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Municipal bond market

• States, cities, and local authorities use municipal bonds in order to borrow for 
infrastructure projects. The total size of the municipal bond market is about $4 
trillion, and issuance in recent years has been around $500 billion per year. 

• The market is large and diverse; the typical issuer and issue sizes are relatively small, 
and direct retail investment plays a relatively large role compared to other bond 
markets. 

• The overall default rate for municipal bonds between 1970 and 2022 was about 0.03 
percent per year for general government credits. This is about 1/10 the default rate 
for for-profit corporate issuers. 
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Changing patterns

• Why this paper?
• Municipal bond credit quality and the tax exemption of 

municipal interest payments are political outcomes. The 
distribution of municipal bond ownership may influence 
those outcomes. 

• This is an update of a paper that Randy Cohen and I wrote in 
2015 on changing patterns in household ownership of 
municipal debt. 

• When we wrote the earlier version of the paper we had access 
to data through 2013. We now have data through 2022.  
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The punchline (through 2013)

4



The punchline now
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The punchline now
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The punchline now

• The increase in the concentration of municipal bond holdings has been greater than 
with other financial assets.  Municipal bond holdings among the richest 0.5% (in 
terms of non-muni financial assets) have gone from 23.8% to 50.7% of total 
household municipal bond ownership between 1989 and 2022.  

• For overall financial assets the share owned by this group, as measured by the 
Survey of Consumer Finances, has gone from 24.3% to 29.2%.  

• Share of households owning any equity goes from 32.7% to 51.6% over this period. 

7



This paper compared to other work

• Different notions of “concentrated municipal ownership.”

• Justin Marlowe at the University of Chicago’s Center for Municipal Finance 
investigates spatial concentration: using IRS data, in what places is tax-exempt 
interest a large part of total income? 

• Jotikasthira et al (2026, also in this session) investigate a different notion of spatial 
concentration, relevant from a risk allocation perspective: to what extent do 
Kentucky investors hold bonds issued by Kentucky issuers? 
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From the CMS website (interactive tool..)
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This paper compared to other work

• See also: the Federal Reserve Board’s Distributional Financial Accounts (see Batty et 
al (2019) “Introducing the Distributional Financial Accounts of the United States”. 
The DFA starts with SCF data and interpolates between SCF waves to obtain higher-
frequency estimates of the distribution of assets and liabilities.   

• The Fed’s DFA project reconciles the lower-frequency SCF data with the higher-
frequency Financial Accounts data, and uses that reconciliation to make higher-
frequency estimates of how changing market dynamics affect households across the 
wealth distribution. 
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Why do we care? 

• Sovereign repayment can be a mysterious thing (Bulow and 
Rogoff, 1989).  

• When we wrote the earlier version of this paper, we were 
more concerned about long-term threats to credit quality 
than the tax exemption. So the 2015 version of our work had 
a “why do municipalities defend their credit quality” flavor. 

• Since 2015, the debate around the municipal tax exemption 
has become more contentious. House Republicans now 
appear to believe that scrapping the municipal tax exemption 
could provide $250 billion in budget relief over 10 years. 
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Survey of Consumer Finances

• Repeated cross section of a large number of households.  Conducted by Federal 
Reserve Board and NORC.

• Split-sample design with area-probability sample and list sample.  Oversampling of 
households likely to be wealthy. 

• This is useful because the same survey can be used to answer questions like “where 
is the typical dollar of wealth” and “what does the typical household do”.   

• Multiple imputation for missing responses. 
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Points we make in this paper

• Municipal bonds tend to be held directly by households, 
relative to other financial assets and especially relative to 
other types of bonds. 

• Asset concentration has increased over time, but the increase 
in the concentration of ownership of municipal bonds has 
been large relative to other asset classes.

• Some assets (equity, for example) have seen broadening 
participation. 

• If you run survey-by-survey models fitting municipal 
ownership on household characteristics, the consistently 
significant independent variable is the share of assets held in 
tax-deferred accounts. 
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In one picture
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What we suspect but cannot really prove

• The politics of the municipal bond market will be different in a 
world where less than 1 percent of households are direct 
municipal bond owners, and half of retail holdings are in the 
top 0.5 percent of the financial asset distribution. 
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