
Riding the Storm Out Market Know-How 2020: Edition 2 | 1

Left Section Notes: As of March 31, 2020. ‘MMD/Treasury Ratios’ refers to the yield of AAA-rated municipal bonds versus US Treasury bonds of the same maturity. Right Section Notes: As of March 31, 2020. The marginal tax rate for California 
consists of a 12.3% state income tax and a 1.0% tax related to the Mental Health Services Act applied to individuals with more than $1 million in annual income. ‘Muni Agg’ refers to the Bloomberg Barclays Municipal Bond Index. ‘HY Muni’ refers to 
the Bloomberg Barclays High Yield Municipal Bond Index. ‘CA Muni’ refers to the Bloomberg Barclays California Municipal Bonds Index. 'Tax-equivalent yield' refers to the yield required on a taxable investment to equal the return on a tax-exempt 
municipal investment. Volatility is the annualized standard deviation of monthly returns from 1997 to 2020. Tax-equivalent yield and volatility are portfolio weighted averages of index data. These illustrative results do not reflect any GSAM product and 
are being shown for informational purposes only. No representation is made that an investor will achieve results similar to those shown. The performance results are based on historical performance of the indices used. The result will vary based on 
market conditions and your allocation. 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. Please see additional closures at the end of this 
document. Past performance does not guarantee future results, which may vary. 

A blend of options. Diversification across 
geography and credit may boost yield or 
reduce volatility.

Source: Bloomberg and GSAM.

Short-term dislocation may present 
opportunities. Municipal bonds trade at 
attractive historic valuations.

Short-term dislocation in the municipal (muni) market driven by the 
COVID-19 sell-off may present potential opportunities for muni 
investors. The muni-Treasury ratio normally trades below 100% 
across the curve. In March, we saw ratios hit a 15-year high, indicating 
that munis have been trading significantly cheaper than Treasuries. 
Resilient fundamentals and attractive yield pickup may make munis 
increasingly rewarding versus Treasuries in today’s low rate 
environment.

Investors can unlock the power of diversification in muni portfolios 
through national and credit exposure. There are an abundance of 
opportunities to boost risk-adjusted tax-equivalent yield by broadening 
muni exposure, in our view. This holds true even in a portfolio specific 
to a high-tax state such as California, where there are plentiful ways to 
enhance yield or reduce volatility by diversifying nationally across 
geography, sector, and credit quality. 

Source: Bloomberg Barclays and GSAM.

Technical Dislocation National Diversification May Add Ample Possibilities
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Glossary

The Bloomberg Barclays Municipal Bond Index covers the USD-denominated long-term tax-exempted bond market, including state and local general obligation bonds, revenue bonds, insured bonds, and prerefunded bonds. 

The Bloomberg Barclays 3 Year Municipal Bond Index consists of a broad selection of investment grade general obligation and revenue bonds of maturities ranging from two to four years. 

The Bloomberg Barclays California Municipal Bond Index is a market capitalization weighted index of California investment grade bonds with maturities of one year or more.

The Bloomberg Barclays High Yield Municipal Bond Index covers the high yield portion of the USD-denominated long-term tax exempt bond market. The index has four main sectors: state and local general obligation bonds, revenue bonds, 
insured bonds, and pre-refunded bonds.

The US Treasury Bond is a debt obligation backed by the United States government and its interest payments are exempt from state and local taxes. However, interest payments are not exempt from federal taxes.

MMD refers to the Thomson Reuters Municipal Market Data AAA Curve, which is a proprietary yield curve that provides the offer-side of AAA-rated state general obligation bonds.

Yield refers to the earnings generated and realized on an investment over a particular period of time.

Risk Disclosures

Although Treasuries are considered free from credit risk, they are subject to interest rate risk, which may cause the underlying value of the security to fluctuate.

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). 

There may be additional risks that are not currently foreseen or considered. 

Risk Disclosures
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Page 1 Right Section Notes: The illustrative muni portfolios represent all unique long-only combinations of portfolios, in 5% allocation increments, to various municipal bond indices. ‘Illustrative portfolios with Muni Agg, HY Muni’ refers to all 
portfolios with at least 50% allocated to Muni Agg (Bloomberg Barclays Municipal Aggregate Bond Index), with the remainder in HY Muni (Bloomberg Barclays Municipal High Yield Bond Index). ‘Illustrative portfolios with Muni Agg, HY Muni, CA 
Muni’ has at least 50% allocated to CA Muni (Bloomberg Barclays California Municipal Bond Index), with the remainder in HY Muni and Muni Agg.

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 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. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this document 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. 

The opinions expressed in this paper are those of the authors, and not necessarily of GSAM. The investments and returns discussed in this paper do not represent any Goldman Sachs product.

This paper makes no implied or express recommendations concerning how a client's account should be managed and is not intended to be used as a general guide to investing or as a source of any specific investment recommendations. 

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. 

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 document and may be subject to change, they 
should not be construed as investment advice. 

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 
document 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.

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.

Goldman Sachs & Co. LLC, member FINRA.

© 2020 Goldman Sachs. All rights reserved.

Date of first use: May 1, 2020. 202733-OTU-1187890.
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