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 2007 2008 7/31/09 Forecast 2009 

Real GDP Growth1 2.0% 1.2% -1.0% -2.6% 

Core CPI1 2.3% 2.3% 1.6% 1.6% 

Unemployment Rate1  4.6% 7.2% 9.4% 9.8% 

FED Funds Rate1 4.25% 0.13%   0.13% 0.13% 

Crude Oil2  $96 $45 $69 $85 

10-Year Note Yield1  4.10% 2.21% 3.48% 3.00% 

S&P 5003  1468 903 987 1060 

Dollar/Euro1  1.46 1.40 1.43 1.45 

Yen/Dollar1  112 91 95 98 

Source: Morningstar as of 7/31/09. Please see additional disclosures. 

PERSPECTIVES FROM GOLDMAN, SACHS & CO.

Market Performance (%): Year-to-Date 2009

Inventory Cycle to Turn Positive

Consumers are the Key

Key Forecasts (annl’d % changes)

The second quarter saw businesses liquidate inventories at a near record rate. As 
corporations decide to bring production more in line with demand (even significantly reduce 
demand), GDP will get a significant shot in the arm. 

Economic Outlook
• Better News Drives Up Near-term GDP: Improved news flow in homebuilding, home 

prices, manufacturing, and employment contribute to an upgrade in our second half 2009 
GDP forecast from 1.0% to 3.0% annualized. This change is particularly warranted due to 
the economic jolt coming from the positive turn in the inventory cycle and fiscal stimulus.

• Remaining Headwinds Keep Longer-term Views in Check: The factors driving the  
near-term rebound are inevitably transitory. Persistent headwinds remain, as                   
1) consumers continue deleveraging from damaged balance sheets, 2) weak employment 
weighs on household income, 3) state and local governments cut back, 4) commercial real 
estate price declines accelerate, and 5) credit availability remains impaired. 

• Unemployment: The July labor report was the clearest recent sign of economic
stabilization as payroll losses posted their smallest decline (-247K) since the Lehman 
Brothers bankruptcy and the unemployment rate fell for the first time since April 2008 
(9.5% to 9.4%). We have tempered our view slightly on labor, now expecting the 
unemployment rate to reach 10¼% in 2010,down from our previous forecast of 10½%.

• Fed Policy: Monetary tightening seems highly unlikely in a world of vast labor and 
manufacturing slack, contained inflation, and subdued consumption. We think the FOMC 
will be reluctant to raise the funds target, even from zero, until they have some confidence 
that the unemployment rate has reached its cyclical peak or will do shortly.

• Treasury Yields: The recent sell off seems to have gone too far in response to improving 
economic data. In our view, the 10-yr will migrate closer to 3% over the next few months. The chart below details the drivers of growth in the first and second years of an economic 

expansion and on average over the entire cycle. While an inventory correction can kick 
things off, renewed growth in consumer spending must be a part of any sustained recovery.

Goldman, Sachs & Co. Global Investment Research3,4

• S&P 500 Target: In mid July we raised our year-end 2009 price target to 1060 from 940, roughly 7% higher than current levels. The S&P 500 rose 8% in July, breaking through the 10% 
trading range of the past three months. We believe the market is out of the “stall” phase of market recovery and anticipate a more extended “sustained rally” in the US equity market during the 
second half of 2009.

• Earnings: As we evaluate recent earnings for anecdotal evidence of pricing, volume, costs and thematic trends, we note six major themes unfolding for corporations: 1) Economic stabilization 
and preparations for growth as demand clearly bottoms, 2) A focus on capacity and utilization with the Industrial, IT, and Energy sectors noting their ability to add capacity, increase utilization 
rates, and bring back employees, 3) Inventory re-stocking underway following the dramatic drawdown of 1H 2009, 4) Cost-cutting initiatives bolstering margins given a lack of top-line growth, 
5) Operating leverage back in vogue for firms anticipating a cyclical recovery in revenue growth, and 6) BRIC economies as a continued source of end demand and relative strength. 

Source: Department of Commerce
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PERSPECTIVES FROM GOLDMAN SACHS ASSET MANAGEMENT

Please see next page for important additional information. Please see additional disclosures.

For More Information: Contact your Goldman Sachs sales representative.
ICG: 800-292-GSAM  Bank: 888-444-1151   IAS: 800-559-9778   IAC: 866-473-8637   Corporate Cash: 800-621-2550

Source: GSAM as of 7/31/09. Please see additional disclosures. 

Yield Curve

Fixed Income Tax-Exempt Returns: Year-to-Date 2009

Source for Taxable and Tax-Exempt Returns: GSAM and Barclays Capital as of 7/31/09. 
Please see additional disclosures. 

Fixed Income Taxable Sector Returns: Year-to-Date 2009

Yield (%)

Positioning Ideas
• The commodity problem is, at heart, a decades long supply shortage which has been exacerbated by sub-optimal investment in capacity, tight credit conditions, and growing demand from 

emerging economies for raw materials.
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International Equity: Brazil, Russia, India, China

• Leading Global Recovery: In terms of GDP, it is a BRIC-led world. Estimates for the 
quartet’s GDP growth in 2010 is 8.0% with China leading the way at 10.9%. This compares 
to World GDP growth of 3.4% and the US at 1.2%. Our research originally forecasted BRIC 
growth constituting 10% of global output by the end of the decade. It surpassed this 
milestone at  15% last year.

• Size Matters: Opportunities in EM appear to have an important bias to size, where a large 
country may be able to develop sustainable and resilient domestic demand. The world’s 
population is expected to grow from 6.8 billion to 9.0 billion in 2050. Virtually all of this growth 
will occur in the developing world, particularly in the BRIC economies.

• Local Demand: A burgeoning middle class with discretionary income adjusts spending to 
reflect trends of industrialization and Westernization. We expect resilient demand growth 
from BRIC consumers to be one of the driving forces of an export-driven recovery in 
advanced economies such as the US.

Fixed Income Strategy

• Duration: Slightly short. Unchanged strategy of overweighting the short-end when we 
believe the market has gone too far in pricing Fed rate hikes and underweighting the long-
end when the market has become too complacent about long-term inflation and supply risks. 

• Mortgages: Underweight agency pass-throughs on valuation concerns. While the Fed is 
admittedly a huge buyer (250% of YTD supply through 7/31), 8 straight months of 
outperformance feels unsustainable at current levels. Non-agency ARMs had a huge July, up 
approximately 15%.  Profit-taking slowing the rally a bit, but still plenty of runway long-term.

• High Yield Credit: Favorable earnings and yield-seeking cash has kept high yield technicals 
very one-sided as huge demand meets limited supply. Now trading inside pre-Lehman levels, 
the market would do well to pause and consider valuation. The Altman Default Report5

showed another large set of defaults, with 1H 2009 default data of more than $83 billion for a 
rate of 7.7% YTD. Recoveries remain low at 23%, well below the historical average of 45%. 

Emerging Markets: An Exploding Middle Class

Source: GS Global ECS Research
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In 1960, the average world income was well below middle class levels of $6,000-30,000, 
with the EM population having no showing in the middle class. Today, a much larger middle 
class has developed with significant showing from EM.

Source: GSAM

Components of CPI % of CPI Inflation Risk? 
Housing 33% No, Excess Supply 

Services 24% No, Rising Unemployment 

Food and Energy 22% Yes, Declining Supply 

Manufactured Goods 21% No, High Capacity 
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The first two paragraphs of the disclosures below only apply to the content on page 2 of this piece.

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.  Please see additional disclosures.

This material has been prepared by GSAM and is not a product of the Goldman Sachs Global Investment Research (GIR) Department.  The views and opinions 
expressed may differ from those of the GIR Department 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. 

This presentation is provided for educational purposes only and should not be construed as investment advice or an offer to sell or the solicitation of offers to buy any 
Goldman Sachs product or service. In the event any of the assumptions used in this presentation do not prove to be true, results are likely to vary substantially from the 
examples shown herein. The information provided herein should not be construed as providing any assurance or guarantee as to returns that may be realized in the 
future from investments in any asset or asset class described herein.

The opinions expressed in this presentation are those various authors, and do not necessarily represent the opinions of Goldman Sachs. The investments and returns 
discussed in this presentation do not necessarily represent any Goldman Sachs fund, separate account, or product.

The information contained in this presentation is not intended to be used as a general guide to investing, or as a source of any specific investment recommendations. This 
presentation makes no implied or express recommendations concerning the manner in which any client’s account should or would be handled, as appropriate investment 
strategies depend upon the client’s investment objectives.

This presentation is for general information purposes only. It does not take into account the particular investment objectives, restrictions, tax and financial situation or 
other needs of any specific client. This information does not represent any Goldman Sachs product.

Special risks are inherent in international investing including those related to currency fluctuations and foreign, political, and economic events.

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

Indices are unmanaged. The figures for the index reflect the reinvestment of dividends but do not reflect the deduction of any fees or expenses which would reduce 
returns. Investors cannot invest directly in indices.

These economic and market forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, such 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. 

Past performance is not indicative of future results, which may vary. The value of investments and the income derived from investments can go down as well as up. 
Future returns are not guaranteed, and a loss of principal may occur.

Opinions expressed are current opinions as of the date appearing in this material only. No part of this material may, without Goldman Sachs Asset Management’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.

1  Source: Actual 2007, 2008 and 2009 Estimates – “US Economics Analyst. Issue 09/31 – August 7, 2009. Under “2009 Forecast”, GDP Growth and Core CPI are 
expected averages for the entire year. All other numbers are year-end forecasts.
2 Source: “Global:Energy:Oil”, Recovery and Relapse: Bullish Oil Equities at Beginning of New Upcycle - Global Economics, Commodities and Strategy Research –
June 4, 2009.
3 Source: “United States: Portfolio Strategy”, US Weekly Kickstart - Global Economics, Commodities and Strategy Research – August 7, 2009.
4 Source: “United States: Portfolio Strategy”, S&P 500 Beige Book - Global Economics, Commodities and Strategy Research – August 5, 2009.
5 Source: “Defaults and Returns in the High Yield Bond Market: First Half 2009 Review”, New York University Salomon Center, Leonard N. Stern School of Business, 
By Edward I. Altman with Brenda Karlin – August 2009.
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