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What Has Changed? 
Revised data suggest recovery is on a weaker path 
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1. GDP ex-Inventories 

1950 – Current Business Cycle 

2. Consumption 

1950 – Current Business Cycle 

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

92

94

96

98

100

102

104

106

108

110

112

-6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6

Historical Range

Median

Post-Revision

Pre-Revision

Quarters Relative to Business Cycle Trough

Index (business cycle trough = 100)

 The Bureau of Economic Analysis published revised national accounts data for Q1 2007 through Q1 2010 on July 30th. 

 

 Revised data suggest that the recession was deeper than previously estimated (4.1% vs. 3.8% peak-to-trough).  

 

 More importantly, revised data suggest that the recovery is more sluggish than previously thought: 

 GDP ex-inventories has grown at a 1.2% annual rate since the recovery began through Q1 2010 vs. 1.6% pre-revisions 

(Exhibit 1). 

 Consumption fell 2.4% peak-to-trough vs. 1.9% pre-revisions.  Moreover, consumption has grown at a 1.6% annual rate 

since the recovery began vs. 2.6% pre-revisions (Exhibit 2). 
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What Has Changed?  
Recent data have been weak, raising uncertainty 

Consumption: 

 Initial jobless claims have crept up over the past weeks. Claims exceeded 500k 

in mid August for the first time since November 2009 before declining modestly 

most recently. Initial jobless claims are a leading indicator of trends in the labor 

market. (Exhibit 1).  

 Consumer confidence declined over the past 3 months, after peaking at lower 

levels than in previous recoveries. 

 

Manufacturing:  

 The ISM index is tracking in line with historical experience but recent data have 

been more mixed (Exhibit 2). 

 

 The index seems to have peaked in April. The new orders-to-inventories ratio, 

which tends to lead the ISM, suggests that the ISM index may fall further in 

coming months (Exhibit 3) despite its rise in August. 

Source: DataStream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

1. Jobless Claims (4-Week Moving Average) 

1967- Current Business Cycle 

Claims remain at high 

levels 

3. ISM Index and New Orders-to-Inventories Ratio 

Through August 2010 
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What Has Changed?  
Recent data have been weak, raising uncertainty 

 Housing: 

 The housing sector seems to have weakened significantly of late. The NAHB index, which measures activity and conditions in the 

single family housing market, has fallen close to 20% in the last 2 months. The expiry of the homebuyer tax credit has led to a 

relapse in construction and housing transactions. 

 Building permits, a leading indicator for construction, declined significantly, while housing starts grew less than expected in July. 

Likewise, new home sales and existing home sales have fallen significantly this summer. 

 

 Conclusion: Overall, recent data suggest that the outlook has become more uncertain. It is unclear whether the recent 

weakness in data is a result of transitory factors and thus may just be a blip, in which case a stronger recovery may resume. Or 

these data may suggest that the recovery will continue on a weaker path. 

Source: Bloomberg, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

1. Recent Housing Sector Data 

Month Actual

Bloomberg 

Consensus

Prior 

Month

New Home Sales (MoM) Jul-10 -12.4% 0.0% 23.6%

Existing Home Sales (MoM) Jul-10 -27.3% -13.4% -5.1%

Housing Starts Jul-10 1.7% 2.0% -5.0%

Building Permits (MoM) Jul-10 -3.1% -0.5% 2.1%

NAHB Market Index (MoM) Aug-10 -7.1% -12.5%

S&P Case-Shiller Composite - 20 City (YoY) Jun-10 4.2% 3.5% 4.6%
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What Has Not Changed? 
Leading indicators point to modest growth 

 Leading indicators do not suggest the economy has started contracting again (Exhibit 1).  

 We expect the ISM level to continue to fall over the next few months, which would be in line with the historical experience of US 

recoveries (as shown in exhibit 2 on page 4).  Were the ISM to fall to the 48-50 level, it would still be consistent with slow but 

positive growth of around 2.0-2.5% annualized. 

 

 Financial conditions have eased lately as a result of long-term rates falling. Also, the Fed Senior Loan Officer Survey suggests that an 

increasing percentage of banks are willing to make consumer loans (Exhibit 2). Both easing financial conditions and greater loan 

availability have a robust correlation to GDP growth and suggest an improvement in growth prospects over the next few quarters. 

1. GDP Growth & ISM Index 

Through August 2010 
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This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

2. Fed Senior Loan Officer Survey & GDP Growth 

Through Q3 2010 
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What Has Not Changed? 
A Double Dip is not our Baseline but a Quarter of Negative Growth is Possible 

5 

 While double-dip recessions are rare, one quarter of negative growth during recoveries is not. 46% of US recoveries had at least one 

quarter of negative growth between the 5th and 7th quarter of recovery (which corresponds to Q3 2010-Q1 2011 in the current cycle). 

(Exhibits 1 & 2) 

 

  A quarter of negative growth is also the norm in OECD recoveries following financial crises, but a double dip recession is not. 

 

 Overall, we expect slow US growth in coming quarters, but a recession is not our baseline. 

 

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs 

Global Investment Research Department. 

Duration of GDP Expansion 

Before 1 Quarter of 

Negative Growth

1929 5

1938 6

1945 4

1949 14

1954 6

1958 4

1961 35

1970 10

1975 10

1980 4

1982 32

1991 39

2001 25

2009

Since 1929 46%

Since 1950 33%

Frequency of at Least 1  Quarter of Negative Growth 

Between 5th and 7th Quarter of Recovery

2. Negative Growth in Recoveries 

(1929 – 2010) 

1. US Recession & Recovery Durations 

(1929-2010) 

Duration of 

Recession

Duration of GDP Expansion 

Before Next Recession

1929 15 16

1938 5 26

1945 4 11

1949 4 14

1954 3 13

1958 3 8

1961 3 35

1970 4 12

1975 5 20

1980 2 4

1982 5 31

1991 2 40

2001 3 24

2009 6

Average 4.5 19.5

Median 4 16



What Has Not Changed? 
We continue to expect a moderate recovery in line with historical experience 
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1. GDP 

1950 - Current Business Cycle 
2. Consumption 

1950 - Current Business Cycle 

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

We continue to expect growth to recover at the lower end of historical US recoveries and above the historical experience in OECD 

countries following a financial crisis (Exhibits 1, 2). Growth may slow in the second half of 2010 and early 2011 as the impact of the 

inventory cycle and fiscal stimulus fades. We expect faster growth in the second half of 2011, as residential investment and the labor 

market start recovering. Overall, we expect the economy to grow around 2% in 2011.  

 

Uncertainty is high, though, with regards to both upside and downside surprises: 

  Impact of mid-term elections on consumer and business confidence 

  Probability of a new stimulus package and its impact on economic activity 

  Household savings rate and whether there will be further de-leveraging 

  Outlook for the labor market and whether the recovery will be ―jobless‖ 

  Probability of policy mistakes, both at home and abroad 

95

97

99

101

103

105

107

109

111

113

115

-6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6 7 8

Historical Range

Median

Current

OECD Financial Crises

ISG Range

Quarters to Business Cycle Trough

Index, 100 = Business Cycle Trough

95

97

99

101

103

105

107

109

111

113

115

-6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6 7 8

Historical Range

Median

Current

OECD Financial Crises

ISG Range

Quarters to Business Cycle Trough

Index, 100 = Business Cycle Trough



7 

2010 US Outlook Scenarios 

1. ISG End 2010 U.S. Outlook Scenarios 

Source: Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

Key changes:  

 

  We raise the probability of the bad case to 25% from 20%, reflecting lower private consumption and 

residential investment.  

 

 We are lowering our 10-year yield forecast from 3.25-3.75% to 2.75-3.25%, reflecting even later Fed 

tightening and uncertainty around the growth outlook. 

Good Case (15%) Central Case (60%) Bad Case (25%)

Real GDP Growth > 3.0% 2.5 – 3.0% < 2.5% 

Monetary Policy - End 10 0.0 – 0.25% 0.0 – 0.25% 0.0 – 0.25%

10Y Bond Yield - End 10 > 3.25% 2.75 – 3.25% < 2.75%

Inflation (Core CPI) - avg 2010 > 1.25% 0.75 – 1.25% < 0.75%

Inflation (Headline CPI) - avg 2010 > 1.75% 1.25 – 1.75% < 1.25%
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1. ISG End 2011 U.S. Outlook Scenarios 

Source: Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

Key changes:  

 

Lower growth: We expect GDP to grow 1.5-2.5% in 2011 (down from 2.5-3.0%). Our view is that the growth baton will 

be passed successfully from inventories and government spending to consumption and investment so growth should 

remain positive over the next 12-18 months. 

 

Higher uncertainty: Our forecast range for GDP is wider (1% instead of 0.5%) at 1.5-2.5% 

 

Lower rates: We are lowering our long-term rates forecast to 3.0-3.75% by end 2011 (from 3.75-4.25%).  

2011 US Outlook Scenarios 
Wider range reflects higher uncertainty 

Good Case (25%) Central Case (50%) Bad Case (25%)

Real GDP Growth > 2.5% 1.5 – 2.5% < 1.5% 

Monetary Policy - End 11 > 0.25% 0.0 – 0.25% 0.0 – 0.25%

10Y Bond Yield - End 11 > 3.75% 3.0 –3.75% < 3.0%

Inflation (Core CPI) - avg 2011 > 1.25% 0.75 – 1.25% < 0.75%

Inflation (Headline CPI) - avg 2011 > 1.5% 1.0 – 1.5% < 1.0%



Consumption Outlook   
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 Consumption drivers include the following: 

 Disposable income: 

 Labor markets play a key role in disposable income, as compensation of employees accounts for about 70% of 

disposable income.  

 Government policy (taxes, transfers) also affects disposable income. 

 

 Households’ balance sheets: Households’ wealth (assets less liabilities) influences consumption and savings behavior.  

 

 Consumption outlook is uncertain: 

 Confidence and perceptions are tough to handicap but will likely be key drivers of the consumption outlook going 

forward. 

 Will businesses feel more confident about the sustainability of profit growth and final demand to start rehiring workers 

or will employment growth remain anemic?   

 When and how aggressively will the government rein in budget deficits?  Will there be further stimulus and how much 

impact will it have on confidence and economic activity? 

 Will the propensity to consume out of wealth change going forward? Will the savings rate rise further, fall, or stay 

where it is?  

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 



Labor Market Outlook 
Business confidence and sustainability of profits will be critical 

10 

 The latest numbers notwithstanding, leading indicators such as initial jobless claims and the Conference Board’s Employment Trend Index have 

slowed over the past 3 months, suggesting the improving momentum in the labor market may be fading (Exhibit 1). 

 

  How much firms will hire as profits have returned and activity grows remains uncertain (Exhibit 2; also please see our March 31st presentation): 

  Firms may have overshot in laying off workers. From peak to trough, the economy shed 8.7 million jobs between April 2008 and December 

2009.  This is the largest decline of all post-war business cycles on record.  

 

  Yet, firms may be reluctant to rehire aggressively. Reasons include preserving their margins, uncertainty regarding regulation and tax policy, 

and high unemployment spells eroding jobseekers’ skills, making their returning to work more difficult.  

 

 We continue to expect that the current recovery should not be a jobless one and firms will rehire moderately. Non-farm payrolls growth may start 

exceeding population growth (110k a month) in H1 2011. Job creation will likely lure discouraged workers back into the labor force, slowing how quickly 

the unemployment rate declines. Overall, we expect the unemployment rate may fluctuate around 9.5% through the end of 2011.  

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

1. Non-Farm Payrolls & Conference Board’s Employment Trend Index 

Through August 2010 
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Budget Consolidation a Headwind for Disposable Income Growth 

1. Contributions to Growth in Real Disposable Income 

Q1 2000 - Q2 2010 
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 Budget consolidation is a headwind for consumption. Lower taxes and higher government transfers helped disposable income grow 

during the crisis in spite of falling employment (Exhibit 1).  However, government policy would still detract from disposable income 

growth in 2011 even if all tax cuts and stimulus were rolled over: fiscal stimulus would need to grow in 2011for it not to detract from 

disposable income growth.  

 

 Uncertainty around budget consolidation is a headwind for growth. Budget deficits are large. When and how the government will 

reduce them remains uncertain. Such uncertainty makes future disposable income more uncertain, and households may raise 

precautionary savings as a result. 

Source: BEA, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 



Is the Savings Rate Adjustment Sufficient?  
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  Households are far along in the process of adjusting and cleaning up their balance sheets: 

 The household savings rate has increased substantially (Exhibit 1). Revised data (higher savings rate, lower consumption) 

suggest that households have adjusted their consumption/savings behavior more than previously thought. 

  Household debt has also fallen from its peak, though it remains high (Exhibit 2). 
 

 Whether households need to adjust their consumption/savings behavior more is uncertain. Two recent IMF studies1 try to assess the  

fair value savings rate for the US. The studies conclude that the savings rate should settle between 4.75 and 7% over the medium term. 

The current savings rate is within this range, but the range itself is wide.  

 

  Overall, we expect the savings rate to remain close to the current level (5.5-6.5%) through the end of 2011. 

2. Household Debt as a % of Disposable Income 

Through Q1 2010 
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1 ―Prospects for the U.S. Household Savings Rate,‖ Sommer Martin, IMF Article IV Report on the United States, Selected Issues Paper, July 2010. 

   ―U.S. Consumption after the 2008 Crisis,‖ Lee et al., IMF Staff Position Note SPN/10/01, January 2010. 

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 



Bringing It All Together: Consumption Outlook  
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•  Uncertainty on labor markets and on households’ consumption/savings choices has significant implications for consumption (Exhibit 1): 

 

• For example, assuming a moderate recovery in the labor market and the savings rate falling to 4.75% (the lower band of the IMF 

―fair value‖ estimates) consumption would grow 2.3% in 2011; however, if the savings rate rose to 7% (the upper band of the IMF 

―fair value‖ estimates) consumption would only grow 0.8% in 2011. 

 

• Employment growing in line with the median US recovery would lead to consumption growing 2.3% in 2011; a strictly ―jobless 

recovery‖ would lead to consumption growing only 0.9% (assuming a constant savings rate). 

 

• The GDP outlook is uncertain as a result, as consumption accounts for 70% of GDP (Exhibit 2): 

 

• GDP growth would be 1.2% if the savings rate rose and labor markets were weak. On the other hand, GDP growth would reach 

3.1%, if the savings rate fell and the labor market recovered strongly. 

1. 2011 Consumption Growth (YoY)  

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

2. 2011 GDP Growth (YoY)  

Weak Case: Non Farm Payrolls Growth of 130,000 through the end of 2011 (Minimum Growth in past recoveries); 

Base Case: Non Farm Payrolls Growth of 2.2 million through the end of 2011;  

Strong Case: Non Farm Payrolls Growth of 4 million through the end of 2011 (Median Growth in past recoveries).   

Non Farm Payrolls Growth

Savings Rate Weak Base Case Strong

Fall to 4.75% 1.7 2.3 3.0

Constant (5.9%) 0.9 1.6 2.3

Rise to 7% 0.2 0.8 1.5

Non Farm Payrolls Growth

Savings Rate Weak Base Case Strong

Fall to 4.75% 2.2 2.6 3.1

Constant (5.9%) 1.6 2.1 2.5

Rise to 7% 1.2 1.6 2.0
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Residential Investment is Likely to Remain Subdued 

1. Residential Investment 

1950 – 2009 Business Cycles 

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

• Residential investment seems to have stabilized since mid-2009 after declining dramatically (about 55% peak to trough). 

 

• Residential investment is usually one of the main contributors to GDP growth in recoveries. However, the recovery in residential 

investment tends to be slower in OECD countries following financial crises.  

 

• Our expectations are in line with historical experience of housing busts. Recent data (such as building permits, housing starts, 

and new home sales) have been weak. We expect residential investment to start recovering around H1 2011—a bit later than we 

expected back in June. 

2. Housing Starts Minus New Home Sales 

(3-Mo. Rolling Average) 

Through July 2010 
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Business Investment to Grow Moderately; Government 

Spending to Remain Sluggish 

1. Non-Residential Investment  

1950-2009 Business Cycles 

Source: Datastream, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

• Business investment troughed two quarters after GDP, similar to other recessions. The recovery has thus far been in line 

with historical experience (Exhibit 1). We expect business investment to continue to grow moderately in coming quarters. 

The robust recovery so far suggests that there is some room for business investment to surprise to the upside and boost 

growth. 

 

• Government spending is about flat since the recession ended. We expect large budget deficits to prevent government 

spending from growing significantly in coming quarters (Exhibit 2). 

2. Government Expenditures 

1950-2009 Business Cycles 
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What are We Following?  

Source: Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

Given the uncertainty around the range of outcomes, we monitor the following to assess whether we are on track or 

not regarding our assessment of the outlook:  

 

• The trend in labor markets: Employment is key to income and confidence. We follow timely indicators such as 

nonfarm payrolls, initial jobless claims, and the Conference Board’s Employment Trend Index. It is important, 

however, to disentangle the underlying trend from short-term volatility. 

 

• The trend in private consumption: How consumers adjust their balance sheets is likely to shape the recovery in this 

cycle. We follow retail sales, consumer confidence, personal income, and the savings rate closely. 

 

• Politics: What policy will be implemented following the November election remains uncertain. 

 

• Concerns over sovereign risks: Signs that a government is lacking commitment to address its fiscal challenges in a 

timely fashion or that markets are getting nervous about fiscal sustainability in a country would raise risks of a 

financial panic, which could hurt confidence and growth. 

 

• Leading indicators: Leading indicators such as the Conference Board’s Leading Economic Indicator and the ISM 

manufacturing index provide useful information about economic activity, though only for the very short-term. 

Confidence in small and medium enterprises, such as the NFIB index, is also useful. 
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US Equity Outlook 
We are maintaining our equity views despite lower GDP growth forecasts…is this 

consistent?  

We would emphasize the following 3 key points to answer this question:  

 S&P 500 profit growth can continue to outpace US GDP growth 

 Our EPS estimates were already well below consensus 

 The market impact of slow growth is much different than negative growth  

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman 

Sachs Global Investment Research Department. 
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2. Growth of Foreign and Domestic Profits 

(Q150 Through Q210) 

1. S&P 500: Share of Foreign and Domestic Profits  

• Over the last 15 years, S&P 500 companies have 

become increasingly global.   

 

• Today, roughly 40% of profits come from abroad, with 

over a third of that originating from the fastest growing 

emerging markets.  

Source: BEA, Bank of America, Deutsche Bank, Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman 

Sachs Global Investment Research Department. 

US Equity Outlook 
A larger percentage of faster growing foreign sales will help S&P 500 profit growth 

exceed US GDP growth 

• Importantly, foreign profits continue to grow faster than 

domestic profits, compounding at close to a 10% annual 

growth rate since 1950.  

 

• This growth is some 330 basis points faster than 

domestic profit growth.   

 

• Survivorship bias will further support S&P profit growth, 

as slower growing S&P constituents have historically 

been replaced by faster growing ones. 



Source: Bloomberg 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

US Equity Outlook 
Operating leverage will also underpin S&P 500 profit growth 

1. S&P 500 Q1 & Q2 2010 Incremental vs. 

Base Net Income Margins 

• When incremental margins fall below the base margin level, 

profit ratios peak, as the growth in costs exceeds that of 

revenues.  This occurred in early 2007 as margins rolled-over.  

• In contrast, every dollar of incremental sales generated 35 

cents of net profit in Q2.  This 35% incremental margin was 

well above the quarter’s 10.3% profit margin.  

• Importantly, this large positive gap provides a healthy buffer 

for further margin expansion, even as firms begin to hire and 

increase capex from low base levels.  

• This last point was clear in Q1 and Q2 of this year. As 

firms tentatively increased expenses, operating leverage 

fell relative to Q4 2009.  Even so, earnings growth still 

significantly exceeded revenue growth.   

• To wit, 11% top line growth generated roughly 50.6% 

earnings growth in Q2.  

• The upshot: it won’t take significant GDP growth to 

witness continued strong earnings growth.  

 

2. S&P 500 Sales and Earnings Growth: Last 2 Quarters 
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1. ISG 2011 Operating EPS Estimate in Context 

Source: Bank of America / Merrill Lynch, Investment Strategy Group, Goldman Sachs Global Economic, Commodities and Strategy Research, First Call 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

• GIR recently lowered their 2011 EPS estimate to reflect their 1.8% 

US GDP forecast, an economic outlook toward the low end of 

ISG’s central case.  

• Even so, the mid-point of  ISG’s 2011 EPS target already stands 

close to 5% below GIR’s lowered estimate, and some 11% below 

consensus.  

• Importantly, our EPS view is still consistent with a rising market, as 

the market appears to be discounting EPS consistent with negative 

GDP growth, or attaching a very high risk premium to its EPS view.  

2. S&P 500 Returns: September to December Year-End 

(1960-2010) 

US Equity Outlook 
Slow growth is already reflected in our below-consensus EPS estimates, but this 

is very different from negative growth 
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• As such, the market should respond favorably to earnings 

results that match even our below consensus expectations, as  

our forecast would still result in positive yearly EPS growth. 

• In fact, growth scares which didn’t ultimately result in a 

recession have produced spirited rallies historically, averaging 

close to 10% in the 4 months from September to December in 

years when recession was avoided.  

• The strong gains continued in the following year, as returns from 

September of the growth scare year to December of the 

following year averaged close to 30%. 
Notes: Market implied EPS based on 15X forward PE multiple; growth scare defined as period when ISM fell below 50 but a recession did not follow 



1. Macroeconomic Advisors Q3 2010 GDP Tracking 

Estimate 

Source: Macroeconomic Advisors, Goldman Sachs Global Economic, Commodities and Strategy Research, First Call 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

• Weakness in economic data over the last two months has 

caused a marked reduction in estimated GDP growth . 

• Not surprisingly, the market has been highly volatile over this 

period and still stands some 9% below its April peak.  

2. Goldman Sachs US Economics Quarterly GDP Forecasts 

(Q1 2010 – Q4 2011E) 

US Equity Outlook 
While the level of US GDP growth is forecast to remain low in the near term, the 

market will likely take its cue more from the trajectory of that growth 
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Forecast 

• Importantly, even on GIR’s well below consensus quarterly 

GDP forecasts, we highlight two important takeaways:  

• Assuming GDP growth stabilizes at current levels, the 

significant growth deceleration from Q1’s 3.7% level 

has already occurred. 

• Growth is still set to accelerate mid-2011. 

• We believe an upward sloping growth trajectory should 

provide a supportive backdrop to the equity market.  



Source: Investment Strategy Group 

This material represents the views of the Investment Strategy Group of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global 

Investment Research Department. 

US Equity Outlook: 2010 & 2011 Forecasts 
 

2010 Year-End Good Case (25%) Central Case (60%) Bad Case (15%) 

End 2010 S&P 500 Earnings 

Op. Earnings $85 

Rep. Earnings $75 

Trend Rep. Earnings $69 

Op. Earnings $70-75 

Rep. Earnings $60-64 

Trend Rep. Earnings $69 

Op. Earnings ≤ $55 

Rep. Earnings ≤ $45 

Trend Rep. Earnings ≤ $69 

S&P 500 Price to Trend 
Reported Earnings 

18.5-20.0x 15.5-18.5x 10-11x 

End 2010 S&P 500 
Fundamental Valuation Range 

1277-1380 1070-1277 690-760 

End 2010 S&P 500 Price 

Target (based on a 

combination of trend and 

forward earnings estimate) 

1330 1150-1225 760 
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2011 Year-End  Good Case (20%) Central Case (60%) Bad Case (20%) 

End 2011 S&P 500 Earnings 

Op. Earnings $97 

Rep. Earnings $85 

Trend Rep. Earnings $73 

Op. Earnings $82-87 

Rep. Earnings $70-74 

Trend Rep. Earnings $73 

Op. Earnings ≤ $65 

Rep. Earnings ≤ $42 

Trend Rep. Earnings ≤ $73 

S&P 500 Price to Trend 
Reported Earnings 

18.5-20.0x 15.5-18.5x 10-11x 

End 2011 S&P 500 
Fundamental Valuation Range 

1341-1450 1124-1341 725-800 

End 2011 S&P 500 Price 

Target (based on a 

combination of trend and 

forward earnings estimate) 

1400 1225-1300 800 
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Appendix 
Important Information 

IRS Circular 230 

IRS Circular 230 disclosure:  Goldman Sachs does not provide legal, tax or accounting advice.  Any statement contained in this communication (including any attachments) 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.  Clients of Goldman Sachs should obtain their own independent tax advice based on 

their particular circumstances.  
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Appendix 
Important Information 

References to the Investment Strategy Group (“ISG”) represent the views of ISG, which is part of the Investment Management Division of Goldman Sachs and is not a product of the Goldman Sachs Global Investment Research 

Department.  This information is provided to discuss general market activity, industry or sector trends, or other broad-based economic, market or political conditions.  This information should not be construed as research or investment 

advice, and investors are urged to consult with their financial advisors before buying or selling any securities.  This information may not be current and Goldman Sachs has no obligation to provide any updates or changes to such 

information.  The views and opinions expressed herein may differ from the views and opinions expressed by the Global Investment Research Department or other departments or divisions of Goldman Sachs.  ISG model portfolios do not 

take into account the particular financial circumstances, objectives, risk tolerance, goals or other needs of any specific client.  ISG model assumptions may change, without notice, resulting in higher or lower equilibrium returns for asset 

classes and/or portfolios.  ISG model portfolios do not follow Goldman Sachs Research and such portfolios may take positions that differ from the Firm's positions.  A client’s actual portfolio and investment objective(s) for accounts 

managed by Goldman Sachs may look significantly different from ISG or other Goldman Sachs models, as appropriate, based on a client’s particular financial circumstances, objectives, risk tolerance, goals or other needs. 

 

This material is intended only to facilitate your discussions with Goldman, Sachs & Co. (―Goldman Sachs‖) as to the opportunities available to our private clients and is provided solely in our capacity as a broker-

dealer.  This does not constitute an offer or solicitation with respect to the purchase or sale of any security in any jurisdiction in which such an offer or solicitation is not authorized or to any person to whom it would be 

unlawful to make such offer or solicitation. This material is based upon information which we consider reliable, but we do not represent that such information is accurate or complete, and it should not be relied upon as 

such. Any historical price(s) or value(s) is as of the date indicated. Information and opinions are as of the date of this material only and are subject to change without notice. 

 

Goldman Sachs does not provide accounting, tax or legal advice to its clients and all investors are strongly urged to consult with their own advisors regarding any potential strategy or investment. 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.  

 

Indices are unmanaged.  Investors cannot invest directly in indices.  The figures for the index reflect the reinvestment of dividends and other earnings but do not reflect the deduction of advisory fees, transaction costs 

and other expenses a client would have paid, which would reduce returns. 
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