
1. The meager 235k US payroll gain in August—nearly half a million below 
consensus—and the downward revisions to our Q3/Q4 GDP forecasts complicate 
the near-term Fed outlook, but they ultimately don’t change our tapering views.  Our 
subjective probabilities remain 0% for a September announcement—don’t forget 
that the committee has vowed to provide “advance notice”—and then 45% for 
November, 35% for December, and 20% for a longer delay.  We have not pushed 
back that timeline for two reasons.  First, the headline payroll miss overstates the 
weakness because of a cumulative 134k upward revision to prior months, a 0.2pp 
drop in the unemployment rate to 5.2%, and a 0.6% gain in average hourly earnings.  
Second, the Delta fingerprints are all over the recent weakness, with much of the 
payroll slowdown concentrated in the virus-sensitive hospitality sector.  However, 
there are now signs that the Delta wave is cresting, with a drop in the positivity rate 
over the last couple of weeks and a more recent decline in new hospital admissions.  
We therefore expect a job market rebound in coming months and have also offset 
part of the Q3/Q4 GDP downgrade with stronger numbers in the first half of 2022. 
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2. Another reason for near-term optimism on job growth is the imminent expiration of 
extended and expanded unemployment benefits.  Admittedly, there is a vigorous debate 
about the impact of these benefits among economists.  From a conceptual perspective, 
ending benefits has a positive impact on labor supply but also a negative impact on 
household income and thus labor demand.  Moreover, the July state payroll numbers 
didn’t show stronger gains in red states that ended benefits early than in blue states 
that kept benefits going.  But in practice we would expect the supply effect to outweigh 
the demand effect given the huge number of job vacancies, and empirically our analysis 
shows that unemployed workers whose benefits ended early saw a statistically 
significant increase in their re-employment probability; we put much more weight on 
this analysis than on comparisons of top-down job growth, which are likely distorted by 
the fact that red states have seen more Delta spread.  So we expect the benefit 
expiration to boost job growth in coming months. 

 

Exhibit 1: The US Delta Wave Is Cresting 
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Source: CDC, Goldman Sachs Global Investment Research
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3. But the recent news does reinforce our view that Fed rate hikes are still far off.  If 
tapering is announced in November and proceeds at a pace of $15bn per meeting, asset 
purchases will likely end on September 30, 2022.  At that point, we expect GDP growth 
of 2% or less, in part because the reopening impulse will have ended but more 
importantly because fiscal policy will likely subtract 3pp+ from GDP growth, owing to 
payback for the enormous boost of 2020-2021.  This is despite our assumption that 
President Biden will manage to pass a longer-term fiscal package worth around $3trn 
over 10 years, including $550bn for the bipartisan infrastructure package and about 
$2½trn for the partisan reconciliation package.  If the fiscal drag pushes growth below 
trend in late 2022/early 2023, then rate hikes likely move into late 2023 (our baseline 
forecast) or even 2024. 

 

 

Exhibit 2: Unemployed Workers Find Jobs When Their Benefits End 

-10

-5

0

5

10

15

-10

-5

0

5

10

15

Feb
t=-5

Mar
t=-4

Apr
t=-3

May
t=-2

Jun
t=-1

Jul
t=0

US: Estimated Impact of Federal UI Benefits Expiration on
Job Finding Probability 

Percentage points Percentage points

 
 

Source: Goldman Sachs Global Investment Research

 

Exhibit 3: Fiscal Drag Likely to Push Growth Below Trend in 2022 H2 
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4. Even if growth proves more resilient, rate hikes may be slow in coming because of 
below-target inflation.  Although our yearend 2021 forecast has moved up further to 
3¾%, we still expect core PCE inflation to fall slightly below 2% in 2022 because 
normalization in autos and other consumer durables should far outweigh rising rent 
inflation over that period, and a bigger drop is possible given the size of the overshoot in 
goods prices this year.  To be sure, average inflation will remain above 2% for several 
years, depending on the averaging horizon, but the forward guidance in the FOMC 
statement effectively rules out hikes when spot inflation is below 2%.  The committee 
could tweak this guidance and adopt AIT language along the lines of the Statement on 
Longer-Run Goals and Monetary Policy Strategy, but may be reluctant to do so because 
of worries about undermining the credibility of future commitments.  If we see a return 
to the small but consistent shortfalls of inflation relative to expectations in the 25 years 
leading up the pandemic, the current forward guidance could thus prove to be a binding 
constraint on rate hikes for longer than generally appreciated. 

 

5. Compared with the US, our growth views remain more unambiguously positive in the 
Euro area.  Although the peak sequential growth pace is likely behind us in both 
economies, Europe is more highly vaccinated, has moved further past the peak of the 
Delta wave, remains much further below potential output, and will see less fiscal drag 
than the US.  The last point is particularly important if the left-of-center SPD under 
Finance Minister Olaf Scholz wins the September 26 German election and leads the 
next government.  Our analysis suggests that this would imply meaningful fiscal easing 
(relative to the baseline) in Germany next year, and probably a more favorable German 
attitude to fiscal expansion across the broader Euro area as well. 

 

Exhibit 4: A Bigger Overshoot Now Implies a Bigger Drag on Spot Inflation Down the Road 
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Source: Department of Commerce, Goldman Sachs Global Investment Research
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6. Emerging economies have had a tough six months.  First was the catastrophic Delta 
wave in India during the spring.  Next came the inflation surge that forced many EM 
central banks to pivot toward rate hikes.  And most recently, China has clamped down 
on its Delta outbreak via restrictions that have pushed Q3 growth down to an estimated 
1½%, and on a number of businesses via new directives under the banner of “common 
prosperity.” Now, however, the EM outlook is brightening across a number of fronts.  In 
China, new virus cases have come down sharply, restrictions are easing, and we expect 
policymakers to offset the impact of regulatory tightening with monetary and fiscal 
easing in a “micro takes and macro gives” environment.  In most other Asian 
countries—including the hard-hit ASEAN region—there are now signs that the Delta 
wave has peaked, which should set the stage for a rebound in activity.  And in both 
CEEMEA and (especially) Latin America, an improved virus situation remains a clear 
tailwind for growth. 

 

Exhibit 5: A Leftward Shift in Germany Would Result in Easier Fiscal Policy 
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Source: Predictit, Goldman Sachs Global Investment Research
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7. The Delta wave has taught us that vaccination is not a panacea, as protection is 
incomplete and wanes over time.  But it remains true that fully vaccinated patients 
rarely get severely ill.  Based on our estimates of prior infection and the current 
vaccination pace of about 40 million (or 0.5% of the global population) per day, we 
continue to expect that 60-90% of the population across the major economies will have 
some degree of immunity by the end of the year.  Moreover, with vaccine supply likely 
plentiful not only in DMs but also in middle-income EMs, most of the remaining 10-40% 
could obtain protection if they so choose.  This should put the world in a dramatically 
improved position with regard to hospitalizations, fatalities, and people’s willingness to 
engage in economic activity, barring the emergence of new variants that escape 
vaccination more fully than Delta. 

 

8. With all these cross-currents, macro markets remain more tactical than for most of 

 

Exhibit 6: Reopening EM as Virus Spread Declines 
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Source: JHU CSSE, Goldman Sachs Global Investment Research

 

Exhibit 7: Vaccination Remains a Big Reason for Optimism 
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Source: Chemaitelly et al. (2021), Rijksinstituut voor Volksgezondheid en Milieu, Goldberg et al. (2021), Goldman Sachs Global Investment Research
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the pandemic.  Our rates and FX teams have re-entered limited US duration and dollar 
shorts, as positioning looks cleaner than a few months ago and the near-term virus 
picture is likely to improve.  We are also encouraged by a faster-than-expected 
improvement in credit quality on the back of the reopening, which keeps us broadly 
positive on credit generally and European high-yield in particular.  Nevertheless, we 
would still “give credit to equity” on an outright basis as the upside remains greater, and 
also note that short equity volatility strategies look attractive.  Finally, we retain our 
long-standing positive views on commodities, especially copper and oil, where our team 
expects the recent rebound to run further as microeconomic support outweighs 
macroeconomic headwinds.  

 Jan Hatzius
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69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type II Financial Instruments Firms 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 
The Global Investment Research Division of Goldman Sachs 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 either Goldman Sachs Canada Inc. or 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.  

Effective from the date of the United Kingdom’s departure from the European Union and the European Economic Area (“Brexit Day”) the following 
information with respect to distributing entities will apply: 

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, Portugal, the Republic of Cyprus and the Republic of Ireland; GS -Succursale de Paris (Paris branch) which, from Brexit 
Day, will be 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 our Global Investment Research Division. 
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 
https://www.theocc.com/about/publications/character-risks.jsp and 
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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 the Global Investment 
Research division of GS 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. 

© 2021 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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