
U.S. Municipal Bond Market 

What We're Watching This Week: Third 
Wave, Election 2020, Government Relief
Summary

• Trajectory of the COVID-19 pandemic remains the key issue to watch–the next 
wave is here. Overall estimated cost is already $16 trillion. 

• Countdown to the Nov. 3 elections: Results will have an outsized impact on 
municipal credit to the positive or negative side depending on the outcome.

• No fiscal relief before the election; not likely after the election unless 
Democrats sweep or landscape shifts.

What We’re Watching 15 Days to the Nov. 3rd Elections 
• There is a new wave of COVID-19 developing.
• Impact from the election results will be wide-reaching.
• Federal government fiscal relief is in doubt.
• Another item to watch is the final presidential debate, scheduled for Thursday, 

October 22 at Belmont University in Nashville. 

COVID-19 Virus Costs $16 Trillion 
The negative economic consequences from the COVID-19 pandemic are projected 
to be severe. Most have seen sector-by-sector or entity-by-entity data flowing in the 
wrong direction or remaining below pre-March levels. Enter another installment in 
the negative forecast category from David Cutler and Larry Summers, both of Harvard 
University. Cutler and Summers project, “The SARS-CoV-2 (severe acute respiratory 
syndrome coronavirus 2) pandemic is the greatest threat to prosperity and will-
being the U.S. has encountered since the Great Depression” in their new analysis 
The COVID-19 Pandemic and the $16 Trillion Virus. Cutler and Summers project the 
cumulative financial toll of COVID-19 related to lost output and health factors to be 
$16 trillion, about 90% of the U.S. annual gross domestic product (GDP), or almost 
$200,000 for a family of four.

Estimated Cost of the COVID-19 Crisis 

Category Cost ($ billions)

Lost GDP 7,592

Health Loss

    Premature death 4,375

    Long-term health insurance 2,572

    Mental health impairment 1,581

Total 16,121

Total for a family of four 196,475

% of annual GDP 90%

Source: David Cutler, Lawrence Summers, and HilltopSecurities.

The analysis notes that the lost output during the Great Recession was only one-
quarter as large as the level Cutler and Summers predict. A few other comparisons 
included in Cutler and Summers’ analysis help to frame the magnitude of what 
the U.S. economy is facing. They wrote, "The economic loss is more than twice 
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the total monetary outlay for all the wars the U.S. has fought since September 11, 
2001, including those in Afghanistan, Iraq, and Syria. By another metric, this cost 
is approximately the estimate of damages (such as from decreased agricultural 
productivity and more frequent severe weather events) from 50 years of climate 
change."

Another COVID-19 Wave Beginning
The economic consequences are severe, but let’s not forget the health crisis is not 
close to over. We wrote on Friday that a new wave of COVID-19 infections is forming 
in many places around the country, and this trend in rising cases continued over the 
weekend. We would like to highlight that the number of deaths is considerably less 
than we saw in March and April, and in the June and July time-periods. But the near-
term outlook has darkened.

Dr. Michael Osterholm, head of the Center for Infectious Disease Research and Policy at 
the University of Minnesota, appeared on Meet the Press Dr. Osterholm and was very 
skeptical of the current status of the pandemic, saying:

• "The next 6-12 weeks are going to be the darkest of the entire pandemic."
• "Vaccines will not become available in any meaningful way until early to 3rd 

quarter of next year. And even then half the U.S. population is skeptical of 
even taking the vaccine."

• "There needs to be stronger messaging on 'if you love your family, you won't 
go home for Thanksgiving or Christmas...Do them the greatest gift of all…
Distance yourself this year.'"

We have been continually writing about the hole being dug for public finance budgets 
in the first eight months of the pandemic. If the trajectory of the health crisis worsens 
then the budget and service delivery situation will deteriorate. We wrote that the level 
of state and local government employment remains worse than what we saw in the 
wake of the Great Recession. More layoffs could occur as well.

Countdown to Election 2020: 15 Days to Nov. 3rd
The U.S. presidential election cycle is always consequential, and this year the impact 
will be amplified positively or negatively on municipal market credit depending upon 
the election outcome. We reviewed what the different policy consequences would be 
under three leading election results. In summary, not much changes from the current 
landscape if President Trump or former Vice President Biden wins the White House, and 
the Senate stays Republican. The more bullish scenario for the municipal bond market 
and for state and local governments and public finance credit quality would be if there 
is a “Blue Wave.” 

Biden still possesses a commanding lead in the national polls, up 52.5% to President 
Trump’s 41.8%, according to the FiveThirtyEight average of polls as of Monday 
morning. Some other important polling data, also FiveThirtyEight averages, from select 
states are as follows:
 
State  Biden Trump
National  52.5% 41.8%
Florida  49.0% 45.2%
Iowa  47.9% 47.7%
Michigan 50.7% 42.8%
North Carolina 49.1% 45.9%
Ohio  46.8% 47.2%
Pennsylvania 50.8% 44.0%
Texas  47.2% 48.6% 

A new wave of COVID-19 infections 
is forming in many places around the 
country, and this trend in rising cases 
continued over the weekend. 
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COVID-19 Relief Negotiations
The back and forth about a fifth phase of COVID-19 relief continued over the 
weekend. Serious conversations have not really occurred since the beginning of 
August. This week, Senator Majority Leader Mitch McConnell is expected to bring 
a $500 billion package up for a vote in the Senate. House Democrats are still not 
dropping their “ask” below $2.2-2.4 trillion even though the White House has offered 
hints they could be willing to rise above $1.8 trillion. Speaker Pelosi assigned a 48 
hour deadline to complete relief negotiations that expires at the end of Tuesday, Oct. 
20. It looks like there will be no fiscal relief before the election, and not likely after the 
election unless the Democrats sweep or the landscape shifts.
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Readers may view all of the HilltopSecurities Municipal Commentary here.
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