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“​Darkness is drawn to light, 
but light doesn’t know it;
Light must absorb the 
darkness, and therefore
meet its own extinguishment.”
Edna O’Brien, ​​acclaimed Irish novelist,                  
poet and playwright 
(Dec 15, 1930 - July 27, 2024)​
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US “Hard Landing” Risk Rising, but Still Premature
Due to a number of structural factors in the post-COVID economy, the impact of the Fed’s accelerated 
tightening cycle has taken longer to hit the real economy than the 12-18 months of historic cycles. While 
numerous economic metrics have weakened in 2024, many of them remain quite resilient (inflation 
declining rapidly, retail sales still robust, ISM services index in expansionary territory, unemployment 
rate low by historic standards, elevated labor force participation, positive “real” wage growth). 

Source: (1)  Bloomberg. Fed. Data as of August 5, 2024. FactSet Earnings Insight (Aug 2 , 2024). 

Metric Dec 2023 Current Change

Headline inflation (y/y) 3.4% 3.0%

Core inflation (y/y) 3.9% 3.3%

UofM consumer 
sentiment 69.7 66.4

US savings rate 3.6% 3.4%

Retail sales (y/y) 5.5% 2.3% 

Consumer loan 
delinquencies 2.61% 2.68%

ISM manufacturing 
index 47.1 46.8

ISM services index 50.5 51.4

Durable goods (y/y) 3.4% (-11.2%)

Estimated 2024
S&P 500 earnings 5.5% 10.8%

Metric Dec 2023 Current Change

US unemployment 
rate 3.7% 4.3%

Labor force 
participation 62.5% 62.7%

Wage growth 4.3% 3.6%

Monthly change in 
nonfarm payrolls +290k +114k

3-month avg. change 
in nonfarm payrolls +212k +170k

Initial jobless claims 
(3-month avg.) 206k 243k

JOLTS job openings 8.9 mn 8.2 mn

Quits rate 2.2% 2.1%

New home sales 654k 617k

Existing home sales 3.88 mn 3.89 mn

Key economic metrics 
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Softer Labor Data Sparks Market Sell-Off
Softer labor data late last week triggered the “Sahm rule” (3-month moving average unemployment 
rate rose 50 bps above the prior 12-month low), precipitating a significant sell-off in global risk assets. 
At 4.3%, however, the unemployment rate is significantly lower than the 6.1% average base rate the 
last 14 times the Sahm rule was triggered. Further, the uptick in unemployment was driven more by 
increasing labor participation rather than a higher number of permanent job losses. 

Source: (1-2 ) Bloomberg. Data as of August 5, 2024. 
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Market Repricing for More Accelerated Easing 
Markets began the year too dovish, and by early summer, the Fed and the markets had become too 
hawkish. Today, the markets are pricing in the “possibility” of an inter-meeting rate cut in August, two 
rate cuts by September, and four rate cuts by year end. 

Source: (1)  Bloomberg. Data as of August 5, 2024. 

Market implied total 2024 Fed rate cut expectations, bps
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Rates Rally Sharply on Recession Fears
Despite elevated geopolitical risk, UST yields moved notably higher in the 1H 2024 on resilient 
economic data and “sticky” services inflation. Over the last week, the front end of the UST curve rallied 
at the fastest pace in four decades as the market rapidly repriced expectations for the pace of Fed 
policy easing and US “hard landing” risk.

Source: (1-2 ) Bloomberg. Data as of August 5, 2024. 
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Modest Equity Market Correction Following Historic Rally 
Since October, when it became more clear that the Fed tightening cycle was complete, the S&P 500 
rallied nearly 40% through the peak of mid-July, setting 36 new record highs over the period. Since its 
July peak, the S&P 500 has declined close to correction territory (-8.5%), though remains firmly in 
positive territory YTD.  Today’s 3% sell-off (August 5) was the largest in two years. The sell-off has been 
more pronounced in the tech-heavy Nasdaq index where investors are giving back returns after a 
frenzy of AI-fueled buying adds to the broader market concern of heightened hard landing risks. While 
equity losses may continue from here, corporate earnings and fundamentals remain resilient. The 
majority of corporates are well funded with strong corporate balance sheets.

Source: (1)  Bloomberg. Data as of August 5, 2024. 
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USD Credit Spreads Still Well Below LT Averages 
Prior to recent volatility, USD credit spreads were trading near multi-decade tights, “pricing to 
perfection” the Fed’s ability to engineer a soft landing.  The spread widening in recent weeks has been 
substantive, though still modest by both the standards of LT averages and volatility episodes 
historically.

Source: (1-2 ) Bloomberg. Data as of August 5, 2024. 
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Volatility Induced Spread Decompression
The BB-BBB spread has decompressed from roughly 60 bps in July to 100 bps today. Spread 
decompression is a typical response to market volatility and a move back to more “normal” trading 
ranges.

Source: (1)  Bloomberg. Data as of August 5, 2024. 
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Energy Repricing for Lower Demand Outlook 
Commodities are now the worst performing asset class in 2024 after outperforming in the 1H. The 
decline was driven in part by slowing global growth, dovish central bank expectations and rising 
policy uncertainty ahead of the US election. However, a healthy summer transportation season, 
elevated cooling demand and delayed OPEC+ supply cuts (October 2024) should push the oil market 
into a deficit in Q3, driving crude prices higher. 

Source: (1-2 ) Bloomberg. Data as of August 5, 2024. 
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