
1. Despite some high-profile forecast changes over the past month—most notably 
from the Fed staff—most US economic forecasters still predict a recession and our 
12-month probability of 20% remains near the bottom end of the range.  In our 
forecast, the continued strength of real disposable income growth and a reduced 
drag from monetary tightening keep growth solidly positive and the unemployment 
rate stable near 3½%.  Despite this strength, declining core goods prices, slowing 
rent inflation, and a gradual reduction in labor demand—achieved mostly via lower 
job openings as opposed to increased layoffs—bring down inflation to near the Fed’s 
2% target by the end of 2024. 

 

2. Although the July employment report showed a weaker-than-expected nonfarm 
payroll gain of 187k as well as downward revisions to prior months, the 
unemployment rate edged back down to 3.5% as the rebound in labor force 
participation has slowed and the breakeven job growth rate is therefore normalizing.  
Despite continued low unemployment, our jobs-workers gap is trending down on 
the back of reduced job openings.  And while average hourly earnings grew a 
faster-than-expected 0.4% in July, other wage indicators such as the Q2 ECI and the 
Atlanta Fed wage growth tracker measure came in on the softer side; all told, our GS 
wage tracker has slowed from a peak of nearly 6% in 2022 to the 4½-5% range now. 

 

Exhibit 1: Our 12-Month Recession Probability of 20% Remains Well Below Consensus 
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3. With the CPI and PPI in hand, we estimate that the Dallas Fed trimmed-mean PCE 
grew at an annualized month-on-month rate of 2.2% in July, slightly below June and far 
below the 5% trend of 2022 and early 2023.  In coming months, we expect similar 
sequential prints, as further moderation in the rental components, large declines in used 
car prices, and a normalization in electricity prices offset a rebound in airline fares and 
upward pressure from higher gasoline and diesel prices.  All told, the risks to our 
long-standing forecast that year-on-year core PCE inflation will reach the 2-2½% range 
by late 2024 are now on the earlier side. 

 

4. The disinflation of the past few months has made us more confident that Fed officials 
are done hiking rates.  However, our funds rate forecast for 2024 remains somewhat 
above market pricing.  First, our analysis of historical soft landing episodes in DM 
economies shows that they typically feature only limited rate cuts.  Second, we expect 

 

Exhibit 2: Continued Labor Market Rebalancing Has Slowed Wage Growth to the 4½-5% Range 
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Exhibit 3: The Sharp Inflation Slowdown May Now Be Running Slightly Ahead of Schedule 
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growth of close to 2% in 2024 on a Q4/Q4 basis as the drag from tighter monetary 
policy diminishes further and fiscal policy remains broadly neutral despite the 
discretionary spending caps and the resumption of student loan payments.  If so, Fed 
officials may well hold off on rate cuts until inflation has fallen substantially further or 
they see more tangible signs that the expansion is at risk. 

 

5. We expect a further large core inflation slowdown in the Euro area and even the 
hard-hit UK over the next 6-12 months.  But for now, both service prices and wages are 
still growing too rapidly for comfort in both economies.  Consequently, the central banks 
probably still have some additional work to do, with one more 25bp hike from the ECB 
and two more hikes from the BoE.  We also expect one more 25bp hike in both Canada 
and Australia and both forecasts are slightly hawkish relative to market pricing, although 
we have revised down our terminal rate forecast in Australia amidst weaker consumer 
spending growth. 

 

Exhibit 4: Both the Historical Record and a Fading Drag From Higher Rates Reinforce Our Expectation of Only Modest Cuts in 2024 
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6. The economic news out of China remains sluggish, with declining PMIs, deflation in 
producer and (headline) consumer prices, and credit concerns around property 
developer Country Garden.  Tactically, we expect somewhat stronger sequential growth 
in H2 as policymakers have started to add stimulus and the inventory cycle is set to turn 
from a sharp headwind into a modest tailwind.  But our longer-term views are below 
consensus.  First, the room for catch-up growth is diminishing as China becomes richer.  
Second, exports won’t be a meaningful tailwind the way they were in the decades 
before the GFC and during the covid crisis.  And third, the combination of deteriorating 
demographics and excessive levels of property activity carries echoes of Japan’s 
experience thirty years ago. 

 

7. Despite broadly encouraging economic data, US risk assets have struggled in recent 
weeks, in part because of the backup in long-term yields.  However, our rates strategists 

 

Exhibit 5: Our DM Rate Views Remain Modestly Hawkish Relative to Market Pricing 
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Source: Bloomberg, Goldman Sachs Global Investment Research

 

Exhibit 6: China Activity Data Has Been Sluggish and We Are Below Consensus on Longer-Term Growth 
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think this move has run its course because investors may be overestimating the 
near-term impact of increased Treasury supply and because additional action from the 
BoJ—whose tweaks to its yield curve control policy triggered the initial selloff—seems 
unlikely.  Meanwhile, our commodity strategists view the risks to oil prices as more 
balanced following the rebound of the past two months.  While global oil demand now 
stands at an all-time high and should edge up further on the back of a resilient world 
economy, OPEC spare capacity has risen significantly over the past year, international 
offshore projects are rebounding, and US production cost inflation has slowed.  A 
stabilization of long-term rates and oil prices around current levels would reinforce our 
view that the runway for a soft landing is in sight, and should support risk assets in 
coming months. 

Jan Hatzius
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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.gs.com/disclosures/europeanpolicy.html
https://www.sipc.org


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. 

© 2023 Goldman Sachs.  

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written 
consent of The Goldman Sachs Group, Inc.  
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