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Relative Asset Class Calendar-Year Performance

Source: GSAM. As of November 30, 2018. 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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Pressure Points
Investors today face a market of pressure points. These markers 

of sensitivity include the pace of economic growth, the ongoing 

withdrawal of monetary policy accommodation, escalating trade 

tensions, and geopolitical risk. Each of these can drive episodic 

volatility. While markets may come under pressure in 2019, we 

are both confident in the continued global expansion and cautiously 

optimistic of late-cycle conditions.

Among the reasons we remain constructive despite these pressure 

points: none appears to possess the muscle to initiate a recession 

on its own. Together, they magnify sensitivities emerging in the 

system, which is why they bear close watch. As the year unfolds, 

we believe that macroeconomic fundamentals and the evolving 

market environment will remain supportive of risk assets. Now 

is the time for investors to stay focused on a commitment to risk 

management and strategic portfolio design.

Consequently, we would emphasize: 

 ■ Revisiting the balance between growth and value style weights

 ■ Emerging markets strike us as poised for a comeback

 ■ Deploying alternatives to manage a riskier market landscape.
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Macro 
Economic conditions are 
beginning to return to more 

“normal” settings: GDP growth 
is slowing toward potential, rates 
are rising toward neutral, and 
volatility is reverting to mean. 

 GROWTH

Tightening financial conditions and the waning 
boost from fiscal and monetary policies may be 
contributing to a US-led deceleration in global 
growth, albeit to a still healthy pace of expansion. 
Trend-like growth could re-assert its gravitational 
pull over the next few quarters. 

 INFLATION

Headline rates of inflation globally may be 
driven in the short-term by developments in 
volatile energy markets. Underlying inflationary 
pressures still vary widely across regions, 
reflecting contrasting macro fundamentals and 
differing levels of slack left in the world’s major 
economies. 

 MONETARY POLICY

We expect developed market central banks 
to continue pursuing a strategy of gradual 
normalization, while retaining tactical sensitivity 
to macro developments. Measured increases in 
interest rates will now also be accompanied by 
a progressive unwind of global central bank net 
asset purchases: a move from QE to QT. 

 POLITICS & POPULISM

Global (geo-)political uncertainties may be 
important drivers of both returns and volatility 
in the year ahead, as the market adjusts to trade 
uncertainties, spillovers from Brexit, and Italian 
budget risks.

 RISK

A combination of moderating global growth, late-
cycle concerns, uncertainty around the timing and 
sequence of evolving central bank policies, and 
elevated geopolitical tensions is likely to remain 
a source of pressure points for investors. These 
risks create the potential for further spikes in 
market volatility. 

Left Section Notes: ‘GDP’ refers to Gross Domestic Product. Potential GDP growth is the level of output growth that an economy can sustain at a constant 
inflation rate. Right Section Notes: ‘QE’ is a common reference to Quantitative Easing. ‘QT’ refers to Quantitative Tightening. Please see additional 
disclosures at the end of this document.
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Top Section Notes: As of July 2018, latest available. Indicators are shown as percentiles, where orange represents high risk and teal represents low risk. Please see additional 
disclosures at the end of this document. Middle Section Notes: As of November 2018. Chart shows a 3-quarter moving average of the estimated impact on US Gross Domestic 
Product (GDP) growth from financial conditions and fiscal policy. Bottom Section Notes: As of May 2018. ‘Output Gap’ refers to the deviation of actual GDP volume from potential 
GDP volume as a percent of potential GDP. Potential GDP is the level of output that an economy can sustain at a constant inflation rate.

Financial Excess… or Lack Thereof

The current US economic recovery 
is likely to become the longest in 
history in 2019. Yet a smörgåsbord 
of leverage- and valuation-based 
indicators still points to few current 
imbalances in the economy. While 
the economy is probably closer to the 
end of this cycle than the beginning, 
financial excesses appear to be 
contained.

2014 2015 2016 2017 201820132005 2006 2007 2008 2009 2010 2011 2012

Financial Risk Monitor

Overall

Housing
Commercial Real Estate
Consumer Credit
Business Credit
Equity Market
Households/Consumers
Nonfinancial Business
Financial Business
Government

Low High

Source: Goldman Sachs Global Investment Research and GSAM.

A Resilient Economy

An expected gradual tightening of 
financial conditions over the next 
12 months looks set to more than 
counterbalance the benefits of recent 
fiscal stimulus. Nonetheless, with the 
economy still displaying resilience 
and momentum, the resultant modest 
slowdown in growth need not be a 
cause for concern.

2011 2012 2013 2014 2015 2016 2017 2018 2019E
1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4

Effects on Real US GDP Growth (pp)
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Source: Goldman Sachs Global Investment Research and GSAM.

Softer Growth, but Not Soft

A deceleration in growth may also 
be observed across several G7 
economies in 2019. However, other 
than the UK, we see all G7 growth 
rates remaining above potential. 
Moreover, continued above-potential 
growth would coincide with all G7 
economies operating with little or no 
remaining spare capacity.

GDP Growth Above Potential (pp)
2018E 2019E
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Source: Organization for Economic Cooperation and Development (OECD) and GSAM.
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Markets 
After a period of leadership by 
the US, we think markets are 
set to transition back to global 
synchronization. Preparation is 
warranted as episodic volatility 
and potential stress on corporate 
earnings pose significant pressure 
points in 2019.

 EQUITIES

Late-cycle dynamics reinforce the need for 
realistic return expectations. Nonetheless, 
equities remain our favored asset class, as 
earnings growth continues to fuel return 
potential moving forward. We believe the macro 
environment will stay supportive of risk assets, 
with emerging equities poised for a comeback.

 RATES

Global sovereign rates continue their move 
higher toward fair value, with the US nearing the 
upper end of rate pressure. The rate differential 
between the US 10-Year and German Bund is 
unsustainably wide in our view, while concern 
over Italy’s fiscal sustainability persists. The 
evolution of inflation remains a key catalyst for 
global yield shifts.

 CREDIT

Increased leverage, rising levels of corporate 
debt, and tight spreads reflect late-cycle 
conditions, highlighting the need to focus on 
idiosyncratic positioning. Fundamentals remain 
intact, but beta-caution is warranted in both 
investment grade and high yield, as security 
selection remains key.

 CURRENCY

Despite US dollar strength in 2018, risk going 
forward may be to the downside given a 
reconvergence in global growth, interest rates, 
and monetary policy. Recovering growth outside 
the US could provide a tailwind for European 
and emerging market currencies, while sterling 
remains tethered to political risk in the UK.

 VOLATILITY

Markets remain highly vulnerable to exogenous 
shocks potentially driven by escalating trade 
tensions, heightened political risks, and stressed 
liquidity. The rise of algorithmic trading intensifies 
the markets’ susceptibility to episodic volatility as 
trade volume is increasingly dominated by speed, 
not capital.
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Volatility: A Return to Normalcy

The increased velocity of volatility 
in 2018 has left investors unsettled. 
However, pockets of episodic 
volatility are the norm, while the sheer 
absence of volatility experienced in 
2017 is the exception. For example, 
investors have experienced more than 
60 days of 1% or more S&P 500 price 
moves in the average year, but saw 
just eight of those in 2017.

+/-5%+/-4%+/-3%+/-2%+/-1%

Number of S&P 500 Daily Price Changes
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100

2017 2018 Average

Source: Bloomberg and GSAM.

Equities: Resilient in the Face of 
Rising Rates?

Interest rate movements buoyed by 
economic momentum, monetary 
policy, and fiscal stimulus remain 
on track to trend higher. While the 
level of rates matters, so does the 
speed at which rates rise. Markets, 
especially emerging markets, have 
often digested rate changes well, as 
long as those changes do not happen 
too quickly.
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S&P 500 MSCI EAFE MSCI EM
Median 1-Month Return (%)

1-Month Change of US Treasury Yield Relative to Past 3 Years (Z-Score)

Source: Bloomberg and GSAM.

Tariffs: A Threat to Corporate 
Profits, Not the Economy

Trade tension escalation remains 
manageable for the US economy. 
Even with the full implementation of 
25% tax rates, the tariff implication 
would remain limited, impacting GDP 
growth by <1%. Protectionist effects 
on corporate earnings, however, are 
much more pronounced, with pre-tax 
profits potentially retreating by 10%.

Share of GDP (%)

Share of Pre-Tax
Corporate Profits (%)

4

3910

1

Illustrative 25% TariffTotal Imports Threatened
US Exposure to Tariffs

Source: US International Trade Council, Federal Reserve Economic Data, and GSAM.

Top Section Notes: As of November 30, 2018. Chart shows the number of absolute incremental daily price changes in the S&P 500 for 2017, 2018, and across a long-term average 
using data since 1928. Numbers are calculated on a cumulative basis (e.g., number of 1% S&P 500 daily changes will include counts of daily changes exceeding 1%). Middle 
Section Notes: As of November 30, 2018. Z-score is a standardized measure of the number of standard deviations from the mean. A rolling 3-year period of US 10-Year Treasury 
yields is used to compute the Z-score. At latest available, a 1 standard deviation and a 1 Z-score interest rate move from the average change in rates corresponds to a 20 basis 
point move. Bottom Section Notes: As of November 2018. ‘Exposure’ refers to total threatened US imports, relative to US GDP and pre-tax corporate profits. US imports, GDP, and 
pre-tax corporate profits are based on 2017 annual figures. 
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Views and opinions are current as of November 2018, 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 presentation 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

Growth Spurt: Trends in growth/value style leadership

Emerging Markets: Navigating the headwinds

Concentration Risk: Diversifying against declines

Alternatives: A late-cycle counterbalance

Municipal Bonds: BBBroadening out

Taxation: Strategies to manage the impact

Macro: 
Global expansion should 
continue despite late-cycle 
conditions

Markets: 
Evolving market environment 
remains supportive of 
risk assets
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Growth spurt. The outperformance of US large-cap growth stocks 
versus value has been unprecedented by some metrics.

Balancing act. Growth’s remarkable run may have created an 
unintended overweight.

Top Section Notes: As of November 30, 2018. For illustrative purposes only. Valuations are represented by 12-month forward price-to-earnings (P/E) ratios. The length of outperformance 
is characterized by consecutive number of rolling 3-month periods where growth outperforms value. ‘Current’ reflects the rolling 3-month return period from December 2016 to 
November 2018. The most recent outperformance period by the Russell 1000 Growth relative to the Russell 1000 Value index is December 2016 to October 2018. The 'dot-com' bubble 
refers to the rapid rise in US equity valuations, roughly from 1995 to 2000, fueled by investments in internet-based companies. Bottom Section Notes: As of November 30, 2018. Chart 
shows the relative portfolio weights of an illustrative portfolio that started with equal allocation to US large-cap value and growth equities. US large-cap value and growth equities are 
represented by the Russell 1000 Value and the Russell 1000 Growth indices, respectively. The illustrative portfolio weights are based on rolling 2-year returns of the two indices. These 
illustrative results do not reflect any GSAM product and are being shown for informational purposes only. No representation is made that an investor will achieve results similar to those 
shown. The performance results are based on historical performance of the indices used. The result will vary based on market conditions and your allocation. Past performance does 
not guarantee future results, which may vary. 

The length of growth or value 
outperformance can vary across 
periods, making it difficult to time 
investment decisions for the two 
styles. The current length of growth 
outperformance has exceeded 
its long-term median length by a 
factor of four. At 21 months, growth 
dominance today is twice as long as 
the period during the dot-com bubble. 
At the same time, growth valuation 
continues to be stretched at its 
highest level ever.

Over recent years, rolling returns 
for US large-cap growth stocks 
have surpassed value stocks by a 
wide enough margin that an equally-
weighted starting allocation to growth 
and value would have drifted to a 
markedly imbalanced allocation today. 
In our view, investors should be 
aware of any such imbalances, and 
should prepare their portfolios in the 
event of a regime change in growth-
versus-value performance trends.

Source: Bloomberg and GSAM.

Source: Bloomberg and GSAM.

Peak Growth

Growth Drift

Russell 1000 Growth Index Price-to-Earnings Ratio (x)
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Navigating EM headwinds. A stronger dollar, country crises, and 
geopolitical headlines help explain challenged 2018 performance.

Leaning against the wind. Earnings growth in emerging markets 
remains stronger than in developed markets.

Top Section Notes: As of November 30, 2018. The top chart shows the performance of an illustrative emerging market currency basket against the US dollar. The illustrative emerging 
market currency basket equal-weighted the 24 countries (Brazil, Chile, China, Columbia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Pakistan, 
Peru, Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, Turkey, and United Arab Emirates) in the MSCI Emerging Markets (EM) Index. Past performance does not 
guarantee future results, which may vary. For illustrative purposes only. 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. Bottom Section Notes: As of November 30, 2018. Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share of common stock 
and the estimates are calculated by market capitalization weighting each constituent within the index. Forward price-to-earnings (P/E) ratio measures current share price relative to 
next 12 month EPS forecasts. Investments in foreign 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. All indices are defined in the end notes 
for both charts.

We believe that 2018 EM 
underperformance has been driven 
primarily by the trifecta of a stronger 
US dollar, idiosyncratic country 
risk, and Sino-US trade tensions. 
Performance may make a comeback 
as these conditions, which are 
likely temporary, start to unwind. 
Additionally, EM companies have 
limited revenue exposure to the US, 
which suggests that this headwind 
may not represent long-term 
structural risk.

History tells us that over the long 
term, earnings growth is the 
predominant driver of returns in 
EM economies. We estimate that 
2019 EM earnings growth will beat 
developed markets. In addition, 
EM valuations are lower than in 
developed markets. We believe this 
backdrop of attractive valuations 
and higher earnings growth may 
be supportive for EM market 
performance.

Source: Bloomberg, FactSet, and GSAM.

Source: Bloomberg, FactSet, and GSAM.

A Series of Unfortunate Events

Growing Up Cheap
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Comfort in the crowd. Individual stocks’ vulnerability can be reduced 
by diversifying across a basket of equities.

Know when to fold ‘em (into an index). Disruption across equity 
markets has accelerated over recent decades.

Top Section Notes: As of November 2018. Chart shows the average and +/- 1 and +/- 2 standard deviation (sd) of total returns of an illustrative single stock in the S&P 500 and of the 
S&P 500 index itself. The average of single stock total returns is calculated as the average of all available annualized returns from 1987–2017 for all stocks that have been in the S&P 
500 since 1990, earliest available member data. The average of index total returns is calculated as the average annualized total return for the same period, 1987–2017. The standard 
deviation for the single stock is calculated as the average of the standard deviations of all available individual stocks’ annual returns from 1987–2017. Bottom Section Notes: As of 
November 2018. Chart shows the age of the Dow Jones Industrial Average (DJIA), as it exists now, and the average lifespan of all companies in the DJIA each year. The DJIA was 
reconstituted to be a 30-member large-cap index representative of industries’ most dominant companies on October 1, 1928. In 2018, it had an age of 90 years. This age represents the 
maximum amount of time that a company could have been in the DJIA. Average company lifespan is a representative average of the number of years that all companies in the DJIA 
have been in the DJIA. Change of name or acquisition does not reset the lifespan. Diversification does not protect an investor from market risk and does not ensure a profit.

Single stocks have greater exposure 
to both outsized gains and outsized 
losses. Sometimes they win big, 
but historically investors have 
faced losses in single stocks one-
third of the time. We believe that 
diversification through an index can 
help investors reduce exposure 
to potentially punitive company-
specific risk while still participating 
in the market.

Technology and globalization have 
made competition fiercer, faster, 
and disruption more commonplace. 
Accordingly, the staying power of 
companies has diminished. For 
example, the lifespan of the average 
company in the Dow Jones Industrial 
Average has shrunk by a third—from 
46 years in 1984 to 30 years today. 
Companies no longer dominate their 
industries for long timespans the way 
that they used to. We would caution 
investors against overconcentration in 
any single equity.

Source: Morningstar Direct and GSAM.

Source: Bloomberg and GSAM.
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A two-way street. Sitting on the sidelines can mean missing out 
on gains even if investors succeed at the task of avoiding losses.

Gearing up for a bumpy ride. Long-term strategic market 
exposure has often beaten market timing strategies.

Top Section Notes: As of November 2018. Chart shows the average 5-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 and on average total return equaled 147% from the market bottom. The 

‘gained’ proportion of total return represents the proportion of the full potential return of staying invested. The ‘missed’ proportion of total return represents the average amount of 
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. ‘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. Bottom Section Notes: As of November 2018. 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 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, the 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.

Some of the strongest equity market 
returns have come within days of 
a market bottom. We are wary of 
investors' tendency toward loss 
aversion, which may lead to missing 
out on gains while trying to time the 
market. Investors are rarely able to 
achieve perfect timing—even if they 
miss drawdowns, they may still fail to 
benefit from rebounds. We advocate 
for a risk-aware approach and 
maintaining a strategic allocation.

Liquid alternatives, in our view, can 
be a valuable late-cycle diversifier and 
counterbalancing asset for periods 
of heightened episodic volatility. 
Historically, as the economic cycle 
turns, investors who have held 
liquid alternatives have seen smaller 
losses than those who held only 
equities, while still participating in 
the subsequent recovery. In our view, 
alternatives offer an efficient solution 
for investors to de-risk yet remain 
invested.

Source: Bloomberg and GSAM.

Source: Bloomberg and GSAM.

Missing the Bottom, Missing the Bounce
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Credit where it’s due. Municipal bond managers who diversify across 
the credit spectrum have outperformed over time.

Mutually advantageous. Muni mutual funds have consistently 
generated higher net returns than similarly benchmarked SMAs.

Top Section Notes: As of September 30, 2018, latest quarter-end data. Analysis is from September 30, 2013 to September 30, 2018. ‘Muni Agg’ refers to the Bloomberg Barclays 
Municipal Bond Index. ‘Credit’ refers to BBB and below rated munis. Quartiles are sorted based on performance, with the 1st quartile being the top performers. ‘Muni Mutual Funds’ 
refers to the funds listed in Morningstar that are benchmarked to ‘Bloomberg Barclays Municipal TR USD’. Average allocation represents average allocation over the past 5 years for 
each Morningstar peer group. Bottom Section Notes: As of September 30, 2018, latest quarter-end data. Analysis is from January 1, 1998 to September 30, 2018. ‘Muni Separately 
Managed Accounts (SMA)’ refers to the eVestment universe of accounts that are benchmarked to ‘Bloomberg Barclays US Municipals’. Performance reflects average annual total 
returns (net of fees). Average SMA fees are 42 basis points (bps), and reflect all available data reported by SMAs benchmarked to the ‘Bloomberg Barclays US Municipals’ category. 
Average muni mutual fund fees are 51 bps, as defined by Morningstar for net expense ratio. Please see end notes for material differences between Mutual Funds and 
Separately Managed Accounts. These illustrative results do not reflect any GSAM product and are being shown for informational purposes only. No representation is made that an 
investor will achieve results similar to those shown. The performance results are based on historical performance of the indices used. The result will vary based on market conditions 
and your allocation. Diversification does not protect an investor from market risk and does not ensure a profit. Please see end notes for additional definitions. Past performance does 
not guarantee future results, which may vary. 

Top-quartile muni managers have 
broadly positioned their portfolios 
with an overweight to credit—as 
measured by their exposure to muni 
bonds rated BBB and below—relative 
to the Bloomberg Barclays Municipal 
Aggregate Index. Bottom-quartile 
performers have been consistently 
overweight quality, meaning 
AAA-rated bonds. We read these 
data points as evidence that full 
participation in the broader municipal 
landscape represents an effective 
long-term strategy.

We view mutual funds as structurally 
better designed to express credit 
preferences in municipal bonds than 
SMAs. Consistent with that view, 
muni mutual funds outperformed 
similarly benchmarked SMAs for 
the last 20 years. In a universe of 
50,000+ securities, the median muni 
SMA held 30 positions, compared to 
217 for the median mutual fund.

Source: Morningstar Direct, Bloomberg Barclays, and GSAM.

Source: Morningstar Direct, eVestment, and GSAM.

BBBroadening Out Conventional Muni Investing

Mutual Funds' Long-Term Outperformance Versus SMAs

Muni Mutual Fund Allocation to AAA and Credit (%, 5-Year Average)
AAA BBB and Below

Total Returns
(%, 5-Year Average
Annualized)

1.9 4th Quartile

20.9

7.5

3.9 1st Quartile

13.2

12.6

15.8
Muni Agg AAA

8.2
Muni Agg BBB and Below

Total Returns (%, Average Annualized)

Muni Separately Managed Accounts (SMA) Muni Mutual Funds

20-Year

3.4

4.0

10-Year

2.8

3.7

5-Year

1.9

2.9

3-Year

1.3

1.9

1-Year

-0.5

0.1
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A taxing situation. Investors consistently experience a contrast 
between pre- and post-tax returns.

Managing up. Investors do not have to take their tax bills 
lying down. 

Top Section Notes: As of November 30, 2018. For illustrative purposes only. Chart shows the average annualized total pre- and post-tax returns of US mutual funds across all US 
capitalizations, including large blend, large growth, large value, mid-cap blend, mid-cap growth, mid-cap value, small blend, small growth, and small value. Bottom Section Notes: As 
of November 2018. Chart shows the potential tax-efficient strategies and accompanying implementation methods that one may deploy to manage the impact of taxes on investments. 
This information is shown for illustrative purposes only to demonstrate a sample of implementation methods within the broader tax-managed universe. Past performance does not 
guarantee future results, which may vary. Goldman Sachs does not provide accounting, tax or legal advice. Please see end notes for additional disclosures.

Following an extended run of equity 
gains, being thoughtful about taxation 
is more important now than ever. 
On average, investors have lost 
roughly 2% of their returns to tax 
liabilities across 1-, 3- and 5-year 
investment horizons. This tax gap 
widens further in asset classes 
for which taxable distributions are 
larger and/or more common. Being 
tax-conscious, in our view, is one 
of the most important methods of 
enhancing potential returns.

Investors can deploy a range 
of strategies designed to manage 
the impact of taxes on their 
investment returns: tax loss 
harvesting, asset location, and tax-
efficient vehicles. Tax loss harvesting 
utilizes market volatility to bolster 
returns by offsetting capital gains 
with realized losses. Asset location 
strategically places assets into tax-
advantaged accounts in an effort 
to maximize after-tax returns. Tax-
efficient vehicles by nature typically 
have little to no tax obligations. 

Source: Morningstar Direct and GSAM.

Source: GSAM.

Returns Withheld

Pick Your Position

Pre-Tax Post-Tax
Total Return (%, Average Annualized)

YTD

2.7
2.2

1-Year

3.4

1.3

3-Year

10.2

8.2

5-Year

8.6

6.5

Strategies Methods of Implementation

Tax Loss Harvesting Improving after-tax returns by
offsetting capital gains with
realized losses

Active Loss Realization
Tax Lot Management
Loss Carryforward Optimization

Asset Location Placing investments which make 
distributions subject to ordinary
income tax or have high turnover
inside tax-advantaged accounts

Annuity Products
Qualified Accounts (e.g., 401(k), IRAs)

Tax-Efficient Vehicles Minimizing taxable distributions;
taking advantage of tax-free or
tax-deferred returns

Annuity Products
Municipal Bonds
Separately Managed Accounts
Exchange Traded Funds



 Market Know-How 2019: Edition 1    |     15

John Tousley, CFA 
Managing Director, Global Head of 
Market Strategy

John leads the Market Strategy team, 
focusing on global capital markets,  
macro strategy, and implementation.  
He specializes in developing tactical  
and strategic investment insights within  
a risk-aware framework.

James Ashley 
Executive Director, Head of International 
Market Strategy

James is the head of the International 
Market Strategy team, with responsibility 
for providing actionable investment 
ideas and perspectives on the latest 
international market developments.

Candice Tse 
Vice President, Head of US 
Market Strategy

Candice is responsible for economic 
and market strategy, along with client 
engagement on investment solutions. Her 
areas of expertise include ESG investing, 
Womenomics, and emerging markets.

Davide Andaloro, CFA 
Executive Director, Senior Market 
Strategist

Davide is responsible for analyzing 
macroeconomic dynamics and developing 
timely market views across different 
asset classes. 

Maria Li, CFA 
Vice President, Senior Market Strategist

Maria is responsible for analyzing 
macroeconomic trends and financial 
market data to develop strategic asset 
class views. She delivers market insights 
to clients, guiding effective and informed 
investment decisions.

Our Contributors

Theodore Enders, CFA  
Managing Director, Global Head of 
Strategic Advisory Solutions

Theodore is the global head of Strategic 
Advisory Solutions, which delivers 
GSAM’s perspectives on global markets, 
strategic asset allocation, and innovative 
business practices. 

Brendan Conway, CFA

Vice President, Portfolio Strategist 

Brendan’s responsibilities on the Portfolio 
Strategy team of Strategic Advisory 
Solutions include helping clients set 
investment policy and strategy, with an 
emphasis on asset allocation and portfolio 
construction.

Allen Sukholitsky, CFA 
Vice President, Senior Market Strategist

Allen focuses on economic and market 
strategy as well as client engagement 
on investment implementation. He is 
responsible for helping clients make 
sense of the markets and turning insights 
into actionable strategies.



16    |     Pressure Points

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 withlarger 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).

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

Goldman Sachs does not provide legal, tax or accounting advice, unless explicitly 
agreed between you and Goldman Sachs (generally through certain services offered 
only to clients of Private Wealth Management). Any statement contained in this 
presentation concerning U.S. tax matters is not intended or written to be used 
and cannot be used for the purpose of avoiding penalties imposed on the relevant 
taxpayer. Notwithstanding anything in this document to the contrary, and except 
as required to enable compliance with applicable securities law, you may disclose 
to any person the US federal and state income tax treatment and tax structure of 
the transaction and all materials of any kind (including tax opinions and other tax 
analyses) that are provided to you relating to such tax treatment and tax structure, 
without Goldman Sachs imposing any limitation of any kind. Investors should be 
aware that a determination of the tax consequences to them should take into account 
their specific circumstances and that the tax law is subject to change in the future or 
retroactively and investors are strongly urged to consult with their own tax advisor 
regarding any potential strategy, investment or transaction. 

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 Aggregate Bond Index. US Large 
Cap is represented by the S&P 500 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 5 Top Section Financial Excess Monitor Notes: As of July 2018, latest available. 
Households/Consumers is a category that includes personal saving, mortgage, and 
non-mortgage debt, Nonfinancial Business includes corporate debt and interest 
expenses, debt to assets, and debt to GDP, Financial Business includes bank equity 
ratios, financial sector liabilities, leverage, and loan-to-deposit ratios, Government 
includes debt/GDP and deficit/GDP for federal, state, and local governments, Housing 
includes price-to-rent and price-to-income, house prices, mortgage spreads, lending 
standards, and credit scores, Commercial Real Estate includes commercial cap rates, 
commercial real estate prices, collateralized mortgage bond spreads, and lending 
standards, Consumer Credit includes credit card interest rates, personal loans, auto 
loan originations, credit card loans, and other consumer loans, Business Credit 
includes corporate debt spreads, commercial and industrial lending standards, and 
high yield debt issuance, and Equity Market includes valuations, equity risk premiums, 
and volatility. Indicators are shown as percentiles relative to all available data, dating 
to 1990.

Page 13 Bottom Section Notes: eVestment collects information directly from 
investment management firms and other sources believed to be reliable. eVestment 
does not guarantee or warrant the accuracy, timeliness, or completeness of the 
information provided and are not responsible for any errors or omissions. Performance 
results may be provided with additional disclosures available on our systems and 
other important considerations such as fees may be applicable. Not for general 
distribution. All categories not necessarily included; Totals may not equal 100%. 
Material differences between Mutual Funds (MF) and Separately Managed Accounts 
(SMA): MF investors cannot dictate which securities will be in the fund. SMA 
investors can request the manager sell an individual security or restrict exposure to 
certain securities. MFs offer daily liquidity, although there may be transaction fees 
involved. With SMA’s, it may take a few days to get your money fully invested and 
managers may only allow the liquidation of managed accounts at certain times. MFs 
must pay out income and capital gains to investors, which is a taxable event. With 
SMA’s, an investor can ask a manager to be as tax-efficient as possible and to try to 
offset gains and losses. MFs typically have lower minimum accounts sizes and may 
charge higher fees than SMAs. MFs may also carry sales charges. SMA investors may 
request access to account holdings at any time. MFs report holdings periodically on a 
set schedule.

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 
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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 
opinions are current as of the date of this document and may be subject to change, 
they should not be construed as investment advice.

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.

©2018 Morningstar, Inc. All Rights Reserved. The information contained herein: 
(1) is proprietary to Morningstar and/or its content providers; (2) may not be copied 
or distributed; and (3) is not warranted to be accurate, complete or timely. Neither 
Morningstar nor its content providers are responsible for any damages or losses 
arising from any use of this information. Past performance is not guarantee of future 
results.

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.

© 2018 Goldman Sachs. All rights reserved.

Date of first use: January 1, 2019. 150116-OTU-883675.
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Glossary
Equities

The Dow Jones Industrial Average (DJIA) is a price-weighted average of the 
stocks of 30 US large-cap publicly traded companies.

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 1000 Growth Index is an index that measures the performance of the 
large-cap growth segment of the U.S. equity universe. 

The Russell 1000 Value Index is an unmanaged index of common stock prices that 
measures the performance of the large-cap value segment of the US equity universe.

The Russell 2000 Index measures the performance of the small-cap segment of the 
U.S. 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 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 Aggregate Bond Index represents an unmanaged 
diversified portfolio of fixed income securities, including U.S. Treasuries, investment- 
grade corporate bonds, and mortgage backed and asset-backed securities.

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 is an unmanaged index that is 
considered representative of the broad market for investment grade, tax-exempt 
bonds with a maturity of at least one year.

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

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

Other

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

The Dow Jones US RESI tracks companies that are both equity owners and 
operators of real estate in the US.

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.

Leverage refers to the use of borrowed capital as an investment strategy. 

Populism is a political ideology in which there is a perceived belief in the control of 
the government by “the common man.” 

The price-to-earnings (P/E) ratio measures current share price relative to per-share 
earnings. 

A recession is defined as a significant decline in economic activity spread across the 
economy, lasting more than a few months.

Quantitative Easing (QE) consists of large-scale asset purchases by central banks, 
usually of long-maturity government debt but also of private assets, such as corporate 
debt or asset-backed securities. Typically, QE occurs in unconventional circumstances, 
when short-term nominal interest rates are very low, zero or even negative. 

Quantitative Tightening (QT) consists of large-scale asset sales, shrinking the 
central bank’s balance sheet, and is the reverse of QE.

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

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 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. 

Standard deviation is defined as a measure of the dispersion of a set of data from 
its mean.

Volatility is a measure of variation of a financial instrument's price.
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Week Ending November 30, 2018

GLOBAL EQUITIES: Global stocks were mixed as the Federal Reserve

(Fed) moved to calm worries over the path of interest rate increases, but

investors found renewed caution over US-China trade talks at the G20

Summit. The S&P 500 regained to positive territory for the year after the

Fed’s announcement that it expects a less certain rate hike path in 2019,

finishing 4.89% higher on the week. The STOXX 600 also ended up

1.18% despite weaker economic data dampening investor confidence

before the G20 Summit.

FX: Depressed core inflation figures and higher weekly jobless claims

kept the US dollar index range bound at 97.20. A similar trend unfolded in

the Euro area, where slowing inflation, falling economic confidence and

declining consumer optimism held the currency down 0.24% relative to

the US dollar.

FIXED INCOME: The 10-year treasury yield closed 1.31% lower on the

week, as dovish signals from the Fed suggest that interest rates are

closer to “neutral” than previously expected by the Fed. Messaging from

the Fed served to muddle the outlook on quarterly hikes and underscored

the importance of economic data as a determinant of the path. Globally,

investors were focused on the G20 Summit for guidance on US-China

trade negotiations.

COMMODITIES: Crude prices continued to face pressure from a global

supply glut, exacerbated by US waivers to Iranian crude buyers. The

Energy Information Administration (EIA) reported crude oil inventories

increased by 3.6 million barrels (bbl) for the week ending November 23.

WTI crude ended at $50.93 per bbl after dipping below $50 for the first

time in almost 14 months. Brent crude ended at $58.71 per bbl.

INFLATION: October’s core inflation registered a 1.8% Year-over-Year

(YoY) increase, just shy of expectations. The data showed pockets of

growth moderation in business spending and housing which dragged on

wages and consumer spending. The euro area’s August core inflation fell

to 0.94% YoY, continuing 2018’s pattern of volatility, even as the

underlying trend remains subdued. Positive developments in wages pose

upside risks.

SENTIMENT: In November, the German Ifo business climate index fell to

102.0, 0.3 points below consensus. Broad-based business sentiment

declines were seen across sectors.

MONETARY POLICY: November Federal Open Market Committee

(FOMC) minutes reiterated the likelihood of a policy rate hike in

December, given the continued economic expansion, labor market

strength, and tamed inflation levels. While largely optimistic, the Fed was

cautious on the timing of rate increases, suggesting a potential departure

from prior guidance based on incoming economic data. The Fed

expected growth to remain above potential through 2020.

Perspectives from GSAM Strategic Advisory Solutions

Chart of the Week: Don't Fret over Household Debt

 Debt

The overall picture of US household debt strikes us

as largely benign. Despite renewed concerns over

growing household debt, our financial excess

monitor suggests that consumers are at a

moderate overall level of indebtedness and less

stressed today than in the pre-financial crisis

period. The US debt-service ratio has declined

from a 2007 peak of 13% to a current 9.8%; trends

in quality, fixed rate debt, and delinquencies are all

favorable.

Source: Federal Reserve and GSAM. As of November 30, 2018.

MARKET SUMMARY

ECONOMIC SUMMARY

Top Section Notes: For illustrative purpose only. Middle Section Notes: Chart shows the results of JUST Capital’s 2017 Survey of 10,000 Americans, asking what they consider most 
important for companies to prioritize in order to be considered a just corporation. Bottom Section Notes: As of September 30, 2018. Chart shows historical performance of an Illustrative 
ESG Basket. The Illustrative ESG Basket represents an equal-weight blend of the three most used index fund benchmarks from Morningstar’s “Socially Conscious” fund category, 
including the FTSE4Good US Select TR Index, Calvert US Large Cap Core Responsible TR Index, and MSCI KLD 400 Social GR Index.  Past performance does not guarantee future 
results, which may vary.  

Market Pulse October 2018 

DOING GOOD AND DOING WELL 
Popular misconceptions about Environmental, Social and Governance (ESG) and impact investing include: 1) the 
space is a niche investment subsector and 2) ESG investment principles come at the expense of returns. In our 
view, these beliefs are misguided. ESG and impact investing strategies have moved into the mainstream, as 
investors discover their potential to reshape not just portfolios but also the world around us. Investing in principled 
companies, in our view, helps investors align their values with the value of their portfolios.  

What is ESG investing? 
ESG investing is, first and foremost, investing. ESG 
represents a lens through which managers can 
examine conventional assets to create portfolios with 
both embedded impact and market-rate returns. As 
investors have become more interested in aligning 
their investments with their values, ESG solutions 
have emerged everywhere from private credit 
markets to active equity managers. They have 
evolved across alignment, integration, and impact 
investing strategies. We see expansive frameworks 
that can help investors meet their goals. 

A data-driven approach that can fit a portfolio 
There are many distinct ESG investment strategies 
employing tools to analyze a rapidly growing 
universe of ESG data. An effective ESG investing 
program, in our view, requires a focus on material, 
data-driven metrics such as worker pay, customer 
satisfaction, product quality, and resource use. The 
fundamental investment rigor and discipline of these 
strategies means that ESG investing does not need 
to be a separate sleeve, but that investors’ values 
can fit into their core portfolio.  

Investing with a cause and for compensation  
We believe that integrating ESG principles into 
investment strategies does not necessitate more 
risk or lower returns. A well-crafted portfolio that uses 
a disciplined process and quantitative investment 
rigor has the potential to deliver both social and 
economic outperformance over time. ESG investing 
strategies are really just a new manifestation of 
investing – one where investors may both do good 
and potentially do well. 

Source: Morningstar Direct, Bloomberg, and GSAM. 

Source: GSAM. 

Source: JUST Capital and GSAM. 

Week Ending November 23, 2018

GLOBAL EQUITIES: US stocks saw volatile trading during a holiday-

shortened week. The S&P 500 fell 3.8%, erasing this year’s gains,

pressured by concerns over the global growth outlook. Negative

sentiment spilled over into Asia and Europe, with the Stoxx 600 down

1.0%. While the US appeared to see most volatility in the tech sector,

Asian markets’ weakness was pronounced in the energy sector,

suggesting that global markets may be repricing in slower growth

expectation in 2019.

COMMODITIES: The oil sell-off continued as concerns around

oversupply and slowing growth were compounded by global risk-off

sentiment. Major declines early in the week were moderated by a

surprise decline of US crude stocks and President Trump’s statement of

support for Saudi Arabia specifically identifying reasonable oil prices. At

the week’s end, WTI was down to $50.42 per barrel.

FIXED INCOME: US Treasuries came under pressure, with the 10-year

down two basis points (bps) at the same time as stocks sold off. This

extends the recent trend of weaker correlations between stocks and

bonds as core diversifying asset classes. Meanwhile in Europe, the price

of Italian debt rallied even after news mid-week that the European

Commission rejected preliminary budget plans. Italy’s 10-year

government debt yield fell 8 bps to 3.41% as investors reacted favorably

to the prospect of more aggressive fiscal austerity measures.

FX: Currencies also experienced a volatile week as investors fluctuated

between concerns over dovish comments from the Federal Reserve and

faltering global risk appetite. The US Dollar Index rebounded off two-

week lows on Tuesday to finish the week up 0.5% as investors bid for the

safe-haven currency.

MANUFACTURING: The Euro area Flash Composite Purchasing

Managers' Index (PMI) came in at 52.4, a 47-month low and below

consensus expectations of a 0.1pp decrease to 53.0. The decline was

driven by slower order book growth, falling exports, as well as rising costs

and prices, and most pronounced in the manufacturing component. 

INFLATION: Japan’s core-core Consumer Price Index (CPI) remained

steady at 0.4% in October from a year ago. Consumer prices continued

to lack momentum and rose at the same pace for the third straight

month, keeping the Bank of Japan’s target elusive.

MONETARY POLICY: European Central Bank (ECB) meeting minutes

indicated that risks to Euro area growth were roughly balanced. Since the

October meeting, economic data has continued to weaken. Nonetheless,

we expect the ECB to follow through with its forward guidance and draw

its quantitative easing program to a close this year, followed by a rate

hike in late-2019.

Perspectives from GSAM Strategic Advisory Solutions

Chart of the Week: A Return to Normalcy

 VOLATILITY

Increased market volatility has left investors

unsettled. We would point out that episodic volatility

is the norm for markets – the absence in 2017 is

the historical exception. In an average year,

investors experienced more than 60 days of 1%+

S&P 500 price moves, versus the eight such days

investors experienced in 2017. We remain

confident in the global expansion and cautiously

optimistic of late-cycle conditions.

Source: Bloomberg and GSAM. As of November 3, 2018.

MARKET SUMMARY

ECONOMIC SUMMARY

Top Section: As of August 2018. S&P 500 Average Return is the path of the S&P 500 Index before and after historical midterm e lections (i.e. the midterm elections are the  starting point 
of the analysis to determine the average pre- and post-election S&P 500 path), using the averages of weekly returns in order to generate that path. The midterm  elections analyzed were: 
1994, 1998, 2002, 2006, 2010, and 2014. Average VIX refers to the average weekly absolute value of the CBOE Volatility Index (VIX) to generate a path  before and after those same 
midterm elections. The analysis uses S&P 500 and VIX data from May 27, 1994 to April 24, 2015. For example, the S&P 500 avera ge return four weeks  before the midterm elections 
was 5.2% lower than that of the midterm week. The average VIX level was 24.0 four weeks before the midterm elections. Middle Section: As of August 2018. 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 two 
variables. Bottom Section: As of February 2015, latest data available. For example, the 1.4 average multiplier for infrastructure indicates an increase in the US economic output 
generated by a dollar of the budgetary cost of a change in fiscal policy. Past performance does  not guarantee future results, which may vary.  

Market Pulse September 2018 

POLITICAL MATH 
As midterm elections loom and political posturing kicks into high gear, investors often adopt a wait -and-see 
approach. While the uncertainty borne from an intensely polarized political landscape is understandable, historical 
market data highlights a few important takeaways for investors during elections. On average, 1) markets typically 
rally post-election, regardless of outcome; 2) the post–election rally typically begins in October – in other words, 
pre-election; and 3) there is limited statistical significance between election results and market returns.  

Post-election rallies often begin pre-election. 
The return pattern of the S&P 500 during years with 
a midterm election suggests  flat-to-slightly-negative 
returns leading up to the election. Just prior to the 
midterm,  volatility declines as equity markets begin 
to rally, likely discounting the expected outcome. 
While there is tremendous variability in the data, one 
tactical insight, in our opinion, is to remain 
strategically disciplined prior to elections. Otherwise, 
“wait-and-see” often becomes “wait-and-sigh.” 

The statistical significance between election 
results and S&P 500 returns is limited, at best. 
Public opinion polling and prediction markets 
continue to imply that the most likely outcome of the 
midterm election is a Democratic House and 
Republican Senate majority. We agree with the 
consensus, but note that the numbers as they stand 
today continue to suggest a fairly tight contest. We 
would also note that the partisan composition of 
leadership in Washington has historically provided 
limited insight on the market’s forward trajectory.  

Which is not to say that policy isn’t important – 
only that the market does appear to discount the 
likelihood of transformative policy coming from 
any given US election. 
Estimates of fiscal multipliers – the output boost per 
dollar of spending – indicate that not all fiscal policy  
is created equal. Academic research offers a wide 
range of multipliers, but it is generally agreed that 
short-term multipliers (2-3 years) tend to be the 
highest for infrastructure spending and general 
government outlays. 

Source: Congressional Budget Office and GSAM. 

Source: GSAM. 

Source: GSAM. 

Week Ending December 7, 2018

GLOBAL EQUITIES: Markets reversed recent gains after conflicting

statements from the US administration and the arrest of a high-profile

Chinese executive called US-China trade progress into question. The

S&P 500 fell 4.6% and the MSCI China index closed 3.2% below the prior

week. Broader mixed economic signals did little to help equities as

elements of a potential slowdown commanded headlines. In the UK, the

FTSE 100 suffered a 2.9% loss led by Brexit anxiety over Tuesday’s

upcoming vote.

COMMODITIES: OPEC and allies gathered in Vienna to set oil production

targets for 2019, agreeing to cut production by 1.2 million barrels per day.

This equates to a ~1% reduction of global oil supply to balance supply

and demand. Meanwhile, weekly data suggested the US has re-

established itself as a net oil exporter. Brent and WTI crude oil moved up

to $61.67 and $52.61 per barrel, respectively.

FIXED INCOME: Market volatility has sparked demand for risk-off assets

such as sovereign debt. Softening economic data has also lowered rate

expectations, with 10-Year Treasury yields falling by 16 basis points

(bps), German Bunds by 6 bps, and UK Gilts by 10 bps. The drag on the

long end of the yield curve contributed to flattening, even inverting the

curve between the 2 and 5-Year yields for most of the week. The US 2-

Year and 10-Year finished the week at 2.71% and 2.85%, respectively.

FX: The convergence of dovish Federal Reserve (Fed) expectations,

trade tensions, and lackluster macro figures pressured the currency

markets this week. The US dollar was hit, declining 0.5%, but the Chinese

yuan was hit harder, falling 1.0% against the dollar. Meanwhile a clearer

Brexit picture in Europe pushed the euro up 1.0% against the dollar.

LABOR: A mixed US jobs report saw unemployment remain steady at

3.7% but job growth and monthly wage growth fall short of expectations.

Nonfarm payrolls increased by 155k, below expectations of 198k and the

209k 12-month average, but above the 120k needed to keep pace with

the population. Investors were hopeful that softer data may delay future

Fed hikes, initially driving equity futures higher.

SENTIMENT: US consumer sentiment held at 97.5 as assessment of

current conditions improved due to robust employment, higher wages,

and a decline in oil prices, offsetting a slip in future expectations.

MANUFACTURING: Global Purchasing Managers Index (PMI) data for

November revealed a decelerating, though still solid expansion. In the

US, growing business and positive sentiment supported manufacturing

PMI at 55.3, though below consensus (55.4) and October (55.7), and ISM

non-manufacturing PMI of 60.7 that beat consensus (59.0) and the prior

month’s reading (60.3). In Europe, composite PMI of 52.7 beat

expectations of 52.4, though still registered at the lowest level in over two

years, down from 53.1 in October. Composite PMI in Japan held steady

at 52.4.

Perspectives from GSAM Strategic Advisory Solutions

Chart of the Week: Throwing a Curve

 Rates

The yield curve inverted last week for the first time

this cycle, resurfacing recession concerns. We

would remind investors that curve shape should not

be interpreted in isolation, but as a part of the

broader macroeconomic landscape. Historically,

expansions have continued 1-2 years after initial

inversion and the equity market has returned an

average of 19%. Today, we are still constructive on

market fundamentals and advocate maintaining a

strategic asset allocation.

Source: Federal Reserve, Bloomberg, and GSAM. As of December 7, 2018.

MARKET SUMMARY

ECONOMIC SUMMARY

Top Section Notes: As of September 30, 2018. For illustrative purposes only. Chart shows the valuation differential between Russell 1000 Growth and Russell 1000 Value indices for each 
quartile. Valuations are represented by price-to-book (P/B) and 12-month forward price-to-earnings (P/E) ratios. Middle Section Notes: As of September 30, 2018. Chart shows median and 
current length of outperformance, characterized by number of rolling three-month periods where one style outperforms the other. ‘Current’ reflects the rolling three-month return period starting 
December 2016 through September 2018. Bottom Section Notes: As of September 30, 2018. Chart shows the relative portfolio weights of an illustrative portfolio that started with equal allocation 
to the US large cap value and growth equities. Please see end notes for additional information on allocations for these hypothetical portfolios. These illustrative results do not reflect any GSAM 
product and are being shown for informational purposes only. No representation is made that an investor will achieve results similar to those shown. The performance results are based on 
historical performance of the indices used. The result will vary based on market conditions and your allocation. Past performance does not guarantee future results, which may vary.  

Market Pulse November 2018 

STYLING 
Valuation differentials between growth and value stocks are at their all-time high today, driven by a multi-year 
surge in Information Technology and Consumer Discretionary sector returns. Growth has dominated value for 20 
consecutive months, the longest monthly period on record. Though timing the style reversion is challenging, after 
nearly two years of powerful growth dominance, we think investors may want to revisit their portfolio weightings to 
prepare for the possibility of a change in market leadership. 

Growth trades rich to value... 
US large cap growth stock valuations have moved to 
extreme levels versus their value-oriented 
counterparts. The valuation differential today stands 
at a high of 7.6x and 5.8x for P/E and P/B measures, 
respectively. In our view, recent market volatility has 
highlighted the potential vulnerability of current 
valuation differentials. 

...and is getting old.  
Growth equities have been outperforming value for 
20 consecutive months, beating the median length 
by a multiple of four. This current period is also 
reflective of the longest sustained outperformance by 
growth, even outpacing the 10 months of growth 
dominance during the technology bubble. 

Growth outperformance would have driven an 
unintended growth tilt in a portfolio.  
A portfolio that was not rebalanced would have 
established a growth tilt overtime, swayed by strong 
growth returns. Under the 1-, 2-, and 3-year return 
periods, a balanced portfolio would have created a 
growth overweight of 4%, 5%, and 3%, respectively. 
Investors may want to consider strategically 
rebalancing portfolios in an effort to be well-
positioned for any resurgence of value leadership. 

Source: Bloomberg and GSAM.  

Source: Bloomberg and GSAM.  

Source: Bloomberg and GSAM.  

Holiday Cheer is Here!

Catching Down

Week Ending December 14, 2018

GLOBAL EQUITIES: Markets had a choppy week as constructive

geopolitical news battled easing economic prints. The reduction of auto

tariffs from China and the prospect of a trade deal were not enough to

offset data concerns around a slowdown in the world’s largest

economies. The S&P 500 fell 1.2%, while in Europe, the reduced risk of a

hard Brexit buoyed both the FTSE 100 and Stoxx 600, finishing up 1.0%

and 0.5%, respectively.  

COMMODITIES: Oil futures had a volatile week, ultimately ending in the

red with Brent down 2.3% and WTI down 0.8%. Fundamentals were

mixed as monthly OPEC output rose, but US crude supplies fell. Investor

concerns around a stronger dollar, weaker global growth, and market

volatility drove price action. However, gold did not benefit, down 0.9% last

week and 5.5% for the year.

FIXED INCOME: US 2-10 Year Treasury spreads ended at 16 basis

points (bps) as rate tightening cycles reflect evolving conditions.

Meanwhile, UK gilts had a choppy week though Brexit developments

gave investors greater clarity. On Wednesday, UK Prime Minister (PM)

Theresa May emerged victorious from the leadership challenge by her

own Conservative party. Her victory of 200 votes to 117 votes suggests

that another leadership challenge cannot be mounted for the next 12

months. This has strengthened PM May’s position and reduced the risk of

a hard Brexit. UK gilts ended lower by 2bps for the week.

FX: The euro weakened 1.1% against the US dollar, dragged down by an

eventful week packed with Brexit developments. The US Dollar Index

rose 0.8%, strengthening against the majors in a vote of confidence, with

the economy near its tenth year of expansion.

MANUFACTURING: US Industrial Production (IP) rose 0.6% in

November, boosted by a seasonal jump in utilities usage. Eurozone IP

rose 1.2% year-over-year (YoY), surprising slightly to the upside, with a

marked increase in capital goods production. However, China’s IP was

softer than expected, driven by lower retail sales and deteriorating auto

sales. We believe this may contribute to more moderated economic

growth in 2019, as policymakers face pressure to loosen further.

INFLATION: US Consumer Price Index (CPI) held at 2.2% YoY in

November. Rising rent and healthcare costs offset a sharp decline in gas

prices. Core CPI remained firm at 2.2% YoY. China’s CPI came in below

consensus at 2.2% YoY, down from 2.5% in October.

MONETARY POLICY: The ECB Governing Council left rates unchanged

and announced the end of its net asset purchase program by 2018.

President Draghi affirmed his confidence in ongoing economic expansion,

citing idiosyncratic factors for recent weakness. We believe the ECB to

continue gradually removing accommodation, with the first rate hike in Q3

’19.

Perspectives from GSAM Strategic Advisory Solutions

Chart of the Week: Holiday Cheer is Here!

 CONSUMER

In this final edition of 2018’s Market Monitor, we

would like to take the opportunity to thank you for

your support and to wish you a happy holiday

season. We will be back with market insights in

2019. As the Chart of the Week shows, although

more than half of consumers shop for the holidays

in October and November, almost 20% wait until

December. There are still two weeks left.

Source: National Retail Federation (NRF). As of October 2018.

MARKET SUMMARY

ECONOMIC SUMMARY

Source: Bloomberg and GSAM. As of November 30, 2018. For illustrative purposes only. Bank Loans refers to the Credit Suisse Leveraged Loan Index. Commodities refers to the S&P 
GSCI Commodity Index. Emerging Market Debt refers to the JPM EMBI Global Composite Index. Emerging Market Equity refers to the MSCI Emerging Markets Index. Hedge Funds 
refers to the HFRI Fund of Funds Index. High Yield refers to the Bloomberg Barclays Global High Yield Index. International Equity refers to MSCI EAFE Index. International Real Estate 
refers to the S&P Developed ex-US Property Index. International Small Cap refers to the S&P Developed ex-US Small Cap Index. US Aggregate Bonds refers to the Bloomberg Barclays 
Aggregate Bond Index. US Large Cap refers to the S&P 500 Index. US Real Estate refers to the Dow Jones US Select Real Estate Securities Index. US Small Cap refers to the Russell 
2000 Index. Diversification does not protect an investor from market risk and does not ensure a profit. Past performance does not guarantee future results, which may vary. 

Market Pulse Special Edition: 10 for 2019 

CATCHING DOWN 
US equities have outperformed a well-diversified investment approach by a wide margin for the last several years. This trend was reinforced in 2018 
as a the policy-fueled acceleration in US economic growth, earnings, and interest rates culminated with broad US dollar strength. The capital market 
result was a powerful episode of US exceptionalism that may be drawing to a close. We call it “catching down,” where rather t han the rest of the world 
catching up to the US, we think the US in 2019 will decelerate and global differentials should narrow. Consequently, as the US catches down with the 
rest of the world, the strategic benefits of global asset class diversification will once again be revealed. 
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Goldman Sachs Asset Management is 
one of the world’s leading investment 
managers. With more than 2,000 
professionals across 31 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 more 
than 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.


