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NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE 

States cannot declare 
bankruptcy 
With comments swirling in the latest news cycle suggesting the idea of states declaring 
bankruptcy, our municipal investment team provides some perspective. In short, states 
cannot declare bankruptcy and state budget challenges do not mean insolvency. 

Insights from 

Nuveen’s Municipal Investment Team 

STATES CANNOT DECLARE BANKRUPTCY 

• No state is talking about declaring bankruptcy.

• States themselves do not have access to
bankruptcy due to prohibitions in the U.S.
Constitution. Individual states can allow their
underlying governments and instrumentalities
access to bankruptcy and set certain state-specific
eligibility requirements.

• The U.S. Supreme Court found Chapter 9
unconstitutional in 1936 for impeding states’
rights, because the court found that sovereign
states cannot submit to the federal government.
Bankruptcy would violate the sovereignty of
states set forth in the Constitution, where a judge
and Congress could then hold sway over a state’s
fiscal affairs.

• Allowing states to file for bankruptcy was raised
during the last recession. It drew widespread
disdain, as it would unsettle the bond market and
cause even fiscally sound states to face higher
interest rates due to the risk the debt could be
wiped out in court.

STATE BUDGET CHALLENGES DO NOT MEAN 
INSOLVENCY 

• Many states are facing budget deficits, unfunded
pension liabilities and high fixed costs, but these
challenges should not be equated with
insolvency.

• States have broad powers to control their own
taxation and spending, and may have access to
rainy day funds. In many cases, the solutions to
states’ fiscal and budgetary challenges are
political, best solved by new policy decisions.

• Pensions are long-term liabilities, so no state is
likely to face any kind of near-term solvency
issue due to pension liabilities.
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• Less aid and support from the federal 
government means states may have to impose 
austerity measures to balance their budgets. 
That could lead to more state employees joining 
the ranks of the unemployed, higher tax rates, 
further neglect of critical public infrastructure 
improvements and continued stress on pension 
liabilities. 

• Many state governments are projecting 
significant revenue declines and budget deficits 

due to the decline in economic activity. Although 
some states have provided early estimates, the 
magnitude of these budget deficits is difficult to 
predict with certainty, given the unknown 
duration of the shutdown. 

LEARN MORE 

Please refer to our paper on municipal bankruptcies 
for additional insights. 

 

 

 

 

 

 

 

 

For more information, please contact visit us at nuveen.com. 

Endnotes 
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. 
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. 
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. 
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https://www.nuveen.com/en-us/thinking/municipal-bond-investing/municipal-bankruptcy-a-primer-on-chapter-9



