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Softer US CPL... but Iran conflict poses risks

US core and headline CPI fell 0.02% and 0.42% in June, well below expectations,
reflecting broad-based declines across categories and a temporary reprieve in
energy costs, though we note that structural Al demand continues to put upward
pressure on software and accessories prices. While the softer-than-expected report
has eased market expectations of a July Fed rate hike—tempering the impact of
Governor Waller’s recent hawkish comments—we think a more serious re-escalation
of the US-Iran conflict that sees the recovery in Persian Gulf oil flows stall further
could revive the key upside risk to inflation and once again raise the odds of rate
hikes. Although an expansion of Middle East pipeline capacity should eventually
temper oil prices, we estimate that a near-term spike to $100/bbl would boost US
monthly core inflation by 3-4bp in coming months. But we believe the impact of yet
another supply shock on monetary policy could be more significant than that figure
implies, as it would add to the fear that further shocks may lie ahead and could
unanchor inflation expectations.

We think US equities would struggle in the short term if the inflation data motivates
the Fed to hike, consistent with the historical record. But we also find that equities
tend to perform well during periods of innovation, such as the current Al boom.
Accordingly, we think investors should remain invested while balancing innovation
and inflation in their portfolios by selectively increasing real asset exposure,
diversifying across regions and styles, utilizing options (like long-dated calls and put
spread collars), and allocating to alternatives (like private markets and commodity
trading advisors).
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US equities have historically struggled at the start of Fed hiking cycles
S&P 500 return around the start of Fed hiking cycles (seven episodes since 1988)
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Source: Goldman Sachs Global Investment Research.

What else is on our radar?

B We're focused on Chinese policymakers’ efforts to boost growth through
technological innovation, increased consumption, and broader policy easing
following the larger-than-expected 2026 growth slowdown. On the technology
front, we estimate that the “New Policy-Based Financial Instrument” to fund
strategically important projects could boost the level of real GDP by around 0.5pp.
However, on the consumption front, we think the recently approved “15th Five-Year
Plan for Expanding Consumption” will provide an only limited near-term boost to
consumption. And more broadly, while we expect policymakers to step up their
easing rhetoric at the July Politburo meeting (taking place in late July) and quickly

draw on remaining fiscal buffers, significant and broad-based stimulus appears less
likely given that exports remain resilient and the 4.5-5.0% full-year growth target is
still on track. All that said, policy support continues to underpin our preferred China
equity investment themes, including our GS 15FYP Portfolio.

We’re also watching the relationship between equities and credit. We find that the
equity/credit beta in the USD market has spiked in recent months to a new all-time
high, which we think largely owes to a divergence in how the Al theme has
manifested across the two markets. Indeed, while Al has generated significant upside
convexity in the equity market, it has emerged as a technical headwind in the credit
market as hyperscalers issue record amounts of debt to fund Al capex needs.
Consequently, credit has displayed more resilience during risk-off episodes in
equities, a dynamic which looks likely to persist.
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Softer US CPL... but Iran conflict poses risks: Global Markets Daily (7/15/2026); Oil
Analyst (7/14/2026); USA (7/14/2026); USA (7/13/2026); Oil Comment (7/12/2026);

US Economics Analyst (7/12/2026); Global Strategy Paper (7/10/2026); US Weekly

Kickstart (7/10/2026); Global Economics Comment (7/9/2026)
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What else is on our radar: China (7/15/2026); China (7/14/2026); Global Markets Daily
(7/14/2026); China Musings (7/13/2026); Asia in Focus (7/12/2026); China Strategy

(11/18/2025)
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Key GS economic and market forecasts
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GS CAl is a measure of current growth. For more information on the methodology of the CAl please see “Technical Updates to Our Global CAls,” Global Economics

Comment, September 1, 2025. Market pricing as of July 14, 2026.

Source: Bloomberg, Goldman Sachs Global Investment Research.
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More from TDP MIND

« Top of Mind: Our flagship monthly publication, taking a deep-dive into the
macroeconomic issues on the minds of our clients.

- Exchanges at Goldman Sachs: We bring together experts from around the firm and
beyond to discuss developments shaping industries, markets, and the global economy.

e Macro at a Glance: A weekly snapshot of the macro themes we’re watching and our
latest forecasts.
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