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During the Fall of 2008, the financial industry as a whole experienced a challenging environment 
for funding and liquidity as a result of the global economic crisis.  Goldman Sachs has, for many 
years, recognized that conservative liquidity risk management is critical for firms in our industry.  
Consequently, the firm has had in place a comprehensive set of liquidity and funding policies 
that are intended to provide significant flexibility to respond to situations like 2008 and enable us 
to protect the firm and continue to serve our clients.  Our longstanding philosophy of 
conservative liquidity risk management along with the proactive measures we took during the 
Fall of 2008 were critical in ensuring the stability of our liquidity and protecting our overall 
franchise during that period. 

Our comprehensive liquidity risk management framework centers around two fundamental 
principles: (1) maintaining a liquidity buffer through a pool of excess liquidity and (2) 
conservative asset liability management. 

Having the right amount of excess liquidity allows a firm to survive a crisis by enabling it to meet 
its contractual obligations and to maintain the confidence of the market, creditors and 
counterparties.  Goldman Sachs maintains a material amount of excess cash and cash 
equivalents that is sized relative to our upcoming contractual requirements for cash and 
collateral, our conservative estimate of other potential outflows that could be driven by market 
movements or a lack of customer confidence in a crisis scenario, and our operational liquidity 
requirements.  In order to create this liquidity buffer, we raise excess liabilities (e.g., issuing debt 
securities) today and hold the proceeds in the form of unencumbered, highly-liquid government 
securities and cash.  These securities include unencumbered U.S. government securities, U.S. 
agency securities and highly liquid U.S. agency mortgage-backed securities, eligible for the 
Federal Reserve open market operations.  We also hold unencumbered French, German, 
United Kingdom and Japanese government bonds and overnight cash deposits in certain highly 
liquid currencies.  We hold these securities and cash deposits at our parent company and our 
major operating entities globally. 

Asset liability management refers to having policies to ensure stability of financing even when 
funding markets experience persistent stress.  We (a) actively manage and monitor our asset 
base, with particular focus on the liquidity, aging and fundability of our assets, (b) raise secured 
and unsecured financing which is sufficiently long-term relative to our assets and (c) 
conservatively manage the overall characteristics of our funding book, with focus on maintaining 
long-term, diversified sources of funding and excess funding relative to our current 
requirements. 

During the Fall of 2008, our liquidity risk management principles protected the firm and validated 
our liquidity risk management framework.  In the initial days of the crisis, our principle of 
maintaining a conservatively-sized liquidity buffer enabled us to preserve customer confidence 
by allowing us to meet our contractual obligations as well as other market- or customer- driven 
demands for cash and collateral.  Additionally, the significant term and spread of maturities of 
our funding meant that we had limited debt to refinance in the initial days of the crisis.  As the 
crisis progressed, our focus on the liquidity of our assets, our relatively limited exposure to 
distressed asset classes, our discipline of marking virtually all of our assets to market every day, 
and our policy of funding assets with longer-duration liabilities enabled us to selectively and 
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proactively reduce the balance sheet in a measured and appropriate way to reduce our risk and 
to protect us against the further weakening of funding markets.  Further, because of the duration 
of our funding book, we raised more liquidity from asset sales than we lost from maturing 
liabilities, which resulted in increases to the size of our liquidity buffer. 

Our liquidity buffer averaged $113bn1 in the third quarter of 2008  and $111bn1 in the fourth 
quarter of 2008.  As a result of undertaking liquidity-increasing measures, our liquidity buffer 
increased to an average of $166bn for 2009. 

 

We have listed below some of the major risk categories and mitigation strategies that were 
relevant from a funding and liquidity risk management perspective in 2008: 

 

Unsecured Funding 

We rely on unsecured debt to meet a number of our short-term and long-term financing 
requirements.  Our unsecured funding book is made up of long-term debt, promissory notes, 
commercial paper and other unsecured funding products.  Our strategic focus is on extending 
the term and spreading the maturities of funding raised from a diverse set of counterparties.  In 
our liquidity buffer, we prefund for upcoming maturities and for the risk that, because we make a 
market in our bonds, we may choose to buy back a portion of our debt for counterparty or 
franchise reasons, although we are not contractually obligated to do so.  In addition, we 
structure our liabilities to reduce the risk that we may be required to redeem or repurchase 
certain of our borrowings prior to their contractual maturity by issuing substantially all of our 
unsecured debt without put provisions or other provisions that would, based solely on an 
adverse change in our credit ratings, financial ratios, earnings, cash flows or stock price, trigger 
a requirement for early payment, collateral support, change in terms, acceleration of maturity or 
the creation of an additional financial obligation. 

During the crisis we experienced anticipated contractual outflows related to maturities of 
unsecured debt and, in the early days of the crisis, we responded to a number of client requests 
to buy back bonds.  Our liquidity buffer was sized in such a way that it enabled us to meet these 
requirements.  As the crisis progressed, we continually monitored the debt markets and 
proactively made markets to support our investors.  Unsecured bond buybacks were generally 
offset by our ability to resell that debt back into the market.  Despite the distress in the new 
issuance markets, in January 2009 we were the first financial firm to access the long-term debt 
markets without a government guarantee. 

 

Deposits 

We raise deposits at our bank depository institution subsidiaries, GS Bank USA and GS Bank 
Europe.  We prefund conservatively for the risk that customers could withdraw deposit balances 
in a stressed environment. 

                                                 
1 Including the impact of GS Bank USA and GS Bank Europe’s liquidity buffers, which were first publicly disclosed in the first quarter of 2009. 
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During the crisis we experienced deposit withdrawals by certain customers.  We were able to 
meet those withdrawal requests because of prefunding for that risk in our liquidity buffer.  In 
addition, despite a difficult funding environment, we were generally able to offset deposit 
withdrawals in our U.S. bank with issuances of contractually long-term brokered CDs (the 
average maturity of our weekly issuances generally exceeded two years throughout the Fall of 
2008). 

 

Secured Funding 

We fund a substantial portion of our inventory on a secured basis and our secured funding book 
is structured to reduce counterparty concentration and maximize term.  Our liquidity buffer 
provides protection in the event we experience reduced secured funding capacity from the 
inability to roll over secured funding trades and/or if required financing haircuts (i.e., the excess 
collateral required by the lender) increase.  In addition, we maintain a significant amount of 
overfunding, which means that we raise more secured funding than we require today based on 
our current amount and mix of inventory.  We pledge liquid collateral (e.g., government 
securities) to these trades, but have the ability to substitute lower quality collateral in the event 
we lose capacity from other facilities.  Overfunding is part of our normal funding strategy to 
prefund for potential inventory growth. 

Our secured funding book was impacted in the Fall of 2008 by a reduction in available funding 
capacity during the crisis which was, in many cases, the result of secured lenders’ own liquidity 
or capital problems.  As trades matured, counterparties reduced term and instituted more 
restrictive collateral requirements.  The impact of these actions on us was mitigated by the 
longer-dated maturity of our funding books (as terms could not be amended until final maturity) , 
our diversification of counterparties and our overfunding.  The reduction in funding capacity 
during the crisis was largely offset by the amount of available overfunding we had at the onset 
of the crisis.  Additionally, we reduced our funding requirement by our proactive reduction of our 
balance sheet over the course of the Fall of 2008.  In addition to the mitigants from the 
management of our funding book and reductions in our balance sheet, we also had access to 
collateralized government funding facilities that included the Primary Dealer Credit Facility 
(“PDCF”) and Term Securities Lending Facility (“TSLF”).  We used the PDCF to increase our 
overfunding during the worst of the financial crisis, as the industry was widely encouraged to do 
so to reduce the stigma attached with accessing the facility.  The TSLF functioned similar to 
other traditional Federal Reserve open market operations, as well as the Term Auction Facility 
(“TAF”), providing term funding capacity for high grade assets to financial institutions. 

 

Prime Brokerage 

Our prime brokerage business, Global Securities Services (“GSS”), provides clearing, financing, 
custody and securities lending services to hedge funds and institutional clients.  GSS client 
activity is primarily conducted through our U.S. and U.K. broker-dealer entities, Goldman, Sachs 
& Co. (“GSCO”) and Goldman Sachs International (“GSI”), respectively. 
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GSS clients are able to maintain cash balances in accounts with us as a part of their transaction 
activities.  When they do, those cash balances are referred to as credit balances.  Credit 
balances are subject to regulatory rules in the U.S. and U.K. requiring the broker-dealer to 
maintain controls that protect the clients’ assets in the event the broker-dealer becomes 
insolvent.  The manner in which these controls are implemented can create temporary liquidity 
swings for the firm.  

Credits held in GSCO, are subject to the SEC’s 15c3-3 customer protection rules.  These rules 
stipulate that excess customer funds must be segregated from firm funds and placed into a 
special reserve bank account for the exclusive benefit of customers (the “lockup”).  The 
regulation requires that the required lockup be calculated at least weekly, and that results of the 
calculation be implemented within two days from the calculation date.  In the Fall of 2008, 
GSCO began calculating its required lockup on a daily basis, rather than the minimum weekly 
standard, and implementing the results one day after the calculation date.  Effectively, this 
provided greater protection to clients had GSCO become insolvent.  Nevertheless, the process 
still operates on a one-day lag, which creates temporary liquidity swings in GSCO.  For 
example, if clients were to withdraw their credit balances, GSCO would experience a liquidity 
outflow that day.  However, the following day a new lockup requirement would be recalculated 
and implemented based on the balances as of the prior day, and the requirement would be 
lower because the credit balances had been reduced.  That lower lockup would result in a 
liquidity inflow to GSCO.  As a result, the net liquidity impact to GSCO would be flat, but 
because the lockup process operates on a lag, GSCO would experience a temporary drain of 
liquidity.  We reserve a significant amount of prefunding in our liquidity buffer to mitigate these 
temporary liquidity drains.  

Credits held in GSI are subject to U.K. client money protection rules that allow customers to 
either “opt-in” for protection or “opt-out”.  Customer credits held in opt-out accounts expose the 
firm to risks associated with client withdrawals.  Customer credits in opt-in accounts are held 
aside by GSI in specifically designated and segregated third party bank accounts.  Like GSCO’s 
15c3-3 lockup, the calculation and implementation of the required lockup operates on a one-day 
lag.  Thus, if a GSI opt-in client withdraws their credit balance, GSI experiences a temporary 
liquidity outflow that day until the required lockup is reduced the following day.  

During the Fall of 2008, we experienced withdrawals in our prime brokerage business, some of 
which were temporary regulatory-driven timing-related drains and others that were more 
permanent in nature.  In both cases, we had prefunded for these outflows in our liquidity buffer 
and were able to meet client demands to support our franchise and maintain market confidence. 

 

Derivatives 

To mitigate credit risk in our OTC derivatives book, the firm generally enters into agreements 
under which collateral is pledged or received based on the market value of transactions.  Many 
trading relationships are margined on a daily basis based on market movements.  This collateral 
acts as a credit mitigant, but also as a source or a use of liquidity/funding.  For example, if the 
market moves in our favor, the counterparty would generally post additional collateral, but the 
opposite is also true.  During environments of extreme market volatility, such as the Fall of 
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2008, we may face large cash outflows that result in liquidity drains to the firm.  We prefund for 
these potential market movements in our liquidity buffer.  Collateralization agreements also may 
have terms that require additional collateral to be posted in the event of a credit downgrade.  
The firm calculates the amount of additional collateral that we would be required to post in the 
event of a two-notch ratings downgrade and we disclose this amount in our financial statement 
and reserve for it in our liquidity buffer.  We also prefund for other outflows of cash or collateral 
related to derivatives. 

During the crisis there were significant market movements that were outside of normal volatility 
levels.  Additionally, a number of counterparties refused to enter into certain derivatives and 
other long-term transactions with us or requested incremental collateral be posted to them.  
Again, because we had prefunded for these risks in our liquidity buffer, we were able to meet 
our contractual obligations as well as client requests. 

 

Conclusion 

Our liquidity and funding framework of excess liquidity and conservative asset liability 
management protected the firm during the Fall of 2008.  As financial market conditions 
deteriorated throughout 2008, we prudently increased our liquidity buffer from previous run-rate 
levels, which averaged approximately $60bn throughout 2007 and the first quarter of 2008.  
After the first quarter of 2008, we improved the quality and reduced the size of our balance 
sheet through continued reductions in less liquid and harder to fund assets and increased the 
term and diversity of our funding book.  These actions resulted in an increase to our average 
liquidity buffer to $113bn in the third quarter of 2008. Therefore, we went into the peak of the 
crisis with a then-record-high liquidity buffer and an improved asset-liability position. 

In mid-September 2008, our liquidity buffer was critical in providing us with a resilient source of 
funds to meet our contractual obligations and preserve counterparty confidence.  We did, as 
noted above, experience both anticipated contractual obligations and other flows of cash and 
collateral that were driven by counterparty confidence and market volatility.  Our liquidity buffer 
declined to a low of $66bn on September 18th, although after adjusting for the timing differences 
in the 15c3-3 lockup described above, our actual liquidity buffer was $89bn on that date. While 
these outflows had a negative impact on our short-term liquidity position, the decline in the size 
of our liquidity buffer was within our modeled parameters and, even at its lowest point, the size 
of our liquidity buffer was still above the size of the buffer we were running earlier in the year 
when we had a much larger balance sheet.  The reason we have the liquidity buffer is precisely 
to support these types of outflows in a crisis situation.   

In addition to active management of our liquidity and funding, we took a number of steps to 
address changes in the public perception of our firm, as expressed by a decrease in our stock 
price and wider credit spreads.  We were in constant communication with our investors, 
creditors, rating agencies and regulators to ensure that they understood the current state of our 
liquidity and capital.  As a statement of market confidence, we issued $5.0bn of preferred 
securities and warrants to Berkshire Hathaway on September 23rd, 2008 and issued $5.75bn of 
broadly distributed common equity on September 24th, 2008.  In addition, we became a Bank 
Holding Company on September 21st, 2008 because of the importance that the market was 
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assigning to oversight by the Federal Reserve, and because it seemed clear that the 
Consolidated Supervised Entity framework administered by the SEC would not remain in effect.   

Our liquidity policies and position gave us enough time to make these tactical and strategic 
decisions in an appropriate manner that preserved the market’s confidence in our institution.  
This confidence led to the reduction of customer-driven outflows of liquidity and allowed us to 
return to our pre-crisis liquidity buffer levels, with our buffer at an average of $111bn in the 
fourth quarter of 2008.  

As the crisis progressed, our liquid, marked-to-market asset base and term funding book 
facilitated our managing through the difficult funding environment.  In order to protect against 
future potential funding losses and to mitigate market and credit risk, we undertook a second 
balance sheet reduction from $1.0tn (2Q08) to $885bn (4Q08), with a particular focus on riskier 
and harder-to-fund assets. Those asset sales in this period combined with the tenor in our 
funding book meant that we raised more liquidity from asset sales than we lost from maturing 
liabilities.  In addition, we utilized financing made available though both secured (PDCF/TSLF) 
and unsecured (TLGP)  government programs put in place during the crisis.  The cumulative 
impact of our actions resulted in increases to the size of our liquidity buffer to an average of 
$164bn in the first quarter of 2009.   

Our longstanding philosophy of conservative liquidity risk management along with the proactive 
measures that we took during the Fall of 2008 were critical in ensuring the stability of our 
liquidity and protecting our overall franchise during that period. 

 

 

 


