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Local Government – US

ESG considerations have neutral to low
credit impact on most large US cities

On 1 June, we published scores reflecting exposure to environmental, social and governance
(ESG) considerations – and their impact on ratings – for 26 US cities with at least $1 billion in
outstanding debt. This report sums up the key takeaways.

» ESG considerations have a neutral to low credit impact on most US cities with
at least $1 billion in outstanding debt. While exposure to environmental issues is
modest for most large US cities, there is greater variability in terms of exposure to social
considerations because of differences in such factors as population trends and housing
costs. Governance considerations tend to be more positive for large US cities. ESG
considerations have a positive impact on the credit ratings of Columbus, OH (Aaa stable),
Denver (Aaa stable) and the District of Columbia (Aaa stable).

» Physical climate risk is the most significant environmental consideration. Exposure
to environmental considerations is neutral to low for most large US cities. Among these
considerations, physical climate risks present the greatest challenge for cities located in
or near coastal areas, while carbon transition risk is moderately negative for a handful of
cities.

» Social risk exposure varies from positive to moderately negative. Exposure to social
considerations shows greater variability than exposure to environmental considerations,
ranging from positive to moderately negative. Exposure to social issues is neutral to
low for most large US cities. But for some, favorable demographic trends, strong local
economies and high levels of educational attainment have positive implications. For
others, exposure to weak employment levels and high housing costs are moderately
negative.

» Governance considerations are far more positive than exposure to environmental
or social issues. Governance considerations are positive for more than half of the cities
in our cohort. However, governance considerations are moderately negative for Chicago
(Ba1 negative), Milwaukee (A2 negative), St. Louis (Baa1 stable) and Jacksonville, FL (Aa3
stable), with the first three suffering from relatively weak institutional structures, while
Jacksonville's exposure to policy credibility and effectiveness issues is highly negative.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1274680
https://www.moodys.com/credit-ratings/Columbus-City-of-OH-credit-rating-188300/summary
https://www.moodys.com/credit-ratings/Denver-City-County-of-CO-credit-rating-230730/summary
https://www.moodys.com/credit-ratings/District-of-Columbia-credit-rating-600023199/summary
https://www.moodys.com/credit-ratings/Chicago-City-of-IL-credit-rating-171610/summary
https://www.moodys.com/credit-ratings/Milwaukee-City-of-WI-credit-rating-600003550/summary
https://www.moodys.com/credit-ratings/St-Louis-City-of-MO-credit-rating-600005565/summary
https://www.moodys.com/credit-ratings/Jacksonville-City-of-FL-credit-rating-423830/summary
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Assessing exposure to ESG considerations and their impact on credit ratings

Following the update of our cross-sector ESG rating methodology, we have launched two types of ESG scores:

» Issuer profile scores (IPS) are opinions of an issuer's or transaction’s exposure to environmental, social and governance
considerations. They incorporate meaningful mitigating or strengthening actions related to those specific exposures.

» Credit impact scores (CIS) communicate the impact of ESG considerations on the rating of an issuer or transaction. They are
based on our qualitative assessment of the impact of ESG considerations in the context of the issuer’s or transaction’s other
credit drivers that are material to a given rating.

Both scores run on an asymmetric five-point scale, whereby 1 is positive, 2 is neutral to low, 3 is moderately negative, 4 is highly negative and
5 is very highly negative (see Exhibit 1). An Excel file with the scores is available here. Additional commentary on each issuer’s scores can be
accessed on the corresponding issuer page on Moodys.com. We will publish scores for an increasing number of issuers and transactions across
sectors in the coming months.

This publication is not intended to provide a summary of the methodology. For a full explanation of our methodological approach, please see
General Principles for Assessing Environmental, Social and Governance Risks Methodology.

Exhibit 1
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Source: Moody's Investors Service

ESG considerations have a neutral to low credit impact on most US cities with at least $1 billion in
outstanding debt
Environmental, social and governance considerations have a generally neutral to low credit impact on US cities with at least $1
billion in outstanding debt. While exposure to environmental issues is modest for most large US cities, there is greater variability in
terms of exposure to social considerations because of differences in such factors as population trends and housing costs. Governance
considerations tend to be more positive for large US cities.

Seventeen of the 26 US cities in our cohort received credit impact scores of CIS-2, indicating that ESG considerations have a neutral to
low effect on credit ratings. Three cities received scores of CIS-1, reflecting the positive credit impact of ESG considerations, while six
were scored CIS-3 because ESG issues have a moderately negative effect on ratings.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Exhibit 2

For most large US cities, ESG issues have a neutral to low credit impact
Distribution of ESG credit impact scores and issuer profile scores for US cities with at least $1 billion in outstanding debt
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ESG considerations have a positive impact on the ratings of Columbus, Denver and the District of Columbia, which all received scores
of CIS-1, buoyed by strong governance characteristics, positive or neutral to low exposure to social issues and neutral to low exposure
to environmental considerations.

Overall, there is a moderate correlation between large US cities' exposure to ESG issues and their credit quality. This correlation is
reflected in their credit impact scores and credit ratings (see Exhibit 3). As noted earlier, ESG issues have an overall neutral to low
impact on large cities’ credit quality.

Exhibit 3

Moderate correlation between large US cites' credit impact scores and ratings
Average credit impact scores of US cities with at least $1 billion in outstanding debt plotted against their long-term credit ratings
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Location and color of each bubble indicate the average CIS score (rounded to the nearest whole number) for the issuers in a given rating category. Relative size of each bubble indicates the
number of scored issuers within a given rating category.
Source: Moody's Investors Service

In recent years, we have taken a small number of rating actions – both positive and negative – that were driven in part by social or
governance considerations. In July 2020, we changed our outlook on Honolulu's (Aa1 negative) ratings for its outstanding general
obligation bonds to negative from stable because of the coronavirus pandemic's impact on labor and income considerations, including
a continued drop in visitor counts, reduced tourism spending and the possibility of sustained levels of unemployment, which would
eventually hurt property valuations and property tax collections.
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https://www.moodys.com/research/Moodys-assigns-Aa1-to-Honolulu-HIs-2020-GO-bonds-outlook--PR_906561357
https://www.moodys.com/credit-ratings/Honolulu-City-County-of-HI-credit-rating-600024360
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Physical climate risk is the most significant environmental consideration
Exposure to environmental considerations is neutral to low for most large US cities. Among these issues, physical climate risks present
the greatest challenge for cities located in or near coastal areas, while carbon transition risk is moderately negative for a handful of
cities.

The exposure of large US cities to environmental considerations is reflected in their issuer profile scores. Their median score is E-2,
which indicates that exposure to these considerations is neutral to low for most issuers (see Exhibit 4). Twenty-one of the 26 cities in
our cohort received a score of E-2, while the remaining five received a score of E-3, which indicates that exposure to environmental
considerations is moderately negative.

Exhibit 4

Exposure to environmental issues is neutral to low for most large US cities
Distribution of environmental issuer profile scores and category scores for US cities with at least $1 billion in outstanding debt
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Of the cities that were scored E-3, exposure to physical climate risk is moderately negative for Baltimore (Aa2 stable), Boston (Aaa
stable), Houston (Aa3 stable) and New York City (Aa2 stable). Their coastal locations leave them exposed to the risk of extreme
weather events like hurricanes or severe flooding, the severity and frequency of which have increased in recent decades. Extreme
weather events pose a threat to transportation infrastructure assets, such as bridges, tunnels and subways, and can cause significant
economic losses. For Oklahoma City (Aaa stable), the only other city in our cohort to be scored E-3, exposure to carbon transition
considerations is moderately negative because of the regional economy's heavy reliance on the oil and gas industry, which faces
elevated carbon transition risk. The two other cities to have moderately negative exposure to carbon transition issues were Houston,
which is also heavily exposed to the energy industry, and Detroit (Ba3 positive), where auto manufacturing – another sector facing
elevated carbon transition risk – is the driving force of the local economy. For Honolulu, natural capital is a positive consideration, a
reflection of the high priority that the city and the state of Hawaii (Aa2 stable) place on key drivers of the tourism industry. It was the
only city for which exposure to any environmental consideration was deemed positive.

Social risk exposure varies from positive to moderately negative
Exposure to social considerations shows greater variability than exposure to environmental considerations, ranging from positive to
moderately negative. Exposure to social issues is neutral to low for most large US cities. But for some, favorable demographic trends,
strong local economies and high levels of educational attainment have positive implications. For others, exposure to weak employment
levels and high housing costs are moderately negative.

Of the 26 cities in our cohort, 18 received an issuer profile score of S-2, indicating that exposure to social considerations is neutral to
low (see Exhibit 5). Five cities received a score of S-3, which indicates that exposure to social factors is moderately negative, while three
received a score of S-1, reflecting positive exposure to social considerations.
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https://www.moodys.com/credit-ratings/Baltimore-City-of-MD-credit-rating-85276/summary
https://www.moodys.com/credit-ratings/Boston-City-of-MA-credit-rating-848850/summary
https://www.moodys.com/credit-ratings/Houston-City-of-TX-credit-rating-600026473/summary
https://www.moodys.com/credit-ratings/New-York-City-of-NY-credit-rating-600013826/summary
https://www.moodys.com/credit-ratings/Oklahoma-City-City-of-OK-credit-rating-600026026/summary
https://www.moodys.com/credit-ratings/Detroit-City-of-MI-credit-rating-600001576/summary
https://www.moodys.com/credit-ratings/Hawaii-State-of-credit-rating-600024358/summary
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Exhibit 5

Exposure to social considerations is neutral to low for most large US cities
Distribution of social issuer profile scores and category scores for US cities with at least $1 billion in outstanding debt
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Austin (Aa1 stable), Columbus and Denver scored S-1, with exposure to labor and income considerations and demographic trends
deemed to be positive, as robust population growth and employment levels expand tax revenue. For Austin and Denver, exposure
to education considerations is also positive because high levels of educational attainment benefit social cohesion, income levels and
workforce development. Five cities received scores of S-3 – Los Angeles (Aa2 stable), Memphis, TN (Aa2 stable), Milwaukee, New York
City and St. Louis – mostly because of such factors as income inequality, a declining local population and high housing costs.

Governance considerations are far more positive than exposure to environmental or social issues
Governance considerations tend to be far more positive for large US cities than environmental or social issues. This is significant
because responsive governing institutions, strong fiscal oversight and effective policies can help mitigate risks associated with
environmental and social factors.

More than half of the cities in our cohort received an issuer profile score of G-1, indicating that governance considerations are positive
(see Exhibit 6). Seven cities received a score of G-2, which indicates neutral to low exposure to governance risks, while four received a
score of G-3, indicating that governance risks are moderately negative. Budget management considerations and policy credibility and
effectiveness issues are positive for 16 and 14 cities, respectively. Transparency and disclosure issues are positive for 14 cities because
of monthly or quarterly financial disclosures and the release of other credit-relevant reports beyond the annual audit and budget.
Institutional structure was the only governance category that was positive for exactly half of the cities in our cohort.

Exhibit 6

Exposure to governance risks is positive or neutral to low for most large US cities
Distribution of governance issuer profile scores and category scores for US cities with at least $1 billion in outstanding debt
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Four cities – Chicago, Jacksonville, Milwaukee and St. Louis – received issuer profile scores of G-3, the lowest in our cohort. Chicago,
Milwaukee and St. Louis suffer from relatively weak institutional structures that reflect challenges with revenue-raising flexibility
(Milwaukee and St. Louis) and limited control over pension benefits (Chicago). For Jacksonville, exposure to policy credibility
and effectiveness issues is highly negative, making it the only city in our cohort deemed to have highly negative exposure to a
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https://www.moodys.com/credit-ratings/Austin-City-of-TX-credit-rating-600026395/summary
https://www.moodys.com/credit-ratings/Los-Angeles-City-of-CA-credit-rating-600003106/summary
https://www.moodys.com/credit-ratings/Memphis-City-of-TN-credit-rating-600003451/summary
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governance category. The effort to explore the privatization of JEA FL's operations in 2019 triggered public opposition, state and federal
investigations, the termination of JEA's senior management and the replacement of JEA's entire board of directors in 2020.
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https://www.moodys.com/credit-ratings/JEA-FL-credit-rating-800018460/summary
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Appendix: Our environmental, social and governance classifications

Exhibit 7

Environmental risk classification
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Exhibit 8

Social risk classification for public-sector issuers

Labor & incomeDemographics Education
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Exhibit 9

Governance risk classification for public-sector issuers
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