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In March, the financially distressed City of Hartford, Connecticut inked a deal with the state allowing it to effectively transfer a
debt burden of $550 million—$755 million including interest—to state taxpayers. Should this development establish a precedent
for, or be seen as a worthy model by, distressed local governments across the country, significant challenges may arise for
municipal market participants, including, but not limited to, the following:
• A bailout package may provide temporary relief to a troubled local government, but it may prove inadequate in
resolving hard-to-modify structural factors stemming from unfavorable demographic trends, poor governance
or ineffective oversight, eroding governmental finances, or a deteriorating tax base.
• The relief provided by bailout agreements could stir controversy, and its permanence or longevity could be
vulnerable to other political imperatives.1
• Bailout agreements may promote fiscal wastefulness at the local level due to the potential for a bailout from
the state (i.e., moral hazard), especially if the disincentives or conditions to getting state aid are weak.
• Assumption of local government debt could exacerbate a state’s own budget gap and debt burden, which may
result in widening credit spreads of the state’s debt and/or rating downgrades.
• For investors, unexpected bailouts muddle price discovery for state or local debt: When the precedent of rescuing
distressed localities has been set, should investors assume a full faith and credit state guarantee on all distressed
local debt within that state?
Table 1
Rating Impact of Contract Assistance Agreement
on Hartford’s GO Debt
Current
GO Rating

Rating Prior
to Contract
Agreement

Super
upgrade,
in notches

Moody’s

A2

Caa3

13

S&P

A

CCC

12

Table 1 highlights the significant impact the state-city agreement
had on Hartford’s general obligation (GO) bonds, which brought
them from well below speculative grade to match or approach
the state’s investment-grade credit ratings (S&P Global Ratings
and Moody’s Investors Service rate the state’s GO bonds A and A1,
respectively). Notably, this contractual agreement was not costless
to Connecticut, given that shortly after the contract agreement was
signed, S&P downgraded Connecticut’s GO rating to A from A+.

Our credit analysis process incorporates the full evaluation of both
local and state governments and the interplay between the two.
While some market participants have expressed skepticism that other distressed cities will rush to join Hartford in seeking aid or
asking for a full debt bailout, we remain cautiously aware that additional cases could very well establish a new concerning trend.2
With an eye toward Connecticut, distressed cities across the country could find that threatening bankruptcy to their respective
state legislatures may alleviate their debt burdens if pursued aggressively. In turn, investors should remain attentive and carefully
weigh the pros and cons of such relief packages.
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As of this writing, for instance, Connecticut’s Senate overwhelmingly passed a bill (with a vote of 28 to six) that would effectively claw back contract
payments to Hartford through cuts to non-education state aid grants beginning in 2022.
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In Connecticut alone, the following cities have at least one rating within three notches of speculative grade: New Britain and Hamden (both Baa2/
negative), Bridgeport (Baa1/stable), and New Haven (Baa1/negative).
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This publication is for informational purposes only and reflects the current opinions of PNC Capital Advisors, LLC as of
June 2018. Information contained herein is believed to be accurate, but cannot be guaranteed. Opinions represented are not
intended as an offer or solicitation with respect to the purchase or sale of any security and are subject to change without
notice. Statements in this material should not be considered investment advice, a forecast or guarantee of future results. To
the extent specific securities are referenced herein, they have been selected by the author on an objective basis to illustrate
the views expressed in the commentary. Such references do not include all material information about such securities,
including risks, and are not intended to be recommendations to take any action with respect to such securities. Indices are
unmanaged, do not reflect the deduction of any fees normally associated with an investment management account, including
investment advisory fees. Indices are not available for direct investment.
The information provided is not directed at any investor or category of investors and is provided solely as general information
about the products and services of PNC Capital Advisors, LLC and to otherwise provide general investment education. None
of the information provided should be regarded as a suggestion to engage in or refrain from any investment-related course of
action as PNC Capital Advisors, LLC is not undertaking to provide impartial investment advice, act as an impartial adviser, or
give advice in a fiduciary capacity. PNC Capital Advisors, LLC does not provide legal or tax advice. The information contained
in this piece should not be considered legal or tax advice; questions regarding your specific situation should be directed to your
legal or tax advisor.
This publication has been prepared without taking into account your objectives, financial situation or needs. Before acting on
this information, you should consider its appropriateness having regard to your objectives, financial situation or needs. If you
are an individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea,
strategy, product or service may be appropriate for your circumstances. Past performance is no guarantee of future results.
PNC Capital Advisors, LLC is an SEC-registered investment adviser, offering an array of investment strategies. Registration
with the SEC does not imply any level of skill or training. PNC Capital Advisors, LLC is an indirect subsidiary of The PNC
Financial Services Group, Inc. PNC Capital Advisor’s strategies and the investment risks and fees associated with each
strategy can be found within Part 2A of the firm’s Form ADV, which is available at https://pnccapitaladvisors.com.
The two main risks related to fixed income investing are interest rate risk and credit risk. Typically, when interest rates rise,
there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond
will not be able to make principal and interest payments. Fixed income investments may be subject to call risk, which is the
risk of a bond being called prior to maturity. Fixed income investments may also be subject to prepayment risk, the risk that
the principal of a fixed income security that is held may be prepaid prior to maturity, potentially forcing the reinvestment of
that money at a lower interest rate. Certain events can impact a municipal issuer’s financial situation and ability to make
timely payments to bondholders, including economic, political, legal, or regulatory changes and natural disasters. Event risk
is unpredictable and can significantly impact bondholders. There may be less information available on the financial condition
of issuers of municipal securities than for public corporations. The market for municipal bonds may be less liquid than for
taxable bonds. A portion of the income may be taxable. Some investors may be subject to Alternative Minimum Tax (AMT).
Capital gains distributions, if any, are taxable.
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