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The Outlook for the US Economy

On the Edge of Recession 

It’s been a disappointing economic recovery since the end of the 

financial crisis in mid-2009, with US gross domestic product (GDP) 

growing by only about 2 percent in real terms. The main result of 

this disappointing growth has been the persistently high number of 

unemployed in the US. The current rate of GDP growth is insufficient 

to dent the huge pool of long-term unemployed.

As economic conditions are subject to change, the information and opinions discussed in this outlook are current only as of October 19, 2011.

By Andrew Tilton
Senior US Economist,  
Goldman, Sachs & Co.
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Above-Trend Growth Remains Elusive 

* First principal component of 25 weekly and monthly US activity indicators. Shaded band indicates trend growth of 2.25-2.75%.
Source: Department of Commerce. GS Global ECS Research.

Impediments to Growth: Issues Weighing on the US Economy

Fiscal Tightening 

Given the fiscal outlook remains difficult, we believe we’re unlikely to get further stimulus, and that 

government will continue to be a modest drag on growth. We believe we will see an increase in the rate  

of fiscal tightening at the federal level over the next couple of years. 

Fiscal policy was a boost in 2009, roughly neutral in 2010, and in 2011, roughly a 1 percentage point drag. 

In 2012, the impact depends on upcoming policy decisions. At best from a short-term perspective, if the 

Obama administration’s package passed, which seems quite unlikely, fiscal drag would be neutralized; at 

worst, if all temporary stimulus expires, we’d expect a fiscal drag of more than 1 1/2 percentage points of 

growth in early 2012. The more likely, middle ground outcome: the administration and Congress agree on 

tax-related proposals and probably extend the one-year payroll tax cut for one more year. 

There will be a bigger problem in 2013 with the expiration of the Bush tax cuts, as well as any fiscal 

stimulus measures.

Fiscal Stress in Europe

In addition to the belt tightening in the domestic US, the turmoil in Europe continues to threaten stability, 

particularly within the banking sector. While a number of measures of financial stress have been elevated in 

past weeks, so far we have not seen a dramatic impact on real economic data in the US. In spite of this, we are 

concerned that tighter credit conditions could slow growth over the next few quarters. 

While we’re not forecasting recession, we expect the combination of slightly tighter fiscal policy and potential 

financial shock from the crisis to result in weaker growth in the near term. 

Current Activity Indicator* 
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Glimmers of Hope?
In spite of the challenges facing the US economy, we highlight reasons to be optimistic.

1. Household finances are gradually getting healthier

Household debt burdens have continued to improve, with the share of income spent on debt service declining. 

Percent of disposable income allocated to debt service has declined

Source: Federal Reserve Board. Department of Commerce.

2. Cyclical sectors have bottomed

While depressed and unlikely to fall much further, these sectors are more likely to experience growth instead 

of further decline. Homebuilding in particular hasn’t kept pace with demographic demands, which we believe 

positions the sector to grow steadily over time.

3. Potential for additional Fed action

We believe the Fed can and will deliver more monetary policy stimulus at some point in early 2012, likely by 

expanding the balance sheet further. While we recognize the skepticism surrounding the Fed’s ability to impact 

the economy at this stage, we think that at least on the margin, additional quantitative easing and/or changes 

in communication can affect both growth and inflation.
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Inflation Outlook 
We believe inflation is unlikely to be a significant problem. It has risen significantly by some measures in the 

last year, but we believe that trend is unlikely to continue.

We had exceptionally low inflation in 2010, but over the last six months, we’ve witnessed a rate of inflation 

well above 2%. There are three components of core inflation that have disproportionally caused the rate to be 

higher than the Federal Reserve Bank’s long-term target:

1. Rent

In spite of ample existing home supply, many potential buyers are having trouble obtaining mortgages, and 

with some homeowners in foreclosure, both populations are being pushed into the rental market. We believe 

this is a genuine cause for concern going forward.

2. Vehicles

Prices have moved higher due to supply chain disruptions from the earthquake in Japan earlier this year. The 

tragic events that followed reduced supply and increased pricing power for manufacturers, but we believe that 

dynamic will gradually be unwound over coming months as production increases.

3. Apparel prices

A temporary surge in commodity prices and higher wages in Asia where the majority of clothing is 

manufactured has led to higher prices, which we expect to ease somewhat in the coming months. 

Little Sign of Broad Inflation Pressure 

Source: Department of Labor. GS Global ECS Research.
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Our Economic Outlook
We are below consensus on near-term growth and expect slight deterioration in the unemployment rate. 

Goldman Sachs US Forecasts Versus the Consensus
*Inflation Consensus from Philadelphia Fed (Survey of Professional Forecasters)
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Actual Data GS Forecasts Blue Chip Consensus Forecasts (October 2011)*
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Economic and market forecasts presented herein reflect our judgment as of the date of this presentation and are subject to change without notice. These forecasts do not take 
into account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client. Actual data will vary and may not be reflected 
here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely representative of 
a broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and 
market conditions change. Goldman Sachs has no obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only.
Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness. We have relied upon and 
assumed without independent verification, the accuracy and completeness of all information available from public sources.
Opinions expressed are current opinions as of the date appearing in this material only. No part of this material may, without GSAM’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.
This material should not be construed as 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. We are not soliciting any action based on this material. It is for the general information of clients of The Goldman Sachs Group, Inc. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation 
in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of the 
investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is 
not a guide to future performance. Future returns are not guaranteed, and a loss of original capital may occur. The Goldman Sachs Group, Inc. does not provide tax advice 
to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment. Certain transactions – including those involving 
futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are not suitable for all investors. The material is based 
on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such. Opinions expressed are our current 
opinions as of the date appearing on this material only.
We endeavor to update on a reasonable basis the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so. We 
and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short” 
positions in, act as principal in, and buy or sell the securities or derivatives (including options) thereof of companies mentioned herein. For purposes of calculating whether 
The Goldman Sachs Group, Inc. beneficially owns or controls, including having the right to vote for directors, 1% of more of a class of the common equity security of the 
subject issuer of a research report, The Goldman Sachs Group, Inc. includes all derivatives that, by their terms, give a right to acquire the common equity security within 60 
days through the conversion or exercise of a warrant, option, or other right but does not aggregate accounts managed by Goldman Sachs Asset Management. No part of this 
material may be (i) copied, photocopied, or duplicated in any form by any means or (ii) redistributed without The Goldman Sachs Group, Inc.’s prior written consent. The Global 
Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant to certain contractual arrangements, 
on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics, 
currencies, commodities and portfolio strategy.
This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs Canada Inc. 
regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. oHG; 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 JBWere (NZ) Limited on behalf of Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States 
of America by Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and European Union. This 
material has been issued by The Goldman Sachs Group, Inc. and/or one of its affiliates and has been approved for the purposes of section 21 of the Financial Services and Markets 
Act 2000 by Goldman Sachs International, which is regulated by the Financial Services Authority, in connection with its distribution in the United Kingdom, and by Goldman Sachs 
Canada, in connection with its distribution in Canada. Goldman Sachs International and its non-US affiliates may, to the extent permitted under applicable law, have acted on 
or used this research, to the extent that it relates to non-US issuers, prior to or immediately following its publication. Foreign-currency-denominated securities are subject to 
fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment. In addition, investors in securities such as ADRs, 
the values of which are influenced by foreign currencies, effectively assume currency risk. In addition, options involve risk and are not suitable for all investors. Please ensure that 
you have read and understood the current options disclosure document before entering into any options transactions.
Further information on any of the securities mentioned in this material may be obtained on request, and for this purpose, persons in Italy should contact Goldman Sachs 
S.I.M. S.p.A. in Milan or its London branch office at 133 Fleet Street; persons in Hong Kong should contact Goldman Sachs (Asia) L.L.C. at 2 Queen’s Road Central; persons 
in Australia should contact Goldman Sachs JBWere Pty Ltd. (ABN 21 006 797 897), and persons in New Zealand should contact Goldman Sachs JBWere( NZ) Ltd . Persons 
who would be categorized as private customers in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this material 
in conjunction with the last published reports on the companies mentioned herein and should refer to the risk warnings that have been sent to them by Goldman Sachs 
International. A copy of these risk warnings is available from the offices of Goldman Sachs International on request. A glossary of certain of the financial terms used in this 
material is also available on request. Derivatives research is not suitable for private customers. Unless governing law permits otherwise, you must contact a Goldman Sachs 
entity in your home jurisdiction if you want to use our services in effecting a transaction in the securities mentioned in this material.
Other disclosure information is available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 10282.
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