
1. Friday’s jobs numbers reinforced our view that US growth is near stall speed—a 
pace below which the labor market weakens in a self-reinforcing fashion.  So far, the 
unemployment rate has only risen modestly, from an average of 4.1% in Q1 to 
4.248% in July.  But our estimate of underlying monthly job growth—which is based 
on moving averages of real-time gains in the establishment survey and the 
household survey—has plummeted from 206k in Q1 to just 28k in July, well below 
our 90k estimate of the current breakeven pace.  The slowdown reflects weakness in 
both surveys for July as well as downward revisions to the establishment survey for 
May and June. 

 

2. Negative payroll revisions can occur for three reasons.  First, the Bureau of Labor 
Statistics (BLS) receives responses from only about 60% of establishments in time 
for the first preliminary release and assumes they are representative of the 
remaining 40%.  But in a weakening economy, late responders are more likely to be 
firms under economic pressure that are cutting jobs.  Second, the seasonal factors 
are re-estimated with each new month of data, which can lead the model to initially 
misinterpret a fundamental job market slowdown—i.e., an unusually low print in 
seasonally unadjusted terms—as a change in the seasonal factors.  Third, in a 
weakening economy, fewer new establishments open and more establishments 
close than estimated in the “birth-death model” but this does not become visible 

 

Exhibit 1: Our Estimate of Underlying Job Growth Has Plummeted 
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until the establishment survey is benchmarked to unemployment insurance records 
about a year later (which means that this was not a contributor in the latest instance).  It 
is also worth noting that Friday’s revision, while large relative to employment growth, 
was worth just 0.16% of the level of payroll employment in June. 

 

3. Much of the negative recent media commentary about the labor market has focused 
on the job displacement from generative AI.  And it is true that AI is starting to show up 
more clearly in the data.  The tech employment share peaked in November 2022—
ChatGPT month—and has fallen below its long-term trend over the past year.  Moreover, 
the unemployment rate for 20-30 year old tech workers has risen by nearly 3pp since 
early 2024, more than four times as much as the overall rate.  While this is still a small 
share of the overall US labor market, we estimate that generative AI will eventually 
displace 6-7% of all US workers.  But under our baseline that the transition occurs over 
a decade, the impact on the unemployment rate should peak at a manageable ½pp as 
other industries take up most of the slack. 

 

Exhibit 2: Friday’s Downward Payroll Revision Was Large But Far From Unprecedented in Percentage Terms 

(and Worth Just 0.16% of the Level of Payrolls) 
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4. In any case, the much bigger driver of the current bout of labor market weakness is 
the slowdown in US output growth, which partly reflects higher tariffs.  In the first half 
of 2025, real GDP grew only 1.2% (annualized), a point below our estimate of potential.  
(It’s necessary to consider H1 as a whole because of large distortions from frontloading 
effects that lowered Q1 growth and boosted Q2 growth by a similar amount.)  We 
expect a similarly sluggish pace in H2.  While the easing in financial conditions and the 
pickup in business confidence should support growth, real disposable income and 
consumer spending are likely to grow very slowly, not just because of the weakness in 
job growth but also because most of the pass-through from tariffs to consumer prices is 
still ahead of us.  Homebuilding is likely to look even weaker, partly because of declining 
household formation amidst lower immigration and slowing native-born population 
growth. 

 

Exhibit 3: Tech Employment Share Has Been Falling; Young Tech Workers See Higher Unemployment 

 

*Tech refers to the software publishers, data processing and related, web search and related, and computer systems design subsectors. Red line represents 2007-2019 trend. 
 

Source: US Bureau of Labor Statistics, IPUMS, Haver Analytics, Goldman Sachs Global Investment Research
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5. Chair Powell’s FOMC press conference on Wednesday was balanced.  While he didn’t 
give a clear signal for a September cut, his “reasonable base case” is that tariffs will 
only boost inflation temporarily and he mentioned downside labor market risks no fewer 
than six times.  Now that these downside risks seem to be materializing, the scene is 
set for Fed easing.  Our call remains for three consecutive 25bp cuts in September, 
October, and December (followed by two more 25bp cuts in 2026H1).  A delay is 
possible if upcoming reports show bigger-than-expected price hikes and a rebound in 
the labor market.  But a 50bp cut in September is also possible if the unemployment 
rate rises again in the August employment report or initial jobless claims increase from 
their still-low level.  Even after Friday’s front-end rally, our funds rate forecast remains 
below market pricing, especially on a probability-weighted basis. 

 

6. Fed Governor Adriana Kugler’s resignation five months before the scheduled end of 

 

Exhibit 4: Weakness in Real Income Growth Is Likely to Keep Consumption Sluggish 

0

1

2

3

4

5

6

0

1

2

3

4

5

6

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

2023 2024 2025

Real Consumer Spending Growth
Percent change,
annual rate

Percent change,
annual rate

GS forecast

-4

-2

0

2

4

6

8

10

12

-4

-2

0

2

4

6

8

10

12

Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

2023 2024 2025

Real Income Growth Decomposition
Percent change,
annual rate

GS forecast

Percent change,
annual rate

Labor Income
Business & Asset Income
Transfers & Taxes
Inflation
Total

 
 

Source: US Bureau of Economic Analysis (BEA), US Bureau of Labor Statistics, Goldman Sachs Global Investment Research

 

Exhibit 5: Our Funds Rate Forecast Remains Well Below Market Pricing 
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Source: Bloomberg, Goldman Sachs Global Investment Research
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her term has given President Trump the opportunity to name a replacement soon, 
perhaps as early as this week.  If confirmed very quickly, the new governor might be 
able to participate in the September 16-17 FOMC meeting.  This would likely add further 
support for rate cuts following last week’s two dissents in favor of cuts from Governor 
Waller and Vice Chair for Supervision Bowman (the first time since 1993 that two 
governors have dissented).  The choice is particularly important because the new 
governor could well take over leadership of the FOMC from Chair Powell when his term 
ends in May 2026.  Prediction markets suggest that the leading candidates for Fed chair 
are former Fed Governor Warsh, NEC Director Hassett, Governor Waller—whose views 
on the economy are once again proving prescient—and Treasury Secretary Bessent. 

 

7. Given the imbalance of power between the two sides, we think the EU obtained the 
best available trade deal from President Trump.  Because it was slightly better than we 
had expected and because the economic indicators have remained solid, we have 
upgraded our Euro area growth forecast and are now more clearly above consensus, 
especially for Germany.  Assuming core inflation falls only modestly below the 2% 
target in 2026, we think this means the ECB will hold the deposit rate at 2%, even as 
the Fed cuts the funds rate to 3-3¼% by mid-2026.  However, the risks are still skewed 
toward further cuts, so our probability-weighted ECB call is close to market pricing. 

 

Exhibit 6: Last Week’s FOMC Meeting Marked the First Double Dissent by Fed Governors Since 1993 
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Source: Federal Reserve Bank of St. Louis, Goldman Sachs Global Investment Research
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8. We also lifted our Japanese GDP forecast on the back of a better-than-expected trade 
deal with the US.  With underlying inflation still modestly below the 2% target, however, 
the BoJ maintained a cautious stance at the July 30-31 Monetary Policy Meeting.  We 
continue to expect the next hike in January, slightly later than consensus and market 
pricing.  Stable growth in China—when averaged across the divergent goods, services, 
and property sectors—is keeping policymakers comfortable with a wait-and-see stance 
on additional stimulus.  But the economy remains highly unbalanced, and we now 
expect the goods trade surplus to reach 4.9% of GDP in 2025, up from 4.1% in 2024. 

 

9. Our Fed call supports long positions at the front end of the US yield curve as well as 
substantial further dollar depreciation.  In broad real trade-weighted terms, the dollar is 
still 15% stronger than its long-term average, the current account shows a deficit of 4% 
of GDP, and interest rate differentials are turning less dollar-supportive on the back of US 

 

Exhibit 7: In Our Baseline Forecast, the ECB Is Done, But the Risks Are Skewed Toward Further Cuts 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

Jun-23 Dec-23 Jun-24 Dec-24 Jun-25 Dec-25

GS Baseline (60%)
Downside (30%)
Severe Downside (10%)

Percent PercentECB Deposit Rate Scenarios

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

Jun-23 Dec-23 Jun-24 Dec-24 Jun-25 Dec-25

GS Baseline Forecast
GS Probability-Weighted Average Path
Market Pricing

Percent PercentECB Deposit Rate

 
 

Source: Bloomberg, Goldman Sachs Global Investment Research

 

Exhibit 8: A Small Upgrade in Japan; China’s Growth Remains Solid on Average But Highly Unbalanced 
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Source: Cabinet Office, Haver Analytics, Goldman Sachs Global Investment Research
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labor market weakness and resilience elsewhere, including in Europe.  Concerns about 
Fed independence could also continue to weigh on the dollar, and we interpret the small 
but notable dollar depreciation following President Trump’s decision to fire the BLS 
commissioner on Friday as evidence that the FX market is focused on economic 
governance and data quality issues.  Our views are closer to shore in most other major 
markets, although we remain positive on gold and front-end UK rates. 

Jan Hatzius
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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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