
0:53:95 

172:212:241 

165:165:165 

115:153:198 

7:133:73 

139:195:70 

246:127:38 

190:50:50 

115:153:198 Hyperlink 

Economic Outlook 
Tug of War 

October 2019 

Goldman Sachs does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest 

that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. 

For Reg AC certification and other important disclosures, see the Disclosure Appendix, or go to www.gs.com/research/hedge.html.  

Analysts employed by non-US affiliates are not registered/qualified as research analysts with FINRA in the U.S. 

The Goldman Sachs Group, Inc. 

 
 

Jan Hatzius Goldman, Sachs & Co. +1 212-902-0394 jan.hatzius@gs.com 

 Chief Economist 

 

 



2 Global Investment Research 

0:53:95 

172:212:241 

165:165:165 

115:153:198 

7:133:73 

139:195:70 

246:127:38 

190:50:50 

115:153:198 Hyperlink 

Highlights of Economic Outlook 

1. Trade war: announced tariffs take effect eventually; no deal before 2020 election. 

 

2. US growth: Modest reacceleration from 1.8% in 19H2 to 2.1% in 2020. 

 

3. Recession: Lack of inflationary and financial overheating limit traditional risks. 

 

4. Inflation: Tariffs on consumer goods push core PCE to 2.3% by 2020. 

 

5. Fed: One more cut in October for total of 75bp; market pricing too much easing. 

 

6. China/Europe: Growth stabilizes following easier policy and Brexit resolution. 
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Source: Goldman Sachs Global Investment Research. 
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1. How Much Is the Economy Slowing? 
Growth Has Slowed to a Trend Pace, both Globally and in the US 
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1. How Much Is the Economy Slowing? 
Financial Conditions Have Eased… 

Source: Goldman Sachs Global Investment Research. 
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Source: Goldman Sachs Global Investment Research. 

1. How Much Is the Economy Slowing? 
…And the Growth Impulse Should Turn Positive… 
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1. How Much Is the Economy Slowing? 
…Which Is Already Visible in the Housing Sector 

Source: NAHB, Commerce Department, Goldman Sachs Global Investment Research. 
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Source: Goldman Sachs Global Investment Research. 

2. How Big a Hit from the Trade War? 
Tariffs Are Starting to Hit Consumer Goods 
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Source: Goldman Sachs Global Investment Research. 

2. How Big a Hit from the Trade War? 
Both Direct and Indirect Tariff Effects on Inflation Have Been Sizable 
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Source: Goldman Sachs Global Investment Research. 

2. How Big a Hit from the Trade War? 
Further Tariff Escalation Would Have Larger (but Temporary) Inflation Effects 
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Source: Goldman Sachs Global Investment Research. 

2. How Big a Hit from the Trade War? 
The Trade War Is Weighing on US Growth More Heavily 
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Source: PollingReport.com, RealClearPolitics, Goldman Sachs Global Investment Research. 

2. How Big a Hit from the Trade War? 
President Trump’s Trade Policy Is Not Popular 
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3. Why Is Inflation So Low? 
Actually, It’s Not that Low Relative to the Past 20 Years 
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3. Why Is Inflation So Low? 
Health Care Has Weighed Heavily on Inflation (Especially the PCE Index) 

Source: Department of Commerce, Goldman Sachs Global Investment Research. 
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Source: Department of Labor. Conference Board. JOLTS. NFIB. Goldman Sachs Global Investment Research. 

3. Why Is Inflation So Low? 
Labor Market Continues to Tighten 
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Source: Department of Labor. Federal Reserve. Goldman Sachs Global Investment Research. 

3. Why Is Inflation So Low? 
Wage Growth Gradually Trends Higher 
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Source: Department of Commerce, Goldman Sachs Global Investment Research. 
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3. Why Is Inflation So Low? 
A Gradual Upward Move, With Tariff Effects Concentrated in Late 19/Early 20 
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4. Are We Headed for Recession? 
The Yield Curve Would Say Yes 

Source: Federal Reserve, Goldman Sachs Global Investment Research. 
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Source: Goldman Sachs Global Investment Research. 

4. Are We Headed for Recession? 
Lower Term Premium Distorts Yield Curve Signal 
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4. Are We Headed for Recession? 
A Century of US Recessions 

Source: Goldman Sachs Global Investment Research. 
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Source: Federal Reserve. Goldman Sachs Global Investment Research. 

4. Are We Headed for Recession? 
Private Sector Runs a Large Surplus… 
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Source: Federal Reserve. Goldman Sachs Global Investment Research. 

4. Are We Headed for Recession? 
…With Both Households and Firms in Good Shape 
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5. Does the Fed Have Enough Firepower? 
Little Room on the Funds Rate, Somewhat More on 10-Year Yields 

Source: Goldman Sachs Global Investment Research. 
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5. Does the Fed Have Enough Firepower? 
Aggressive QE/Guidance Can Mostly Overcome ZLB—If Fed Starts from 2.5% 
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5. Does the Fed Have Enough Firepower? 
“Insurance” Policy Rules Don’t Lower Recession Risk 
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Source: Goldman Sachs Global Investment Research. 

5. Does the Fed Have Enough Firepower? 
One More Insurance Cut in October, But the Bond Market Is Priced Too Low 
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Source: Radio Shack, Goldman Sachs Global Investment Research. 

6. Is Productivity Growth Mismeasured? 
A Smartphone Does More Than All of these 1991 Devices Together 
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Source: Goldman Sachs Global Investment Research. 
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6. Is Productivity Growth Mismeasured? 
Nevertheless, the Official Data Show Slower Growth in Real Media Consumption 
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Source: Goldman Sachs Global Investment Research. 
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6. Is Productivity Growth Mismeasured? 
Despite Some Progress, Software and Healthcare Prices Look Badly Mismeasured 
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Source: Goldman Sachs Global Investment Research. 
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6. Is Productivity Growth Mismeasured? 
A Sizable Increase in Mismeasurement Since the 1990s 
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Policy has eased, but more modestly in this 

downturn than in 2015-16 

Chinese growth slowdown in 2018 comparable 

 to 2015-16 episode 

Source: CEIC, Haver, Goldman Sachs Global Investment Research. Source: Goldman Sachs Global Investment Research. 
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7. How Much Risk from Global Factors? 
China Eases Modestly in Response to Trade War and Slower Growth 



31 Global Investment Research 

0:53:95 

172:212:241 

165:165:165 

115:153:198 

7:133:73 

139:195:70 

246:127:38 

190:50:50 

115:153:198 Hyperlink 

Source: Haver Analytics. Goldman Sachs Global Investment Research. 
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7. How Much Risk from Global Factors? 
The Euro Area Has Slowed Sharply Since Early 2018 
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Source: Goldman Sachs Global Investment Research. 
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7. How Much Risk from Global Factors? 
Avoiding a “No Deal” Brexit Would Boost European Growth 
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Source: Bloomberg. Goldman Sachs Global Investment Research. 

Global Growth Forecasts 

Real GDP Growth  

GS Cons* GS Cons*
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Source: Goldman Sachs Global Investment Research. 

US Forecasts 

2017 2018 2019 2020 2021 2022

(f) (f) (f) (f) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

OUTPUT AND SPENDING

Real GDP 2.4 2.9 2.3 2.1 2.1 1.7 3.1 2.0 2.0 1.7 2.2 2.5 2.3 2.0

Real GDP (Q4/Q4) 2.8 2.5 2.2 2.2 2.0 1.6 -- -- -- -- -- -- -- -- 

Consumer Expenditure 2.6 3.0 2.6 2.6 2.3 1.9 1.1 4.6 2.8 1.9 2.5 2.8 2.6 2.3

Residential Fixed Investment 3.5 -1.5 -1.9 3.6 3.6 3.0 -1.1 -2.9 2.0 5.0 5.0 4.0 4.0 2.0

Business Fixed Investment 4.4 6.4 2.4 2.1 3.4 3.2 4.4 -1.0 -2.2 2.6 2.7 3.6 3.4 3.4

Structures 4.7 4.1 -3.8 -0.5 2.0 2.0 4.0 -11.1 -10.4 2.0 2.0 2.0 2.0 2.0

Equipment 4.7 6.8 1.3 1.2 4.0 3.4 -0.1 0.8 -5.3 -1.0 2.0 4.0 4.0 4.0

Intellectual Property Products 3.6 7.4 8.2 5.0 3.5 3.8 10.9 3.6 7.5 7.5 4.0 4.0 3.5 3.5

Federal Government 0.8 2.9 3.4 2.4 0.2 0.0 2.2 8.3 2.5 2.5 2.5 2.5 0.0 0.0

State & Local Government 0.6 1.0 1.6 0.5 0.0 0.0 3.4 2.7 1.1 1.0 0.0 0.0 0.0 0.0

Net Exports ($bn, '09) -850 -920 -970 -1,014 -1,058 -1,098 -944 -981 -983 -974 -992 -1009 -1022 -1034

Inventory Investment ($bn, '09) 32 48 71 48 55 55 116 69 65 35 40 45 50 55

Industrial Production, Mfg. 2.0 2.3 -0.3 0.2 1.3 1.0 -1.9 -3.0 -0.8 -0.8 0.6 1.2 1.5 1.3

HOUSING MARKET

Housing Starts (units, thous) 1,209 1,250 1,284 1,381 1,391 -- 1,213 1,256 1,308 1,360 1,358 1,400 1,380 1,387

New Home Sales (units, thous) 617 615 663 707 735 -- 669 661 649 674 688 708 714 720

Existing Home Sales (units, thous) 5,531 5,341 5,276 5,342 5,394 -- 5,207 5,287 5,298 5,310 5,323 5,336 5,348 5,361

Case-Shiller Home Prices (%yoy)* 6.2 4.1 3.2 2.8 2.7 3.0 3.0 3.1 3.1 3.2 3.3 3.1 3.0 2.8

INFLATION (% ch, yr/yr)

Consumer Price Index (CPI) 2.1 2.4 1.8 2.1 2.2 2.4 1.6 1.8 1.8 1.9 2.1 2.0 2.1 2.2

Core CPI 1.8 2.1 2.2 2.6 2.4 2.5 2.1 2.1 2.3 2.4 2.5 2.7 2.5 2.5

Core PCE** 1.6 2.0 1.7 2.2 2.2 2.3 1.6 1.6 1.7 1.8 2.2 2.3 2.3 2.2+

LABOR MARKET

Unemployment Rate (%) 4.4 3.9 3.7 3.3 3.3 3.3 3.9 3.6 3.6 3.5 3.4 3.2 3.3 3.3

U6 Underemployment Rate (%) 8.5 7.7 7.2 6.6 6.6 6.6 7.5 7.2 7.0 7.0 6.8 6.6 6.6 6.6

Payrolls (thous, monthly rate) 180 221 161 140 100 90 206 146 154 140 150 150 135 125

GOVERNMENT FINANCE

Federal Budget (FY, $bn) -666 -779 -950 -1,025 -1,050 -1,200 -- -- -- -- -- -- -- --

FINANCIAL INDICATORS

FF Target Range (Bottom-Top, %)^ 1.25-1.5 2.25-2.5 1.5-1.75 1.75-2.0 2.25-2.5 2.5-2.75 2.25-2.5 2.25-2.5 1.75-2.0 1.5-1.75 1.5-1.75 1.5-1.75 1.5-1.75 1.75-2.0

10-Year Treasury Note^ 2.40 2.69 1.75 2.10 2.40 2.40 2.41 2.00 1.85 1.75 1.80 1.90 2.00 2.10

Euro (€/$)^ 1.20 1.15 1.10 1.20 1.25 1.30 1.12 1.14 1.09 1.10 1.12 1.14 1.15 1.20

Yen ($/¥)^ 113 110 103 100 97 95 111 108 108 103 101 101 100 100

** PCE = Personal consumption expenditures.   ̂Denotes end of period.

Note: Published figures in bold.

2020

THE US ECONOMIC AND FINANCIAL OUTLOOK

(% change on previous period, annualized, except where noted)

2019

* Weighted average of metro-level HPIs for 381 metro cities where the weights are dollar values of housing stock reported in the American Community Survey.
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