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IntroductionHIGHLIGHTS

➢I show that elevated air 

pollution levels, measured 

by PM2.5 exposure, lead 

municipalities to offer 

higher yields on bonds, 

reflecting greater financial 

constraints.

➢One-standard deviation 

increase in PM2.5 is 

associated with a 

statistically significant 

increase in annual yield 

spread of 2.37 bps.

➢Bonds with greater 

repayment obligations and 

long-term maturities show 

more yield increase.

➢Air pollution adds to the 

financial constraints of 

municipalities through the 

following: the county’s 

economic conditions and 

health channels.

⚫ Muni bonds transactions and characteristics:

❖ MSRB

❖ Thomson Reuters Refinitive Eikon

❖ Bloomberg

⚫ Air Pollution:

❖ Atmospheric Composition Analysis Group at Washington University 

St. Louis (Van Donkelaar et al. (2021))

⚫ County-level Economic & Financial:

❖ US Department of Housing and Urban Development

❖ US Bureau of Census

Data

Economic Condition Mechanisms

⚫Municipalities play a vital role in driving economic 

development at the local level.

⚫By the year 2022, the size of the Muni bond market 

had grown to $4 trillion.

Clean Air Act (CAA) Regulations

⚫ I utilize an instrument variable based on the expansion of 

Clean Air Act regulations in 2005, which led to a quasi-

random variation in the county’s subsequent exposures to 

PM2.5.

⚫ The EPA began to enforce a maximum threshold on PM2.5.

⚫ The regulatory incentives for cleanup were larger in 

nonattainment counties.

Healthcare Mechanisms

Contact:
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⚫How Does Air Pollution Impact the Cost of Issuance 

of Municipal Bonds?

⚫What are the underlying mechanisms of this 

relationship?

Research Questions
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