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CONNECTICUT STATE TREASURER URGES CONGRESS TO 

RETAIN TAX EXEMPTION ON MUNICIPAL BONDS 
Recommends Alternative to Reduce Federal Budget Deficit 

 
HARTFORD, CT – Connecticut State Treasurer Denise L. Nappier is urging Congress to 

keep intact the federal tax exemption on municipal bonds, saying elimination or 

modification of the exemption is a losing proposition that would stifle economic growth 

and adversely impact every state and municipality in the country.  

 

Treasurer Nappier also recommended consideration of an alternative way to reduce the 

federal budget deficit: elimination of the market discount rule for tax-exempt bonds. This 

might save the federal Treasury $3.6 billion over five years once the change is fully 

implemented into the market. 

 

According to Nappier, without this federal tax exemption on municipal bonds, state and 

local governments in Connecticut could face higher borrowing costs of as much as $1.9 

billion over the next ten years. “Any proposal to limit or eliminate the tax exemption on 

municipal bonds would translate into higher interest rates that have to be paid by taxpayers 

and/or will suppress critical investments that create and sustain jobs. In either case, the 

middle class is likely to bear the greatest burden through higher taxes and weak job 

creation performance,” Nappier said 

 

In a recent letter to Congressional leaders, Nappier pointed out that these bonds are 

overwhelmingly issued to fund public infrastructure projects, such as highways, bridges, 

water and wastewater systems, and schools. “Changing the tax treatment of interest on state 

and local bonds is an unfortunate and ill-timed idea, particularly when more capital 

investment is needed for aging infrastructure while government budgets are constrained by 

a slow economic recovery.  The net effect would be to further impair economic recovery,” 

she said.  

 

Nappier suggested an alternative plan for reducing the deficit:  “The ‘market discount rule’ 

for tax-exempt bonds creates a distortion in the municipal bond market by adding above-

market coupons to bond costs. Besides reducing the federal deficit, an added advantage 

would be fewer and smaller bond refundings, thereby saving issuance costs and freeing 

funds for productive investment,” she said.  
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“At a time when many state and local governments are seeking ways to trim budgets, this 

deficit reduction measure would help their efforts,” Nappier said. “It could be a real 

contribution to the financial health of the municipal bond market, removing current market 

distortions, while at the same time assisting in the goal of federal deficit reduction without 

requiring the damaging step of repealing the tax exemption on municipal bonds.” 

 

 

Nappier is also a signatory along with other State Treasurers to a letter that the National 

Association of State Treasurers is sending, which calls on Congress to maintain the current 

tax exemption for municipal bond interest. “Tax-exempt municipal bonds provide a 

mechanism for bringing private capital to public projects,” say the signatories,  “while 

saving an average of 25 to 30 percent on interest costs compared to taxable bonds.  In an 

age of constrained federal and state budgets, the ability to save billions of dollars on 

infrastructure financing is essential.”   

 

Nappier is principally responsible for the State’s issuance of debt obligations and 

management of its $19 billion debt portfolio, and is most directly involved with the use of 

tax-exempt bonds for the financing of public infrastructure projects.  She also serves as ex-

officio on the boards of many of the State’s quasi-public issuers. 

 

Treasurer Nappier’s letter detailing her initiative is attached. 
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