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Potential Benefits to Intermediate Duration 
Despite today’s “lower for longer” interest rate environment, we think intermediate duration municipal bonds may 
make sense for investors looking to earn tax-efficient income and diversify their equity exposure while still focusing on 
principal preservation. Extending duration—the interest rate sensitivity of a bond—can increase interest rate risk, and 
investors should be aware of this whenever they move into longer duration securities. Still, we think the income 
potential these securities offer may be worth considering. 

Income 
Assuming the yield curve is upward sloping, incremental increases in duration risk may deliver higher purchase yields 
and thus additional income. By increasing duration, portfolio managers will have the opportunity to move further out 
the yield curve as bonds mature, taking advantage of a rising rate environment. 

As purchase yields rise, the tax-exemption becomes more valuable, almost doubling for every 1 bp increase, since 
the tax equivalent yield (TEY) may be grossed up by the top federal rate of 40.80%. Additional state taxes may 
increase the TEY. 

For illustrative purposes, current approximate normalized incomes by duration target are shown in Exhibit 1 with 
potential income rising commensurate with volatility. 

EXHIBIT 1: HYPOTHETICAL INCOME DIFFERENTIAL BETWEEN FIXED INCOME AND BANK DEPOSITS1 

Duration  Yield Tax Equivalent Yield (TEY) Income 

Bank Deposit 0.06% 0.06% 6,000 

2 0.20% 0.34% 20,000 

4 0.40% 0.68% 40,000 

Tax Aware (4.5) 0.87% 1.47% 87,000 

Dynamic (Intermediate) 1.25% 2.11% 125,000 

Assumes $10mm invested at Bank Deposit rate of 6bps (as of 04/23/2021) versus the hypothetical income from investing in various GS Municipal portfolios. 
Portfolio approx. yields over 1 year. Note: Municipal portfolios, Tax Aware, Dynamic and BDA all have different risk profiles.  
Source: GSAM as of 4/23/2021. 

 
 

 

 
 

1 This hypothetical analysis is for discussion purposes only and no representation is being made that a client would achieve these returns. Reported income numbers are gross, and do 
not reflect any management fee. “Intermediate Duration” is defined as an overall portfolio duration of approximately 4 years with maturity exposure out to 10 years on the curve. Bank 
Deposit income is assumed to fully taxable. 
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Index Performance 
Throughout periods of rising rates, intermediate municipals have historically outperformed cash and various Treasury 
indices when looked at over multi-year timeframes. 

■ The Managed Money Short/Intermediate Index, with a duration of approximately 4.5 years, performed well during 
many of these periods, and has consistently outperformed its shorter duration counterpart over the past decade, a 
period of time that saw many market dislocations. 

■ From a breakeven standpoint, AAA Municipals currently have about 25bps of protection against negative returns in 
the 8-10-year space over a 1-year period due to a combination of both carry and roll. 

■ Due to the roll-down component of fixed income, as the maturity of a bond decreases year-over-year, so will the 
yield, helping to offset somewhat the decline in price. As the curve steepens, this becomes more prevalent, 
creating greater protection from negative performance. When combined with the income, or carry, of the bond, 
these factors provide a cushion against a rise in nominal rates. 

EXHIBIT 2: ANNUALIZED RETURNS 

 
Source: Barclays as of 4/23/2021. 

Summary 

With investment grade bond yields at near historical lows, few investors are expecting bond-yields to add to overall 
investment performance in the near term. Even so, we think investment grade municipal bonds should still play an 
integral role in a long-term asset allocation. In our view, core asset classes should remain a fundamental part of an 
asset allocation throughout changing market cycles. Municipal bonds provide a pick-up in income over cash and 
properly structured intermediate duration portfolios have historically outperformed shorter duration strategies. Only in 
recent periods of rising rates have they underperformed slightly, and that’s before accounting for tax-adjusted 
income. After all, it’s not what you earn, it’s what you keep that counts. 
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Glossary 
Bloomberg Barclays US Investment Grade Corporate Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes USD-denominated securities 
publicly issued by US and non-US industrial, utility and financial issuers. 
Corporate bonds are debt securities issued by publicly held corporations to raise money for expansion or other business needs. 
Credit quality rating assesses the financial ability of a debt issuer to make timely payments of principal and interest. Typically, ratings are expressed as letter grades that range, for 
example, from ‘AAA’ to ‘D’ to communicate the rating agency’s opinion of relative level of credit risk. 
Drawdown is the maximum peak-to-trough decline between high-water marks (the highest peak in value that an investment reaches). 
Fallen angels are bonds that were previously given an investment-grade rating but have since been downgraded to below investment-grade (high yield) status. 
Par amount is the principal amount of a bond or note due at maturity. Also known as par value. 
 
General Disclosures 
Targets are subject to change and are current as of the date of this presentation. Targets are objectives and do not provide any assurance as to future results.  
Tax assumptions: Federal Marginal Rate of 37% and Affordable Care Act Tax of 3.8% for a total of 40.8%. Tax rate may not apply to you. No guarantee municipal income will not be taxed. 
Central Muni portfolios are customized, not managed to an Index and no guarantee your portfolio would have similar results. Indices are unmanaged/ do not include fees and other costs.  
These examples are for illustrative purposes only and are not actual results. If any assumptions used do not prove to be true, results may vary substantially.  
Diversification does not protect an investor from market risk and does not ensure a profit. Past correlations are not indicative of future correlations, which may vary.  
There is no guarantee that these objectives will be met.  
Goldman Sachs does not provide accounting, tax or legal advice.  
Please see additional disclosures at the end of this presentation.  
Past performance does not guarantee future results, which may vary. 
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 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. 
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. 
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. 
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. 
Investment Risks. Risks vary by the type of investment. For example, investments that involve futures, equity swaps, and other derivatives, as well as non-investment grade securities, 
give rise to substantial risk and are not available to or suitable for all investors. Additional information regarding risks may be available in the materials provided in connection with specific 
investments. You should not enter into a transaction or make an investment unless you understand the terms of the transaction or investment and the nature and extent of the associated 
risks. You should also be satisfied that the investment is appropriate for you in light of your circumstances and financial condition.  
Simulated Performance 
Simulated performance is hypothetical and may not take into account material economic and market factors, such as liquidity constraints, that would impact the adviser’s actual decision-
making. Simulated results are achieved by retroactively applying a model with the benefit of hindsight. The results reflect the reinvestment of dividends and other earnings, but do not 
reflect fees, transaction costs, and other expenses a client would have to pay, which would reduce returns. Actual results will vary.  
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 the date of this presentation and may be subject to change, they should not be construed as investment advice. 
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.  
Strategy Risks Profiles 
• Bank Deposit (BDA)- cash equivalent. 
• 2 and 4 YR Duration- average credit quality AA-, minimum rating at time of purchase A3/A-. 
• Tax Aware- optimization of corporates and municipals based off of individual tax rates; overall minimum A3/A- rating with potential BBB exposure in corporate space. 
• Dynamic SMA- combination of traditional SMA and Dynamic Completion Fund; Completion Fund can have exposure to below investment grade and/or non-rated positions while 

SMA will have AA- overall credit rating. 
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Index Benchmarks 
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. 
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. The exclusion of “failed” or closed hedge funds 
may mean that each index overstates the performance of hedge funds generally. 
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. 
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.  

Index Name Summary Duration 
Managed Money Short (1-5)  Aa3/AA- or higher, all fixed rate, excludes AMT, Hospitals, Tobacco, Airlines 2.84 
Bloomberg Barclays 1-10 Blend Baa3/BBB or higher, all fixed rate 3.99 
Managed Money Short/Intermediate (1-10)  Aa3/AA- or higher, all fixed rate, excludes AMT, Hospitals, Tobacco, Airlines 4.54 
1-5 Yr US Treasury Index Baa3/BBB- or higher, all fixed rate, public obligations of the U.S. Treasury with a maturity from 1 up to (but not including) 5 years 2.70 
5-7 Yr US Treasury Index Baa3/BBB- or higher, all fixed rate, public obligations of the U.S. Treasury with a maturity from 5 up to (but not including) 7 years 5.56 
7-10 Yr US Treasury Index Baa3/BBB- or higher, all fixed rate, public obligations of the U.S. Treasury) with a maturity from 7 up to (but not including) 10 years 7.58 

 
Illustrative Portfolio Summary Statistics on page 1 Portfolio Summary Statistics are generated by aggregating portfolio data of existing accounts in the Strategy that meet specific 
criteria and provided for discussion purposes only. Your actual portfolio may look significantly different based on your specific objectives, client guidelines, and tax preferences. Additional 
information is available from your PWA regarding Portfolio Summary Statistics from page 1; For more information on the Centrally Managed Municipal Bond Strategies, please see the 
Part 2 of the ADV.  
For an account to be included in the statistics as a National portfolio, the criteria included: Active account in the specific strategy as of June 21, 2019 Date, Minimum of $1mil 
market value. 70% of the market value of the municipal bonds cannot be in one state. 
Regarding the Summary Statistics  
Target Duration may differ from the actual average weighted average portfolio duration or portfolio rating. 
Yield To Worst used in the chart is for discussion purposes only and not a guarantee of any kind. Yields fluctuate and can go up as well as down. Yield to Worst is a point in time 
calculation and not a guarantee of actual return a client would experience.  
The Taxable Equivalent yield is an estimate of after tax yields based on Federal Marginal Rate of 37% and Affordable Care Act Tax of 3.8% for a total federal tax assumption of 40.8%, 
and not indicative of any client’s specific tax rate. GS does not provide tax advice, except if explicitly agreed between you and Goldman Sachs, and recommends that clients seek tax 
counsel for their particular circumstances.  
Notes We assume that no bonds under consideration have already been called. All calculations for municipal bonds ignore sinking funds. For pre-refunded bonds, the final maturity date 
in the Market Value By Maturity Year chart is assumed to be the pre-refund date. Pre-refunded bonds are assumed to have the same rating as US Treasuries. All calculations are based 
on mathematical methodologies. Sources: Bloomberg, Reuters, ICE, Barclays live and Goldman Sachs.  
Market Yield To Worst -- When determining yield to worst for non-emerging market bonds, the yield of the bond is calculated for each of the redemption options ’to maturity’, ’to pre-
refund’, ’to next call’, ’to par call’, ’to next put’, and ’to mandatory put’, if applicable. Yield to worst assumes issuers will redeem when yields are lowest and holders will redeem when 
yields are highest, when possible. Rate Duration – Rate Duration is a measure of a product’s sensitivity to interest rate changes. Rate Duration is the Option Adjusted Rate Duration if 
Option Adjusted Rate Duration is calculated, otherwise it is the Rate Duration To Worst.  
 
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. 
© 2021 Goldman Sachs. All rights reserved. Compliance Code : 239539-OTU-1403320 
 


