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Fed’s Important, Supportive MLF Offered to
Public Finance Entities & Municipal Bond 
Market Should Be Extended
Summary

• The Federal Reserve’s Municipal Liquidity Facility (MLF) should be extended 
past its Dec. 31, 2020 expiration date.

• We examine arguments against and for extending the Fed’s MLF.
• Illinois may tap a second loan from the Fed’s MLF if the income tax vote fails 

to get enough support. Suffolk County, New York may use the Fed’s MLF at 
the end of the month.

• General fund revenues are forecast to be down over 10% in several states in 
FY21. Uncertainty about the path of the virus continues, and the length of 
time these revenue shortfalls will linger remains questionable still. “Normal” 
still may be at least a year off. The MLF would also be an important crutch if 
significant shutdowns are needed again.

The Fed’s MLF Expires on Dec 31, 2020, Its Expiration Should be Extended Again
The importance of the Federal Reserve’s Municipal Liquidity Facility (MLF) to the 
municipal bond market’s psyche should not be underestimated. We will examine some 
arguments against and some arguments for extending its Dec. 31, 2020 expiration 
date below. 

In short, we recognize the Federal Reserve’s MLF has been one of Washington, D.C.’s 
few market stabilizing efforts focused exclusively on state and local governments, 
generally, and the municipal bond market, specifically. Overall, the MLF has acted as 
a supportive measure for the municipal bond market and the Federal Reserve should 
consider extending it.

Arguments Against Extending: Too Expensive and Underutilized
It may seem as though the MLF financing levels are expensive compared to market 
rates as of now, because they still are higher than general market costs. This has 
been the case because the MLF was originally set up as a backstop. And, the market 
has been operating very efficiently since the end of April 2020. This backstop’s 
original goal was to offer market participants a level of certainty at a time that 
was very uncertain. We explain below that the uncertain landscape persists. It may 
seem the MLF has been underutilized because the state of Illinois and the New York 
Metropolitan Transit Authority have been the only public finance entities to use it so 
far. More entities may need the backstop in coming months, see below.

Arguments for Extending: Revenues are Down, Uncertainty, “Normal” a Year 
Away
The reality is that while the course of the virus seems tame now compared to March 
and April, not much has really changed for the better in recent months. Uncertainty 
remains and the market still does not know the extent to which state and local 
government revenues will be impaired. Also, there is a wide differential in how state 
and local government credits are being impacted so far. 
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See our summary of the Center for Budget and Policy Priorities forecasts of state 
general fund revenues for FY21. There are six states expecting revenues to be down 
20% or more. Eleven states expect revenues to be down 10-19%. These are significant 
drops in revenues that still have yet to work their way through the budget process. We 
still have yet to see how it is that local government budgets have been impacted by 
revenue losses, and in the coming months state governments could lower aid to local 
governments which could pinch locals at a time when they are most vulnerable. Even if 
only a handful of states tapped their rainy days funds in FY20, we expect that rainy day 
fund usage will increase in FY21.

The COVID-19 landscape is not likely to reverse anytime soon. Bill Gates, for example, 
said this morning during an interview on CNBC that the rest of 2020 will not be 
normal, and any semblance of normal is not expected to begin to return until next fall. 
Therefore, this type of lower revenue experience could be with us not just toward the 
end of calendar year 2020, but toward the end of calendar year 2021 as well.

A scenario that has not been getting much attention is one where another complete 
or significant shutdown occurs. In such a scenario the MLF would act as a meaningful 
crutch for municipal market sentiment.

Illinois May Tap Fed’s MLF Again, Suffolk County, N.Y. Could Be Next Too
The state of Illinois could potentially tap a second loan from the Fed’s MLF if the state’s 
income tax vote fails to get enough support. Illinois sold $1.2 trillion to the Fed at the 
beginning of June. The state could use the Fed’s MLF to help bridge its current $4.1 
billion budget shortfall if voters do not approve an increase in the income tax next 
month. Illinois Governor J.B. Pritzker also said budget cuts would be need of 5% to 
10% for the next two years as well.

Suffolk County, New York also received preliminary approval to tap the MLF for $100 
million of notes. This issuance could take place at the end of the month. 

Expiration Should Be Extended to Offer Additional Flexibility and Support
Currently, the MLF is set to expire on Dec. 31, 2020. However, potential issuers must 
file paperwork to access the program 30 days beforehand. See the Federal Reserve 
Bank of New York’s website for more information about the MLF here. Therefore state 
and local governments and other public finance entities only have about a month and 
a half to decide whether they need or want to tap the MLF. This window does not offer 
enough time. It should be lengthened.

The Federal Reserve Board extended the MLF back in April to its current Dec 31, 2020 
expiration date back in April. The Fed has the ability to extend this key supportive 
measure again. While the details of the MLF are not perfect, at least it is one of the 
few efforts that has offered some backstop to public finance entities and municipal 
bond investors. The Federal Reserve’s Municipal Liquidity Facility should be extended 
past it Dec. 31, 2020 expiration.

Even if only a handful of states 
tapped their rainy days funds in 
FY20, we expect that rainy day fund 
usage will increase in FY21.
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Recent HilltopSecurities Municipal Commentary
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• White House Walks Away from COVID-19 Relief Talk Table, October 6, 2020
• 29 days, October 5, 2020
• President Trump Tests Positive, October 2, 2020
• Election 2020: Results Will Impact the Economy, Markets, and Municipal 

Bonds, September 29, 2020
• How Long Will We Work From Home?, September 25, 2020
• Rush to Market Continues, $14 Billion of Municipal Issuance Coming Next 

Week, September 18, 2020
• "March to Common Ground" Bipartisan Proposal Calls for $500 Billion for 

State/Local Governments, September 15, 2020
• Municipal Issuers Rushing to Market Before Election “Month”, September 14, 

2020
• Watching How U.S. Fiscal and Monetary Policy Impacts the Municipal Bond 

Market, September 8, 2020
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