
FOR FINANCIAL INTERMEDIARIES USE ONLY - NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC

Municipal Bonds Goldman Sachs Asset Management 1

Municipal Bonds
June 2023

BUSTING MYTHS ABOUT MUNIS
In 1913, President Woodrow Wilson irrevocably changed lives when he signed the 16th Amendment to the US 
Constitution into law

exemption on income taxes for the interest component proved to be essential to making munis a fundamental portion 
of the US financial markets, with nearly $4 trillion in market cap.

Over the last half century or so, the market has accelerated, providing funding opportunities for various municipalities 
including states, cities, counties, schools, and other governmental entities to borrow. Importantly, with minor 
exceptions, these borrowings have mostly been used to finance capital projects like parks, schools, bridges, 
highways and/or water and sewer systems. Unlike borrowing in the corporate space, states and local governments 
typically do not borrow to balance budgets, as most have a requirement that budgets be balanced from recurring 
revenue. Bond investors receive the promise of regular interest payments and return of principal, or original 
investment, at maturity.

Many investors may have questions or misconceptions about munis, and by understanding common myths and the 
reality behind them, you can help uncover potential opportunities in the muni market.
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Myth: Municipal Credit Risk is Similar to Corporate Credit Risk 

Like all investments, municipal bonds carry some degree of risk. If an issuer defaults, the investor may lose some, or 
all, of the principal value of the bond. While some state and local governments face challenges to their budgets and 
financial health, the muni market is well-diversified and historically, muni default risk is low compared to that of 
corporate bonds (Exhibit 1, by grade). The average ten-year cumulative default from 1970-

credits only, those statistics become 0.09% and 2.17% for municipals and corporates, respectively.1

Three pillars of strength support our confidence in the asset class: 

 Diverse revenue sources have historically provided financial cushion  

 Federal support expands meaningfully during times of historical dislocation 

 Budgetary discipline to historically raise tax revenues and to cut expenses 

Most recently, many municipalities received federal aid during the COVID-19 pandemic and entered 2023 with 
healthy balance sheets. If the economy does dip into a recession, we believe municipalities will power through on 
the back of those strong reserves, conservative budgeting, and diverse revenue streams. 

Exhibit 1: Municipal Default Rates are Historically Low Compared to Corporates (1970-2021)

 

Source:  
 

1 Moody's and Goldman Sachs Asset Management as of May 31, 2023. Any reference to a specific company or security does not constitute a 
recommendation to buy, sell, hold, or directly invest in the company or its securities. Past performance does not guarantee future results, which 
may vary. Goldman Sachs does not provide accounting, tax or legal advice. Please see additional disclosures at the end of this document. 
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Myth: Municipal Debt Returns Are Not Consistent 

Historically, munis have produced positive returns. Since 1980, over rolling 3-year periods, investment grade munis 
have only experienced negative returns 2% of the time (Exhibit 2). While munis have had a limited number of years 
with negative performance, historically, the asset class tends to bounce back with positive returns in the following 
year. This theme has held true so far this year, as munis have posted positive returns in Q1 of 2023.

Exhibit 2: Muni Have Delivered Strong Returns Over Time 

 

Source: Morningstar and Goldman Sachs Asset Management as of May 31, 2023. Investment Grade Munis refers to the Bloomberg 
Municipal Bond Index. Past performance does not guarantee future results, which may vary. 
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Myth: High Yield Municipals in Particular Are High Risk Investments 

High yield municipals have the potential to offer an appealing level of income by taking both credit and duration risk. 
High yield bonds tend to be a longer duration asset class than its high-grade brethren. However, when compared with 
high yield corporates the default experience has been materially lower with the added benefit of lower correlation to 
the equity market (Exhibit 3). Past correlations are not indicative of future correlations, which may vary. 

High yield municipals are issued for a variety of purposes, and from a variety of issuers. While high yield municipals 
bonds are often issued as non-rated or below investment grade, issuance historically came from project finance (a 
variety of highly speculative, unique credits such as megamalls, waste-to-burn energy facilities and start-up sports 
complexes), health care, corporate and land secured housing (bonds backed by assessments and related to 
commercial or residential development) issuing entities.  

High yield municipal bonds tend to be longer duration instruments and are driven by many idiosyncratic factors
making credit research paramount when evaluating issues across the market. 

In all, municipal credit even high yield municipal credit has proven resilient. Default activity in the market has 
remained historically low versus corporates as we mentioned earlier. When the market has experienced disruption, 
time has healed, and many investors have benefited. These periods of disruption have generally been potential entry 
points for long-term investors. 

Exhibit 3: Munis Have Historically Offered Low Correlation to the Equity Market 

 

Source: Goldman Sachs Asset Management, Morningstar, Barclays Live as of May 31, 2023. The Bloomberg Municipal Bond Index 
is a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market. High Yield Municipal

-
one minus the current tax rate. A 35% tax rate was used to calculate tax-equivalent yield for current period. Past correlations are not 
indicative of future correlations, which may vary. Goldman Sachs does not provide accounting, tax or legal advice. Please see 
additional disclosures at the end of this document. Past performance does not predict future returns and does not guarantee 
future results, which may vary. 
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Myth: Munis Are Not Attractive Investments in Times of Rising Interest Rates. 

In 2022, with persistently high levels of inflation not seen in decades, the Federal Reserve (Fed) embarked on a 

historic monetary policy tightening campaign and pushed the Fed Funds Rate from 0.25% to 5.25%.2 

Like other fixed income assets, prices for munis are generally inversely related to interest rates. Investors spent much 
of 2022 watching their municipal portfolios suffer losses as AAA municipal yields rose multiple percentage points, and 
many sold munis at a historic pace. 

In 2023, we expect a higher and more normalized interest rate environment as the Fed keeps the Fed Funds rate 
elevated to combat high levels of inflation. As a result, municipal investors can earn meaningful tax-free income at 
current levels. Indeed, so far in 2023, munis have remained resilient amid market volatility largely due to a strong 
credit backdrop (Exhibit 4). 

Exhibit 4: Income is Plentiful Across the Bond Market 

 

Source: Goldman Sachs Asset Management, and Barclays Live as of May 31, 2023. Tax-Equivalent Yield shown for municipal 
yields which reflect the top tax bracket of 37% in addition to the Medicare surcharge tax of 3.8%. Past performance does not 
guarantee future results, which may vary. 

2 Federal Funds Rate target upper bound as of June 14, 2023. Source: Bloomberg. The economic and market forecasts presented herein are for 
informational purposes as of the date of this document. There can be no assurance that the forecasts will be achieved. Please see additional 
disclosures at the end of this document. Past performance does not guarantee future results, which may vary. 
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Myth: Munis Are More Volatile Than Other Fixed Income Asset Classes 

Munis have historically exhibited volatility in line with corporate bonds and lower volatility than emerging markets debt 
and equities (Exhibit 5). Given their recent elevated yields and historically low default rates, munis may be attractive 
to investors compared to other asset classes. 

Exhibit 5: Municipals Have Exhibited Lower Volatility Compared to Other Asset Classes 

 
Source: Morningstar and Goldman Sachs Asset Management as of May 31, 2023. Global Bonds refers to the Bloomberg Global 
Aggregate Bond Index, US Aggregate Bonds refers to the Bloomberg US Aggregate Index, Investment Grade Corporates refers to 
the Bloomberg US Corporate Bond Index, High Yield Corporates refers to the Bloomberg US Corporate High Yield Index, US 
Treasury Bonds refers to the Bloomberg US Treasury Index, Emerging Markets Debt Local refers to the JPM EMBI Global 
Diversified Index, Emerging Markets Debt refers to the JPM GBI-EM Global Diversified Index, Global Equities refers to the MSCI 
World Index, US Equities refers to the S&P 500 Index, High Yield Municipals refers to the Bloomberg High Yield Municipal Bond 
Index, Investment Grade Municipals refers to the Bloomberg Municipal Bond Index. 

As a measure of risk-adjusted return, the Sharpe Ratio can be another way to compare munis against other asset 
classes. Exhibit 6 shows that munis have either demonstrated higher or comparable risk-adjusted returns against 
other types of debt. A higher Sharpe ratio suggests an asset may have more attractive risk-adjusted returns. 
Standard Deviation is a statistical measure 

 



BUSTING MYTHS ABOUT MUNIS

FOR FINANCIAL INTERMEDIARIES USE ONLY - NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC 

Municipal Bonds Goldman Sachs Asset Management 7

Exhibit 6: Munis May Offer Attractive Risk-Adjusted Returns 

 
Source: Morningstar and Goldman Sachs Asset management as of May 31, 2023. Sharpe Ratio is calculated by taking the excess 
return of the fund versus the risk-free rate and dividing that result by the standard deviation of the fund over that same period. 
Global Bonds refers to the Bloomberg Global Aggregate Bond Index, US Aggregate Bonds refers to the Bloomberg US Aggregate 
Index, Investment Grade Corporates refers to the Bloomberg US Corporate Bond Index, High Yield Corporates refers to the 
Bloomberg US Corporate High Yield Index, US Treasury Bonds refers to the Bloomberg US Treasury Index, Emerging Markets Debt 
Local refers to the JPM EMBI Global Diversified Index, Emerging Markets Debt refers to the JPM GBI-EM Global Diversified Index, 
Global Equities refers to the MSCI World Index, US Equities refers to the S&P 500 Index, High Yield Municipals refers to the 
Bloomberg High Yield Municipal Bond Index, Investment Grade Municipals refers to the Bloomberg Municipal Bond Index. 

Myth: The Universe of Munis is Limited, and Many Are Very Similar. 

There are more than 50,000 issuers in the highly diverse US muni market  each with unique financing needs for 
capital improvements, schools, local infrastructure, and sustainable development. Munis are also available in a range 
of durations from a few years to several decades. Compared to approximately 3,700 publicly listed companies on US 

exchanges3, tracking the muni bond market is a major undertaking.  

According to the Municipal Securities Rulemaking Board (MSRB), 2022 saw a record number of muni market 

transactions 12.7 million, 17% higher than the previous record in 2008.4 This high level of activity was a reversal 

from steadily declining trend experienced between 2018-2021 that reflected generally low interest rates and periods 
of lower volatility. A report from the Securities Industry and Financial Markets Association (SIFMA) estimated average 

daily muni bond trading in 2022 to be $14.1 billion with notional outstanding at $4 trillion.5 

The size, scope and depth of the muni market allows investors to diversify portfolios across various dimensions, 

important for investors to truly know what they own. One way to do this is by leveraging the experience and research 
team of an active manager to wade through the variety of issuers to find opportunities.  

3  
4  
5 SIF  
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Myth  

Investors have a variety of different options to gain exposure to municipal bonds. People can choose to invest in 
specific munis or via mutual funds and exchange-traded funds (ETFs) that invest in municipal bonds. Separately 
Managed Accounts (SMAs) also provide access to customized individual security portfolios which may include muni 
offerings, tailored to investor needs.  

along with 
the diversity of issuers, credit quality, and durations underscores the challenge of identifying bonds with the most 
attractive risk-adjusted return potential. 

-it-yourself job. Making the most of these opportunities requires 
thoughtful active management and in a constantly shifting municipal bond landscape, experience matters. There is a 
premium on managers with a deep bench of municipal bond knowledge and the flexibility to invest dynamically across 
the vast muni market. Offering mutual funds, ETFs, and SMAs as approaches to muni bond investing, Goldman Sachs 
Asset Management draws on deep expertise and diverse perspectives. We help steer investors through the fragmented 
and increasingly complex municipal bond market and to help make informed decisions on behalf of our clients. The 
portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.

Why Consider Goldman Sachs Asset Management? 

 Over $727 billion total fixed income assets under supervision6 

 Breadth of municipal investment management expertise: over $145 billion municipal fixed income assets 

 32 credentialed team members, senior members average 17 years industry experience7 

 3 vehicles to access the muni market: Mutual funds, Separately Managed Accounts, and ETF

Opportunities From Every Angle  

We believe maintaining an active and flexible approach to investing in municipals is crucial. Please reach out to your 
relationship manager to learn more about the Goldman Sachs municipal bond suite. 

  

6 Goldman Sachs Asset Management, Assets Under Supervision (AUS) data as of December 30, 2022. AUS includes assets under management and 
other client assets for which Goldman Sachs does not have full discretion. 

7 As of March 31, 2023. 
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GLOSSARY 
The Bloomberg 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. Investors cannot directly invest in an 
unmanaged index. 

The Bloomberg Global Aggregate Bond Index measures global investment grade debt from 24 local currency markets, including 
treasury, government-related, corporate, and securitized fixed-rated bonds from both developed and merging market issuers. 

The Bloomberg High Yield Municipal Bond Index is a rules-based, market-value-weighted index engineered for the high yield 
tax-exempt bond market. 

The Bloomberg US Corporate Bond Index is the Corporate component of the US Credit index. 

The Bloomberg US Aggregate Bond Index represents an unmanaged diversified portfolio of fixed income securities, including US 
Treasuries, investment grade corporate bonds, and mortgage backed and asset-backed securities. 

The Bloomberg US Corporate High Yield Index covers performance for United States high yield corporate bonds. 

The Bloomberg US Treasury Index is the US Treasury component of the US Government index. It includes public obligations of 
the U.S. Treasury with a remaining maturity of one year or more. 

The JPM EMBI Global Diversified Index measures the performance of US dollar-denominated emerging market bonds. 

The JPM GBI-EM Global Diversified Index tracks the performance of local currency-denominated bonds issued by emerging 
market governments. 

The MSCI World Index is a free-float weighted equity index that includes developed world markets and does not include 
emerging markets. 

The S&P 500 Index ex of 500 stocks, an unmanaged index of common 
stock prices. 

 

Risk Considerations 

unds 
will achieve their investment objectives. The Funds may be subject to style risk, which is the risk that the particular investing style of 
the Fund (i.e., growth or value) may be out of favor in the marketplace for various periods of time. Equity securities are more volatile 
than fixed income securities and subject to greater risks. Small and mid-sized company stocks involve greater risks than those 
customarily associated with larger companies. Investments in fixed income securities are subject to the risks associated with debt 
securities generally including credit, liquidity and interest rate risk. Investments in high yield fixed income securities are considered 
speculative, involve greater risk of default, and tend to be more volatile than investment grade fixed income securities. Investments 
in foreign securities entail special risks such as currency, political, economic, and market risks. These risks are heightened in 
emerging markets. An investment in real estate securities is subject to greater price volatility and the special risks associated with 
direct ownership of real estate. Investments in commodities may be affected by changes in overall market movements, commodity
index volatility, changes in interest rates or factors affecting a particular industry or commodity. Investments in derivatives such as 
options, futures, or swaps may involve a high degree of financial risk, including the risk that a small movement in the price of the 
underlying security or benchmark may result in a disproportionately large movement in the price of the derivative. Asset allocation 
portfolios invest primarily in other Goldman Sachs Funds and are subject to the risk factors of those Funds. 

Exchange-Traded Funds are subject to risks similar to those of stocks. Investment returns may fluctuate and are subject to market
y yield 

investment results that, before expenses, generally correspond to the price and yield of a particular index. There is no assurance 
that the price and yield performance of the index can be fully matched. 

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 inte
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). 

The portfolio risk management process includes an effort to monitor and manage risk but does not imply low risk.

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 

ge funds may mean that each 
index overstates the performance of hedge funds generally. 
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General Disclosures 

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 on this webpage 
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 page 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. 

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. 

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 

account should or would be handled, as appropriate investment strategies 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by Goldman Sachs 
Asset Management to buy, sell, or hold any security. Views and opinions are current as of the date of this webpage and may be 
subject to change, they should not be construed as investment advice. 

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. 

Confidentiality 

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. 
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