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What is AI? 

• AI is a set of various quantitative 
methods to analyze data and generate 
outcomes. 
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Source: Luke Jordon, MIT GOV/LAB, October 15, 2021: Bond Fault Prediction with Text Embeddings Undersampling and Deep Learning
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The Municipal Bond Market Now
Three Trends Affecting Economic Development Bond Issuers

• A Shifting and Concentrated Institutional Bond Buyer Landscape

• Fee and Margin Pressures on Money Management and 
Broker/Dealers

•  Increased Alternative Trading Systems and Algorithmic Trading                                                                
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The Municipal Bond Market Buyer Landscape
Shifts and Concentrations

• Muni Separately Managed Account AUM More Concentrated…and 
Increasing

Top 10 Muni SMA Managers held 84% of AUM
AUM Total -- 2023: $494.6 B vs. 2021: $332.9 B (up 48.5%)

• Muni Exchange Traded Fund AUM Highly Concentrated…and Increasing                                                             
Top 10 Muni ETF held 98% of AUM
AUM Total – 2023: $122.3 B vs. 2021 $83.2 B (up 46.9%)

• Muni Mutual Fund AUM More Concentrated…and Declining
Top 10 Muni Mutual Funds held 72% of AUM
AUM Total -- 2023: $846.8 B  vs. 2021: $1,089 B (down 22.2%)
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Sources: Federal Reserve, Cerulli & Associates, Morningstar
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Fee Pressure 12

• iShares National Muni Bond ETF (Blackrock) 

 Tracks ~2,000 Investment-Grade U.S. municipal bond index

 Expense Ratio: 0.05%

• AUM 2022: $29.5 B

• AUM Q1-24: $36.9 B
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ATS and Algorithmic Trading 13

• ATS Trading 

 

 Customer Trades on ATS Platforms: 

 2015:   2.9%

 2023: 15.0%

• Broker/Dealers buying Algorithmic Trading Platforms

Source: Municipal Securities Rulemaking Board
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Implications for the Economic Development Bond Issuer 14

• Larger Asset Managers have an Approved List of bond issuers.

• Less focus on credit.

• Rate likely not to reflect true creditworthiness.

• More likely the end-buyer for <10-year maturity will be Muni SMA or Retail Surrogate.

• Less likely to be in an index-based Muni ETF.

• Less likely to be in a top bracket mutual fund.

• More likely the end buyer for >10-year maturity will be a smaller mutual fund or Retail Surrogate.
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How to Use AI to Your Advantage

- Know your ultimate Bond Buyer

- Target Market vs. Broad Distribution

- Track new issue and trading levels of peers

     (MSRB, Bloomberg)

- Consider a Competitive or Blockchain New Issuance

- Digitize everything

- Identify, Track, and Post Credit Metrics

   (Financial, Non-Financial, Sector)

- Identify, Track, and Post Impact Metrics 

  (Employment, Income, Home Value, Vehicle Sales, Commute

   Time, Childcare, Tax Revenues, Demographics)

- Retain a CTO/CDO or Firm 

- Standardize Disclosure with Structured Data

- Develop a Success Probability: 0% to 100%

   (Municipal CE 5-year Default Probability Rate: 0.37%)

- Demand Rating Justification
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Source: Moody’s Ratings US municipal bond defaults and recoveries, 1970-2022
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Muniland 2030: A Glimpse Into The AI-Driven Future 16
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1. Digitized Official Statements

2. 144A-type Shelf Financings

3. ATS Trades >50% of the Market

4. More liquidity for Retail/Odd-Lot Block size trades

5. More accurate pricing driven by aggregated Retail/Odd-Lot Block size trades

6. XBRL Standardized Disclosure with automated, real-time updates

7. Credit Ratings quantified and linked to default probabilities

“Predictions are very difficult, particularly about the future.” 
  Niels Bohr, Nobel Laureate (or Yogi Berra, Baseball Hall of Fame)
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Barnet Sherman: BIO
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• 30+ years Municipal Bond Market career managing multibillion 
dollar portfolios at Morgan Stanley and TIAA/Nuveen

• Economic Development Financing across the U.S. in Private 
Activity, Health Care, Senior Living, Senior Care, Higher Education

• Founder, The Tenbar Group. Consulting on financing, assessment, 
and performance for Economic Development projects.

• Senior Contributor, Forbes.com

• Professor, Boston University Multinational Finance & Trade, 
Corporate Finance

• Member of the Screen Actors Guild; Eagle Scout
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Benefits and challenges of AI and the credit indicators to watch for local governments



Municipalities are still flush with cash from federal coronavirus aid, which has enabled them to step up investment in the technology
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 $-  $1,000,000,000  $2,000,000,000  $3,000,000,000  $4,000,000,000  $5,000,000,000

Metropolitan St. Louis Sewer District, MO (Aa1 stable)

Hamilton (County of) OH (Aa2 stable)

Northeast Ohio Regional Sewer District OH (Aa1 stable)

District of Columbia Water & Sewer Authority (Aa1 stable)

Kansas City (City of) MO (Aa3 stable)

Indianapolis (City of) IN (not rated)

Metro. Water Reclam. Dist. of Greater Chicago (Aa1 stable)

Allegheny County Sanitary Authority, PA (Aa3 stable)

Boston Water & Sewer Commission, MA (Aa1 stable)

Atlanta (City of) GA (Aa1 stable)
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AI, Blockchain & Implications 
for ESG Bonds

Dr. Sean Stein Smith 

CDFA/BNY Mellon Webinar Series

May 21, 2024



About me

 Dr. Sean Stein Smith, CPA, CMA, CGMA, CFE

 Associate Professor, Lehman College, City University of New York 

 Forbes Contributor – Crypto & Blockchain 

 AICPA Outstanding CPA of the Year (2022)

 Accounting Today Top 100 Most Influential People in Accounting (2019 & 2023)

 E.C. Harwood Visiting Research Follow – American Institute of Economic Research 

 Board of Advisors – Wall Street Blockchain Alliance (WSBA)

 Chair, Accounting Working Group, WSBA

 Strategic Advisor – Crescent City Capital 

 40 under 40 in Accounting (2017-2023)

 NJCPA Trustee (2022-2025 FY)



Agenda

 Market recap of 

 Blockchain 

 AI

 Tokenized financial instruments

 ESG trends and issuance 

 Examples of how bonds 

combining these trends



Blockchain/tokenized 

assets

 Following a bear market in the 

aftermath of FTX the crypto 

market has recovered strongly 

 Being led by institutions in the 

U.S. and internationally

 Bitcoin hit all-time-highs in March 

2024 

 Banks and governments are 

actively experimenting with 

blockchain/cryptoassets

 Examples to come  



AI market update 

 AI  has taken over the 
marketplace in terms of media 
coverage, investor interest, and 
regulatory scrutiny 

 U.S. Congress

 United Nations

 European Union 

 ChatGPT and its iterations have 
made AI accessible to the mass 
market 

 AI is also being implemented 
into financial instruments and 
markets 



ESG market 

update

Despite the political tensions around ESG and ESG related 
projects/investments the pivot toward these instruments 
continue to increase 

Inflation Reduction Act

Sustainability Goals 

ESG metrics and benchmarks 

Trillions have been allocated to projects in this space, and have 
muni/governmental bonds are catching up 



Let’s look at 

some examples 



Quincy, MA
Read more here

https://www.bondbuyer.com/news/quincy-massachusetts-issues-first-ever-blockchain-bond-deal-in-u-s


Hong Kong
Full article here

https://www.bloomberg.com/news/articles/2024-02-06/hong-kong-government-markets-multi-currency-digital-green-bonds?embedded-checkout=true


Brazil
Read more here

https://www.bloomberg.com/news/articles/2023-11-13/brazil-launches-first-ever-offering-of-sustainable-bonds?embedded-checkout=true


SocGen 
Full article here 

https://www.reuters.com/business/finance/socgen-issues-10-mln-euro-digital-green-bond-public-blockchain-2023-12-04/


Implications

Technology trends are reshaping accounting and 
finance functions 

Raising capital will increasingly be technologically 
driven 

ESG themes and associated pressures will continue 
to exist 

Reporting and transparency will increase and 
hopefully improve as these trends continue 

Every aspect of the financial world will need to 
upskill/educate themselves on these topics



Thank you! 

 Questions?

 Comments?

 Jokes?

 Email – sean.steinsmith@lehman.cuny.edu

 X.com - @seansteinsmith

 LinkedIn – Sean Stein Smith

mailto:sean.steinsmith@lehman.cuny.edu


Submit your questions by 
using the chat function!

Audience Questions



CDFA // BNY Mellon Development Finance Webcast Series: Impacts of Inflation 
on Bond Yields, Arbitrage, and Rates
June 18 //  2:00 – 3:00 PM Eastern

CDFA Summer School 
August 5-15 //  Daily: 12:00 – 5:00 PM Eastern

2024 CDFA Equitable Lending Learning Series: Strategic Partnerships for 
Sharing Financial Risk
July 23 //  1:00 – 3:00 PM Eastern

Upcoming Events at CDFA

CDFA TRAINING INSTITUTE

We offer 20+ courses in development
finance designed for all skill levels.

Learn more and register today at
www.cdfa.net



Troy Pitman
BNY Mellon
Vice President, Relationship 
Management
303-513-3448
troy.pitman@bnymellon.com

Contact Us

Zeyu Zhang
Council of Development Finance Agencies
Manager, Research & Technical Assistance
614-705-1302
zzhang@cdfa.net

The material contained herein is for informational purposes only. The content of this is not intended to provide 
authoritative financial, legal, regulatory or other professional advice. The Bank of New York Mellon Corporation and 
any of its subsidiaries makes no express or implied warranty regarding such material, and hereby expressly disclaims 
all legal liability and responsibility to persons or entities that use this report based on their reliance of the information 
in such report. The presentation of this material neither constitutes an offer to sell nor a solicitation of an offer to buy 
any securities described herein.
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