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September scenario swap:
• Baseline: Fed Soft Landing (60%): Economic fundamentals remain modest, but policy realigns just in time to stave off a recession. 

The Fed makes two more 25bps cuts at the November and December meetings before pausing in January to see if inflation will drop 
for technical reasons at the start of 2025. This gives the economy enough juice until March when the Fed makes a 50bps cut in 
response to falling inflation and slower growth and investment. What happens after is even more uncertain, but we’ve penciled in 
three more 25bps every other meeting through the end of next year, which brings the 2025 yearend policy range to 3.00% - 3.25%.

o Since last week, we’ve tweaked our November rate forecast a bit—from no cuts to 25bps—in response to slightly 
more dovish language from FOMC members coming out of the blackout.

• Downside: Mild Recession (40%): Too little, too late. The data remain mixed, which hides the economic weaknesses that continue 
to build beneath the surface. The inflation data don’t cooperate enough for some policymakers to feel comfortable fully responding to 
emerging cracks with a 50bps cut in November and December, opting for the 25bps cuts outlined in our baseline forecast. Markets 
wake up to the fact that they’ve overpriced rate cuts, causing a mild rise in long-term yields, tightening credit conditions just as the 
economy needs more support. Many businesses and consumers stay on the sidelines, waiting for rates to bottom out, significantly 
reducing consumer spending and investment over the remainder of 2024. The economy limps through the holidays but falls apart in 
Q1 of next year. Without a financial event, the Fed is unable to assess the severity of the downturn with just backward-looking data 
and doesn’t respond until March when they lower rates by 75bps, with another 200bps in cuts in April, bringing the policy range to 
1.25% - 1.50%.

• The election is complicating forecasts. The 2024 election is likely to impact the economy more than in previous Presidential 
election years. There is still too much uncertainty to adequately model the effects of various election outcomes, so we’ve chosen to 
focus on three general scenarios that we believe have the highest likelihood of occurring. We’ve incorporated the most likely one into 
our baseline and downside forecasts. 
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Election scenarios
• Baseline: Dems win WH, split Congress. (50%). What a difference a few weeks makes. After switching up the top of the ticket the 

two big M’s – momentum and money – have given the Dems the inside track to winning the White House. However, we believe the 
down-ballot races will be close, which puts control of both houses of Congress up in the air. A split appears to be the most likely 
outcome, but this forecast is likely to change as we approach November. This would lead to a stalemate and few policy changes. 
The one exception is that we’d expect both parties to agree to extend much of the 2017 TCJA tax cuts as both parties will be unable 
to push their proposals across the finish line, and neither will want to raise taxes on key constituents.

• Alternative 1: Dems win WH, sweep Congress (10%). The turnaround in the Democratic ticket has been striking. Right now, we 
give a slight edge to the scenario where Congress is split between the Democrats and Republicans, but we wouldn’t be surprised to 
see alternative 1 as our baseline in September as down-ballot candidates are likely to get another boost following the convention. 
This scenario would have broader economic implications than our current baseline where the houses are split and not much is 
accomplished. Harris has adopted Biden’s budget proposal to raise taxes on corporations and high earners to close the deficit. 
Enactment of a version of that budget proposal is likely under this scenario.

• Alternative 2: Republicans win WH, split Congress (40%). The recent surge in democratic support makes a complete sweep 
extremely unlikely. That would lead to an economic legislative environment that would be similar to our current baseline scenario – 
not much accomplished. However, a re-elected President Trump has promised major executive policy changes that would impact the 
economy such as currency depreciation, tariffs and sacking Fed officials. He can’t do much about the latter, and Republicans are 
already pushing back on the extent and size of tariffs, but he may be able to use the US Treasury to depreciate the dollar by buying 
foreign notes.
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Unprecedented:
• Never before have policymakers lowered rates in an expansion while having their hands tied by forward guidance and the Summary 

of Economic Projections (SEP). Here’s why that matters.

o Forward guidance, the policy of explicitly signaling the future direction of monetary policy, was a powerful tool 
implemented in the early 2000s to reduce market volatility from rate decisions. Following the Global Financial Crisis, it 
was an essential strategy that kept long-run rates like the benchmark 10-year Treasury yield in check, providing the 
economy even more accommodation. 

o While Powell and many FOMC members have dialed back explicit communication noticeably this year, they still provide a 
hefty amount of guidance to reporters and markets who have come to expect it. The same is true of the SEP forecasts, 
which are a form of forward guidance. That communication builds consumer and market expectations, allowing them to 
partially front-run Fed decisions. The effect has grown in the age of the internet and centralized communication networks. 

o However, policymakers are about to feel the other edge of the sword as their explicit forecasts and communication on 
how much they expect rates to drop will cause consumers and businesses to wait for borrowing costs to come down a lot 
more, causing consumer spending and investment to at least cool, and potentially contract.

o Unfortunately, there isn’t an easy way out. Policymakers would have to end the SEP and drastically change their 
communication strategies, which would roil markets and the economy.
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A key fundamental is losing even more steam

• Immigrants have so far saved U.S. labor 
force growth in 2024.

• Growth in native-born workers plummeted 
late last year, reducing the supply of workers.

• Some of the impact was blunted by strong 
growth in the foreign-born workforce.

• However, immigration has slowed this year, 
suggesting that foreign-born labor force 
growth is headed for a slowdown – made 
worse by potential post-election changes in 
immigration policies.

• The good news: there may still be some 
momentum in the pipeline. It takes time for 
immigrants to enter the workforce, 
particularly if they’re asylum seekers, as 
many were last year. That backlog should 
help soften the blow as the immigration boost 
subsides.

Strong labor force growth is likely over
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It’s unclear if the Fed is ahead of the curve

100bps – 125bps in 
cuts isn’t enough

Did the Fed wait too 
long? 

Soft landing

Economy doesn’t 
need major rate 
adjustments in 

2024.

No

Mild recession

Likelihood: 60% Likelihood: 40%

Yes
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Labor market showing additional strain
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Inflation to stall before falling in early 2025

• The latest m/m growth rate for core PCE 
came in at 0.13% - a heartening sign that 
inflation is slowing. Even if we continue to get 
soft monthly readings like we did in the 
August data, the y/y will stay stuck around 
2.7% in 2024 for technical reasons.

• An increasing number of policymakers will 
look through the H2 stall out if the monthly 
pace of core PCE growth remains weak as 
help is coming in early 2025 when the y/y 
rate is all but guaranteed to fall.

• The m/m pace needed to hit 2% over 12 
months is 0.165% monthly. When inflation is 
above that, we need an even slower month to 
even out. 

The latest data was encouraging
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It’s a new era of market volatility
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What would make us more confident that …

… a recession is imminent:

1. Personal consumption expenditures 
(household purchases) contracts for 
two consecutive months.

2. The weather-adjusted monthly change 
in employment contracts for two 
consecutive months.

…that economic fundamentals aren’t 
easing:

1. Job gains rise above 200k/month, AND 
the unemployment rate continues to 
increase. This would be a sign that the 
supply of workers remains abundant 
and employers can absorb entrants.

2. AND, productivity jumps again in the 
third quarter.
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The information contained herein is of a general nature and is not intended to address the 

circumstances of any particular individual or entity. Although we endeavor to provide accurate 

and timely information, there can be no guarantee that such information is accurate as of the 

date it is received or that it will continue to be accurate in the future. No one should act upon 

such information without appropriate professional advice after a thorough examination of the 

particular situation. Access/Macro does not provide legal advice.

Disclaimer
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