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Municipals in 2021: The Sun Also Rises

We see three key themes to watch in the new year. 

Some echo themes highlighted in 2020 that remain relevant 

today. Each may unlock income opportunities for municipal 

bond investors in 2021.

2021 Muni Outlook

Supply Surge: Use It to Your Advantage

Investors may get the chance to maximize after-tax yields.

1

Status Quo or No? Eye on Fiscal Policy

New administration. New priorities. New policies? 

2

Taking Credit in 2021

Selective exposure to credit may yield opportunities.

3
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The Sun Also Rises

The Covid-19 pandemic made 2020 a year like no other. But the municipal 

bond market largely weathered the storm. Investors endured unprecedented 

volatility early in the year, followed by a rapid rebound. 

Three themes drove municipal performance:

 A developing opportunity set – Taxable municipal issuance created 

after-tax income opportunities for flexible municipal managers.

 Selectivity within credits – High-yield muni spreads narrowed in early 

2020, creating opportunities in medium-grade municipals. After a volatile 

spring, managers were able to add exposure in underperforming sectors. 

 US presidential election – A changing of the guard at the White House 

and speculation about potential policy change created little market 

disruption.

Where does this leave us in 2021, and how should investors position their 

municipal bond portfolios?

We see three themes investors should keep an eye on in 2021:

 Supply Surge: Use It to Your Advantage

 Status Quo or No? Eye on Fiscal Policy

 Taking Credit in 2021

Key Considerations

v If Treasury yields remain at or near historically low levels, we will 
likely see taxable munis comprise a large portion of total municipal 
supply again in 2021. Similar to 2020, we believe this shift in the 
composition of municipal issuance allows for compelling relative 
value opportunities for disciplined and active muni investors. 

–Scott Diamond, Co-Head GSAM Municipal Fixed Income

Policy changes under a new administration have the potential to 
lead to increased interest rate volatility in 2021. Investors are 
encouraged to continue to evaluate duration risk within portfolios, 
and for some, this may mean considering a flexible, actively 
managed approach that is ready to take advantage of opportunities 
across the yield curve. 

–Sylvia Yeh, Co-Head GSAM Municipal Fixed Income

Strong revenue growth prior to the pandemic provided an 
important anchor that helped municipalities persevere through the 
difficult April-June period. If the US economy continues to return 
to normal trends, municipal credit should broadly benefit. Credit 
selection will always be paramount given the idiosyncratic nature 
of the municipal market. 

–David Alter, Head of GSAM Municipal Research
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INVESTMENT THEMES

Supply Surge: Use it to Your Advantage

2020 in Review
The muni market absorbed an unparalleled $500 billion in new issue supply in 2020, and 
market participants are forecasting another record year in 2021. While investors may be 
wary of the new issue calendar’s impact on technical factors, we think those who use a 
dynamic approach to pivot between tax-exempt and taxable municipal securities may 
discover opportunities to maximize after-tax yields. In particular, below-average tax-
exempt municipal supply coupled with the continued increase in taxable municipal 
supply should create an investing environment ripe for toggling between the two 
supply streams while optimizing for after-tax yields and returns.

Taxable Municipal Issuance
The exponential growth in taxable municipal issuance can be traced back to the 2017 
Tax Cuts and Jobs Act (TCJA), which continues to affect the overall municipal market. 
This legislation eliminated tax-exempt advance refundings, which had been a key 
refinancing tool for municipalities. That prompted many issuers to tap the taxable 
municipal market instead at a time when Treasury yields—and, by extension municipal 
financing costs—were low. Before the TCJA, taxable issuance generally accounted for 
well under 10% of overall municipal issuance. That began to change in 2019, and in 
2020, taxable issuance made up one-third of the overall municipal supply making last 
year a record year in primary market volumes. 

With Treasury yields expected to stay at low absolute levels in 2021, municipal 
issuance is projected to look a lot like it did in 2020, with supply driven by a continued 
surge in taxable issuance. This means more than a third ($190 billion) of total municipal 
supply is expected to be in taxable form, which is greater than twice the five-year 
volume average and four times more than the annual average prior to 2019 (Exhibit 1). 
This unprecedented surge is expected to grow taxable municipal debt outstanding to 
about $800 billion by the end of 2021¹.

Tax-Exempt Municipal Issuance
Tax-exempt supply, on the other hand, is expected to be closer to $335 billion, below its 
five-year average (Exhibit 2). Longer-term, there is sizeable potential for more refinancing 

issuance that may reduce future outstanding tax-exempt debt. These diverging supply 
patterns should create active opportunities where one portion of the overall municipal 
market may be more attractive than the other and vice versa throughout 2021. In what is 
expected to be a challenging yield environment in 2021, this potential yield pick-up may 
prove to be a significant portion of an investor’s portfolio.

Investors may get the chance—again—to maximize after-tax yields.

¹ Source: Barclays Research. November 10th, 2020.

Exhibit 1: Taxable Muni Bonds are Expected to Issue at Record Levels and 
Outpace Tax-Exempt Muni Issuance

Exhibit 2: Meanwhile, Tax-Exempt Supply is Expected to Come in Below 
Five-Year Average Volume Issuance
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of JPMorgan forecasts. As of December 31, 2020.
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Status Quo or No?: Eye on Fiscal Policy

The new year brings a new US administration and should provide some early clues 
about whether we’ll see a meaningful policy shift. With Democrats in control of the 
White House and Congress, most investors will be closely watching for any shifts in 
areas such as tax and healthcare. We think it’s also important to keep an eye out for 
possible changes that others may be overlooking. One recent example is the 
elimination of tax-exempt advance refundings under the 2017 Tax Cuts and Jobs Act. 
As noted earlier, this led to a sharp increase in taxable supply in 2019 and 2020 and 
reduced new tax-exempt issuance. In 2021, there are a few possible policy scenarios 
that we think municipal investors should be paying close attention to. 

Positive Market Impacts
Increased Tax Rates
All else being equal, a rise in taxes for either individuals or corporations should enhance 
the appeal of holding tax-exempt municipal bonds, which would be a positive for this 
sector of the market. We have witnessed a shift in holders of municipal bonds over the 
years (Exhibit 3). 

Dealer holdings have consistently declined while holdings by individual investors (as 
indicated by SMA, ETF and mutual fund flows) remain steady. Bank and insurance 
companies have selectively increased their positions since tax reform and an increase 
in the corporate tax rate may prompt traditional institutional and crossover muni 
investors to enter the tax-exempt market sooner during periods of stress, potentially 
decreasing market volatility and offsetting retail outflows.

Additional Fiscal Stimulus
While 2020 has featured various forms of fiscal stimulus that have been supportive of 
many municipal credit sectors, the continued economic impact of Covid-19 on the US 
has led to calls for additional and more expansive stimulus from the incoming Biden 
administration. Although municipal credit on the whole has been resilient over this past 
year, additional fiscal stimulus has the potential to be a strong tailwind for the market 
and could lead to tighter credit spreads if the economy continues to recover.

Negative Market Impacts
Tax-Exemption Benefit Cap 
In the past, there have been proposals aimed at capping the benefit of holding tax-
exempts at 28%. The impact of such a policy would likely lead to a rise in tax-exempt 
yields relative to other asset classes (muni to Treasury ratios would move higher), as 
the after-tax benefit to holding tax-exempt munis would decrease.

Removal of the SALT Deduction Cap
As part of the Tax Cut and Jobs Act, the benefit on the state and local tax deduction 
(SALT) was capped at $10,000. The impact was a compression of credit spreads in high 
tax states like California and New York in particular. Thus the potential removal of this 
$10k cap as has been discussed, could pressure spreads for credits within these states. 

Uncertain Market Impact
Infrastructure Bill
Infrastructure investment has generated some bipartisan support, but progress has 
been minimal. The municipal market has the potential to play a key role in infrastructure 
reform, which could influence future tax-exempt and taxable supply.

New administration, New priorities. New policies? 

Exhibit 3: As Broker-Dealer Participation Has Declined Over the Years, 
Other Investor Groups Have Steadily Increased Their Muni Bond Holdings
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Taking Credit in 2021

State and local revenues generally fared better than expected during the most 
impacted quarter in fiscal 2020 and for the year overall. For the second quarter ended 
June 30, revenues were down a manageable 4.4%. While states and local 
governments benefitted from the CARES Act, we also believe the majority of 
municipalities were well positioned even without the additional federal stimulus. The 
Federal Reserve’s Municipal Liquidity Facility (MLF) may have shored up confidence 
in the muni market, but only two issuers actually used it, illustrating the stability of 
high-grade municipal bonds. 

As of the third-quarter of 2020, revenue numbers were 3.2% higher than they were 
during the same quarter in 2019 (Exhibit 3). We expect those revenues to continue to 
drift back to normal. Goldman Sachs Chief Economist Jan Hatzius expects 5.9% US 
GDP growth in 2021 and historically data suggests that state and local revenue tends 
to be closely correlated with US GDP growth (Exhibit 4). That bodes well for 
municipal credit broadly; even in the darkest days of the pandemic, municipal ratings 
volatility was limited, and we expect further credit strengthening in 2021.

We do not anticipate a significant rise in high-yield municipal defaults either, as most 
issuers were not directly affected by Covid-19. Some issuers, however, in sectors 
such as retail sales, proton therapy and waste disposal/recycling that were under 
stress before the pandemic hit will likely remain so. Some project finance issuance, 
boosted by the low-rate environment in recent years, may also struggle as they reach 
the critical final development and start-up stages. On a positive note, healthcare, 
small university and student housing sectors may start to improve as Covid-19 
vaccines are more readily available. 

Overall, we see opportunities across the credit spectrum that may improve portfolio 
yields. However, research is key. Credit quality varies widely across issuers, and 
some segments of the market are highly idiosyncratic. Determining the risk/reward 
tradeoff requires careful credit analysis.

Selective exposure to mid-grade and high-yield municipal credit may yield opportunities.

Exhibit 4: State and Local Tax Receipts Are Expected to Normalize as the 
Economy Recovers

Exhibit 5: State and Local Tax Receipts are Highly Correlated to US 
GDP Growth

Source: GSAM, Bureau of Economic Analysis. Quarterly data. As of September 30, 2020.

Source: GSAM, Bureau of Economic Analysis. Annual data. As of December 31, 2019.
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Tenured. Agile. Disciplined.
Decades of experience equips a dedicated team to make 
informed investment decisions in the complex municipal 
bond market.

GSAM.com/Munis

Source: GSAM.

The Strategy for 2021:
Be Flexible, and Stay Active

The municipal bond market showed its resilience last year, and we 

expect that to continue in 2021, particularly as the US economy recovers. 

Another year of heavy supply—much of it taxable—and the potential for 

policy changes could create opportunity, and we think active managers 

who can be flexible and selective are best positioned to navigate the twists 

and turns that may lie ahead and to seize opportunities to boost income 

in a today’s low-yield environment.

Supply Surge

Taxable muni issuance
may unlock new after-tax 
opportunities but increase 

scarcity of attractive 
tax-exempt municipals.

Municipal Credit

Economic recovery should 
create opportunities in 

sectors hurt by Covid-19, 
but selectivity is key, 

particularly with regard to 
project-finance related deals.

Eye on Fiscal Policy

Policy may be front and 
center in 2021, with 
stimulus for states, 
tax rates and even 

infrastructure spending 
potentially on the agenda.



7

2021 MUNI OUTLOOK

GOLDMAN SACHS ASSET MANAGEMENT

Disclosures

The views expressed herein are as of January 13, 2021 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.

Glossary of terms
Volatility is the manner in which the price of an investment moves up and down. If prices fluctuate dramatically over a 

short period of time, a market is said to be highly volatile. Price/earnings (PE) ration is a gauge of how expensive a 

stock is. The higher the P/E ratio, the more the market is willing to pay for each pound of annual earnings. A bond with 

a credit rating of BBB or above from an independent rating service such as Standard and Poor’s. Drawdown is the 

peak-to-trough decline during a specific recorded period of an investment security. Tail risk arises when the possibility 

that an investment will move more than three standard deviations from the mean is greater than what is shown by a 

normal distribution. Bull market is a term used to describe a market in which prices are rising or expected to rise. G10, 

or Group of Ten, is a group of eleven industrial countries which co-operate on economic matters. Over-levered is a term 

used to describe a company which has taken on too much debt.

Municipal Securities are subject to credit/default risk, interest rate risk and certain additional risks. High-yield, lower-

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

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 in 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). 

All investments involve risk including possible loss of principal. Individual asset classes involve unique risks. Bonds and 

fixed income investing are subject to interest rate risk. When interest rates rise, bond prices fall. Equity securities are 

more volatile than bonds and greater risks. Small cap company stocks involve greater risks than those customarily 

associated with larger companies. International securities entail special risks such as currency, political, economic, and 

market risks. These risks are heightened in emerging markets securities which may be less liquid and more volatile. 

These risks should be fully evaluated before making an investment decision.

THESE MATERIALS ARE PROVIDED SOLELY ON THE BASIS THAT THEY WILL NOT CONSTITUTE INVESTMENT ADVICE 

AND WILL NOT FORM A PRIMARY BASIS FOR ANY PERSON'S OR PLAN'S INVESTMENT DECISIONS, AND GOLDMAN 

SACHS IS NOT A FIDUCIARY WITH RESPECT TO ANY PERSON OR PLAN BY REASON OF PROVIDING THE MATERIAL 

OR CONTENT HEREIN. PLAN FIDUCIARIES SHOULD CONSIDER THEIR OWN CIRCUMSTANCES IN ASSESSING ANY 

POTENTIAL INVESTMENT COURSE OF ACTION.

Goldman Sachs and Co. LLC., member FINRA.

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. 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. 

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.

The Global Industry Classification Standard (GICS) was developed by and is the exclusive property and a service mark of 

Morgan Stanley Capital International Inc. (MSCI) and Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. 

(S&P) and is licensed for use by Goldman Sachs. Neither MSCI, S&P nor any other party involved in making or compiling 

the GICS or any GICS classifications makes any express or implied warranties or representations with respect to such 

standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim

all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to 

any of such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their 

affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any

direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the 

possibility of such damages.

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. 

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.
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Disclosures

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 are subject to high levels of uncertainty that may 

affect actual outcomes. 

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 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.

© 2021 Goldman Sachs. All rights reserved. Date of first use: January 8, 2021. 226237-OTU-1327597.
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