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KEY TAKEAWAYS

No consistent or statistically significant
evidence exists that anti-ESG laws have
raised borrowing costs. Offering yields in
Texas and Oklahoma remained stable.

Anti-ESG laws also did not result in an
increase in primary-market markups,
suggesting that transaction costs for
investors were not meaningfully affected.

Policymakers should note that predictions
of substantial borrowing cost increases
have not held up under more comprehen-
sive analysis.

he municipal bond market is one of the

foundational mechanisms through which

American state and local governments
finance essential services. With more than $4 trillion
in outstanding debt, it enables thousands of juris-
dictions—ranging from cities to counties to school
districts and even special-purpose authorities—to
fund infrastructure projects across the country. These
projects are core responsibilities of government. For
many communities, particularly in smaller or rural
jurisdictions, municipal bonds represent the primary
means of raising capital.

What makes this market unique is its tax treat-
ment. Interest earned on municipal bonds is
exempt from federal income tax and often from
state and local taxes as well, particularly when the
buyer resides in the issuing state. This tax advan-
tage creates strong demand from retail investors,
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especially those in higher income brackets, who dominate this space
far more than in other segments of the capital markets. As a result, the
market is fragmented not only by geography and issuer size, but also
by the types of investors and underwriters it attracts. This makes the
municipal bond market an interesting laboratory for researchers to
learn from and study.

Municipal bonds are typically sold in one of two ways. In competitive
sales, the issuer solicits sealed bids from underwriters and awards the
bond to the lowest-cost bidder. In negotiated sales, the issuer selects an
underwriter in advance and works directly with the selected underwriter
to structure and price the offering. In both cases, the underwriter plays
a central role as a financial intermediary, purchasing the bonds from the
issuer and reselling them to investors. The terms of the bond, particularly
the interest rate, are shaped by this process of intermediation. When the
field of underwriters narrows, either due to market conditions or regulatory
constraints, the issuer may lose bargaining power, potentially raising the
cost of borrowing.

This dynamic has come under increased scrutiny in recent years as sev-
eral states, most notably Texas (2021) and Oklahoma (2022), have adopted
laws targeting financial institutions with environmental, social, and gover-
nance (ESG) policies. These “anti-ESG” laws prohibit public entities from
contracting with firms perceived to boycott certain industries—chiefly fossil
fuels and firearms. The result has been the withdrawal of major municipal
bond underwriters, including some of the most active national firms, from
state and local bond markets in those jurisdictions.

Critics of these policies argue that restricting access to top-tier under-
writers reduces competition and disrupts established relationships between
issuers and financial institutions, ultimately leading to higher borrowing
costs for taxpayers. Supporters counter that any transitional disruptions
are outweighed by the policy goals of promoting energy independence or
resisting politicized finance.

The municipal bond market offers an unusually transparent and
well-documented setting in which to study these competing claims. Each
bond issuance is a discrete, time-stamped event, with detailed information
available about the issuer, the bond terms, the underwriters involved, and
the final pricing. This allows researchers to construct careful compari-
sons: across states with and without new policies, before and after their
implementation, and between otherwise similar bonds. Few areas of public
finance offer such a high degree of empirical clarity.
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Literature Review

This Backgrounder builds on a large and evolving literature examining
how state-level policy choices shape local economic outcomes. Most prior
work in this tradition has focused on labor markets and public health,
exploring how policy variation across states—such as minimum wage
increases, environmental regulations, or smoking bans—affects employ-
ment, wages, and health outcomes. Much less attention has been paid to the
role of state-level policy in financial markets, and particularly how these
choices influence the cost and structure of municipal borrowing,.

In 2025, the author of this Backgrounder and three finance experts—John
Hund, Christian Lundblad, and Giang Nguyen—conducted a study—“Do
Anti-ESG Policies Hurt Local Governments? Evidence from the Munic-
ipal Bond Market”—on the recent wave of anti-ESG legislation passed
in several states, including Texas and Oklahoma, that restricts specified
public contracts or investments involving financial institutions deemed
to boycott energy companies or discriminate against firearm businesses.!
One widely discussed consequence was the temporary exit of several major
municipal underwriters from Texas after the laws took effect. This change
raised concerns that reduced competition could increase borrowing costs
for local governments.

The most direct antecedent to this study is the 2024 study by Daniel
Garrett and Ivan Ivanov, who estimate that Texas’s anti-ESG legislation
led to an increase in borrowing costs for affected municipalities by roughly
10 basis points.? Using a triple-difference (DDD) approach, Garrett and
Ivanov compare yield changes in Texas relative to other states, focusing
on issuers with high exposure to blacklisted underwriters. Their findings
have received significant attention in the policy and media space, in part
because of the potential implications for taxpayers and the broader debate
over ESG investing.

The 2025 study extends this work using a larger and more recent dataset
(spanning 2007-2024), adding Oklahoma, examining bond-level rather
than issue-level outcomes, and applying multiple statistical strategies. Gar-
rett and Ivanov provide evidence of short-run effects in Texas, but their
estimates are sensitive to the observation window and specification. Our
broader analysis finds no consistent increase in borrowing costs or markups
over the period studied.

More broadly, this Backgrounder contributes to a growing litera-
ture on the structure and performance of the municipal bond market.
Recent work has highlighted persistent frictions, including low investor
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attention,® heterogeneous markups,* and the role of underwriter rep-
utation.” These frictions, coupled with the retail-dominated nature of
demand and limited arbitrage across state lines,® make the municipal
market uniquely sensitive to changes in the underwriting landscape. At
the same time, long-term trends have made the market more efficient in
key respects. The 2025 study documents a sharp decline in the probability
of uninformed trades and in the markups charged to those investors, while
underwriting spreads remain flat. They relate these patterns to changes
in market transparency and investor sophistication.” These shifts may
explain why the market has proven more resilient to recent policy than
some commentators anticipated.

These findings also speak to an adjacent literature on ESG investing,
particularly debates over the reliability of ESG metrics and the conse-
quences of ESG-related portfolio constraints. Some studies examine how
markets price environmental externalities or investor preferences, while
others document substantial divergence across ESG ratings and ques-
tion whether ESG filters consistently improve out-of-sample portfolio
performance.®

For policymakers, two broader lessons emerge. First, ESG ratings them-
selves are highly inconsistent, often relying on opaque methodologies and
data collection that yield contradictory scores across different providers.
Making binding financial decisions on the basis of such tenuous metrics
requires a level of trust that is not warranted by the evidence, and risks
subordinating fiscal prudence to subjective and shifting standards. Second,
state sovereignty in financial and investment policy is especially important
in light of the growing demands on the U.S. energy grid. As states seek to
balance reliability, affordability, and resilience, they are right to ensure that
capital markets remain open to all energy producers rather than filtered
through contested ESG criteria. In this context, the experience of Texas and
Oklahoma suggests that states can defend their policy priorities without
sacrificing fiscal health in municipal finance.

Institutional Background

Over the past several years, a growing number of U.S. states have taken
explicit steps to limit or reverse the influence of ESG considerations in
public investment decisions. These state-level interventions are part of a
broader political and financial backlash against ESG frameworks, which
critics argue inject non-financial criteria into capital markets and under-
mine traditional fiduciary standards.
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Among the most assertive states in this movement are Texas and Okla-
homa, both of which enacted binding restrictions involving financial firms
deemed to boycott energy companies. Texas enacted two distinct laws in
2021, both effective September 1. Senate Bill 13 requires certain state enti-
ties to divest from listed financial companies deemed to boycott energy
companies and restricts specified governmental contracts, subject to stat-
utory exceptions. Senate Bill 19 separately restricts certain governmental
contracts with companies that discriminate against firearm or ammunition
businesses. The initial underwriting exits occurred as firms assessed the
new certification requirements, before the Texas Comptroller published
the first Senate Bill 13 list in August 2022. BlackRock was initially listed
but was removed in June 2025.°

Oklahoma enacted the Energy Discrimination Elimination Act in May
2022, with an effective date of November 1, 2022. The law established a
process requiring state governmental entities to divest from financial
companies that the State Treasurer determined were boycotting energy
companies. It defines such aboycott to include specified actions, undertaken
without an ordinary business purpose, that penalize or limit commercial
relations with fossil-fuel companies. On May 3, 2023, the Treasurer issued
an initial list of 13 financial institutions, including BlackRock and several
large banks. Together, the Texas and Oklahoma measures formalized the
states’ position that ESG policies perceived to penalize fossil-fuel invest-
ment improperly constrain free enterprise and energy development.

These laws have since faced legal challenges. In February 2026, a federal
district court enjoined enforcement of Texas Senate Bill 13, but the Fifth
Circuit stayed the injunction in May, allowing enforcement to resume
pending appeal. In Oklahoma, the state supreme court held the Energy
Discrimination Elimination Act unconstitutional in its entirety as applied
to the Oklahoma Public Employees Retirement System and affirmed a per-
manent injunction to that extent.'’

Beyond these legislative bans, several other states have taken softer,
though still consequential, measures. These actions primarily involve
reallocating state-managed capital away from ESG-promoting financial
institutions, often without explicit legislative mandates:

e InJuly 2022, West Virginia barred five financial institutions—Black-
Rock, Goldman Sachs, JPMorgan Chase, Morgan Stanley, and Wells
Fargo—from bidding on state banking contracts, citing anti-fossil-fuel
stances."
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MAP 1

States that Have Considered or Enacted Anti-ESG Policies

B Enacted (21 states) Considered, Not Enacted (21) No Identified Bill (8)

NOTE: “Considered” means at least one qualifying anti-ESG bill or resolution was introduced in 2021-2025. “Enacted”
means at least one statutory restriction was identified in the Davis Polk survey updated August 19, 2026. Categories are
mutually exclusive. Executive actions alone do not determine a state’s color. The District of Columbia is excluded.
SOURCES: Pleiades Strategy, “2025 Statehouse Report,” https://www.pleiadesstrategy.com/s/2025_Statehouse
Report.pdf (accessed September 3, 2026); Pleiades Strategy, “2020-2025 Anti-ESG State Actions,”
https://www.pleiadesstrategy.com/pleiades-anti-esg-bill-tracker-state-legislation-attacks-on-responsible-investing
(accessed September 3, 2026); and Davis Polk, “Survey of State Law Restrictions on ESG,” last updated August 19, 2026,
https://www.davispolk.com/insights/client-update/survey-state-law-restrictions-esg (accessed September 3, 2026).

BG3982 & heritage.org

e In October 2022, Louisiana announced that it would withdraw $794
million from BlackRock over ESG-related concerns.'?

e Alsoin October 2022, Missouri followed with a $500 million divest-
ment from BlackRock."®

e InDecember 2022, Florida removed $2 billion in assets from Black-
Rock’s management, the largest such divestment by a state at the time."*

e InJanuary 2023, Kentucky published a list of financial companies
subject to a notice-and-divestment process for direct holdings by state
governmental entities, subject to statutory exceptions.”
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These state-level actions are part of a broader and increasingly coor-
dinated backlash against ESG investing that spans legal, regulatory, and
political domains. Several state attorneys general have launched inves-
tigations or issued subpoenas to asset managers over ESG proxy voting
practices, alleging that such strategies violate antitrust law or fiduciary
duty. Meanwhile, Republican-led committees in Congress have held hear-
ings scrutinizing ESG disclosures, climate-risk mandates, and the role of
shareholder engagement in corporate governance.

The anti-ESG campaign has also gained traction within think tanks
and policy networks that argue that ESG represents a form of politicized
investing that displaces shareholder primacy with diffuse social objectives.'
Critics contend that ESG ratings are inconsistent, methodologically opaque,
and subject to manipulation, and that ESG integration often yields no
measurable financial benefit while increasing estimation risk and portfolio
noise.” As aresult, Texas and Oklahoma stand out not only for their formal
legislation (see Map 1), but also for the ways in which their anti-ESG laws
have directly affected municipal bond underwriting, offering an empirical
setting to test whether limiting ESG-aligned financial institutions mate-
rially affects government borrowing costs, investor transaction costs, or
overall market efficiency.

Data and Measurement

To examine the financial consequences of state anti-ESG policies, the
authors of the 2025 study assembled a comprehensive panel of municipal
bonds using the Mergent Municipal Fixed Income Securities database from
2007 to 2024. The database provides bond-level and issue-level characteris-
tics for more than 4 million individual bonds issued across the United States.
The final regression sample focuses on 2017 to 2024, while the earlier years
are used for matching and pre-trend analysis.’®

Each municipal bond offering in the dataset typically comprises several
individual securities, each identified by a unique Committee on Uniform
Securities Identification Procedures (CUSIP) number. These securities
may differ in offering amount, coupon rate, maturity date, credit rating,
and structural features, including whether they are insured, callable, or
bank-qualified. In addition, the purpose of issuance (such as new project
financing vs. refinancing), the type of bond (such as general obligation vs.
revenue bond), and whether the bond was issued through a competitive or
negotiated sale are observed. Competitive and negotiated sales are defined
as follows:
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CHART 1

Percent of Issues in Texas Underwritten by Targeted Underwriters

MONTHLY SHARES BY ISSUANCE VOLUME AND NUMBER OF ISSUES, JANUARY 2007-DECEMBER 2024
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SOURCE: John Hund et al., “Do Anti-ESG Policies Hurt Local Governments? Evidence from the Municipal Bond Market,” SSRN working paper, 2025,
https://dx.doi.org/10.2139/ssrn.5287090 (accessed September 9, 2026).
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e Competitive sales involve an auction process in which underwriters
submit sealed bids, and the bond is awarded to the bidder offering the
lowest interest cost.

e Negotiated sales allow the issuer to work directly with a selected
underwriter to determine pricing and structure.

To replicate the statistical model from prior work that found that Tex-
as’s laws raised borrowing costs, the 2025 study also identifies each bond’s
underwriters. The study authors manually harmonized variant spellings,
abbreviations, and affiliate names to a common firm identifier. Following
Garrett and Ivanov, the authors identify five institutions that temporarily
exited the Texas market after Senate Bills 13 and 19 took effect: Citi, JPMor-
gan Chase, Goldman Sachs, Bank of America, and Fidelity. These institutions
were not all named on the Texas Comptroller’s later exclusion list."

As shown in Chart 1, the share of bond issues underwritten by these firms
initially declined in Texas following policy implementation but rebounded
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by 2022 in terms of issuance volume. This pattern is consistent with market
adaptation. Estimates of policy impact are sensitive to whether the sample
ends in 2022 or extends through 2024.

The economic impacts are assessed along two key dimensions:

¢ Offering yield: the interest rate at which the bond is issued, reflecting
the cost of borrowing to the municipal issuer. A higher yield implies
the issuer must pay more to attract investors, making this a direct
measure of funding cost.

e Primary-market markup: the spread between the price underwriters
pay to the issuer and the price at which bonds are sold to investors in
the new-issue market. This markup reflects transaction costs borne
by investors and is influenced by competition, market liquidity, and
underwriting practices.

To construct markup measures, the 2025 study authors merged Mergent
data with transaction-level data from the Municipal Securities Rulemaking
Board (MSRB). The merge includes time stamps, trade sizes, prices, and
trade types for all bond market activity. Following the literature,?® a prima-
ry-market trade is a customer buy transaction that occurs within 14 days
of the offering date, or until the issue is fully absorbed by investor demand.
This window ensures that the markup captures the original distribution of
bonds, rather than secondary-market activity.

Then, the markup for each bond is defined as:

Markup (%) = (customer purchase price - offering price) / offering price

The markup is expressed in basis points (bps), where 0.20 percent equals
20 bps. For each bond, the 2025 study takes a trade-size-weighted average
across all primary-market transactions.

To ensure data quality, the 2025 study authors dropped observations
with implausible or missing offering yields, coupon rates, prices, or offer-
ing dates. The authors also restricted the sample to fixed-rate coupon
bonds with valid underwriter and transaction data. The final regression
sample—focused on the policy evaluation period from 2017 to 2024—
includes 815,674 bonds across 72,525 issues, with additional data from
2007 to 2016 used for pre-trend construction and matching. The avail-
ability of a longer time series allows us to test rigorously for pre-trends
between states.

Table 1 provides summary statistics for the full sample and a comparison
between Texas and Oklahoma and all other states.
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TABLE1

Summary Statistics of Bond Characteristics by State of Issue
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Variable Non-TX/OK TX/O0K Full Sample
Observations 577,880 (82.5%) 122,496 (17.5%) 700,376 (100.0%)
Maturity (years): mean | median 9.79519.000 10.63019.000 9.9419.000
Offering Yield (percentage): mean | median 2.39512.410 2.65212.740 2.440 | 2.460
Offering Yield, Tax Adj (percentage): mean | median 4.189 | 4.236 4.2434.391 4.198 | 4.266
State Tax Rates (percentage): mean | median 5.355]5.000 0.000 | 0.000 4.418 | 4.250
Average Primary Markup (percentage): mean | median 0.08310.000 0.166 | 0.000 0.097 | 0.000

GO
Other

Revenue

Competitive Sale

Negotiated Sale

Aaa rated
Aal rated
Aa2 rated
Aa3 rated
Al rated
A2 rated
A3 rated
Baal rated
Baa2 rated
Baa3 rated

Not Insured

Insured

Bond Classification
302,734 (52.4%)
166,986 (28.9%)
108,160 (18.7%)

Underwriting Type
269,132 (47.2%)
300,605 (52.8%)

Bond Ratings
67,337 (12.9%)
96,223 (18.5%)

120,494 (23.2%)
92,462 (17.8%)
74,336 (14.3%)
36,394 (7.0%)
16,582 (3.2%)
7,206 (1.4%)
5,072 (1.0%)
3,908 (0.8%)
Insured (Yes/No)
483,437 (83.7%)
94,443 (16.3%)

95,386 (77.9%)
11,721 (9.6%)
15,389 (12.6%)

74,243 (61.1%)
47,260 (38.9%)

21,843 (21.5%)
9,140 (9.0%)
11,186 (11.0%)
11,942 (11.8%)
9,214 (9.1%)
8,161 (8.0%)
7,466 (7.4%)
5,624 (5.5%)
7,967 (7.7%)
9,035 (8.9%)

74,144 (60.5%)
48,352 (39.5%)

398,120 (56.8%)
178,707 (25.5%)
123,549 (17.6%)

343,375 (49.7%)
347,865 (50.3%)

89,180 (14.3%)
105,363 (17.0%)
131,680 (21.2%)
104,404 (16.8%)

83,550 (13.4%)

44,555 (7.2%)
24,048 (3.9%)
12,830 (2.1%)
13,039 (2.1%)
12,943 (2.1%)

557,581 (79.6%)
142,795 (20.4%)

SOURCE: John Hund et al., “Do Anti-ESG Policies Hurt Local Governments? Evidence from the Municipal Bond Market,” SSRN working paper, 2025, https://

dx.doi.org/10.2139/ssrn.5287090
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These descriptive statistics underscore important institutional dif-

ferences between Texas and Oklahoma and the rest of the municipal
bond market—differences that the study authors account for in the

empirical analysis using matching methods, fixed effects, and robust-

ness checks.
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The principal descriptive differences between bonds issued in Texas and
Oklahoma and those issued in other states are as follows:

e Maturity: Bonds from Texas and Oklahoma tend to have slightly longer
maturities (10.6 years vs. 9.8 years).

e Offering yields: Raw yields are modestly higher in Texas and Okla-
homa (2.65 percent) compared to other states (2.39 percent), although
tax-adjusted yields—which account for differences in state tax rates—
are more similar.

e Markups: Texas and Oklahoma bonds exhibit higher average markups
(16.6 bps vs. 8.3 bps), suggesting possible differences in market struc-
ture or underwriter dynamics.

e Bond type: A much larger share of Texas and Oklahoma bonds are
general obligation bonds (77.9 percent vs. 52.4 percent) and issued via
competitive sales (61.1 percent vs. 47.2 percent).

e Credit quality: Texas and Oklahoma bonds are more heavily concen-
trated in the highest-rated category (21.5 percent AAA bonds vs. 12.9
percent AAA bonds), and a greater share are insured (39.5 percent vs.
20.4 percent), which may mitigate pricing sensitivity to underwriter
exclusion.

The Statistical Model

To assess whether anti-ESG laws affected municipal borrowing costs,
the 2025 study compares bond outcomes in states that adopted these laws,
most notably Texas and Oklahoma, with outcomes in states that did not. The
study authors focus on two indicators: (1) the yield on newly issued bonds,
which reflects governments’ interest costs, and (2) the markup between
what underwriters pay issuers and what investors pay, which reflects pri-
mary-market transaction costs. The authors use a difference-in-differences
(DiD) approach that compares changes over time between treated and con-
trol states. This method identifies the policy effect under the assumption
that, absent the laws, municipal bond outcomes in the two groups would
have followed parallel trends.

To reduce differences in bond composition and state conditions, the
authors include controls for bond-level factors, such as size, maturity, and
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credit rating, and state-level characteristics, including population density,
age, industry composition, and education. The authors also use coarsened
exact matching to compare bonds with similar observed characteristics in
treated and control states.

Finally, the authors test the results using alternative methods and time
frames, including a triple-difference strategy that accounts for variation in
underwriter exposure to the policy. Across the principal specifications, they find
no consistent evidence that anti-ESG laws raised borrowing costs or markups.

Main Results

To evaluate whether anti-ESG laws in Texas and Oklahoma have had
measurable effects on municipal borrowing, the 2025 study authors begin
by estimating a series of DiD models, as reported in Table 2. These models
compare bond yields and investor markups before and after the implemen-
tation of anti-ESG policies in the treatment states (Texas and Oklahoma)
relative to other states that did not adopt similar legislation.

Across the principal DiD specifications, there is no consistent or statis-
tically significant increase in bond yields following implementation of the
anti-ESG laws. In the baseline model, the estimated effect on yields is -0.041
percentage points and is statistically insignificant. After controlling for
state-level demographic and economic factors (such as population density,
age, industry mix, and education levels), the estimated effect shrinks further
to -0.01 percentage points. The 2025 study also examined subgroups where
theory suggests that the impact of underwriter exclusions might be larger:

¢ General obligation (GO) bonds, which are backed by the full faith and
credit of the issuing government, show a statistically insignificant 0.08
percentage point increase.

e Large issuances (above $100 million), which typically require greater
underwriting capacity, exhibit a small decline in yields (-0.065 per-
centage points), though again statistically insignificant.

e Negotiated sales, where underwriter relationships might be most
valuable, show a slightly larger negative yield effect (-0.067 percentage
points), but the estimate is noisy and only marginally significant.

o Competitive sales yield a small positive effect (0.087 percentage
points), again not statistically distinguishable from zero.
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Collectively, these results do not support the view that restricting
ESG-oriented underwriters has raised borrowing costs—even in settings
where market frictions might plausibly matter more.

Next, the 2025 study analyzes markups, defined as the difference between
the price that underwriters pay issuers and the price paid by investors in
the primary market. This metric captures transaction costs and market
efficiency. There is no broad-based increase in markups following the
enactment of anti-ESG laws. The overall pattern is consistent across model
specifications. However, when disaggregating by offering type, there are
two notable effects:

1. For negotiated sales, markups decline by roughly 0.019 percentage
points—a statistically significant reduction. This is consistent with
long-run trends toward greater pricing transparency and competition
in negotiated offerings.

2. For competitive sales, there is a modest increase in markups (0.053 per-
centage points), which is statistically significant but economically small.

Notably, these effects run in opposite directions and do not indicate a
consistent aggregate increase in investor transaction costs. These findings
remain robust when restricting the sample to rated bonds, when exclud-
ing observations after 2023, or when controlling for additional state-level
industry and education variables.

If anti-ESG laws had meaningful financial consequences, the largest
effects should appear in larger, negotiated, or more complex deals, where
issuer-underwriter relationships matter more and fewer underwriters have
the capacity to step in. Instead, the estimated yield effects in these segments
are small or negative.

The statistically insignificant estimate for GO bonds provides no evi-
dence of a systematic effect in that segment. The estimates for negotiated
and large issues are also inconsistent with a sustained increase in borrowing
costs during the period studied.

As a robustness check, the 2025 study authors use coarsened exact
matching (CEM) to compare bonds in Texas and Oklahoma with bonds in
states without anti-ESG laws that have similar observed characteristics,
including size, maturity, credit rating, offering type, and bond type. The
resulting weights improve covariate balance across the comparison groups.
The authors use these weights to estimate changes in yields during and after
policy implementation.
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Baseline Effects of Anti-ESG Policies on Bond Yields (Page 1 of 2)

Variable (1) All Bonds (2) All Bonds (3) GO Bonds (4) Over 100M  (5) Negotiated (6) Competitive
-0.041 .010 .080 -0.065 -0.067 .087
TX or OK Treatment
[0.037] [0.046] [0.075] [0.041] [0.038] [0.073]
.027* .027* .002 -0.004 -0.002 .045
LN (Bond Amount)
[0.014] [0.014] [0.014] [0.007] [0.006] [0.026]
-0.054*** -0.053*** -0.019 .021** -0.037*** -0.056*
LN (Issue Amount)
[0.017] [0.017] [0.012] [0.009] [0.007] [0.031]
.095%** .095*** .098*** .102%** .097*** .098***
Maturity
[0.004] [0.004] [0.005] [0.004] [0.003] [0.006]
-0.001*** -0.001*** -0.002*** -0.002*** -0.001*** -0.002***
Maturity Sar
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000]
120%** .118*** .066*** .084 .159%** 111
Coupon
[0.034] [0.033] [0.020] [0.050] [0.045] [0.028]
-0.536*** -0.534*** -0.377*** -0.790*** -0.766*** -0.369***
Premium (Yes/No)
[0.076] [0.076] [0.043] [0.121] [0.077] [0.059]
.107*** .106*** 121+ .084*** .097*** 129%*+
Callable (Yes/No)
[0.019] [0.018] [0.021] [0.008] [0.010] [0.026]
-0.138*** -0.140*** -0.108** -0.079* -0.064*** -0.225***
Insured (Yes/No)
[0.033] [0.033] [0.049] [0.044] [0.013] [0.066]
-0.085* -0.086** -0.124*** -0.051** -0.110*** -0.058
Credit Enhancement
[0.039] [0.038] [0.025] [0.021] [0.025] [0.051]
.080*** .081*** .082*** .046* — -
Negotiated Sale
[0.021] [0.021] [0.021] [0.025] — —
-1.536 -1.894 .394 -0.550 — -2.635**
log (Pop Density)
[0.886] [1.587] [0.487] [0.927] — [1.075]
- -18.112 -30.881** 25.264 -10.787 -30.732* —
ale
[11.880] [12.932] [22.472] [7.976] [14.234] —
-9.390 -19.515 -15.075 7.527 — -26.697*
Information, Percentage
[7.962] [15.531] [10.507] [4.465] — [12.960]
-5.897 -5.697 4.677 -1.379 -3.870 —
FIRE, Percentage
[5.711] [7.866] [7.832] [5.520] [7.166] —
13.737 34.299 -19.443 -1.287 — 38.989
Age 18-24, Percentage
[17.880] [24.686] [12.150] [9.191] — [21.949]
22.386 32.002 -1.202 6.603 - 50.857***
Age 25-34, Percentage
[12.751] [19.538] [7.977] [9.677] - [15.070]
3.125 2.829 -5.745 3.736 - 12.252**
Age 35-64, Percentage
[4.411] [6.134] [8.255] [5.735] - [5.603]
-0.121 -0.642 -0.025 -0.166 -2.184** -
College Degree
[1.302] [1.683] [2.836] [1.830] [0.934] -
R-squared .90 .90 .92 .90 .90 91
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TABLE 2

Baseline Effects of Anti-ESG Policies on Bond Yields (Page 2 of 2)

Variable (1) All Bonds (2) All Bonds (3) GO Bonds (4) Over 100M (5) Negotiated (6) Competitive
Sample Size 275,133 275,133 185,346 33,285 119,476 155,657
Bond Controls Yes Yes Yes Yes Yes Yes
Offering Year-Month FE Yes Yes Yes Yes Yes Yes
State FE Yes Yes Yes Yes Yes Yes
State Controls No Yes Yes Yes Yes Yes
Sample All Bonds All Bonds GO Bonds Over 100M Negotiated Competitive

NOTE: Entries show coefficients with robust SEs in brackets. Asterisks denote significance (* p<0.10, ** p<0.05, *** p<0.01).
SOURCE: John Hund et al., “Do Anti-ESG Policies Hurt Local Governments? Evidence from the Municipal Bond Market,” SSRN working paper, 2025, https://
dx.doi.org/10.2139/ssrn.5287090 (accessed September 11, 2026).

BG3982 & heritage.org

For Texas, the authors found that bond yields declined by approxi-
mately 17 basis points after the state’s anti-ESG policy went into effect,
relative to matched bonds from similar states. This effect is statistically
significant and runs in the opposite direction of the claim that ESG-re-
lated restrictions raised borrowing costs. In Oklahoma, yields were
modestly higher after the policy was enacted, but the difference is not
statistically significant, suggesting no clear pattern of increased bor-
rowing costs. Similarly, the authors observed no consistent changes in
transaction markups in either Texas or Oklahoma during the post-policy
period. These results reinforce the central finding that the market impact
of anti-ESG laws appears limited. If there was an initial disruption from
the withdrawal of major underwriters, it was either short-lived or offset
by market adaptation. Taken together, the estimates are consistent with
market adjustment during the sample period, but they do not establish
that every anti-ESG restriction is costless.

These results stand in contrast to those of some widely cited prior work,
which argued that anti-ESG laws in Texas significantly increased munic-
ipal borrowing costs. Garrett and Ivanov’s analysis used a DDD approach,
comparing Texas issuers to those in other states before and after the law,
while also differentiating between issuers that had previously relied on the
targeted underwriters and those who had not.

In Garrett and Ivanov’s preferred specification, they report that bond
yields rose by approximately 10 basis points for Texas issuers that had
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stronger relationships with ESG-targeted banks. However, the 2025 study
authors follow a similar strategy using a larger dataset and extended time

horizon, finding that these results are not robust to the following specifi-
cation changes:

¢ When re-estimating Garrett and Ivanov’s model but omitting a single
variable (whether the bond was negotiated), the effect becomes statis-
tically insignificant.

¢ When adding basic state-level controls—such as population density,
industry composition, and demographics—the result also vanishes.

¢ When extending the post-policy observation window through 2024
(rather than cutting off in April 2022, as in the original study), none of
the effects remain statistically or economically meaningful.

In summary, the 2025 results suggest that prior estimates of the unin-
tended consequences for Texas’s bond market are sensitive to modeling
assumptions and to the short observation window immediately following
policy implementation. Garrett and Ivanov document potential short-run
disruptions, while the 2025 bond-level analysis over a longer period finds no
consistent evidence that those disruptions produced sustained or systemic
increases in borrowing costs.

Policy Implications

The results of this analysis carry immediate implications as the federal
government pivots to accelerate Al leadership. The January 2025 executive
order “Removing Barriers to American Leadership in Artificial Intelli-
gence”? and the July 2025 “Winning the Race: America’s AT Action Plan”??
emphasize deregulation, rapid build-out of Al infrastructure, and export
of the U.S. Al technology stack. State and local issuers may finance pub-
lic-power and enabling infrastructure associated with data-center growth,
including transmission, water, roads, and grid upgrades. The bond-level
evidence indicates that the studied restrictions did not produce consistent
increases in borrowing costs or primary-market markups in Texas and OKkla-
homa. It does not establish that every financing restriction or infrastructure
policy is costless.

Practically, this means that procurement and financing rules
should prioritize competition and measurable performance rather
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than contested and variable third-party ratings. At the state level, offi-
cials should avoid making opaque ESG scores binding in underwriting
or vendor selection and should require transparent documentation,
auditability, and out-of-sample validation for models used in pricing,
allocation, or risk assessment. These requirements would allow offi-
cials to assess model quality directly while preserving competition
among qualified providers.

The AI build-out also heightens the salience of energy policy, including
the February 2025 executive order “Establishing the National Energy
Dominance Council.”?® The AI Action Plan includes a pillar on building
American Al infrastructure, including data center development, which
will require reliable and scalable power. Given the variability and meth-
odological inconsistency of ESG ratings, using them as binding screens
could limit eligible financing channels as load growth accelerates. The
2025 findings show no consistent municipal-finance penalty from the
restrictions studied in Texas and Oklahoma, but they do not measure
project-level energy investment.

First, while the anti-ESG laws passed in Texas and Oklahoma
generated considerable attention and prompted real changes in the
composition of municipal bond underwriters, the 2025 study finds no
consistent evidence that these policies increased borrowing costs for
issuers or transaction costs for investors. Even in submarkets where dis-
ruption would be most plausible, such as large or negotiated sales, the
estimates do not show a sustained increase in financing costs. This pat-
tern is consistent with separate evidence from Hund and his co-authors
that markups charged to uninformed investors have declined while
underwriting spreads remain flat. The absence of a consistent increase
in borrowing and transaction costs challenges the claim that restrict-
ing access to large national underwriters necessarily harms state or
local fiscal health and is consistent with, though does not prove, smaller
underwriters filling market gaps.>*

Practically, these results suggest that municipal bond markets, though
decentralized and subject to frictions, can adjust to changes in underwriter
participation. New entrants or regional firms may be stepping in to fill gaps
left by departing underwriters, and long-term trends in pricing transpar-
ency and investor sophistication may be mitigating the risk of reduced
competition. Policymakers should recognize this capacity for market
adaptation when evaluating the risks and benefits of politically motivated
financial restrictions.
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What States Should Do

States should do the following to employ evidence-based investment
strategies:

e States should consider adopting model-risk standards for public
finance comparable in principle to current bank supervisory guidance,
with requirements scaled to model risk and institutional complexity.
State treasurers, public pension systems, and other state financial
authorities should require vendors to disclose their models’ objectives,
data lineage, key inputs, performance, and governance, subject to
independent validation and periodic back-testing. Where credible
nonfinancial considerations are relevant but not directly comparable,
public entities should treat them as qualitative inputs rather than
binding constraints.?

e State treasurers and debt-management offices should track
market-function metrics quarterly, including yields, markups, deal
participation, underwriter concentration, and bidding activity, so
legislators can determine whether procurement and financing choices
are raising taxpayer costs.

o States that are considering similar legislation—either to restrict
ESG-driven investment strategies or to promote them—should
approach the issue with empirical discipline. Rather than assum-
ing that financial consequences will follow from policy posture alone,
state leaders should invest in rigorous evaluation of their own markets,
focusing on observable outcomes such as yields, markups, and deal
participation. Given the increasing energy demands on the U.S. grid,
finding ways to promote many forms of energy as quickly as possible
should be a priority.

e State energy offices and infrastructure-finance authorities
should keep project eligibility technology-neutral and compare
proposed investments using observable measures such as firm capac-
ity value, deliverability, interconnection readiness, and cost per firm
megawatt.

In short, while ESG investing remains politically and ideologically
charged, its actual effects on public borrowing appear more modest than
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the rhetoric suggests. Policymakers would do well to separate symbolic or
political goals from financial claims—and to ensure that policy interven-
tions in capital markets are guided by evidence, not assumption.

Conclusion

Debates over ESG investing continue to shape how states exercise
authority over public funds and pursue energy priorities. Using bond-level
data and multiple identification strategies, the four authors of “Do Anti-
ESG Policies Hurt Local Governments? Evidence from the Municipal Bond
Market” find no evidence that anti-ESG statutes in Texas and Oklahoma
produced sustained increases in municipal borrowing costs or prima-
ry-market markups. Estimated effects are generally small, inconsistent
across specifications, and sometimes run opposite to claims from other
studies developed concurrently. The municipal bond market appears to
have adjusted to changes in underwriter participation with little measur-
able effect on issuers or investors.

These findings are relevant as national policy increasingly emphasizes
Al infrastructure and energy capacity. State and local issuers may help to
finance public-power and enabling infrastructure, including transmission,
water, roads, storage, and grid hardening. The evidence from Texas and
Oklahoma suggests that changes in the composition of eligible underwrit-
ers did not consistently increase financing costs during the period studied,
provided that competitive financing channels remained available.

The results do not establish that every anti-ESG restriction is costless or
that any particular policy is optimal. They show more narrowly that widely
predicted increases in borrowing and transaction costs did not material-
ize in the two states and period studied. Policymakers should therefore
evaluate financial restrictions using observed market outcomes, including
yields, markups, underwriter participation, and concentration, rather than
assuming financial consequences from a policy’s political orientation.

Christos Makridis is Acting Director of the Center for Data Analysis at The Heritage
Foundation.
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