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KEY TAKEAWAYS

•   The American Rescue Plan will send a combined $58 billion to the state of California 
and its counties and school districts for COVID relief and other programs.

•   Federal aid combined with better-than-expected economic gains are creating a 
positive backdrop for California’s municipal bond (muni) market.

•   President Joe Biden’s tax-hike plans should heighten the appeal of tax-advantaged 
munis, particularly for high-income California taxpayers.

Thanks to record general fund revenues and the federal government’s massive 
spending on COVID-19 relief, California is flush with cash. And the Golden State’s 
muni market will likely be a key beneficiary.

Under the latest aid package—the American Rescue Plan passed in March—the 
Golden State is slated to receive $27 billion for COVID-19 relief funds.1  The state 
of California’s share is the largest slice of the $560 billion allotted to U.S. municipal 
entities. The plan also will send $16 billion to the state’s counties and cities and $15 
billion to California schools. 

Municipal bonds likely poised to shine amid federal support and spending proposals.
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Factoring in the previous five coronavirus relief bills, Gov. Gavin 
Newsom’s office estimates nearly $615 billion2 in total federal 
aid is flowing into California. In addition to aid for state and 
local governments, this figure includes money for individuals, 
unemployment insurance and small business Paycheck Protection 
Program loans.

BACKDROP BOOSTS STATE’S CREDIT PROFILE, WEAKENS 
RECALL MOVEMENT

Already, the state’s fiscal windfall combined with steady economic 
gains is having a positive effect on the California muni market. 
The state is enjoying record general fund revenues—an important 
plus for the state’s credit rating. And those record revenues have 
occurred with only 45% of the jobs lost in the pandemic returning 
so far. 

In terms of spending, Newsom’s proposals include allocations for 
many initiatives, including homelessness, infrastructure, tax refunds 
for individuals earning less than $75,000 a year, and climate change. 
On a positive note, most spending is for one-time allocations, 
another favorable influence from a credit-rating perspective.  

The federal aid at the governor’s disposal also has political 
implications. Newsom faces a recall vote in November. But given 
recent economic gains and all the governor’s spending plans, it 
seems unlikely voters will fire him. However, voters may put more 
pressure on Newsom to loosen the purse strings and commit 
to more recurring and longer-term spending. If he obliges, the 
state’s budget could be in trouble down the road, especially given 
the volatility of revenues.

TAXES SET TO SOAR

In addition to providing $5.2 trillion in coronavirus aid, President 
Joe Biden is seeking to spend another $4 trillion on infrastructure 
and various social programs. Eventually, the bill for this 
unprecedented spending will come due, and most of the payment 
burden will likely fall on corporations and wealthy individuals.

The responsibility for funding the infrastructure bill will largely 
go to U.S. corporations. The plan calls for hiking the corporate 
tax rate from 21% to 28% and enacting other increases (see 
“Infrastructure and Tax Proposals Lift Muni Market’s Profile.”) 
Higher corporate tax rates could lead to growing corporate 
demand for tax-advantaged munis.

Meanwhile, higher-income individual taxpayers and investors will 
foot the bill for the Biden administration’s various social programs. 
The proposal raises the top individual tax rate from 37% to 
39.6%. Additionally, the plan sharply increases the capital gains 
tax on Americans earning $1 million or more. If this provision 
passes, high-net-worth investors in California would pay a total 
capital gains tax rate of more than 50%. 

Furthermore, the administration wants to raise revenue by 
abolishing certain tax-reduction strategies. The tax proposals 
seek to eliminate certain tax-advantaged real estate exchanges, 
the step-up in basis at death and the carried interest provision. 

CALIFORNIA MUNI MARKET OFFERS OPPORTUNITIES     
FOR INVESTORS

Demand for tax-exempt munis is already strong in high-tax states, 
including California. And these new tax proposals would only 
further boost investor demand for tax-advantaged assets. We’re 
already seeing the market pricing in expectations for higher taxes 
for many years to come.

Given our outlook for improving economic growth and higher 
interest rates, we’re positioning our California muni portfolios to 
take advantage of the yield we built in over the last year. We’re also 
looking to mitigate interest rate risk by focusing on less interest-
rate-sensitive sectors and credit buckets. This means adding 
credits we think will improve as the economy continues to expand.

The reopening of the economy and the availability of COVID-19 
vaccines continue to provide a broad market tailwind. To take 
advantage of this backdrop, we are overweighting lower-quality 
investment-grade securities and higher-yielding sectors, such as 
student housing, charter schools, multifamily housing and land-
secured debt. These are all areas we believe still offer spread-
tightening potential. 

In anticipation of higher rates, we’ve reduced duration in our 
intermediate-maturity California muni portfolios, focusing on 
five- to 10-year maturities, where the curve is steep. Within 
our California high-yield strategy, we’re focusing on longer-
term opportunities for credit improvement. Furthermore, we’re 
optimistic about the potential for advanced refundings to return 
as part of the infrastructure bill.

Overall, we believe the state of California is in much better fiscal 
shape than it was during the Great Recession. Unprecedented 
federal spending along with extremely loose monetary policy 
are paving the road for much stronger state and local revenues, 
which should result in surpluses. And this will give California’s 
state and local governments the ability to fund projects they 
haven’t been able to finance in the past.

https://corporate.americancentury.com/content/corporate/en/insights/articles/news-insights/infrastructure-tax-proposals-lift-muni-markets-profile.html


Page 3 of 4americancentury.com

Market Perspective

GLOSSARY

•   Credit Rating Agency (CRA).  A CRA is a company that 
assigns credit ratings for issuers of certain types of debt 
obligations and the debt instruments themselves. In the U.S., 
the Securities and Exchange Commission permits investment 
banks and broker-dealers to use credit ratings from “Nationally 
Recognized Statistical Rating Organizations” (NRSROs) for 
similar purposes. As of January 2012, nine organizations were 
designated as NRSROs, including the “Big Three”—Standard 
and Poor’s, Moody’s Investor Services and Fitch Ratings

•   Credit quality. Credit quality reflects the financial strength 
of the issuer of a security, and the ability of that issuer to 
provide timely payment of interest and principal to investors 
in the issuer’s securities. Common measurements of credit 
quality include the credit ratings provided by credit rating 
agencies. Credit quality and credit quality perceptions are a 
key component of the daily market pricing of fixed-income 
securities, along with maturity, inflation expectations and interest 
rate levels.

•   Credit ratings. Measurements of credit quality provided by 
credit rating agencies. Those provided by Standard & Poor’s 
typically are the most widely quoted and distributed and range 
from AAA (highest quality; perceived as least likely to default) 
down to D (in default). Securities and issuers rated AAA to BBB 
are considered/perceived to be “investment-grade”; those below 
BBB are considered/perceived to be non-investment-grade or 
more speculative.

•   Great Recession. A period during the late 2000s marked by 
drastic decline in economic activity considered the largest such 
downturn since the U.S. stock market crash in October 1929 that 
triggered the Great Depression.

•   Municipal securities. Debt securities typically issued by or 
on behalf of U.S. state and local governments, their agencies 
or authorities to raise money for a variety of public purposes, 
including financing for state and local governments as well as 
financing for specific projects and public facilities. The interest 
income earned on most munis is exempt from federal income 
taxes. Interest payments are also generally exempt from state 
and local taxes if the bond owner resides within the state or 
municipality that issued the security. 

•   Spreads. Spreads are simply measured differences or gaps 
between two interest rates or yields compared with each other. 
Spreads typically exist and are measured between fixed-income 
securities of the same credit quality, but different maturities, or of 
the same maturity, but different credit quality. 

•   Spread sectors. These are typically non-Treasury securities that 
usually trade in fixed-income markets at higher yields than same-
maturity U.S. Treasury securities. The yield difference between 
Treasuries and non-Treasuries is called the “spread,” hence the 
name “spread sectors” for non-Treasuries. These sectors, such 
as corporate-issued securities, typically trade at higher yields 
(spreads) than Treasuries because they usually have relatively 
lower credit quality and more credit/default risk, and/or they have 
more prepayment risk.

•   Spread widening, tightening. Changes in spreads that reflect 
changes in relative value, with “spread widening” usually indicating 
relative price depreciation and “spread tightening” indicating 
relative price appreciation.

•   U.S. Treasury securities. Debt securities issued by the U.S. 
Treasury and backed by the direct “full faith and credit” pledge of 
the U.S. government. Treasury securities include bills (maturing in 
one year or less), notes (maturing in two to 10 years) and bonds 
(maturing in more than 10 years). They are generally considered 
among the highest quality and most liquid securities in the world.

•   Yield. Yield is a rate of rate of return on bonds and other fixed-
income securities.
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You should consider the fund’s investment objectives, risks, charges and expenses carefully before you invest. The fund’s 
prospectus or summary prospectus, which can be obtained by calling 1.800.345.2021, contains this and other information 
about the fund, and should be read carefully before investing. Investments are subject to market risk.

The lower rated securities in which the fund invests are subject to greater credit risk, default risk and liquidity risk.

Because the fund invests primarily in California municipal securities and securities issued by U.S. territories, its yield and share price will be affected by political 
and economic developments within the state and territories.

There is no guarantee that all of the fund’s income will be exempt from federal or state or local income taxes. The portfolio managers are permitted to invest 
up to 20% of the fund’s assets in debt securities with interest payments that are subject to federal income tax, California state or local income tax and/or the 
federal alternative minimum tax.

Generally, as interest rates rise, the value of the securities held in the fund will decline. The opposite is true when interest rates decline.

This fund is not available in all states.

Even though a tax-free bond fund is designed to purchase assets exempt from federal taxes, there is no guarantee that all of the fund’s income will be exempt 
from federal income tax or the federal alternative minimum tax (AMT). Fund managers may invest assets in debt securities with interest payments that are 
subject to federal income tax and/or federal AMT. State and local taxes may also apply.

Past performance does not guarantee future results. Material presented has been derived from industry sources considered to 
be reliable, but their accuracy and completeness cannot be guaranteed.

Investment return and principal value of security investments will fluctuate. The value at the time of redemption may be more or less than the original cost. Past 
performance is not guarantee of future results.

The opinions expressed are those of the portfolio team and are guarantee of the future performance of any American Century Investments fund. This information is 
for an educational purpose only and is not intended to serve as investment advice.

This information is for educational purposes only and is not intended as tax advice. Please consult your tax advisor for more detailed information or for advice 
regarding your individual situation.

IRS Circular 230 Disclosure: American Century Companies, Inc. and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters contained 
herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by 
anyone unaffiliated with American Century Companies, Inc. of any of matters addressed herein or for the purpose of avoiding US. tax-related penalties.
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