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Comments on US Executive Order 
 

On Thursday November 12, 2020, US President Trump signed Executive Order that would prohibit transactions in the 
securities of 31 Chinese companies that the US Department of Defense says supply and otherwise support the Chinese 
military, intelligence and security services. Beginning on January 11, 2021, the Executive Order will generally prohibit 
American investors, funds, and fund managers from buying shares of, or otherwise obtaining investment exposure to, the 
Chinese companies targeted by the order. Over half of the 31 companies are classified under the Industrials sector, with 
the remainder across the Information Technology, Communication Services, Energy and Materials sectors. The order is 
effective on January 11, 2021 and provides US investors until November 11, 2021 to divest themselves of prohibited 
investments.  

At GSAM Fundamental Equity, we are long-term, fundamental, bottom-up stock pickers focusing on investing in sound 
businesses trading at a substantial discount to intrinsic value. We do not seek 0F

1 to time the market, nor do we employ top-
down/macro calls. That said, we currently do not own any companies listed by the Trump administration. We are currently 
reviewing the details of the Executive Order and assessing our positions across portfolios for any potential ramifications. 

We do not anticipate1 F

2 the current scope of the Executive Order to significantly impact our investment philosophy, process 
or portfolios in an adverse fashion going forward. We would highlight that Chinese equity markets remain broad and deep, 
comprising ~5,300 companies with a total market capitalization of $16tn2F

3 spanning across a diverse set of sectors. Of the 
list of 31 companies, only 9 are publicly-listed and account for a small portion of the opportunity set. The aggregate market 
capitalization of these companies is $20.8bn3F

4, representing only ~0.1% of the entire Chinese equity universe by market 
capitalization4. We believe there remains a vast and rich pool of Chinese equities for investors to choose from that offer 
robust growth and potentially attractive long-term investment opportunities. Furthermore, we would highlight that our focus 
on companies exhibiting strong fundamentals and good corporate governance, as well as our risk-conscious approach, has 
historically led us to avoid investing in companies directly supplying the Chinese military. Similarly, we have also historically 
been and remain structurally underweight state-owned enterprises (SOEs), including Chinese SOEs which represent a 
~45% of the MSCI China A Onshore Index, across our GSAM Emerging Markets Equity franchise due to concerns around 
corporate governance. 

We remain constructive on Chinese equities as consensus expectations point to 2021 earnings growth in the high teens 
despite the challenging global macroeconomic outlook. China’s “first in, first out” status has helped stabilize earnings for A-
Shares in 2020 around the low single digits versus -20% for DM equities. The consensus estimates for 2021 earnings would 
put the forward price-to-earnings ratio (P/E) around the historical average. Valuations are also at a 30% discount to 
developed markets, despite offering stronger and steadier earnings growth over the next few years. While the economic 
impact of the Executive Order may be relatively limited, these and other measures related to US-China relations could lead 

 
1 There is no guarantee that objectives will be met. 
2 The economic and market forecasts presented herein have been generated by GSAM for informational purposes as of the date of this presentation. They are based on proprietary 
models and there can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this presentation. 
3 Source: Factset, Wind, GS Global Investment Research, as of November 6, 2020. This includes all Chinese equities, both onshore and offshore-listed. 
4 Source: Factset, as of November 12, 2020.  
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to elevated market volatility. We believe Chinese equities continue to offer robust growth opportunities for investors as 
China’s economy is expected to account for roughly 37% of global GDP in 20304F

5 (up from about 14% today) as it continues 
its structural transition. Chinese policymakers have demonstrated their commitment to supporting stable growth and 
executing key structural reforms going forward. Chinese equity markets offer a wide variety of opportunities to share in the 
strong multi-year secular growth we are expecting. A-shares, in particular, could benefit from the technical support of foreign 
inflows as investors continue to increase their China allocations in accordance with global equity indices. The Chinese 
equity market is going through a seismic transition towards being a more open and investible market. We believe this is a 
once-in-a-generation opportunity and investors should take advantage of any near-term market volatility to gradually 
increase exposure to Chinese equities toward a long-term allocation that is reflective of the size of China’s economy, equity 
markets and growth opportunity. 

  

 
5 The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There can be no assurance that the forecasts will be achieved. 
Please see additional disclosures at the end of this presentation. 
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Disclosures 
This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any securities.  
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO. 
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or 
domicile which might be relevant. 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur.  
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.   
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as 
of the date of this presentation and may be subject to change, they should not be construed as investment advice. 
Index Benchmarks 
Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as applicable, but do not reflect the deduction of any fees or expenses which would 
reduce returns. Investors cannot invest directly in indices. 
The indices referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that the Investment Manager believes, in part 
based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader market described herein. The exclusion of "failed" or closed hedge funds 
may mean that each index overstates the performance of hedge funds generally. 
Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation 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. 
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.  
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.  
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.  
© 2020 Goldman Sachs. All rights reserved. 
Compliance Code : 222224-TMPL-11/2020-1304138 
Date of first use: 16-November-2020 


