
Fundamental View 
There has historically been a positive relationship between low valua-
tions, strong recent performance (momentum), and high profitability 
and future returns in nearly every market studied over long horizons. 
And stocks with low volatility have tended to produce better risk-
adjusted returns. There are plausible risk-based and/or behavioral 
stories behind the success of each factor.

The risk story is the most compelling for the value effect. Value stocks 
tend to have less-attractive prospects than their more expensive 
counterparts and may offer higher expected returns as compensation 
for their risk. But behavioral biases could also contribute. Investors 
may extrapolate past growth--or lack thereof--too far into the future, 
which could cause slow-growing value stocks to become undervalued.
Behavioral biases are likely behind momentum. Investors may initially 
underreact to new information, causing market prices to adjust more 
slowly than they should. Once a trend is established, investors may 
pile into the trade, pushing prices away from fair value, potentially 
leading to the long-term reversals associated with the value effect. 
Momentum is a good complement to value because one tends to work 
well when the other doesn’t.

Profitability and low volatility are more defensive. A possible expla-
nation for the former’s success is that investors may not appreciate 
the long-term sustainability of highly profitable firms’ earnings 
power, which can cause them to become undervalued, even though 
these stocks don’t necessarily trade at the lowest valuations. The 
low-volatility effect can arise because investors who care about 
benchmark-relative performance (like most active managers) may tilt 
toward riskier securities and away from safer (less volatile) ones to 
boost their returns. The neglected, low-volatility stocks could become 
undervalued relative to their risk, allowing them to offer attractive risk-
adjusted performance.

Goldman Sachs ActiveBeta U.S. Large Cap Equity ETF (GSLC) offers 
exposure that’s similar to the S&P 500 but tilts toward stocks with 
characteristics that have historically been associated with market-
beating performance. These include low valuations, strong momentum, 
high profitability, and low volatility. This approach diversifies risk 
because each factor tends to work well at a different time. While the 
fund’s factor tilts are modest, it has a low expense ratio to match, 
which gives it a reasonable chance to beat the market over the long term.

The portfolio is divided into four equally weighted sleeves that each 
tilt toward stocks with a different characteristic of interest. This simple 
approach is transparent, though a more integrated approach would 
probably be a bit more efficient. Each sleeve gives over- or under-
weightings to stocks from the large-cap selection universe based on 
the degree to which they exhibit the targeted style characteristic. The 
fund scales these active bets to give each sleeve a 4% target tracking 
error to its selection universe. Consequently, stocks with factors that 
introduce greater tracking error, like low volatility, receive lower active 
weightings. Together, these active bets partially offset one another, 
allowing the overall portfolio to maintain a 2% tracking-error target.

The resulting portfolio looks a lot the S&P 500’s. It includes more than 
420 stocks out of 500 eligible names, with an active share of 29%, as 
of this writing. These holdings have a smaller average market capital-
ization than the constituents of the S&P 500. However, they tend to 
trade at similar valuations. This is because the fund’s momentum and 
quality sleeves pull the portfolio toward pricier names, while its value 
sleeve leans in the other direction.

This strategy was launched in September 2015, so it has not yet 
established a meaningful record. From its inception through September 
2016, the fund’s realized tracking error to the S&P 500 was slightly 
above 2%, and it lagged that index by 2.6 percentage points. While it 
won’t always beat the index, the fund should come out ahead over 
the long term.

Disclosure: Morningstar, Inc. licenses indexes to financial institutions as the tracking indexes for investable products, such as exchange-traded funds, sponsored by the financial institution. 
The license fee for such use is paid by the sponsoring financial institution based mainly on the total assets of the investable product. Please click here for a list of investable products that 
track or have tracked a Morningstar index. Neither Morningstar, Inc. nor its investment management division markets, sells, or makes any representations regarding the advisability of 
investing in any investable product that tracks a Morningstar index. Alex Bryan, CFA does not own shares in any of the securities mentioned above. Find out about Morningstar’s editorial 
policies. 
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Fees
At 0.09%, the fund’s expense ratio is among the lowest in the large-
blend Morningstar Category and a fraction of what other multifactor 
funds charge. This fee is on par with what the biggest S&P 500 ETF ( 
SPDR S&P 500 ETF (SPY)) charges. Goldman initially launched this fund 
with a 0.24% expense ratio and a 0.15% fee waiver, but it has made 
the 0.09% fee permanent and removed the waiver, which is a good 
sign.

Alternatives 
 AQR Large Cap Multi-Style (QCELX) (0.49% expense ratio) applies an 
integrated approach to target stocks with strong value, momentum, 
and quality characteristics. This can improve efficiency because the 
entire portfolio is focused on all three factors, which should give 
the fund more-potent exposure to its targeted factors than GSLC. 
And stocks that score well on multiple dimensions may have higher 
expected returns than those that look good on only one dimension. This 
fund is only available to individual investors through select financial 
advisors and platforms, like a 401(k).

IShares Edge MSCI Multifactor USA (LRGF) (0.35% expense ratio) 
also takes an integrated approach to provide exposure to stocks with 
strong momentum, low valuations, quality, and small size. It uses a 
complex constrained optimizer to achieve that objective. Like the AQR 
fund, LRGF offers more-aggressive style tilts than GSLC. Its value tilt 
is particularly noticeable, and this orientation pulls the fund into the 
large-value Morningstar Category.

DFA US Core Equity 1 (DFEOX) (0.19% expense ratio) offers broader 
exposure to the U.S. stock market than its multifactor peers. It tilts 
toward stocks with low valuations, small market capitalizations, and 
high profitability. These tilts are anchored to each stock’s market 
capitalization, which helps keep turnover low. This fund is only 
available to individual investors through select financial advisors and 
platforms. Investors who don’t have access to this fund might consider 
John Hancock Multifactor Large Cap ETF (JHML) (0.35% expense 
ratio), which tracks a DFA index and applies a similar approach among 
large-cap stocks.

While each of these factors has a strong long-term record, they all 
go through periods of underperformance. Putting them together in a 
portfolio diversifies risk. But the fund’s sleeve approach dilutes its 
exposure to each factor. That’s because many stocks that score well on 
one dimension (like value) don’t score well on the others. And because 
each sleeve only represents 25% of the portfolio, the fund has only 
modest exposure to each factor.

The fund constructs its value and momentum sleeves differently than 
many of its peers. Within the value sleeve, the managers limit the 
fund’s industry tilts relative to the selection universe, arguing that such 
bets are not rewarded. They measure momentum based on returns 
adjusted for market sensitivity and stock volatility. This gives the fund 
a cleaner read on strong performance that is specific to a stock that 
may be more likely to persist.

Turnover here should be moderate, partially because many of the 
adjustments across the four sleeves offset each other. In order to 
further reduce turnover, each sleeve applies a buffer around the target 
active weightings for each security, so that it doesn’t trade until the 
style characteristics materially change.

Portfolio Construction
The fund employs full replication to track the Goldman Sachs 
ActiveBeta U.S. Large Cap Equity Index. The selection universe for the 
index includes the largest 500 U.S. stocks. From this pool, the fund 
tilts toward stocks with strong value, risk-adjusted momentum, quality 
(gross profits/total assets), and low-volatility characteristics. The 
portfolio is subdivided into four equal-sized sleeves, each of which has 
a different factor focus.

Each sleeve sizes its active weightings in order to target a 4% tracking 
error to its market-cap-weighted selection universe. In contrast to the 
other sleeves, which start with this market-cap-weighted universe, 
the low-volatility sleeve applies its active weightings to an equally 
weighted version of this universe. The managers argue that this is 
prudent because the low-volatility effect is stronger among smaller 
stocks. The value sleeve also differs from the others. It rescales its 
sector weightings to match those of its selection universe, on the 
premise that value-based sector bets are not rewarded over the long 
term. The fund casts a wide net, typically including at least 80% of the 
stocks in the selection universe. It reconstitutes quarterly and applies 
buffer rules to mitigate unnecessary turnover.

Reprinted by permission of Morningstar, Oct. 21, 2016



As of 12/31/16. Please see additional disclosures for rating methodology and criteria.

The Morningstar Analyst Rating is not a credit or risk rating. It is a subjective evaluation performed by the manager research 

analysts of Morningstar. Morningstar evaluates funds based on five key pillars, which are process, performance, people, parent, and 

price. Analysts use this five pillar evaluation to determine how they believe funds are likely to perform over the long term on a risk-

adjusted basis. They consider quantitative and qualitative factors in their research, and the weighting of each pillar may vary. The 

Analyst Rating scale is Gold, Silver, Bronze, Neutral, Negative. A Morningstar Analyst Rating of Gold, Silver, or Bronze reflect an 

Analyst’s conviction in a fund’s prospects for outperformance. Analyst Ratings are continuously monitored and reevaluated at least 

every 14 months. 

For more detailed information about Morningstar's Analyst Rating, including its methodology, please go 

to http://corporate.morningstar.com/us/documents/MethodologyDocuments/AnalystRatingforFundsMethodology.pdf. 

The Morningstar Analyst Rating should not be used as the sole basis in evaluating a mutual fund. Morningstar Analyst 

Ratings involve unknown risks and uncertainties which may cause Morningstar's expectations not to occur or to differ 

significantly from what we expected. 

© 2017 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar; (2) may not be 

copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are 

responsible for any damages or losses arising from any use of this information. Past performance is no guarantee of future results. 

The Morningstar information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or 

distributed; (3) does not constitute investment advice offered by Morningstar; and (4) is not warranted to be accurate, complete or 

timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this 

information. Past performance is no guarantee of future results. © 2017 Morningstar, Inc. All Rights Reserved. 

Goldman Sachs ActiveBeta
®
 U.S. Large Cap Equity ETF

Average Annualized Returns (%) as of 12/31/16 

1 Year (%) Since Inception (%) Total Expense Ratio (%) 

GS ActiveBeta® U.S. Large Cap Equity 

ETF (NAV) 
8.63 8.57 

0.09% 

GS ActiveBeta® U.S. Large Cap Equity 

ETF (Market Price) 
8.70 8.64 

The returns represent past performance. The Fund’s investment return and principal value will fluctuate so that an 

investor’s shares, when sold or redeemed, may be worth more or less than their original cost. Current performance may be 

lower or higher than the performance quoted above. Please visit our Web site at: www.GSAMFUNDS. com/ETFs to obtain 

the most recent month-end returns. Performance reflects cumulative total returns for periods of less than one year and average 

annual total returns for periods of greater than one year. Since inception returns for periods of less than one year are cumulative. All 

Fund performance data reflect the reinvestment of distributions. Total returns are calculated assuming purchase of a share at the 

market price or NAV on the first day and sale of a share at the market price or NAV on the last day of each period reported. The 

Total Returns Based on NAV and Market Price do not reflect brokerage commissions in connection with the purchase or sale of 

Fund shares, which if included would lower the performance shown above. 

This reprint is based on an independent third party published article. Goldman Sachs did not write this article nor did it have editorial 
input into the final piece and is not responsible for the content, accuracy, completeness or fairness of such information. Goldman 



Sachs makes no representations, guarantees or warranties regarding such information. Any such information is intended for 
informational purposes only, and should not be construed as investment advice and/or a recommendation to buy or sell any security 
mentioned therein. 

Please note the figures shown above are the unitary management fees. As of May 1, 2016, the Board of Trustees of Goldman 
Sachs ETF Trust has approved a unitary management fee structure for the Fund and reduction of the Fund’s management fee rate. 
Under the unitary fee structure, Goldman Sachs Asset Management, L.P., the Funds’ investment adviser, will be responsible for 
paying substantially all the expenses of each such Fund, excluding the management fee, payments under the Fund’s 12b-1 plan (if 
any), interest expenses, taxes, acquired fund fees and expenses, brokerage fees, costs of holding shareholder meetings, litigation, 
indemnification and extraordinary expenses. 

The Goldman Sachs ActiveBeta
®
 U.S. Large Cap Equity ETF seeks to provide investment results that closely correspond, before 

fees and expenses, to the performance of the Goldman Sachs ActiveBeta
®
 U.S. Large Cap Equity Index (the “Index”), which 

delivers exposure to equity securities of large-capitalization U.S. issuers. The Fund’s equity investments are subject to market risk, 

which means that the value of the securities in which it invests may go up or down in response to the prospects of individual 

companies, particular sectors and/or general economic conditions. Because the Fund may concentrate its investments in an 

industry or group of industries to the extent that the Index is concentrated, the Fund may be subject to greater risk of loss as a result 

of adverse economic, business or other developments affecting that industry or group of industries. The Fund is not actively 

managed, and therefore the Fund will not generally dispose of a security unless the security is removed from the Index. 

Performance may vary substantially from the performance of the Index as a result of transaction costs, expenses and other 

factors. 

The Goldman Sachs ActiveBeta
®
 U.S. Large Cap Equity Index (“the Index”) is designed to deliver exposure to equity securities of 

large capitalization U.S. issuers. The Index seeks to capture common sources of active equity returns, including value (i.e., how 

attractively a stock is priced relative to its “fundamentals”, such as book value or free cash flow), momentum (i.e., whether a 

company’s share price is trending up or down), quality (i.e., profitability) and low volatility (i.e., a relatively low degree of fluctuation 

in a company’s share price over time). The Index is reconstituted and rebalanced quarterly. It is not possible to invest directly in an 

unmanaged index. 

Exchange-Traded Funds are subject to risks similar to those of stocks. Investment returns may fluctuate and are subject 
to market volatility, so that an investor’s shares, when redeemed, or sold, may be worth more or less than their original 
cost. ETFs may yield investment results that, before expenses, generally correspond to the price and yield of a particular 
index. There is no assurance that the price and yield performance of the index can be fully matched. Please see 
GSAMFUNDS.com/ETFs for additional risk considerations. 

The financial instrument is not sponsored, promoted, sold or supported in any other manner by Solactive AG nor does Solactive AG 

offer any express or implicit guarantee or assurance either with regard to the results of using the Index and/or Index trade mark or 

the Index Price at any time or in any other respect. The Index is calculated and published by Solactive AG. Solactive AG uses its 

best efforts to ensure that the Index is calculated correctly. Irrespective of its obligations towards the Issuer, Solactive AG has no 

obligation to point out errors in the Index to third parties including but not limited to investors and/or financial intermediaries of the 

financial instrument. Neither publication of the Index by Solactive AG nor the licensing of the Index or Index trade mark for the 

purpose of use in connection with the financial instrument constitutes a recommendation by Solactive AG to invest capital in said 

financial instrument nor does it in any way represent an assurance or opinion of Solactive AG with regard to any investment in this 

financial instrument. 

*ActiveBeta
®
 ETFs use a preset investing strategy like traditional ETFs to keep costs competitive. Traditional ETFs refer to market-

cap weighted strategies designed to track a given market or index. “Smart beta” refers to quantitative index-based strategies. 

Source: Morningstar, as of June 30, 2015. The fee for the largest ETF by AUM, the SPDR S&P 500 ETF Trust (SPY), and the 

Goldman Sachs ActiveBeta
®
 US Large Cap Equity ETF is 9 bps. 38 bps is the average fund fee for the Morningstar US ETF Large 

Blend Strategic Beta and 36 bps is the average fund fee in the Morningstar US ETF Large Blend Index. Ordinary brokerage 

commissions apply. Brokerage commissions will reduce returns.  

ETF Fund shares are not individually redeemable and are issued and redeemed by a Fund at their net asset value (“NAV”) 

only in large, specified blocks of shares called creation units. Shares otherwise can be bought and sold only through 

exchange trading at market price (not NAV). Shares may trade at a premium or discount to their NAV in the secondary 

market. 

ActiveBeta® is a registered trademark of GSAM. 

ALPS Distributors, Inc. (ADI) is the distributor of the Goldman Sachs ETF Funds, the SPDR S&P 500 ETF Trust (SPY) and AQR 

Large Cap Multi-Style (QCELX). The SPDR S&P 500 ETF Trust is a Unit Investment Trust (UIT). ALPS Distributors, Inc. is 

unaffiliated with Goldman Sachs Asset Management and Goldman, Sachs & Co. 



Transparency refers to the extent to which investors have ready access to any required financial information about a 

company such as price levels, market depth and audited financial reports. 

The S&P 500 Index is the Standard & Poor’s 500 Composite Stock Price Index of 500 stocks, an unmanaged index of 

common stock prices.  

Diversification does not protect an investor from market risk and does not ensure a profit. 

A summary prospectus, if available, or a Prospectus for the Fund containing more information 

may be obtained from your authorized dealer or from Goldman, Sachs & Co. by calling 1-800-621-

2550. Please consider the Fund’s objectives, risks, and charges and expenses, and read the 

summary prospectus, if available, and the Prospectus carefully before investing. The summary 

prospectus, if available, and the Prospectus contains this and other information about the Fund.  

Goldman, Sachs & Co. is the distributor of the Goldman Sachs Funds. © 2016 Goldman Sachs. All rights reserved. 
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