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Global activity approaching stall speed? n

We recently made several changes to our tariff assumptions but still don’t o

expect the “letter tariffs” scheduled for August 1 to take effect. 

We still expect an increase in the average effective tariff rate of §

about 14pp in 2025, but we now expect another 3pp increase to 
nearly 20% in 2026. 

The effects of tariffs on the US economy have been smaller than o

anticipated so far, but we think this mostly reflects lags related to 
large-scale inventory building before the tariffs hit.  

Even though tariffs are likely to lead to a one-time boost to prices, we o

expect the growing real income drag will weigh on consumption for the 
rest of the year. 

Job growth has plummeted, but a drop in net immigration has kept the o

unemployment rate at 4.1% 

The slowdown in activity has strengthened the case for earlier monetary o

policy easing, and we maintain our Fed forecast for three consecutive cuts 
in 2025 from September. 

One risk to this forecast is threats to Fed independence §

destabilizing long-term inflation expectations, and market-implied 
inflation expectations have already edged up on these concerns. 

Risks to our Euro area activity and rate forecasts remain tilted to the o

downside as the August 1st tariff deadline looms, but we generally expect 
a cyclical upturn in Germany and continued strength in Spain. 

China’s GDP growth has been surprisingly resilient in the face of US o

tariffs, but the bigger picture is unchanged with strength and industrial 
production and exports but weakness in housing and retail sales (outside 
the “cash for clunkers” program). 

Growing concerns about a second China shock on manufacturing §

are likely to strengthen calls for higher trade barriers among China’s 
trading partners. 

Quantifying the risks of AI-driven job displacement: n
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A recent acceleration in AI adoption and reports of AI-related layoffs have o

renewed concerns that AI will lead to widespread labor displacement. 

Macro-level data shows little sign of a generative AI impact so far, but we are o

starting to see evidence of labor demand hits in the most AI-exposed 
industries. 

Most notably, the tech sector’s unemployment share has declined §

below its long-run trend and youth tech worker unemployment has 
risen by almost 3pp this year. 

We remain skeptical that AI will lead to large structural employment o

reductions, but frictional (temporary) unemployment has historically increased 
following adoption of labor-saving technologies. 

To assess the risk of temporary unemployment rate increases due to o

generative AI, we develop a set of bottom-up displacement-risk metrics for 
over 800 occupations that predict whether AI productivity gains will translate 
to displacement (as opposed to increases in output). 

Our risk measures vary across occupations in an intuitive manner and §

our baseline estimates suggest that AI will displace 6-7% of workers, 
although displacement rates vary from 3-14% under different 
assumptions. 

Taken together, our baseline job displacement and AI adoption estimates o

imply that generative AI will raise the unemployment rate by up to ½pp 
relative to its trend during the AI transition. 

We see risks as skewed to a larger increase, particularly if AI adoption §

is more frontloaded than expected. 

Services surge and manufacturing lags in July DM flash PMIs: n

The DM composite PMI rose by +0.9pt in the July flash release to 52.7, o

reflecting an increase in the services component (+1.4pt to 53.4) and drop in 
the manufacturing component (-1.5pt to 49.5). 

DM services were particularly strong in the US (+2.3pt to 55.2), §

Australia (+1.9pt to 53.8), and Japan (+1.8pt to 53.5). 

Manufacturing suppliers’ delivery times eased in major DMs and the DM o

manufacturing input/output price PMIs also fell. 

US Economics 

7/25/25 11:00AM ET 

We now expect the baseline “reciprocal” tariff rate to rise to 15% eventually: n

  o

After our latest update, we now expect the following further tariff §

increases: 

An increase in the baseline tariff rate from 10% to 15%. §

A 50% tariff on copper and critical minerals. §
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Sectoral tariffs on heavy trucks and aircraft in 2026. §

A delayed increase in tariffs on pharmaceuticals after the 2026 §

midterm elections. 

We assume that most of the country-specific tariff rates proposed for §

August 1 will not take effect. 

Our updated tariff forecast implies that the effective tariff rate will have §

risen 14pp by end-2025 (the same as our previous assumption) and 
17pp by end-2027 (3pp higher than our previous assumption). 

We have updated our economic forecasts slightly to reflect our revised tariff forecast n

and early lessons about the impact of tariffs: 

  o

Main lesson about tariffs so far is that passthrough to consumer prices §

is tracking somewhat lower than in 2019, with the passthrough from 
the earliest February tariff on imports from China up to 60% after 4 
months.  

While it is still very early to estimate passthrough, surveys that ask §

businesses how much they intend to raise prices eventually also 
indicate lower passthrough than last time. 

Our revised tariff forecast and updated analysis imply the following §

effects on the economy: 

Inflation: We expect tariffs to boost core PCE prices by 1.7% §

cumulatively over 2-3 years and now forecast yoy core PCE 
inflation of 3.3%/2.7%/2.4% in December 2025/2026/2027 (vs. 
3.4%/2.6%/2.0% previously). 

GDP growth: We expect tariffs to lower GDP growth by §

1pp/0.4pp/0.3pp over each of the next 3 years; we now forecast 
1.0% GDP growth in 2025 Q4/Q4. 

Net immigration appears to be stabilizing at an annual pace of 0.5mn (vs. 1mn n

before the pandemic): 

We estimate that net immigration fell slightly to 0.5mn in June, driven by an o

increase in outflows.  

We expect it to stabilize here, in part because legal and capacity constraints o

should limit further increases in deportations.  

Recent immigrants’ employment-to-population ratio remained stable in recent o

months, and the immigration crackdown does not appear to have led to a 
large loss of recent immigrant workers. 

Lower immigration should reduce the breakeven rate of payroll growth from o

90k today to 70k by end-2025 and even lower in later years. 

We lowered our Q2 GDP tracking estimate to +2.7% (qoq annualized) this week: n

Existing home sales decreased by 2.7% but the May growth rate was revised o

up to +1.0%. 
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New single-family home sales edged up by 0.6% but the may growth rate o

was revised up by 2.1pp to -11.6%. 

New orders for durable goods declined by 9.3% in June, reflecting a $31bn o

decrease in commercial aircraft orders following a spike in May; core capital 
goods shipments increased by 0.4%. 

Europe Economics 

7/25/25 6:30AM ET 

ECB holds in July; we now think the cutting cycle is over: n

The Governing Council left all policy parameters unchanged and the formal o

policy language mostly unchanged. 

The meeting points to a higher hurdle for another cut than we had anticipated. o

The outlook for trade policy remains uncertain, but the likelihood of an EU-US o

agreement for a 15% tariff rate has risen. 

Besides, we are notably more optimistic on growth in 2026 than the §

ECB given the expected German fiscal expansion. 

We therefore no longer expect the Governing Council to cut rates in o

September. 

We now believe that the cutting cycle is finished and raise our forecast for the o

terminal rate to 2% (from 1.75% before). 

July PMIs are mixed but both UK and Euro area remain above 50: n

The Euro area composite flash PMI rose above expectations to 51.0, the o

highest level in 14 months, driven by services. 

The composite improvement was driven by France and the periphery, while o

the German index softened. 

The decline in area-wide manufacturing new orders suggests some further o

weakening ahead. 

That said, the impact of tariffs and uncertainty seems limited for now. §

The UK composite flash PMI declined to 51.0, below expectations, driven by o

softening of services activity. 

Asia/EM Economics 

7/24/25 2:20PM ET 

China – Policy in focus as July Politburo meeting approaches: n

Equity markets have rallied on news that policymakers are increasing focus on o

limiting excessive price competition/deflationary pressures. 

Our revamped wage tracker indicates a downward trend in China’s wage o

growth since 2023Q1 when China exited from its zero-Covid policy. 

Our recent progress check on China’s local government debt swap program o

indicates contained bond market risks, improved fiscal spending, and better 
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LGFV cash flows. 

However, high cost of servicing debt remains a challenge. §

Recent announcement of 1.2tn RMB Tibet dam project a long-term strategic o

focus rather than a signal of short-term cyclical easing. 

Japan – LDP loses Upper House; trade deal with US: n

Japan’s Upper House election resulted in a small loss of the majority held by o

the ruling coalition (Liberal Democratic Party + Komeito). 

Implications include broader issue-by-issue coalitions and risk of incrementally o

looser fiscal policy. 

We do not expect a significant impact on the Bank of Japan’s (BOJ) §

monetary policy and continue to forecast the next rate hike in January 
2026. 

Japan and the US announced a trade deal framework that agreed on: o

1) A reduction in US tariffs on passenger cars and auto parts from 25% §

to 15%; 

2) An increase in reciprocal tariff rates from 10% to 15%; §

3) US$550bn in Japanese investment into the US. §

More news on US tariffs on Asian economies: n

The US lowered tariffs on Indonesian imports to 19% (from 32% on April 2) o

after Indonesia agreed to reduce trade barriers for US goods, including local 
content and licensing requirements.  

The US and Philippines agreed on a 19% tariff (up from 17% on April 2) in o

exchange for 0% tariff on US goods. 

Further (non-country-specific) US tariff increases are expected in specific o

sectors like semiconductors and pharmaceuticals.  

GDP Forecast Tracker: GS vs. Consensus 
 

2024
Actual GS GS

2.8 1.6 1.5 1.6 1.6 1.0
0.9 1.0 1.0 1.1 1.1 0.6

Germany -0.2 0.3 0.2 1.4 1.1 0.7
France 1.1 0.5 0.5 0.8 0.9 0.5
Italy 0.5 0.5 0.6 0.8 0.8 0.3
Spain 3.2 2.3 2.4 1.9 1.8 1.7

0.2 0.9 0.8 0.7 0.7 0.3
1.1 1.2 1.1 1.1 1.2 1.3
1.6 1.5 1.4 1.3 1.1 0.9
1.0 1.5 1.6 2.5 2.2 1.7
5.0 4.7 4.7 3.9 4.2 4.0
6.7 6.6 6.6 6.6 6.4 6.0
3.4 2.3 2.3 1.6 1.6 3.0
4.3 0.5 1.4 2.0 1.4 0.7

2.8 2.4 2.4 2.3 2.4 1.8

Real GDP Growth Annual Average Q4/Q4

Percent Change yoy
Consensus Consensus GS
2025 2026 2025

Note: All forecasts calculated on calendar year basis except when otherwise stated. IMF forecasts used for India 
2026 consensus when quarters not available in Bloomberg. Global growth aggregates use market FX country 
weights.

US
Euro Area

Japan
UK
Canada
Australia
China
India
Brazil
Russia

World

 
 

Source: Bloomberg, Goldman Sachs Global Investment Research
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implemented into United Kingdom domestic law and regulation following the United Kingdom’s departure from the European Union and the European 
Economic Area) with regard to regulatory technical standards for the technical arrangements for objective presentation of investment 
recommendations or other information recommending or suggesting an investment strategy and for disclosure of particular interests or indications of 
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.  
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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/character-risks.jsp and https://www.goldmansachs.com/disclosures/cftc_fcm_disclosures. 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. 

© 2025 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 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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