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Upgrades > downgrades for 5th consecutive year

Source: Moody’s Ratings
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Upgrades/downgrades by sector – risks & opportunities 
differ

Source: Moody’s Ratings
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Upgrades far outpaced downgrades in NY rating 
changes

Source: Moody’s Ratings
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• The gap between upgrades and downgrades narrowed significantly from 
years past as credit conditions became more uneven

• Economic conditions remained generally supportive, however sectors 
such as higher education and K-12 schools face mounting pressures

• The US sovereign downgrade did trigger a number of housing 
downgrades especially those with higher federal counterparty exposure

Common threads across sectors…

Themes from 2025
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A sustained capital market decline would have uneven 
credit effects

Source: Moody’s Ratings
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The federal policy environment is mostly negative for US 
public finance

Source: Moody’s Ratings
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% of households paying >30% of income on housing expenses 
(mortgage/ rent, real estate taxes, insurance, HOAs, utilities)

Source: US Census American Community Survey; Moody’s Rating

All in…California, Hawaii, Florida and New York have the 
greatest share of households that are housing cost burdened

County % of household housing 
cost burdened

Bronx County, NY 50%
Miami-Dade County, FL 45%
Nantucket County, MA 44%
Los Angeles County, CA 44%
Kings County, NY 43%
Broward County, FL 43%
Essex County, NJ 42%
Queens County, NY 42%
Passaic County, NJ 41%
Rockland County, NY 41%
Monroe County, FL 41%
San Diego County, CA 41%
Presidio County, TX 40%
Clarke County, GA 40%
Portsmouth City, VA 40%

https://www.moodys.com/research/doc--PBC_1454526


Rising insurance and power prices also fuel regulatory and 
credit pressures 
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Percentage change in nominal residential electricity prices from 2019 to 2024 for states where 
residential electricity price increases exceeded the US average



US Cities and Counties 
Outlook
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C&C Outlook: Negative

The outlook for US cities and counties is negative in 2026 reflecting expectations that inflationary cost pressures will 
continue to outpace revenue growth through 2027. Rising costs for healthcare, labor and capital investment will drive 
expenditures higher while many local governments grapple with a more restrictive revenue environment, making it more 
difficult for them to maintain balanced operations in the absence of spending cuts. At the same time, weakening consumer 
and taxpayer capacity will likely slow tax growth, limiting revenue gains.

• Inflation will exceed tax revenue gains: We expect aggregate tax revenue growth for cities and counties to slow to 
about 2.6% in 2026 and 2.0% in 2027, below inflation of 3.0% and 2.5%.

• Weaker US growth will constrain local government finances: We expect US GDP growth will slow to 1.9% in 2026 
and 2027, down from 2.8% in 2024 and 2.1% in 2025. Slower economic growth will likely increase demand for city and 
county services while reducing growth in economically sensitive revenue, such as sales tax.

• Revenue growth faces increasing constraints: As household budgets become more constrained due to affordability 
pressures, cities and counties will face greater limits on their ability to increase taxes, fees and other own-source 
revenue.

Rationale
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What could move the outlook to negative
Credit conditions trending toward Great Recession drivers

- Revenue miss coupled with inflation outpacing revenue growth
- Greater expenditure restraint to balance operations will be necessary if inflation exceeds revenue growth

- Trend of foreclosure activity exceeding 1%
- Note, even material economic contraction is unlikely to result in foreclosure rates approaching Great Recession as 

more than 20% of mortgages are below 3% and 92% are fixed rate
- Unlocking of housing market would likely drive positive financial scenario for cities and counties

- Material decline in labor force participation and/or unemployment approaching 6%
- Unemployment during Great Recession peaked at 9.9% in Q4 2009
- COVID peak to trough (3.6% in Q4 2019 to 13% in Q2 2020 to 3.6% in Q2 2022) demonstrates resiliency of US 

labor market
- Loss of autonomy through targeted federal/state policies that weaken general credit characteristics
- Increased contagion risk from “pocket of weakness” sectors exposed to more acute credit challenges of 

federal policy
- Higher education, healthcare, non-military federal employment, and cross-border trade (Federal Bucketing Project)
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What could move the outlook to positive
Revenue growth that materially outpaces inflation and wage growth

- Revenue growth that materially outpaces inflation and wage growth
- Greater than forecasted revenue growth would add operational flexibility 

- Unlocking of US housing market resulting in improved home affordability
- Interest rate cuts, even if cut another 50bp through end of 2025 unlikely to greatly improve affordability

- https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/

https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/
https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/
https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/
https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/
https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/
https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/
https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/
https://www.washingtonpost.com/business/2025/09/18/mortgage-rates-fed-zillow/


City and County Methodology 
Overview
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Issuer and instrument ratings

+ =

Issuer Rating Instrument 
Considerations Instrument Rating

Fundamental credit quality Evaluation of debt 
instrument characteristics

Placed in relation to the 
issuer rating
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Arriving at the issuer rating

Scorecard 
Factors

Step 1

Notching 
Factors

Step 2

Other 
Considerations

Step 3

Issuer Rating

Resul t
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Arriving at the issuer rating – Step 1

Scorecard 
Factors

Step 1
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Scorecard Factor 1: Economy

Sub-factor Sub-factor calculation

Resident Income
(10%)

MHI adjusted for RPP / US 
MHI

Full Value Per Capita 
(10%)

Full valuation of tax base / 
population

Economic Growth (10%) Difference between 5-year 
CAGR in real GDP and 5-
year CAGR in real US 
GDP
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Scorecard Factor 2: Financial Performance

Sub-factor Sub-factor calculation

Available Fund Balance 
Ratio
(20%)

(Available fund balance + 
net current assets) / 
revenue

Liquidity Ratio (10%) Unrestricted cash / 
revenue
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Scorecard Factor 3: Institutional Framework
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Scorecard Factor 4: Leverage

Sub-factor Sub-factor calculation

Long-term Liabilities Ratio
(20%)

(Debt + ANPL + adjusted 
net OPEB + other long-
term liabilities) / revenue

Fixed Costs Ratio (10%) Adjusted fixed costs / 
revenue
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Arriving at the issuer rating – Step 2

Notching 
Factors

Step 2

1. Additional strength in local 
resources

2. Limited scale of operations

3. Financial disclosures

4. Potential cost shift to or from the 
state

5. Potential for significant change in 
leverage
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Arriving at the issuer rating – Step 3

Other 
Considerations

Step 3

Examples of qualitative other considerations (not an 
exhaustive list):
→ Fund-specific financial considerations
→ Competitive enterprise risk in governmental or 

business-type activities
→ Likelihood of receiving extraordinary or ongoing 

support
→ Strengths or weaknesses related to economic 

concentration
→ Unusual risk or benefit posed by long-term 

liabilities
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Issuer and instrument ratings

+ =

Issuer Rating Instrument 
Considerations Instrument Rating

Fundamental credit quality Evaluation of debt 
instrument characteristics

Placed in relation to the 
issuer rating
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Arriving at the instrument rating

Issuer 
Rating

Instrument 
Rating

Instrument 
Considerations

Do security 
features enhance 
or detract from the 
revenue pledge?

Does the issuer 
have the ability 
to adjust or 
otherwise 
actively manage 
the pledge?

What is the breadth, 
stability, and diversity 
of the pledged revenue 
base relative to the 
issuer?

As applicable, are the 
pledged revenues 
significantly limited, 
with very narrow debt 
service coverage?

• Essentiality
• Other elements 

not present in 
the issuer rating

Security 
Features

Active 
or 

Passive

Characteristics 
of Revenue 

Base
Debt Service 

Coverage
Other 

Factors
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Instrument rating examples

Key instrument considerations: 
Unlimited tax, full faith and credit pledge

Key instrument considerations: 
Debt with appropriation or abatement 
contingency for essential purpose

Issuer 
Rating

Instrument 
Rating

Instrument 
Rating



City and County Metrics and 
Medians
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Tennessee local government rating breakdown
TN local governments are highly rated

Source: Moody’s Ratings
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Resident income a key driver of rating

Source: Moody’s Ratings
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Full value per capita another key rating consideration

Source: Moody’s Ratings
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Positive economic growth a material rating driver
TN local governments generally outpace national economic growth

Source: Moody’s Ratings
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Available fund balance throughout Aaa, Aa & A ratings are strong
TN local governments generally have 40% or greater if they are Aa or Aaa

Source: Moody’s Ratings
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Tennessee liquidity ratio on par with national medians
Similar to fund balance, TN local governments generally have 40% or greater in liquidity 
if they are Aa or Aaa
 

Source: Moody’s Ratings
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Tennessee long-term liabilities are low for cities and above-average for 
counties
TN counties have more leverage due to issuing debt for schools

Source: Moody’s Ratings
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Fixed costs remain low and manageable
Generally fixed costs are not a material rating driver in TN

Source: Moody’s Ratings
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Thank you
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