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Source: Bloomberg, Federal Reserve, Johns Hopkins University, Goldman Sachs Global Investment Research, and GSAM. As of July 31, 2020. ‘AZ, FL, NC, MI, PA, and WI’ refers to Arizona, Florida, North Carolina, Michigan, Pennsylvania, and Wisconsin, respectively. 
‘Core PCE’ refers to the core personal consumption expenditures price index, the Federal Reserve’s measure of inflation. The economic and market forecasts presented herein are for informational purposes as of the date of this document. There can be no assurance 
that the forecasts will be achieved. Please see additional disclosures at the end of this document.

Sources of Market Volatility

Sources of Market Stability

Macro and Market Digest

Coronavirus US Election Regulation Credit Liquidity

188
Countries/Regions

270
Electoral College Votes

22%
Five Largest Companies

11%
High Yield Default Rate

72%
US Equity Volume

reported COVID-19 outbreaks
and containment remains
a challenge.

required to win presidency.
Key toss-up states are AZ, FL, NC, 
MI, PA, and WI.

concentrated in the S&P 500. 
These large tech companies are on 
Washington DC’s radar.

is expected to approach
levels seen during the
Global Financial Crisis.

is algorithmically traded, which 
could limit liquidity during periods 
of market shocks.

Monetary Policy Fiscal Policy Inflation Refinancing Households

100%
Major Central Banks

20%
US GDP

1.3%
US Core PCE

< 3%
Mortgage Rate

19%
US Savings Rate

engaged in unprecedented 
stimulus.

reflects the total US discretionary 
fiscal spending expected through 
2021.

in 2020 allows ample 
room for policy support.

has introduced a 107%
surge in refinancing activity
year-over-year.

sets the stage for potential 
consumer rebound. 
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We hope that you, your family, and your community 

are moving past the worst of the health and economic 

consequences of COVID-19. Our thoughts are with you during 

this period of recovery.

Ascertaining a medical solution has rightly remained 

the dominant focus of global policymakers, though the 

economic backdrop has fortunately evolved from one of 

aggressive shuttering to one of cautious normalization. 

Economic evidence suggests that through relatively 

low-cost face masks and targeted physical distancing 

measures, economies can recuperate while vaccines 

and treatments are developed. 

From an investment perspective, we find that this 

unprecedented moment validates the lessons of strategic 

discipline, risk management, and quality. As we enter the US 

election season, the skills acquired from navigating recent 

volatility should prove useful yet again. 

The remainder of this edition of the Market Know-How 

will focus on summarizing our macro expectations and 

providing a framework for breaking out. 

We emphasize: 

 Alpha-oriented, bottom-up strategies that can identify 

disruptions in the competitive landscape. Recovery is likely to 

be non-linear and discriminant. 

 Broadening global exposure to expand the alpha opportunity 

set borne from COVID-19 disruption. 

 Balanced exposure to value/cyclicals as they may provide 

brief, yet powerful, episodes of outperformance. However, 

the macro landscape remains growth-biased 

in our view.

 Commitment to a high quality core bond allocation to buffer 

equity volatility rather than avoiding it.

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 August 2020 and may be subject to change, they should not be construed as 
investment advice.

Breaking Out from the Outbreak
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Following the catastrophic shuttering of economies, global activity has been recovering. Walking 
and driving mobility is approaching normal levels, though airline travel remains depressed and business 
travel may never fully revert. Shaking hands is no longer an expected social norm, having been replaced by 
health and temperature screenings. We believe recovery is upon us, but it feels unlike any other.

Section Notes: Goldman Sachs Global Investment Research, National Bureau of Economic Research, and GSAM. As of August 6, 2020. The economic and market forecasts presented herein are for informational purposes as of the date of this document. There can be no 
assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document. Past performance does not guarantee future results, which may vary. 

GLOBAL GROWTH
We estimate that global real GDP will fall 
-3.3% in 2020. This year saw the sharpest and shortest 
recession since at least WWII. In fact, for the US, the 
National Bureau of Economic Research documents that 
no recession has lasted fewer than six months in a 
database that covers cycles back to the mid-1800s. As 
we look into 2021, the recovery may be stronger 
in select non-US markets experiencing less economic 
drag from the COVID-19 resurgence. 

Macro
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Top Section Notes: Goldman Sachs Global Investment Research and GSAM. As of July 31, 2020. Chart shows GDP levels relative to Q4 2019, which is indexed to 100, from Q1 2015 through the quarter when each economy is forecasted to be fully recovered to Q4 2019 
levels. ‘ECB’ refers to the European Central Bank. Bottom Section Notes: World Bank and GSAM. As of June 30, 2020. Chart compares the levels of monetary and fiscal stimulus as a percent of GDP for 2020 and during the Global Financial Crisis (GFC). ‘Stimulus’ refers 
to the estimate of total fiscal easing and loan guarantees for the calendar year, based on enacted and proposed policy stimulus. ‘Unconventional monetary policy’ refers to asset purchase programs. The economic and market forecasts presented herein are for 
informational purposes as of the date of this document. There can be no assurance that the forecasts will be achieved. 

GLOBAL RECOVERY
While 2021 real GDP forecasts point to a strong 
recovery, it is important to size the expansion relative to 
the lost GDP in 2020. By our estimates, it will take the 
US until Q3 2021 to fully recover to prior activity levels. 
In Europe, the even deeper contraction extends full 
recovery until Q4 2021, though the steeper slope of 
recovery reflects better COVID-19 containment as well 
as aggressive ECB and EU Recovery Fund support. 

POLICY
The magnitude and breadth of policy measures dwarf 
anything deployed in modern history, including the 
response to the Global Financial Crisis (GFC). Monetary 
policy re-liquefied critical funding markets while fiscal 
policy built a bridge to recovery for corporates and 
consumers. Collectively, policy support from global 
decision makers may ultimately rival the cumulative 
global GDP lost to COVID-19. 
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Top Section Notes: Bloomberg and GSAM. As of July 31, 2020. Chart shows a composite of the year-to-date (YTD) price returns across all presidential election years from 1928-2016. ‘Incumbent party’ refers to the party of the president in office during the election 
year. ‘Pre-election divergence’ refers to the three months before November. Bottom Section Notes: Bloomberg and GSAM. As of July 31, 2020. ‘Brexit referendum’ refers to the vote on June 23, 2016 by the electorate on whether the United Kingdom should leave or 
remain in the European Union. ‘US election’ refers to the 2016 US presidential election. ‘Coronacrisis’ refers to the COVID-19 pandemic. Past performance does not guarantee future results, which may vary. 

POLITICS
Market volatility is likely to increase as the 
US election looms. With the White House and Senate in 
play, history suggests keeping your eye on the stock 
market. A positive 3-month return prior to the election 
has been highly favorable to the incumbent party, 
predicting 20 of 23 elections since 1928. Market losses 
prior to the election typically hurt the incumbent. Post-
election, the market has favored the clarity of either 
outcome.

RISKS
The usual suspect of risk factors continue to elevate 
global policy uncertainty. These aggravating factors could 
individually or collectively spike risk aversion, including: 
US elections, labor force impairment, US-China relations, 
de-globalization, social unrest, and Brexit realization. 
Still, none of these compare to the market and 
economic-altering capacity of COVID-19. Moreover, 
COVID-19 should remind investors that volatility seldom 
comes from an established list of “knowns.”
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The last cycle enjoyed unusually strong returns led by multiple expansion. Beta was a key driver of returns 
for investors, and flows into inexpensive passive exposures accelerated commensurately. While the role of 
low-cost equity beta is here to stay, we believe this next bull expansion will be hallmarked by lower average 
returns and greater valuation dispersion.

Section Notes: Bloomberg and GSAM. As of July 31, 2020. ‘Bull expansion’ refers to a prolonged period of rising stock market prices combined with economic expansion. Analysis shows the daily performance of bear markets based on the MSCI World Index for the
year prior and following a bear market trough. ‘Bear market’ refers to a drawdown from peak to trough of 20% or greater. ‘Average’ refers to the average market performance across bear markets since 1969. ‘Current’ refers to the most recent bear market with the 
trough in March 2020. Past performance does not guarantee future results, which may vary. 

EQUITIES 
The scientific name of the new strain of coronavirus is 
SARS-CoV-2. In people, the disease caused by the virus 
is called COVID-19, with common symptoms of fever, 
fatigue, and respiratory stress. In markets, the 
symptoms appear to be volatility and velocity. When 
compared to a composite of prior bear markets, the 
2020 equity plunge and near instantaneous reversal are 
unparalleled. While the deluge of monetary and fiscal 
policy has sustained the recovery amidst a collapse in 
global earnings, the handoff between policy and 
fundamentals will likely prove volatile. 

Markets
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Top Section Notes: Bloomberg Barclays and GSAM. As of July 31, 2020. Chart shows the basis point increase in 10-Year Treasury yields that would effectively result in a 12-month total return of zero for a 10-Year Treasury, based on prevailing monthly duration and 
yield levels. A 10-Year Treasury is a debt obligation backed by the United States government and its interest payments are exempt from state and local taxes. However, interest payments are not exempt from federal taxes. Bottom Section Notes: Bloomberg Barclays 
and GSAM. As of July 31, 2020. ‘Option-adjusted spread (OAS)’ refers to the spread between a bond and its risk-free rate, after accounting for embedded options. ‘US Investment Grade’ refers to the Bloomberg Barclays US Aggregate Bond Index with data beginning 
June 30, 1989. ‘US High Yield’ refers to the Bloomberg Barclays US High Yield Index with data beginning January 31, 1994. ‘Emerging Market Debt (USD)‘ refers to the JP Morgan EMBI Global Composite Index with data beginning December 31, 2001. Past 
performance does not guarantee future results, which may vary. 

RATES 
Low interest rates have begun to alter a bond’s portfolio 
functionality. Cash flow and equity hedging are 
diminished, and as rates fall, duration increases. This 
tradeoff amplifies a bond’s sensitivity to changes in 
interest rates. In the accompanying chart, we show the 
“Point of Zero Return” for a 10-Year Treasury. In other 
words, how much cushion to higher rates does a bond 
have before its 12-month return falls to zero, currently at 
a record low of 6 basis points.

SPREAD 
Having recovered from the liquidity-stressed levels of 
the spring, most sectors are range-bound as investors 
digest the idiosyncratic implications of a non-linear 
recovery on highly levered sectors. Still, current option-
adjusted spread (OAS) levels (IG: 133, HY: 488, and 
EMD: 440) have usually provided attractive results and 
favorable probabilities of positive outcomes. For the 
patient investor, we remain constructive on spread 
sectors, particularly where central bank influence can be 
expected.
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Top Section Notes: Bank for International Settlements (BIS), International Monetary Fund (IMF), Goldman Sachs Global Investment Research, and GSAM. As of December 31, 2019, latest available. ‘Dollar bears’ refer to investors with a bearish outlook on the US dollar. 
Chart shows the share of BIS bank sector liabilities and IMF foreign exchange reserves that are held in either the US dollar (USD) or euro (EUR). Bottom Section Notes: GSAM. As of July 31, 2020. For illustrative purposes only. 

CURRENCY 
Expectations for a relatively strong non-US economic 
recovery and narrowed interest rate differentials have 
elevated the chorus of dollar bears. While the 
countercyclical nature of USD does argue for additional 
weakness in a post-COVID world, its entrenched status 
as the currency of choice for international reserves and 
liabilities suggests its dominant status remains 
unchallenged. In our view, a credible USD alternative 
must be a suitable holding pen for international liabilities 
and reserves.

VOLATILITY
While 2237 on March 23, 2020 may mark the S&P 500’s 
low for this bear market, elevated daily volatility is likely 
to persist. Given the multiplicity of factors elevating 
uncertainty, we find it useful to recall that in order to 
fully recover a 35% loss, a portfolio must subsequently 
return +35% and then +14% more. The hurdle for 
recovery from large losses is high. While risk assets may 
still be attractive, portfolios assembled in a risk-aware 
manner may help narrow the recovery gap.
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Macro and Markets Recap

Know-How

Markets: 
Uneven recovery creates opportunities to 
emphasize selectivity

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 August 2020 and may be subject to change, they should not be construed as 
investment advice. Economic and market forecasts presented herein reflect our judgment as of the date of this document and are subject to change without notice. These forecasts do not take into account the specific investment objectives, restrictions, tax and 
financial situation or other needs of any specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely 
representative of a broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market conditions change. Goldman Sachs Asset Management has no 
obligation to provide updates or changes to these forecasts. Examples are for illustrative purposes only.

Post-COVID World:
The great reset

A New World:
We are all Millennials now

International Developed:
Broadening the alpha bet

Macro: 
COVID-19 developments continue to direct 
policy-fueled recovery

Small and Mid Cap:
Defensive growth

Core Fixed Income:
Similar, but different

Private Markets:
Meet in the middle
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Left Section Notes: As of July 31, 2020. For illustrative purposes only. ‘Coronacrisis’ refers to the COVID-19 pandemic. Right Section Notes: As of July 31, 2020. Chart shows the rolling 6-month average of companies in the MSCI World Index by sales growth band from 
January 2000 to July 2020. 'Sales growth’ is measured by annualized forward consensus expectations of next three-year sales growth. ‘Low growth’ refers to companies with annualized sales growth less than 4%. ‘High growth’ refers to companies with annualized 
sales growth greater than 8%. International securities entail special risks such as currency, political, economic, and market risks. Past performance does not guarantee future results, which may vary. 

To the alpha bet. COVID-19 accelerated secular 
trends already underway.

Source: Goldman Sachs Global Investment Research and GSAM.

From the great reset. COVID-19 has reset the 
global economy, requiring a new investing 
framework.

The Coronacrisis is a generational event that stands to transform how 
economies function. To navigate the shifting environment, investors need
to adapt to a new framework consisting of three overlapping phases: 
preservation, consolidation, and innovation. Preservation is key in periods of 
high uncertainty, as companies focus on funding and survival. Consolidation 
depends on business strategy, not circumstance. Lastly, innovation creates 
the potential for both massive disruption and superior returns. Successfully 
managing through these phases potentially lies in the ability to identify 
sustainable competitive advantages emerging out of the crisis. 

In parallel, this pandemic has also exacerbated key investment challenges, 
ushering in a world of episodic volatility, lower yields, and scarcer growth. 
To better cope with volatility, we believe that balance sheet strength and 
competitive positioning remain vital in this recovery. To combat yield 
compression, cash flow enhancers may be effective in providing diversified 
income growth. And as the number of faster-growing companies continues 
to decline in major markets, we believe the opportunity set is becoming 
more idiosyncratic and global. The post-COVID world may mean investing 
without borders.

Source: Datastream, I/B/E/S, Goldman Sachs Global Investment Research, and GSAM.

Three Phase Framework Focus on Idiosyncrasy
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Left Section Notes: As of July 31, 2020. Ecommerce is represented as a percentage of total retail sales (ex-travel) in the respective country. The economic and market forecasts presented herein are for informational purposes as of the date of this document. There can 
be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document. Right Section Notes: As of August 12, 2020. Video conferencing, online payment, ecommerce, and commute apps are measured as number of US app 
downloads. Seated diners is measured as number of OpenTable seated diners. Outlet mall visits is measured as number of weekly visits. Percent change from February pre-COVID levels measures the change in a composite average of more than 40 stay at home and 
back to normal indicators from the week of February 3, 2020 to the week of August 12, 2020. For illustrative purposes only.

We are all Millennials now. With a large 
proportion of the world population “staying at 
home”, companies need to adapt and evolve.

Source: Goldman Sachs Global Investment Research, Company data, Euromonitor, NBS China, iResearch, and GSAM.

Moving online. COVID-19 has disrupted how 
households consume, businesses operate, and 
economies function.

The COVID-19 pandemic has driven an acceleration in the adoption of 
countless technologies and consumer behaviors, chief among them, 
ecommerce. What started at first with panic buying and hoarding has 
turned into an array of adaptations that have driven ecommerce from 15% 
of retail spending in the US in 2019 to over 40% temporarily in May 2020 
and is expected to be 30% sustainably by 2024. Evidence from other 
countries suggests that the online migration has been global. We 
anticipate that many new adopters will stick with this medium even after 
economies reopen, and that the ecommerce acceleration may continue to 
reshape the retail landscape.

In this new normal, we believe that businesses able to survive, and 
perhaps even thrive, are those with scalable online business models that 
can cope with those new “stay at home” consumption patterns. Indeed, 
Millennial consumption and lifestyle habits are shifting to the broader 
population. Older generations, some of whom may never have previously 
used ecommerce may have had to adopt such technologies out of 
necessity; millions of children have had classrooms replaced by online 
learning; and business operations, have moved online. In our view, the 
COVID-19 crisis has accelerated the secular adjustment that was already 
underway, with agile, tech-savvy businesses most likely to benefit.

Source: Goldman Sachs Global Investment Research and GSAM.

Ecommerce Everywhere US Businesses: Stay at Home vs Back to Normal
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Left Section Notes: As of July 31, 2020. Charts show the proportion of the top performing 50 stocks in the MSCI ACWI Index based on sector composition. 'Cons. Discret.' refers to consumer discretionary. 'Comm. Services' refers to communication services. 'Cons. 
Staples' refers to consumer staples. Right Section Notes: As of July 31, 2020. Chart shows the proportion of the top performing 50 stocks in the MSCI ACWI Index by region of domicile (US or international). ‘Coronacrisis’ refers to the COVID-19 pandemic. Past 
performance does not guarantee future results, which may vary. International securities entail special risks such as currency, political, economic, and market risks.

Consistent global opportunity. Strong 
performance has not been limited to the US.

Source: Bloomberg and GSAM. 

Change in leadership. Sector composition of the 
top-performing companies today reflects shifting 
growth dynamics. 

Attractive equity returns of the last few years have reflected shifting 
demographics, social preferences, and consumer behaviors that translate 
into powerful earnings growth. While the US technology sector has been 
well-positioned for these trends, the US market’s compositional advantage 
has begun to shrink as global economies invest in more profitable 
industries. Additionally, the market’s willingness to pay a premium for 
more consistent profitability may extend to areas such as Med-tech, Fin-
tech, Ed-tech, Green-tech, and Environmental, Social, and Governance 
(ESG), which could begin to balance out the global opportunity set.

The top-performing companies remain well-represented in the global 
landscape, despite overwhelming US performance. Of the top 50 
performing stocks each year, on average, more than 75% have been 
domiciled outside of the US over the last decade. Even in the Coronacrisis, 
where macro and market conditions have been challenged, global 
opportunities have remained plentiful. So far this year, 92% have been 
domiciled internationally. Investors who can identify high-quality 
companies with strong balance sheets, earnings potential, and profit 
margins may benefit from expanding their portfolios’ borders. 

Source: Bloomberg and GSAM. 

Top Companies Concentrated in Tech and Health Care Top Companies Concentrated Internationally
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Left Section Notes: As of July 31, 2020. Chart shows outperformance of the Russell 2500 Growth and Value style indices relative to the Russell 2500 Index during periods where the Russell 2500 Index declines on a trailing three-month basis. Right Section Notes: As of 
July 31, 2020. Chart shows the relative sector weights of Russell 2500 Growth Index versus the Russell 2500 Value Index. ‘Comm. Services’ refers to communication services. ‘Cons. Staples’ refers to consumer staples. ‘Cons. Discret.’ refers to consumer discretionary. 
Past performance does not guarantee future results, which may vary. 

Growing down. Attractive growth sector tilts 
exist outside of large cap equity. 

Source: Bloomberg and GSAM.

When defense is offense. Growth today is 
different from growth yesterday. 

Recent months of equity performance have shown an unusual dynamic of 
growth dominance during periods of significant market volatility. 
Historically, this has occurred only 41% of the time. In our view, this 
rotation in outperformance can be explained by the evolving characteristics 
of growth companies. They tend to be 1) more defensive because of 
balance sheet strength and ample liquidity, and 2) more insulated from 
negative earnings revisions due to less cyclical business models. We 
believe the outperformance of growth will likely persist given modest GDP 
growth, low inflation, and single-digit earnings growth potential. 

The growth opportunity is expansive as you move down in market 
capitalization. The index composition of small- and mid-cap growth stocks is 
heavily weighted toward information tech and healthcare, which comprise 
~60% of the index. Even within growth sectors, these companies are tilted 
toward industries most transformed by the digital revolution, including 
semiconductors in tech and biotech in healthcare. We think the next 
decade ahead will increasingly be disrupted by technology. Small- and mid-
cap growth stocks are poised to benefit from this secular trend as they are 
both innovative and nimble in evolving business strategies. 

Source: Bloomberg and GSAM.

Up When Down Time to Move Down
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Left Section Notes: As of July 31, 2020. Chart shows sector weights of the Bloomberg Barclays US Aggregate Bond Index components by market value. ‘US Treasury’ refers to the US Treasury component. ‘Securitized’ refers to the securitized component, including 
mortgage-backed securities, asset-backed securities, and commercial mortgage-backed securities. ‘Corporate’ refers to the corporate component. ‘Government-Related’ refers to the government-related component. The composition of the Bloomberg Barclays US 
Aggregate Bond Index may not add up to 100 due to rounding. ‘Duration’ is a measure of a bond's price sensitivity to changes in interest rates. ‘Option-adjusted spread (OAS)’ refers to the spread between a bond and its risk-free rate, after accounting for embedded 
options. ‘Yield’ is measured by yield-to-worst, which is the lowest yield an investor can expect when investing in a callable bond. Past performance does not guarantee future results, which may vary. Right Section Notes: As of July 31, 2020. ‘Volatility’ is 
measured by standard deviation. Analysis based on monthly performance over the past 10 years. Past correlations are not indicative of future correlations, which may vary. Please see additional disclosures at the end of the document.

Similar, but different. Not all fixed income
is created equal.

Source: Bloomberg Barclays and GSAM.

Then and now. The characteristics of core
fixed income have evolved over time.

Over the past decade, investment grade fixed income has changed from both 
a characteristic and composition perspective. The Bloomberg Barclays US 
Aggregate Bond Index has lower yields, higher duration, and more exposure 
to Treasuries relative to 10 years ago. As such, investors who rely on a 
passive investment strategy may unintentionally take on more interest rate 
exposure as well as lower yields. We believe there are ample opportunities to 
boost income and seek more attractive risk-adjusted returns by diversifying 
into high quality spread sectors of the core fixed income market.

When it comes to fixed income, investors are often tethered to the 
Bloomberg Barclays US Aggregate Bond Index. However, not all bonds are 
created equal, even within the same core fixed income space. Sub-sectors 
have a wide range of characteristics across yield, volatility, return, and 
correlation to equities. In today’s yield-challenged environment, we believe 
selectivity is critical not only within the benchmark, but also across the 
entire investment grade universe. A dynamic approach in core fixed income 
may allow investors to fully capitalize on the benefits in their portfolios.

Source: Bloomberg and GSAM.

Changes in US Core Fixed Income Landscape Variety and Diversity in the US Aggregate Investment Grade 
Universe
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Left Section Notes: As of March 31, 2020, latest available data. ‘Middle market’ refers to the sample of companies with revenue between $10 million and $1 billion, as surveyed on a quarterly basis by the National Center for the Middle Market (NCMM). ‘Sales growth’ 
refers to the year-over-year change in the Middle Market Indicator (MMI) 12-month projected gross sales revenue and is reported by the NCMM. Right Section Notes: As of June 30, 2020. Analysis based on quarterly returns from September 2004, earliest common 
inception, to present. ‘Direct Lending’ refers to the Cliffwater Direct Lending Index, which measures the unlevered, gross of fee performance of US middle market corporate loans. ‘High yield’ refers to the Bloomberg Barclays US High Yield Index. ‘Investment Grade’ refers 
to the Bloomberg Barclays US Aggregate Bond Index. ‘Leveraged loans’ refers to the S&P/LSTA Leveraged Loan Index. ‘Volatility’ is measured by standard deviation. ‘Return per Unit of Volatility’ is calculated by taking a ratio of annualized return divided by annualized 
volatility. Past performance does not guarantee future results, which may vary. Investments in fixed income securities are subject to credit, liquidity, and interest rate risk. Please see additional disclosures on page 21 of the document.

Be direct. Private debt may deliver a unique 
source of income and volatility hedge.

Source: US Chamber of Commerce, National Center for the Middle Market, and GSAM. 

Meet in the middle. The US middle market 
represents a vibrant capital base and addressable 
market opportunity.

The US middle market is made up of the “businesses next door” that are 
the backbone of the economy. These companies range from $10-$100 
million in annual EBITDA and have strong growth potential, but are often 
underserved by traditional providers of capital such as banks and the public 
markets. Instead, their funding often comes from local banks and private 
markets. In our view, today’s tailwinds of targeted fiscal stimulus, renewed 
investment in domestic supply chains, and the longer-term trend of 
companies staying private longer, all make the middle market an attractive 
opportunity for investors. 

Middle market direct lending has held advantages over other public fixed 
income markets resulting in stronger risk-adjusted returns. In the post-
COVID world, these aspects of the private market may be particularly 
attractive. Bilateral negotiations can result in better terms (e.g. enhanced 
due diligence, higher credit spreads, and tighter debt covenants). Relatively 
conservative capital structures and longer deployment horizons can lead to 
lower default rates and less fluctuations in yield. As such, direct lending 
can be an interesting source of returns for investors seeking to manage 
portfolio volatility. Imperative though is partnering with companies with 
healthy balance sheets and sustainable cash flows. 

Source: Bloomberg and GSAM.

Strong and Sizeable Middle Market Credit Potential
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Source: GSAM. 
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Equities

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

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

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

The MSCI All Country World (ACWI) Index is a market capitalization 
weighted index designed to provide a broad measure of equity-market performance 
throughout the world. It comprises of stocks from 23 developed countries and 24 
emerging markets.

The MSCI World Index is a free float-adjusted market capitalization weighted 
index that is designed to measure the equity market performance of developed 
markets.

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

The Russell 2500 Index measures the performance of the small- and mid-cap 
segment of the US equity universe. The Russell 2500 Index includes the Russell 2000 
Index plus the smallest 500 mid-cap companies from the Russell 1000 Index based 
on a combination of their market cap and current index membership.

The Russell 2500 Growth Index measures the performance of those Russell 2500 
companies with higher price-to-book ratios and higher forecasted growth values. 

The Russell 2500 Value Index measures the performance of those Russell 2500 
companies with lower price-to-book ratios and lower forecasted growth values.

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

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

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

Fixed Income

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

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

The Bloomberg Barclays A Corporate Index measures the A-rated, fixed-rate, 
taxable corporate bond market, including USD denominated securities publicly 
issued by US and non-US industrial, utility and financial issuers. 

The Bloomberg Barclays Aa Corporate Index measures the Aa-rated, fixed-rate, 
taxable corporate bond market, including USD denominated securities publicly 
issued by US and non-US industrial, utility and financial issuers. 

The Bloomberg Barclays Aaa Corporate Index measures the Aaa-rated, fixed-
rate, taxable corporate bond market, including USD denominated securities publicly 
issued by US and non-US industrial, utility and financial issuers. 

The Bloomberg Barclays Baa Corporate Index measures the Baa-rated, fixed-
rate, taxable corporate bond market, including USD denominated securities publicly 
issued by US and non-US industrial, utility and financial issuers. 

The Bloomberg Barclays US Securitized Bond Index (formerly the Lehman 
Brothers Securitized Index) is an unmanaged composite of asset-backed securities, 
collateralized mortgage-backed securities (ERISA-eligible) and fixed rate mortgage-
backed securities. 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 Bloomberg Barclays US Agency Bond Index measures the performance of 
the agency sector of the US government bond market and is comprised of 
investment-grade US dollar denominated publicly-issued government agency bonds 
or debentures

The Bloomberg Barclays US Aggregate Bond Index represents an unmanaged 
diversified portfolio of fixed income securities, including US Treasuries, investment 
grade corporate bonds, and mortgage backed and asset-backed securities.

The Bloomberg Barclays US Mortgage Backed Securities (MBS) Index 
tracks fixed-rate agency mortgage backed pass-through securities guaranteed by 
Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC). The index is 
constructed by grouping individual TBA-deliverable MBS pools into aggregates or 
generics based on program, coupon and vintage.

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

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

The Bloomberg Barclays US Treasury Index measures US dollar-denominated, 
fixed-rate, nominal debt issued by the US Treasury. Treasury bills are excluded by 
the maturity constraint, but are part of a separate Short Treasury Index. STRIPS are 
excluded from the index because their inclusion would result in double-counting.

The Bloomberg Barclays US Treasury: 1-3 Year Index measures US dollar-
denominated, fixed-rate, nominal debt issued by the US Treasury with maturity 
greater than or equal to 1 year and under 3 years.

The Bloomberg Barclays US Treasury: 7-10 Year Index measures US dollar-
denominated, fixed-rate, nominal debt issued by the US Treasury with maturity 
greater than or equal to 7 years and under 10 years. 

The Cliffwater Direct Lending Index (CDLI) measures the unlevered, gross of fee 
performance of US middle market corporate loans, as represented by the asset-
weighted performance of the underlying assets of Business Development Companies 
(BDCs), including both exchange-traded and unlisted BDCs, subject to certain 
eligibility requirements. 

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

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

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

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

The US Treasury Bond is a debt obligation backed by the United States 
government and its interest payments are exempt from state and local taxes. 
However, interest payments are not exempt from federal taxes.

Glossary
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Other

Alpha refers to returns in excess of the benchmark return.

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

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

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

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

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

Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA) is 
a company's earnings before interest, taxes, depreciation, and amortization are 
subtracted and represents a company's current operating profitability.

European Central Bank (ECB) refers to the central bank of the 19 European Union 
countries which have adopted the euro. The ECB’s main task is to maintain price 
stability in the euro area and so preserve the purchasing power of the single 
currency.

Electoral College is a body of 538 US electors formed every four years for the 
purpose of electing the president and vice president of the United States.

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.

The Middle Market Indicator (MMI) surveys 1,000 CEOs, CFOs, and other C-suite 
executives of America’s middle market companies on key indicators of past and 
future performance in revenues, employment, and allocation of cash. The survey also 
reports middle market company confidence in the global, US, and local economies 
and identifies key business challenge areas. The US survey was designed to 
accurately reflect the nearly 200,000 US businesses with revenues between $10MM 
and $1B, the upper and lower limits on middle market annual revenue. The quarterly 
survey is designed and managed by the National Center for the Middle Market.

Percentage points (pp) refers to the unit for the arithmetic difference of 
two percentages.

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

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.

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

Yield refers to the earnings generated and realized on an investment over a 
particular period of time.

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

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

Equity securities are more volatile than fixed income securities and subject to greater risks. Small and mid-sized company stocks involve greater risks than those customarily associated with larger companies.

Bonds are subject to interest rate, price and credit risks. Prices tend to be inversely affected by changes in interest rates. 

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.

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

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

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

Environmental, Social, and Governance (“ESG”) strategies may take risks or eliminate exposures found in other strategies or broad market benchmarks that may cause performance to diverge from the performance of these other strategies or market benchmarks. ESG 
strategies will be subject to the risks associated with their underlying investments’ asset classes. Further, the demand within certain markets or sectors that an ESG strategy targets may not develop as forecasted or may develop more slowly than anticipated. 

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

Risk Disclosures
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Page 15 Right Section Notes: ‘Aggregate’ refers to the Bloomberg Barclays US Aggregate Bond Index. ‘Agency’ refers to the Bloomberg Barclays US Agency Index. ‘Corp A’ refers to the Bloomberg Barclays A Corporate Index. ‘Corp Aa’ refers to the Bloomberg Barclays 
Aa Corporate Index. ‘Corp Aaa’ refers to the Bloomberg Barclays Aaa Corporate Index. ‘Corp Baa’ refers to the Bloomberg Barclays Baa Corporate Index. ‘Corporate’ refers to the Bloomberg Barclays US Corporate Investment Grade Index. ‘MBS’ refers to the Bloomberg 
Barclays US Mortgage Backed Securities (MBS) Index. ‘Securitized’ refers to the Bloomberg Barclays US Securitized Bond Index. ‘Treasury’ refers to the Bloomberg Barclays US Treasury Index. ‘Treasury 1-3Yr’ refers to the Bloomberg Barclays US Treasury: 1-3 Year 
Index. ‘Treasury 7-10Yr’ refers to the Bloomberg Barclays US Treasury: 7-10 Year Index.

Page 16 Right Section Notes: Investment grade bonds are corporate or municipal bonds with low to medium level of default risk. Traditionally, these bonds offer lower yields given their healthier credit profile. Investment grade bonds have credit ratings between AAA 
and BBB- based on the Standard & Poor (S&P) rating. High yield bonds are corporate or municipal bonds with a higher level of default risk relative to their investment grade counterparts. Given the riskier credit profile of high yield bonds, investors are generally 
compensated with higher yields. Leveraged loans are floating rate loans with below investment grade rating made by banks to companies. Leveraged loans typically fall higher in the capital structure relative to high yield bonds. Historically, leveraged loans have 
offered higher recovery rates in the case of a default. Direct lending is a form of corporate debt provision in which lenders other than banks make loans to companies. The borrowers are usually small and medium enterprises while the lenders may be wealthy 
individuals or asset management firms. Direct lending debt is typically structured as floating rate loans with below investment grade credit rating. Floating rate debt reacts to interest rate changes in a similar manner to fixed rate debt, although typically to a lesser 
degree. Typical features of this asset include strong loan collateral and reasonable leverage, but can also be less liquid than public fixed income instruments. There is limited ability to trade these loans on the public market due to the fact that issuers are generally 
small and consequently not well-known. Credit and default risk is higher for direct lending strategies compared to traditional broad market fixed income strategies given that the focus in direct lending strategies is on below-investment-grade issuers. Investors are 
typically compensated through credit risk and illiquidity premiums. 

Page 24 Relative Asset Class Calendar-Year Performance Notes: ‘US Large Cap’ is represented by the S&P 500 Index. ‘UK Equity’ by the FTSE 100 Index. ‘Europe Equity’ by the MSCI Europe Index. ‘Japan Equity’ by the MSCI Japan Index. ‘Global Small Cap’ by the MSCI 
World Small Cap Index. ‘EM Equity’ by the MSCI Emerging Markets Index. ‘Global Agg Bond’ by the Bloomberg Barclays Global Aggregate USD Value Hedged Index. ‘Global High Yield’ by the Bloomberg Barclays Global High Yield Value Unhedged Index. ‘Global Real 
Estate’ by the FTSE EPRA/ NAREIT. ‘EM Debt’ by the JPM EMBI Global Composite Index. ‘Commodities’ by the S&P GSCI Commodity Index. ‘Hedge Funds’ by the HFRI Fund of Funds Index. ‘Macro/ Tactical Hedge Funds’ is represented by a 50/50 blend of the HFRX 
Macro/CTA Index and the HFRI Macro Index. 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 provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or investment advice. This material has been prepared by GSAM and is not financial 
research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the 
distribution of financial research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. Investors are urged to consult with their financial advisors 
before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates or changes. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this document and are subject to change without notice. These forecasts do not take into account the specific investment objectives, restrictions, tax and 
financial situation or other needs of any specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely 
representative of a broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market conditions change. 

Goldman Sachs has no obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 

The opinions expressed in this paper are those of the authors, and not necessarily of GSAM. The investments and returns discussed in this paper do not represent any Goldman Sachs product.

This paper makes no implied or express recommendations concerning how a client's account should be managed and is not intended to be used as a general guide to investing or as a source of any specific investment recommendations. 

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

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as of the date of this document and may be subject to change, they should not be 
construed as investment advice. 

Goldman Sachs does not provide legal, tax or accounting advice, unless explicitly agreed between you and Goldman Sachs (generally through certain services offered only to clients of Private Wealth Management). Any statement contained in this document concerning 
US 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.
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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. 

Bahrain: This material has not been reviewed by the Central Bank of Bahrain (CBB) and the CBB takes no responsibility for the accuracy of the statements or the information contained herein, or for the performance of the securities or related investment, nor shall the 
CBB have any liability to any person for damage or loss resulting from reliance on any statement or information contained herein. This material will not be issued, passed to, or made available to the public generally.

Kuwait: This material has not been approved for distribution in the State of Kuwait by the Ministry of Commerce and Industry or the Central Bank of Kuwait or any other relevant Kuwaiti government agency. The distribution of this material is, therefore, restricted in 
accordance with law no. 31 of 1990 and law no. 7 of 2010, as amended. No private or public offering of securities is being made in the State of Kuwait, and no agreement relating to the sale of any securities will be concluded in the State of Kuwait. No marketing, 
solicitation or inducement activities are being used to offer or market securities in the State of Kuwait.

Oman: The Capital Market Authority of the Sultanate of Oman (the "CMA") is not liable for the correctness or adequacy of information provided in this document or for identifying whether or not the services contemplated within this document are appropriate 
investment for a potential investor. The CMA shall also not be liable for any damage or loss resulting from reliance placed on the document.

Qatar: This document has not been, and will not be, registered with or reviewed or approved by the Qatar Financial Markets Authority, the Qatar Financial Centre regulatory Authority or Qatar Central Bank and may not be publicly distributed. It is not for general 
circulation in the State of Qatar and may not be reproduced or used for any other purpose.

UAE: This document has not been approved by, or filed with the Central Bank of the United Arab Emirates or the Securities and Commodities Authority. If you do not understand the contents of this document, you should consult with a financial advisor.

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 

© 2020 Goldman Sachs. All rights reserved. 

Date of first use: September 2, 2020. 213936-OTU-1256286.
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A Long-term Partnership
Strategic Advisory Solutions provides a comprehensive suite of integrated solutions designed to help our clients grow

and enhance their businesses. Our global team of experienced strategists aims to deliver in-depth expertise to help clients 

understand dynamic markets, design well-diversified strategic portfolios, and implement industry best practices through 

programs tailored to each organization. We partner with our clients to develop actionable solutions to help them achieve 

their goals.

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

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

MARKET MONITOR: Weekly Market Updates MARKET PULSE: Monthly Market and Theme Updates

Tippy Top Into the Horizon Labor Daze School's Out Politics By Numbers More to Your Core Who Are You? Seeking Income 
Amid Moderating 
Equity Returns
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Source: GSAM. As of July 31, 2020. This example is for illustrative purposes only to show the performance dispersion between various asset classes over time and the potential importance of diversification. Diversification is the process of allocating capital in a way 
that reduces the exposure to any one particular asset or risk. 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 on 
page 21 of this document.

Relative Asset Class Calendar-Year Performance
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For additional content, please visit us at gsam.com.
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