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Municipal bond defaults: 
depression, recession  
and pandemic

U.S. government shutdown orders to 
curb the spread of the coronavirus have 
led to a collapse in many economic 
sectors and an unprecedented increase 
in unemployment. As economists 
slash second quarter GDP forecasts, 
a recession seems all but inevitable. 
What can we learn from how state and 
local governments managed through 
past economic downturns? How do 
municipal defaults during the Great 
Depression compare to the Great 
Recession and today?

THE GREAT DEPRESSION: DEFAULTS 
WERE LARGELY REPAID

Despite the catastrophic drop in economic activity 
during the Great Depression, state and local 
governments demonstrated a strong determination 
to avoid default, whenever possible, and an 
eagerness to repay past due obligations when 
default could not be avoided.

From 1929 to 1937, the principal amount of 
bonds that went into default was equal to about 
7% of the average amount of debt outstanding in 
the early 1930s.

Because most issues did not stay in default for 
long, the maximum amount of past due principal 
and interest payments approximated just 1.7% 
of the outstanding debt, or 16% of average 
annual debt service.

While a total of $1.35 billion of bonds went into 
default, only $200 million remained in default 
by 1939. Those recoveries occurred despite the 
fact that the average unemployment rate in 1940 
remained above 14%.

Of the 48 cities with populations over 25,000 
that defaulted, all were out of default by 1938, 
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and all repaid the full amount of principal due 
on their debt (although some adjusted their 
interest payments).

Permanent losses totaled about $100 million, or 
0.5% of the amount of debt outstanding. Those 
losses were mostly attributable to small units of 
government, particularly special purpose districts.

THE GREAT RECESSION: FEDERAL 
RELIEF EASED THE BURDEN

Relative to their predecessors during the 
Great Depression, state and local governments 
that endured the Great Recession enjoyed 
several advantages.

The economic decline was less severe. From 
1929 to 1933, real gross domestic product (GDP) 
plummeted by 26.7%. From 2007 to 2009, real 
GDP fell by 2.6% – but in 2010 it grew by 2.9%.

The American Recovery and Reinvestment Act 
(ARRA) helped carry states through the worst 
of the recession. ARRA provided $144 billion in 
relief for state and local governments, most of 
which was received in 2009 and 2010, with some 
remaining for 2011. This aid was equivalent to 
more than 6% of all state and local government 
expenditures in 2010.

The states began the recession with healthy fund 
balances. At the end of 2007, aggregate fund balances 
for all states were equal to 10.1% of annual general 
fund expenditures, up from 3.2% at the end of 2003.

Local tax revenue continued to grow. While 
state tax revenue dropped by 9.9% from 2007 
to 2009 (with revenue from individual income 
tax down 14.8%), local tax revenue actually grew 
by 12.2% during the same period, due largely 
to a 17.7% increase in property tax revenue. In 
2010, as local tax revenue stagnated (up just 

0.2% from 2009), state tax revenue rose by 4.3%, 
which was opportune as the benefits from ARRA 
came to an end.

As a general rule, declines in property tax revenue 
are much less severe than declines in real estate 
values. Property tax revenue did not mirror the 
30% decline in house prices after 2006. For 
the nation as a whole, the greatest drop in local 
property tax revenue was a 1.8% decline in the 
12 months ended in September 2011. Part of 
the reason for the more moderate impact is that 
property tax revenue did not rise as fast as housing 
values during the boom years. From July 1996 to 
July 2006, seasonally adjusted house prices in 
the Standard & Poor’s/Case-Shiller Price Index 
of 10 metropolitan areas rose by 11.2% per year, 
while property tax revenues over the same period 
rose by 6.1% per year. Furthermore, property tax 
revenue is a function of both property values and 
levy rates, which can be adjusted to compensate for 
changes in value.

Since July 2013, Standard & Poor’s has maintained 
a separate index for defaulted bonds, which have 
subsequently been excluded from the main S&P 
Municipal Bond Index. During that initial month, 
the par value of bonds in default was equal to 0.5% 
of the combined value of both the main and the 
defaulted bond index. By August 2015 that ratio 
had fallen to 0.3%. With the default of Puerto 
Rico issuers, the ratio climbed to a peak of 1.5% in 
November 2017.

From the perspective of investors, a key question 
is how the Great Recession affected returns. The 
Standard & Poor’s Municipal Bond Index includes 
both investment grade and below-investment-grade 
bonds. The lowest total return by that index in any 
12-month period during and soon after the Great 
Recession was -5.27% for the 12 months ended 
November 2008. The return during the subsequent 
12 months was 14.91%.

Declines in property tax revenue are 
generally much less severe than declines in real 
estate values. 
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PANDEMIC: FEDERAL STIMULUS IS 
UNPRECEDENTED

Similar to the Great Recession, state and local 
governments have some factors working in their 
favor as the U.S. economy weakens.

The Coronavirus Aid, Relief, and Economic 
Security Act (CARES Act) authorizes the U.S. 
Treasury to pay $150 billion to state, local, tribal 
and territorial governments.

That same bill authorizes $454 billion to be used by 
the Treasury to make loans or loan guarantees or 
investments in “programs or facilities established 
by the Board of Governors of the Fed System for 
the purpose of providing liquidity to the financial 
system that supports lending to eligible businesses, 
states or municipalities.” In April, the Federal 
Reserve announced the creation of the Municipal 
Liquidity Facility, a special purpose vehicle that will 
initially be funded by an equity investment of $35 
billion from the U.S. Treasury, and which will be 
able to lend up to $500 billion to eligible state and 
local governments, subject to certain restrictions.

In March, the Fed announced the creation of a 
Money Market Mutual Fund Liquidity Facility and 
specified the terms for collateral required to make 
loans to banks to allow them to purchase assets 
from municipal money market funds.

In addition to the $100 billion that the CARES Act 
provided for hospitals, the Paycheck Protection 
Program and Health Care Enhancement Act 
provides another $75 billion “to reimburse health 
care providers for health care related expenses 
or lost revenues that are attributable to the 
coronavirus outbreak.”

The average total fund balance of states in 2019 was 
equal to 13.0% of expenditures in 2019, compared 
to 4.8% in 2009. The average balance in rainy day 
funds was 8.4% in 2019 versus 4.4% in 2009.

A survey by the National League of Cities in 
2019 found that 76% of finance officers believed 
that their city was better able to meet their city’s 
financial needs than they were in the prior year. 
That compares to only 12% that thought their cities 
were better able to meet needs in 2009.

As of April 2020, the par amount of bonds in the 
S&P defaulted bond index was relatively low at 
$21.0 billion, of which $16.1 billion was attributable 
to Puerto Rico issuers. By comparison, the S&P 
Municipal Bond Index held bonds with a par value 
of $2.321 trillion. The par value of the defaulted 
bonds was equal to 0.9% of the total par value of 
bonds in both indexes, with Puerto Rico accounting 
for 0.7%, and others accounting for 0.2%. Based 
on market value, the respective percentages were 
0.5%, 0.4% and 0.1%.

The value of housing has increased faster than 
property tax revenue, which suggests that effective 
tax rates have fallen. From 2009 to 2019, property 
tax revenue has grown by 30.5%, or 2.7% per 
year, while house prices in the S&P Case-Shiller 
20-City Composite Index have risen by 49.9%, or 
4.1% per year.

LOOKING AHEAD: GOVERNMENTS ARE 
RELATIVELY WELL POSITIONED

The unprecedented nature of government orders 
that curtailed much economic activity, coupled with 
the countervailing fiscal and monetary stimulus, 
makes it especially challenging to use the past as 
a guide for what to expect from state and local 
governments in the future. Following the Great 
Recession, the municipal market saw several 
high-profile defaults of governments that were 
particularly vulnerable to an economic downturn, 
including Stockton and San Bernardino, California; 
Detroit, Michigan; and Puerto Rico.

The current medical and economic crisis will likely 
also reveal the degree to which some governments 
were ill-prepared for a time of economic stress. 
Fortunately, the economy has had time to 
strengthen significantly since the last recession, 
and most governments benefited from that 
economic strength.

It seems strange to say that the COVID-19 
pandemic could not have come at a better time. 
But despite the painful impact, the timing was 
fortuitous for most state and local governments.
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For more information, please visit nuveen.com.

Endnotes
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The Postwar Quality of State and Local Debt, George Hempel, New York: National Bureau of Economic Research, Distributed by Columbia University Press. U.S. Gross Domestic 
Product Department of Commerce: Bureau of Economic Analysis http://research.stlouisfed.org/fred2/series/GDPCA?cid=106

The Fiscal Survey of States, National Association of State Budget Officers (NASBO) and the National Governors Association (NGA). http://www.nasbo.org/.

State and local tax revenue US Census Bureau, http://www.census.gov/govs/qtax/.

S&P Core Logic Case-Shiller 20-City Composite Home Price NSA Index https://us.spindices.com/indices/indicators/sp-corelogic-case-shiller-20-city-composite-home-
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https://www.federalreserve.gov/newsevents/pressreleases/files/monetary20200409a3.pdf
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This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy, and is not 
provided in a fiduciary capacity. The information provided does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific 
course of action. Investment decisions should be made based on an investor’s objectives and circumstances and in consultation with his or her advisors. The views and opinions 
expressed are for informational and educational purposes only as of the date of production/writing and may change without notice at any time based on numerous factors, such 
as market or other conditions, legal and regulatory developments, additional risks and uncertainties and may not come to pass. This material may contain “forward-looking” 
information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of market returns, and proposed or expected 
portfolio composition. Any changes to assumptions that may have been made in preparing this material could have a material impact on the information presented herein by way 
of example. Past performance is no guarantee of future results. Investing involves risk; principal loss is possible.
All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions based on such information and it should not be relied on as such.

Glossary
The S&P Municipal Bond Index is a broad, market value-weighted index that seeks to measure the performance of the U.S. municipal bond market.

A word on risk
Investing involves risk; principal loss is possible. All investments carry a certain degree of risk and there is no assurance that an investment will provide positive performance over 
any period of time. Investing in municipal bonds involves risks such as interest rate risk, credit risk and market risk. The value of the portfolio will fluctuate based on the value of 
the underlying securities. There are special risks associated with investments in high yield bonds, hedging activities and the potential use of leverage. Portfolios that include lower 
rated municipal bonds, commonly referred to as “high yield” or “junk” bonds, which are considered to be speculative, the credit and investment risk is heightened for the portfolio. 
Bond insurance guarantees only the payment of principal and interest on the bond when due, and not the value of the bonds themselves, which will fluctuate with the bond market 
and the financial success of the issuer and the insurer. No representation is made as to an insurer’s ability to meet their commitments.
This information should not replace an investor’s consultation with a professional advisor regarding their tax situation. Nuveen Asset Management is not a tax advisor. Investors 
should contact a tax advisor regarding the suitability of tax-exempt investments in their portfolio. If sold prior to maturity, municipal securities are subject to gain/losses based on 
the level of interest rates, market conditions and the credit quality of the issuer. Income may be subject to the alternative minimum tax (AMT) and/or state and local taxes, based 
on the state of residence. Income from municipal bonds held by a portfolio could be declared taxable because of unfavorable changes in tax laws, adverse interpretations by the 
Internal Revenue Service or state tax authorities, or noncompliant conduct of a bond issuer. It is important to review your investment objectives, risk tolerance and liquidity needs 
before choosing an investment style or manager.
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
Nuveen Asset Management, LLC is a registered investment adviser and an affiliate of Nuveen, LLC. Nuveen provides investment advisory solutions through its investment specialists.
This information does not constitute investment research as defined under MiFID.




