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This summer was meant to commemorate

the opening of the Olympics in Tokyo, but
instead marked the reopening of
economies globally. The policy backdrop
remains supportive and we remain
overweight fixed income sectors in the

path of central bank buying.
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THE RECOVERY LINE

The Economy: Moving Towards the Recovery Line

Global growth sprinted back in the third quarter but remains below its pre-COVID-19 level. In other words, it is not yet over
the recovery line. The recovery will remain incomplete until services sector activity normalizes.

High unemployment and negative output gaps suggest inflation will remain subdued. The pandemic has fast-tracked
trends from telemedicine to e-commerce and remote working to automation that will influence the make-up of the global
economy and its workforce as well as inflation dynamics. There are potential drivers of higher inflation outcomes in the years
ahead but as recently discussed, we are not there yet.

Policy: Changing the Game

Several new economic policies made their debut at central banks and governments globally in 2020, from corporate bond
buying by the US Federal Reserve (Fed) to government subsidies for short-term work in the UK.

The Fed also announced a new average inflation targeting framework—which cements its dovish policy stance—and
evolved how it will assess labor market performance, taking into consideration racial and income disparities. We think this
evolution in policymaking, with greater regard for social issues, will extend beyond the US.

With central banks on “easy policy autopilot”, we expect fiscal policy to be a key driver of changes in the macro and market
outlook going forward. The cyclical environment and low rates support the case for additional fiscal spending.

Fixed Income Views

Among G10 rates, we favor cross-market or curve shape views. For example, we are overweight higher and steeper yield
curves in Australia relative to the low and flat European yield curve.

We remain overweight Agency MBS and corporate credit on both sides of the Atlantic given the supportive policy backdrop.
We believe the Fed has ample room to respond to market dislocations and keep left tail risks in check.

As markets have progressed from a “search for liquidity” to a “search for yield”, we also see value in adding exposure to high
yield corporate credit.

Within corporate credit, we are also selectively overweight issuers that are perceived to be severely or modestly exposed to
COVID-19 developments given attractive risk-adjusted return potential.

We are broadly neutral on EM assets which we believe require a healthier pace of global growth to perform.

Source: GSAM. As of October 2, 2020.
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THE RECOVERY LINE

This summer was meant to mark the opening of the Olympics
in Tokyo, not the reopening of economies globally. Following
a plunge in growth in the second quarter, a relaxation of virus
containment measures alongside policy support helped the
global economy sprint forward in the third quarter. Global
growth is expected to have grown at a more than 30%
annualized pace between July and September. This would

be the strongest single quarter expansion on record. But
even with this remarkable bounce, global GDP will still be 4%
below its end-2019 level (Chart 1). In other words, it is not yet
over the recovery line.

The COVID-19 shock is unique in both its magnitude and
sector impact. Unlike prior recessions, the services sector has
been most hard hit by the downturn. The recovery will remain
incomplete until the services sector normalizes. And the
services sector will not normalize until we adjust to living with
COVID-19. This will require many things including a widely
available vaccine (that is safe and effective), improved
treatments to reduce the number of severe cases and fatalities,
mass testing, efficient track-and-trace systems and ongoing
behavioral measures including social distancing, mask
mandates and increased hygiene.

China serves as an optimistic roadmap for economies once
they control virus spread. Its virus infection curve has remained
flat since April, manufacturing activity recovered during the
second quarter and services sector activity more-or-less
normalized last month. But there are reasons this experience
may not translate to other countries, at least on a similar
timeline. First, China had a head start on reopening due to
faster virus containment. By contrast, major developed
economies are experiencing second virus waves. Second,
fiscal stimulus has directly boosted its construction sector.
Elsewhere, policy measures have been focused on averting
recession outcomes such as business failures and job losses.
Finally, its export sector has benefited from global demand for
goods such as medical supplies.

Chart 1: Global growth remains behind the recovery line even after a rapid rebound
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Source: GSAM. As of September 21, 2020. Global GDP is a GDP-weighted measure based on GSAM calculations. Note: Q3 GDP Growth is based on Bloomberg consensus
economic forecasts. The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There can be no assurance that the
forecasts will be achieved. Please see additional disclosures at the end of this presentation.
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The Economy: Moving Towards the Recovery Line (Cont.)

Looking ahead, we believe key headwinds to the near-term
growth outlook include more stringent virus control measures,
low employment growth and continued weakness in the
services sector. The services sector is a large job-generator so
ongoing softness will exacerbate problems of joblessness and
inequality. That said, there are several growth-supportive
factors that will cheer the recovery on. Household savings
rates are high, financial conditions are accommodative owing
to central bank policies (see Policy: Changing the Game,
page 5), and housing market valuations—a key source of
household wealth—remain strong.

Against this backdrop, it is difficult to foresee a rapid rise in
inflation. When the pandemic first hit, concerns around supply
disruptions generated expectations for higher inflation. Then
when policymakers responded to the severe downside shock in
dramatic fashion, substantial fiscal spending reinforced calls for
higher inflation. But what we’ve observed over the last six
months is that disinflationary forces have dominated. Every
major economy has seen its core inflation rate decline relative
to late 2019 (Chart 2).

Chart 2: Moderation in core inflation
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Source: GSAM, Macrobond. US inflation reflects core personal consumption
expenditures. As of October 1, 2020.
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Negative output gaps and labor market slack (Chart 3)
suggest that wage growth and broader price pressures will
remain subdued. In addition, the last expansion taught us that
even when unemployment is low and growth is steady, inflation
is not guaranteed. Current economic and labor market
constraints add to structural factors that have helped to tame
inflation in recent years. These include elevated youth
unemployment, reduced wage bargaining power and
technology advances. The pandemic has fast-tracked trends
from telemedicine to e-commerce and remote working to
automation. This will alter the make-up of the global economy
and its workforce; jobs lost may not be the ones regained and
workers losing jobs may not (yet) possess the skills required for
these jobs. There are potential drivers of higher inflation
outcomes in the years ahead—such as greater fiscal spending
even when we move beyond the pandemic and localization of
supply chains—but as recently discussed, we are not there yet.

Chart 3: The unemployment rate has
considerable room to fall

US Unemployment Rate (%)

16 s Global Financial Crisis === COVID-19
14 It took 6.5 years for the unemployment rate to halve
1 from its peak post-GFC but just 4 months post-COVID,
however, it remains elevated
10
8
6
o]
2

0 10 20 30 40 50 60 70 80 90 100
Months Since Shock

Source: GSAM, Macrobond. As of September 2020.


https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/articles/2020/In-the-Moment-or-Fit-for-the-Future.pdf?sa=n&rd=n
https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/articles/2020/Inflation-Are-We-There-Yet.pdf?sa=n&rd=n

THE RECOVERY LINE

Whilst karate, rock climbing and skateboarding did not get to make
their debut at the 2020 Olympic Games, several new economic
policies made theirs at central banks and governments globally.
The Fed launched a corporate bond buying program and the UK
government funded short-term work. European Union (EU)
leaders agreed to issue EU bonds to fund the region’s Recovery
Plan', while a flurry of central banks joined Team Quantitative
Easing (QE) and Australia adopted yield curve control.

Advanced economy central banks were considered to be running
up against limits on monetary policy in 2019, yet they managed
to deliver more stimulus in a matter of months (or even weeks)
than they did over several years following the global financial
crisis. But with policy rates now anchored at lower bounds, we
expect additional easing to entail expanded asset purchases and
lending facilities rather than rate cuts.

In August, the Fed reinforced its dovish outlook by committing to
keep policy easy until inflation is “moderately above 2 percent
for some time”. The central bank also adjusted how it will
assess labor market performance to ensure the economy does
not leave “low- and moderate-income communities” behind.
Maximum employment will be viewed as a “broad-based and
inclusive goal”. In other words, the decision to withdraw policy
support will take into consideration income and employment

disparities (Chart 4). We think this evolution in policymaking, with
greater regard for social issues, will extend beyond the US, as
policymakers seek to foster a more equitable economic recovery.

With central banks on “easy policy autopilot”, we expect fiscal
policy to be a key driver of changes in the macro and market
outlook. We anticipate additional fiscal spending in the US,
irrespective of the election outcome. The magnitude of
spending—both in response to the COVID-19 shock and broader
spending plans—will be informed by the alignment of political
party incentives. In Europe, four major economies—Germany,
France, Spain and Italy—will be providing continued labor
market support into 2021, while the UK will replace its Job
Retention Scheme with a Job Support Scheme from next month.

This new economic policy stance, involving ultra-low interest rates
alongside fiscal spending has triggered a debate about the longer-
term implications of this policy combination. For now, we think the
cyclical environment and low rates support the case for fiscal
spending. Historically high government debt alongside historically
low interest rates amount to a historically average cost of debt. But
as the economic recovery progresses and virus experiences
diverge, we expect the policy mix to vary by economy, giving way
to macro investment opportunities across interest rates and
currencies (see Fixed Income Views, page 6).

Chart 4: The Fed’s decision to normalize policy will take into account labor market inequalities?
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Source: Macrobond, GSAM. As of September 2020.

' The formal parliamentary ratification of the European Recovery Plan is still pending. EU bonds will entail several (but no joint) national guarantees i.e. if one country fails to honor its
guarantee, other countries would not be required to contribute more to the EU budget. 2 A tight labor market at the late stage of the last expansion was characterized by a gradual

reduction in racial and income disparities in the labor market.
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Rates

Given low yields and low rate volatility, we are neutral to
bearish global duration. That said, government bonds can still
present investment potential through views on cross-market
rate moves or yield curve shapes. For example, we currently
favor Australian versus European rates. The Australian yield
curve is both higher and steeper than the European yield curve
and therefore offers better carry and roll potential. In addition,
the Reserve Bank of Australia (RBA) is engaged in QE which
benefits front-end Australian yields. Australia’s inflation process
was weak before the pandemic ended its 28-year stretch of
uninterrupted growth, and the outlook from here warrants
additional RBA easing. Meanwhile, we see limited prospects of
deeper negative rates in Europe in the near term.

Spread Sectors

The policy picture remains supportive for Agency MBS and
corporate credit on both sides of the Atlantic, hence our
overweight exposures. We are broadly neutral on EM assets
which we believe require a healthier pace of global growth

to perform.

The Fed commenced corporate bond buying in June and whilst
its purchases have been underwhelming in terms of size, it has
ample room to respond to market dislocations and keep left tail

Chart 5: The Fed has ample room to expand
its corporate purchases if needed
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Source: GSAM, Macrobond, Fed. As of week beginning October 5, 2020.

risks in check. The Fed owns just 0.7% of its eligible purchase
universe (Chart 5). By contrast, the ECB—which expanded its
QE envelope by €1.35 trillion this year—owns just over a
quarter of the eligible European credit universe. Given the
supportive policy backdrop, we’ve used recent market
weakness as an opening to add exposure to US high yield
corporate credit, as the sector provides an attractive spread
premium relative to investment grade (Chart 6). In addition, we
are selectively overweight corporate credit issuers that are
severely or modestly exposed to COVID-19 developments
given attractive risk-adjusted return potential. All exposures are
informed by astute bottom-up security selection, with
consideration of underlying credit fundamentals. Importantly,
we have exposure to issuers that we consider to have sufficient
cash flow to withstand a challenging economic environment
through early 2022.

The Fed has added $1.1 trillion of Agency MBS to its balance
sheet over an incredibly short period of time, accumulating over
$600 billion in March and April alone. This demonstrates its
steadfast resolve to calm market stress and support the sector.
In the coming months, we believe the sector will benefit from
both demand and supply tailwinds, with bank and Fed buying
accompanied by a reduction in new mortgage supply

through to the first quarter of 2021.

Chart 6: US high yield provides an attractive
spread premium relative to investment grade
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Currencies

We are bearish on the US dollar and see a case for medium-
term weakness given negative real interest rates (reinforced

by the Fed’s dovish stance), high valuations and potential for
an unwind of overweight positions among foreign investors and
reserve managers. A recovering global economy can also
weigh on the dollar. Elsewhere, we favor emerging market
(EM) currencies that provide carry from economies that run a
current account surplus such as the Chinese yuan, Korean won
and Singapore dollar. We also have overweight exposure to the
Mexican peso and South African rand given attractive
valuations and carry. We are also overweight the Japanese
yen—a perceived safe-haven currency—given potential for
near-term political volatility surrounding Brexit negotiations and
the US election.

Dynamic Hedging

To seek to ensure our fixed income portfolios are balanced
and resilient when faced with risk-off market episodes, we
have typically hedged our corporate credit exposures with
rates. With rates at low levels, their efficacy as a hedge is
somewhat blunted. In recognition of this, we have diversified
our hedge to include a basket of currencies that exhibit a
negative correlation with credit, similar to rates. In addition,
we dynamically adjust our hedge based on market conditions.
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DISCLOSURES

The views expressed herein are as of October 6, 2020 and subject to change in the
future. Individual portfolio management teams for GSAM may have views and opinions
and/or make investment decisions that, in certain instances, may not always be
consistent with the views and opinions expressed herein.

Views and opinions expressed are for informational purposes only and do not
constitute a recommendation by GSAM to buy, sell, or hold any security, they should
not be construed as investment advice.

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.

Any reference to a specific company or security does not constitute a recommendation
to buy, sell, hold or directly invest in the company or its securities. It should not be
assumed that investment decisions made in the future will be profitable or will equal
the performance of the securities discussed in this document.

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 Treasury Inflation-Protected Securities (TIPS) are considered free from credit
risk, they are subject to other types of risks. These risks include interest rate risk,
which may cause the underlying value of the bond to fluctuate, and deflation risk,
which may cause the principal to decline and the securities to underperform traditional
Treasury securities. TIPS have special tax consequences, generating phantom income
on the “inflation compensation” component of the principal. A holder of TIPS may be
required to report this income annually although no income related to “inflation
compensation” is received until maturity.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY
JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE
UNAUTHORIZED OR UNLAWFUL TO DO SO.

Prospective investors should inform themselves as to any applicable legal
requirements and taxation and exchange control regulations in the countries of their
citizenship, residence or domicile which might be relevant.

This material is provided for informational purposes only and should not be construed
as investment advice or an offer or solicitation to buy or sell securities. This material is
not intended to be used as a general guide to investing, or as a source of any specific
investment recommendations, and makes no implied or express recommendations
concerning the manner in which any client’s account should or would be handled, as
appropriate investment strategies depend upon the client's investment objectives.

Although certain information has been obtained from sources believed to be reliable, we
do not guarantee its accuracy, completeness or fairness. We have relied upon and
assumed without independent verification, the accuracy and completeness of all
information available from public sources.

Past 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.

The currency market affords investors a substantial degree of leverage. This leverage
presents the potential for substantial profits but also entails a high degree of risk including
the risk that losses may be similarly substantial. Such transactions are considered
suitable only for investors who are experienced in transactions of that kind. Currency
fluctuations will also affect the value of an investment.

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.

Foreign securities may be more volatile than investments in U.S. securities and will be
subject to a number of additional risks, including but not limited to currency fluctuations
and political developments.

An investment in real estate securities is subject to greater price volatility and the special
risks associated with direct ownership of real estate.

Economic and market forecasts presented herein reflect a series of assumptions and
judgments 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 has no obligation
to provide updates or changes to these forecasts. Case studies and examples are for
illustrative purposes only.

Past performance does not guarantee future results, which may vary. The value of
investments and the income derived from investments will fluctuate and can go
down as well as up. A loss of principal may occur.

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.

Switzerland: For Qualified Investor use only - Not for distribution to general public.
This document is provided to you by Goldman Sachs Bank AG, Ziirich. Any future
contractual relationships will be entered into with affiliates of Goldman Sachs Bank
AG, which are domiciled outside of Switzerland. We would like to remind you that
foreign (Non-Swiss) legal and regulatory systems may not provide the same level of
protection in relation to client confidentiality and data protection as offered to you by
Swiss law.

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 and
Malaysia. This material has been issued for use in or from Hong Kong by Goldman
Sachs Asset Management (Hong Kong) Limited, in or from Singapore by Goldman
Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and
in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad (880767W).
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