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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 3 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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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. 

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

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. 

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

Risk Disclosures
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Page 1 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.
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.

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: September 14, 2020. 215155-OTU-1261922.
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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 High Yield Index covers the universe of fixed rate, non-investment grade debt.

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. 

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.
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.
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.
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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