
The FOMC’s estimate of the longer-run nominal neutral rate has increased fromn

2.5% in late 2019 to 2.9% in the latest Summary of Economic Projections (SEP).
We expect it to rise somewhat further next year, for two reasons. First, some
FOMC participants might look for guidance to the bond market’s implicit view of
neutral as roughly approximated by distant forward market interest rates, which
now stand at around 4%, well above pre-Covid levels.

Second, some FOMC participants might also consult model-based econometricn

estimates of the neutral rate, which have risen too.  The Tealbook briefing
materials that the Fed staff prepares for the FOMC reveal that in the past, the
staff has summarized several model-based estimates for the FOMC. We have
updated these models and find that their estimates of the nominal neutral rate
range from 2.8%-4.6% and average 3.8% as of 2024Q3. As a result of revisions
to earlier real-time data and the subsequent paths of interest rates and the
economy, the models now estimate that the neutral rate was 3.6% in 2018,
0.5pp higher than they estimated in real time.

In addition to nudging their estimates of long-run neutral a bit higher, Fed officialsn

might also conclude that the appropriate terminal rate this cycle should be a bit
higher than long-run neutral because non-monetary policy tailwinds, especially
much larger than usual primary fiscal deficits and very strong risk sentiment, are
boosting aggregate demand and offsetting the impact of higher rates on the
economy. For both reasons, we expect the cutting cycle to end at around
3.25-3.5%, 100bp above the peak reached last cycle, though we could easily
imagine the FOMC stopping somewhat higher or lower.

Jan Hatzius 
+1(212)902-0394 | jan.hatzius@gs.com 
Goldman Sachs & Co. LLC 

Alec Phillips 
+1(202)637-3746 | alec.phillips@gs.com 
Goldman Sachs & Co. LLC 

David Mericle 
+1(212)357-2619 | 
david.mericle@gs.com 
Goldman Sachs & Co. LLC 

Ronnie Walker 
+1(917)343-4543 | 
ronnie.walker@gs.com 
Goldman Sachs & Co. LLC 

Manuel Abecasis 
+1(212)902-8357 | 
manuel.abecasis@gs.com 
Goldman Sachs & Co. LLC 

Elsie Peng 
+1(212)357-3137 | elsie.peng@gs.com 
Goldman Sachs & Co. LLC 

Jessica Rindels 
+1(972)368-1516 | 
jessica.rindels@gs.com 
Goldman Sachs & Co. LLC

US Daily: The Neutral Rate Through the Fed’s Eyes (Abecasis / 

Mericle)

13 November 2024 | 10:42PM EST

Investors should consider this report as only a single factor in making their investment decision. For Reg AC 
certification and other important disclosures, see the Disclosure Appendix, or go to 
www.gs.com/research/hedge.html. 

20
1c

a8
ec

06
a6

40
5b

b8
86

17
85

dc
46

b5
e3

mailto:jan.hatzius@gs.com?subject=The%20Neutral%20Rate%20Through%20the%20Fed%E2%80%99s%20Eyes%20%28Abecasis%20%2F%20Mericle%29
mailto:alec.phillips@gs.com?subject=The%20Neutral%20Rate%20Through%20the%20Fed%E2%80%99s%20Eyes%20%28Abecasis%20%2F%20Mericle%29
mailto:david.mericle@gs.com?subject=The%20Neutral%20Rate%20Through%20the%20Fed%E2%80%99s%20Eyes%20%28Abecasis%20%2F%20Mericle%29
mailto:ronnie.walker@gs.com?subject=The%20Neutral%20Rate%20Through%20the%20Fed%E2%80%99s%20Eyes%20%28Abecasis%20%2F%20Mericle%29
mailto:manuel.abecasis@gs.com?subject=The%20Neutral%20Rate%20Through%20the%20Fed%E2%80%99s%20Eyes%20%28Abecasis%20%2F%20Mericle%29
mailto:elsie.peng@gs.com?subject=The%20Neutral%20Rate%20Through%20the%20Fed%E2%80%99s%20Eyes%20%28Abecasis%20%2F%20Mericle%29
mailto:jessica.rindels@gs.com?subject=The%20Neutral%20Rate%20Through%20the%20Fed%E2%80%99s%20Eyes%20%28Abecasis%20%2F%20Mericle%29
https://research.gs.com/
https://www.gs.com/research/hedge.html


The Neutral Rate Through the Fed’s Eyes 

The FOMC’s estimate of the longer-run nominal neutral rate—the level of the funds rate 
that would stabilize the economy at full employment and 2% inflation, assuming other 
economic forces are at normal or equilibrium levels—has increased from 2.5% in late 
2019 to 2.9% in the latest Summary of Economic Projections (SEP). 

We expect the FOMC’s estimate to rise somewhat further next year, for two reasons. 
First, some FOMC participants might look for guidance to the bond market’s implicit 
view of neutral as roughly approximated by distant forward market interest rates, which 
now stand at around 4% (Exhibit 1), far above pre-Covid levels. 

Second, some FOMC participants might also consult model-based econometric 
estimates of the neutral rate, which have risen too. 

The Tealbook briefing materials that the Fed staff prepares for the FOMC are released to 
the public with a 5 year delay.  As we noted earlier this year, they reveal that in the past, 
the staff has summarized several model-based estimates for the FOMC. These models 
estimate neutral in a number of ways—some rely heavily on economic theory while 
others take a more flexible empirical approach; some require that the neutral rate move 
slowly over time, while others allow it to fluctuate more; and some rely exclusively on 
macroeconomic data, while others leverage information from a range of asset prices. 

We have updated these model estimates of the nominal neutral rate and find that they 
range from 2.8%-4.6% and average 3.8% as of 2024Q3, as shown in Exhibit 2. 

Exhibit 1: The FOMC’s Estimate of the Longer-Run Nominal Neutral Rate Has Increased Slowly from 2.5% to 
2.9%, While Market-Based Proxies Have Risen More Sharply from Pre-Covid Levels to Around 4% 
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Notably, the models do not suggest, on average, that the neutral rate has changed 
dramatically since before the pandemic, as many commentators have asserted. As a 
result of revisions to earlier real-time data and learning from the more recent experience 
of strong growth under a much higher policy rate, the models now estimate that the 
neutral rate was 3.6% in 2019, 0.5pp higher than they estimated in real time and just 
0.2pp lower than they estimate it is today. Exhibit 3 shows the upward revisions to the 
well-known Holston-Laubach-Williams model as an example.  

The conclusion implied by the models—that it is not so much that the neutral rate has 
risen as that it was not as low as widely believed last cycle—is consistent with our 
long-standing view and might make some FOMC participants more inclined to raise 
their estimates of the current neutral rate because doing so does not require believing 
that anything fundamental has changed dramatically. 

Exhibit 2: Pre-Pandemic Estimates of Neutral from Economic Models Tracked by the FOMC Have Been 
Revised Up 0.5pp to 1.6% Real or 3.6% Nominal on Average and Have Edged Up Slightly Since Then 
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In addition to nudging their estimates of long-run neutral a bit higher, Fed officials might 
also conclude that the appropriate terminal rate this cycle should be a bit higher than 
long-run neutral because non-monetary policy tailwinds are boosting aggregate demand 
and offsetting the impact of higher rates on the economy.  One of these tailwinds is the 
fiscal deficit, which is currently about 5% of GDP wider than has been on average when 
the unemployment rate has been this low (left side of Exhibit 4). 

Another tailwind is the fact that broad financial conditions have not tightened 
commensurately with the funds rate, limiting the transmission of tighter monetary 
policy to the economy. In fact, risk sentiment has been so robust that our financial 
conditions index is somewhat below its average level in 2017-2019, despite the much 
higher level of the fed funds rate and higher interest rates across the curve (right side of 
Exhibit 4). 

These non-monetary policy tailwinds are not necessarily entirely additive to the 
estimates from all of the models, which vary in the degree to which they capture the 
impact of these shorter-term tailwinds—models that smooth the neutral rate less or 
whose coefficients are allowed to change over time are likely to incorporate some of 
these tailwinds into their neutral rate estimates, for example. 

Exhibit 3: The Real-Time Pre-Pandemic Estimate of the Popular Holston-Laubach-Williams Model of the 
Neutral Rate Has Since Been Revised Up, as Have Estimates from Most Other Models 
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Both because we expect FOMC participants to revise up their current 2.875% median 
neutral rate estimate a bit higher and because the appropriate terminal rate this cycle is 
arguably a bit higher than the longer-run neutral rate, we expect the cutting cycle to end 
at around 3.25-3.5%, 100bp above the peak reached last cycle. But Fed officials are 
likely still in an early stage of this debate, and we could easily imagine the FOMC 
stopping somewhat higher or lower. 

Manuel Abecasis 

David Mericle

Exhibit 4: Tailwinds From Larger Fiscal Deficits and Resilient Risk Sentiment Could Lead Fed Officials to Conclude That the Terminal Rate 
This Cycle Should Be Higher Than the Neutral Rate 
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https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
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. 

© 2024 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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