
“California Dreamin’” … of Munis!
With California municipal bond yields near multiyear highs and California’s high income tax
rates, many Californians may be interested in the attractive tax-exempt municipal bond yields
available today.   
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Key takeaways

For California investors in the highest federal and state tax brackets, some of their income is
subject to a combined tax rate of over 51%.

Currently, California municipal bond yields are attractive, especially when considering their
taxable-equivalent yields.

Given California’s high tax rates and its municipal bond yields near multiyear highs,
Californians may want to take advantage of the taxable-equivalent yields currently available.

California is known for a lot of incredible things—the beautiful beaches and giant redwoods; the
glitz and glam of Hollywood; the innovation of Silicon Valley; the majestic Sierra Nevada. I think
we can add the currently attractive yields of California municipal bonds to this list as well—for
now.

The Bloomberg California Municipal Bond Index’s yield was 3.88% as of May 27, 2025. For
California investors in the top federal tax bracket of 37% and top California tax bracket of 13.3%,
some of their income is subject to a combined tax rate of over 51%! For the portion of their
income that’s subject to that 51% combined rate, the taxable equivalent of a 3.88% tax-exempt
yield is 7.70%.

A taxable-equivalent yield above 7.00% on high-credit-quality, low-volatility municipal bonds is
likely a compelling possibility for many investors. While we don’t know the future of tax policy,
there are proposals being discussed now that would raise federal taxes on the highest-income
earners.

Still California dreamin’? Then read on.

California’s municipal yields are currently attractive; the state’s tax rates are high; its economy is
large and diverse; and the credit quality of California’s local governments is higher, overall, than
the national average (according to S&P Global Ratings).

Which state’s yield to worst is approaching a three-year high?
California’s! As the chart below shows, the Bloomberg California Municipal Bond Index’s yield to
worst reached a high of 4.30% on April 9, 2025, and the taxable-equivalent yield—assuming the
highest federal and state tax brackets and the 3.8% net investment income tax—was an
impressive 9.37%!

https://www.allspringglobal.com/resources/index-definitions/


Which state is consistently the #1 or #2 issuer of municipal debt?
California! Whether you love or hate California general obligation (GO) bonds, there’s enough
issuance in local GOs, health care, transportation, education, electric, and special tax bonds to
build a well-diversified portfolio.

Which state has the most members of the Bloomberg Municipal Bond Index?
California! The state has 8,286 members. Texas is number 2 at 8,099, and New York is a distant
#3 at 6,710.

Which state’s economy rivals that of most countries?
California’s! In 2024, the state’s gross domestic product was $4.1 trillion, eclipsing Japan’s $4.0
trillion. The only countries with economies larger than California’s are the U.S. ($29.2 trillion),
China ($18.7 trillion), and Germany ($4.7 trillion).



Which state’s residents could potentially benefit the most in terms of tax-free income?
California’s! California has nine income tax rates ranging from 1.0% to 13.3%. (While the state’s
top income tax rate is 12.3%, residents with taxable income exceeding $1,000,000 are subject
to an additional 1.0% mental health services tax.)

Which state has the highest average credit rating for its publicly rated local governments (cities,
counties, school districts, and special districts)?
California! The average credit rating for California’s local governments is the highest in the U.S.
In a slowing economy, these local governments may “weather the storm” better than most other
states’ local governments.

With California’s municipal yields currently near multiyear highs and the high state tax rates
Californians are subject to, they may want to consider doing more than “California dreamin’”—
by taking advantage of the currently attractive tax-exempt yields and diversification flexibility of
California municipal bonds.

The 3.8% net investment income tax is a federal tax that applies to individuals, estates, and
trusts with income exceeding certain thresholds: $250K married filing jointly, $125K married



filing separately, $200K single or head of household, and $250k qualifying widow(er) with a
dependent child.

The taxable-equivalent yield is the pretax yield that must be received on a taxable security in
order to provide the holder the same after-tax yield as that earned on a tax-exempt security.

Yield to worst = the worst possible yield for a bond without the issuer of the bond going into
default

Allspring Global Investments does not provide accounting, legal, or tax advice or investment
recommendations. Any tax or legal information on this page is merely a summary of our
understanding and interpretations of some of the current income tax regulations and is not
exhaustive. Investors should consult their tax advisor or legal counsel for advice and
information concerning their particular situation.

This material is provided for informational purposes only and is intended for retail public
distribution in the United States. Use outside the United States is for professional/qualified
investors only.

ALL-06092025-ueonlugs

This content and the information within do 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. It
should not be considered investment advice, an investment recommendation, or investment
research in any jurisdiction.

INVESTMENT RISKS: All investments contain risk. Your capital may be at risk. The value, price,
or income of investments or financial instruments can fall as well as rise and is not
guaranteed. You may not get back the amount originally invested. Past performance is not a
guarantee or reliable indicator of future results. Returns may increase or decrease as a result
of currency fluctuations.
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but are not limited to Allspring Global Investments Luxembourg, S.A.; Allspring Funds
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