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General Market and Economic Themes for 2" Half of 2021

= \When will the Fed raise rates?

= “ ..this is an extraordinarily unusual time...I think we have to be humble about
our ability to understand the data,” said Fed Chair Powell June 16" press
conf,
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https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20210616.pdf

General Market and Economic Themes for 2" Half of 2021

= Taper timing questioned after Aug. nonfarm payrolls shocker

Non-Farm Payrolls Total Change (in thous)
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Source: Bureau of Labor Statistics and HilltopSecurities.
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General Market and Economic Themes for 2" Half of 2021

= Debt ceiling will need to be raised or suspended again, most likely sometime
in October.
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General Market and Economic Themes for 2" Half of 2021

= Fitch Ratings Questions U.S. Governance, ldentifies Breakdown in Political
Norms
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General Market and Economic Themes for 2" Half of 2021

Hospitalizations

= Fourth COVID wave

7-day
= President to make COVID-19
related comments today, Sept 9t
= Highlight- Keeps schools open and
In-person _
New reported deaths by day
New reported cases by day
New_ A . " Deaths —
7-day Many states(did 7 da

not report data oh
Labor Pay —

Source: New York Times and HilltopSecurities.
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U.S. Fiscal Policy Response to COVID-19

American Rescue Plan Act of 2021 was a Sixth Phase Fiscal Policy Response to
the COVID-19 Pandemic

Amount
(% billions)

Phase Became Law Legislation

Coronavinss Preparedness

Phase 1 March &, 2020 and Response Supplemental HE;earn:h_an.d.dex-el-::pment: 4830
. healthcare services and supplies
Appropriations Act
Phase2 March 18, 2020 Families First Coronavinus esting funds, paid !E.a'.-e. food stamp 192,00
Response Act funding

Bxpanded unemployment, PPE Fed
Reserve & industry loans, payroll tax 2 70000
credits, created MLF, other

Coronavinus Aid, Relief, and

ca FT HWIH
Phase3  March 27, 020 Economic Security (CARES) Act

Fhase (3.5 April 24, 2020 Faycheck Protection Program and ~ Expanded PPP, hospital & testing
ar) 4 ' Healthcare Enhancement Act funding

733.00
The 51.4 trillian Consolidated Unemployed. relief, PPP funds for
Appropriations Act, 2020 wasa  education, transportation, health care,
Phase 5 Dec.27,2020 federal govt. funding measure & vaccine distribution, etc, but no direct 910,00
included $910 billion of COMID-19  unencumbered state and local gowt.

relief provisions relief
Phase6 March 11,2021 American Rescue Plan Actof 2021  ° 200 payments, 33508 8L aid, 5o, oy
expanded unemployved relie
Total L.5. COVID-19 Fiscal Policy Response Cost To Date 56,443.30
Souree: HilltopSecurities.
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The Georgia Run-Off Election Results Significantly Shaped Credit

= There is/was almost $1 trillion of potential relief riding on election results

Potential Ascal Relief for Sate and Local Govt in HEROES Act

Amount ($in
Type billions)
State Governments $500
Local Governments 375
U.S. Territories 20
Tribal Governments 20

Total State & Local Relief $915

Source: Summary of legislation and HilltopSecurities

Primary Deficit Impact of Trump and Biden COVID-19 Fan (in billions, 2021-2030)

mPresdent Trump  mFormer VP Biden

$5,000 $915B aid to
state & Iocals
$4,000 $435B aid to
state & Iocals
$3,000
$2,000
s TR
Low-Cost Central ngh—Cost

Source: Committee for a Responsible Federal Budget and HilltopSecurities.
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Direct Public Finance Sector Relief, Rescue Plan Act of 2021

Public Finance Sector-by-Sector Impact From the American Rescue Plan Act of 2021

Amount Sector(s) to

Provision Credit Relevance

($ billions) Benefit Most

US. state. local and Direct fiscal assistance to governments, in
State and Local 435000 o rr-ba ' some cases totaling as much as 30% of
Govt. Aid . ) operating revenue (not completely

governments ) )
unencumberad, howewver)
K12 School Aid 126.00 LS. state and local Focused on primary anq secondary
QOVTS. education funding
Affordable Care Mare generous tax credits will allow more
Act (ACA) Tax ) people to obtain or maintain health
) 63.00 Healthcare :
Credits & COBRA nsurance and reduce hospitals
Coverage uncompensated healthcare costs
) ) Additional direct aid to universities and
Higher Education ' . )
" 39.60 Higher Education colleges; must use a percentage for
Relief Fund e
emergency student financial aid
Additional Aid Pravides financial assistance to sector hard
to Mass Transit 30.50 Mass Transit hit by ridership and operating revenue
Operators declines
Incentives for :
I"IOI"I-EX]I:IBHSiOﬁ If all 12 non-expansion states accept the
State govt, incentives, each will net an estimated $10
states under 16.40 . ; .
Healthcare billion (nearly), after their new Medicaid
ACA to expand .
Medicaid

Coronavirus ' o
' U5, state, local, and  Cricital capital projects in response to the

Cap [?J:;U"E{IS 1000 tribal governments public health emergency (Sec 604)
Homeowner 10.00 Housing Assistance to homeowners for mortgage

Assistance Fund payments, utilities and insurance

Incremental emergency housing vouchers
5.00 Housing that pravide tenant-based rental assistance
under Section-8

Emergency
housing vouchers

$650.50
Source: Moody's Investor Service, House Oversight Committee, Joint Committee on Taxation, Committee for a Responsible

Federal Budget, and HilltopSecurities.
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Golden Age of Public Finance, or a Golden Moment

HilltopSecurities Municipal Sector Credit Outlooks (as of March 30, 2021)

Hilltop Credit Recent Action

EaRE Outlook  (March 2021)

Key Sector Trends

Fevenues did not plumment as some forecast, income tax receipts were

State Stable Raised two more reslient than expected, 5200 billion plus will flow directly o states,
Government notches pensicn liabilities remain a near term stress, structural imbalances could/
will reappear

; Av grawth has been surprisingly strong through COVID, 5150 billion plus
Lacal Raised twao b= L N -
Stable will flow directly to local govts, pension liabilities remain a near term stress,
Government notches } y
structural imbalances could/will reappear

. AY growth has been surprisingly strong through COVID, 5129 billion plus
. Raised two a . T )
School Districts Stable natches will flow directly to schoals, pension liabilities remain a near term stress,
structural imbalances could/will reappear

Enplanements not yet to pre-COVID levels but they are ramping up, we
Raised two  expect activity to steadily rise as vaccinations continue and the economic

Aprts Skl notches recovery strengthens, we may see mare modernization and upgrades if
infrastnucture legislation is approved by DC lawmakers

Profits fell, labor costs increased and many elective procedures were put
Health Care Negative Nane on hgld as a result of COMID-19, Rescue Act and CARES Act funds have
- provided support to the sector, but pre-COVID and COVID-gra stresses

could continue to offer roadblocks
Private: We had a "Negative” outlook on entire sector even before COMD-19, the
Higher Megative  Raised PubSect 540 billion of Rescue Act money will help bridge the COMID-19 gap, but
Education Public: Outlook pre-COVID pressures could set in again in another year or two, state sytem

Cautious enrollments could continue to strengthen, endowments have grown

5tate Housing Finance Agencies (HFAs) were less impacted than other
Housing Pasitive Raised sectars, we expect housing demand to continue & credit of HFA programs
to remain strong

Recovery to 2019 usage levels could take years but federal support has
Stable None provided a base, we expect infrastructure focused stimulus could provide a
boost to the sector

Public Power
{Elec)

MSA numbers were slightly higher in 2020 YOY, we continue to expect
Tobacco Negative None more downside risk in this sector going forward, near term federal funds
could offer some positive retail sales numbers

Commerical related revenue has helped to compensate for commuter
decreases in some cases, vehicle miles traveled fell to 2004 level, already

e Raised two . . .
Toll Facilities Stable nlmches seeing usage increase, Rescue Act maoney could flow through offering
suppart, a sector-specific boost could come from patential infrastructure
stimulus
Water and Essentiality remains important driver, one of the approved uses of the
! Senwer Stable Mone Rescue Act funds is for water and sewer infrastructure, additional relief

could come from patential infrastructure stimulus
Source: Hilltop5ecurities.
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Heavy Changes From Delta Variant

= Fourth wave and fourth bullet point

No Changes to HilltopSecurities' Municipal Sector Credit Outlooks Yet

Hilltop Credit  Recent Action
Outlook [March 2021)

State Government Stable

Key Sector Trends (Updated to Reflect Delta Variant Themes)

receipts were more reski

Raised two
Local Government Stable N
notches
School Districts Stable
Airports Stable izl
B notches
Health Care Negative None

Private: Negative Raised Pub Sect

Higgher Educati
NErECUCSON pblic: Cautious Outiook

Housing Raizad
Public Power
(Elec) Stable None
Tobacoo MNegative None
Toll Facilities Stable il
notches
Water and Sewer Stable None

Source: HilltopSecurities.

AV growth has been surprisingly strong through COVID, $150 billion plus will flow directly to local govts.
We do not see evident cracks in local govt credit at this time.

y to schools.
onomic

AV growth has been surprisingly strong throwgh COVID, 5129 billion phus will flow dire

Schooks ability to manage infection will not jugt have a local impact, but will have a larg

impact too. The LS. economic comeback could be at risk if primary and secondary schoals are fone
move to a virtwal format, even if this happens to just lange reg large schiools

o

Enplanements have not been impacted frorm the Delta variant yet. It would have taken years for
enplanements to ramp up to pre-COVD levels.

care could be the sector mast fourth Delta-wave. Elective procedures

have been put on hold again in hospitals in the south. This will impact profits and labor costs wi

W will hawe to see how big of an impact this has regionally and nationally and if this
nites the end of 2021 with a Sth wave to close out

College campuses in the north, midwest, nartheast, and far west LS. could be among the safest
locations from COMD-19 infection because many of them are requiring students, faculty and staff 1o be
vaccinated. How campuses and inter-colligiate sparts are able to manage the spread of infection will go
along way in determining if students can stay in-persen in the Fall (2021) and Spring (2022).

is sector. State Housing Fnance A
and to continue & credit of H

{HFA) were less impacted than other
programs to remain strong.

t housing

Recovery to 2019 usage levels could take years but federal support has provided a base, we expect
infrastructure focused stimulus could provide a boost to the sector, if it occurs.

expect more downside risk in this sectar

M5A numbers were slightly higher in 2020 H
orme positive retail sakes nurmbsers

gaing forward, near term federal fur

ould o

Vehicle miles traveled fell to 2004 levels, and we were already seeing usage increase befare Delta variant
emerged. We are looking closely to see what happens here.

of th funds is for water and
ential infrastructure stimuhus.

Essentiality remains important dri
sewer infrastructure, addi

ane of the appro
al relief could co
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Status of Infrastructure Legislation

A Seventh Phase Could Bring Total COVID-19 Related Fiscal Policy to Nearly $10 Trillion

Amount

Detail
SHAns (% billions)

Legislation

Became Law

Research and development, healthcare €830
sarvices and supplies o

Loronavirus Preparedness
and Hesponse Supplemental

Fhasze 1 March &, 2020
Appropriations Act

Phase2  March 18 2020 tamilies First Coronawvinus Besponse Testing funds, Elaiu .|E-31"E_. foed stamp 19200
Act funding
Expanded unemployment, FPE Fed
. oy e Loronavirus Aid, Relief, and Ecanomic ;i .1.‘:' ur .rrlp 'T e . - " S
Phase3  Manch 27, 2020 . - Reserve & industry loars, payroll tax credits, 2, 70000
Security (CARES) St ] e
created MLF, other
Phase (1.5 . Paycheck Protection Program and S
April 24, 2020 4 E ded PPR haspital & testing fund 733.00
ar) 4 a Healthcare Enhancermeant Act hiashay i R Tinan
1 &1 .4 rrillion Consolidates . .
_hE.'LI.'_ '_”I,! ':1., - .tha h:j_ ) Unemploved. relief, PPP. funds for
Appropriations Act, 2020 was a federal ducation. transpartation. health
Phase 5 Dwec. 27, 2020 gowt. funding measure & incuded SOULARIO, TRGPUTISRIN, TISST ars 210,00
$910 billion of COVID-19 relief vaccine distributian, ete, but no direct _
S unencumbeansed state and |ocal got. relief
prowisions
51,400 payments, 53508 551 aid, e
Phase6  March 11,2021 American Rescue Plan Act of 2021 PR A EPANED ) o000
uremployed reliet
Phase 7 Unknown nifrastructure and Jobs Stimulus Details to come 1,000-3,00
§7.44330-
$9,443.30

Total L.5. COVID-19 Fiscal Policy Response Cost To Date

Source: Hilltop5Securities.
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Questions About the Role of Government

Will We See a New Era of Government Support?
= President Ronald Reagan

= "The most terrifying words in the English language are: I'm from the Government, and I'm here
to help."

= Reagan was also recognized for reductions in federal spending. About 6 in 10 voters favored
his federal spending cuts in 1981.

= President Bill Clinton

= "The era of big government is over," said Pres. Clinton during 1996 state of the union.

President Biden's Three-Part, Build Back Better Agenda

Plan Name Date / Status {;gi‘ﬁiz:ts]
One  The American Rescue Plan March 11,2021 / Enacted into law $1,900
Two The American Jobs Plan March 31, 2021 / Introduced 2,650
Three  The American Familes Plan April 28, 2021 / Introduced 1,800
Total $6,350

Source: HilltopSecurities.
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The U.S. is Divided on the Most Important Issues

BIDEN MOST IMPORTANT ISSUE TO YOUR VOTE?

RACIAL INEQUALITY
CORONAVIRUS

HEALTH CARE POLICY
THE ECONOMY

CRIME AND SAFETY

THE ECONOMY
CRIME AND SAFETY
HEALTH CARE POLICY

CORONAVIRUS
RACIAL INEQUALITY 3

Source: CNN 2020 Exit Poll.
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https://twitter.com/Markein/status/1323846086872780800/photo/1

Partisan Divide for Infrastructure Lower Level Than Other Issues

Partisan Divide Among the Most Important 2020 Electoral Issues

Ranked by % Difference between Democrat and Republican “extremely important” responses

Clirnate change
Healthcare

Distribution of income and
wealth in the LS.

Race relations
Education
Gun paolicy

Leshian, gay, bisexual,
and transgender rights

Foreign affairs
The nation's infrastructure
Trade with other nations
Tanes
The economy
The federal budget deficit
Immigration

Terrorism and nationa
security

Abortion

Source: Gallup and HilltopSecurities.

Democrat (%)

30

pyl
L

28

Lad
Lad

Ind. (%)

Republican (%)

LA

30

7173

i

30

28

Dem./Rep.

Difference (% pts)

436 Demn
+27 Dem
+25 Demn
+22 Dem
+20 Demn
+20 Dem
+13 Demn
+12 Dem
+11 Dern
+6 Dem
+3 Demn
0
+1 Rep

+2 Rep
+5 Rep

+5 Rep
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Lawmakers Moved Closer on Infrastructure in August, No Clear Path

= The Senate and House took small steps forward in August on Infrastructure

= Senate

= The U.S. Senate passed a $1+ trillion infrastructure bill by a vote of 69-30
on Aug. 10, 2021.

= House, during week of August 23rd

= The U.S. House is now set to vote, no later than Monday Sept. 27 on the
$1 trillion bipartisan infrastructure bill that was passed by the Senate (69-
30) back on Aug 10, 2021.

= House passed (220-212) the budget framework that begins the budget
reconciliation process for the $3.5 trillion infrastructure plan on Aug. 24,
2021
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Lawmakers Moved Closer on Infrastructure in August, No Clear Path

= Significant barriers exist to finalizing the bi-partisan infrastructure agreement,
and/or getting the Democrats $3.5 trillion infrastructure plan completed
through budget reconciliation.

The Infrastructure Timeline

Track for $1 trillion Bipartisan Infrastructure Plan to Become Law

Track for 53.5 trillion Build Back Better Infrastructure Plan to Become Law
Source: HilltopSecurities.
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Do Democrats Currently Have a Mandate?

Importance of a Mandate
= What is a mandate?
= Why does a “mandate” matter

= |tis a political force that can have tremendous policy consequences and thus significantly
iImpact the market dynamic, credit

Examples of Political Mandates in U.S. Histor

Hection Mandate =SS AL

Year Known as...

Controlled  Controlled U.S. President Policy Consequences, and Proposals
by... by...

1964  Great Society Dems Dems Lyndon Johnson

Antipoverty, education, medical care, transportation, follow-up to

FDRs New Deal
Ssamn Economic Recovery Act of 1981, cut top marginal tax rate to 50%
1980 Revolution Reps Dems Ronald Reagan from 70%, lowered cap gainsto 20% from 28%, favored tax
cuts as a meansto lower spending, supply-side
1994 Contract_ with Reps Reps Bill Clinton Balanced budg_et requir_ement, anti—crime, tax—cut_s, term-limits,
America social security reform, promised ten bills

Source: Bectoral Mandates in American Politics, Grossback, Perterson, Stimson (2007) and HilltopSecurities.
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The United States - A Country of Moderates

Americans' Social vs. Economic Ideology

Thinking about [sociallfeconomic] issues, would you say your views on [social/feconomic] issues are -- [very
conservative, conservative, moderate, liberal (or) very liberal]?

B % Conservative B % Moderate [l % Liberal

Social Issues Economic Issues

GALLUP, MAY 32-18, 2021

Source: Gallup and HilltopSecurities.
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https://news.gallup.com/poll/351494/americans-divided-social-economic-issues.aspx

We Revised Our 2021 Issuance Forecast

Our Revision: We Now Expect $460 Billion of Municipal Bond Issuance in 2021 Revised U.S. Municipal Bond Issuance Forecast (July 14, 2021)

600 mmm New Money (5 Left)  mmmmRefunding (5 Left) Refunding % (right) 60% ) Revised 2021
e pew ergc S0 ilon 2021 L5 2.021 Forecast 2020 (in $) 2020 (% Total)

500 50% Forecast (in $) (% of Total)
o ﬂ ‘ ' I 0% New Méney $322,000 70% $304,912 63%

" Refunding 138,000 30% 179,667 37%
300 r I I ' ‘ l ‘ 30% Total $460,000 100% $484,579 100%
20 " 0% Tax-Exempt $326,600 71% $338,119 70%
100 10% Taxable 133,400 29% 146,460 30%

Total $460,000 100% $484,579 100%
0 L 0% Source: Refinitiv, The Bond Buyer, and HilltopSecurities.
1999 2003 2007 2011 2015 2019

Source: Refinitiv, The Bond Buyer, and HilltopSecurities.

Source: Moody's Investor Service data as of May 2021 and HilltopSecurities. 2021 data only includes 1Q21 and does not include criteria changes.
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Watching Pub Fin Upgrade and Downgrade Activity

Downgrades Slightly Outpaced Upgrades in 2020, Moody’s Public Finance Portfolio

1,000 m Upgrades (#) mDowngrades (#)

1 | I I|lll|
LU | [
-400

800

600

-200

-600

-800

-1,000
1989 1992 1995 1998 2001 2004 2007 2010 2013 2016 2019

Source: Moody's Investor Service data as of May 2021 and HilltopSecurities. 2021 data only includes 1Q21 and does not include criteria changes.
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HilltopSecurities

HilltopSecurities Research and Analytics

= Tom Kozlik, Head of Municipal Research and Analytics: with over two decades of

experience in the fixed income industry, Kozlik is a nationally recognized strategist who brings unique insight and
perspectives to his commentary and analysis of municipal market trends, opportunities, and challenges. From 2018
to 2020, Smith’s Research and Gradings included him on the first team in the generalist category of its Municipal All-
Star Team. He was voted to the Institutional Investor’s All-America Fixed Income Research Team and Greenwich
Associates named him one of the Most Helpful Analysts in Municipal Bonds in 2015. In addition, Kozlik has taught

graduate-level public finance courses at the University of Pennsylvania’s Fels Institute of Government, where he
earned a Master of Government Administration.

Municipal Commentary
HllltopSe‘:urltlesm 7110

Fr[ch Ratmqs Quesno ns U.S. Governance, Identifies a Breakdown
a in Political Norms

W

'L'-\.h-ﬁil-ﬁh.[‘ w

‘ “ Fitch Wamns of Weak U.S. Governance, July 13, 2021

TOM KOZLIK

HILLTOPSECURITIES

Tom Kozlik, HilltopSecurities
Head of Municipal Research and Analytics

(214) 859-9439 office
(917) 626-7394 mobile
tom.kozlik@hilltopsecurities.com
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Disclosure

The material herein is intended for educational and informational purposes only and does not constitute legal or investment
advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or other specific product. Information provided in
this market commentary was obtained from sources that are believed to be reliable; however, it is not guaranteed to be correct,
complete, or current, and is not intended to imply or establish standards of care applicable to any attorney or advisor in any
circumstances. This material represents historical information only and is not an indication of future performance and may not be
shared with anyone other than the intended recipient without the explicit written consent of HilltopSecurities.

Hilltop Securities Inc. (HTS) is a registered broker-dealer, registered investment adviser and municipal advisor firm that does not
provide tax or legal advice. This event is intended for educational and informational purposes only and does not constitute legal or
investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or other specific product or service.
HTS is not recommending an action to you as the municipal entity or obligated person. HTS is a wholly owned subsidiary of
Hilltop Holdings, Inc. (NYSE: HTH) located at 717 N. Harwood Street, Suite 3400, Dallas, Texas 75201, (214) 859-1800. Member:
NYSE/FINRA/SIPC.
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