
 

We are neutral in our asset allocation for 2024 (N equities, bonds, credit, n

commodities & cash) and focus on diversi“cation with modest expected returns.  

We would aim to be fully invested after being OW cash for the last two years.  

Bond yields are higher, making “xed income more attractive (we recently shifted  n

to N after being UW for nearly three years). We see more value in being  

balanced again in multi-asset portfolios, with bonds likely to buffer growth  

shocks owing to continued in”ation normalisation. Even without growth shocks,  

bond yields have likely peaked, and our economists think most central banks will  

start cutting rates next year, albeit slowly. This should trigger more deployment  

of cash into bonds and equities with US$8 tn currently in money market funds.  

Risk premia are lower and a late-cycle backdrop reduces the incentive to move n

up the risk curve. In contrast to the start of 2023, sentiment and positioning is  

more bullish, with investors pricing a higher likelihood of a soft landing with  

continued in”ation normalisation. While we expect further improvement in the  

global growth/in”ation mix, near term it might be more mixed.  

Rates relief has triggered a powerful •bad news is good news• rally in Q4 - n

upward pressure on longer-dated rates had weighed on risky assets after the  

summer with little buffer from risk premia. H owever, the recent rally increases 

the risk of disappointment in the near term, either because markets shift to •bad  

news is bad news• as growth is too weak, or in the case of renewed rate shocks.  

This might create opportunities to further deploy cash.  

While rates volatility is likely to ease in 2024, growth volatility and geopolitical  n

risks might keep risky asset volatility elevated. We think commodities remain an  

important diversi“er for escalating tensions in the Middle East and European  

energy crisis risk. After the recent vol reset, we look for attractive short-term  

hedges and revisit related carry strategies. We also think there remains a case 

for selective allocations to alternatives in a •higher-for-longer• world, with  

potential diversi“cation bene“ts and increased focus on alpha vs. beta. 
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Asset allocation: Modest returns, better diversi“cation 
 
 

We are neutral in our broad asset allocation for 2024 and focus on diversi“cation  

with modest expected returns. We aim to be fully invested again in our benchmark  

portfolio after being OW cash for two years. Bond yields are higher, making “xed  

income more attractive. Risk premia are lower, and a lingering late-cycle backdrop  

reduces the incentive to move up the risk curve.  

We see more value in being balanced again in multi-asset portfolios, with bonds  

likely to buffer growth shocks owing to continued in”ation normalisation. Even  

without growth shocks, bond yields have likely peaked: our economists think  

most central banks will start cutting rates next year, albeit slowly.  Geopolitical  

risks are elevated, and as such commodities remain an important diversi“er.  

 

N equities with modest returns expected, driven by earnings growth and dividend  

yield but limited valuation expansion. We expect equities will remain in the •fat and  

”at• range they have been in since 2022. Even though absolute equity valuations, at 

least excluding US large cap tech, are not high, equity risk premia are low and should 

provide a speed limit for returns. With elevated pro“t margins, we forecast single-digit  

growth in all regions other than Asia, where earnings are recovering from a low base.  

On the positive side, corporates are buying back shares and corporate balance sheets 

remain strong. Additionally, a buffer from rates reduces the downside risk, while  

earlier-than-expected rates relief creates upside risks for equities. For 3m we are OW  

Asia, both China and Japan, due to a different cycle position, while for 12m our favourite 

region is Japan, supported by domestic re”ation and governance reform momentum.  

Key Ideas:  Position for US exceptionalism (beaten-down US cyclicals, US exposure 

outside the US), shareholder returns, quality/ avoid weak balance sheets, growth stocks  

and selective structural opportunities.  

 

Exhibit 1: We are Neutral in our asset allocation - modest returns and more bene“ts from diversi“cation 

�$�V�V�H�W���&�O�D�V�V �:�H�L�J�K�W�
 �$�V�V�H�W���&�O�D�V�V �:�H�L�J�K�W�

�&�R�P�P�R�G�L�W�L�H�V �1�� �&�R�P�P�R�G�L�W�L�H�V �1
�&�U�H�G�L�W �1 �(�T�X�L�W�L�H�V �1

EUR HY �W TOPIX �X
USD HY �W S&P 500 �W
EMBI �W MSCI Asia Pac ex Japan �W
EUR IG �W STOXX Europe 600 �W
USD IG �W �&�U�H�G�L�W �1

�(�T�X�L�W�L�H�V �1 EMBI �W
TOPIX �X USD HY �W
MSCI Asia Pac ex Japan �X EUR HY �W
S&P 500 �W USD IG �W
STOXX Europe 600 �W EUR IG �W

�������\�U�����*�R�Y�����%�R�Q�G�V �1 �������\�U�����*�R�Y�����%�R�Q�G�V �1
UK �X �� UK �X
Germany �X �� Germany �X
US �W �� US �W
Japan �Y �� Japan �Y

�&�D�V�K �1 �&�D�V�K �1
* Arrows denote preferences within asset classes.

�������0�R�Q�W�K���+�R�U�L�]�R�Q�����0�R�Q�W�K���+�R�U�L�]�R�Q

 
 

Source: Goldman Sachs Global Investment Research
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N bonds with higher yields pointing to attractive total returns and more of a buffer  

for growth shocks. After the November rally, near-term return potential is more limited.  

Most G10 ex-Japan yields should end 2024 close to or slightly below current levels; 10y  

USTs / Bunds YE24 at ~4.55% / 2.25%. Elevated in”ation and low unemployment set a  

higher bar for deep •normalization• rate cuts, while term premia could remain sticky  

given bond supply and “scal concerns. Hiking cycles have likely ended across G10 

economies ex-Japan, but the degree of policy easing priced in markets is too large and 

too early, we believe. We are OW German/UK, N US, and UW Japan 10-year bonds. 

Lower core rates should help EMU sovereign spreads tighten but Italian BTP spreads 

might remain wider owing to debt sustainability concerns.  

Key Ideas: US-EU in”ation spread via 2y2y HICP vs US CPI, or 5y in spot rates, sell 

6m2y USD straddles versus a vega-neutral amount of 6m2y EUR straddles. 

N credit with relatively tight credit spreads and peak credit quality behind us. We 

expect lower carry-driven excess returns vs. 2023 given current valuations, but higher  

total returns, considering the stronger yield support. We are neutral IG vs. HY and also 

EUR vs. USD spreads, as well as EMBI, which might be a good diversi“er for US growth  

risk. We expect the USD HY 12m default rate to peak at 4.6% through 1H2024, slightly  

above the long-run average of 4%, before settling to 3.5% for the full year. For EUR HY,  

we expect a similar pattern with a peak default rate of 3.6% and a decline to 3.2% until  

YE 2024. Thematically, our relative value views are centered on owning oversold left tail  

risks as well as markets that have been dislocated for technical reasons. 

Key Ideas: Banks in the USD IG market, the real estate sector in the EUR IG market, 

agency MBS, new issue BBB-rated CMBS, and middle-market AAA-rated CLOs.  

N commodities as we still see attractive return potential and diversi“cation  

bene“ts in the event of further geopolitical shocks and energy price shocks. We 

forecast 12m total returns of 21% for GSCI and expect Brent to rise to a 2024 average  

of $92/bbl, with prices back up to the higher end of the $80-100 range. We believe that  

fading monetary policy drag, receding recession fears, and reduced industrial destocking 

will support demand and commodity prices in 2024. We expect structural support to  

commodity returns from OPEC carry, re“nery tightness, and green metals demand.  

However, elevated OPEC spare capacity is also likely to limit the upside to spot prices. 

Key Ideas:  Long GSCI energy ex US natural gas, long GSCI industrial metals ex nickel, 

zinc, monetize Jun24 Brent in a 73-112 range with options, Long Feb24 TTF. 

We do not expect Dollar strength to erode quickly but elevated valuations and  

more balanced global growth point to gradual depreciation.  A resilient cyclical 

picture in the US, support from capital ”ows, and a lack of clear challengers abroad  

suggest a bumpy path on a shallow Dollar depreciation trajectory. Faster in”ation  

normalisation with weaker activity and risk of energy price shocks open the potential for  

earlier and more rapid rate cuts in Europe. Safe haven FX such as the Yen and CHF are 

likely to continue to struggle vs. the Dollar but can outperform vs. other FX - we like  

CHF/EUR. EM FX valuations are less cheap and prospects depend on the Dollar.  

Key Ideas: Long CHF/SEK, short MYR/THB & TWD/KRW, long LatAM high-yielding FX.
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Review of 2023: More duration frustration with re-rating of cyclical and structural growth 
2023 turned out to be a better year for performance across assets after the •bear market in everything• in  

2022, owing to valuation de-rating as US real yields increased sharply. While there were setbacks in Q1, 

due to the regional US banks crisis, and in Q3 from the sell-off in long-dated bonds, DM equities have  

posted modest positive returns. EM/Asian equities lagged while US equities materially outperformed,  

despite continued upward pressure on real yield yields, helped by AI optimism boosting the FANG+ or  

•Magni“cent Seven•. After a strong 2022, commodities posted relatively ”at returns in 2023. Much in  

contrast to last year, value underperformed.  

 

During the summer, with the US yield curve bear steepening sharply, equities sold off alongside bonds  

again … the equity/bond correlation turned sharply positive and 60/40 portfolios had another large 

drawdown (Exhibit 3). This followed 2022, when 60/40 portfolios already had one of their largest 

drawdowns in the last 100 years . Since end-2021 (including the recent drawdown), a US 60/40 portfolio is 

still down more than 20% in real terms ( Exhibit 4). In several markets, where the equity recovery has been 

less strong than in the US (boosted by its Tech stocks), real drawdowns have been even larger. 

 

Exhibit 2: Better cross-asset performance in 2023 after a dif“cult 2022 
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Source: Bloomberg, Datastream, Goldman Sachs Global Investment Research

 

Exhibit 3: A US 60/40 portfolio had another 7% drawdown after 
the summer 
Maximum 3-month total return 60/40 nominal drawdown (daily data 
where available) 

 

Exhibit 4: The cumulative real drawdown of a US 60/40 
portfolio remains large, increasing risk of a lost decade 
Maximum 10-year total return real 60/40 drawdown (daily data 
where available) 
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Source: Datastream, Haver Analytics, Goldman Sachs Global Investment Research

 
 

Source: Datastream, Haver Analytics, Goldman Sachs Global Investment Research
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Multi-asset: Time for balance - less duration frustration 
 
 

(1) From in”ation normalisation to policy moderation 
The US economy surprised most investors and forecasters to the upside in 2023 in  

terms of both better growth and in”ation normalisation.  In the “rst half of the year  

the US had an •inverse• Goldilocks backdrop where, despite a late-cycle position, 

in”ation declined and growth remained resilient - our US business cycle scores show 

how unusual this has been since 1950 (Exhibit 5). Historically such a large decline in our 

in”ation score would have come with more growth damage (and eventually triggered a  

dovish policy pivot with declines in our policy score). In contrast, resilient US growth  

forced markets to reprice towards a •higher rates for longer• regime in Q3, and our  

policy score remains at one of the highest levels since the 1980s.  

 

The global growth/in”ation mix was more mixed, but also improved in aggregate  

- we expect further improvement in 2024  (Exhibit 6). European growth weakened in 

2023, and after a strong start to the year China growth has also been 

weaker-than-expected. Despite this, global labour markets remained strong, supporting  

real income growth. This, coupled with less drag from monetary and “scal policy, and a  

pick-up in global manufacturing, drive our economists• above-consensus global growth 

forecast for 2024. The downtrend on in”ation has been more consistent - global core  

in”ation for G10 economies (ex Japan) and EM early hikers halved from 6% at the end  

of 2022 to 3% now. Our economists expect further disin”ation in 2024, with US core  

CPI reaching 2.2% by the end of 2024 (core PCE at 2.5%). 

While in 2023 the interaction of in”ation and growth was key, in 2024 we believe  

the interaction between policy and growth will be critical. Markets pricing 

•higher-for-longer• has resulted in more tightening of “nancial conditions from August  

through to early November, despite the progress on in”ation normalisation. Since then,  

bond markets have rallied with investors pricing earlier rate cuts, triggering cross-asset  

 

Exhibit 5: Growth, in”ation and policy can have disconnects through the business cycle 
Average expanding z-score of macro and market variables across growth, in”ation, and policy 
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Source: Haver Analytics, Bloomberg, Datastream, Goldman Sachs Global Investment Research
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relief. However, this increases the risk of disappointment, as easier “nancial conditions  

with stronger growth or stickier in”ation might force more hawkish central bank pricing  

again. Our economists expect only gradual DM rate cuts from Q3 2024 onwards, barring  

a weaker-than-expected growth outcome ( Exhibit 7). 

 

(2) From recession obsession to •higher for longer• 
Our friendly, above-consensus growth outlook points to slower monetary policy  

easing than markets might hope. Our economists continue to see a relatively low risk  

of a US recession in 2024: their 12-month ahead probability is 15% vs. 50% from the  

median forecaster. Our market-implied recession probability of a US recession in the 

next 12 months has declined from its peak at 60% to 40%-45% ( Exhibit 8). Risky assets 

repriced recession risk more immediately, with a strong rally in Q2, while upward  

pressure on long-dated bond yields continued in 2H 2023.  

 

With lower recession risk, markets priced fewer Fed cuts in the next 12 months  

and yield curves steepened from deeply inverted levels  (Exhibit 9). Our economists 

 

Exhibit 6: More disin”ation with US/Europe growth convergence 
and Asia decoupling 

 

Exhibit 7: Our economists expect no more rate hikes and gradual 
cuts starting in H2 2024 
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Source: Haver Analytics, Goldman Sachs Global Investment Research

 
 

Source: Goldman Sachs Global Investment Research

 

Exhibit 8: The market-implied US recession probability has declined to 40%-45% 
Orange shading: US recession. Dotted line: unconditional probability 
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now expect policy rates to settle at higher levels, in large part due to larger “scal  

de“cits, more investment demand (e.g., owing to decarbonisation), and fewer post-GFC  

headwinds - they have raised their long-run policy rate forecasts by 50bp to 3.5%-3.75%  

in the US, and by 50bp to 2.5% in the Euro Area, 50bp to 3.0% in the UK, with similar  

upgrades for other economies. Markets have already repriced 5y5y real rates higher, 

closer to the pre-GFC average and in addition, there has been upward pressure on bond 

term premia, in part owing to concerns on bond supply/demand imbalances ( Exhibit 10). 

 

(3) Less risk appetite drag from rates, more focus on growth 
Movements in bond yields have been the key driver of risk appetite in 2H 2023.  

Our Risk Appetite Indicator (RAI) was elevated relative to the soft data in 1H 2023,  

supported by better services data, strong US growth and optimism around AI, as well as  

continued disin”ation ( Exhibit 11). Much in contrast to low levels of risk appetite, an  

elevated RAI is not a contrarian signal but it does increase the risk of disappointment.  

 

 

Exhibit 9: Key recession indicators are pricing a similar probability 
- at the beginning of 2023 the yield curve was too inverted 
Market-implied recession probability for the next 12 months 

 

Exhibit 10: Longer-dated rates are settling at a higher equilibrium 
Orange shading: US recession 
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Source: Bloomberg, Haver Analytics, Datastream, Goldman Sachs Global Investment Research

 
 

Source: Haver Analytics, Bloomberg, Goldman Sachs Global Investment Research

 

Exhibit 11: Risk appetite has recovered with recent rates relief 
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During the summer our RAI declined sharply, not because of disappointment on  

growth, but owing to rising long-dated rates.  As a result, markets shifted to •bad US 

news is good news• and •good global news is good news• regimes (Exhibit 12). With 

still-elevated US in”ation and higher bond supply, tight labour markets and above-trend 

growth, investors became increasingly concerned about pressures on long-term rates.  

Eventually, this would weigh on global growth, especially as growth outside the US has  

been much weaker.  

 

The drag on risk appetite from rising US real yields this year was signi“cant - our  

•RAI PC2: Monetary policy• factor turned deeply negative (Exhibit 13). Recent 

declines in rates triggered a powerful •bad news is good news• rally in November.  

However, further relief from rates might be limited in the near term, and there is risk of  

disappointment, either because of renewed rate shocks or as markets shift to •bad  

news is bad news• due to weak growth. There is currently less support for growth  

sentiment (•RAI PC1•), with global macro surprises broadly negative and US macro 

surprises also turning less positive (Exhibit 14). 

 

 

Exhibit 12: Good US macro data has weighed on risk appetite in 2H 
3-month correlation with macroeconomic surprises 
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Source: Datastream, Haver Analytics, Goldman Sachs Global Investment Research

 

Exhibit 13: A reset in duration and monetary policy 

 

Exhibit 14: Growth pricing has overshot global macro surprises 
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Source: Datastream, Haver Analytics, Goldman Sachs Global Investment Research
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(4) Less valuation frustration but low equity risk premia 
The combined valuation starting point for an investor in a 60/40 portfolio has  

improved in the last two years  (Exhibit 15). At the end of 2021, we wrote that 

balanced portfolios were likely to deliver lower real returns and have more frequent,  

larger drawdowns in the coming years, owing to the elevated valuations of both bonds  

and equities post the COVID-19 recovery, and high and rising in”ation - a break from the 

previous low”ation regime. After the large, sustained sell-off since last year bonds are  

much cheaper. Current US 10-year yields are near the 300-year average of 4.6% 

(excluding the 1970s results in an average of 4.4%). This suggests bonds should be less 

of a drag on 60/40 portfolio returns going forward.  

 

US equity valuations remain elevated but this is mostly due to large cap US Tech  

stocks - non-US valuations are closer to LT averages. Bonds still appear more 

attractive relative to equities, similar to the 1960s and 1990s, and the equity/bond yield  

gap has narrowed further YTD (Exhibit 16). However, equity valuations alone are not a 

good market timing indicator, especially if they are supported by macro conditions. Low  

equity risk premia can at least in part be explained by the macro backdrop - late-cycle 

risk premia tend to compress, owing to favourable fundamentals. In addition, elevated 

in”ation and central bank tightening has made bonds riskier than equities, especially  

with fading recession risk and resilient corporate fundamentals.  

Lower risk premia also re”ect a structural shift to more-pro“table, quality growth  

stocks within equity indices. Long-term S&P 500 growth expectations have likely  

been boosted by optimism on the growth impact of AI  - the same was true in the 1960s  

and 1990s, when productivity growth was high. Based on a single-stage dividend  

discount model, S&P 500 LT implied real growth near 4.5% is well above its average of  

2.6% since 1950 (Exhibit 17). Assuming the same payout ratios since 1900 (a lot of US 

tech stocks do not pay dividends) results in lower implied real growth of 3.7%. This  

remains well below Tech bubble peaks - we do not think AI has driven a stock bubble . 

 

Exhibit 15: While equities remain relatively expensive, bond yields are now above the LT average 
Valuation percentile (since 1871); a higher percentile means valuations are more expensive 
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(5) The name is bond - more bene“ts from being balanced 
Higher bond yields should help lower portfolio risk as bonds can buffer equities in  

the event of growth shocks.  Equity/bond correlations depend on the level, speed and 

source of bond yield changes. In 2022, sharp increases in (real) bond yields, owing to 

aggressive monetary policy tightening, weighed on equities ( Exhibit 18). In Q1 2023, 

bonds rallied during the equity drawdown around the US regional banks crisis. In Q2 

2023, bond yields gradually increased again, with equities digesting it well, owing to  

growth optimism on the US cycle and AI. H owever, since the summer, equities have  

again become more negatively correlated with longer-dated bond yields.  

 

With most central banks at the end of their hiking cycles, and continued in”ation  

normalisation, equity/bond correlations should be less positive in 2024.  Real yields 

have historically peaked when the Fed stopped hiking (Exhibit 19). Only during the 1994 

 

Exhibit 16: The equity/bond yield gap has shifted below LT averages 
reaching levels last seen in the 1960s and 1990s 
Gap between S&P 500 Shiller earnings yield and different bond yields. 
Orange shading: US recession. 

 

Exhibit 17: Implied LT growth has picked up materially but is near 
LT averages, especially when adjusting for payout ratios 
LT real growth = ERP + 10-year yield … Dividend yield - 10-year 
breakeven in”ation (assuming an ERP of 4%) 
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Source: Robert Shiller, Haver Analytics, Goldman Sachs Global Investment Research

 
 

Source: Robert Shiller, Haver Analytics, Goldman Sachs Global Investment Research

 

Exhibit 18: Equities have become more negatively correlated with bond yields again 
3-month correlation of S&P 500 with bond yields 
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bond sell-off, and with growth optimism in the Tech bubble, have they increased further.  

This time, productivity growth from AI  and “scal policy/ bond supply  should create 

gradual upward pressure on bond yields. From current levels of our in”ation score,  

equity/bond correlations in the subsequent six months were usually more negative  

(Exhibit 20). With lower in”ation, central banks generate fewer rate shocks and growth  

shocks become more important cross-asset drivers.  

 

Our dynamic asset allocation model (using machine learning) is sending a similar 

message (Exhibit 21): while lower in”ation levels and momentum have reduced left tail  

risk for 60/40 portfolios, pointing to less positive equity/bond correlations eventually,  

continued policy tightening and resilient growth have prevented a larger decline of the  

60/40 drawdown probability. On the ”ipside, the likelihood of a large recovery in 60/40  

portfolios is low, owing to elevated risk appetite and a continued late-cycle position. The 

risk/reward for 60/40 portfolios has therefore improved but mainly on lower left  

tail risk - upside is likely to be capped.  

 

 

Exhibit 19: 10-year TIPS yields are above US trend growth 
estimates 

 

Exhibit 20: In”ation normalisation supports more negative 
equity/bond correlations 
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Exhibit 21: While the likelihood of large 60/40 drawdowns has declined from last year it remains elevated (and right tail risk is low) 
Random forest probability (dotted lines = unconditional probabilities); bar chart decomposes the current probability (latest score in brackets) 

����

����

������

������

������

������

������

������

������

������

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

�����������������P���I�Z�G���U�H�W�X�U�Q���������� �����������������P���I�Z�G���U�H�W�X�U�Q���!��������

�3�U�R�E�D�E�L�O�L�W�\���R�I���������������U�H�W�X�U�Q�����������3�U�R�E�D�E�L�O�L�W�\���R�I���������������U�H�W�X�U�Q���!��������

�������S�S

�����S�S

�����S�S

�����S�S

�����S�S

�����S�S

�����S�S

�����S�S

�����S�S

�����S�S

�������S�S

�������� �!��������

�������������U�H�W�X�U�Q

�&
�X

�U
�U

�H
�Q

�W
���

S
�U

�R
�E

�D
�E

�L
�O

�L
�W

�\�
��Y

�V
���

��X
�Q

�F
�R

�Q
�G

�L
�W

�L
�R

�Q
�D

�O

�,�Q�I�O�D�W�L�R�Q
�P�R�P����������������

�5�$�,��������������

�,�Q�I�O�D�W�L�R�Q
�V�F�R�U�H��������������

�*�U�R�Z�W�K
�V�F�R�U�H��������������

�3�R�O�L�F�\
�V�F�R�U�H��������������

�2�W�K�H�U

 
 

Source: Haver Analytics, Bloomberg, Datastream, Goldman Sachs Global Investment Research

21 November 2023   12

Goldman Sachs GOAL: Global Opportunity Asset Locator

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f T

LE
YD

A@
SP

IR
EP

OI
NT

PC
.C

OM

98
dd

5b
e8

33
4a

4e
15

b3
08

84
b6

da
3b

ee
1c

https://publishing.gs.com/content/research/en/reports/2023/10/30/2d567ebf-0e7d-4769-8f01-7c62e894a779.html
https://publishing.gs.com/content/research/en/reports/2023/08/15/421876d6-4ce8-4eb9-9799-89b0ead37216.html
https://publishing.gs.com/content/themes/the-balanced-bear.html


(6) Don•t just carry on - selective and up-in-quality 
Risk premia in “xed income and carry trades have compressed YTD, supported by a 

better growth/in”ation mix and the need for them to buffer higher rates. Most carry  

trades, including lower-quality credit, tend to have attractive return/volatility ratios  

through cycle, but higher left tail risk late cycle … as a result we are reluctant to go down 

in quality. While credit quality appears healthy, it has likely peaked: higher rates should 

weigh on more leveraged parts of the economy and markets. While this is largely priced  

in the HY market, that is less the case in leveraged loans, for example. Carry in agency  

MBS, banks• AT1s and strategies selling rates volatility look attractive relative to  

their left tail risk, in our view  (Exhibit 22). 

The S&P 500 carry (dividend yield + earnings growth) is low vs. HY credit yields,  

considering higher risk. And earnings growth has to materialise - our US strategy team 

expects 5% S&P EPS growth for 2024, below consensus of 11%. This is also true for  

MSCI EM, where consensus earnings growth is strong, but might disappoint. Growth  

stocks such as Nasdaq have the highest expected carry vs. risk - we continue to like 

quality growth stocks across regions. We also like companies focused on cash returns -  

in contrast to last cycle, high dividend yields and share buybacks have been a signal of 

balance sheet strength, rather than a lack of growth prospects.  

 

(7) Mind the gaps across regions and sectors 
We see another year of US exceptionalism, but believe growth outside the US  

should pick-up after some weakness in 2H 2023.  A comparison of regional cycle 

scores reveals that China (and Japan) remain more •early cycle• (Exhibit 23). Cycle 

divergence can provide regional diversi“cation opportunities in equities, bonds and FX - 

in equities we are OW Asia for 3m, both China (A) and Japan, owing to their divergent  

cycle position. For 12m our favourite region is Japan, supported by domestic re”ation  

and governance reform momentum. Additionally, we expect a larger in”ation decline in  

 

Exhibit 22: The trade-off between carry and left-tail risk offers some interesting opportunities across assets 
Data since 2000 where available. Equities carry = 12-month forward dividend yield + forward earnings growth. 

�6�	�3��������

�7�2�3�,�;

�1�D�V�G�D�T
�0�6�&�,���(�0

�0�6�&�,���8�6�$���9�D�O�X�H

�0�6�&�,���8�6�$���*�U�R�Z�W�K

�6�	�3�����������/�R�Z���9�R�O

�6�	�3���$�U�L�V�W�R�F�U�D�W�V

�0�6�&�,���(�X�U�R�S�H���+�L�J�K���'�<

�6�7�2�;�;��������

�8�6���������\�H�D�U

�*�H�U�P�D�Q�\���������\�H�D�U

�8�6���&�R�Q�V�����6�W�D�S�O�H�V

�8�.���������\�H�D�U

�8�6�'���,�*

�0�6�&�,���(�0���+�L�J�K���'�<

�8�6�'���,�*���(�5

�8�6�'���+�<���(�5
�(�8�5���+�<���(�5

�(�8�5���,�*���(�5

�8�6�'���+�<

�(�8�5���,�*

�(�8�5���+�<

�0�%�6���������\�H�D�U

�(�0�%�, �6�	�3���*�6�&�,���(�Q�H�U�J�\

�6�	�3���*�6�&�,
�(�0�)�;���Y�V���8�6�'

�5�(�,�7�V���(�X�U�R�S�H

�5�(�,�7�V���8�6

�8�6���&�R�Q�Y�H�U�W�L�E�O�H�V

�(�8�5���$�7��

�8�6�'���$�7��

�8�6���)�L�Q�D�Q�F�L�D�O�V

�8�6���8�W�L�O�L�W�L�H�V

�8�6���(�Q�H�U�J�\
�,�W�D�O�\���������\�H�D�U

�6�S�D�L�Q���������\�H�D�U

�8�6���$�%�6

�6�	�3�������������0����������
�S�X�W���V�H�O�O�L�Q�J

�(�8�5�2���6�7�2�;�;�����������0
���������S�X�W���V�H�O�O�L�Q�J

�����<�����8�6�7�����0��
���������S�X�W���V�H�O�O�L�Q�J

�����<�����8�6�7�����0
���������S�X�W���V�H�O�O�L�Q�J

��

��

��

��

��

����

����

����

����

����

����

������������������������������������������������������������������������������������

���
���

�P
�R

�Q
�W

�K
���

I�R
�U

�Z
�D

�U
�G

���
F

�D
�U

�U
�\

�������&�R�Q�G�L�W�L�R�Q�D�O���9�D�O�X�H���D�W���5�L�V�N�����&�9�D�5��

 
 

Source: Datastream, Haver Analytics, Bloomberg, Goldman Sachs Global Investment Research

21 November 2023   13

Goldman Sachs GOAL: Global Opportunity Asset Locator

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f T

LE
YD

A@
SP

IR
EP

OI
NT

PC
.C

OM

98
dd

5b
e8

33
4a

4e
15

b3
08

84
b6

da
3b

ee
1c



Europe in the coming months, which has been lagging the in”ation normalisation in the  

US (Exhibit 24) - as a result we prefer receiving rates in Europe and with an expected 

growth pick-up, Europe might spend more time in a risk-friendly Goldilocks regime later  

in 2024. With near-term China weakness we like owning 1-year CGB (fx-hedged) to 

position for more easing.  

 

We would also expect some convergence between services and manufacturing  

after a large gap in 2024. Global manufacturing PMIs have been pointing to a deep 

contraction for most of 2023, while services have been more resilient, helped by strong  

labour markets (Exhibit 25). The manufacturing/services gaps remain large and should 

close with manufacturing recovering in our baseline macro view. As our economists  

have highlighted, manufacturing is more cyclical than services, and more sensitive to  

rising rates/tightening “nancial conditions. After outperforming during the COVID-19  

crisis, cyclical goods sectors have underperformed services YTD, alongside the PMI 

differential (Exhibit 26). In 2024, there might be opportunities to position for a pick-up in  

manufacturing: for example, our US strategy team likes beaten-down cyclicals. 

 

(8) The impact of (geo)politics and related risks 
Investors also need to navigate elevated geopolitical risk and political uncertainty  

 

Exhibit 23: From regional cycle divergence to convergence 
Exp. z-score since 1990 Growth: hard CAI, equity EY gap, credit spreads 

 

Exhibit 24: US in”ation is leading the in”ation normalization 
Expanding z-score since 1990 In”ation: CPI, Core CPI, in”ation swap 
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Exhibit 25: Services PMIs have been strong vs. manufacturing 
Manufacturing minus services PMIs 

 

Exhibit 26: Services have outperformed vs. goods sectors 
The goods vs. services split is based on MSCI World GICS Level 2 

������

����

��

��

����

����

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

�8�6 �(�X�U�R�S�H �8�.

����

����

����

��

��

��

��

��������

��������

������

����

����

������

������

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

�:�R�U�O�G���:�R�U�O�G���*�R�R�G�V���Y�V�����6�H�U�Y�L�F�H�V�����H�[���I�L�Q�D�Q�F�L�D�O�V��
�,�6�0���0�D�Q�X�I�����Y�V���6�H�U�Y�L�F�H�V���3�0�,�����5�+�6��

 
 

Source: Haver Analytics, Goldman Sachs Global Investment Research

 
 

Source: Datastream, Haver Analytics, Goldman Sachs Global Investment Research

21 November 2023   14

Goldman Sachs GOAL: Global Opportunity Asset Locator

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f T

LE
YD

A@
SP

IR
EP

OI
NT

PC
.C

OM

98
dd

5b
e8

33
4a

4e
15

b3
08

84
b6

da
3b

ee
1c

https://publishing.gs.com/content/research/en/reports/2023/11/15/eb024947-7c00-4487-9465-43a96e06f437.html
https://publishing.gs.com/content/research/en/reports/2023/06/01/848f5ab3-4917-4d38-a799-856deb951b90.html
https://publishing.gs.com/content/research/en/reports/2023/11/15/081ce142-0057-418f-a49e-85c2d11ed44a.html


in 2024. Since Russia•s invasion of Ukraine last year, the con”ict has continued and 

there have been tensions in the Middle East following Hamas• attack on Israel. Political 

uncertainty is elevated with upcoming elections in the US, India, the UK, EU to name  

just a few (see Calendar  for details). Geopolitical shocks can have material knock-on 

effects for global growth, in”ation and sentiment, especially as economies and markets  

have become more global and assets more correlated. However, it is very dif “cult to  

position around related tail risks, which can drive rapid and large •risk off• shifts but have 

a low chance of materializing (Exhibit 27). 

Taking a view as events unfold is similarly dif“cult, with high uncertainty and often  

multiple potential forward scenarios. In fact, equities have often consolidated in periods  

of rising geopolitical risk and rallied sharply after risk has peaked. On the ”ipside, some  

geopolitical shocks have had lasting impacts on economies and markets of multiple  

years. To complicate things further, geopolitical shocks usually begin as local events and 

affect only speci“c assets and markets, but can have global knock-on effects later. The  

“rst line of defence is robust portfolio construction and diversi“cation - a better buffer  

from bonds should help.  We also think commodities remain an important diversi“er  

for escalating tensions in the Middle East and European energy crisis risk.  

 

(9) Being more ef“cient with less diversi“cation desperation 
We expect a better opportunity set for multi-asset portfolios, both in terms of  

return and risk.  In 2022, there was little reward for moving up the risk curve and few  

diversi“cation bene“ts - 2023 turned out to be better for risky assets, but bonds  

remained a material drag in portfolios. Based on our forward return forecasts, and 

assuming more normal cross-asset risk and correlation assumptions, results in an 

upward sloping ef“cient frontier, higher than the average of the last 20 years ( Exhibit 

28). Admittedly there are risks around this base case: our US equity strategy team 

highlighted risk scenarios for the S&P 500 (recession, rate shocks, Goldilocks). 

Assuming a typical cross-asset response, we estimate respective ef“cient frontiers.  

 

Exhibit 27: Geopolitical risk often drives equity volatility and broad •risk off• moves 
1-month average; last value is November 17th, 2023; S&P 500 realized vol before 1990 
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For investors targeting 7% portfolio volatility, in line with the LT average, based on our  

base case forecasts the optimal portfolio now includes allocations to bonds after a large  

overweight in cash in the last two years ( Exhibit 29). The optimal portfolios in the risk  

scenarios are quite different, pointing to increased bene“ts of being balanced in  

multi-asset portfolios. With less positive equity/bond correlations, and commodities  

likely to provide a hedge in the event of further geopolitical shocks, we would expect  

more diversi“cation bene“ts from multi-asset portfolios.  Compared to the last two  

years, we expect less diversi“cation desperation in 2024 (Exhibit 30). 

 

(10) Thinking of alternatives - CTAs, real assets and AI 
A •higher for longer• backdrop is often seen as a drag for alternatives such as  

hedge funds and private markets. For hedge funds, there is more competition from  

 

Exhibit 28: A steeper ef“cient frontier points to more bene“t from being invested 
FX-hedged returns in US$ 
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Note: each asset•s weight is capped at 3x the benchmark weight. The weight of cash can reach 100% in the target 7% volatility portfolio. We do not use 
leverage or short selling (i.e. min weight is 0%). 

 

Source: Goldman Sachs Global Investment Research

 

Exhibit 29: Cash is less of a king and bonds are entering optimal 
portfolios again 
Optimal asset mix with a 7% vol target 

 

Exhibit 30: After one of the worst backdrops for portfolio 
diversi“cation we expect more opportunities 
Ratio of GOAL benchmark portfolio volatility vs. average across assets 
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cash and bonds, and private markets need to adjust to a higher cost of capital. 

Nevertheless, alternatives have performed well in 2023, in some cases following a very  

dif“cult 2022 (LPX 50 listed private equity index has rebounded 24% YTD after declining  

26% in 2022). The main exceptions have been real estate and infrastructure, both public  

and private, which continued to perform poorly, owing to the drag from rising yields on  

NAVs and leverage - real estate and infrastructure are a key bene“ciary from  

faster-than-expected declines in rates . 

Hedge funds have delivered positive returns in aggregate but mostly lagged cash - after  

a strong 2022, CTAs have had lower returns YTD but still outperformed bonds. In liquid 

alternatives, cross-asset carry performed best and cross-asset value worst - volatility 

selling strategies like call overwriting (BXY) and put selling (PUT) also performed well. If 

bonds can buffer growth shocks better, allocations to hedge funds might appear less  

attractive in 2024. However, we believe potential crisis alpha still makes allocations to 

hedge funds such as CTAs or macro strategies attractive. Also, with less beta and  

more alpha opportunities, as well as potential for “nancial distress in 2024, related  

hedge fund strategies might bene“t.  

Performance dispersion within private markets is likely to remain high in our view, owing  

to public vs. private valuation gaps, embedded leverage, and dif“culty of exit. The search  

for carry has supported private credit ”ows materially, and this might continue with  

more re“nancing needs next year. The search for growth, e.g. related to AI, is likely to  

support private equity and VC ”ows, especially with already elevated public market  

valuations. Tech-driven equity rallies have proven to be very favourable for VCs  in  

the past - VCs materially outperformed the S&P 500 and private equity both in the  

run-up to the Tech bubble and in the rebound from the COVID-19 bear market. 
 

Exhibit 31: Most alternatives have performed well but struggled to outperform public markets in 2023 
YTD performance in US$. Private markets perf. as of Q2 
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Multi-asset positioning: Cash out, bonds (and some equities) in 
 
 

Multi-asset positioning went through a round-trip in 2023 - our aggregate measure 

started the year from relatively bearish levels, but picked up post the US regional banks 

crisis as investors priced out recession risk; after fears around the Hamas attacks, it has 

now climbed back towards neutral territory, re”ecting investors• con“dence that in”ation  

is normalizing without a recession, and that central banks have enough bandwidth to  

provide support if the macro backdrop deteriorates (Exhibit 33). The AAII Bull vs. Bear, 

which was at its lowest percentile vs. history at the start of the year, has now moved  

into extreme bullish territory - a sharp reversal (Exhibit 32).  

The recent bullish shift has been largely driven by a rebound in sentiment surveys  

and option positioning, but also low volatility and more positive equity ”ows  

momentum. Bearish sur veys and option positioning have the best  predictive power  for 

short-term reversals - after the recent rally these indicators are back to levels that do not  

signal unusually positive asymmetry for forward equity returns. Macro momentum will  

be important in shaping the trajectory for risky assets in 2024, but upside tends to be  

more capped from less bearish positioning (Exhibit 35).  

2023 has seen large in”ows into money markets and bonds,  especially government, 

which have roughly reversed 2022 out”ows. Equities have had net out”ows YTD, after  

modest in”ows in 2022  (Exhibit 34). Global money market funds AuM are at a record $8  

tn (~$7 tn of which is US). Flows into credit are ”at, a reversal of the large 2022  

out”ows.  

We believe investors will look for opportunities to deploy cash in 2024 and are  

likely to “nd them in both equities and bonds.  The fund ”ow cycle shows that large  

in”ows into money markets are typically followed by a rotation into the other asset  

classes (Exhibit 36) - money markets out”ows are yet to materialize, leaving room for  

this dynamic to be at play into next year, especially as front-end rates are likely to 

decline in our view, reducing the relative attractiveness of cash.  

While in”ows into “xed income have been large this year, we expect further  

demand for bonds in a •higher-for-longer• rates regime: (1) Historically, the end of 

Fed hiking cycles drove “xed income in”ows (especially ETFs) - on average bond funds 

have added about 4%-5% of AuM in the 12m following the last hike (10% over 2y)  

(Exhibit 37). The sharpest in”ows have generally been driven by a •risk-off• turn and 

recession fears - under our baseline macro scenario, in”ows might be more gradual this  

time. A non-recessionary backdrop might be more supportive for credit than a normal  

late cycle, and our strategists still expect supportive supply/demand dynamics; (2) While 

asset managers• allocations have already shifted towards government bonds, other 

investors less so. Also, US Households continue to be heavily invested in equities, and 

have low bond allocations (Exhibit 38); while they have increased purchases of debt 

securities in both 2022 and 2023 (Exhibit 39) - and European households have too - we 

believe they will absorb more (they own c.9% of the US Treasury market). Allocations to  

US “xed income from foreign investors, which are big owners of US debt securities  

(both government and corporates), are also unusually low. 
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The increased appetite for “xed income is likely to tame in”ows into equities, but  

we still expect some support from elevated corporate net equity demand via  

buybacks in both the US and Europe . In the US, corporates have been large buyers of 

equities in past years, and they are likely to be a more important source of demand  

relative to, for example, households from here. Buybacks have only recently become a  

European story, instead. Our baseline of stronger growth in the US vs. RoW will also  

likely be more supportive of demand for US equities from foreign investors.  

Investors have rotated aggressively to •Quality• since the US regional banks crisis 

(Exhibit 40). However, other safe assets pockets, such as low vol or gold have not seen  

much by way of in”ows, largely owing to headwinds from higher yields. Going forward,  

and past peak rates, we expect a more balanced allocation across safe assets.  

 

 

 

Exhibit 32: Positioning and sentiment indicators are back to 
relatively neutral levels  
Percentile of positioning and sentiment indicators since 2007 

 

Exhibit 33: Our Positioning & Sentiment Indicator is going into 
year-end more bullish than at the end of 2022 
Average percentile of sentiment indicators in Exhibit 32 
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Exhibit 34: Money markets and “xed income in”ows have dominated 2023 
Global YTD and last year fund ”ows in $bn and as a % of AuM at period start 
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Exhibit 35: From high levels of positioning, upside tends to be more 
capped, but growth momentum is important 
Max S&P 500 12-month subsequent returns for different percentiles of 
our Positioning & Sentiment Indicator 

 

Exhibit 36:  Large in”ows into money markets have been followed 
by a rotation into other asset classes 
12-month rolling global ”ows ($bn) (Monthly ”ows, MTD sum of weekly 
”ows when monthly not yet available) 
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Exhibit 37: In”ows into bonds generally pick up around the end of a 
hiking cycle 
Global bonds ”ows around hiking cycles (since 1985), as a % of AuM 

 

Exhibit 38: US households are still heavily invested in equities 
US households allocation (% of total “nancial assets); as of 2023 Q2 
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Only include direct allocation (i.e. not indirect allocation via funds etc). 
 

Source: Haver Analytics, Goldman Sachs Global Investment Research

 

Exhibit 39: US “xed income household demand has come at the 
expense of equities 
Net purchases of US households (12m rolling sum, $bn); equities include 
corporate equities and mutual fund shares, as of 2023Q2 

 

Exhibit 40: Large in”ows into global quality ETFs since the banking 
crisis, more limited across other safe assets 
Cumulative ”ows into Quality, Low Vol and Gold ETFs 
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	Asset allocation: Modest returns, better diversification	⁠
	Multi-asset: Time for balance - less duration frustration	⁠

