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Key Takeaways

2021 Outlook Follow-up Blog (Jan. 6, 2020): 
Democrats’ apparent Senate wins in Georgia are a credit-positive for 
the municipal bond market and may result in material changes to 
tax and infrastructure policy. 

Read Adam Stern’s full market outlook here “2021 Municipal Market 
Outlook: To Immunity and Beyond!”
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Democratic Senate candidates Raphael Warnock and Jon 
Ossoff won Georgia’s January 5th Senate runoff elections. 
Their victories hand control of the U.S. House, Senate, and 
Presidency to Democrats and improve near-term municipal 
credit prospects across sectors. Democratic control of the 
Senate may also result in higher marginal tax rates and, 
possibly, substantial changes to infrastructure policy with 
implications for market structure.

Given the Democrats’ apparent slim majorities in the House 
and Senate, material changes to state and local aid, tax, or 
infrastructure policy are most likely to take shape in a budget 
reconciliation bill (possibly two of them). It is also likely that 
the new Congress will prove unable to enact aggressive policy 
changes like ending the filibuster or inviting Puerto Rico or the 
District of Columbia to become states.

The apparent Georgia Senate runoff results are a credit-
positive for municipal bonds. As we outlined in 2021 Municipal 
Market Outlook: To Immunity and Beyond! and our Update 
Muni Credit and the November 2020 Elections, the incoming 
Biden administration and Democrats support additional 
stimulus spending, over-and-above the $910 billion 
just enacted in December 2020’s Coronavirus Response 
and Relief Supplemental Appropriations Act (CRRSA). 
Additional aid would be a credit-positive for state and local 
governments, given anticipated deficits in many places. The 
details of an additional stimulus package remain vague.1 
However, the Democrats’ House-passed HEROES Act 
(passed in May 2020), included $500 billion for states and 
another $375 billion for local governments.2 

Any new direct support for state and local governments is 
likely to be lower than the amounts proposed in the HEROES 
Act. A vaccination campaign is underway. Some of the aid 
outlined in the HEROES Act has been delivered through the 
CRRSA, and state revenues have healed faster than expected 
in many places. (Per the latest U.S. Census estimates, 13 of 
the 50 states collected more in taxes year-to-date through 
3Q20 than through 3Q-19.3)

Direct support would most likely be delivered via the budget 
reconciliation process. Democrats still control the House 
with a 222-211 majority, albeit a slimmer margin than the 
233-195 majority of the 116th Congress.4 They will control 
the Senate by the slimmest possible margin (51-50, including 
the Vice President’s tie-breaking vote). Existing stimulus 
provisions like enhanced unemployment payments and direct 
checks expire in March, but Senate Republicans may not 
agree to another round of COVID relief quickly. So additional 
state and local support may end up passing alongside other 
Biden-administration priorities in a contentious budget 
process.5 Traditionally, only one reconciliation bill can pass 
each year, but because no FY 2021 bill has been enacted, 

it’s possible that Democrats attempt it twice in calendar 
year 2021 (one for FY 2021 and another for FY 2022).

Credits facing large operating deficits are likely to benefit 
most from improved federal aid prospects. This includes 
cities with stressed downtowns, many states, hospitals, 
and mass transit obligors. The New York MTA will likely 
be a particular winner, at least in the near-term. The new 
Senate majority leader will be New York’s Chuck Schumer 
who is well positioned to ensure that any aid bill includes 
what the MTA needs.

Tax rates are now biased higher. During the campaign, 
candidate Biden proposed raising rates or expanding the 
base for most major federal taxes. This includes individual 
income, corporate, capital gains, dividends, payroll, and 
estate taxes, among others (Figure 1). Here, again, slim 
majorities in the House and Senate suggest that only some 
of President-elect Biden’s potential tax changes could 
become law. On balance, higher marginal tax rates should 
keep in place today’s supportive demand environment. 
Municipal/Treasury ratios are relatively low by historical 
standards (10-year at 74 ratios as of 1/5/20 per TM3), but 
higher tax rates could keep them in a modestly lower range 
for longer.

Away from rates, per se, some muni-relevant tax changes 
are possible. This includes repealing the $10,000 cap on the 
state and local tax (SALT) deduction and restoring advance 
refundings. The former could reduce the value of owning 
in-state bonds for municipal bond buyers in high-tax 
states.6 The latter could result in additional tax-free supply 
and fewer taxable advanced refundings in 2020. Congress 
may also expand private activity bond (PAB) eligibility or 
reintroduce a direct-pay bond structure along the lines 
of the 2009-2010 Build America Bonds program (see 
infrastructure section below). Tax changes are most likely 
to take shape via a budget reconciliation bill as with aid to 
state and local governments. 
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FIGURE 1: POSSIBLE TAX CHANGES IN 2021

Infrastructure policy changes, including restoration of a direct-
pay bonds program, could materially change the market over 
the long-term. President-elect Biden has proposed $1.3 
trillion in infrastructure spending over the next 10 years.7 
It is one policy area in which both parties admit to seeing 
common ground.8 Conceivably, infrastructure spending is 
sufficiently popular to enable passage of some Democratic 
climate and stimulus initiatives without advancing a 
reconciliation bill (although that seems unlikely). 

Any new infrastructure bill is likely to build from last 
summer’s Moving Forward Act, a $1.5 trillion bill introduced 
in the House of Representatives that includes a variety of 

new spending for surface transportation, rural broadband, 
aviation, and climate-related initiatives. Additional federal 
infrastructure spending could increase new money issuance. 
New infrastructure grant aid could also help issuers redirect 
scarce resources toward stressed budgets.

An infrastructure deal would likely include a reconstituted 
Build America Bonds (BABs) program. BABs are a type of 
taxable municipal bonds promulgated under the American 
Recovery and Reinvestment Act of 2009. They were well 
received by market participants in 2009 and 2010 before 
authorization for the program expired. Taxable municipal 
bonds reached over 35 percent of market issuance in 20109, 
largely attributable to BABs. Under BABs, the federal 
government subsidizes infrastructure costs by rebating a 
portion of an issuer’s borrowing costs to the issuer, rather 
than via excluding an investor’s interest payments from 
federal income tax. House Ways & Means Chairman Richard 
Neal is a strong supporter of BABs and other “direct-
pay” taxable bond programs. Last year, direct-pay bonds 
were reintroduced in the Moving Forward Act as “Qualified 
Infrastructure Bonds.” A companion bill in the Senate was also 
introduced.10 Last January, Neal pushed for an infrastructure 
package, saying: “I want something really big, and I think Build 
America Bonds ought to be a place to start.”11

A new, permanent direct-pay bond program could 
potentially reshape the municipal market. A detailed 
discussion of the possibilities is beyond the scope of this 
blog, but as an initial matter, investors should be aware 
that a reliable supply of taxable municipals would likely 
cannibalize some of the tax-exempt market. In theory, 
ratios should be pressured even lower as tax-exempt 
interest payments become scarcer. Introduction of a 
permanent direct-pay bond structure would also invite 
new buyers into the municipal market, including untaxed 
pension funds, endowments, and foreign buyers. Liquidity 
would likely improve for all municipals as new sources 
of demand come on-line. The market’s average maturity 
would likely lengthen, as well. Institutional buyers tend 
to demand longer paper than the market’s existing retail 
buyer base, while issuers would like to finance long-lived 
infrastructure assets with long-dated obligations. We 
expect to monitor infrastructure-related developments 
closely in the coming year.

The new Congress is unlikely to eliminate the filibuster or 
invite Puerto Rico or the District of Columbia to become a 
state. Rhetoric around these possibilities picked up in 
Fall 2020 when it appeared Democrats might have gained 
substantial majorities in both chambers. That is not the 
case now. Thin majorities in the House and Senate make 
action on these items very unlikely, in our view.

Current Top 
Marginal Rate

Proposed by Biden or 
broadly supported by 
Democratic leaders

Rates

Corporate 21% 28%

Individual 37% 39.6% (w/deduction cap 
@28% and restored Pease 

limitation*)

Capital Gains 20% 39.6% (>$1 million income)

Dividends 20% 39.6% (>$1 million income)

Payroll Tax 6.2% on first 
$137,700 (2020)

New “bracket” for wages 
>$400k; plan is silent as to 
whether new $400k base 

would be inflation adjusted

Estate Tax 40% w/first $11.7 
million excluded

Past support for repealing 
stepped-up basis and 

returning to 2009 rate/base 
levels (45% w/exemption of 

$3.5mm per taxpayer)

Wealth Tax None No

Retroactivity n/a Unclear

Municipal Bond-Specific

Municipal Bond 
Interest

Excluded No change **

SALT Deduction Cap Limited to $10,000 Restored (perhaps 
partially)

AdvanceRefundings Disallowed Restored

BABs None American or Qualified 
Infrastructure Bonds

* The Pease Limitation previously put a cap on how much wealthy individuals could 
claim for certain itemized deductions if their income was over a certain amount. 
 
** Biden’s plan is silent as to whether the deduction cap at 28% rate would also 
include the muni interest exemption (which is an exclusion, not a deduction); the 
Obama administration proposed treating the exemption as a deduction for purposes of 
the 28% cap in Obama’s second term.  

Sources: Committee for Responsible Federal Budget, Deloitte analysis of Biden tax plans, 
Wall Street Journal, JoeBiden.com and Breckinridge Capital Advisors, Inc. (Dec. 2020).
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DISCLAIMER: This material provides general and/or educational information and should not be construed as a solicitation or offer of Breckinridge services or 
products or as legal, tax or investment advice. The content is current as of the time of writing or as designated within the material. All information, including 
the opinions and views of Breckinridge, is subject to change without notice. 
There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”) included in this material will be accurate or 
prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge’s research, analysis and assumptions. Other 
events that were not considered in formulating such projections could occur and may significantly affect the outcome, returns or performance.
Not all securities or issuers mentioned represent holdings in client portfolios. Some securities have been provided for illustrative purposes only and should not 
be construed as investment recommendations. Any illustrative engagement or ESG analysis examples are intended to demonstrate Breckinridge’s research 
and investment process. 
Past performance is not a guarantee of future results. Breckinridge makes no assurances, warranties or representations that any strategies described herein will 
meet their investment objectives or incur any profits. Any index results shown are for illustrative purposes and do not represent the performance of any specific 
investment. Indices are unmanaged and investors cannot directly invest in them. They do not reflect any management, custody, transaction or other expenses, 
and generally assume reinvestment of dividends, income and capital gains. Performance of indices may be more or less volatile than any investment strategy.
Performance results for Breckinridge’s investment strategies include the reinvestment of interest and any other earnings, but do not reflect any brokerage 
or trading costs a client would have paid. Results may not reflect the impact that any material market or economic factors would have had on the accounts 
during the time period. Due to differences in client restrictions, objectives, cash flows, and other such factors, individual client account performance may differ 
substantially from the performance presented.
All investments involve risk, including loss of principal. Diversification cannot assure a profit or protect against loss. Fixed income investments have varying 
degrees of credit risk, interest rate risk, default risk, and prepayment and extension risk. In general, bond prices rise when interest rates fall and vice versa. 
This effect is usually more pronounced for longer-term securities. Income from municipal bonds can be declared taxable because of unfavorable changes in 
tax laws, adverse interpretations by the IRS or state tax authorities, or noncompliant conduct of a bond issuer.
Breckinridge believes that the assessment of ESG risks, including those associated with climate change, can improve overall risk analysis. When integrating 
ESG analysis with traditional financial analysis, Breckinridge’s investment team will consider ESG factors but may conclude that other attributes outweigh the 
ESG considerations when making investment decisions. 
There is no guarantee that integrating ESG analysis will improve risk-adjusted returns, lower portfolio volatility over any specific time period, or outperform 
the broader market or other strategies that do not utilize ESG analysis when selecting investments. The consideration of ESG factors may limit investment 
opportunities available to a portfolio. In addition, ESG data often lacks standardization, consistency and transparency and for certain companies such data 
may not be available, complete or accurate.
Breckinridge’s ESG analysis is based on third party data and Breckinridge analysts’ internal analysis. Analysts will review a variety of sources such as 
corporate sustainability reports, data subscriptions, and research reports to obtain available metrics for internally developed ESG frameworks. Qualitative ESG 
information is obtained from corporate sustainability reports, engagement discussion with corporate management teams, among others. A high sustainability 
rating does not mean it will be included in a portfolio, nor does it mean that a bond will provide profits or avoid losses.
The effectiveness of any tax management strategy is largely dependent on each investor’s entire tax and investment profile, including investments made 
outside of Breckinridge’s advisory services. As such, there is a risk that the strategy used to reduce the tax liability of the investor is not the most effective for 
that investor. Breckinridge is not a tax advisor and does not provide personal tax advice. Investors should consult with their tax professionals regarding tax 
strategies and associated consequences.
Federal and local tax laws can change at any time. These changes can impact tax consequences for investors, who should consult with a tax professional 
before making any decisions.
Separate accounts may not be suitable for all investors.
Some information has been taken directly from unaffiliated third-party sources. Breckinridge believes such information is reliable but does not guarantee its 
accuracy or completeness. Any third-party websites included in the content has been provided for reference only.
Certain third parties require us to include the following language when using their information:
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg does not approve or endorse 
this material or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained 
therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. 
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