
Signs of rebalancing in the UK labor market. An improved 

labor supply continues to drive labor market rebalancing. 

The March unemployment rate edged up while wage 

growth stabilized following a reacceleration in the month 

prior. That said, labor demand remains robust and further 

labor market easing will be required to reach the BoE’s 2% 

inflation target. We continue to expect a final 25bps hike at 

the June meeting but see risks as being two-sided and 

dependent on data developments.

Mixed bag of US data. The Empire manufacturing index fell 

from 10.8 in April to -31.8 in May, sharply below 

expectations. That said, the index is particularly volatile 

and should be interpreted with caution. In contrast, US core  

retail sales and industrial production were both above 

expectations in April, suggesting the economy remains 

resilient.  

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, ONS. As of March 2023. 

US debt ceiling update. Treasury Secretary, Janet Yellen, 

reiterated this week that the US may reach the debt ceiling

by June 1st. Negotiations between President Biden and 

members of Congress continue to work towards an 

agreement to raise the debt limit prior to the X-date. 

Encouragingly, the latest meeting was reported to have 

been hopeful despite both sides remaining far apart. 

Fed officials split on June meeting. While Chair Powell 

hinted at a conditional pause on further rate actions, recent 

speeches from Fed officials have reflected a varied 

sentiment. Some officials suggest further hikes are not off 

the table given still-elevated inflation while others argue 

effects of past rate hikes have yet to fully materialize. 

3.9%
Increase in the March 
unemployment rate from 
improved labor supply 

5.8% Gradual stabilization in 
wage growth in March

31K
Decline in job vacancies in 
April, an accelerated pace 

from a 16K drop in March

https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/articles/global-fixed-income/gfi-weekly-updates/gfi-weekly-042823.pdf?sa=n&rd=n
https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/articles/global-fixed-income/gfi-weekly-updates/gfi-weekly-050523.pdf?sa=n&rd=n


The case for core fixed income. The environment that 

characterized the last cycle helped to lift assets, leading 

investors to riskier parts of fixed income and other risk 

assets. However, in a post-pandemic era, we anticipate 

structural shifts such as decarbonization, deglobalization 

and geopolitical instability to create growth volatility and 

bearish sentiments. As episodes of growth volatility 

resurface, we expect cyclical assets to face heavier 

headwinds than core bonds. We believe an allocation to 

core fixed income can help balance portfolios through 

these episodes given higher yields have significantly 

strengthened the protective power and income benefits of 

high-quality bonds. 

Earnings better-than-expected. Corporate issuers in the US 

reported better-than-expected earnings in the first 

quarter. That said, companies in the real estate and 

financials sector struggled amidst banking related stress 

and property market concerns. European issuers fared well 

given lower energy prices and global growth spillovers. 

Back to normal. The effects of the pandemic continue to 

wash out as supply-chain bottlenecks ease and prices 

normalize. Further, earnings of hotel and airline companies 

have improved as consumers rotate from goods 

expenditure toward activities such as travelling.

Balance sheet conservatism. We have observed slower 

growth in cash usage for capex, dividend payments, and 

share buybacks. The conservatism likely stems from a 

desire to manage cash balances post-pandemic and effects 

of hawkish monetary policies. As a result, balance sheet 

positions remain largely unchanged compared to a year 

ago.

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: Macrobond, ICE BofAML, Goldman Sachs Asset Management. As of May 18, 2023.
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Latest Core Fixed Income Yield (%)

Ratio of Core Fixed Income Yield to 2010-2019 Average (x)

Share of companies that have 
beat expectations181%

69% Share of European companies 
that beat EPS expectations2

Source: Goldman Sachs Asset Management, Morgan Stanley, J.P. Morgan. As of May 
8, 2023. 1 Based on consensus from the S&P 500 index. 2 Based on consensus from 
the Stoxx 600. 

https://www.gsam.com/content/gsam/global/en/market-insights/gsam-insights/perspectives/2023/Bear-Market-Necessities-Core-Fixed-Income.html


Source: Goldman Sachs Asset Management. As of May 11, 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: 5.0-
5.25%

Prior changes: 

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 expect a conditional 
pause in rate actions.

Expected terminal rate: 
5.0-5.25%

Neutral

ECB Deposit facility rate: 
3.25%

Prior changes:

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 continue to expect a 
terminal rate of 3.75%. 

Expected terminal rate: 
3.75%.

Neutral

BoE Bank Rate: 
4.5% 

Prior changes: 

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. 

We expect a final 25bps 
hike in June.

Expected terminal rate: 
4.75%

Neutral

BoJ Policy deposit rate: 
-0.10% 

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

10-year JGB yield target: 
~0%, with tolerance band 
of -/+50bps (yield curve 
control policy)

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. 

Absent a turn in the 
global economic cycle, 
we expect YCC to be 
tweaked further or 
abandoned. We also see 
potential for a rate rise 
this year. 

Hawkish
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Q2 2023 Outlook: Quality Control 

Navigating Investment Grade Credit

Navigating EM Corporate Bonds
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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.

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.

You could lose money by investing in money market funds. Although the fund seeks to 
preserve the value of your investment at $1.00 per share, it cannot guarantee it will do 
so. The fund's sponsor has no legal obligation to provide financial support to the fund, 

and you should not expect that the sponsor will provide financial support to the fund at 
any time.

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).

Disclosures

Views and opinions are current as of date of publication and may be subject to change, 

they should not be construed as investment advice.

Views and opinions expressed are for informational purposes only and do not constitute a 
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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).
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