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Left Section Notes: As of March 31, 2020. Chart data from 1993, inception of VIX Index, to current. A 'left-tail event' refers to a 5 standard deviation or more increase in the VIX Index based on index levels at the close of every trading day. Right Section 
Notes: As of March 31, 2020. Chart shows monthly returns during periods of left-tail risk events, as defined by months where the VIX rises by 5 standard deviations or more from day to day. Investments in Liquid Alternative Funds expose 
investors to risks that have the potential to result in losses. These strategies involve risks that may not be present in more traditional (e.g., equity or fixed income) mutual funds. Past performance does not guarantee future 
results, which may vary. 

Win by not losing. Alternatives may act as
a buffer in volatile markets.

Source: Bloomberg and GSAM.

Volatility erupting. Tail risk has increased over 
the last ten years, even as average volatility has 
been subdued. 

Volatility has recently been elevated as markets digest the COVID-19 
downturn. Yet since the financial crisis, the odds of seeing left-tail 
risk events—defined as where the VIX closes up by five standard 
deviations or more in one day—has increased substantially. From 
1993–2007, there were left-tail risk events approximately once every 
two years. From 2008 onwards, left-tail risk events occurred twice 
every year, amounting to a four-fold increase. In light of this trend,
we believe investors should focus on reducing left-tail risk.

When left-tail risks are realized, it is important to have shock 
absorbers built into portfolios. Liquid alternative strategies may serve 
this purpose by reducing beta to equity markets. When equity 
volatility spikes, historically liquid alternatives have avoided 75% of 
US equity losses and outperformed equities by 2.4 percentage points 
(pp). In our view, alternatives may offer an effective and efficient 
solution for investors to lower portfolio risk while remaining invested. 

Source: Bloomberg and GSAM.

Increased Risk of Left-Tail Risk Events Down but not Out
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Glossary

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

The 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 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.

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

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

Risk Disclosures

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

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

General Disclosures
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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 U.S. tax matters is not intended or written to be used and cannot be used for the purpose of avoiding penalties imposed on the relevant taxpayer. Notwithstanding anything in this document to the contrary, and except as required 
to enable compliance with applicable securities law, you may disclose to any person the US federal and state income tax treatment and tax structure of the transaction and all materials of any kind (including tax opinions and other tax analyses) that 
are provided to you relating to such tax treatment and tax structure, without Goldman Sachs imposing any limitation of any kind. Investors should be aware that a determination of the tax consequences to them should take into account their specific 
circumstances and that the tax law is subject to change in the future or retroactively and investors are strongly urged to consult with their own tax advisor regarding any potential strategy, investment or transaction.

Confidentiality

No part of this material may, without GSAM's prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the recipient.

Goldman Sachs & Co. LLC, member FINRA.

© 2020 Goldman Sachs. All rights reserved.

Date of first use: May 1, 2020. 202736-OTU-1187940.
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