
1. We are cutting our probability that a US recession will start in the next 12 months 
further from 25% to 20%.  This remains slightly above the unconditional average 
postwar probability of 15%—a recession has occurred approximately every seven 
years—but far below the 54% median among forecasters in the latest Wall Street 
Journal survey (which is down from 61% three months ago).  The main reason for 
our cut is that the recent data have reinforced our confidence that bringing inflation 
down to an acceptable level will not require a recession. 

 

2. US economic activity remains resilient, with Q2 GDP growth tracking 2.3%, 
consumer sentiment rebounding sharply from depressed levels, unemployment 
falling back to 3.56% in June, and initial jobless claims reversing their most recent 
mini-spike.  We do expect some deceleration in the next couple of quarters, mostly 
because of sequentially slower real disposable personal income growth—especially 
when adjusted for the resumption of student debt payments in October—and a drag 
from reduced bank lending.  But the easing in financial conditions, the rebound in 
the housing market, and the ongoing boom in factory building all suggest that the 
US economy will continue to grow, albeit at a below-trend pace. 

 

Exhibit 1: We Have Cut Our US Recession Probability Further to 20% 
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3. The 0.16% increase in the CPI ex food and energy in June was the lowest since 
February 2021 and follows a string of 0.4% readings in 2023.  But that doesn’t mean it’s 
just one month of better news, as measures of underlying inflation such as 
trimmed-mean CPI and PCE have been easing for quite a while.  Moreover, there are 
strong fundamental reasons to expect ongoing disinflation.  Used car prices are sliding 
on the back of higher auto production and inventories, rent inflation still has a long way 
to fall before it catches up with the message from median asking rents, and the labor 
market has continued to rebalance with an ongoing downtrend in job openings, quits, 
reported labor shortages, and nominal wage growth. 

 

4. We don’t share the widespread concern about yield curve inversion.  Conceptually, an 
inverted curve means that the rates market is pricing future cuts that are large enough 
to outweigh the term premium (which accounts for the usual upward slope).  In the 

 

Exhibit 2: Headwinds From Student Loan Payments and Lending Standards, But the Biggest Growth Drags Are Behind Us 
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Exhibit 3: The Pace of Disinflation Has Quickened 
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past, this has generally only happened in situations when a recession was becoming 
clearly visible—hence the curve’s strong track record as a recession predictor.  But three 
things are different about the current cycle.  First, the term premium is well below its 
long-term average, so it takes fewer expected rate cuts to invert the curve.  Second, 
there is a plausible path to Fed easing just on the back of lower inflation—in fact, both 
our and the FOMC’s non-recession projections call for more than 200bp of gradual cuts 
in the next 2-3 years.  Third, if forecasters are overly pessimistic now, rates market 
investors—and thus the expectations priced into the yield curve—are probably also 
overly pessimistic.  So the argument that the inverted curve validates the consensus 
forecast of a recession is circular, to say the least. 

 

5. A 25bp hike to 5¼-5½% at the July 25-26 FOMC meeting is almost certain, but we 
expect it to be the last of the cycle.  Despite some assertions to the contrary from more 
hawkish participants, we don’t think the September meeting is truly “live.”  Both in the 
June press conference and in his Congressional testimony, Chair Powell argued for 
moving at a “careful pace” now that the committee is closer to its destination, which 
most observers interpreted as an every-other-meeting strategy.  The FOMC minutes 
suggest that Powell probably didn’t have a majority for formally signaling such a shift at 
the time of the meeting, but additional members may have converged on it following 
the better inflation data.  If so, the next “live” meeting is October 31-November 1, which 
is three CPIs (and four PCEs) from now.  Under our forecast, the committee will 
probably not see a need to hike further at that point, consistent with current market 
pricing.  Beyond 2023, we think the market is once again building in too many rate cuts, 
not only relative to our baseline funds rate forecast but also relative to our 
probability-weighted path. 

 

Exhibit 4: While the Yield Curve Remains Inverted, a Lower Term Premium (Among Other Factors) Offers a Benign Explanation 
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6. Most other major G10 central banks are still a bit further than the Fed from 
completing their tightening cycles.  We now expect the Bank of Canada to deliver a final 
25bp hike to a 5¼% terminal rate at the October meeting, in part because of the 
remarkable house price rebound.  We still expect the Reserve Bank of Australia to 
deliver one 25bp hike in August and another two 25bp hikes to a 4.85% terminal rate 
later in the year; we don’t see major implications from the replacement of Governor 
Philip Lowe with Michele Bullock, his current deputy.  Following more disappointing 
inflation data, we recently added another 25bp hike in the UK and now see a cumulative 
100bp from here to a 6% terminal rate in November, which would be the highest across 
the G10.  And we continue to expect two last 25bp hikes from the ECB to a 4% terminal 
rate, despite the more encouraging inflation data for May/June and the continued soft 
activity data concentrated in the manufacturing sector.  In most G10 economies, we 
think markets are appropriately priced for the remaining rate hikes, except in Australia 
where we are more hawkish.  In 2024, we expect fewer cuts than the market in Canada 
and the Euro area (as well as the US). 

 

Exhibit 5: Fed Approaching the Finish Line, but We Think Markets Discount Too Many Cuts in 2024 

 

* The cuts in our baseline scenario are meant as a placeholder for an uncertain future date when a material risk to growth emerges.
** The recession scenarios show unrealistically slow cuts to capture many sub-scenarios of recessions starting at various points in time.  The recession scenarios reflect our 
subjective recession probability of 20% over the next 12 months and modestly elevated risk in the following year.
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7. One reason why we expect most DM economies to achieve a soft landing is that 
many EM economies have already done so, despite more difficult starting positions in 
terms of the size of the energy hit and/or the stability of inflation expectations.  
Following their earlier aggressive rate hikes, most of our “early hikers”—including Brazil, 
Chile, Poland, and Hungary—have recently seen large declines in sequential inflation 
(not only headline but also core) amidst broadly resilient output and employment.  They 
are now well positioned to cut rates from levels that are much further above neutral 
than in DMs, probably starting with Chile later this month and Brazil in August. 

 

8. Near-term market sentiment around China has stabilized.  Although the economic 
data remain soft, with Q2 GDP falling short of expectations, service PMIs declining, and 
inflation again surprising on the downside, policymakers have stepped up easing 

 

Exhibit 6: 2023 Rate Hikes Are Generally Appropriately Priced, but We Expect the Fed, BoC, and ECB to Hold Rates Higher in 2024 
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Exhibit 7: A Soft Landing Appears Even Further Along in EM “Early Hikers” 

 

Note: We report the unweighted average of Brazil, Chile, Colombia, the Czech Republic, Hungary, Mexico, Peru, Poland, and Romania. Inflation data SA by GS. Data included through last month for 
which all countries' data is available.
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measures and Treasury Secretary Yellen’s trip was viewed as a successful step toward 
putting a floor under the US-China relationship.  The bigger issues are long-term, not 
only with respect to geopolitics but also property and demographics.  We have revised 
down our estimates of Chinese property activity on the back of new data on population 
growth, urbanization, and demolitions, and we still estimate a large fall in demand for 
urban housing units from 11 million in 2023 to 5 million by 2050.  Shifting resources out 
of the bloated homebuilding sector and into more productive areas of the Chinese 
economy will be the central challenge for domestic economic policy in coming years.  
This structural transition is likely to be painful and prolonged, given local governments’ 
fiscal reliance on land sales and the outsized role property plays in household balance 
sheets as well as consumer confidence in China. 

 

9. Valuation remains a challenge for the risk asset outlook, but the newsflow should 
remain broadly supportive in the near term.  Our US equity strategists expect 
companies to meet or exceed the low bar set by the consensus forecast that S&P 500 
earnings per share will fall 9% year-on-year in Q2, our credit strategists continue to 
recommend overweight positions in lower-rated bonds given the benign backdrop in 
defaults and ratings migrations, and our FX strategists predict continued near-term 
downward pressure on the dollar.  On the rates side, our strategists are looking for a 
widening of US breakevens; although we usually find ourselves on the optimistic side in 
the inflation debate among economists, rates market pricing of inflation is even lower 
than we think is justified, probably in part because of greater worries about recession.  
Lastly, we see room for the oil market rally to extend in the near term, though the 
upside is probably capped by the increase in OPEC spare capacity on the back of the 
series of production cuts over the past year. 

Jan Hatzius

 

Exhibit 8: The Property Sector Slide, Led by Demographics, Remains China’s Central Economic Challenge 
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recommendations or other information recommending or suggesting an investment strategy and for disclosure of particular interests or indications of 
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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 
Investment Trusts Association, Japan, and Japan Investment Advisers Association. Sales and purchase of equities are subject to commission 
pre-determined with clients plus consumption tax. 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.   

Global product; distributing entities 
Goldman Sachs Global Investment Research produces and distributes research products for clients of Goldman Sachs on a global basis. Analysts based 
in Goldman Sachs offices around the world produce research on industries and companies, and research on macroeconomics, currencies, commodities 
and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in Brazil by Goldman Sachs 
do Brasil Corretora de Títulos e Valores Mobiliários S.A.; Public Communication Channel Goldman Sachs Brazil: 0800 727 5764 and / or 
contatogoldmanbrasil@gs.com. Available Weekdays (except holidays), from 9am to 6pm. Canal de Comunicação com o Público Goldman Sachs Brasil: 
0800 727 5764 e/ou contatogoldmanbrasil@gs.com. Horário de funcionamento: segunda-feira à sexta-feira (exceto feriados), das 9h às 18h; in Canada 
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 
within the European Economic Area: the Grand Duchy of Luxembourg, Italy, the Kingdom of Belgium, the Kingdom of Denmark, the Kingdom of 
Norway, the Republic of Finland and the Republic of Ireland; GSI - Succursale de Paris (Paris branch) which is authorised by the French Autorité de 
contrôle prudentiel et de resolution (“ACPR”) and regulated by the Autorité de contrôle prudentiel et de resolution and the Autorité des marches 
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 
Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht, BaFin) and Deutsche Bundesbank and disseminates research 
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 
of reports are published at irregular intervals as appropriate in the analyst’s judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment 
banking and other business relationships with a substantial percentage of the companies covered by Global Investment Research. Goldman Sachs & 
Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal 
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and 
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research. 

We and our affiliates, officers, directors, and employees will from time to time have long or short positions in, act as principal in, and buy or sell, the 
securities or derivatives, if any, referred to in this research, unless otherwise prohibited by regulation or Goldman Sachs policy.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not 
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

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 
investment theme being discussed and is not a recommendation of any such security in isolation. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
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. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
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https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by Goldman Sachs Global 
Investment Research may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

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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