
Lower inflation, lower bar to ease. Easing inflationary 

pressures continue to take hold across developed market 

economies, with the exception of Japan. 

• US: The US remains ahead of its peers on disinflation 

progress with both headline and core CPI inflation 

falling below expectations in October. 

• UK: Disinflation in the UK initially lagged its peers but 

has since been encouraging. October UK headline 

inflation fell below 5% for the first time in two years. 

Retail sales reached the lowest level since February

2021, pointing to the impact of higher rates and further 

disinflation ahead. Ongoing labor market rebalancing, 

easing wage growth and a stagnating economy should 

also help alleviate price pressures. 

The recent disinflation progress confirms our view that the 

Fed, BoE and ECB have reached the end of their tightening 

cycle with the next move being rate cuts in 2024. 

A difficult 2023 for mortgage-backed securities (MBS)... 

Higher rate volatility and a challenging demand backdrop 

has pushed agency MBS spreads to elevated levels.  

...but better prospects in 2024. Ongoing disinflation should 

forge a more predictable path for monetary policy and 

dampen rate volatility. Limited new supply due to 

challenging affordability in the housing market may also 

provide a technical tailwind for the asset class. That said, 

Fed quantitative tightening (QT) and muted demand from 

banks may limit a return to the post-Covid tights for MBS 

spreads. We maintain our agency MBS overweight as 

spreads remain remarkably wide for an asset class that 

carries virtually no credit risk.

Past performance does not guarantee future results, which may vary. The economic and market forecasts presented herein are for informational purposes as of the date of this 
presentation. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this presentation.

Source: Goldman Sachs Asset Management, Macrobond. As of November 16, 2023. 

Source: Goldman Sachs Asset Management, Macrobond. As of October 2023. Japan is as 
of September 2023. 
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US banking sector stress, debt limit 
negotiations and the recent sell-off in 
US Treasuries pushed spreads of agency 
MBS near pandemic levels
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Data-driven volatility. US Treasury yields fluctuated amid 

economic data releases: 

• Lower US CPI inflation in October prompted the largest 

decline in front-end US Treasury yields since March. 

• Firm retail sales growth in October reignited the 

uptrend in yields.

• An uptick in jobless claims, soft industrial production 

and a fall in oil prices led to a downtrend in yields. 

Many forces may influence the future path of yields and 

while the outlook remains uncertain, historical precedent 

points to positive returns in high quality fixed income in the 

year following a peak in the Fed’s hiking cycle. 

Balance sheet positions remain strong for investment 

grade (IG) companies; for example, interest coverage ratios 

remain healthy. We think IG companies are well positioned 

to withstand a higher-for-longer rate regime and believe 

credit rating downgrade activity will remain subdued. This 

benign credit outlook would be reinforced should higher 

rates enforce greater capital discipline among companies. 

Consumer oriented companies benefitted from resilient 

spending. Demand for services and activities, such as 

travelling and dining out, continue to outpace goods. A key 

risk to monitor is the erosion of excess pandemic savings, 

especially for lower income households. 

Regional divergence. US company earnings outpaced 

European counterparts reflecting divergent economic 

backdrops. We are closely monitoring the impact of higher 

rates on loan-only and highly leveraged debt issuers. In our 

view, balance sheets will remain relatively resilient despite 

default activity trending modestly higher from a low 

starting level; nonetheless, active management remains 

key as we progress further into a higher rate regime. 
Past performance does not guarantee future results, which may vary. The economic and market forecasts presented herein are for informational purposes as of the date of this 
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Source: Bloomberg, Goldman Sachs Asset Management. As of October 2, 2023.
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Source: Goldman Sachs Asset Management. As of November 2, 2023. The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. 
There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this presentation.

Interest Rate Policy Balance Sheet Policy Outlook

Our outlook 
relative to 

market-
implied 
pricing

Fed Federal funds rate: 5.25-5.5%

Prior changes: 
July, May, March, February 2023 
(+25bps)
December 2022 (+50bps)
June, July, September and November 
2022 (+75bps)
May 2022 (+50bps)
March 2022 (+25bps)

The monthly pace of net asset purchases 
was reduced from November 2021 and 
ended in March 2022. Since June 2022, 
the Fed has engaged in balance sheet 
runoff. 

We believe the Fed will leave 
policy unchanged into 2024. 
However, rising oil prices 
could renew upside inflation 
risks while a sharp economic 
slowdown could accelerate 
the timeline for rate cuts.

Expected terminal rate: 
5.25-5.5%

Neutral

ECB Deposit facility rate: 4%

Prior changes:

September, July, June, May 2023 
(+25bps)

March, February 2023 and December 
2022 (+50bps) 
September and October 2022 (+75bps)
July 2022 (+50bps), the first hike since 
2011

The ECB’s balance sheet unwind began 
on March 1, 2023. The decline will 
amount to EUR 15bn per month on 
average until the end of the second 
quarter of 2023 and its subsequent pace 
will be determined over time. The anti-
fragmentation tool, the Transmission 
Protection Instrument (TPI), unveiled in 
July 2022 will be used to ensure 
monetary policy is transmitted smoothly 
across all euro area countries.

We believe a rate cut will 
occur sometime in 2024. A 
sharp economic slowdown or 
larger-than-expected 
deterioration in the labor
market could prompt earlier 
policy easing. 

Expected terminal rate: 
4.0%.

Neutral

BoE Bank Rate: 5.25% 
Prior changes: 
August 2023 (+25bps)
June 2023 (+50bps)
May, March 2023 (+25bps)
February 2023 and December 2022 
(+50bps) 
November 2022 (+75bps)
August and September 2022 (+50bps)
February, March, May, June 2022 
(+25bps)
December 2021 (+15bps)

In September/October 2022, the BoE 
temporarily purchased long-dated UK 
gilts and postponed active gilt sales; in 
November 2022 the BoE commenced 
active sales and an unwind of the 
temporary purchases. The pace of 
quantitative tightening was increased in 
September 2023.

Our base case expectation is 
that the BoE will now leave 
rates on hold for an 
extended period, with the 
next move being a cut 
sometime in 2024. 

Expected terminal rate: 
5.25%

Dovish

BoJ Policy deposit rate: 
-0.10% 

Prior changes: 

Suspension of fixed-rate purchase 
operations. 1% upper bound of 10-year 
JGB yield is a ‘reference’ and removal of  

-/+50bps tolerance band. 

Fixed-rate purchase operations: 
Increased from 0.5% to 1%
10-year JGB yield target: ~0%, with 
tolerance band of -/+50bps (yield curve 
control policy)

January 2016, when the Bank introduced 
its negative interest rate policy (NIRP) 

Following the December 2022 meeting, 
the BoJ has stepped up their defence of 
the new +0.5% YCC upper band by 
significantly increasing regular and ad-
hoc Japanese Government Bond 
purchases along the yield curve. Targets 
for ETF, corporate bond and other risk 
asset purchases remain in place but in 
practice there have been limited recent 
buying. 

We are gaining conviction 
that strength in domestic 
inflation will lead to YCC 
being further weakened or 
abandoned. We also expect 
negative rates to be 
removed in the coming 
quarters, potentially 
followed by a number of rate 
hikes into positive territory.

Hawkish
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Risk Consideration 

Investments in fixed income securities are subject to the risks associated with debt 
securities generally, including credit, liquidity, interest rate, prepayment and extension 

risk. Bond prices fluctuate inversely to changes in interest rates. Therefore, a general 
rise in interest rates can result in the decline in the bond’s price.  The value of securities 
with variable and floating interest rates are generally less sensitive to interest rate 

changes than securities with fixed interest rates. Variable and floating rate securities 
may decline in value if interest rates do not move as expected. Conversely, variable and 
floating rate securities will not generally rise in value if market interest rates decline. 

Credit risk is the risk that an issuer will default on payments of interest and principal. 
Credit risk is higher when investing in high yield bonds, also known as junk bonds. 
Prepayment risk is the risk that the issuer of a security may pay off principal more 

quickly than originally anticipated. Extension risk is the risk that the issuer of a security 
may pay off principal more slowly than originally anticipated. All fixed income 
investments may be worth less than their original cost upon redemption or maturity.

The risk of foreign currency exchange rate fluctuations may cause the value of 
securities denominated in such foreign currency to decline in value. Currency exchange 
rates may fluctuate significantly over short periods of time. These risks may be more 

pronounced for investments in securities of issuers located in, or otherwise 
economically tied to, emerging countries. If applicable, investment techniques used to 
attempt to reduce the risk of currency movements (hedging), may not be effective. 

Hedging also involves additional risks associated with derivatives.

Emerging markets investments may be less liquid and are subject to greater risk than 
developed market investments as a result of, but not limited to, the following: 

inadequate regulations, volatile securities markets, adverse exchange rates, and social, 
political, military, regulatory, economic or environmental developments, or natural 
disasters.

When interest rates increase, fixed income securities will generally decline in value. 
Fluctuations in interest rates may also affect the yield and liquidity of fixed income 
securities.

International securities may be more volatile and less liquid and are subject to the risks 
of adverse economic or political developments. International securities are subject to 
greater risk of loss as a result of, but not limited to, the following: inadequate 

regulations, volatile securities markets, adverse exchange rates, and social, political, 
military, regulatory, economic or environmental developments, or natural disasters.

High-yield, lower-rated securities involve greater price volatility and present greater 

credit risks than higher-rated fixed income securities.

Mortgage-related and other asset-backed securities are subject to credit/default, 
interest rate and certain additional risks, including extension risk (i.e., in periods of 

rising interest rates, issuers may pay principal later than expected) and prepayment risk 
(i.e., in periods of declining interest rates, issuers may pay principal more quickly than 
expected, causing the strategy to reinvest proceeds at lower prevailing interest rates).
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sold in the State of Kuwait, except in compliance with the above. No private or public 

offering is being made in the State of Kuwait, and no agreement relating to the sale of 
such investments will be concluded in the State of Kuwait. No marketing or solicitation 
or inducement activities are being used to offer or market such investments in the State 

of Kuwait.

Oman: FOR INTENDED AUDIENCES ONLY– NOT FOR WIDER DISTRIBUTION

The Capital Market Authority of the Sultanate of Oman (the "CMA") is not liable for the 

correctness or adequacy of information provided in this document or for identifying 
whether or not the services contemplated within this document are appropriate 
investment for a potential investor. The CMA shall also not be liable for any damage or 

loss resulting from reliance placed on the document.

Qatar: FOR INTENDED AUDIENCES ONLY– NOT FOR WIDER DISTRIBUTION 

This document has not been, and will not be, registered with or reviewed or approved by 

the Qatar Financial Markets Authority, the Qatar Financial Centre Regulatory Authority 
or Qatar Central Bank and may not be publicly distributed. It is not for general 
circulation in the State of Qatar and may not be reproduced or used for any other 

purpose.

Saudi Arabia: FOR INTENDED AUDIENCES ONLY– NOT FOR WIDER DISTRIBUTION

The Capital Market Authority does not make any representation as to the accuracy or 

completeness of this document, and expressly disclaims any liability whatsoever for any 
loss arising from, or incurred in reliance upon, any part of this document. If you do not 
understand the contents of this document you should consult an authorised financial 

adviser.

FOR INTENDED AUDIENCES ONLY– NOT FOR WIDER DISTRIBUTION 

These materials are presented to you by Goldman Sachs Saudi Arabia Company 

("GSSA"). GSSA is authorised and regulated by the Capital Market Authority (“CMA”) in 
the Kingdom of Saudi Arabia. GSSA is subject to relevant CMA rules and guidance, 
details of which can be found on the CMA’s website at www.cma.org.sa.

The CMA does not make any representation as to the accuracy or completeness of these 
materials, and expressly disclaims any liability whatsoever for any loss arising from, or 
incurred in reliance upon, any part of these materials. If you do not understand the 

contents of these materials, you should consult an authorised financial adviser.

United Arab Emirates: FOR INTENDED AUDIENCES ONLY– NOT FOR WIDER DISTRIBUTION

This document has not been approved by, or filed with the Central Bank of the United 

Arab Emirates or the Securities and Commodities Authority. If you do not understand 

the contents of this document, you should consult with a financial advisor.

South Africa: Goldman Sachs Asset Management International is authorised by the 
Financial Services Board of South Africa as a financial services provider.

By receiving this presentation, and in case any contact is made with Goldman Sachs 
Asset Management, each recipient resident in Colombia acknowledges and agrees that 
it has contacted Goldman Sachs Asset Management at its own initiative and not as a 

result of any promotion or publicity by Goldman Sachs Asset Management or any of 
their respective agents or representatives. Colombian residents acknowledge that (1) 
the receipt of this presentation does not constitute a solicitation from Goldman Sachs 

Asset Management for its products and/or services, and (2) they are not receiving from 
Goldman Sachs Asset Management any direct or indirect promotion or marketing of 
financial and/or securities-related products and/or services. 

This presentation is strictly private and confidential and may not be reproduced or used 
for any purpose other than evaluation of a potential investment in Goldman Sachs Asset 
Management’s products or the procurement of its services by the recipient of this this 

presentation or provided to any person or entity other than the recipient of this this 
presentation. 

Esta presentación no tiene el propósito o el efecto de iniciar, directa o indirectamente, 

la adquisición de un producto a prestación de un servicio por parte de Goldman Sachs 
Asset Management a residentes colombianos. servicios financieros y /o del mercado de 
valores en Colombia o a residentes colombianos. 

Los productos y/o servicios de Goldman Sachs Asset Management no podrán ser 
ofrecidos ni promocionados en Colombia o a residentes Colombianos a menos que dicha 
oferta y promoción se lleve a cabo en cumplimiento del Decreto 2555 de 2010 y las 

otras reglas y regulaciones aplicables en materia de promoción de productos y/o .Al 
recibir esta presentación, y en caso que se decida contactar a Goldman Sachs Asset 
Management, cada destinatario residente en Colombia reconoce y acepta que ha 

contactado a Goldman Sachs Asset Management por su propia iniciativa y no como 
resultado de cualquier promoción o publicidad por parte de Goldman Sachs Asset 
Management o cualquiera de sus agentes o representantes. Los residentes colombianos 

reconocen que (1) la recepción de esta presentación no constituye una solicitud de los 
productos y/o servicios de Goldman Sachs Asset Management, y (2) que no están 
recibiendo ninguna oferta o promoción directa o indirecta de productos y/o servicios 

financieros y/o del mercado de valores por parte de Goldman Sachs Asset Management. 

Esta presentación es estrictamente privada y confidencial, y no podrá ser reproducida o 
utilizada para cualquier propósito diferente a la evaluación de una inversión potencial 

en los productos de Goldman Sachs Asset Management o la contratación de sus 
servicios por parte del destinatario de esta presentación, no podrá ser proporcionada a 
una persona diferente del destinatario de esta presentación.

The opinions expressed in this research paper are those of the authors, and not 
necessarily of Goldman Sachs Asset Management. The investments and returns 
discussed in this paper do not represent any Goldman Sachs product.

This research paper makes no implied or express recommendations concerning how a 
client’s account should be managed. This research paper is not intended to be used as a 
general guide to investing or as a source of any specific investment recommendations.

This report is produced and distributed by the Global Investment Research Division of 
Goldman Sachs and is not a product of Goldman Sachs Asset Management. The views 
and opinions expressed may differ from those of Goldman Sachs Asset Management or 

other departments or divisions of Goldman Sachs and its affiliates. 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. This information may not be 
current and Goldman Sachs Global Investment Research has no obligation to provide 
any updates or change.



Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income 
or dividends, as applicable, but do not reflect the deduction of any fees or expenses 

which would reduce returns. Investors cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily 
recognized by investors, and reflect those indices that the Investment Manager 

believes, in part based on industry practice, provide a suitable benchmark against which 
to evaluate the investment or broader market described herein.  The exclusion of 
“failed” or closed hedge funds may mean that each index overstates the performance of 

hedge funds generally.

Sector Spread Indexes

US Investment Grade Corporates: ICE BofAML US Corporate Index

US High Yield Corporates: ICE BofAML US Corporate High Yield Index

European Investment Grade Corporates: ICE BofAML Euro Corporate Index

European High Yield Corporates: ICE BofAML Euro High Yield Index

ABS: ICE BofAML US Fixed Rate Asset-Backed Securities Index

MBS: ICE BofAML US Agency Mortgage-Backed Securities Index

CMBS: ICE BofAML US Fixed Rate Commercial Mortgage-Backed Securities Index

EM External Debt: J.P. Morgan, EMBI Global Diversified Face Constrained Index

Past performance does not guarantee future results, which may vary. The value of 

investments and the income derived from investments will fluctuate and can go down 
as well as up. A loss of principal may occur.

Abbreviations: US Federal Reserve (Fed),  European Central Bank (ECB), Bank of 

England (BoE), Bank of Japan (BoJ), Swiss National Bank (SNB),  Central Bank of 
Sweden (Riksbank), Reserve Bank of New Zealand (RBNZ),  Central Bank of Norway 
(Norges Bank) Bank of Canada (BoC), Reserve Bank of Australia (RBA), Quantitative 

Easing (QE), Quantitative Tightening (QT), Pandemic Emergency Purchase Program 
(PEPP), Consumer price index (CPI), producer price index (PPI), developed markets (DM), 
emerging markets (EM), Japanese Government Bond (JGB). Mortgage-backed securities 

(MBS), Asset-backed securities (ABS).

Confidentiality

No part of this material may, without Goldman Sachs Asset Management’s prior written 

consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) 
distributed to any person that is not an employee, officer, director, or authorized agent 
of the recipient.

© 2023 Goldman Sachs. All rights reserved. 
Jurisdiction compliance code: 330569-TMPL-08/2023-1852222. 
Compliance Code: 345857-OTU-1917685
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