Illinois Municipal Bonds

Events in Illinois Affect S&P Dow Jones
State General Obligation (GO) Indices
Market participants reacted warmly to developments related to the Illinois state budget in July,
according to data from S&P Dow Jones Indices. The S&P Municipal Bond Illinois General Obligation
Index rose 2.70% in July, compared to 0.65% for the S&P Municipal Bond State General Obligation
Index. Entities in Illinois are traditionally one of the largest groups of municipal issuers by state, ranking
sixth in volume in 2017 and 2016. The state is the lowest rated with a ‘BBB-/stable’ GO rating, and it
has taken a long and eventful journey to end a budget stalemate that lasted through two fiscal years.
The rating was ‘A-/WatchNeg’ in May 2015, and in the following two years it was downgraded three
times to its current rating, at one time holding onto its investment-grade status of ‘BBB-’ with a
CreditWatch negative designation.

ENDING ILLINOIS’ BUDGET STALEMATE
Last month’s activity culminated in the passage of a budget after nearly two years of operating without
a financial blueprint. On June 30, 2017, the last day of FY 2017, the Illinois House of Representatives
passed an amendment to the Senate’s budget proposal to fund FY 2018. Returning to session on July
4, 2017, the House passed the amended proposal, sending it to the governor’s desk for signature.
However, the governor vetoed the bill the same day. The Senate responded by overriding the
governor’s veto. Two days later, the Illinois House voted to override the veto as well, providing Illinois
with its first budget since FY 2015.
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Exhibit 1: S&P Municipal Bond Illinois GO and Illinois Indices – July Performance
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Source: S&P Dow Jones Indices LLC. Data as of July 30, 2017. Index performance based on total return in USD. Past performance is no
guarantee of future results. Chart is provided for illustrative purposes.

S&P Global Ratings cited the passage of the budget when it changed its outlook on the ‘BBB’ rating to
stable and removed the rating from CreditWatch with negative implications on July 12, 2017. The
positive returns for Illinois general obligation bonds in July boosted the return of the S&P Municipal
Bond Illinois General Obligation Index to 6.41% YTD, compared to 3.39% for the S&P Municipal Bond
State General Obligation Index and 4.22% for the S&P Municipal Bond Local Government General
Obligation Index. Comparisons to the state and local indices are relevant because the S&P Municipal
Bond Illinois General Obligation Index includes GO debt of state and local issuers. All of the state GO
indices include debt of state and local governments, so any conclusions derived from the performance
of the indices must account for the variety.

SIGNIFICANT RETURNS FOR ILLINOIS DEBT IN JULY
The July returns of the S&P Dow Jones indices for Illinois GO debt and all municipal debt in Illinois
reveal an interesting trajectory. Following passage of the budget in the Illinois legislature for the
governor’s signature, the GO index rose 1.29% in two days. The governor’s veto of the budget on July
5, 2017, coincided with a loss in the index of 0.10% the following day. The override of the governor’s
veto paralleled an increase in the index of 0.36% the next day. The index would continue to gain
modestly, going up 0.8% through July 12, 2017, the day S&P Global Ratings removed the state’s GO
rating from CreditWatch. With a stable outlook on the state’s GO rating, the index gained another
1.06% through the end of July.
July returns were not nearly as dramatic for other state GO indices included in this report. The other
nine state GO indices were chosen for their high volume (California, Florida, New York, and Texas),
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recent credit stress (Connecticut, Kansas, and Kentucky), or both (Illinois, New Jersey, and
Pennsylvania). The lowest return in July was for Connecticut, which was downgraded to ‘A+’ from ‘AA-’
in May, at 0.30%. Most other July returns were between 0.51% and 0.80%.
Exhibit 2: S&P Municipal Illinois GO and Illinois Indices – July Performance
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Source: S&P Dow Jones Indices LLC. Data as of July 30, 2017. Index performance based on total return in USD. Past performance is no
guarantee of future results. Table is provided for illustrative purposes.

The strong July performance pushed Illinois’ total return to 6.41% YTD, however market participants
are still demanding higher yields from the state GO index. On a yield-to-worst basis, the S&P Municipal
Bond Illinois General Obligation Index delivered 3.55% YTD, nearly 140 bps more than that of
Connecticut, and the second-highest yield-to-worst of all 50 state GO indices. Despite being
significantly higher than other states, the yield-to-worst of the Illinois GO index tightened 55 bps since
June 8, 2017 (see Exhibit 3). Conversely, the yields-to-worst for the Connecticut GO and New Jersey
GO indices have widened 14 bps and 15 bps, respectively, since that same date.
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Exhibit 3: 2017 Yield-To-Worst
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Source: S&P Dow Jones Indices LLC. Data as of July 30, 2017. Index performance based on total return in USD. Past performance is no
guarantee of future results. Chart is provided for illustrative purposes.

ILLINOIS STILL FACES CHALLENGES
While July brought some relief to Illinois in terms of its budget, and market participants saw gains in
their bond values, the Illinois GO rating remains the lowest among the 50 states. In its analysis
accompanying the change of the outlook on the rating to ‘stable,’ S&P Global Ratings cited the state’s
depleted budget reserves, backlog of unpaid bills, distressed pension funding levels, and inability to
deliver adequate funding for several important public services and institutions during the budget
impasse. The low investment-grade rating reflects that Illinois is not well-positioned for economic
performance that is weaker than expected. Furthermore, while returns were strong for holders of
Illinois debt, those market participants still expect higher yields, placing additional strain on the state’s
budget. The passage of the budget did not solve the fiscal problems facing the state, but signaled at
least a first step toward improvement.
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GENERAL DISCLAIMER
Copyright © 2017 by S&P Dow Jones Indices LLC, a part of S&P Global. All rights reserved. Standard & Poor’s ®, S&P 500 ® and S&P ® are
registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of S&P Global. Dow Jones ® is a registered
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Trademarks have been licensed to S&P Dow Jones Indices LLC.
Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permission. This document does not
constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively
“S&P Dow Jones Indices”) do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not
tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its
indices to third parties. Past performance of an index is not a guarantee of future results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment
vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones
Indices makes no assurance that investment products based on the index will accurately track index performance or provide positive
investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are
advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or
other vehicle. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security,
nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public and from
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data,
research, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverseengineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES
INDICES 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 Dow Jones Indices 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) in connection with any use of the Content even if advised of the
possibility of such damages.
S&P Dow Jones Indices 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 Dow Jones Indices may have information that is not available
to other business units. S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.
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