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Global Views: A Global Perspective on Monetary Easing

1. The G10 monetary easing cycle is broadening. Following the recent moves by the

Swiss National Bank and the Swedish Riksbank, we expect the ECB, BoE, and BoC
to start cutting rates in June. The pace of easing is likely to be gradual because
prices and wages are still growing faster than implied by central bank targets in
every economy except Switzerland and unemployment remains near pre-pandemic
levels in every economy except Sweden (in fact, it stands at a multi-decade low in

the Euro area). Nevertheless, G10 central banks increasingly think that a policy rate
which looked appropriate 6-12 months ago no longer looks appropriate now that the

inflation emergency has passed.

Exhibit 1: We Expect the ECB, BoE, and BoC to Start Easing in June
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Mote: Dashed lines indicate G5 forecasts.

Source: Haver Analytics, Goldman Sachs Global Investment Research

2. The Federal Reserve will not be in the first wave of cutters because of the pickup

in sequential core inflation during Q1. How much of the damage was undone in April
is a matter of perspective. Using CPI, PPI, and import prices, we estimate that core
PCE increased 0.26% month-on-month, a pace well below the 0.36% average of the
prior three months but probably not sufficient for a July cut if maintained in May and

June. However, we also estimate that the market-based core PCE index—which

was noted by Fed Chair Powell in a talk last week and which excludes imputed items
such as portfolio management services and gambling—rose just 0.18%, a pace that

would be quite consistent with a July cut if maintained. We continue to forecast

cuts in July and November, but the timing remains sensitive to upcoming data.
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Exhibit 2: Better Core PCE Inflation News in April, Especially in the Market-Based Measure

Percent, month ago Percent, month ago
0.8 4 0.8
= |5 Core PCE Inflation

0Ed — US Market-Based Core PCE Inflation

6 - - 06
04 - 0.4
02 - 0.2
0.0 ' 00

02

--0.2

0.4 T T T T T T T T T T
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Mote: April values (denoted by markers) are GS tracking estimates based on April CPI and PPI reports.

0.4

Source: Haver Analytics, Goldman Sachs Global Investment Research

3. Stepping back from the monetary policy tactics and looking at the adjustment
process more broadly, we think the United States is much less of an outlier relative to
other G10 economies than widely believed. True, US sequential core inflation has
outpaced other G10 economies since the start of the year on a harmonized basis. But
sequential inflation data are noisy and highly susceptible to seasonal adjustment
distortions, especially in a post-pandemic environment. Thus, we would also put
significant weight on the yearon-year inflation rate, which still shows the US near the
middle of the range of G10 economies.

Exhibit 3: US Core Inflation Has Recently Been High in Sequential Terms, But Remains Near the Middle of the G10 Range in Year-on-Year
Terms
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Note: Our harmonized core inflation measures exclude food, energy, alcohol, tobacco, owned housing, used cars, and financial services, and adjust the definitions of rent and health
insurance to be consistent across countries.

Source: Goldman Sachs Global Investment Research

4. But hasn't the US seen much faster growth? Yes, the 3% increase in real GDP over
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the past year is the strongest within the G10. But a different picture emerges when we
look at labor market tightness—a more important driver of inflation and therefore a more
appropriate target for monetary policy. Despite the strength in GDP growth, overall US
labor market tightness has returned to its pre-pandemic level, with a modest increase in
the unemployment rate and ongoing declines in job openings, quits, and reported labor

shortages. Moreover, the decline in the US jobs-workers gap also compares favorably
with other G10 economies.

Exhibit 4: The US Labor Market is Back to 2019 Levels of Tightness
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*Based on average of JOLTS, Linkup, and Indeed job openings measures.

Source: Haver Analytics, Goldman Sachs Global Investment Research
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5. In any case, US growth outperformance has probably peaked. After the
weaker-than-expected retail sales report for April, we estimate that US GDP growth will
slow from 4.1% in 2023H2 to 2.2% in 2024H1. This would have looked quite strong prior
to the pandemic but is now close to potential given the boost to labor force growth from
the recent immigration wave. By contrast, we estimate that growth in other G10
economies will pick up from an average of -0.4% in 2023H2 to an average of +1.2% in
2024H1.
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Exhibit 5: US Growth Outperformance Has Likely Peaked
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Source: Haver Analytics, Goldman Sachs Global Investment Research

6. Not surprisingly given the weaker GDP numbers, there are now signs that US
employment growth is slowing. Nonfarm payrolls grew only 175k in April, the
unemployment rate rose to 3.9%, the jobs components of the ISM and S&P/Markit
purchasing managers’ indices have fallen below 50, and the New York Fed Survey of
Consumer Expectations shows a notable decline in job-finding expectations in the event
of job loss over the past several months. This suggests at least some risk that the labor
market could slow more precipitously in the remainder of the year, which would likely
result in more aggressive Fed easing than the two cuts we project in our baseline
forecast. This is one reason why our probability-weighted Fed call skews slightly dovish
relative to market pricing, despite the upside risks from tariff-induced inflation in a
potential second Trump administration in 2025.
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Exhibit 6: Deterioration in a Range of US Labor Market Surveys
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Source: Haver Analytics, Goldman Sachs Global Investment Research

7.Whenever the Fed does cut, the biggest opportunities for investors may well come in
EM rather than DM rates markets. The EM early hikers in Latin America and CEEMEA
have seen continued good inflation news this year, with April core inflation making a
new cycle low both on a sequential and year-on-year basis. By cutting only tentatively
so far, EM central banks have allowed real policy rates to rise into highly restrictive
territory, even allowing for the uncertainty around neutral rates. This caution is
understandable given the historical fear of depreciation vs. the US dollar but would
probably evaporate quickly when the Fed starts to cut and might subside gradually even
without Fed cuts.

Exhibit 7: Inflation in the EM “Early Hikers” Has Plummeted; Real Policy Rates Are Very Restrictive
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8. We continue to expect China’'s GDP to rise 5.0% this year, slightly above consensus,
but this masks a large and growing bifurcation between different sectors. Buoyed by
robust exports, industrial production rose 6.7% yearon-year in April—the strongest pace
since early 2021 and similar to the stellar growth rates of a decade ago, on a base that is
now much larger. In sharp contrast, home prices continue to plunge, with new home
price declines accelerating to 8.5% on a seasonally adjusted month-on-month
annualized basis in April and existing home prices down 5-20% over the past year
depending on the data source. The weakness has prompted policymakers to roll out
further easing measures, including funds to begin purchasing excess inventory, but we
think much more is still needed.

Exhibit 8: An Accelerating Home Price Decline in China
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9. Rates markets have recovered some of their prior losses on the back of incrementally
better inflation news and weaker US growth. Our rates strategists expect yields to fall
modestly further in coming quarters, but this will require continued benign data as yield
curves remain significantly inverted. Under our forecast that growth remains positive,
our credit strategists expect spreads to move sideways from here, with moderately
positive excess returns for the asset class in the remainder of 2024. Our US equity
strategists expect prices to move sideways to slightly lower, partly because valuations
are now very elevated and markets discount solid earnings growth. And our commodity
strategists have continued to make the case for their $75-90/barrel range for Brent oil

prices while predicting continued sizable gains in copper prices.

Jan Hatzius
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Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.

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

Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the
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.
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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
https://www.theocc.com/about/publications/characterrisks.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.

© 2024 Goldman Sachs.

You are permitted to store, display, analyze, modify, reformat, and print the information made available to you via this service only for your own use.
You may not resell or reverse engineer this information to calculate or develop any index for disclosure and/or marketing or create any other derivative
works or commercial product(s), data or offering(s) without the express written consent of Goldman Sachs. You are not permitted to publish, transmit,
or otherwise reproduce this information, in whole or in part, in any format to any third party without the express written consent of Goldman Sachs.
This foregoing restriction includes, without limitation, using, extracting, downloading or retrieving this information, in whole or in part, to train or
finetune a third-party machine learning or artificial intelligence system, or to provide or reproduce this information, in whole or in part, as a prompt or
input to any such system.
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