
1) One of the questions we hear most frequently from clients is ‘where are we in 
the cycle’? Of course, no two cycles are the same given that their drivers, and the 
structural factors that influence them, can vary significantly between one cycle and 
another. That said, we find that most cycles go through four phases, starting with 
‘Despair’ (a bear market) and followed by ‘Hope’ – the strongest and shortest phase, 
where markets and valuations rise in anticipation of a future profit growth recovery.  
Next, there is usually a ‘Growth’ phase, where profits recover and grow but 
valuations fall back and returns moderate. The final phase, which we describe as 
‘Optimism’, is generally associated with increasing valuations even as interest rates 
rise (Exhibit 1). It is generally easier to identify these phases well after they have 
happened rather than in real time, but we do find that, so far, this cycle has followed 
this classic pattern (Exhibit 2). Although the Despair phase at the start of the 
pandemic was shorter than normal (only around one month), it was similar in 
magnitude to the average cycle. The Hope phase was in line with the average in 
terms of time (9 months) and annualized returns (at over 60%). The growth phase, 
despite its name, is typically associated with lower returns. This is because, while 
EPS are rising, it has often already been paid for in the Hope phase. This has been 
the case in the current cycle, between January 2021 and October 2022 which was 
also weaker than average because of the speed of interest rate rises. The optimism 
phase which started in late 2022 has largely been in line with history, driven by 
higher valuations. 
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2) While the pattern of returns has been similar to the past, particularly in the Despair 
and Hope phases, we have argued that the scale of the returns would be relatively ‘Fat 
& Flat’, with returns constrained by the ongoing tug of war between rates and growth 
fears, the higher than average valuations, particularly in the US, and a backdrop of weak 
earnings growth despite a likely soft landing. The S&P 500, for example, is at more or 
less the same level as in the summer of last year. Japan and Europe are a little higher, 

 

Exhibit 1: The 4 phases of an equity cycle 
Annualized data for historical phases (S&P 500) 
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Source: Datastream, Haver Analytics, Goldman Sachs Global Investment Research

 

Exhibit 2: The 4 phases of the current cycle 
Cumulative data for current phase (S&P 500) 

-34

63

-13

18

-31

97

-41

24

-1

-18

47

-4

-60

-40

-20

0

20

40

60

80

100

120

Despair Hope Growth Optimism?

Real Price return (%) P/E expansion (%) Real EPS growth (%)

1 month
(Feb 2020 to Mar 2020)

9 months
(Mar 2020 to Jan 2021)

21 months
(Jan 2021 to Oct 2022)

8 months
(from Oct 2022)

 
 

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

27 June 2023   2

Goldman Sachs Global Equity Views

https://publishing.gs.com/content/research/en/reports/2023/05/04/ffa68c1e-1420-41eb-8ff2-d57602eb43c3.html


but Asia is a little lower. Overall, the global equity index is broadly unchanged. 

 

3) In recent weeks, however, the equity markets have enjoyed a rally, which led to 
optimism that indexes would decisively break out of the range. This shift higher, since 
June in particular, has come alongside falling volatility triggered by the fading of left-tail 
risks, and by large equity dispersion: the resolution of the US debt ceiling and slowing of 
deposit flight from US regional banks have both helped, while lower commodity prices 
have reduced the risks of inflation becoming more entrenched. The more recent intense 
focus on AI and its impact has also provided a narrative to fuel renewed enthusiasm for 
growth. In combination, equity markets were rising despite pedestrian profit growth in 
most regions and valuations have increased despite higher interest rates, even (and in 
some cases in particular) in the long-duration technology areas of the markets. These are 
all characteristics of the typical late-cycle Optimism phase.  

 

Exhibit 3: The Growth phase in the current cycle has been ‘Fat & Flat’ – with relatively low returns in a 
wide trading range 
World equity indices (indexed price performance, USD) 
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4) Another important driver of equities in recent weeks has been that the 
market-implied probability of recession has moved towards our economists‘ more 
positive view on economic growth. Our GOAL Team flagged that the increase in our Risk 
Appetite Indicator has been mostly driven by a sharp pro-cyclical repricing across assets, 
pushing our PC1 ‘Global Growth factor’ to the highest level since early 2021. Markets 
have moved ahead of macro data, and the current gap between PC1 and macro 
surprises as captured by the global MAP score is large, suggesting that a soft landing is 
being priced. 

 

A similar observation can be made looking at global cyclicals versus defensives and 
plotting this against the global PMI. Despite the most recent softening of survey data, 
market pricing appears to be consistent with stronger growth moving forward. 

 

Exhibit 4: Equities have enjoyed a rally, which came alongside falling volatility 
S&P 500 and VIX (1-week average) 
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Source: Bloomberg, Goldman Sachs Global Investment Research

 

Exhibit 5: The increase in our Risk Appetite Indicator has been 
mostly driven by a sharp pro-cyclical repricing across assets 
Risk Appetite Indicator level and momentum factors 

 

Exhibit 6: Markets have moved ahead of macro data 
PC1: Global growth factor and Global MAP Score 
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5) Despite these improvements, we think the absolute upside for equity markets is 
constrained by both high valuations and the prospects for interest rates to remain higher 
for longer than the market has been pricing. Post the June meeting, ECB commentary 
has turned more hawkish, with Board Member Schnabel arguing that the optimal risk 
management strategy was still to err on the hawkish side and Governor Wunsch calling 
for hikes this past November. Chair Powell emphasized the need for further tightening in 
his semi-annual testimony to Congress. Last week, the Bank of England and the Norges 
Bank surprised to the upside with a move of 50 bps. Meanwhile, on the activity front, 
PMIs continued to see weakening activity which has largely been concentrated in the 
manufacturing sector but more recently extended to services as well. 

 

 

Exhibit 7: Market pricing appears to be consistent with stronger growth moving forward 
Global Cyclicals vs. Defensives y/y and Global Composite PMI 
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Source: Datastream, Worldscope, Haver Analytics, Goldman Sachs Global Investment Research

 

Exhibit 8: Sentiment Indicators have sharply increased while 
Manufacturing PMIs remain weak 
Average percentile of sentiment indicators (data since 2007) and Global 
Manufacturing PMI 

 

Exhibit 9: Elevated levels of sentiment do not, in themselves, 
represent a bearish signal 
S&P 500 3m return distribution 
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Elevated levels of sentiment point to a less favourable asymmetry for equity returns but 
do not, in themselves, represent a bearish signal – the distribution of subsequent 
3-month S&P 500 returns from levels of our sentiment component above the 80th 
percentile shows that the right tail is more capped relative to the unconditional, but the 
left tail is not ‘fatter’. In terms of valuation, the US equity market in particular is trading 
at valuations well above the historical averages (Exhibit 10), and is now close to 20x 
forward consensus earnings (and even higher on our lower earnings assumptions). 
Other markets look cheaper, although in most cases they too have re-rated in recent 
weeks. The combination suggests that the Fat & Flat range remains intact.  

 

Valuations of equities have also increasingly de-coupled from real interest rates. As 
Exhibit 11 shows, the S&P 500 P/E has increased sharply in recent weeks despite a rise 
in real bond yields. This implies that either investors expect rapid rate cuts, or that 
long-term growth expectations have gone up, or a combination. 

 

Exhibit 10: The US equity market is trading at valuations well above the historical averages 
12m fwd P/E ranges (MSCI Regions) over a 20-year timeline 
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6) In our view, this optimism on interest rate relief is premature; our economists have 
argued that the market-implied path for inflation remains too optimistic and, by 
inference, the prospects for interest rate declines. In the US, the gap between our 
expected path for inflation and the market-implied path continues to rise into next year. 

 

7) Even if the market happens to be right in expecting earlier rate cuts than we do, the 

 

Exhibit 11: Valuations of equities have increasingly de-coupled from real interest rates 
S&P 500 12m fwd P/E and US 10y Real Yield 
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Source: FactSet, Goldman Sachs Global Investment Research

 

Exhibit 12: The gap between our expected path for inflation and the market-implied path continues to rise 
into next year 
Inflation, GS forecast and market-implied (United States) 
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reasons for these interest rate cuts would matter. Exhibit 13 shows that, in recent 
cycles, the path of returns on equities once interest rates cuts begin depends on the 
path for growth, as well as market valuations. 

 

A persistent deterioration in the economic environment, even after rate cuts, had 
continued to weigh on equity returns during the financial crisis. By contrast, interest rate 
cuts did not help the equity market in the aftermath of the collapse of the technology 
bubble at the turn of the century because valuations were so high. At the current time, 
in the absence of a recession, the urgency for central banks to cut interest rates is likely 
to be less than the market is pricing. 

While we do not expect a recession, the outlook for profit growth remains subdued 
(Exhibit 14). We expect virtually no profit growth (other than in Japan) this year, and 
mid-single-digit growth rates (other than in Asia, from a low base) next year. 

The combination of high valuations and relatively slow profit growth implies a positive, 
albeit moderate, return for equities. 

 

Exhibit 13: The path of returns in equities once interest rates cuts begin depends on the path for growth as 
well as market valuations 
S&P 500 price performance. Indexed to 100 the day of the Fed’s first cut in a cutting cycle 
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8) An additional concern is that the contributions of returns in most equity markets have 
been narrow. It is not uncommon to have a narrow market late in the cycle, during the 
Optimism phase, but it remains a concern for active investors (in Europe and US). As 
shown in Exhibit 15, the 15 biggest companies have driven 86% of the return in the US 
year to date and 100% in Asia (ex Japan). Europe’s market breadth has been somewhat 
healthier, with 39% coming from the biggest 15 companies, but the performance of the 
median company has been very modest.  

 

Exhibit 14: The outlook for profit growth remains subdued 
MSCI AC World EPS growth y/y (GS forecasts in orange) 
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Year to date, the biggest 15 companies in the S&P have gone up 34%, while the median 
company is up just 1%. On this basis, Japan has had the most impressive returns, with 
the median company up 11% (Exhibit 16). 

 

9) A debate has now grown around this narrow leadership of the market: will it be 
resolved by a catching-up of the rest of the market or through a catching-down of the 

 

Exhibit 15: The 15 biggest companies have driven 86% of the return in the US year to date and 100% in Asia 
(ex Japan) 
% Contribution to YTD change in market cap 
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Exhibit 16: YTD, the biggest 15 companies in the S&P have gone up 34%, while the median company is up 
just 1% 
YTD price return 

34%

9%

20%

7%

13%

7%

20%

1%1%

4%

11%

0%
0%

5%

10%

15%

20%

25%

30%

35%

40%

S&P 500 STOXX Europe 600 TOPIX Asia Pacific ex Japan ($)

Top 15 Companies

Index

Median

 
 

Source: Datastream, Goldman Sachs Global Investment Research

27 June 2023   10

Goldman Sachs Global Equity Views



leading companies? We have found that in Europe, when the market is rallying with 
narrow leadership, subsequent 12m returns for the aggregate index are positive in 71% 
of instances (unconditional average following rallies = 62%). Over the past couple of 
weeks, market breadth has started to improve, suggesting that greater confidence in 
growth is leading to a widening of optimism about non-tech parts of the market. But the 
narrow contributions of returns remain very significant – particularly in the US, driven by 
technology. Also, equity/bond yield correlations have been positive, even for long 
duration Nasdaq, resulting in lower equity risk premia and equities turning more 
expensive relative to bonds. 

The dominance of the tech rally has come despite the rise in interest rates, suggesting 
that the drivers of the re-rating are not duration, but rather an increase in longer-term 
growth expectations, reflecting the perceived benefits accruing to these companies 
(from AI). This is also reflected in the way that US technology valuations are moving 
ahead of those in other markets. For example, their valuations have recently pulled away 
from the valuations of the tech sector in Europe (Exhibit 17). 

 

At the same time, comparing sectors across the US and Europe on a Price-to-Book 
basis with their Return On Equity shows that most sectors are valued in line with 
expected profitability. The S&P 500 and the STOXX 600 are trading in line with expected 
returns and so, too, are the ‘healthy’ GRANOLAS. Technology is maybe an exception, 
having moved above the curve. By contrast, European Energy remains well below the 
curve. 

 

Exhibit 17: The valuations of US tech have recently pulled away from those of the European tech sector 
24m fwd P/E, S&P 500 and MSCI Europe Information Technology 
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We continue to like a barbell approach that includes a combination of quality growth, 
strong balance sheet and high margin businesses, with some deep value where 
valuation risks are skewed to the upside.   

10) Overall, we expect most equity markets to remain in the ‘Fat & Flat’ range, while 
making a return close to their cost of capital over the next 12 months, reflecting the 
absence of recession. Nevertheless, poor earnings growth at the index level and high 
valuations, particularly in the US, suggest that the upside risks are limited over a 
12-month view relative to cash on a risk-adjusted basis. Put-call skew indicates that 
upside positioning is now crowded and downside protection is attractively priced.

 

Exhibit 18: Most sectors are valued in line with expected profitability 
S&P 500 and MSCI Europe GICS level 1 sectors, 12m fwd Price to Book Value and ROE 
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securities in Canada to trade in any Canadian security. Goldman Sachs & Co. LLC is not registered as a dealer in any jurisdiction in Canada under 
applicable Canadian securities laws and generally is not permitted to trade in Canadian securities and may be prohibited from selling certain securities 
and products in certain jurisdictions in Canada. If you wish to trade in any Canadian securities or other products in Canada please contact Goldman 
Sachs Canada Inc., an affiliate of The Goldman Sachs Group Inc., or another registered Canadian dealer.  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, Research 
Analyst - SEBI Registration Number INH000001493, 951-A, Rational House, Appasaheb Marathe Marg, Prabhadevi, Mumbai 400 025, India, Corporate 
Identity Number U74140MH2006FTC160634, Phone +91 22 6616 9000, Fax +91 22 6616 9001. Goldman Sachs may beneficially own 1% or more of 
the securities (as such term is defined in clause 2 (h) the Indian Securities Contracts (Regulation) Act, 1956) of the subject company or companies 
referred to in this research report.  Japan: See below.  Korea: This research, and any access to it, is intended only for “professional investors” within 
the meaning of the Financial Services and Capital Markets Act, unless otherwise agreed by Goldman Sachs. 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.  New Zealand: Goldman Sachs 
New Zealand Limited and its affiliates are neither “registered banks” nor “deposit takers” (as defined in the Reserve Bank of New Zealand Act 1989) in 
New Zealand. This research, and any access to it, is intended for “wholesale clients” (as defined in the Financial Advisers Act 2008) unless otherwise 
agreed by Goldman Sachs. A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests is available at: 
https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html.  Russia: Research reports distributed in the Russian Federation are not 
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advertising as defined in the Russian legislation, but are information and analysis not having product promotion as their main purpose and do not 
provide appraisal within the meaning of the Russian legislation on appraisal activity. Research reports do not constitute a personalized investment 
recommendation as defined in Russian laws and regulations, are not addressed to a specific client, and are prepared without analyzing the financial 
circumstances, investment profiles or risk profiles of clients. Goldman Sachs assumes no responsibility for any investment decisions that may be taken 
by a client or any other person based on this research report.  Singapore: Goldman Sachs (Singapore) Pte. (Company Number: 198602165W), which is 
regulated by the Monetary Authority of Singapore, accepts legal responsibility for this research, and should be contacted with respect to any matters 
arising from, or in connection with, this research.  Taiwan: This material is for reference only and must not be reprinted without permission. Investors 
should carefully consider their own investment risk. Investment results are the responsibility of the individual investor.  United Kingdom: Persons who 
would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Conduct Authority, should read this 
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been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are 
available from Goldman Sachs International on request.   
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(2016/958) supplementing Regulation (EU) No 596/2014 of the European Parliament and of the Council (including as that Delegated Regulation is 
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recommendations or other information recommending or suggesting an investment strategy and for disclosure of particular interests or indications of 
conflicts of interest is available at https://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of 
Interest in Connection with Investment Research.   

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho 
69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan Type II Financial Instruments Firms Association, The 
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pre-determined with clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock 
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by Goldman Sachs & Co. LLC; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by 
Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs New 
Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the 
United States of America by Goldman Sachs & Co. LLC. Goldman Sachs International has approved this research in connection with its distribution in 
the United Kingdom.  

Goldman Sachs International (“GSI”), authorised by the Prudential Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority 
(“FCA”) and the PRA, has approved this research in connection with its distribution in the United Kingdom. 

European Economic Area: GSI, authorised by the PRA and regulated by the FCA and the PRA, disseminates research in the following jurisdictions 
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financiers (“AMF”) disseminates research in France; GSI - Sucursal en España (Madrid branch) authorized in Spain by the Comisión Nacional del 
Mercado de Valores disseminates research in the Kingdom of Spain; GSI - Sweden Bankfilial (Stockholm branch) is authorized by the SFSA as a “third 
country branch” in accordance with Chapter 4, Section 4 of the Swedish Securities and Market Act (Sw. lag (2007:528) om värdepappersmarknaden) 
disseminates research in the Kingdom of Sweden; Goldman Sachs Bank Europe SE (“GSBE”) is a credit institution incorporated in Germany and, within 
the Single Supervisory Mechanism, subject to direct prudential supervision by the European Central Bank and in other respects supervised by German 
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in the Federal Republic of Germany and those jurisdictions within the European Economic Area where GSI is not authorised to disseminate research 
and additionally, GSBE, Copenhagen Branch filial af GSBE, Tyskland, supervised by the Danish Financial Authority disseminates research in the Kingdom 
of Denmark; GSBE - Sucursal en España (Madrid branch) subject (to a limited extent) to local supervision by the Bank of Spain disseminates research in 
the Kingdom of Spain;  GSBE - Succursale Italia (Milan branch) to the relevant applicable extent, subject to local supervision by the Bank of Italy (Banca 
d’Italia) and the Italian Companies and Exchange Commission (Commissione Nazionale per le Società e la Borsa “Consob”) disseminates research in 
Italy; GSBE - Succursale de Paris (Paris branch), supervised by the AMF and by the ACPR disseminates research in France; and GSBE - Sweden 
Bankfilial (Stockholm branch), to a limited extent, subject to local supervision by the Swedish Financial Supervisory Authority (Finansinpektionen) 
disseminates research in the Kingdom of Sweden.  

General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and 
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority 
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Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the 
products mentioned that are inconsistent with the views expressed by analysts named in this report. 

This research is focused on investment themes across markets, industries and sectors. It does not attempt to distinguish between the prospects or 
performance of, or provide analysis of, individual companies within any industry or sector we describe. 

Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the 
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illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
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All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 
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