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US Tax Reform 
Implications across asset classes  
The $1.5 trillion tax reform bill has been signed into law, a feat that has not been accomplished since 1986. The 
market implications are far-reaching, from potentially reducing supply by 10-15% in the tax-exempt muni market to 
driving greater sector dispersion between domestic, capex-intensive companies vs. global, high interest expense 
ones.  

Fixed Income  

■ Bonds: Positive for long-term debt. The prospect of repatriated profits should reduce the need for corporations 
to issue new debt, while the limit on interest expense deductibility should also incentivize management teams to 
rely less on debt funding as they are faced with higher interest expense burdens. We expect these changes will 
lessen the pressure on particularly long-term corporate and government bond yields, where a high share of 
issuance has been concentrated, especially if demand remains robust.  

■ Municipal bonds: May shrink supply by 10-15%.The tax reform bill eliminates tax exemption for advanced 
refunding bonds—representing a significant 10-15% of the tax-exempt muni market—while preserving  the tax 
exemption for Private Activity Bonds (eliminated in the prior House version). The change in the tax treatment of 
advanced refundings has pulled forward issuance ahead of a meaningful reduction expected next year, which 
should support valuations of municipal bonds, especially relative to US Treasury bonds. 

■ High yield credit: Negative for highest levered issuers. The House-Senate conference committee took a more 
benign approach to interest deductibility caps by blending and phasing the House and Senate proposals. Interest 
deductibility will be capped at the less impactful 30% of EBITDA (the House plan) for the next 4 years and then 
step to 30% of EBIT (the Senate plan) starting in 2022. The Senate’s previous restriction of interest deductibility to 
30% of EBIT was more onerous, especially for levered issuers, raising the interest burden of an estimated 65% of 
issuers in the CDX HY Index, compared to 41% of issuers under the House’s income definition (EBITDA), as 
shown in the graph below. Thus, we believe the blending of the two plans is a positive development for levered 
credit compared to previous expectations. 
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MORE HY ISSUERS IMPACTED BY CAP ON INTEREST DEDUCTIBILITY AT 30% OF EBIT VS. EBITDA 
Distribution of High Yield CDX Issuers by Net Interest Expense as % of EBITDA (House Plan) vs. EBIT (Senate Plan)   

 
Source: GSAM, as of December 2017. Markit’s CDX HY index is composed of 100 liquid North American entities with high yield credit ratings that trade in the 
CDS market.  

Equities  

■ Overall, accretive to earnings due to the ~10% average reduction in the corporate tax bill of S&P 500 companies, 
which could boost consumer confidence and wages as well as stimulate increased investment.  

■ Expect more sector dispersion, potentially benefiting domestic and high-tax companies (i.e. value and small and 
mid-caps stocks) vs. globally-exposed, lower tax sectors (including Tech and Healthcare). However, the latter 
group could see some offsetting benefits from repatriated cash, which could be used to fund M&A and buybacks. 

TAX REFORM INCREASINGLY PRICED INTO EQUITY MARKETS  
Cumulative Performance of High and Low Tax Stocks vs. S&P 500 Index 

 
Source: GSAM, as of December 2017. Sector-neutral baskets are composed of 50 S&P 500 stocks with the highest and lowest median effective 10y tax rates. 
Past performance does not guarauntee future results, which may vary.  
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Sector Spotlight: MLPs 

■ Lower pass-through rate. MLPs will continue to qualify as pass-through entities and stand to benefit from the 
lower pass-through rate. 

■ MLPs will preserve their tax benefit relative to C-Corps (as shown in the graph below), although some of 
relative advantage from a lower pass-through rate is pared by a reduction in the C-Corps tax rate from 35% to 
21%, effective in 2018. 

MLP STRUCTURES REMAIN SIGNIFICANTLY TAX-ADVANTAGED VS. C-CORPS  

Full Tax Effect (%) 

 
Source: GSAM, as of December 2017.   
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Risk Considerations 
The views expressed herein are as December 18, 2017 and subject to change in the future. Individual portfolio management teams for GSAM may have views and opinions and/or make 
investment decisions that, in certain instances, may not always be consistent with the views and opinions expressed herein. 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security, they should not be construed as 
investment advice. 
Equity securities are more volatile than fixed income securities and subject to greater risks.  
Investments in MLPs are subject to certain risks, including risks related to limited control and limited rights to vote, potential conflicts of interest, cash flow risks, dilution risks, limited 
liquidity and risks related to the general partner’s right to force sales at undesirable times or prices.  A change in the current tax law regarding MLPs could result in the MLP being treated 
as a corporation for federal income tax purposes which would reduce the amount of cash flows distributed by the MLP.  
Bonds are subject to interest rate, credit/default, liquidity, inflation and other risks.  Bond prices fluctuate inversely to changes in interest rates. This risk is higher when investing in high 
yield bonds, also known as junk bonds, which have lower ratings and are subject to greater volatility.  
Income from municipal securities is generally free from federal taxes and state taxes for residents of the issuing state. While the interest income is tax-free, capital gains, if any, will be 
subject to taxes. Income for some investors may be subject to the federal Alternative Minimum Tax (AMT).  
 
General Disclosures 
United Kingdom and European Economic Area (EEA):  In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management 
International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. Switzerland: For Qualified Investor use only – Not for distribution to general 
public. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which 
are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in relation to client 
confidentiality and data protection as offered to you by Swiss law. 
Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any other entities involved in the Goldman Sachs Asset Management (GSAM) business 
maintain any licenses, authorizations or registrations in Asia (other than Japan), except that it conducts businesses (subject to applicable local regulations) in and from the following 
jurisdictions: Hong Kong, Singapore  and Malaysia.  This material has been issued for use in or from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited, in or from 
Singapore by Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad 
(880767W).    
Australia:  This material is distributed in Australia and New Zealand by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (’GSAMA’) and is 
intended for viewing only by wholesale clients in Australia for the purposes of section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the 
categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a wholesale client for the purposes of the Financial Service 
Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor under one of clause 37, 
clause 39 or clause 40 of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a “NZ Wholesale Investor”). GSAMA is not a registered financial 
service provider under the FSPA. GSAMA does not have a place of business in New Zealand. In New Zealand, this document, and any access to it, is intended only for a person who has 
first satisfied GSAMA that the person is a NZ Wholesale Investor.  This document is intended for viewing only by the intended recipient. This document may not be reproduced or 
distributed to any person in whole or in part without the prior written consent of GSAMA. This information discusses general market activity, industry or sector trends, or other broad based 
economic, market or political conditions and should not be construed as research or investment advice.  The material provided herein is for informational purposes only. This presentation 
does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it would be unlawful to make such 
offer or solicitation. 
Canada:  This material has been communicated in Canada by Goldman Sachs Asset Management, L.P. (GSAM LP).  GSAM LP is registered as a portfolio manager under securities 
legislation in certain provinces of Canada, as a non-resident commodity trading manager under the commodity futures legislation of Ontario and as a portfolio manager under the 
derivatives legislation of Quebec.  In other provinces, GSAM LP conducts its activities under exemptions from the adviser registration requirements.  In certain provinces, GSAM LP is not 
registered to provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts and is not offering to provide such investment 
advisory or portfolio management services in such provinces by delivery of this material.   
Japan:  This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by 
Goldman Sachs Asset Management Co., Ltd. 
This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which are 
domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in relation to client 
confidentiality and data protection as offered to you by Swiss law. 
Goldman Sachs AG 
Bei diesen Informationen handelt es sich um Werbung. Diese Dokument darf nur als Ganzes verwendet werden, die Verwendung einzelner Seiten ist nicht genehmigt. Diese Dokument 
dient der Unterstützung unserer Vertriebspartner und ist für die Berater in Deutschland, Österreich und der EEA bestimmt. 
Goldman Sachs does not provide accounting, tax, or legal advice. Notwithstanding anything in this document to the contrary, and except as required to enable compliance with applicable 
securities law, you may disclose to any person the US federal and state income tax treatment and tax structure of the transaction and all materials of any kind (including tax opinions and 
other tax analyses) that are provided to you relating to such tax treatment and tax structure, without Goldman Sachs imposing any limitation of any kind.  Investors should be aware that a 
determination of the tax consequences to them should take into account their specific circumstances and that the tax law is subject to change in the future or retroactively and investors 
are strongly urged to consult with their own tax advisor regarding any potential strategy, investment or transaction. 
This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities.  
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO.  
Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to change without notice.  These 
forecasts do not take into account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client.  Actual data will vary and may not be 
reflected here.  These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely representative of a 
broad range of possible outcomes.  These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market 
conditions change. Goldman Sachs has no obligation to provide updates or changes to these forecasts.   
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The S&P 500 Index is the Standard & Poor’s 500 Composite Stock Price Index of 500 stocks, an unmanaged index of common stock prices.  
Markit’s CDX HY index is composed of 100 liquid North American entities with high yield credit ratings that trade in the CDS market.  
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or 
domicile which might be relevant. 
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR).  It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its 
affiliates.  Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide 
any updates or changes.  
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur. 
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