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Crossing the Rubicon: Our investment framework for the next decade (executive summary)
Mature leaders offer sustainable returns

Companies compete against a backdrop of
accelerating structural change in the global
economy, society and environment. Competitive
pressures in each industry are intensifying,
driving increasing bifurcation between well and
poorly positioned companies. GS SUSTAIN
provides an objective, consistent framework
linking these structural trends to investment
conclusions in each industry.

In established industries, the GS SUSTAIN
framework is designed to identify the companies
that are best positioned to sustain superior return
on capital over the long term. Our analysis
combines: (1) the returns forecasts of our global
sector analysts with objective, quantifiable
measures of (2) industry positioning and (3)
management quality (based on environmental,
social and governance factors).

Outperformance from industry leaders
Despite the rising importance of structural trends
to financial performance, the equity market
continues to focus on near-term earnings, and
discount limited differentiation in return on capital
for companies in each sector beyond three years.
As a result, investing in large cap companies that
are able to sustain superior returns over the long
term has consistently generated outperformance,
particularly over longer holding periods. In fastgrowing emerging industries, we find that
valuation and shareholder returns are closely
linked to the growth that companies deliver.
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Emerging leaders offer sustained growth
In nascent, fast-growing markets, the GS
SUSTAIN framework is designed to identify
smaller cap companies that: (1) are exposed to
structural growth trends, (2) our analysts forecast
to deliver top-quintile growth relative to global
coverage, (3) trade on attractive multiples relative
to this growth, and (4) have strong competitive
positions.
The GS SUSTAIN Focus List brings together the
leaders that our analysis highlights across both
mature and emerging industries.

THE GS SUSTAIN FOCUS LIST
The GS SUSTAIN Focus List is aimed at long-term, long-only
performance with a low turnover of ideas. It incorporates 72
identified leaders in mature industries, which our analysis
shows to be well positioned to sustain industry leadership
and superior returns on capital, and 34 emerging industry
leaders offering attractive exposure to growth opportunities
arising from structural change in global industries.
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For related research visit the GS SUSTAIN web page:
https://360.gs.com/gs/portal/research/teams/sustain/
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GS SUSTAIN provides an objective, quantifiable framework linking the impacts of structural trends in the global economy, society
and environment on global industries to investment conclusions on a sector-by-sector basis

Significant infrastructure
investment requirements

Geographic market
growth

Emerging market
consumption growth

Product market growth

Resource constraints
Human capital
shortages
Media proliferation and
technology disruption
Public finances under
pressure

End market
consolidation

Value Drivers

GS SUSTAIN
Winners

Selection Criteria

Mature Industries

Competitive
Drivers

Sustainably
high return on
capital – a
consistent
driver of
share price
performance

Industry
leading returns
(based on
sector
analysts’
forecasts)

Superior
strategic
positioning
within one’s
industry

Strong
management
Quality
(management
of ESG issues)

72 leaders from
over 800
companies
across 22
global sectors

Emerging Industries

Global Themes

Sustainably
high growth –
the key driver
for smaller
companies

Advantaged
exposure to
structural
growth themes

Top quintile
growth forecast
vs. the market

Prospective
growth not
reflected in
valuation

34 leaders from
>3,000
companies
across 15
secular growth
themes.

Regulation

Product innovation /
obsolescence

Pricing power
Increased regulation

Debt/capital imbalances

Access to assets

Rise of emerging market
competition

Low operating costs

Rising social
expectations on
companies

Market share and
business focus

Source: Goldman Sachs Research.
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GS SUSTAIN: Identifying opportunities in a changing world
This report summarizes the key points from a longer report, Crossing the Rubicon: Our investment framework for the next

decade, also published today.
GS SUSTAIN research is designed to identify the companies best positioned to benefit from structural, long-term shifts in their
competitive environment. The GS SUSTAIN Focus List brings together the leaders identified in both established, mature industries
and fast-growing emerging industries. Mature industry leaders are large, established companies that we believe are well positioned
to sustain competitive advantage and superior return on capital over the long term. Emerging industry leaders are the companies that
our analysis highlights as well placed to benefit from the structural growth opportunities emerging from change in established sectors.
The GS SUSTAIN framework links key structural trends in the global economy, society and environment to industry-level impacts
on competitive positioning, the emergence of new growth markets and consistent, objective measures of the key drivers of
corporate performance to identify beneficiaries of these structural trends in each sector. In our view, assessing the impact of
structural trends on industries is becoming more important to investment performance:

•

Extrapolating past trends or focusing on cyclical exposures is becoming less valuable as competitive forces shift and the
impacts of long-term structural change on corporate performance become apparent over shorter and shorter horizons.

•

Aspects of corporate performance not traditionally focused on by investors, including management of environmental, social
and governance (ESG) factors, are assuming increasing importance as the range of challenges that companies must address
widens.

•

The financial rewards for companies structurally well placed to benefit from these trends are increasing, as are the costs to
those that are not.

•

The equity market continues to focus disproportionately on near-term financial performance. Institutional investors’ average
holding periods have consistently fallen in recent decades and are now under one year in the US. Similarly, for the average
company with a market capitalization of more than US$1 bn, there are five times more consensus EPS estimates for the first
forecast year as for the fourth. As a result of this short-term focus, the equity market consistently discounts convergence in
returns over 3-4 years, in contrast to the widening gap between leaders and laggards in each sector in recent decades.

By focusing on the longer-term competitive positioning and profitability of companies across global industries, GS SUSTAIN seeks
to take advantage of this discrepancy between the market’s lack of long-term differentiation and the growing impact of long-term
structural trends on companies’ financial performance.

•

In established, mature industries, we identify the companies best positioned to sustain superior return on capital over the long
term (3-5 years) through objective, quantifiable analysis of the key drivers of corporate performance: (1) return on capital, (2)
industry positioning and (3) management quality with respect to ESG factors.

•

In nascent emerging industries, we identify the companies best positioned to sustain growth in the top quintile of Goldman
Sachs’ global coverage through their exposure to structural change and dislocations in mature industries.

We have now applied the GS SUSTAIN framework to more than 800 large cap companies across 22 global sectors, and extended
the emerging industry analysis to over 500 smaller cap companies exposed to 15 structural growth themes across Goldman Sachs’
global coverage universe.
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GS SUSTAIN Focus List has outperformed by 17% vs. global equities since June 2007
The GS SUSTAIN Focus List brings together the leaders identified in mature and emerging industries, and is aimed at long-term,
long-only outperformance with a low turnover of ideas. Across the 22 mature industry sectors to which we have applied the GS
SUSTAIN framework, 72 companies stand out as well positioned to sustain superior return on capital over the long term (Exhibit 3).
Across the 15 emerging growth themes, 34 companies stand out as well placed to sustain rapid growth relative to Goldman Sachs’
global coverage universe. The GS SUSTAIN Focus List was launched on June 22, 2007. Since then, mature industry leaders have
outperformed the MSCI World All Country index by 34% and emerging industry leaders have outperformed that benchmark by 2%
(as of February 19, 2010). Details of the performance of current and expired ideas are shown in the Appendix of the full report.
Note: We now measure the performance of the GS SUSTAIN Focus List against the MSCI World All Country Index to reflect the
increasing number of emerging market-listed stocks on the list (emerging markets are not captured in the MSCI World Index, which
we previously used as our measure of relative performance). The GS SUSTAIN Focus List’s relative performance to date would be
2% higher if using the MSCI World.
Exhibit 1: Performance of GS SUSTAIN Focus List (equally weighted
performance of mature and emerging leaders) vs. MSCI All Country World index

Exhibit 2: Performance of mature and emerging leaders separately (equally
weighted) relative to MSCI All Country World index
Relative performance versus MSCI All Country World Index

Relative performance versus MSCI All Country World Index
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Note: Results presented should not and cannot be viewed as an indicator of future performance.
Performance is calculated on an equally weighted basis relative to the MSCI All Country World index
(market-cap-weighted total return series in US$). Full details of the performance of stocks in the GS
SUSTAIN universe can be provided upon request.

Note: Results presented should not and cannot be viewed as an indicator of future performance.
Performance is calculated on an equally weighted basis relative to the MSCI All Country World index
(market-cap-weighted total return series in US$). Full details of the performance of stocks in the GS
SUSTAIN universe can be provided upon request.

Source: MSCI, Datastream, Goldman Sachs Research.

Source: MSCI, Datastream, Goldman Sachs Research.
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Exhibit 3: GS SUSTAIN Focus List
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Source: Goldman Sachs Research.
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Long-term structural changes driving shifting competitive power across industries
Companies across all sectors face an unprecedented scale and pace of structural change in their competitive environment. The
balance of power in the global economy is rapidly shifting away from today’s developed economies. Technology is advancing at a
swifter pace and becoming more global. Populations are growing, aging and becoming more urban on a larger scale than ever
before, and the constraints of, and impact on, the natural environment as this development accelerates are becoming increasingly
evident. Understanding the impacts of these structural trends on global industries is becoming increasingly important as their
influence on the financial performance of incumbent and emerging companies grows. GS SUSTAIN provides a framework linking
structural trends to the changing competitive environment in each industry to identify future beneficiaries through globally consistent
and objective measures.
The last decade has been one of transition. Growth in emerging economies overtook that of advanced economies, but from a
relatively low base. Global trade and capital flows rose, but were largely based on the exports of low-cost goods from emerging
economies. Environmental concerns shifted from niche to mainstream social issues, but have yet to become significant value
drivers in most industries. And resource constraints resulted in temporary supply concerns and price increases.
Looking ahead, these trends will deepen, presenting new challenges and opportunities across global industries. GDP growth in
emerging economies is pulling away from that of wealthier countries, from a higher dollar level of output. Huge proportions of the
global population are entering consumer classes for the first time. Resource shortages are evidenced in rising production costs, and
regulation in advanced economies is having an increasing impact on financial performance.

•

Shrinking labour forces relative to dependent populations in advanced economies are quickly becoming an increasing
economic burden. On current demographic trends, the number of people outside working age (15-65) will rise by over 20%
across the G7 countries by 2030.

•

Our economists expect the combined GDP of the BRICs economies to overtake that of the G7 by 2035.

•

We expect 1.6 bn additional consumers earning over US$6,000 pa to emerge over the next decade – roughly twice as many as
in the last decade – of whom 95% will live outside the G7 economies.

•

Debt levels in many developed economies have risen to multi-decade highs, and government expenditure has risen to over
40% of GDP in the G7 countries, more than twice the level of the BRICs, on average.

•

Our analysis of the resources required to meet rising consumption and infrastructure investment implies that known reserves
of many major commodities will be unable to meet demand for more than 20 years without resulting in significantly higher
prices. If global greenhouse gas emissions continue on their current path, they could push atmospheric concentrations to levels
that the IPCC believes will result in a 2 degree Celsius temperature increase by 2030.

Furthermore, social expectations placed on companies are growing, leading to new pressures and widening the issues that must be
addressed to sustain industry leadership. Effective management of customers, employees, local communities, host governments
and other stakeholders has long been important to operational sustainability and is becoming more so as the corporate world’s role
in many societies increases. Recognizing this shift in social and environmental pressures, the expectations of investors on
companies to address these issues and report on performance are rising. Since its launch in 2006, the number of signatories to the
UN Principles for Responsible Investment has risen tenfold from 65 to 689 and their combined assets under management have
reached over US$21 trillion. In the last 12 months alone, signatories with US$3 trillion in assets have joined this initiative.
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Long-term demographic, economic, technological and environmental trends underpin structural shifts across global industries.
Exhibit 4 highlights the trends on which we focus, informing our assessment of sustainable competitive advantage for companies
in each sector.

Exhibit 4: Long-term structural trends and their impact on global industries
Long-term macro trends …

Social
pressures

Economic
realignment

Technological
advance

… drive structural change in global industries

Population aging and rising
dependency ratios in developed
economies

Significant infrastructure
investment requirements

Infrastructure levels in emerging economies remain a fraction of developed market levels, requiring significant new investment. Over half of the power and
water infrastructure that will exist in China by 2020 has not yet been built.

Population growth, urbanisation
and rising education levels in
emerging economies

Emerging market
consumption growth

Accelerating economic expansion and population growth in emerging economies could result in 1 bn new middle-class consumers (income over
US$6,000 per person) over the next decade, twice as many as were added in the last decade.

Shift of economic power to
emerging economies at an
accelerating rate

Resource constraints – food, Known reserve lives of every major mineral are declining and marginal growth is becoming increasingly expensive and risky. Agricultural yields must
feed and fuel
increase by over 40% to meet projected food demand to 2020, which will also place increasing pressure on water availability in many regions

Unwinding of imbalances in
global capital flows and debt
levels

Human capital shortages

Salaries and compensation costs are a rising percentage of total costs and wages are rising in the most human capital intensive industries. Multinational
companies are able to access only a minority of emerging market graduates.

Accelerating pace of global
technological advance

Media proliferation and
technology disruption

Communication technologies have become ubiquitous, creating new challenges in effectively maintaining strong brands. Technology cycles continue to
compress and traditionally disparate technologies converge as new markets are created through invention.

Increased global access to
information and communication
technologies

Public finances under
pressure – healthcare,
pensions & tax reform

Public sector debt levels have reached post-war highs in developed economies as government spending has grown relative to economic output.
Population aging and shrinking productive workforces will intensify the resulting fiscal challenges, pressuring government spending and tax rates.

Integration of global trade and
capital markets

Increased regulation

Governments are being given a mandate to regulate; a rising proportion of the population of most countries believes governments should take a more
active regulatory role. Regulation has begun to increase in many industries, potentially limiting business flexibility and introducing new costs.

Increased mobility of people
and ideas

Debt / capital imbalances
across developed &
emerging economies

Total debt has reached a record level, relative to the GDP of developed economies. The capital flows from emerging to developed economies that have
facilitated this growth will not continue at the same level as prior to the financial crisis, making capital increasingly scarce and driving up its cost.

Tightening resource supplies in
many markets

Rise of emerging market
competition

The share of G7 economies' stock markets in the global total has fallen to under 70%, from over 90% in 2000. Across most industries, BRICs companies
are under-represented relative to their share of global demand. With higher margins than the global average and increasing international investment, they
are becoming increasingly globally competitive.

Environmental impacts of
growing resource consumption
becoming increasingly apparent

Rising expectations on
companies to play a socially
beneficial role

Communication technologies have become ubiquitous, creating new challenges in effectively maintaining strong brands. Technology cycles continue to
compress and traditionally disparate technologies converge as new markets are created through invention.

Globalization

Environmental
tensions

Source: Goldman Sachs Research.
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Global equity benchmarks do not reflect sources of future outperformance
Mature industry leaders, which represent over 90% of the total market capitalization of the GS SUSTAIN Focus List, are the
companies that our analysis shows to be best positioned to sustain industry-leading return on capital over the long term – which
our back-testing in turn shows to be the key driver of equity market returns over holding periods greater than one year.
Since 2000, the proportion of companies with first-quartile return on capital (relative to their global sector peers) listed in the US
has fallen from over half to close to one quarter. Other developed economies’ shares have been relatively stable, and the
proportion of global leaders listed in emerging economies has risen significantly; close to half of all companies with first-quartile
sector-relative return on capital are now listed outside G7 countries (Exhibit 5). Global equity benchmarks – based on the share of
different countries in global market capitalization – reflect historical demand patterns and significantly understate the importance of
emerging economies to current and future economic output, or to industry leadership on return on capital (Exhibit 6).
Exhibit 5: An increasing proportion of industry leaders are domiciled in
emerging economies; the US share is declining

Exhibit 6: Global equity market benchmarks do not reflect current or future
economic output or industry leadership

Geographic distribution of companies with first-quartile sector-relative CROCI by
domicile, across Goldman Sachs’ coverage
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Source: Quantum database, Goldman Sachs Global ECS Research.
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Industry structural change and bifurcating performance: GS SUSTAIN provides a roadmap
Companies that are able to successfully navigate the accelerating pace and scale of structural change are seeing increasing
financial rewards, while those with weaker business models face growing costs. Exhibit 7 shows the number of years for which
companies have maintained the same quartile of returns relative to their sectors, both across the market and for first-quartile
leaders. While the stability of sector-relative returns is falling on average, the sustainability of first-quartile returns has increased in
recent years.
Similarly, while average returns across the market have been steady, the gap between returns generated by leaders and laggards is
widening.

Exhibit 7: While on average, the stability of same-quartile returns is
declining, companies with first-quartile returns sustain leadership for longer

Exhibit 8: While average cash returns are relatively stable, the gap between
leaders and laggards is widening

Number of years for which companies with Q1 CROCI had generated Q1 CROCI
prior to each year, compared with the number of years for which companies in all
quartiles had sustained same-quartile returns

Difference between average returns of first- and fourth-quartile companies, ranked
by return on capital relative to sector peers
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3.1
Median CROCI across global coverage
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2.5

2.3

Ave years companies had sustained Q1 sectorrelative CROCI prior to each year
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Source: Quantum database, Goldman Sachs Research.
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Exhibit 9: GS SUSTAIN provides an objective framework to translate long-term structural trends into stock conclusions. Page references are for the full report
Crossing the Rubicon: Our investment framework for the next decade, also published today
p21

p48

Long-term structural trends in global economy, society and environment

Changing competitive landscape and bifurcation of business models across
mature industries

p140

Objective, quantifiable measures across the key drivers of corporate
performance to identify leaders in each industry that are well positioned to
sustain superior return on capital
p125

p151

p117

p104

Emergence of new growth markets

Comprehensive analysis of companies exposed to markets offering long-term
structural growth to identify companies that are well positioned to sustain rapid
growth relative to Goldman Sachs’ global coverage
p56

p145

p141

Management quality
with respect to ESG
factors

Industry
positioning

Return on capital
(CROCI / ROE for
financials)

Emergence of new
growth industries

Rapid growth at an
attractive valuation

Sustained competitive
advantage

Effective
management of
diverse stakeholders
(including
employees,
customers, local
communities) and
environmental
impacts under a
strong governance
structure

Exposure to
attractive regional
and product
markets, as well as
effective execution
to take advantage of
those opportunities

Sustained superior
return on capital is a
key driver of
shareholder returns
and we expect it to
remain so as the
gap between
leaders and
laggards widens

Identification of
nascent growth
markets stemming
from long-term
consumption growth
or rising demand for
solutions to
emerging resource
constraints

Demonstrable rapid
growth in coming
years and attractive
valuation relative to
forecast growth

Sustained
competitive
advantage (e.g.
through technology,
cost position,
customer
relationships) and
demonstrable
management
execution ability

Objective,
quantifiable
analysis of
performance
across 20-25 ESG
indicators

Comparison
across 2-4
objective,
consistently
determined
measures

Ranking of
forecast returns on
capital across
global peer group

Identification of
companies with
majority of their
business exposed
to 15 growth
themes

Comparison of
forecast growth
and valuation
multiples relative
to growth across
Goldman Sachs’
global equity
coverage

Analysts’
knowledge of
global sector to
identify
competitively
advantaged
leaders

Analysis of >800 companies across 22 global sectors highlights
72 Mature industry leaders

p465

Analysis of ~500 companies exposed to 15 growth themes highlights
34 Emerging industry leaders

Source: Goldman Sachs Research.
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GS SUSTAIN identifies future leaders
GS SUSTAIN provides an objective, transparent framework to translate global structural trends into long-term drivers of
competitive advantage in each industry and through to investment conclusions on a sector-by-sector basis, in both mature and
emerging industries.

Industry
positioning

Management
quality

GS SUSTAIN

Return on
capital

Sustained superior return on capital in mature industries
In established, mature sectors, the GS SUSTAIN framework is designed to identify those companies best positioned to maintain
superior return on capital over the longer term (3-5 years and beyond), by examining both the returns forecast by our global sector
analysts and the strategic and operational drivers that underpin these returns. The GS SUSTAIN framework applies objective,
quantifiable measures to companies on each of the key drivers of corporate performance:

•

Return on capital: Our analysis shows sustainability of superior returns on capital to be the key driver of equity market
performance over longer investment horizons. We compare cash returns on cash invested (CROCI) based on our global sector
analysts’ forecasts for the coming three years (we use ROE in financial sectors).
Over any holding period greater than one year, our backtesting shows that companies that are able to sustain superior return
on capital have consistently delivered greater outperformance than either lowly valued companies or those with improving
returns. The extent of this outperformance has risen over the past decade.

•

Industry positioning: Rapidly shifting competitive advantage across global industries is increasing the importance of business
models able to benefit from those changes. Exposure to attractive regions and product markets, as well as company-specific
sources of competitive advantage (such as low-cost assets, technology leadership or strong brands) provide a platform for
profitable growth and sustained competitive advantage. The GS SUSTAIN framework measures companies’ positioning on the
sources of strategic differentiation in each industry. The measures applied reflect top-down analysis of the key structural trends
and drivers of return on capital in each industry, and bottom-up analysis by our sector teams.
Companies achieving first-quartile industry positioning scores, on our objective analysis of the key drivers in each industry,
have achieved return on capital over 50% higher than those with bottom-quartile performance.

•

Management quality with respect to environmental, social and governance (ESG) factors: Companies do not operate in a
vacuum, but in the context of the economic, social, environmental and industrial trends facing societies broadly. Rising social
expectations on companies and growing environmental concerns make effective management of these diverse pressures
increasingly important to sustained leadership. In our view, companies developing strategies to address emerging social
concerns or environmental tensions and reporting on their progress in doing so, under a strong governance structure, will be
better placed to adapt to the changing pressures facing their industries. We assess companies on 20-25 objective, quantifiable
indicators spanning the breadth of challenges that they face, from employee management and host government relationships
to environmental impacts and the strength of corporate governance.
Companies with first-quartile scores on our analysis of ESG performance have generated higher return on capital than the
averages of their sectors. Equally important, companies with leading ESG scores tend to have more positive momentum and
lower volatility of returns than peers with weaker scores.

Companies that stand out on each of these three dimensions of analysis are highlighted as mature industry leaders within the GS
SUSTAIN Focus List. Full details of the analysis of each of the 22 mature sectors to which we have applied the GS SUSTAIN
framework are in Crossing the Rubicon: Our investment framework for the next decade, also published today.
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GS SUSTAIN analysis of mature industries is based on the strong relationship we find in every global sector between the excess
returns that companies generate (cash return on cash invested/cost of capital) and the excess value attributed by the equity market
(enterprise value/gross cash invested). This relationship provides three principal (long) investment strategies:

•

Mean reversion in valuation multiples: Multiple applied to company’s profitability returns to a sector-average level.

•

Change in returns, restructuring: Company can achieve a structural improvement in profitability and commensurate
outperformance without a re-rating.

•

Sustained leadership: Companies able to sustain industry-leading return on capital deliver sustainably faster growth in assets
relative to peers, resulting in outperformance relative to peers.

EV/GCI

Exhibit 10: Three fundamental investment strategies: Valuation mean reversion, restructuring and sustained leadership

Sustained
leadership of
superior returns

Line of best fit

Structural
improvement in
returns
Re-rating of stable
returns

CROCI/WACC
Source: Goldman Sachs Research.
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All three approaches present opportunities for outperformance, but the effectiveness of each varies by sector, region, equity market
phase and investors’ time horizons. Exhibit 11 shows the annual average returns that would have been generated by following each
of the three strategies since the start of 2000 across Goldman Sachs’ global coverage of c.3,000 companies, ranked by GICS L2
sector:

•

Valuation: Companies with below-average EV/GCI/CROCI in each sector, through each holding period.

•

Improved returns: Companies with the greatest improvement in CROCI relative to sector peers, through each holding period.

•

High returns: Companies generating CROCI higher than the average of each sector, through each holding period.

Over any holding period longer than one year, we find that companies with sustained high returns have delivered the
greatest outperformance, and that this outperformance has increased over longer holding periods.
Exhibit 11: The longer investors’ holding periods, the greater the superiority of high returns as an investment strategy
Sector-relative performance of: (1) valuation, (2) high returns and (3) improved returns strategies, since 2000
Investing in com panies w ith sustainable high returns
has generated greater outperform ance over longer
holding periods

6.0%

Annual outperformance of more attractive
than ave companies vs. sector

5.0%

Returns from investing
in com panies w ith low
valuations have fallen
over longer holding
periods

4.0%

3.0%

2.0%

1.0%

1 yr

2 yr

3 yr

4 yr

Improved returns

High returns

Valuation

Improved returns

High returns

Valuation

Improved returns

High returns

Valuation

Improved returns

High returns

Valuation

Improved returns

High returns

Valuation

0.0%

5 yr

Holding period

Results presented should not and cannot be viewed as an indicator of future performance.
Source: Quantum database, Goldman Sachs Research.
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Analysis of the sustainability of return on capital over the long term requires an assessment of the industrial and operational
strengths that underpin financial results. GS SUSTAIN applies objective, quantifiable measures to compare companies’ industry
positioning and management quality with respect to ESG factors, relative to sector peers. We use a consistent framework to assess
the characteristics of each industry and the financial drivers of returns to identify the key drivers of competitive advantage. We have
focused our analysis on the measures highlighted in blue, with those in grey being less vital, in our view. The details of how we
measure these aspects of performance are shown in the full report Crossing the Rubicon: Our investment framework for the next
decade.

Exhibit 12: Sector-by-sector industry positioning measures identified
What companies do
Sector

How companies compete

Product market
growth

Regional
growth

Product market
structure

Regional
market
structure

Oil services

9

9

9

9

Oil refiners

9

9

Industrials

9

9

Construction
Capital goods

9

9

9
9

Aerospace & defence

9
9

9

9

9

9

9

9

9
9

9

Discretionary retail

9

9

9

9

9

Consumer Consumer staples
Staples
Staples retail

9

9

9

9

9

9

9

9

9

9

Financials

9

9

9
9

Banks

9

Insurance
IT

9

Technology hardware

9

Software & services

9

9

9

9

9

9

9

9

Medical technology

9

9

9

Pharma

9

9

9

Health
Care

9 Measured

9

9

Autos
Consumer
Media
Disc

Operating cost Market share &
position
business focus

9 Not measured

9
9

Access to
assets / asset
depletion

9

9
9

Steel
Chemicals

Pricing power

9

9

Mining
Materials

Product
development /
obsolesence

9

Oil & gas producers
Energy

Regulatory
exposure

9

9

9

9

9

9

9

9

9
9

9

9

9

Telecom

Telecoms

Utilities

Utilities

9

9

9
9

9

9
9

9

9

9
9

9

9
9

9

9

9

9

9

Source: Goldman Sachs Research.

Goldman Sachs Global Investment Research

14

February 26, 2010

GS SUSTAIN

Exhibit 13: Companies with stronger industry positioning scores tend to
generate higher return on capital

Exhibit 14: Companies with higher ESG scores tend to generate higher cash
returns. 47% of 4th quartile ESG companies are based in emerging markets

Average sector-relative percentile ranked CROCI of companies in 1st-4th quartiles of
industry positioning

Average CROCI of companies in each quartile of ESG performance (relative to
sector peers), developed market-listed companies only

60%

14.5%
Companies with higher ESG scores tend to
generate higher return on capital, although
companies with 4th quartile ESG scores
(typically reflecting poor disclosure) often
generate high returns

14.0%
13.5%
2007-09 avg. CROCI

Avg CROCI percentile

50%

40%

13.0%
12.5%
12.0%
11.5%

30%

11.0%
10.5%
20%
4th Quartile

3rd Quartile

2nd Quartile

10.0%

1st Quartile

4th Quartile

3rd Quartile

2nd Quartile

1st Quartile

Quartile of ESG score relative to sector peers

Source: Quantum database, Goldman Sachs Research estimates.

Source: Goldman Sachs Research estimates.

Exhibit 15: Companies with leading ESG scores tend to have higher
incremental returns in every sector

Exhibit 16: Companies with higher ESG scores tend to have less volatile
return on capital across all sectors

Change in CROCI (2009 vs. 2006) of companies in each quartile of ESG
performance (relative to sector peers), developed market-listed companies only

Median volatility of returns across sectors

Quartile of ESG score relative to sector peers
3rd Quartile
2nd Quartile

8%
1st Quartile

0%

Change in CROCI (06-09)

-1%

-2%

-3%

-4%

-5%

-6%

Source: Goldman Sachs Research estimates.
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Similarly, companies with higher ESG scores
tend to have stronger positive momentum in
their return on capital

Median standard deviation of CROCI (00-09)

4th Quartile

8%

7%

7%

6%
4th Quartile

3rd Quartile

2nd Quartile

1st Quartile

Source: Goldman Sachs Research estimates.
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Exhibit 17: Relative to the largest global companies, we find that GS SUSTAIN mature industry leaders generate higher returns, grow more quickly, are more
highly valued and offer greater exposure to fast-growing emerging economies
Average of 100 largest global companies
Average of GS SUSTAIN Mature Industry leaders
Returns
91%

25%

Valuation
9.0y

25%

15x

9.7x

74%
20%

12x

6.1y
2.2x

15%

6.8x

4%

1.4x

Return on capital
Average return on
(CROCI), 2010-11E
capital (CROCI)
avg
percentile vs. sector

Return on equity
(2010-11E)

Ave. number of years
for which abovemedian CROCI is
sustained

2.8%

Asset multiple
(EV/GCI) 2010E

EV/EBITDA
2010

Growth
14%

6%

3.1%

P/E
2010

Dividend Yield
2010

FCF Yield
2010

Geographical sales exposure

19%

30%

28%

10%

29%

28%

24%

11%

23%

13%
18%

6%
14%

5%
2%

Sales growth 2010-11E

Debt-adjusted cash flow
growth 2010-11E

Asset (GCI) growth 201011E

N America

Japan

W Europe

BRICs

ROW

Source: Datastream, Quantum database, Goldman Sachs Research estimates.
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GS SUSTAIN identifies emerging growth opportunities
Structural change in established industries creates significant growth markets into which new, emerging industries expand,
providing opportunities for rapid growth for those companies with strong competitive positions.
We identify those companies best positioned to sustain rapid growth by screening on three dimensions:

•

Exposure to structural growth trends.

•

Rapid growth at an attractive valuation.

•

Identifiable competitive advantage.

Companies that stand out on each of these three dimensions of analysis are highlighted as emerging industry leaders within the GS
SUSTAIN Focus List (see full report, Crossing the Rubicon: Our investment framework for the next decade).
Exhibit 18: GS SUSTAIN identifies companies well placed to sustain rapid structural growth

Systematic selection process

Equity market
performance of
fastest-growing
companies is
driven by the
sustainability
of their growth

Identify
structural
growth
industries
stemming from
change in
established
mature sectors

Demand
growth
themes:
Driven by
accelerating
global
demand

Solutions
providers
themes:
Driven by the
need for rising
investment in
alternatives to
limited
resources

GS SUSTAIN
emerging
industry
leaders are
those
companies
best
positioned to
capitalize on
emerging
growth
opportunities

9 Exposure to one of the
structural growth themes
identified
9 Rapid growth forecast and
underpinned by sustainable
competitive advantage
9 Attractive valuation relative
to projected growth

Source: Goldman Sachs Research.
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Whereas our analysis shows that sustainability of return on capital has consistently been the key driver of equity market
performance for large, established companies, among companies achieving growth rates in the top 20% of Goldman Sachs’ global
coverage, which are typically also among the smallest 20%, we find a stronger relationship between both valuation and
shareholder returns with growth than with return on capital.

Exhibit 20: … and smaller companies

Importance of growth as a driver of total shareholder returns vs. companies’ sales
growth (2005-08)

Importance of growth as a driver of total shareholder returns vs. companies’ size
(measured as total revenue; 2005-08)

45%

45%

40%

40%

R-Square of Sales Growth & Change in TSR

R-Square of Sales Growth & Change in TSR

Exhibit 19: Sales growth becomes a key driver of TSR for faster-growing…

Correlation between sales growth and
TSR performance is highest for fastgrowing companies
35%

30%

25%

20%

Correlation between sales growth and
TSR performance is highest for small
companies

35%

30%

25%

20%
0%

10%

20%

Slowest growth

30%

40%

50%

60%

70%

Sales growth decile relative to global coverage

Source: Goldman Sachs Research.
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80%

90%

100%

Fastest growth

0%

10%

20%

Smallest size

30%

40%

50%

60%

70%

Sales size decile relative to global coverage

80%

90%

100%

Largest size

Source: Goldman Sachs Research.
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Changes to GS SUSTAIN Focus List
Exhibit 21: Changes to the GS SUSTAIN focus list made February 26, 2010

Emerging industries

Mature industries

Additions
Antofagasta
Rolls-Royce
Straumann
Technip
Vallourec
Vestas Wind Systems*
Novatek
Sasol
Baxter
Hess
Oracle
Qualcomm
Salesforce.com
Natura*
Bharat Heavy Elect.
China Resources
Lenovo
Mindray Medical*
Tencent
Aixtron
Meyer Burger
Petropavlovsk PLC
Qiagen, N.V.
Salamander Energy PLC
Schoeller-Bleckmann
Cherkizovo Group
Dixy Group
Alexion Pharmaceuticals, Inc.
Illumina Inc
International Rectifier Corp.
Intrepid Potash, Inc.
lululemon athletica inc.
NuVasive, Inc.
Quanta Services, Inc.
Rackspace Hosting, Inc.
Rossi
AsiaInfo Holdings
China High Speed Transmission
Fortis Healthcare
HK China Dongxiang Group
Hubei Yihua Chemical Industry
Intime Department Store (Group) Co
IVRCL
Lupin
New Oriental Education & Technology

Removals
UK
UK
Switzerland
France
France
Denmark
Russia
S Africa
US
US
US
US
US
Brazil
India
China
China
China
China
Germany
Switzerland
UK
Netherlands
UK
Austria
Russia
Russia
USA
USA
USA
USA
USA
USA
USA
USA
Brazil
China
China
India
China
China
China
India
India
China

ANTO.L
RR.L
STMN.S
TECF.PA
VLLP.PA
VWS.CO
NVTKq.L
SOLJ.J
BAX
HES
ORCL
QCOM
CRM
NATU3.SA
BHEL.BO
0836.HK
0992.HK
MR
0700.HK
AIXGn.DE
MBTN.S
POG.L
QGEN
SMDR.L
SBOE.VI
CHEq.L
DIXY.RTS
ALXN
ILMN
IRF
IPI
LULU
NUVA
PWR
RAX
RSID3.SA
ASIA
0658.HK
FOHE.BO
3818.HK
000422.SZ
1833.HK
IVRC.BO
LUPN.BO
EDU

Iberdrola Ren
Nestle
Reckitt Benckiser
Red Electrica
Statoil
Emerson Electric
HP
Mastercard
Gerdau
CNOOC

Spain
Switzerland
UK
Spain
Norway
US
US
US
Brazil
China

IBR.MC
NESN.VX
RB.L
REE.MC
STL.OL
EMR
HPQ
MA
GGBR3.SA
0883.HK

Actelion
ALK Abello
Axis-Shield
Diasorin Spa
EDF Energies Nouvelles S.A.
Gamesa Corp Tecnologica SA
Genmab
Grifols
Renewable Energy Corporation
IBS Group
Veropharm
Covance Inc.
Mylan Inc.
Lojas Renner
NET
Want Want China Holdings
WorleyParsons Ltd.

Switzerland
Denmark
UK
Italy
France
Spain
Denmark
Spain
Norway
Russia
Russia
USA
USA
Brazil
Brazil
China
Australia

ATLN.VX
ALKb.CO
ASD.L
DIAS.MI
EEN.PA
GAM.MC
GEN.CO
GRLS.MC
REC.OL
ZY71q.DE
VRPH.RTS
CVD
MYL
LREN3.SA
NETC4.SA
0151.HK
WOR.AX

* Note: Three companies remain on the GS SUSTAIN Focus List but are now classified as Mature Industry Leaders (previously Emerging Industry
Leaders): Natura (NATU3.SA), Mindray Medical International (MR) and Vestas Wind Systems (VWS.CO).
Source: Goldman Sachs Research.
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