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Three key themes dominate our municipal bond outlook for 2026: income generation, continued
robust supply, and the increasing importance of security selection. Read more as we dig deeper
into why these topics will be relevant in the months ahead.

Key Takeaways

1 Coupons Matter, More So When They Are Tax-Exempt

A steady focus on tax-free income and active management of yield curve positioning will help municipal (muni) investors
navigate the potential choppy waters of the year ahead.

2 Elevated Supple, Here to Stay

Primary market supply is expected to deliver another record year, with Covid-19 federal funding reserves running low and
costly infrastructure projects continuing their need for funding across most muni sectors.

3 Municipal Credit Selectivity Will Matter More

While the recent increases in new issue supply have raised questions around the impact on muni credit, healthy reserves levels
and strong recent economic performance have muni credit well positioned to withstand the increased supply.

Goldman Sachs does not provide accounting, tax or legal advice. The economic and market forecasts presented herein are for informational purposes as
of January 8, 2026. 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. 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.
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Coupons Matter, More So When They Are Tax-Exempt

Market volatility is anticipated to persist in 2026, primarily influenced by the selection of a new Federal Reserve Chair, the ongoing impact
of evolving economic data, and increasing policy unpredictability. Critical questions throughout the year will revolve around the timing
and magnitude of Federal Reserve interest rate adjustments. A steady focus on tax-free income and active management of yield curve
positioning will help investors navigate the potential choppy waters of the year ahead.

Municipal bond yields are currently offering investors portfolio stability, with both investment-grade and high-yield segments presenting
attractive absolute and relative valuations. For 2026, income generation is anticipated to be a key return driver, as elevated starting yields
provide a substantial buffer against interest rate and credit market volatility. In addition, municipals carry the added benefit of tax-
exemption, which makes municipal yields a compelling option on a relative basis compared to other fixed income products.

Muni Tax Equivalent Yields Offer Attractive Relative Value
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Source: Bloomberg. As of December 31, 2025. Tax-Equivalent Yield assumes 40.8% tax rate (37% Federal + 3.8% ACA surcharge on investment income).
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.

"For 2026, income generation is anticipated to be a primary driver of returns,
with elevated starting yields acting as a significant buffer against interest rate
and credit market volatility”

f; Joseph Wenzel

(:?{ Portfolio Manager, Head of Municipal Funds and Institutional Accounts

-

Portfolio construction will require municipal investors to be active and flexible with their yield curve allocation throughout the year. The
front end of the municipal yield curve should remain well bid and tethered to the front end of the treasury yield curve, given expectations
for continued Fed rate cuts and persistent strong demand for short duration municipal bonds.

The current steep municipal vield curve compensates investors for taking on additional duration risk in longer-maturity allocations. With
the yield differential between 2-year and 30-year municipals currently above ten-year average levels, adding longer duration municipals
opportunistically during the year may be a compelling lever for investors to consider pulling to potentially increase return. We believe an
active approach to yield curve positioning will be necessary given the potential market volatility in the upcoming year.

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 document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document.
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.
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2y Versus 30y Muni Curve Steeper Than Historical Average and Treasury Curve
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Source: Bloomberg. As of December 31, 2025.

Elevated Supply, Here to Stay

We expect the recent increase in primary market supply to continue in 2026, as continued investment in new and updated infrastructure,
the expiration of Covid related federal funding, and the greater inflationary pressure of the past few years have led to this supply surge.
While the muni market has been able to handle the heavier supply, it has added increased volatility in the asset class. We expect a similar
set up for 2026 and believe that the increase in volatility will provide interesting opportunities for active managers.

The municipal market's overall size experienced modest growth, increasing from $4 trillion in 2010 to $4.1 trillion by 2023." In stark
contrast, the outstanding US Treasuries market grew three-fold, and US Corporate bonds increased by 50% over the same period.2 Major
municipal debt underwriters are forecasting approximately $600 billion of supply on average for 2026, beating 2025’s record issuance of
roughly $580 billion.3 Increased issuance is anticipated for both tax-exempt and taxable municipal bonds, with tax-exempt offerings
making up the majority of the overall supply. Issuances for debt refundings should also see an increase due to an expectation for lower
rates providing better opportunities for refinancing.

Muni New Issue Supply Trending above Historical Average
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Source: BondBuyer. As of December 31, 2025.

T SIFMA. As of December 31, 2025.
2 SIFMA. As of December 31, 2025.
3 BondBuyer. As of December 31, 2025.

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 document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document.
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.
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"Supply should remain elevated for an extended period of time in our view,
with Covid-19 monies running dry and the cost of infrastructure projects
only growing.”

! Ed Paulinski
N\ Portfolio Manager, Head of Municipal Separately Managed Accounts

The new supply dynamic has significantly contributed to recent market volatility, underscoring the need for active portfolio management.
We are also observing that these periods of volatility no longer consistently align with historical seasonal patterns in the municipal market.
This shift, or "regime change," is further influenced by factors such as the involvement of crossover investors, an increase in geopolitical
events, and a reduction in dealer balance sheets. We anticipate that this heightened volatility and uncertainty will create tactical
opportunities for investors to capitalize on market dislocations throughout the year.

Munis Are Seeing More Periods of Heightened Volatility
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Source: Bloomberg. As of December 31, 2025.

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 document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document.
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.
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Municipal Credit Selectivity Will Matter More

Municipal credit continued to display its resilience in 2025, and we believe this will carry forward into 2026. High grade municipal credit
held in well both from credit and performance perspective, despite some potential shocks from Los Angeles wildfires to policy uncertainty
emanating from the federal government. Our base case for steady state and local government credit quality in 2026 is buoyed by the
strong national economy and healthy reserve balances.

State Reserves Remain Elevated Relative to State Expenditures
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Source: National Association of State Budget Officers (NASBO). As of Fall 2025.

"The debt affordability for states and local municipalities is far better today
than in recent memory.”

Sara Press
Head of High Grade Municipal Bond Research

We believe the expected record level of new issuance is necessary to meet the deferred infrastructure needs of the country and that
municipal finances can accommodate the increased burden. Municipal debt has grown considerably slower over the last two decades
compared to economic indicators like GDP, revenue, and income, and it now accounts for a smaller share of budgets than in previous
decades. As such, the debt affordability for states and local municipalities is far better today than heading into the 2008-09
downturn. Furthermore, current reserve levels are substantially higher, which is expected to support another generally favorable
budget cycle this Spring.

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 document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document.
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.
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Total Muni Debt Outstanding Is Declining as Percentage of US GDP
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Source: Securities Industry and Financial Markets Association (SIFMA). As of March 31, 2025.

From a sector outlook perspective, we remain selective on universities and particularly cautious on those struggling with enrollment
and modest endowments that may be challenged to maintain financial stability in 2026. The prepay natural gas sector is garnering
considerable attention, particularly following a significant increase in issuance late in 2025. Although supported by sound financial
institutions, we perceive the sector as exhibiting comparatively weak diversification attributes. The team continues to see
opportunities within the residential backed land secured sector while we remain highly cautious in the large commercial and data
center-specific projects.

The increased risk of idiosyncratic credit challenges such as the Brightline debt complex will likely increase in the current environment.
While we do not anticipate a broad decline in the overall quality of high yield creditors or a material increase in defaults, we expect credit
selectivity to remain a critical driver of outperformance in 2026.

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 document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document.
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.
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RISK CONSIDERATIONS AND DISCLOSURES

Investments in fixed income securities are subject to the risks associated with debt securities generally, including credit, liquidity, interest rate, prepayment
and extension risk. 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. The value of securities with variable and floating interest rates are generally less sensitive to interest rate changes than securities with fixed
interest rates. Variable and floating rate securities may decline in value if interest rates do not move as expected. Conversely, variable and floating rate
securities will not generally rise in value if market interest rates decline. Credit risk is the risk that an issuer will default on payments of interest and
principal. Credit risk is higher when investing in high yield bonds, also known as junk bonds. Prepayment risk is the risk that the issuer of a security may pay
off principal more quickly than originally anticipated. Extension risk is the risk that the issuer of a security may pay off principal more slowly than originally
anticipated. All fixed income investments may be worth less than their original cost upon redemption or maturity.

Municipal securities are subject to credit/default risk and interest rate risk and may be more sensitive to adverse economic, business, political,
environmental, or other developments if it invests a substantial portion of its assets in the bonds of similar projects or in particular types of municipal
securities. While interest earned on municipal securities is generally not subject to federal tax, any interest earned on taxable municipal securities is fully
taxable at the federal level and may be subject to tax at the state level.

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.

This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities.

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.

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 educational and 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.

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.

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 Goldman Sachs Asset Management 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 Goldman Sachs
Asset Management has no obligation to provide any updates or changes.

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

Goldman Sachs does not provide legal, tax or accounting advice to its clients. All investors are strongly urged to consult with their legal, tax, or accounting
advisors regarding any potential transactions or investments. There is no assurance that the tax status or treatment of a proposed transaction or
investment will continue in the future. Tax treatment or status may be changed by law or government action in the future or on a retroactive basis.

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 Goldman Sachs Asset Management to buy,
sell, or hold any security. Views and opinions are current as of the date of this publication and may be subject to change, they should not be construed as
investment advice.

Individual portfolio management teams for Goldman Sachs Asset Management 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.

There is no guarantee that objectives will be met.

United States: In the United States, this material is offered by and has been approved by Goldman Sachs Asset Management, L.P. and Goldman Sachs & Co.
LLC, which are registered investment advisers with the Securities and Exchange Commission.

© 2026 Goldman Sachs. All rights reserved. Date of first use: January 08, 2026. Compliance code: 484655-0TU-2442575
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