
The municipal bond tax-exemption lowers financing costs while preserving state and 
local control. Favorable yields reduce debt-service expenses for states, local governments,
and other public entities, leaving more public resources available for infrastructure and 
essential services.

Long-term municipal bonds spread repayment across an asset’s useful life, allowing 
current and future taxpayers and ratepayers who use the infrastructure over time to 
share its cost. The federal tax preference is justified partly because locally financed projects 
also benefit commuters, businesses, visitors, and neighboring communities.

Municipal bonds turn future public revenues into infrastructure communities can use 
today. Investors provide the upfront capital, while pledged revenues repay the debt. 

America’s infrastructure needs remain substantial despite recent progress. The American 
Society of Civil Engineers raised its national infrastructure grade to a “C” in 2025 but still 
identified a $3.7 trillion infrastructure funding gap over the next decade, reinforcing the need 
for dependable and affordable access to the U.S. municipal bond market.

The exemption is especially important to smaller and infrequent borrowers. Nearly two-
thirds of tax-exempt issues sold in 2024 were less than $25 million, and these borrowers
could face higher costs and greater difficulty attracting investors in a taxable market.

Repeal would not eliminate infrastructure needs or their cost. It would shift higher 
borrowing costs to state and local budgets and ultimately to households, with the Public 
Finance Network estimating a ten-year cost equivalent to about $6,500 per household. 

Moderate and lower-income families could bear a disproportionate share of that burden. 
They have less room in their budgets to absorb higher costs and often have fewer alternatives 
when services are reduced.

Congress should preserve the tax-exemption for governmental and qualified private 
activity bonds. The municipal bond tax-exemption should be judged not only by the federal 
revenue it forgoes, but by the infrastructure it finances, the local borrowing capacity it 
preserves, and the costs that repeal would shift to communities and households. 

Past survival does not mean lasting protection. The tax-exemption has survived repeated 
federal tax and policy debates largely intact, but it remains vulnerable when Washington 
searches for additional revenue. Continued education and advocacy remain essential.

What You Should Know 
Why the municipal bond tax-exemption remains essential to affordable public infrastructure finance
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The municipal bond tax-exemption 
lowers the cost of financing public 
infrastructure.

America’s infrastructure is built 
through a partnership among 
federal, state, local, public, and 
private participants, but much of the 
financial responsibility rests at the 
state and local levels.

Why Congress Should Preserve Affordable Capital for Public Infrastructure
The municipal bond tax-exemption lowers the cost of financing public 
infrastructure. Because investors generally do not pay federal income tax on interest 
from qualifying municipal bonds, they generally accept lower yields than taxable 
financing would require. Those lower yields reduce borrowing costs for states, local 
governments, and other public entities, leaving more public resources available for 
infrastructure and essential services. Public borrowers remain responsible for selecting 
projects, identifying repayment sources, and repaying the debt.

Municipal Bonds Finance America's Infrastructure
Private capital finances infrastructure today, while pledged revenues repay investors over time 
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Source: HilltopSecurities.

Federal support is justified because schools, transportation networks, water and sewer 
systems, hospitals, and other public assets serve people beyond the communities that 
finance them. Their benefits extend to future residents, commuters, businesses, visitors, 
neighboring jurisdictions, and the regional economy. Long-term municipal borrowing 
spreads repayment across the years these assets provide services, allowing more of 
the people who benefit from them to share their cost. 

How America Pays for Infrastructure
America’s infrastructure is built through a partnership among federal, state, local, public, 
and private participants, but much of the financial responsibility rests at the state and 
local levels. Transportation and water infrastructure illustrate how that responsibility is 
often divided.

In 2023, state and local governments funded 72% of transportation infrastructure 
spending and 91% of water infrastructure spending, according to data from the 
Congressional Budget Office. State and local governments also own or operate many of 
the roads, bridges, transit systems, water utilities, schools, hospitals, and other facilities 
used in their communities. Federal assistance can accelerate investment and direct 
resources toward national priorities, but state and local governments and public entities 
remain responsible for much of the planning, repayment, operation, and maintenance of 
public infrastructure across the U.S. Private companies also own or operate infrastructure, 
including investor-owned water utilities and certain toll roads. These arrangements are 
concentrated in particular markets and locations and do not alter the central role of state 
and local governments in financing and providing public infrastructure.

State and local governments also 
own or operate many of the roads, 
bridges, transit systems, water 
utilities, schools, hospitals, and other 
facilities used in their communities.

https://www.cbo.gov/system/files/2025-02/60874-InfrastructureSpending.pdf
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Municipal bond issuance reached a 
record of approximately $580 billion 
in 2025, reflecting the scale of capital 
needs and refinancing activity 
among state and local governments 
and other public entities.

The municipal bond market 
converts future public revenues into 
infrastructure communities can use 
today. It also spreads repayment 
across an asset’s useful life, so that 
more of the people who benefit from 
the infrastructure investment can 
help pay for it.

Share of Spending on Transportation and Water Infrastructure, 2023

$0 $50 $100 $150 $200 $250 $300 $350 $400 $450

Water

Transportation

Federal Govt. State and Local Govt.

91%

28%

9%

72%

 
Source: CBO and HilltopSecurities. 

Infrastructure funding and infrastructure financing are related, but they are not the same. 
Taxes, and fees such as utility charges, tolls, fares, and other revenues ultimately secure 
and pay for public assets. Municipal bonds often provide the financing mechanism that 
allows communities to build those assets before decades of future revenue have been 
collected. Individual and institutional investors supply the upfront capital, and borrowers 
repay the debt over time.

The municipal bond market converts future public revenues into infrastructure 
communities can use today. It also spreads repayment across an asset’s useful life, 
so that more of the people who benefit from the infrastructure investment can help 
pay for it. The municipal bond tax-exemption helps keep that financing affordable for 
public borrowers, taxpayers, and ratepayers.

The Status of America’s Infrastructure
Municipal bonds financed public assets across American life in 2025, including schools, 
transportation systems, utilities, housing, health care, and other government and 
nonprofit facilities. Municipal bond issuance reached a record of approximately $580 
billion last year, reflecting the scale of capital needs and refinancing activity among state 
and local governments and other public entities. Issuance increased approximately 13% 
from the previous record of $514 billion set in 2024. We are expecting close to, or another 
record year of issuance in 2026 as well.

Municipal bonds often provide the 
financing mechanism that allows 
communities to build those assets 
before decades of future revenue 
have been collected. 
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Recent federal, state, local, and 
private investment has helped 
produce measurable gains, but 
temporary federal programs cannot 
sustain that progress alone.

The public benefits of the tax-
exemption extend well beyond only 
the investor. Residents, businesses, 
institutions, and public-service users 
rely on the assets financed through 
the municipal market.

Municipal Bonds Issued in 2025
Par Amount 
($ in billions)

% of 
Total

General Use of 
Proceeds

$150 26% Education
131 23% Gen. Govt. Purpose
75 13% Transportation
65 11% Utilities
49 8% Housing
48 8% Health Care
35 6% Electric Power
27 5% Dev. & Facilities

$580 Total
Source: Refinitiv, The Bond Buyer & HilltopSecurities.

The condition of America’s infrastructure has improved partially as a result of recent 
bond issuance, but substantial needs remain. After more than two decades in the “D” 
range, the 2025 Infrastructure Report Card from the American Society of Civil Engineers 
(ASCE) raised the national infrastructure grade from “C-minus” in 2021 to “C” in 2025, 
the highest grade since the report card began in 1998. Yet the ASCE still identified a 
$3.7 trillion gap between anticipated investment and the amount needed to bring the 
nation’s infrastructure into good working order over the next decade.

Recent federal, state, local, and private investment has helped produce measurable gains, 
but temporary federal programs cannot sustain that progress alone. ASCE identified 
municipal bonds as a major component of infrastructure finance in its 2025 report. The 
Infrastructure Investment and Jobs Act of 2021 also provided $550 billion in new federal 
spending that supported infrastructure investment in recent years.

The higher national ASCE grade shows that sustained investment can improve 
infrastructure. The remaining investment gap shows why communities will continue to 
need dependable and affordable access to the municipal bond market.

Who Benefits and Who Pays
Investors receive the direct federal tax benefit, but state and local governments 
and other eligible borrowers receive the financing benefit because investors 
generally accept lower yields on tax-exempt bonds. Those lower yields reduce debt-
service costs, allowing communities to devote more of their limited public resources to 
infrastructure and other public needs.

The public benefits of the tax-exemption extend well beyond only the investor. 
Residents, businesses, institutions, and public-service users rely on the assets financed 
through the municipal market. Long-term borrowing allows the generations using 
those assets to share their cost rather than placing the full burden on the taxpayers and 
ratepayers present when construction begins.

The condition of America’s 
infrastructure has improved partially 
as a result of recent bond issuance, 
but substantial needs remain.

https://infrastructurereportcard.org/?_gl=1*1mt60pz*_up*MQ..*_ga*MjA1NDIyODY2NS4xNzkwNzMyOTU4*_ga_C9EX6BGYX5*czE3OTA3MzI5NTckbzEkZzAkdDE3OTA3MzI5NTckajYwJGwwJGgw
https://www.hilltopsecurities.com/wp-content/uploads/2021/11/municipal-commentary_11.8.21.pdf
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Federal support is also warranted 
when infrastructure serves people 
and businesses beyond the 
jurisdiction financing it. 

Nearly two-thirds of the 8,219 tax-
exempt issues sold in 2024 were less 
than $25 million, according to a  joint 
2025 policy report by the University 
of Texas at Austin’s LBJ School of 
Public Affairs and the University of 
Chicago’s Harris School of Public 
Policy.

Federal support is also warranted when infrastructure serves people and businesses 
beyond the jurisdiction financing it. Commuters use roads and transit systems financed 
by communities where they do not live. Businesses depend on regional transportation, 
water, energy, and education systems. Visitors use airports, hospitals, public safety 
facilities, and other local infrastructure. Federal support recognizes that the jurisdiction 
financing an asset may bear most of the cost even when neighboring communities 
and the regional economy share in its value.

The exemption is particularly important for smaller communities and infrequent 
borrowers. Nearly two-thirds of the 8,219 tax-exempt issues sold in 2024 were less than 
$25 million, according to a joint 2025 policy report by the University of Texas at Austin’s 
LBJ School of Public Affairs and the University of Chicago’s Harris School of Public Policy. 
Without the municipal bond tax-exemption, these borrowers would have to compete 
for capital in a taxable market where investors often favor larger and more liquid 
transactions. Repeal could therefore increase financing costs and make it more difficult 
for some smaller public entities to attract investors on reasonable terms. The municipal 
bond tax-exemption should be judged not only by the federal revenue it forgoes, 
but by the infrastructure it finances, the local borrowing capacity it preserves, and 
the costs that repeal would shift to communities and households.

The Cost of Elimination
Eliminating the exemption would not eliminate the need to repair existing 
infrastructure or build new assets. It would change how much communities pay and 
who bears the cost. Removing a federal tax expenditure would not eliminate its cost. 
That cost would reappear in state and local budgets through higher debt service and 
reduced borrowing capacity, and in household budgets through higher taxes, rates, and 
fees.

State and local governments already bear much of the responsibility for public 
infrastructure. Repeal would raise the cost of repairing roads and bridges, modernizing 
schools and hospitals, and upgrading water and sewer systems. It would also 
reduce borrowing capacity and increase pressure on public budgets, taxpayers, and 
infrastructure users.

Those costs would reach households through higher taxes, fees, and charges for public 
services. Moderate and lower-income families could feel the consequences most 
acutely because utility bills, transit fares, tolls, sales taxes, and public-service charges 
consume a larger share of their income. These households also tend to have fewer 
private alternatives when public infrastructure and services are reduced.

Where communities could not raise additional revenue, the cost would appear through 
reduced services, deferred maintenance, and less infrastructure investment. As long as 
the underlying needs remain, repeal would function much like an unfunded mandate 
on state and local governments. The Government Finance Officers Association’s (GFOA) 
Public Finance Network estimates that repeal could increase state and local borrowing 
costs by approximately $824 billion over 10 years, an amount equivalent to about 
$6,500 per household. The estimate is a projection rather than a guaranteed outcome, 
but it illustrates the scale of the costs that could be shifted to state and local borrowers.

The Government Finance Officers 
Association’s (GFOA) Public Finance 
Network estimates that repeal could 
increase state and local borrowing 
costs by approximately $824 billion 
over 10 years, an amount equivalent 
to about $6,500 per household.

https://lbj.utexas.edu/report-released-ut-austins-lbj-school-and-u-chicagos-harris-school-guides-policymakers-municipal
https://lbj.utexas.edu/report-released-ut-austins-lbj-school-and-u-chicagos-harris-school-guides-policymakers-municipal
https://urldefense.com/v3/__https://munifinance.uchicago.edu/exemption/__;!!E2ahSuaTW0vh7g!skaJY7xo9CTcFjV5rNFTJU482u-A_MhQlA5kM5sqhpDr1RRrmPxTa9qoIIdgWKBcTcya-61LK2DvdOJc079WBG5C7QkZ7g$
https://www.gfoa.org/materials/protecting-bonds-to-build-infrastructure-and-creat
https://www.gfoa.org/materials/protecting-bonds-to-build-infrastructure-and-creat
https://www.gfoa.org/materials/protecting-bonds-to-build-infrastructure-and-creat
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Critics correctly note that the 
exemption carries a federal 
revenue cost and that higher-
income investors receive a share 
of its immediate tax benefit. Those 
concerns deserve consideration, but 
they do not capture the policy’s full 
purpose.

In December 2010, the Bowles-
Simpson Commission’s “The Moment 
of Truth” proposed eliminating all 
tax expenditures, including the 
municipal bond tax-exemption, as 
part of a broader plan to lower tax 
rates and reduce federal deficits.

Critics correctly note that the exemption carries a federal revenue cost and that higher-
income investors receive a share of its immediate tax benefit. Those concerns deserve 
consideration, but they do not capture the policy’s full purpose. The tax-exemption 
provides a relatively predictable, market-based source of private capital that lowers 
infrastructure financing costs while leaving state and local borrowers responsible for 
selecting projects, identifying repayment sources, disclosing financial information, 
and repaying the debt. This dependable access to the tax-exempt market allows public 
borrowers to plan multiyear capital programs in a way that future federal appropriations 
and competitive grants do not.

The Modern Threat to the Municipal Bond Tax-Exemption
The modern threat to the tax-exemption emerged from the federal government’s search 
for structural balance after the Great Recession, when federal debt held by the public 
rose from 35% of gross domestic product in 2007 to 61% in 2010. In December 2010, 
the Bowles-Simpson Commission’s “The Moment of Truth” proposed eliminating all tax 
expenditures, including the municipal bond tax-exemption, as part of a broader plan 
to lower tax rates and reduce federal deficits. That approach placed the exclusion for 
municipal bond interest directly at risk.

As Federal Debt Rises, the Search for Revenue Threatens
the Municipal Bond Tax-Exemption

35%

61%

100%
120%

20%

40%

60%

80%

100%

120%

140%

1983 1993 2003 2013 2023 2033

U.S. Debt % GDP

 
Source: CBO, Bureau of Economic Analysis, and HilltopSecurities.

The threat became more severe in 2017, and public entities lost a portion of the tax-
exemption then. The House version of the Tax Cuts and Jobs Act would have eliminated 
tax-exempt private activity bonds. The final law preserved them but ended the use of 
tax-exempt bonds for advance refundings. Congress made that policy choice to help 
offset the cost of the tax bill, not as part of a stand-alone effort to reduce federal deficits. 

The exemption faced its most immediate threat since 2017 during consideration of the 
One Big Beautiful Bill Act of 2025, when full or partial repeal appeared among potential 
offsets. Congress ultimately preserved the exemption and expanded tax-exempt 
financing to include certain spaceport facilities. Rather than fully offset the legislation’s 
cost, lawmakers accepted a larger federal deficit. The Congressional Budget Office 
estimated that the law would increase the federal deficit by about $4 trillion.

The exemption faced its most 
immediate threat since 2017 
during consideration of the One Big 
Beautiful Bill Act of 2025, when full 
or partial repeal appeared among 
potential offsets.

https://www.ssa.gov/history/reports/ObamaFiscal/TheMomentofTruth12_1_2010.pdf
https://www.ssa.gov/history/reports/ObamaFiscal/TheMomentofTruth12_1_2010.pdf
https://www.ssa.gov/history/reports/ObamaFiscal/TheMomentofTruth12_1_2010.pdf
https://www.hilltopsecurities.com/wp-content/uploads/2025/07/HTS_municipal-commentary_7.3.25.pdf
https://www.cbo.gov/publication/61466
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Except for the 2017 loss of tax-
exempt advance refundings, the 
exemption has emerged largely 
intact from repeated federal tax and 
policy debates.

Weakening the exemption would not 
eliminate the need for infrastructure 
or the obligation to pay for it.

Except for the 2017 loss of tax-exempt advance refundings, the exemption has 
emerged largely intact from repeated federal tax and policy debates. Congress has 
often protected it because lawmakers found other sources of revenue, accepted larger 
deficits, or pursued different priorities, not because they reached a lasting agreement 
about its value. Its survival should not be mistaken for lasting policy protection. Until 
lawmakers more fully understand what the exemption finances and who would bear 
the cost of repeal, it will remain vulnerable whenever Washington searches for additional 
revenue.

Congress Should Preserve the Municipal Bond Tax-Exemption
The case for preserving the municipal bond tax-exemption rests on what the financing 
tool makes possible and who would bear the cost if it disappeared. The GFOA’s Public 
Finance Network estimates that repeal could increase state and local borrowing 
costs by approximately $824 billion over ten years, an amount equivalent to about 
$6,500 per household.

Congress should preserve the exemption for governmental bonds and qualified 
private activity bonds and avoid restrictions that would place smaller and infrequent 
borrowers at a disadvantage. Any proposed change should be evaluated by its effects 
on infrastructure investment, state and local budgets, market access, and household 
costs.

Weakening or repealing the exemption would not eliminate the need for infrastructure 
or the obligation to pay for it. It would make public investment more expensive and shift 
more of the cost to communities and households. That case must be made before the 
next federal revenue debate begins. Continued education and advocacy are necessary so  
lawmakers understand not only what the exemption costs the federal government, but 
also what it finances, who relies on it, and who would pay more if it were weakened or 
repealed.

Select HilltopSecurities Commentary on the Municipal Bond Tax-Exemption

•	 The Threat to the Tax-Exemption Keeps Building Amid Quantitative Stress, Qualitative 
Drift, May 11, 2026

•	 Infrastructure, Muni Investors, and Trump Score Big with the OBBBA, July 3, 2025
•	 The Greatest Tax-Exemption Threat Remains Imminent, Timing Uncertain, April 1, 

2025
•	 Improvement in America’s Infrastructure Endangered by the Threat to the Tax-

Exemption, March 25, 2025
•	 While Public Finance Sleeps, February 12, 2025
•	 An Almost Imminent Threat to the Municipal Bond Tax-Exemption Is Here, November 

13, 2024

Readers may view all of the HilltopSecurities Municipal Commentary here.

Continued education and advocacy 
are necessary so lawmakers 
understand not only what the 
exemption costs the federal 
government, but also what it 
finances, who relies on it, and who 
would pay more if it were weakened 
or repealed.

https://www.gfoa.org/materials/protecting-bonds-to-build-infrastructure-and-creat
https://www.gfoa.org/materials/protecting-bonds-to-build-infrastructure-and-creat
https://www.hilltopsecurities.com/municipal_commentary/the-threat-to-the-tax-exemption-keeps-building-amid-quantitative-stress-qualitative-drift/
https://www.hilltopsecurities.com/municipal_commentary/the-threat-to-the-tax-exemption-keeps-building-amid-quantitative-stress-qualitative-drift/
https://www.hilltopsecurities.com/municipal_commentary/infrastructure-muni-investors-and-trump-score-big-with-the-obbba/
https://www.hilltopsecurities.com/wp-content/uploads/2025/03/HTS_municipal-commentary_4.1.25.pdf
https://www.hilltopsecurities.com/municipal_commentary/improvement-in-americas-infrastructure-endangered-by-the-threat-to-the-tax-exemption/
https://www.hilltopsecurities.com/municipal_commentary/improvement-in-americas-infrastructure-endangered-by-the-threat-to-the-tax-exemption/
https://www.hilltopsecurities.com/municipal_commentary/while-public-finance-sleeps/
https://www.hilltopsecurities.com/municipal_commentary/an-almost-imminent-threat-to-the-municipal-bond-tax-exemption-is-here-act-now-to-preserve-this-vital-infrastructure-financing-tool/
https://www.hilltopsecurities.com/municipal-commentary/
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