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Fundamental Equity 
March 2020 

Market Update – Response to Volatility 

Finding Opportunity in A Time of Uncertainty 
Overview 
GSAM’s Fundamental Equity (FE) team would like to share some of the market observations we have made over the 
past month as the novel Coronavirus (COVID-19) spread globally and as the oil market collapsed, leading to 
significant market volatility and changing fundamentals.    

How markets have reacted  

■ The threat of business disruption and stalled economic growth has led to a significant market drawdown and 
increased volatility.  

■ The economic impact was initially China-specific but has since spread across the globe.  

■ The hardest hit companies are those that:  
– Are exposed to travel 
– Have cyclical exposure 
– Have global exposure 
– Are dependent on physical presence (such as restaurants, gyms etc.) 
– Have high leverage 

How GSAM FE has responded 

While the current market backdrop is highly abnormal, we believe the potential to generate excess returns is greater 
than normal, especially for longer-term oriented investors. Sharp price adjustments have created opportunities for us 
to selectively add to our higher conviction ideas at more attractive valuations. We have also been nimble and sold out 
of names whose risk/reward has, in our view, become less favorable. 

Overall, we have amplified our preference for higher quality companies, largely defined as having a higher 
predictability of cash flows in the form of: 

■ Strong balance sheets 

■ Secular growth exposure  

■ Defensive equities that offer higher and more sustainable yields thanks to recurring revenues and with demand 
drivers that are less affected by the COVID-19 implications 

Especially in this volatile environment, we remain committed to leveraging our key strengths: 

■ A large, experienced and diverse investment team  

■ Our position within GSAM’s broader platform which affords us timely and relevant insights to equities, such as 
credit and financing read-throughs from our fixed income colleagues  

■ Active management, where the definition of “predictable” cash flows has been meaningfully and rapidly redefined 
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Details of our portfolio positioning: 

Our fundamentally driven, active approach has allowed us to quickly reassess risks and potential opportunities within 
this volatile backdrop. We have a heightened awareness of the risks that exist in companies that have:  

■ Exposure to travel, such as airlines, hotels, gaming, logistics, shipping and luxury goods 

■ Exposure to businesses that entail a high degree of human attendance such as live events and restaurants  

■ Exposure to China manufacturing and consequent supply chain disruptions  

■ Higher leverage and may not be able to weather softening demand 

■ More cyclical exposure, such as energy, which has been negatively impacted by slowing demand and decisions by 
the Organization of Petroleum Exporting Countries and Russia not to cut supply, and financials, which are affected 
by the extreme low rate environment. 

We have seen numerous opportunities arise from knee-jerk selling driven partially by what investors “can” sell (often 
more liquid, higher quality names) as opposed to what they “want” to sell. We have taken advantage of this market 
dislocation to opportunistically initiate and increase high conviction positions in high quality companies with secular 
growth. At the same time, we are closely monitoring positions and managing risk even more vigilantly in areas of the 
market that could yet further deteriorate.  

■ Consumer: Many of our portfolios have been overweight companies related to consumer experience, such as 
travel and leisure activities, which we believe is a long-term secular growth theme reflecting the spending habits of 
Millennials. Before the COVID-19 outbreak, consumer prospects were strong, particularly in the US, due to a 
robust economy and low unemployment. The extreme measures taken to combat the spread of the COVID-19 
outbreak will have an outsized negative impact on the earnings of many of these companies in the near-term. In 
several cases, we have re-sized positions accordingly, to actively manage near-term risk, while adding to the 
highest quality, highest conviction businesses trading at valuations that we believe overly discount their durable 
growth potential. We have also found new potential opportunities in areas of the digital economy—from online 
education in China to the digitalization of fitness classes in the US—trading at more reasonable prices. 

■ Materials and Industrials: We have tempered our previously optimistic view that was based on fundamentals 
broadly improving. However, we have added selectively to industrial and materials companies with “self-help” 
stories—company-specific improvements that can drive earnings growth outside of industry trends. These 
companies, including names in the defense and specialty chemicals industries, could also benefit from lower oil 
input costs and potentially a stronger housing market, given record low rates. Where we have decided to increase 
our more cyclical areas of our portfolios, we have demanded even greater financial strength. 

■ Health Care: We maintain a bias towards higher quality, defensive and innovative companies. These include well-
diversified pharmaceutical companies and faster growing health care equipment and supply companies (the “picks 
and shovels”) that have historically been better insulated from the volatility and political risks going into election 
years than other types of healthcare companies. We continue to favor genomics and precision medicine 
companies, which are at the forefront of disrupting health care and creating new ways to treat medical conditions 
on a more personalized basis (some of which even aim to either treat or prevent COVID-19). In some of our US 
portfolios, we initiated a position in a company that facilitates online medical visits, while in China we are invested 
in the more innovative healthcare companies. In India we own generics manufacturers which are a driving force 
behind the statistic that one out of every three pills consumed by Americans is made in India.  

■ Financials: We have updated some of our views in light of the significant cut to interest rates and the increase in 
market volatility. We are even more cautious on banks because the recent rate cuts will further challenge net 
interest margins (NIMs). Across the emerging markets we have structurally less exposure to banks because many 
are state-owned enterprises (SOEs), which tend to have weaker governance. We believe these banks could be 
particularly vulnerable in the current environment, especially in China where they are supporting the government 
stimulus. We are more constructive on capital markets companies that may benefit from market volatility and 
mergers & acquisitions/restructurings. We also continue to like stock exchanges, which are largely monopolistic 
and capital-light business and may benefit from higher market volatility.  
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■ Energy: We were already underweight energy in most portfolios worldwide. In the US we have a negative 
structural view of the long-term supply-demand dynamics, which is even more pronounced in an environment of 
$30 oil (WTI); in the emerging markets, roughly 60% of companies are SOEs, which we largely avoid due to 
concerns about governance. We believe the companies we own are well-positioned to survive a prolonged low oil 
price environment, with solid balance sheets and low break-even levels. Globally, and especially outside of the US, 
where the opportunity set is more extensive, we are overweight energy solutions providers and leaders in the 
transition to renewables. In our US large- and mid-cap portfolios, we have more exposure to liquified natural gas 
(LNG), for which we have more bullish prospects for long-term demand, and should be less impacted by the 
collapse in oil prices.  

■ Infrastructure/Real Estate: We generally like this part of the market today due to the higher yields and relatively 
predictable cash flows that stem from longer-dated contracted cash flows and demand drivers that should prove 
more resilient against today’s backdrop. However, while we have increased up our emphasis on balance sheet 
across everything we own, our views vary meaningfully by sector. We transitioned to an underweight position in 
airports, which will likely remain under pressure due to slowing air travel, and amplified our pre-existing 
underweight to US energy infrastructure due to concerns over slowing production volumes and a more difficult 
financing environment. We remain overweight tech-focused infrastructure (communications towers and digital 
storage), which we believe stand to benefit from both short-term and long-term demand drivers, and added to our 
utilities exposure, as we believe they offer the greatest predictability of cash flows. In the case of listed real estate, 
we are cautious on retail and senior housing, which we were already underweight and have amplified due to 
COVID-19 concerns. We increased our exposure to companies exposed to secular growth that we believe trade at 
attractive valuations, where demand is likely to remain relatively strong, especially over the longer-term 
(communications towers, digital storage, industrial, and life-science office space) and companies exposed to more 
inelastic demand drivers (multi-family and healthcare). 

 

Conclusion 

We acknowledge there has been a meaningful draw down in the market and that these are trying times for everyone both on the health 
and financial fronts. We wish you only the best and rest assured we’ll remain committed to being good stewards of your capital.  
 
 
 
Risk Considerations 
 
Equity securities are more volatile than fixed income securities and subject to greater risks. Small and mid-sized company stocks involve greater risks than those customarily associated 
with larger companies. Investments in fixed income securities are subject to the risks associated with debt securities generally including credit, liquidity and interest rate risk. Investments 
in high yield fixed income securities are considered speculative, involve greater risk of default, and tend to be more volatile than investment grade fixed income securities. Investments in 
foreign securities entail special risks such as currency, political, economic, and market risks. These risks are heightened in emerging markets. 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 commodities may be affected by changes in overall market 
movements, commodity index volatility, changes in interest rates or factors affecting a particular industry or commodity.  
 
General Disclosures 

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.  

Portfolio holdings and/or allocations shown above are as of the date indicated and may not be representative of future investments. The holdings and/or allocations shown may not 
represent all of the portfolio's investments. Future investments may or may not be profitable.  

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 presentation and may be subject to change, they should not be construed as investment advice. 

The Global Industry Classification Standard (GICS) was developed by and is the exclusive property and a service mark of Morgan Stanley Capital International Inc. (MSCI) and Standard 
& Poor’s, a division of The McGraw-Hill Companies, Inc. (S&P) and is licensed for use by Goldman Sachs. Neither MSCI, S&P nor any other party involved in making or compiling the 
GICS or any GICS classifications makes any express or implied warranties or representations with respect to such standard or classification (or the results to be obtained by the use 
thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such 
standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS 
classifications have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages. 

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 
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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.  

Canada:  This presentation has been communicated in Canada by GSAM LP, which is registered as a portfolio manager under securities legislation in all provinces of Canada and as a 
commodity trading manager under the commodity futures legislation of Ontario and as a derivatives adviser under the derivatives legislation of Quebec. GSAM LP is not registered to 
provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts in Manitoba and is not offering to provide such investment 
advisory or portfolio management services in Manitoba 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.   

Goldman Sachs & Co. LLC, distributor of the Fund(s), is not a bank, and Fund shares distributed by Goldman Sachs & Co. LLC are neither deposits nor obligations of, nor endorsed, nor 
guaranteed by any bank or other insured depository institution, nor are they insured by the Federal Deposit Insurance Corporation, the Federal Reserve Board, or any other government 
agency. Investment in the Funds involves risks, including possible loss of the principal amount invested. 

© 2020 Goldman Sachs. All rights reserved. Date of first use: 03/xx/2020. Compliance code: 198119 
 


