
 

 

Fixed Income Goldman Sachs Asset Management   |  1 
 

  

 

Fixed Income 
May 2020 

Market Update 

Municipal Bond Update: Looking Past the Headlines 
These are trying times for state and local governments. Unemployment is rising, revenue is falling, and investors 
are—understandably, in our view—treading carefully when it comes to municipal finance. But when we look beyond 
the headlines, we still see a lot to like about the municipal bond market. 

While the pandemic adds uncertainty to the investment outlook, we think it’s important to stay focused on municipal 
bond credit fundamentals and current market valuations. 

Credit Quality: Still Strong 
Start with the fundamentals: We believe the broad credit quality of investment-grade municipal debt is still sound, 
partly because it is connected with the critical nature of the services that local governments provide.  

Municipalities have benefited from diversified revenue streams, federal support and budgetary discipline. Budgetary 
discipline includes generally ample liquidity, relatively speaking modest debt levels and the ability to raise revenue 
and cut spending as necessary. And the sovereign powers of US states along with the taxing authority of 
municipalities have helped to bolster fiscal strength. This may be why municipal credit has been resilient during past 
economic shocks. 

Let’s take a closer look: 

■ Diversified Revenue Streams1: Municipalities are supported by various non-correlated revenue sources that can 
boost their resilience throughout economic cycles. State government revenues come primarily from sales taxes, 
personal income taxes and Federal grants. Local government revenues rely primarily on a combination of property 
tax and state aid payments. During recessions in 1990, 2001 and 2008, property tax collections increased for a full 
year even as the economy contracted. 

■ Federal Support1: Federal aid to states and municipalities—another diversified revenue stream—increased during 
past crises. During the Great Recession of 2008-2009, New York and California saw declines in tax revenue yet 
benefited from transfers of federal aid. With the current economic dislocation, significant support from Congress 
through the CARES Act and the Federal Reserve’s Municipal Liquidity facility offer greater than $750 billion of 
support, and there may be more on the way. 

■ Budgetary Discipline2: Municipalities have various tools, including broad taxing power, to shore up revenues. 
Many began March 2020 in their best credit health in a generation, with median rainy day fund balances the 
highest in history at the start of the fiscal year. Additionally, the largest municipalities, cities and counties with 
populations greater than 500,000, boast an impressive average general fund balance of 31%, a significant buffer 
against declines in revenue brought-on by COVID-19 and state-wide economic shutdowns. And states can also 
tap the bond market to shore up budgets. In 2009-10, California issued debt that was paid down by a special tax. 
As a result, debt as a percentage of gross state product, debt held at just above 4%. 

Overall, we think high-grade municipal credit will be able to weather the current crisis. Will there be downgrades? 
Maybe. However, we think outright defaults will be few. Some sectors may be more susceptible than others. But we 
believe diligent credit research can help long-term investors to identify potential opportunities and seek to avoid risks. 

 

Source: GSAM. 
1 Bureau of Economic Analysis. 
2 National Association of State Budget Officers. As of 5-11-2020. Diversification does not protect an investor from market risk and does not ensure a profit. Goldman Sachs does not 

provide accounting, tax or legal advice. The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There can be no 
assurance that the forecasts will be achieved.  Please see additional disclosures at the end of this presentation. 

 



 

MUNICIPAL BOND UPDATE: LOOKING PAST THE HEADLINES May 2020 

  

 

 

Fixed Income Goldman Sachs Asset Management   |  2 
 

Munis are on Sale - But Probably Not for Long 
Here’s another thing to consider: municipal bonds are inexpensive today relative to history and may offer attractive 
income potential on an absolute and tax equivalent basis. As of 5-11-2020, the average yield on two-year 
municipal notes was 3.53 times above the yield on a comparable US Treasury—and that’s even before 
considering the tax benefit of owning munis. Furthermore, ten-year municipal bond yields were 1.56 times higher 
than ten-year Treasury yields.3 

After rising sharply in mid-March, AAA-rated municipal yields have declined considerably. But medium grade (single-
A and BBB-rated) securities and lower rated below-investment grade municipals have much wider spreads, and even 
here, we think an active approach may uncover value. 

For instance, yields on BBB-rated municipal bonds from issuers hit hard by COVID-19—hospitals, toll roads, airports 
and transit systems—have risen sharply. The index yield for this group has hovered around 4% in recent weeks, a 
jump from 1.81% at the end of February. BBB-rated municipals even offer an income advantage relative to BBB-rated 
corporate bonds—the largest since 2013. Given the relatively low historical default rate of BBB-rated municipals, we 
believe the income advantage in this sector is potentially attractive.4 

Credit spreads have widened and yields have jumped in the high-yield municipal market, too—from 3.29% at the end 
of February to as high as 5.67% in recent weeks. Even in today’s uncertain environment, we think careful investors 
who do their homework may find potentially attractive income opportunities here.4 

More than $100 billion of munis will likely either mature or be called over the summer. While this extra cash will likely 
help support market technical factors, it may also make valuations less attractive. In our opinion, valuations and 
yields within the municipal market are attractive at current levels and uncertainty remains regarding how long this 
potential opportunity will last. 

  

 

 
Source: GSAM  
3 Thomson Reuters MMD. 
4 Barclays. As of 5-11-2020. Goldman Sachs does not provide accounting, tax or legal advice. The economic and market forecasts presented herein are for informational purposes as of 

the date of this presentation. There can be no assurance that the forecasts will be achieved.  Please see additional disclosures at the end of this presentation. Past performance does 
not guarantee future results, which may vary. 
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Risk Considerations 
Investments in fixed-income securities are subject to credit and interest rate risks. Bond prices fluctuate inversely to changes in interest rates. Therefore, a general rise in interest rates 
can result in the decline of the bond's price. Credit risk is the risk that an issuer will default on payments of interest and principal.  All fixed income investments may be worth less than 
their original cost upon redemption or maturity. 

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 
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. 

Credit quality rating assesses the financial ability of a debt issuer to make timely payments of principal and interest. Ratings of AAA (the highest), AA, A, and BBB are investment-grade 
quality. Ratings of BB, B, CCC, CC, C and D (the lowest) are considered below investment grade, speculative grade, or junk bonds. 

High-yield, lower-rated securities involve greater price volatility and present greater credit risks than higher-rated fixed income securities. 

Bloomberg Barclays Municipal Bond Index: Is a market-value-weighted index for the long-term tax-exempt bond market. To be included in the index, bonds must have a minimum 
credit rating of Baa. They must have an outstanding par value of at least $7 million and be issued as part of a transaction of at least $75 million. The bonds must be fixed rate, have a 
dated-date after December 31, 1990, and must be at least one year from their maturity date. 

Bloomberg Barclays High Yield Municipal Bond Index: Is an unmanaged index made up of bonds that are non-investment grade, unrated, or rated below Ba1 by Moody's Investors 
Service with a remaining maturity of at least one year. 

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as applicable, but do not reflect the deduction of any fees or expenses which would 
reduce returns. Investors cannot invest directly in indices. 

References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided for your information only and do not imply that the 
portfolio will achieve similar results. The index composition may not reflect the manner in which a portfolio is constructed. While an adviser seeks to design a portfolio which reflects 
appropriate risk and return features, portfolio characteristics may deviate from those of the benchmark. 

The indices referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that the Investment Manager believes, in part 
based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader market described herein. 

We undertake no obligation to update or revise publicly any statements, whether as a result of new information, future events or otherwise, except as required by law 

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness.  We have relied upon and assumed 
without independent verification, the accuracy and completeness of all information available from public sources. 

Valuation levels for the assets listed in the Account statements and other documents containing prices reflect GSAM’s good faith effort to ascertain fair market levels (including accrued 
income, if any) for all positions. The valuation information is believed by GSAM to be reliable for round lot sizes. The prices are indicative only of the assumed fair value of the positions 
on the relevant date. These valuation levels may not be realized by the Account upon liquidation. Market conditions and transaction size will affect liquidity and price received upon 
liquidation. Current exchange rates will be applied in valuing positions in foreign currency.  

For portfolio valuation purposes it is the responsibility of the custodian, administrator or such other third party appointed by the client, to obtain accurate and reliable information 
concerning the valuation of any securities including derivative instruments which are comprised in the portfolio. The information that GSAM provides should not be deemed the official 
pricing and valuation for the Account. GSAM is not obligated to provide pricing information to satisfy any regulatory, tax or accounting requirements to which the Client may be subject. 

Goldman Sachs does not provide legal, tax or accounting advice, unless explicitly agreed between you and Goldman Sachs (generally through certain services offered only to clients of 
Private Wealth Management). Any statement contained in this presentation concerning U.S. tax matters is not intended or written to be used and cannot be used for the purpose of 
avoiding penalties imposed on the relevant taxpayer.  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 DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO W HOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO. 

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 material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. This material is not intended 
to be used as a general guide to investing, or as a source of any specific investment recommendations, and makes no implied or express recommendations concerning the manner in 
which any client’s account should or would be handled, as appropriate investment strategies depend upon the client’s investment objectives. 

This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any securities. 

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. 
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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.  Case studies and examples are for illustrative purposes only. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as 
of 5-11-2020 and may be subject to change, they should not be construed as investment advice. 

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. 

Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an 
employee, officer, director, or authorized agent of the recipient. 

© 2020 Goldman Sachs. All rights reserved. 203861-OTU-1194730 


