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Soft-Landing, or No Soft-Landing, That is the Question
Q3 Update
 
Summary
• In September, we wrote a five-part series of reports that introduced a new toolkit 

to predict the probability of soft-landing, stagflation and recessionary episodes. The 
toolkit also predicts the probability of a monetary policy pivot occurring in the next 
two quarters. In this report, we update our framework with Q3 data.

• In the third quarter, the soft-landing probability increased from 40% to 42%. 
Meanwhile, the recession probability declined to 28% from 30%, and the stagflation 
probability declined to 27% from 28%. The soft-landing probability is the highest, 
which indicates that the chances of a soft-landing (trend-like growth) are higher 
during the next four quarters.

• Though the growth scenario probabilities were little changed from last quarter, the 
aftermath of the election has created uncertainty for the economic outlook, which 
may create volatility for the probabilities moving forward.
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Is a Soft-Landing Still in the Cards?
In September, we wrote a five-part series of reports that introduced a new toolkit to predict the 
probability of soft-landing, stagflation and recessionary episodes. The series details our methodology, 
but on a basic level, our framework effectively predicted periods of soft-landing, stagflation and 
recession using a threshold of 33% in the post-1950 era. It also accurately predicted episodes of policy 
pivots in the post-1990 era using a threshold of 35%. In this report, we update our framework with Q3 
data to predict the probabilities of the three scenarios occurring during the next four quarters. We also 
predict the probability of a monetary policy pivot occurring in the next two quarters.

In the third quarter, the soft-landing probability increased from 40% to 42%. Meanwhile, the recession 
probability declined to 28% from 30%, and the stagflation probability declined to 27% from 28%. 
The soft-landing probability is the highest, which indicates that the chances of a soft-landing (trend-
like growth) are higher during the next four quarters. However, elevated probabilities for all three 
scenarios should caution analysts to consider more than one scenario occurring. Additionally, new 
policies administered by the newly-elected Trump administration may affect the probabilities of each 
growth scenario in the near future.

While the probabilities of each growth scenario were little changed from last quarter, the probability 
of a monetary policy pivot occurring in the next two quarters saw a bit more movement, dropping 
to 37% in Q3 from 43% in Q2. Though still above the threshold of 35%, the declining trend in the 
probability is consistent with the Fed's most recent policy decisions. The Fed kicked off its easing cycle 
at its September meeting with a 50 bps cut, and it continued to ease at its November meeting with a 
25 bps cut. Historically, once the FOMC adopts a policy stance, it keeps it for at least several meetings. 
We therefore expect the probability of a monetary policy pivot in the next two quarters to remain 
depressed, which is consistent with our framework.
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In short, the growth scenario probabilities are little changed from last quarter, with the chances of 
a soft-landing the highest. However, the aftermath of the election has created uncertainty for the 
economic outlook, which may create volatility for the probabilities moving forward. As we wrote in 
our post-election report, President-elect Donald Trump expressed support for a variety of policy 
changes that will impact our economic outlook. More specifically, he vowed to impose a 10% across-
the-board tariff on America's trading partners with a 60% tariff levied on China. These tariff increases, 
if implemented shortly after Inauguration Day, would impart a modest stagflationary shock to the U.S. 
economy, boosting our inflation forecasts in the near term, but also dampening our economic growth 
outlook.1 Should this occur, the probability of a stagflation scenario in our growth model would likely 
increase. That said, there is tremendous uncertainty about future potential policies. Our framework 
may help eliminate some of that uncertainty by predicting potential risks to the economic outlook and 
utilizing those probabilities to forecast policy pivots. This would help decision makers create effective 
policy moving forward.

2 | Economics

https://wellsfargo.bluematrix.com/links2/link/html/4f993c49-09d7-45bd-b195-07e1289aeded/322e4e32-c2e7-490b-8055-4892f5e4144a
https://wellsfargo.bluematrix.com/links2/link/html/4f993c49-09d7-45bd-b195-07e1289aeded/1be8060e-84a2-4790-9499-08ec74389d3c


Soft-Landing, or No Soft-Landing, That is the Question Economics

Endnotes
1 – Bryson, Jay H. and Azhar Iqbal, "Stagflation from Higher Tariffs: 1970s Redux?", Wells Fargo 
Economics, 18 July 2024. (Return)
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