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Volatility  

Introduction

The $1.2 trillion Infrastructure Investment and Jobs Act (IIJA) signed into law in November 

2021 marked one of the largest federal investments in infrastructure in history. The law 

features hundreds of new discretionary programs on top of traditional formula funding, 

including $550 billion of new spending over five years.

But macroeconomic conditions have changed dramatically since then, adding new layers 

of costs and complexity to an already expensive and complicated system of planning 

infrastructure projects.

As three-quarters of the infrastructure built in the United States is funded by state and local 

governments and the municipal bond market they tap to finance it, industry participants are 

concerned about the impact of a recession, higher interest rates and inflationary pressures 

on the cost of funding infrastructure in the U.S., and the viability and effective execution of the 

new law itself.

Why read this report?  

This report details 

municipal stakeholders’ 

views of the new 

environment, outlining 

the challenges and 

opportunities to get 

major infrastructure 

projects done in the U.S. 
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Key findings 

•  The biggest challenge the industry anticipates in 2023 is the potential for a recession and 

the factors that are contributing to that risk — rising interest rates, extreme market volatil-

ity and inflation — are all top-of-mind concerns.     

•  Water/sewer and roads/bridges are most often identified as critical infrastructure initia-

tives for U.S. cities and towns over the next five years.

•  Roughly half of municipal securities market (muni) stakeholders are optimistic the country 

can meet the most critical infrastructure needs in the next five years, with almost six-in-10 

confident those needs can be met over a longer 10-year period.

•  Just three-in-10 stakeholders are confident that current legislative actions and policies will 

meet the infrastructure investment needed in the U.S.

•  Political affiliations show a wide confidence gap on infrastructure policy between Demo-

crats and Republicans.

•  Participants are more confident about specific aspects of the new law, including public-pri-

vate partnerships and broadband expansion.
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About this report 

The IIJA became law during a time of record-high stock market returns, extremely low interest 

rates and a state and local government sector finally recovering from the global COVID-19 

pandemic.

Much has changed since the start of 2022. The sunnier outlook for all markets has dimmed 

significantly as macroeconomic headwinds have pushed world economies — the U.S. included 

— into or close to recession. This report details government and business leaders’ views on the 

current and future environment for infrastructure projects.

Research methodology 

This research was conducted by Arizent, parent company of The Bond Buyer, to investigate 

what participants in the municipal securities market are thinking about infrastructure issues 

and priorities facing U.S. cities and towns. More specifically, the survey explores sentiment 

about the impact of various macroeconomic events and policy decisions on infrastructure 

initiatives and gauges confidence in our ability to solve key challenges moving forward. The 

research was conducted online between August 18 – September 25, 2022 with a total of 152 

muni market participants completing the survey. 

.
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The macro picture

The Infrastructure Investment and Jobs Act (IIJA) was a significant moment in the history of 

federal funding for national infrastructure, earmarking $1.2 trillion for projects around the 

country.     

Approximately $550 billion has been set aside for new spending over five years. This includes 

the largest investment in bridges since the creation of the Interstate Highway System in 1956 

and in passenger rail since Amtrak was launched in 1971; the largest ever in public transit and 

drinking water systems; and major new broadband expansion, among many other provisions.

However, since the IIJA became law,  macroeconomic conditions have forced the Federal 

Reserve to raise interest rates six times as it works to combat the largest increases in inflation  

in four decades.

The geopolitical turmoil following Russia’s invasion of Ukraine, leaving aside the humanitarian 

toll, has exacerbated supply-chain problems, increased fossil fuel costs in the U.S. and abroad, 

and contributed to rising global inflation.

Construction costs are outstripping consumer inflation and have endured recent double-digit 

year-over-year increases. Some government officials have said the rising costs are putting 

pressure on them to delay or scale back projects.

 

Even without inflation, the U.S. already faces some of the highest costs in the world when it 

comes to building projects such as transit rail.

Costs for highly rated state and local governments to borrow in the municipal market have risen 

more than 2.5% to 3% in 2022 after near record-low interest rates in 2020 and 2021. Lower-

rated issues are facing even higher yields.

Municipal bond issuance volume has fallen more than 20% year-over-year, led by a more than 

50% drop in taxable and refunding bonds, as state and local government officials pare back 

borrowing plans amid the volatility.

Investors have pulled more than $111 billion out of municipal bond mutual funds in 2022 so 

far, according to Investment Company Institute data as of October 12, 2022. This exodus from 

mutual funds, which owned 20.6% of the outstanding $4.1 trillion muni market as of 2Q22 per 

the latest New York Federal Reserve data, makes issuance planning even more challenging, 

particularly when a large portion of the buyer base is selling.

Even without 
inflation,  
the U.S. already faces 
some of the highest 
costs in the world  
when it comes to 
building projects such  
as transit rail.
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This volatility has resulted in muni market losses not seen since the 1980s. Many muni bond 

indexes have rolled back 14 years’ worth of price gains in just 10 months of 2022.

The combination of these effects makes the window for planning projects harder to navigate. 

And the longer it takes to spend the money, the more cost pressures threaten to swallow this 

once-in-a-generation level of funding.

Indeed, the White House unveiled in early October an accelerating infrastructure action plan 

to help states and local governments move fast and remain on budget when spending the IIJA 

dollars. Officials noted the IIJA has several tools that can help keep costs down. Providing full 

funding up front encouraging public-private partnerships, and offering the flexibility to add 

additional funding down the line will all prove helpful, according to the Army Corp. of Engineers.

However, with a nod to participants’ concerns about the effectiveness of the IIJA rollout, 

this comes after the U.S. Department of Transportation Office of the Inspector General in 

early October released a 17-page memo outlining the DOT’s challenges in implementing the 

infrastructure law. The DOT needs to assess and mitigate risks to achieving its goals, especially 

the risk of fraud, the memo said. Recruiting sufficient workforce to implement and oversee 

the IIJA programs is another potential problem, as is the DOT’s need to establish or enhance 

processes for awarding grants and overseeing compliance with federal requirements that have 

yet to be fully realized.

There are long-term risks — macroeconomic headwinds that challenge the physical and 

financial infrastructure of cities and towns — but there are also opportunities for how both 

businesses and governments plan for future successes. 
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Recession fears, rising rates and loss of revenue are 2023 headwinds

Concerns about a recession, rising interest rates, market volatility and inflation are all top of 

mind for 2023 among muni stakeholders (see Figure 1). Fear of recession is an issue for 23% of 

respondents, while rising interest rates and confidence in financial markets/market volatility are 

both at 14%, inflation is at 13% and loss of business/revenues is at 10%. 

Municipalities weathered the COVID-19 pandemic remarkably well, largely due to an influx of 

unprecedented federal stimulus, both direct and via Federal Reserve liquidity programs. 

Just as state and local governments began to emerge from the pandemic, 2022 offered new 

challenges from rising interest rates, geopolitical turbulence from Russia’s invasion of Ukraine 

and the resulting supply chain disruptions, stoking inflation. 

Now recession fears linger and tax revenues are already beginning to fall as consumers pull 

back on spending.

Total state tax revenues increased 5.9% in nominal terms in August 2022, but declined 1.9% 

in inflation-adjusted terms in August 2022 compared with August 2021, according to data 

collected by the Urban Institute’s Monthly State Revenue Highlights. Growth in the median state 

was negative 0.6% in real terms. 

23% of 
respondents state 
that recession is the 
biggest challenge 
facing them in 2023.Figure 1: The biggest challenges expected to be facing in 2023

Recession 23
Rising interest rates 14
Con�dence in �nancial markets/market volatility 14
In�ation 13
Loss of business/revenue 10
Supply-chain concerns 7
Regulatory requirements/changes 7
Challenges with technology 4
Work�ow disruption 3
Other  3
Lack of face-to-face communication  3

Source: Arizent, The Role of Munis in the Future of Cities, 2022
Base: Total Respondents n=152

Question: What is the biggest challenge you anticipate your government or business will face in 2023?  

23%
14%
14%
13%
10%

7%
7%
4%
3%
3%
2%

0 50%

Lack of face-to-face
communication

Other 

Workflow disruption

Challenges with technology

Regulatory 
requirements/changes

Supply-chain concerns

Loss of business/revenue

Inflation

Confidence in financial
markets/market volatility

Rising interest rates

Recession
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“Because of persistent high inflation, we continue seeing considerable weakness in sales tax 

revenues as consumers are recognizing the toll of higher prices,” notes Lucy Dadayan, senior 

research associate at the Urban Institute. 

During July-August 2022, total state tax revenues declined 0.7% in real terms compared to the 

same period one year earlier. Inflation-adjusted growth was mixed among the major sources of 

tax revenue: personal income taxes declined 3.3%, corporate income taxes declined 7.4%, and 

sales tax revenue increased by 1.3%, per the Urban Institute data. 

Twenty-three states reported year-over-year declines in inflation-adjusted (or real) sales tax 

collections for the month of June, up from 19 states in May, the Urban Institute data shows. 

Sixteen states reported year-over-year declines in real sales tax collections in July and 20 states 

in August.  

Nine-in-10 participants think state and local government tax revenue already has or will be 

negatively affected by the macroeconomic concerns overhanging the economy: 28% believe it 

will for the next year, 39% say it will for the next five years, 9% say for more than five years, 13% 

say the impacts are already factored in, and 11% say they will not be a factor (see Figure 2).  

These challenges also led eight-in-10 respondents to believe that municipal credit already has 

or will be negatively affected by the macroeconomic concerns overhanging the economy. With a 

potential recession, these concerns may grow. State and local governments often lag behind a 

national recession, with longer-term impacts being felt after the country as a whole rebounds. 

Municipal credit remains strong, but many in the industry believe municipal credit peaked in the 

first half of 2022. 

“Because 
of persistent high 
inflation, we continue 
seeing considerable 
weakness in sales 
tax revenues,” Lucy 
Dadayan, Urban 
Institute. 

Figure 2: Most think state and local government tax revenues already have or will 
be negatively a�ected by the macroeconomic concerns overhanging the economy

Source: Arizent, The Role of Munis in the Future of Cities, 2022
Base: Total Respondents n=152

Question: Do you think state and local government tax 
revenues will be negatively a�ected by the macroeconomic 
stresses/recession concerns overhanging the U.S. economy?   

Yes, for longer than 5 years

Yes, for the next 5 years 

Yes, for the next year 

No

The impacts are already factored in

28%
39%
9%
11%
13%

Yes, for the next year 28
Yes, for the next 5 years 39
Yes, for longer than 5 years 9
No 11
The impacts are already factored in 13
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Rising rates may impact infrastructure projects and state and local 
government plans

The Federal Reserve has raised the Fed Funds Target Rate six times in 2022, with expectations 

that the Fed will move rates above 5% in 2023. U.S. Treasury yields have risen to highs not seen 

since 2007. 

From a municipal rates perspective, from January 3 through October 21, triple-A rates have 

climbed more than 200 basis points, or 2%-plus across the curve, with the largest increases 

on the short end of the curve. The 2-year has risen 284 basis points, the 5-year 259 bps, the 

10-year 234 bps and the 30-year 250 bps, per ICE Data Services triple-A curve. Two-year munis 

opened 2022 at 0.30% and now are at 3.15%. A 10-year triple-A muni was yielding 1.05% at the 

start of 2022 and now sits at 3.39%, while 30-year debt opened the year at 1.49% and has risen 

to 3.98% as of October 21.  

Four-in-10 respondents are very worried or worried about the impact of rising interest rates on 

financing infrastructure projects (see Figure 3). Of the respondents, 12% are very worried, 28% 

are worried, 51% are a little worried and 9% are not worried.

Given how issuance in 2022 has fallen significantly, these concerns are not unfounded. Third-

quarter issuance was down 26%, led by a steep drop in taxable and refunding volumes, 

according to Refinitiv data. Total issuance year-to-date of $320 billion is down 20.7% through 

the same time period in 2021, per Refinitiv. This will likely lead to 2022 falling short of 2021’s and 

2020’s record-breaking numbers.

Issuers have been sidelined by the rising-rate environment, hesitant to come to market during      

volatility that has resulted in considerable muni market losses, with 14 years’ worth of price 

gains disappearing in just 10 months.

Figure 3: About 40% are very worried or worried that rising 
interest rates will impact financing infrastructure projects

A little worried

Worried 

Very worried 

Not worried

12%
28%
51%
9%

Source: Arizent, The Role of Munis in the 
Future of Cities, 2022   
Base: Total Respondents n=152

Question:  How worried are you about 
rising interest rates and its impact on 
infrastructure finance projects and plans 
for state and local governments?

Very worried  12%
Worried  28%
A little worried  51%
Not worried  9%
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The Bloomberg Municipal Index was at negative 11.56%, High-Yield munis at negative 16.29%, 

and Taxable munis at negative 21.65% as of October 20. Long-dated munis (+22 years) have lost 

19.23%.

Expectations for total 2022 issuance have fallen dramatically, with most major firms paring back 

their initial predictions. 

Infrastructure impacts across towns and cities can be significant

Water/sewer and roads/bridges are most often identified as critical infrastructure initiatives for 

U.S. cities and towns over the next five years (see Figure 4). More than half of respondents, 51%, 

see water/sewer as the most critical, while roads/bridges are just behind at 47%. Public power 

utilities come in third, with 37% saying they are most important.

While all sector issuance has fallen, some of these sectors are seen by stakeholders as 

particularly important. Per Refinitiv data through October 21, education issuance is down 24.4%, 

electric power is up 4.5%, environmental facilities down 23.3%, healthcare down 19.3%, housing 

down 22.7%, public facilities down 57%, transportation down 21.8%, utilities down 13.7% and 

general purpose down 13.7% year-over-year. 

These same initiatives, along with schools, are most often viewed as investments that will benefit 

towns and cities making the commitment to improve those infrastructure areas (see Figure 5).

Water/sewer 
and roads/
bridges are most 
often identified as critical 
infrastructure initiatives
Issuance in October — a 
month that typically sees 
large spikes in bond 
volume — was down as 
of this writing. Month-
to-date issuance of $8.6 
billion as of October 21 
was down 66% versus 
the same period in 2021. 

Figure 4: Water/sewer and roads/bridges are the most critical infrastructure 
initiatives or needed investments for U.S. towns and cities over the next five years 

Water and sewer 51
Roads/bridges 47
Public power utilities 37
Broadband 33
Public transit 28
High-speed rail 20
Schools 16
Airports 9
Other  6 

Source: Arizent, The Role of Munis in the Future of Cities, 2022
Base: Total Respondents n=152

Question: What do you see as the most critical infrastructure initiatives or needed areas of investment 
in U.S. cities/towns over the next 5 years? 

51.0
Other 

Airports

Schools

High-speed rail

Public transit

Broadband

Public power utilities

Roads/bridges

Water and sewer 51%
47%
37%
33%
28%
20%
16%

9%
6%

0 51%
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And while there are significant challenges, roughly half of muni stakeholders are optimistic 

the U.S. can meet the most critical infrastructure needs in the next five years, with almost 

six-in-10 confident that those needs can be met over a longer 10-year period (see Figure 6).

Figure 5: Schools, along with roads, bridges, water and sewers are listed 
as the investments that will benefit communities the most

Source: Arizent, The Role of Munis in the Future of Cities, 2022
Base: Total Respondents n=152

In which areas do you see sustained and meaningful investment in infrastructure benefitting the town and
cities making that commitment?

Other

Airports

High-speed rail

Broadband

Public transit

Public power utilities

Schools

Roads/bridges

Water and sewer 51%
47%
37%
33%
28%
20%
16%

9%
6%

0 50%

Figure 6: Only 66% think that companies make better decisions when 
there is employee diversity. This perspective is split along race, ethnicity, 
and gender lines

Source: Arizent, The Role of Munis in the Future of Cities, 2022
Base: Total Respondents n=152

Question: How do you feel about the outlook for meeting the most critical infrastructure needs for cities and towns in the next 5 
years? 10 years? More than 10 years?

Very optimistic Somewhat optimistic Neutral Somewhat pessimistic Very pessimistic

Next 5 years 

10 years

More than 10 years 

18% 29% 20% 24%

11% 46% 21% 16% 5%

13%18% 25% 29% 15% 12%

9%
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Confidence in policy and politics to fund infrastructure is low

When it comes to how current legislative actions/policies will meet the infrastructure investments 

needed in the U.S., only three-in-10 are confident that these actions and policies will be sufficient. 

When asked how confident respondents are, 3% reported very confident, 27% somewhat 

confident, 18% not confident, 39% somewhat pessimistic and 13% very pessimistic. 

There are marked differences in short-term outlook based on political party affiliation. Democrats 

are significantly more likely to be confident that current legislative actions will meet needed 

infrastructure investments. 

Half of Democrats are optimistic legislative policies will meet infrastructure needs in the next five 

years and 65% are optimistic over the next 10 years, while 64% of Republicans are pessimistic 

over the next five years (see Figure 7).

Figure 7: Democrats are more optimistic than Republicans that 
legislative policies will meet future infrastructure needs

Source: Arizent, The Role of Munis in the Future of Cities, 2022
Base: Total Respondents n=152

Question:  How do you feel about the outlook for meeting the most critical infrastructure needs for cities and towns in the next 5 
years? 10 years? More than 10 years?

Next 5 years 

Democrats

Republicans

Democrats

Republicans

Democrats

Republicans

Pessimistic
Neutral
Optimistic

Optimistic Neutral Pessimistic

28% 8% 64%
50% 26% 24%

48% 16% 36%

64% 20% 16%

44% 20% 36%

48% 28% 24%

9%

Next 10 years 

More than 10 years 

Half of 
Democrats  
are optimistic 
legislative polices  
will meet infrastructure 
needs in the next 
five years while 64% 
of Republicans are 
pessimistic.
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There is positive news on the infrastructure forefront

On a more upbeat note, three-in-four respondents feel the IIJA has positively altered the 

landscape in public finance for the next one-to-five years, with 14% reporting the expectation for 

a significant positive impact, 63% for a limited positive impact, 9% with no impact, 9% limited 

negative impact and 5% a significant negative impact (see Figure 8). 

Digging further, slightly more than six-in-10 expect the IIJA to positively impact the growth of 

public-private partnerships in public finance in the near term. 

The IIJA raises the volume cap on private activity bonds (a key component of P3s) from $15 

billion to $30 billion, the largest-ever increase in the cap.

A much larger portion of respondents see positive effects from broadband investments. The 

act allocates $65 billion to broadband expansion across the U.S. and marks the first major 

broadband investment by the federal government. 

Eight-in-10 respondents expect the IIJA to positively impact the growth of broadband over the 

same time period.

Figure 8: Three quarters feel the IIJA has positively altered the 
public finance landscape

Source: Arizent, The Role of Munis in the Future of Cities, 2022
Base: Total Respondents n=152

Question:  To what extent has the Infrastructure Investment and Jobs Act (IIJA) altered, positively or negatively, the landscape in 
public finance over the next one to five years? 

Significant positive impact Limited positive impact No impact

Limited negative impact Significant negative impact

14% 63% 9% 9% 5%
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Climate change and ESG have become a bigger focus

While climate change and environmental, social and governance (ESG) factors have become a 

much larger focus in the municipal industry, this report was limited to two questions.

The first question, “Is climate change a factor in your project planning and decision making 

when it comes to infrastructure?’ revealed that the majority of muni stakeholders, 71%, report 

climate change is a significant or moderate consideration in infrastructure project planning and 

decision making.  

However, when breaking down political affiliations, 86% of Democrats say it is a significant 

(44%) or moderate (46%) consideration. Thirty-two percent of Republicans say it is a minimal 

consideration and 20% said they do not consider it. 

The second question, “How will the growing focus on environment, social and corporate 

governance (ESG) factors affect the public finance industry’s growth in the next two-to-five 

years?,” shows that four-in-10 believe the growing focus on ESG will accelerate public finance 

industry growth in that period of time. Democrats again are more likely to be optimistic about 

growth, with 46% seeing accelerated growth, while Republicans see a 44% reduction in growth.     

. 

86%  
of Democrats said 
ESG was a significant 
(44%) or moderate 
(46%) consideration. 
Thirty-two percent of 
Republicans said it was 
a minimal consideration 
and 20% said they do 
not consider it.
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Conclusions
• Despite industry concerns and relative optimism about the IIJA, only one-in-three 

respondents acknowledge they have accessed or plan to access IIJA funds in the 

future. 

• Among those who have applied or plan to apply for IIJA funds, the common perception 

is that the process is difficult or the complexity is unknown.

• Concerns about a recession, rising interest rates, market volatility and inflation are all 

top of mind for 2023 for muni stakeholders. 

• Nine-in-10 respondents think state and local government tax revenue already has or 

will be negatively affected by the macroeconomic concerns overhanging the economy.

• Four-in-10 respondents are very worried or worried about the impact of rising interest 

rates on financing infrastructure projects.

• On the positive side, three-in-four respondents feel the IIJA has positively altered the 

landscape in public finance for the next one-to-five years. 

• Respondents also had a positive outlook for public-private partnership growth and 

broadband expansion. 
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About Arizent Research

Arizent delivers actionable insights through full-service research solutions that tap into the

company’s first-party data, industry SMEs and highly engaged communities across banking,

payments, mortgage, insurance, municipal finance, accounting, HR/employee benefits and

wealth management. The company has leading brands in financial services, including American

Banker, The Bond Buyer, Financial Planning and National Mortgage News, and in professional

services, such as Accounting Today, Employee Benefits News and Digital Insurance. For more

information, please visit  www.arizent.com.

Interested in learning more about how to put Arizent’s full-service research capabilities  

to work for your company? Please contact: Janet King, Vice President Research, 

janet.king@arizent.com, 207-807-4806.

http://www.arizent.com



