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2009 Outlook: Shifting from Macro to Micro

Transitioning from a macro to a micro market: Macroeconomic developments 
dominated US equity returns in 2008.  Record high average stock correlations are one 
symptom of this macro-driven market. We expect the economy will be weak in 2009 
but improved opportunities for individual stock picking should arise. A decline in 
average correlations will usher in a more fundamentally-driven market.

S&P 500 Earnings: $53 in 2009 and $69 in 2010: We expect S&P 500 operating 
EPS to drop 33% to $55 in 2008, fall 5% to $53 in 2009, and rise 31% to $69 in 2010. 
2009 will be the first year in this profit cycle in which earnings fall in most sectors. 

Valuation: 2009 year-end price target of 1100: Our year-end 2009 target for the 
S&P 500 is 1100, 22% above current levels. We believe we have passed this cycle’s 
low but the S&P 500 may re-test the 750 level (-17%) in 1Q 2009 before trading higher. 

Signposts to watch for along the way: We believe the S&P 500 will begin to 
trade meaningfully higher once we pass four critical milestones: (1) Passage of a 
fiscal stimulus plan in 1Q; (2) Improved access to credit for corporations and 
consumers; (3) Home price stabilization; and (4) Declines in Financials write-downs. 

Note: Prices as of December 31, 2008.
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Bear Market History: After a trough, the S&P 500 
typically bounces quickly (+22% in the three months)

Note: Median “years to recover” shown, not average.

Source: Bloomberg, Compustat and Goldman Sachs Research. Prices as of December 31, 2008.

S&P 500 Bear Markets Returns around Market Trough

Returns BEFORE the Trough Returns AFTER the Trough
6 mo 3 mo 1 mo 1 mo 3 mo 6 mo 12 mo

Length in Total to to to after after after after Months to
Peak Trough Months Decline Trough Trough Trough Trough Trough Trough Trough Recover

1 7-Sep-29 1-Jun-32 33 (86)% (53)% (47)% (25)% 5 % 93 % 53 % 121 % 268
2 10-Mar-37 28-Apr-42 62 (60) (23) (16) (7) 10 15 25 54 45
3 29-May-46 13-Jun-49 37 (30) (12) (10) (9) 9 16 23 42 12
4 2-Aug-56 22-Oct-57 15 (22) (14) (20) (11) 5 6 10 31 11
5 12-Dec-61 26-Jun-62 6 (28) (26) (25) (12) 9 7 20 33 14
6 9-Feb-66 7-Oct-66 8 (22) (20) (16) (4) 10 12 22 33 7
7 29-Nov-68 26-May-70 18 (36) (26) (22) (16) 6 17 23 44 21
8 11-Jan-73 3-Oct-74 21 (48) (34) (26) (12) 19 14 31 38 69
9 28-Nov-80 12-Aug-82 20 (27) (10) (14) (7) 18 36 44 58 3
10 25-Aug-87 4-Dec-87 3 (34) (24) (29) (10) 14 19 19 21 20
11 16-Jul-90 11-Oct-90 3 (20) (14) (18) (8) 6 7 28 29 4
12 24-Mar-00 9-Oct-02 31 (49) (31) (18) (14) 15 19 11 34 56

13 9-Oct-07 20-Nov-08 13 (52)% (47)% (41)% (24)% 18

Historical Average (1-12) 21 (38)% (24)% (22)% (11)% 10 % 22 % 26 % 45 % 17
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Stock and sector correlations reached 

all-time highs as top-down triumphed in 2008

Source: Goldman Sachs Options Research and Goldman Sachs Research. As of December 31, 2008.

500 stocks Stocks within sectors

10 sectors S&P 500 3-Month Realized Volatility 
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Average Intra-sector Correlation
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Average Sector Correlation 0.85
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Access to credit is a critical issue for firms; 

investor focus is on balance sheet strength

Source: Bloomberg, Factset and Goldman Sachs Research. As of January 2, 2008.

3-Month LIBOR and US Treasury Yield Spread Corporate Debt Spreads 

Roughly 10% of S&P 500 ex-Financials issued $1.9 trillion long-term debt will mature annually from 2009-2013

10%
8%

10% 9% 10%
5% 4% 5% 6%

33%

0

5

10

15

20

25

30

35

40

2009 2010 2011 2012 2013 2014 2015 2016 2017 After 2017%
 o

f S
&

P
 5

00
 e

x-
Fi

na
nc

ia
ls

 L
on

g-
Te

rm
 D

eb
t D

ue

0

50

100

150

200

250

300

350

400

450

500

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

3-
m

on
th

 L
IB

O
R

 le
ss

 3
-m

on
th

 U
S

 T
re

as
ur

y 
Y

ie
ld

LIBOR 
less

Treasury Yield

-50

50

150

250

350

450

550

650

750

850

950

1050

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

B
on

ds
 le

ss
 S

w
ap

 R
at

e 
(b

p)

A Corporate 
Debt Spreads

BB Corporate 
Debt Spreads

BBB Corporate 
Debt Spreads



Goldman Sachs Global Investment Research 6

S&P 500 earnings: 

$53 per share in 2009 and $69 in 2010

• We expect S&P 500 operating EPS to decline 33% to $55 in 2008, fall by 5% to $53 

in 2009, and rise by 31% to $69 in 2010. Our estimates suggest only Consumer 
Staples and Health Care will generate positive EPS growth in 2009. Consensus 2009 
EPS estimates of $83 have already been revised downward by 24% and would need 
to fall an additional 36% to reach our top-down forecast.

• Excluding Financials, our operating EPS forecasts for the S&P 500 are $55 for 2009 

and $61 for 2010, reflecting growth of -17% and +10%, respectively. 

• We expect 2009 to be the first year in the current profit cycle in which earnings fall 

broadly across many sectors. Most notably, we expect Energy and Materials 
earnings to decline by 34% and 42%, respectively.

• Financials write-downs and provisions continue to be a key driver of S&P 500 

earnings. We expect 2009 S&P 500 operating EPS will be reduced by $14 in losses 
stemming from write-downs and provisions, followed by $6 in 2010 and $2 in 2011. 

• Ex-Financials, S&P 500 profits have yet to fall, peaking in 3Q 2008 at $73 per share. 

We believe 4Q 2008 will mark the first quarter that profits for the S&P 500 ex-
Financials will decline. 
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S&P 500 LTM operating EPS peaked in June 2007

but earnings ex-Financials only peaked in Sept 2008

Source: Standard & Poor’s and Goldman Sachs Research.

 

$(20)

$(10)

$0

$10

$20

$30

$40

$50

$60

$70

$80

$90

$100

D
ec

-0
4

M
ar

-0
5

Ju
n-

05

Se
p-

05

D
ec

-0
5

M
ar

-0
6

Ju
n-

06

Se
p-

06

D
ec

-0
6

M
ar

-0
7

Ju
n-

07

Se
p-

07

D
ec

-0
7

M
ar

-0
8

Ju
n-

08

Se
p-

08

D
ec

-0
8

M
ar

-0
9

Ju
n-

09

Se
p-

09

D
ec

-0
9

M
ar

-1
0

Ju
n-

10

Se
p-

10

D
ec

-1
0

Tr
ai

lin
g 

E
PS

 (l
as

t-t
w

el
ve

-m
on

th
s)

S&P 500
(Trailing EPS)

Ex-Financials
Contribution to

S&P 500

Financials
Contribution to 
S&P 500 EPS

$65

$(8)

Peak = $91

$73

$55

$53

$(3)

2010E

$67

2009E

$55

$(12)

$8

2008E

$61

$69

 2006 2007 LTM 2008E 2009E 2010E
S&P 500
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Earnings declines by sector in past profit cycles

Source: Standard & Poor’s, Goldman Sachs Research. (A) Coefficient of variation = standard deviation of historical growth rates / average historical growth rate.

Only Financial, Consumer Discretionary and Telecom Services have had profit declines since 2Q 2007

1970-1975 1975-1982 1982-1987 1987-1991
Earnings Growth Earnings Growth Earnings Growth Earnings Growth

Sector Expansion Contraction Expansion Contraction Expansion Contraction Expansion Contraction
Materials 124 % (29)% 104 % (95)% 1,122 % 53 % 128 % (69)%
Financials 94 (35) 1,598 2 65 (109) NM (27)
Consumer Discretionary 126 (47) 88 14 131 16 19 (80)
Utilities 53 18 63 17 51 (11) 16 (10)
Energy 137 (22) 183 (20) 18 (65) 132 (40)
Telecom Services 56 (3) 118 10 28 (21) 74 (18)
Information Technology 92 (3) 130 14 31 (12) 48 (29)
Industrials 119 (14) 187 (38) 111 (8) 41 (18)
Health Care 136 13 172 (3) 20 (16) 177 (1)
Consumer Staples 44 (0) 177 6 34 16 21 32

S&P 500 91 % (10)% 143 % (11)% 45 % (11)% 64 % (22)%

1991-2002 2002-2008 Average Cyclicality (a)
Earnings Growth Earnings Growth Earnings Growth Earnings Growth

Sector Expansion Contraction Expansion Contraction Expansion Contraction Coefficient of Variation
Materials 226 % (69)% 360 % (no decline) 341 % (42)% 4.7
Financials 665 (10) 118 (122)% 606 (36) 3.8
Consumer Discretionary 696 (55) 200 (40) 212 (30) 2.9
Utilities 87 (55) 196 (no decline) 54 (8) 2.5
Energy 403 (64) 629 (no decline) 174 (42) 2.4
Telecom Services 161 (18) NM (8) 87 (10) 2.0
Information Technology 626 (76) 581 (no decline) 185 (21) 1.7
Industrials 151 (8) 123 (no decline) 122 (17) 1.6
Health Care 233 (0) 72 (no decline) 148 (1) 0.8
Consumer Staples 140 (1) 63 (no decline) 83 10 0.5

S&P 500 243 % (19)% 115 % (24)% 117 % (14)% 1.2
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Decomposition of S&P 500 earnings estimates: 
Financials’ provisions & write-downs drag down SPX EPS

Source: FirstCall, Compustat  and Goldman Sachs Research. Note: P&W = Provisions & Write-downs

Contribution to EPS ($/share) Earnings growth rates (%)
GS Top-Down EPS Bottom-up GS Top-Down Bottom-Up

2008E 2009E 2010E 2008E 2009E 2010E 2008E 2009E 2010E 2008E 2009E 2010E
Consumer Staples $8 $8 $9 $9 $9 $10 1 % 4 % 6 % 12 % 2 % 8 %
Health Care 11 11 12 11 12 13 5 3 6 8 12 10
Telecom Services 2 2 2 3 3 3 (9) (3) 4 2 16 9
Utilities 3 3 3 3 3 4 1 (5) 8 3 8 10
Consumer Discretionary 3 2 3 3 5 7 (60) (10) 25 (49) 44 51
Industrials 10 8 9 10 9 9 (2) (18) 10 (2) (12) 7
Information Technology 11 8 9 11 11 13 2 (26) 15 3 5 16
Energy 17 11 13 18 11 14 19 (34) 12 24 (39) 26
Materials 3 2 2 3 2 3 (9) (42) 15 (12) (25) 30

S&P 500 ex-Financials 67 55 61 70 65 76 (2) (17) 10 3 (7) 16
Financials Operating EPS (12) (3) 8 (4) 12 16 NM NM NM NM NM NM

S&P 500 Operating EPS $55 $53 $69 $65 $77 $91 (33)% (5)% 31 % (21)% 17 % 19 %
+ Provisions & Writedowns 25 14 6 NA NA NA 149 (46) (57) NA NA NA
S&P 500 EPS ex-P&W 80 66 75 NA NA NA (13) (17) 13 NA NA NA
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We expect profit margins to decline by 180 bp 

peak-to-trough in the current cycle

Source:  Compustat  and Goldman Sachs Research.
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S&P 500 Net Profit  Margin

Bottom-up Consensus
Forecast

 S&P 500 Operating Margins Cycle Length
Margin Level Peak to Trough of Decline

PEAK TROUGH Peak Margin Trough Margin Decline (bp) Months
31-Dec-73 30-Sep-75 6.3 % 4.8 % (155)bp 21 mo
31-Mar-79 31-Dec-82 5.8 4.2 (161) 45
30-Jun-84 30-Jun-87 5.4 4.8 (63) 36
30-Jun-89 30-Sep-91 5.9 4.1 (181) 27
30-Sep-00 31-Dec-01 7.0 5.4 (160) 15
31-Dec-07 30-Sep-08 8.3 8.0 (32) 9

  Average (1 through 5) (144)bp 29 mo

GS Top-Down Forecast
31-Dec-07 31-Dec-09 8.3 % 6.5 % (180)bp 24 mo
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Valuation: Our year-end 2009 price target for the 

S&P 500 is 1100

We approach the valuation challenge from three perspectives: (1) A dividend discount 

model (DDM); (2) A mean reversion to historical P/E multiples; and, (3) the Fed model.

• Our price target for year-end 2009 is 1100. Fair value represents the level at which the 
market should trade based on given assumptions.  A price target based on future fair 
value estimates assumes the market will revert to fair value over the time period.

• Current fair value is 980. Our valuation work suggests that fair value one year from now 
will be 1150, 17% above current fair value of 980 and 24% above the current S&P 500 
level of 930.

• Looking back at prior bear market cycles, we calculated two implied troughs for the S&P 
500. The first implied trough of 850 (9% below the current market level) is calculated by 
taking the historical average change in multiples during prior bear markets. The second 
implied trough of 630 (32% below current levels) is based on taking the average of the 
historical worst case change in valuation multiples during previous bear markets.

• Given the uncertain earnings outlook, many investors turn to P/B for valuation. The 
current price/book value ratio of 1.7X is roughly half the 10-year average of 3.4X, 
suggesting the equity market is undervalued from a long-term perspective.

Note:  Prices as of December 31, 2008.



Goldman Sachs Global Investment Research 12

Thinking about S&P 500 trough valuations:

We believe we have passed the low for this cycle

Historical Peak-to-Trough Implied Trough in Current Cycle Based on Bear Market History

Multiple at Multiple Contraction (%) (a) Trough Multiple (X) S&P 500 Trough Level

Valuation Multiple Oct-07 Peak Average Worst Case Average Worst Case Average Worst Case

Trailing P/E 17.1x (36)% (61)% 11.0x 6.7x 720 440

Bottom-up NTM P/E 15.8 (33) (44) 10.6 8.8 900 740

Realized NTM P/E 21.6 (31) (44) 14.9 12.1 790 640

LTM P/B 3.0 (35) (55) 1.9 1.3 990 680

Average Implied S&P 500 Trough 850 630

If S&P 500 troughed in Nov 2008 at 750, it would fall between

the average (850) and worst (630) implied troughs based on history

Source:  Compustat and Goldman Sachs Research.
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P/E multiples and inflation: S&P 500 trades at 17.5x 

our 2009 top-down EPS, consistent with 1.5% CPI

Source: Robert Shiller, Compustat, FirstCall, IBES and Goldman Sachs Research. Current consensus P/E based on 2009 bottom-up EPS. As of December 31, 2008.

P/E multiples fluctuate with inflation

14.7x 14.9x
13.7x

17.0x
17.8x

16.6x

14.9x

13.3x

11.1x

9.5x

0x

2x

4x

6x

8x

10x

12x

14x

16x

18x

20x

22x

24x

-2% &
below

-2% to -
1%

-1% to
0%

0% to
1%

1% to
2%

2% to
3%

3% to
4%

4% to
5%

5% to
6%

6% &
above

Headline CPI Band

A
ve

ra
ge

 L
TM

 P
/E

Average S&P 500 Trailing P/E 
by Inflation Bands, 1927-2008

54
months

21 58 110 192 215 103 73 27 115

28.7
1933

30.3x
1999

6.8x
1974

5.7x
1949

6.5x
1980

13.9x
Current

0

5

10

15

20

25

30

35

Avg = 15x

S&P 500 Trailing P/E
1927-2008 

5.6%
1933 3.2%

1999

9.5%
1974

-2.9%
1949

10.9%
1980 3.7%

Current

(15)%

(10)%

(5)%

0 %

5 %

10 %

15 %

20 %

D
ec

-2
7

D
ec

-3
1

D
ec

-3
5

D
ec

-3
9

D
ec

-4
3

D
ec

-4
7

D
ec

-5
1

D
ec

-5
5

D
ec

-5
9

D
ec

-6
3

D
ec

-6
7

D
ec

-7
1

D
ec

-7
5

D
ec

-7
9

D
ec

-8
3

D
ec

-8
7

D
ec

-9
1

D
ec

-9
5

D
ec

-9
9

D
ec

-0
3

D
ec

-0
7

D
ec

-1
1

CPI Inflation
(yoy change)



Goldman Sachs Global Investment Research 14

S&P 500 Price/Book and Return on Equity

Source: Compustat, I/B/E/S, and Goldman Sachs Research.

P/B troughed at 1.5x on November 20th, 

Current P/B ratio equals 1.7x

Trailing ROE has averaged 15%, 
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S&P 500 dividend yield vs. 10-year US Treasury yield 

Source: Compustat and Goldman Sachs Research estimates.

US Treasury 10-year yield and 

S&P 500 Dividend yield since 1958

S&P 500 dividend yield exceeds 

10-year US Treasury yield; 1st time in 50 years!
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Uses of Cash: How we expect S&P 500 firms will 

spend money in 2009-2010E

Source: Compustat and Goldman Sachs Research estimates.

($ billions) 2006 2007 2008E 2009E 2010E
Op. Cash Flow (ex-Financials) $896 $1,009 $993 $824 $908
Capital Usage

Capital Expenditures $490 $516 $547 $438 $451
Cash Acquisitions 223 274 192 144 165
Share Buybacks 491 616 397 338 355
Dividends 238 260 265 232 233

Total Capital Usage $1,442 $1,667 $1,402 $1,152 $1,205

Percentage of Year/Year Growth
Op. Cash Flow (ex-Financials) 2 % 13 % (2)% (17)% 10 %
Capital Usage

Capital Expenditures 20 % 5 % 6 % (20)% 3 %
Cash Acquisitions 46 23 (30) (25) 15
Share Buybacks 33 26 (36) (15) 5
Dividends 14 9 2 (13) 1

Total Capital Usage 27 % 16 % (16)% (18)% 5 %
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Investment Recommendations:

Our best ideas for 2009

Theme Investment Recommendation (<Bloomberg Ticker>)
Balance sheet strength We favor companies with strong balance sheets given the 

challenging credit environment. Buy Strong Balance Sheet 
basket <GSTHSBAL>; Sell Weak Balance Sheet basket 
<GSTHWBAL>.

Returning capital to 
shareholders

We favor companies that will grow their dividend in 2009-10 
and are higher yielding than the S&P 500 2009 average. Buy 
Dividend Growth basket <GSTHDIVG>.

US vs. Western Europe We favor companies with high domestic sales exposure and 
low international sales exposure (Western Europe in 
particular). Buy Domestic Sales Basket <GSTHAINT>; Sell 
Western Europe Sales Basket <GSTHWEUR>.

Large Cap vs. Small Cap We favor large cap stocks over small cap stocks given sector 
composition, liquidity, and balance sheet strength. Buy S&P 
500; Sell Russell 2000.

Sector positioning Stay defensive for now. We are Overweight Consumer Staples 
and Healthcare and Underweight Consumer Discretionary and 
Industrials.
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Disclosures

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Research global coverage universe

Rating Distribution Investment Banking Relationships

Global

Buy Hold Sell

26% 57% 17%

Buy Hold Sell

52% 47% 37%

As of October 1, 2008, Goldman Sachs Global Investment Research had investment ratings on 3,165 equity securities. Goldman
Sachs assigns stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. 
Such assignments equate to Buy, Hold and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 
'Ratings, Coverage groups and view s and related definitions' below .



Goldman Sachs Global Investment Research 23

Disclosures

Regulatory disclosures

Disclosures required by United States laws and regulations
See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or co-manager in a pending 
transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed public offerings in prior periods; directorships; market
making and/or specialist role.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, professionals reporting to analysts and 
members of their households from owning securities of any company in the analyst's area of coverage. Analyst compensation: Analysts are paid in part based on the profitability of 
Goldman Sachs, which includes investment banking revenues. Analyst as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members 
of their households from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Distribution of ratings: See the 
distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if with respect to 
multiple companies which are the subject of this report, on the Goldman Sachs website at http://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States
The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and regulations. Australia: This 
research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, 
and agreed to take responsibility for, this research in Canada if and to the extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited 
from accepting payment or reimbursement by the company of travel expenses for such visits.  Hong Kong: Further information on the securities of covered companies referred to in 
this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies referred to in this research may be 
obtained from Goldman Sachs (India) Securities Private Limited. Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, 
the Japanese Securities Dealers Association or the Japanese Securities Finance Company. Korea: Further information on the subject company or companies referred to in this 
research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports distributed in the Russian Federation are not advertising as defined in Russian 
law, but are information and analysis not having product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. 
Singapore: Further information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 198602165W). 
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Ratings, coverage groups and views and related definitions
Buy (B), Neutral (N), Sell (S) – Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or Sell on an Investment List is 
determined by a stock’s return potential relative to its coverage group as described below.  Any stock not assigned as a Buy or a Sell on an Investment List is deemed Neutral. Each 
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analyst assigns one of the following coverage views  which represents the analyst’s investment outlook on the coverage group relative to the group’s historical fundamentals and/or 
valuation. Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The 
investment outlook over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the 
following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an advisory capacity in a 
merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman Sachs Research has suspended the investment rating 
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Ratings, coverage views and related definitions prior to June 26, 2006
Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions below) within a ratings distribution 
guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated Underperform. The analyst assigns one of three coverage views (see definitions 
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over the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.
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stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the CIL will automatically come off the list after 90 days unless renewed 
by the covering analyst and the relevant Regional Investment Review Committee.
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