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Source: GSAM. As of November 30, 2019. This example is for illustrative purposes only. Past performance does not guarantee future results, which may vary. 
Diversification does not protect an investor from market risks and does not ensure a profit. Please see additional disclosures at the end of this document.
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One Mississippi, Two Mississippi...

Folk wisdom holds that the counting of “Mississippis” can help 

estimate a storm’s distance by judging the time between the flash of 

lightning and thunder. Similarly, many market observers in 2019 believe 

they have witnessed cyclical warning signs which start the countdown 

to the next recession. Last August brought a surge of Google searches 

for the term “recession” in the same week that the 2–10 year portion 

of the US Treasury curve inverted. In our view, the inversion was no 

telltale flash of lightning.

We believe recession is not a foregone conclusion. Recent lightning 

flashes include sluggish global growth, mired manufacturing, and the 

just-mentioned inverted curve. We expect a modest global expansion 

to be sustained in 2020 by the stability of the consumer, committed 

central banks, financial condition tailwinds, and improved visibility on 

persistent geopolitical issues such as Brexit, trade, US impeachment, 

and elections.

Consequently we would emphasize in this Market Know-How:

 ■ Sticking to the plan, by maintaining strategic asset allocation

 ■ Alpha-oriented, bottom-up strategies over pure beta

 ■ Income-oriented investing and alternatives in light of moderating 

returns and episodic volatility.
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Macro 
The global expansion should 
continue with near-trend growth 
as most economies rebound 
modestly from 2019’s deceleration. 
Disparate political trajectories and 
weak inflation keep global central 
banks at the ready. 

 GROWTH

We expect global growth to remain uneven, 
unimpressive, but expansionary and around trend. 
Our base case calls for global growth of 3.4%, as 
trade tensions ease, manufacturing bottoms, and 
consumers remain healthy. While global recession 
risk has generally risen, the containment of 
inflation and relative absence of financial 
imbalances should limit recessionary catalysts.

 INFLATION

In the US, we look for gradual wage growth 
improvement and tariff-related price pressures to 
nudge inflation higher, though still insufficient to 
alter the Federal Reserve’s (Fed) reaction function. 
European core inflation has been stuck around 
1% and should rise very slowly over the next few 
years. In Japan, inflation continues to disappoint, 
and without a supportive BoJ any progress would 
likely be fragile and short-lived.

 MONETARY POLICY

After a series of “mid-cycle” cuts, we expect the 
Fed to stay on the sidelines in 2020, attempting 
to minimize the politicization of monetary policy. 
Under Christine Lagarde’s leadership, we expect 
the ECB to undergo a period of consensus-
building and hold the deposit rate at -0.5%.

  POLITICS & POLICYMAKING

The range of US election outcomes remains 
wide and the partisanship deep. Prospects 
for meaningful legislation in 2020 are remote, 
with policymaking likely limited to the realm of 
executive action and order. With lower risks  
from a “hard” Brexit, European political risk 
should moderate over the course of 2020.

 RISK

US election year dynamics elevate the relative 
importance of policy uncertainty, economic 
growth, and consumer confidence. Any shifts 
in macro data will likely be received with an 
amplified market response given the potential 
impact on political outcomes. We also expect 
improved clarity regarding Chinese growth,  
trade negotiations, and Brexit timelines, though 
each is sure to impact markets in 2020.

Left Section Notes: ‘BoJ’ refers to the Bank of Japan. Right Section Notes: ‘ECB’ refers to the European Central Bank. The economic and market forecasts 
presented herein have been generated by GSAM for informational purposes as of the date of this document. They are based on proprietary models and there 
can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document.
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Top Section Notes: As of November 30, 2019. ‘US Recessions’ refers to periods of two or more consecutive quarters of negative GDP growth. Middle Section Notes: As of November 
30, 2019. Analysis shows the likelihood of a recession to occur in G10 economies within a 6-month period following an undershoot of the structural rate of unemployment and a 35 
bps increase in the three-month moving average of the headline unemployment rate relative to a local trough. ‘Recession’ is standardized globally to be defined as negative year-on-
year per capita GDP growth, though each country may have varying definitions. Analysis is based on data from 1948 through 2019. Bottom Section Notes: As of November 30, 2019. 

‘GDP’ refers to Gross Domestic Product. 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. Please see additional disclosures at the end of this document.

Split Decision

Elevated economic policy uncertainty 
(EPU) has become standard across the 
globe, though implied volatility (VIX) 
has not followed suit. Many investors 
expect volatility to rise as it converges 
to higher EPU, but in our view this 
trend may persist. Broad expectations 
for contained global inflation and 
central bank responsiveness appear 
to be holding volatility down, while 
the unrelenting volume of headline 
risk elevates EPU. In other words, 
few signals, plenty of noise.

Global Economic Policy Uncertainty Index VIX Index
US Recessions Global Economic Policy Uncertainty (LHS) VIX (RHS)
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Source: Bloomberg and GSAM.

Labor Pains

Many economies are experiencing 
improving labor markets and stable 
household fundamentals. An early 
warning sign of a change in trend is 
the “three-to-four-tenths rule,” which 
associates the risk of recession with 
an increase in unemployment. For 
example, a 35 basis point increase in 
the US headline unemployment rate 
over a three-month period has always 
been associated with a recession. In 
Sweden, that same increase portends 
to only a coin flip’s chance of recession.

Recession Probability Following a 0.35pp Increase in Unemployment Rate (%)
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Source: Goldman Sachs Global Investment Research and GSAM.

False Positives

In 2019, the ISM Manufacturing 
Index entered contractionary territory. 
While goods-producing firms constitute 
43% of the S&P 500, manufacturing 
only accounts for 10% of nominal 
US GDP. As such, manufacturing 
weakness may be more pronounced 
in the market than in the economy. 
Since 1990, an ISM reading below 
50 has preceded a recession only 30% 
of the time. A periodic dip below 50 is 
relatively normal, while below 45 has 
proven to be more problematic.

48.1

ISM Manufacturing Index
US Recessions Contractionary (< 50) Recessionary (< 45)
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Markets 
In 2020, we believe markets are 
likely to interpret good news as 
good news, and bad news as 
bad news. Risk asset returns 
should reflect fundamental 
realities rather than monetary 
expectations. Ultimately, we think 
solid fundamentals will prevail.

 EQUITIES

Equities remain our favored risk asset, though 
valuation and slower economic growth may 
limit multiple expansion. We think 2020 may be 
an inflection point for more neutral allocations 
as recent flashes of US value, US small cap, 
international DM, and EM outperformance may 
become more sustainable. As the cycle matures 
and dispersion rises, we favor idiosyncratic 
positioning across all sectors and geographies.

 RATES

We believe that global sovereign rates have 
approached the lower end of their range, but 
are unlikely to move meaningfully higher without 
a more globalized inflationary push. Additionally, 
while US core inflation is firmer than other 
economies, low rates on German Bunds et al. 
are likely to limit US rates from moving 
significantly higher.

 CREDIT

Rising US corporate leverage is surfacing as  
a potential source of risk. However, low rates, 
tight credit spreads, localized defaults, and solid 
market access should sustain the credit markets 
in 2020. Beta-caution is warranted, as we highly 
prefer idiosyncratic deployment at this stage  
of the credit cycle.

 CURRENCY

Most of our 2020 FX views are marginal in 
magnitude as central banks adopt more neutral 
postures through the course of the year. We 
favor the euro to US dollar as monetary policy 
differentials stabilize and global risk tolerance 
improves. Implications of declining “no deal” 
Brexit risk raise the potential for sterling 
appreciation.

 VOLATILITY

The overall level of volatility should remain 
relatively stable as a generally supportive macro 
backdrop sustains further global expansion. 
However, the risk of flare-ups appears elevated, 
spurred by the binary outcomes of trade, tweets, 
and elections. We also believe monetary policy’s 
backstop to the market—the famed central 
bank “put”—is less effective today in alleviating 
uncertainty.

Left Section Notes: ‘DM’ refers to developed markets. ‘EM’ refers to emerging markets. Please see additional disclosures at the end of this document.
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Stock CAPEability

Valuation often normalizes through 
earnings power and time, not price 
corrections. Current US valuation, 
in our view, provides a few key 
takeaways: 1) low interest rates 
may actually strengthen the equity 
opportunity set, 2) free cash flow 
yield is an important evaluation metric 
as companies have increasingly 
moved to capital-light business 
models, and 3) we think investors 
should emphasize bottom-up 
positioning rather than pure beta.
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Source: Goldman Sachs Global Investment Research and GSAM.

Time is on Your Side

Valuations have virtually no predictive 
utility for short-term performance. 
In the long-run, however, valuation 
has been a useful tool in estimating 
subsequent returns. Based on this 
statistically significant long-term 
relationship, we think today’s elevated 
valuations presage lower returns 
in the next ten years relative to the 
past ten. This insight should inform 
strategic portfolio design.

Strength of Relationship Between Valuation and Subsequent S&P 500 Return (R2)
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Source: Bloomberg and GSAM.

Yield Curve Ball

Like thunder after lightning, 
recessions following yield curve 
inversions are often afforded the 
same degree of predictive reliability. 
However, 2–10 year inversions in G7 
economies have preceded downturns 
anywhere between 3 months and  
3 years. At their best, inversions lack 
depth perception. Rather than the 
inversion itself, a sharp re-steepening 
following an inversion has provided 
much closer recessionary proximity.
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Source: Bloomberg and GSAM.

Top Section Notes: As of November 30, 2019. Please see page 16 for additional definitions. Middle Section Notes: As of November 30, 2019. ‘Valuation’ refers to Cyclically 
Adjusted Price-to-Earnings (CAPE) ratio. Strength of relationship between S&P 500 CAPE ratios and S&P 500 returns is measured by the R-squared statistic, which ranges from 
0 to 1, or from weakest to strongest explanatory power. Bottom Section Notes: As of November 30, 2019. The chart shows the historical number of days until the beginning of a 
recession based on two comparison points: the date of a first 2-10 year US Treasury yield curve inversion, and the subsequent steepening of the 2-10 year US Treasury yield curve 
by 100 bps or more. ‘G7’ refers to a bloc of industrialized countries: Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States.
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Views and opinions are current as of November 2019, and may be subject to change, they should not be construed as investment advice.

Economic and market forecasts presented herein reflect our judgment 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 Asset Management has no 
obligation to provide updates or changes to these forecasts. Examples are for illustrative purposes only.

Macro and Markets Recap

Know-How

Income: Yield ahead

Municipal Bonds: SALTy solution

Tax Awareness: Penny saved, penny earned

Core Fixed Income: Still a bulwark

Alternatives: A late-cycle counterbalance

Climate: Handling the heat

Macro: 
Stable fundamentals, trend 
growth, and fluid political 
dynamics

Markets: 
Supportive for risk assets 
despite cyclical and 
geopolitical vulnerabilities
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New era, new expectations. If equities deliver mid-single digit returns 
over the next decade, investors should rethink the role of income.

Appreciating income. Consider seeking to lock in more total 
return through cash flow.

Top Section Notes: As of November 30, 2019. ‘US Large Cap Equity’ is represented by the S&P 500 Index. 'Average Total Return' shows the average annualized return over the past 
five decades: 1970–1979, 1980–1989, 1990–1999, 2000–2009, and 2010–2019. '2010s' refers to the annualized total return for the S&P 500 Index from 2010 - 2019. 'Next Decade 
Expectations' refers to the expected annualized total return for the S&P 500 Index from 2020 through 2029. Bottom Section Notes: As of November 30, 2019. Expected returns 
are estimates of hypothetical average returns of economic asset classes derived from statistical models. There can be no assurance that these returns can be achieved. Actual 
returns are likely to vary. Expected returns on both charts reflect GS Global Portfolio Solutions Group strategic assumptions as of September 2019. Strategic long-term assumptions 
are subject to high levels of uncertainty regarding future economic and market factors that may affect future performance. They are hypothetical indications of a broad range of 
possible returns. ‘US Large Cap Equity’ is represented by the S&P 500 Index. ‘US REITs’ is represented by the FTSE/NAREIT US Index. ‘Bank Loans’ is represented by the Credit 
Suisse Leveraged Loan Index. ‘Global Infrastructure and MLPs’ is represented by the S&P Global Infrastructure Index. ‘Global High Yield Bonds’ is represented by the Bloomberg 
Barclays Global High Yield Index. ‘Emerging Market Debt’ is represented by the JPM EMBI Global Diversified Index. ‘Beta’ is calculated based on the past 12 months of daily return 
data for each index relative to the S&P 500 Index. Betas for Bank Loans, Emerging Market Debt, and US REITs are calculated using returns from the S&P Leveraged Loan Index, 
the Bloomberg Barclays Emerging Markets USD Aggregate Index, and the Dow Jones US Select Real Estate Index, respectively, due to data availability. Past performance does 
not guarantee future results, which may vary. Emerging markets securities may be less liquid and more volatile and are subject to a number of additional risks, 
including but not limited to currency fluctuations and political instability.

Equity markets have delivered 
remarkable returns in the decade 
since the Global Financial Crisis. 
Going forward, investors may face a 
decade of more modest returns given 
a starting point of elevated valuations, 
low interest rates, and moderate 
economic growth. We see a case for 
less reliance on capital appreciation 
and a greater effort to “lock in” total 
return through income potential.

Cash flow diversifiers could be one 
potential solution for lower returns 
going forward. A range of these 
asset classes—which include 
Emerging Market Debt and Global 
Infrastructure—have more than 
double the yield of US equities, while 
also providing diversification potential. 
With low historical betas, these asset 
classes may serve to offset some 
portfolio volatility while seeking to 
lock in a greater proportion of total 
return through income.

Source: Bloomberg and GSAM.

Source: Bloomberg and GSAM.

The Great Moderation

In Search of Cash Flow Enhancers

13.3

7.2

Average Total Return (1970–2019)
11%

2010s

Next Decade Expectations

US Large Cap Equity Total Return (Annualized, %)

Distribution Capital Appreciation
Recent Proportion of Total Return (%) Expected

Total Return (%)
Recent
Beta

US Large Cap
Equity 7.2 1.007426

Bank Loans 2.7 0.28204-104

Global High Yield
Bonds 4.7 0.52133-33

Emerging Market
Debt 5.0 0.14-5 105

Global Infrastructure
and MLPs 7.6 0.604357

US REITs 8.3 0.575545
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Pass the SALT. High state taxes have reduced investors’ after-tax 
income.

Add a pinch of flavor. Nationally diversified munis offer attractive 
tax-equivalent yields relative to state-specific munis.

Top Section Notes: As of November 30, 2019. Bottom Section Notes: As of November 30, 2019. ‘US GO AA Municipal’ refers to the US National General Obligation Municipal Bonds 
with a credit quality of AA. ‘California GO AA Municipal (Tax-Equivalent)’ refers to the tax-equivalent California State General Obligation Municipal Bonds with a credit quality of 
AA. 'Tax-Equivalent’ yield is used to compare the yield of a taxable bond to that of a tax-exempt bond. Yields reflect the 3-month average of month-end yields across the maturity 
spectrum for September, October, and November 2019. 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. Goldman Sachs does not provide accounting, tax or legal advice. Please see additional disclosures at 
the end of this document. Past performance does not guarantee future results, which may vary. Diversification does not protect an investor from market risk and does not 
ensure a profit. 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). Any reference to 
a specific security does not constitute a recommendation to buy, sell, hold or directly invest in these securities.

Tax-efficient strategies have become 
top of mind especially for states with 
the highest income taxes. Recent 
limitations to State and Local Tax 
(SALT) deductions have led investors 
to seek out municipal bonds as a 
source of tax-free income. Some 
investors, especially those in high 
tax states, may feel compelled to 
stay landlocked within their state 
attempting to maximize after-tax 
income. However, we believe the 
national opportunity set can be 
accretive to muni investors.

Given the unique dynamics of 
the municipal bond markets, we 
see an opportunity to boost yield 
by diversifying into out-of-state munis. 
For example, California (CA) residents 
may find extensive availability of 
non-CA muni bonds inside of ten 
years to maturity that provide: 
1) a broader opportunity set to 
improve portfolio diversification, 
and 2) higher after-tax yields that 
more than offset the impact of state 
taxes. A national muni strategy that 
works for CA residents should offer 
similar benefits for residents of other 
high income tax states.

Source: Tax Foundation and GSAM.

Source: Bloomberg and GSAM.

All Taxes are not Created Equal
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A taxing situation. Frequent realization of capital gains can erode 
investment returns.

The bright side of vol. Market volatility provides an opportunity 
for tax-loss harvesting to improve after-tax returns.

Top Section Notes: As of November 30, 2019. ‘S&P 500 Investment with 20% Turnover’ refers to a hypothetical portfolio in the S&P 500 Index that assumes capital gains/losses are 
realized monthly at the long-term tax rate of 23.8%. Realized capital gains/losses for each month are assumed to be 1.67% of the index’s monthly return, which sums to 20% over  
12 months. Cost basis is calculated on a monthly basis with adjustments made to reflect gains/losses and taxes paid. Analysis assumes that all capital gains/losses are categorized 
as long-term and fall under the long-term tax rate. Short-term capital gains taxes are excluded for conservatism. For illustrative purposes only. Bottom Section Notes: As of 
November 30, 2019. Past performance does not guarantee future results, which may vary. GROWTH OF $1,000: A graphical measurement of a portfolio's gross return 
that simulates the performance of an initial investment of $1,000 over the given time period. The example provided does not reflect the deduction of investment advisory fees 
and expenses which would reduce an investor's return. The performance results are based on historical performance of the indices used. The results will vary based on market 
conditions. If any assumptions used do not prove to be true, results may vary substantially. Goldman Sachs does not provide accounting, tax or legal advice. Please see additional 
disclosures at the end of this document.

A $1,000 investment in the S&P 500 
in 1986 would be worth 33x today. 
However, if the same investment had 
incurred even a relatively low 20% 
annual turnover, it would have lost 
two-fifths of its value due to taxes paid 
on net capital gains. Such “tax leakage” 
is among the biggest hurdles that 
taxable investors face. While limiting 
turnover may seem like a logical 
response, we believe rigidly buying 
and holding securities may not be the 
optimal way to maximize wealth.

Following a multi-year period of 
equity gains, being thoughtful about 
taxation is more important than ever. 
By minimizing capital gain recognition 
in a portfolio, taxes are less likely to 
erode returns. One such strategy is 
tax-loss harvesting—using market 
volatility to bolster after-tax returns by 
offsetting capital gains with realized 
losses. In so doing, investors can 
exploit moments of market volatility 
and reduce annual 1099 shock.

Source: Bloomberg and GSAM.

Source: Bloomberg and GSAM.
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Apples and oranges. Not all fixed income provides the same 
diversification benefits. High quality bonds have driven volatility reduction.

Top Section Notes: As of November 30, 2019. ‘US Agg’ refers to the Bloomberg Barclays US Aggregate Bond Index. ‘US High Yield’ refers to the Bloomberg Barclays US High 
Yield Index. Correlation is calculated using rolling ten-year periods of monthly total returns. Bottom Section Notes: As of November 30, 2019. The chart shows correlations of 
subcomponents of the Bloomberg Barclays US Aggregate Bond Index to the S&P 500 Index using the last ten years of monthly total returns. ‘US Treasury’ is represented by the 
Bloomberg Barclays US Treasury Index. ‘IG Corporate’ is represented by the Bloomberg Barclays US Corporate Investment Grade Index. ‘AAA’ is represented by the Bloomberg 
Barclays US Aggregate: AAA Index. ‘BBB’ is represented by the Bloomberg Barclays US Aggregate: BBB Index. ‘Short (1-3)’ is represented by the Bloomberg Barclays US 
Aggregate 1-3 Years Index. ‘Long (10+)’ is represented by the Bloomberg Barclays US Aggregate 10 Years or Higher Index. Past correlations are not indicative of future correlations, 
which may vary. Diversification does not protect an investor from market risk and does not ensure a profit.

Tighter credit spreads, a flatter yield 
curve, and the potential for equity 
volatility to remain elevated remind 
us of the importance of core fixed 
income’s potential diversification 
benefits in a portfolio. Over the 
past ten years, the correlation of 
the US Agg to US large cap equity 
has averaged around zero. High 
quality bonds have the potential 
to provide both current income 
and duration, two strong hedges 
against volatile markets.

Source: Bloomberg Barclays and GSAM.
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Granny smith and golden delicious. Within investment grade, 
different characteristics may lend different benefits.

We think the “safer” corners of the 
market can provide superior hedging 
abilities to equities, which may be 
desirable as the economic expansion 
elongates. Yet high quality fixed 
income need not limit the opportunity 
set. Hedging characteristics can be 
preserved in a core fixed income 
portfolio without sacrificing exposure 
to alpha-generating scenarios such  
as sector selection, credit quality,  
and term structure.

Source: Bloomberg Barclays and GSAM.
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“Time in” versus “timing” the market. Avoiding losses can also 
mean missing gains.

Alternatives to reduce risk. In painful markets, liquid alternatives 
have proven resilient and outperformed equities.

Top Section Notes: As of November 30, 2019. The chart shows the average five-year total return of the S&P 500 from the last three economic cycles’ market bottoms (March 9, 
2009, October 9, 2002, and October 19, 1990). ‘Stay Invested’ means remaining invested in the S&P 500 at the market trough, which had an average cumulative total return of 147% 
from the market bottom. ‘Gained’ refers to the proportion of total return earned relative to staying fully invested. ‘Missed’ refers to the proportion of total return that an investor 
missed out on by being uninvested for the given period versus staying invested through the market trough. ‘Invest 2 Days After Bottom’ means being uninvested for the first two 
days after the market trough, then being fully invested in the S&P 500 Index. ‘Invest 1 Month After Bottom’ means being uninvested for the 21 trading days following the market 
trough, then being fully invested in the S&P 500 Index. Bottom Section Notes: As of November 30, 2019. The chart shows the average monthly growth of a $100 investment made 
one year before an average economic cycle market bottom (March 2009, October 2002, and October 1990) in both the S&P 500 Index and the HFRI Fund of Funds Index (HFRIFOF), 
a common index for liquid alternatives. The analysis uses data from October 1988 to March 2011 for the S&P 500 and from January 1990 to March 2011 for the HFRIFOF, earliest 
available data through 24 months after the most recent recession. GROWTH OF $100: A graphical measurement of a portfolio's gross return that simulates the performance of 
an initial investment of $100 over the given time period. The example provided does not reflect the deduction of investment advisory fees and expenses which would reduce an 
investor's return. Investments in Liquid Alternative Funds expose investors to risks that have the potential to result in losses. These strategies involve risks that may 
not be present in more traditional (e.g., equity or fixed income) mutual funds. Past performance does not guarantee future results, which may vary.

Historically, equity markets have 
delivered strong returns right after 
a market bottom. Loss aversion  
may push investors to stay on the 
sidelines which may lead to missing 
out on gains. “Timing” markets is 
a difficult task even for professional 
investors, and while investors may 
be lucky enough to avoid drawdowns, 
they may still fail to benefit from 
rebounds. We view a long-term, 
strategic mindset as the bedrock of 
investment strategy.

We believe liquid alternatives can 
be a valuable late-cycle diversifier 
and counterbalancing asset. In 
today’s market, where a countdown 
to the next recession may have 
already started, these strategies 
are worth revisiting. Historically, as 
the economic cycle turns, liquid 
alternatives have suffered much 
smaller declines than equity markets, 
while still participating in the bounce. 
These characteristics offer an efficient 
solution for investors to de-risk yet 
remain invested.

Source: Bloomberg and GSAM.

Source: Bloomberg and GSAM.
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Top Section Notes: As of November 30, 2019. The chart shows the difference between the annual global temperature and the annual historical average from 1910 to 2000. ‘Global 
Temperature’ refers to global land and ocean temperature. Bottom Section Notes: As of November 30, 2019. For illustrative purposes only.

The impact of climate change is 
already being felt throughout the 
world. Record-breaking temperatures, 
more frequent flooding, dangerous 
wildfires, extended droughts, and 
destructive storms are just some 
of the intensifying patterns that 
countries and communities face. 
Global temperatures have risen by 
~2°F since the 1880s. Although a 
1°F change on any given day may 
seem to have little effect, a rise of 
1°F globally has potentially massive 
effects—water at 32°F is solid ice, 
but at 33°F it is liquid.

Global warming is more than an 
inconvenience. Temperatures 
and precipitation levels affect the 
performance of entire economic 
sectors, in addition to the amount of 
energy we consume and how much 
water we have to drink. Extreme 
weather events create environmental 
risks that impact industries such 
as agriculture, infrastructure, and 
consumers. Changes in climate are 
likely to accelerate with implications 
for the health and welfare of every 
community, and for the performance 
of economies and investments.

Source: National Oceanic and Atmospheric Administration (NOAA) and GSAM.

Source: GSAM.
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Did you know...

17 of the 18 hottest years on record have occurred in the last 
two decades.

Climate change threatens economies globally and may also 
impact portfolios.
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Risk Disclosures 
Investors should also consider some of the potential risks of alternative investments: 
Alternative Strategies. Alternative strategies often engage in leverage and other 
investment practices that are speculative and involve a high degree of risk. Such 
practices may increase the volatility of performance and the risk of investment 
loss, including the entire amount that is invested. Manager experience. Manager 
risk includes those that exist within a manager’s organization, investment process 
or supporting systems and infrastructure. There is also a potential for fund-level 
risks that arise from the way in which a manager constructs and manages the fund. 
Leverage. Leverage increases a fund’s sensitivity to market movements. Funds that 
use leverage can be expected to be more “volatile” than other funds that do not use 
leverage. This means if the investments a fund buys decrease in market value, the 
value of the fund’s shares will decrease by even more. Counterparty risk. Alternative 
strategies often make significant use of over-the-counter (OTC) derivatives and 
therefore are subject to the risk that counterparties will not perform their obligations 
under such contracts. Liquidity risk. Alternative strategies may make investments 
that are illiquid or that may become less liquid in response to market developments. 
At times, a fund may be unable to sell certain of its illiquid investments without a 
substantial drop in price, if at all. Valuation risk. There is risk that the values used 
by alternative strategies to price investments may be different from those used by 
other investors to price the same investments. The above are not an exhaustive list 
of potential risks. There may be additional risks that should be considered before any 
investment decision. 

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.

International securities entail special risks such as currency, political, economic, and 
market risks. 

Emerging markets securities may be less liquid and more volatile and are subject to 
a number of additional risks, including but not limited to currency fluctuations and 
political instability.

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 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. This risk is higher when 
investing in high yield bonds, also known as junk bonds, which have lower ratings and 
are subject to greater volatility. All fixed income investments may be worth less than 
their original cost upon redemption or maturity. 

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). 

Concentration in infrastructure-related securities involves sector risk and 
concentration risk, particularly greater exposure to adverse economic, regulatory, 
political, legal, liquidity, and tax risks associated with MLPs and REITs. 

Investments in master limited partnerships (“MLPs”) are subject to certain risks, 
including risks related to limited control and limited rights to vote, potential conflicts 
of interest, cash flow risks, dilution risks, limited liquidity and risks related to the 
general partner’s right to force sales at undesirable times or prices. 

Investing in REITs involves certain unique risks in addition to those risks associated 
with investing in the real estate industry in general. REITs whose underlying 
properties are concentrated in a particular industry or geographic region are also 
subject to risks affecting such industries and regions. The securities of REITs involve 
greater risks than those associated with larger, more established companies and 
may be subject to more abrupt or erratic price movements because of interest rate 
changes, economic conditions and other factors.

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

General Disclosures 
Page 2 Relative Asset Class Calendar-Year Performance Notes: 'Bank Loans' 
are represented by the Credit Suisse Leveraged Loan Index. 'Commodities' are 
represented by the S&P GSCI Commodity Index. 'Emerging Market (EM) Debt' is 
represented by the JPM EMBI Global Composite Index. 'Emerging Market (EM) Equity' 
is represented by the MSCI Emerging Markets Index. 'Hedge Funds' are represented 
by the HFRI Fund of Funds Index. 'High Yield' is represented by the Bloomberg 
Barclays Global High Yield Index. 'International Equity' is represented by the MSCI 
EAFE Index. 'International Real Estate' is represented by the S&P Developed ex-US 
Property Index. 'International Small Cap' is represented by the S&P Developed ex-US 
Small Cap Index. 'US Aggregate Bonds' are represented by the Bloomberg Barclays 
US Aggregate Bond Index. 'US Large Cap' is represented by the S&P 500 Index. 'US 
Municipal' is represented by the Bloomberg Barclays Municipal Bond Index. 'US Real 
Estate' is represented by the Dow Jones US Select Real Estate Securities Index. 'US 
Small Cap' is represented by the Russell 2000 Index. 

Page 7 Top Chart Definitions: ‘Market Cap/GDP’ compares the market capitalization 
of the S&P 500 Index to annual US GDP. ‘EV/Sales’ compares the enterprise value to 
annual sales. ‘Cyclically adjusted P/E’ compares price to the average of the past ten 
years of earnings adjusted for inflation. ‘P/B’ refers to the price-to-book ratio. ‘EV/
EBITDA’ compares the enterprise value to earnings before interest, tax, depreciation, 
and amortization. ‘Cash flow yield’ compares the cash flow from operations to the 
market price. ‘Forward P/E’ refers to the price-to-future earnings ratio. ‘Free Cash 
Flow Yield’ compares free cash flow to the market price. ‘Fed model’ refers to the 
earnings yield relative to the yield on the 10-Year US Treasury. 

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  
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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.

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.

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, Malaysia, 
and India. This material has been issued for use in or from Hong Kong by Goldman 
Sachs (Asia) L.L.C, in or from Singapore by Goldman Sachs (Singapore) Pte. (Company 
Number: 198602165W), in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad 
(880767W), and in or from India by Goldman Sachs Asset Management (India) Private 
Limited (GSAM India).

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 (NZ) and 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) 
of New Zealand. 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 falls within the definition of a wholesale client for 
the purposes of both the FSPA and the FAA. 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 document 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.

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.

© 2019 Goldman Sachs. All rights reserved.

Date of first use: December 1, 2019. 184990-OTU-1092257.
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Glossary
Equities

The Chicago Board Options Exchange Volatility 
Index (VIX) reflects a market estimate of future 
volatility, based on the weighted average of the 
implied volatilities for a wide range of strikes. 

The Dow Jones US Select Real Estate Securities 
Index tracks companies that are both equity owners 
and operators of real estate in the US. 

The unmanaged MSCI EAFE Index (unhedged) is a 
market capitalization weighted composite of securities 
in 21 developed markets.

The MSCI Emerging Markets Equity Index is a 
free float-adjusted market capitalization index that is 
designed to measure equity market performance of 
emerging markets.

The Russell 2000 Index measures the performance 
of the small-cap segment of the US equity universe. 
The Russell 2000 Index is a subset of the Russell 
3000 Index representing approximately 10% of the 
total market capitalization of that index. It includes 
approximately 2000 of the smallest securities based 
on a combination of their market cap and current index 
membership.

The S&P 500 Index is the Standard & Poor's 500 
Composite Stock Prices Index of 500 stocks, an 
unmanaged index of common stock prices. The index 
figures do not reflect any deduction for fees, expenses 
or taxes. It is not possible to invest directly in an 
unmanaged index.

The S&P Developed ex-US Property Index 
measures the performance of real estate companies 
domiciled in countries outside the United States. 

The S&P Developed ex-US Small Cap Index covers 
the smallest 15% of companies from developed 
countries (excluding the US) ranked by total market 
capitalization.

Fixed Income

The Bloomberg Barclays 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 Barclays EM USD Aggregate 
Index is a flagship hard currency Emerging Markets 
debt benchmark that includes USD denominated debt 
from sovereign, quasi-sovereign, and corporate EM 
issuers. 

The Bloomberg Barclays Global High Yield Index 
provides a broad-based measure of the global high-
yield fixed income market.

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 US Aggregate: 
AAA Index is the AAA component of the US 
Aggregate index.

The Bloomberg Barclays US Aggregate: BBB Index 
is the BBB component of the US Aggregate index.

The Bloomberg Barclays US Aggregate 1-3 Years 
Index is the 1-3 year maturity component of the US 
Aggregate index.

The Bloomberg Barclays US Aggregate 10 Years or 
Higher Index is the 10+ year maturity component of 
the US Aggregate index.

The Bloomberg Barclays US Corporate Investment 
Grade Index includes publicly issued US corporate 
and specified foreign debentures and secured notes.

The Bloomberg Barclays US High Yield Index 
covers the universe of fixed rate, non-investment 
grade debt.

The Bloomberg Barclays US Treasury Index 
includes public obligations of the US Treasury with a 
remaining maturity of one year or more.

The Credit Suisse Leveraged Loan Index tracks 
the investable leveraged loan market by representing 
tradable, senior-secured, US-dollar denominated, non-
investment grade loans. 

The German Bund is a long-term debt obligation 
backed by Germany's federal government.

The J.P. Morgan 1-Month Cash Index measures the 
total return of a rolling investment in a short-term fixed 
income instrument with a one-month maturity. 

The J.P. Morgan EMBI Global Composite Index is 
an unmanaged index tracking dollar-denominated debt 
instruments issued in emerging markets.

The S&P/LSTA US Leveraged Loan 100 Index is 
designed to reflect the performance of the largest 
facilities in the leveraged loan market.

The US Treasury 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.

Other

Alpha refers to returns in excess of the benchmark 
return.

Basis points (bps) refers to a unit represented by one 
hundredth of one percent. 

Beta refers to the tendency of a security's returns to 
respond to swings in the market.

Brexit refers to the process of the United Kingdom 
seeking to exit the European Union.

Central bank “put” refers to the power of the central 
bank to halt a decline in the prices of risky assets. 
A ’put’ is a financial contract that is designed to protect 
against losses. 

Correlation is a statistic that measures the degree to 
which two securities move in relation to each other. 

The Cyclically Adjusted Price-to-Earnings 
(CAPE) ratio is a valuation measure usually 
applied to the broad equity market, that uses real 
per-share earnings over a 10-year period, smoothing 
out real earnings to eliminate fluctuations in net 
income cause by variations in profit margins over 
a typical business cycle. 

Duration is a measure of the sensitivity of the price of 
a fixed income investment to a change in interest rates.

The FTSE Nareit US Real Estate Index tracks the 
performance of the US REIT (real estate investment 
trust) industry at both an industry-wide level and on a 
sector-by-sector basis.

The Global Economic Policy Uncertainty Index 
is a GDP-weighted measure of news references to 
economic policy uncertainty. 

The Gross Domestic Product (GDP) is the value 
of finished goods and services produced within a 
country's borders over one year.

The HFRI Fund of Funds Composite Index is an equal 
weighted, net of fee, index composed of approximately 
800 fund-of-funds which report to HFR.

Income-oriented investing refers to investments 
where returns are primarily realized through fixed 
payments such as coupons. 

The ISM Manufacturing Index is a widely-watched 
indicator of recent US economic activity. The index is 
often referred to as the Purchasing Manager's Index 
(PMI). Based on a survey of purchasing managers at 
more than 300 manufacturing firms by the Institute for 
Supply Management (ISM), the index monitors changes 
in production levels from month to month.

Neutral allocation is an investment strategy that 
aims to balance risk and reward by apportioning a 
portfolio's assets according to an individual's goals, 
risk tolerance and investment horizon.

The R2 (R-squared) is a measure of the percentage 
of a variable’s movements that can be explained by 
movements in another variable, and can be calculated 
as the square of the correlation between the two 
variables.

A recession is defined by the NBER as a significant 
decline in economic activity spread across the 
economy, lasting more than a few months, normally 
visible in real GDP, real income, employment, industrial 
production, and wholesale-retail sales.

Risk assets refers to assets that carry a degree of 
price volatility.

The S&P Developed ex-US Property Index is a 
benchmark representative of real estate companies 
and REITS outside the US.

The S&P Global Infrastructure Index is designed 
to track 75 companies from around the world chosen 
to represent the listed infrastructure industry while 
maintaining liquidity and tradability.

The S&P GSCI Commodity Index is a composite 
index of commodity sector returns, representing an 
unleveraged, long-only investment in commodity 
futures that is broadly diversified across the spectrum 
of commodities.

Spread is the difference between two prices or 
interest rates. 

Volatility is a measure of variation of a financial 
instrument's price.



A Long-term Partnership

Strategic Advisory Solutions provides a comprehensive suite of  
integrated solutions designed to help our clients grow and enhance  
their businesses. Our global team of experienced strategists aims to 
deliver in-depth expertise to help clients understand dynamic markets, 
design well-diversified strategic portfolios, and implement industry  
best practices through programs tailored to each organization.  
We partner with our clients to develop actionable solutions to help  
them achieve their goals.

For more information, contact us at StrategicAdvisorySolutions@gs.com.

In addition to the Market Know-How, we offer timely  
market updates and implementation on asset classes.  
For additional content, please visit us at gsam.com.

MARKET MONITOR: Weekly Market Updates

The Great Moderation

Did You Know?

Stable Volatility

The Three Bears Less Macro, 
More Micro

MARKET PULSE: Monthly Market and Theme Updates

Broaden One's Border

A Balancing ActMeat Alternatives  
at The Table
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  Goldman Sachs Asset Management is 
one of the world's leading investment 
managers. With about 2,000 professionals 
across 33 offices worldwide, GSAM 
provides institutional and individual 
investors with investment and advisory 
solutions, with strategies spanning asset 
classes, industries and geographies. 
Our investment solutions include fixed 
income, money markets, public equity, 
commodities, hedge funds, private 
equity and real estate. Our clients access 
these solutions through our proprietary 
strategies, strategic partnerships and our 
open architecture programs. 

Our investment teams represent 
approximately 700 investment 
professionals, capitalizing on the 
market insights, risk management 
expertise and technology of Goldman 
Sachs. We help our clients navigate 
today's dynamic markets and identify the 
opportunities that shape their portfolios 
and long-term investment goals. We 
extend these global capabilities to the 
world's leading pension plans, sovereign 
wealth funds, central banks, insurance 
companies, financial institutions, 
endowments, foundations, individuals 
and family offices, for whom we invest or 
advise on more than $1 trillion of assets. 


