since World War II

Peak-to-Trough
% ChD ti i M th

Recession Expansion Real Nonfarm
Peak Trough Peak to Trough Trough to Peak GDP Employment Low High Change

Dec 2007 September 2009 22 73 -3.9 -5.5 4.4 10.1 5.7
Mar 2001 Nov 2001 8 120 -0.4 -2.0 3.8 6.3 2.5
J l 1990 M 1991 8 92 1 3 1 5 5 0 7 8 2 8

Jobless Rate
% ChangeDuration in Months

Jul 1990 Mar 1991 8 92 -1.3 -1.5 5.0 7.8 2.8
Jul 1981 Nov 1982 16 12 -2.9 -3.1 7.2 10.8 3.6
Jan 1980 Jul 1980 6 58 -2.2 -1.3 5.6 7.8 2.2
Nov 1973 Mar 1975 16 36 -3.1 -2.7 4.6 9.0 4.4
Dec 1969 Nov 1970 11 106 -1.0 -1.4 3.4 6.1 2.7
Apr 1960 Feb 1961 10 24 -1.3 -2.3 4.8 7.1 2.3
A 1957 A 1958 8 39 3 8 4 4 3 7 7 5 3 8Aug 1957 Apr 1958 8 39 -3.8 -4.4 3.7 7.5 3.8
Jul 1953 May 1954 10 45 -2.7 -3.3 2.5 6.1 3.6
Nov 1948 Oct 1949 11 37 -1.7 -5.1 3.4 7.9 4.5

Average for past recessions 10 57 -2.0 -2.7 4.4 7.6 3.2

S NBER BEA FRB BLS M d ' ESources: NBER, BEA, FRB, BLS, Moody's Economy.com
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Federal Fiscal Stimulus
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Federal Government Comes To The RescueFederal Government Comes To The Rescue

» States are getting operating and 
it l i tcapital assistance

» Offsets need for more serious 
spending cuts and tax increases

Stimulus funds appear to have» Stimulus funds appear to have 
staunched the bleeding

» What will happen when the funds run 
out?

» Will there be a second stimulus
– With money infused directly into the 

economy?
– With money, again, directed to state 

and local governments?

State of the U.S. StatesState of the U.S. States
December 2009
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Outlook for the FutureOutlook for the Future
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Major Questions

» Has the recession ended?

Will h b “d bl di ” i ?» Will there be a “double-dip” recession?
- Commercial real estate market is now weakening
- Banks are still holding sizeable inventory of foreclosed vacant residential real estate

» Will there be a sudden rebound or will there be a gradual improvement?

How will states cope with rising expenditure pressures in light of falling revenues?» How will states cope with rising expenditure pressures in light of falling revenues?

» How well will states prepare for lack of federal fiscal stimulus dollars?

» Will the federal government offer another stimulus package?

State of the U.S. StatesState of the U.S. States
December 2009

» Will national health care reform result in increased expenses for states?
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Conclusion

» Broad and deep recession

» Major state revenues hit very hard

» Federal fiscal stimulus cushioned the blow

» Hard to see what will lead us out of the recession

» Long and slow recovery

» More negative pressure on state ratings

State of the U.S. StatesState of the U.S. States
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Global Scale Ratings MigrationGlobal Scale Ratings Migration
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Current Status of Moody’s Municipal Rating 
RecalibrationRecalibration

» Moody's remains committed to ensuring that our US public finance ratings 
are comparable to ratings in other sectors
Temporar pa se in planned migration prompted b c rrent conditions in» Temporary pause in planned migration prompted by current conditions in 
the credit market

» Moody’s ongoing efforts:
– Surveillance of public finance ratings
– Taking ratings actions when appropriate – on the municipal scale
– Publishing research on the municipal credit environment

» Recalibration of approximately 20,000+ outstanding public finance credits
~20 000 distinct issuer security pledges over 70 000 individual sales and– ~20,000 distinct issuer security pledges, over 70,000 individual sales and 
approximately one million CUSIPS

» All public finance sectors to be considered in the recalibration
– Governments, higher ed, infrastructure, health care, housing

» Result will be comparability of Moody’s municipal ratings with ratings in 
other sectors such as sovereign, sub-sovereign, corporate and financial 
institutions

State of the U.S. StatesState of the U.S. States
December 2009
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