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Executive Summary: Hold FFR at 3.50–3.75% 
Holding Best Balances Inflation and Growth Risks 

The Market Default – Hold at 3.50-3.75%

• Interest rate traders have priced in 99.5% probability of a 
hold per CME FedWatch

• Powell in March FOMC Press Conference advocated for a 
hold in the plausible estimates of neutral to help stabilize 
labor market and allow inflation to resume downward trend 
to 2%

• Fed’s March dot plot shows 19 submissions with a meaningful 
amount of movement toward fewer cuts in 2026

Our Agreeing View – HOLD

Sources: FOMC March 2026 SEP, BLS, BEA, CME FedWatch

Target Rate (BPS) Now 1 Month Ago

300-325 0.0% 0.1%

325-350 0.0% 5.8%

350-375 (current) 99.5% 94.1%

375-400 0.5% 0.0%

Three thesis pillars supported by a semi-structural model: 

Inflation Progress Remains Incomplete 

Labor Is Cooling, Not Breaking 

Growth Can Absorb Continued Restraint 

Core inflation is easing, but underlying price pressures remain 
above target. Holding preserves restraint and reduces the risk of 
easing before disinflation is secured. 

Hiring and vacancies are moderating, but employment conditions 
remain sufficiently resilient. Current weakness does not yet 
justify pre-emptive easing. 

Financial conditions and private demand remain supportive 
enough to sustain activity. Holding maintains inflation pressure 
without imposing the excess cost of another hike. 



Inflation: Core PCE inflation Path
Trend is Toward Target, but with Roadblocks

Sources: BLS CPI, BEA PCE, Federal Reserve

Core CPI in Mar ‘26

+2.6%
Gained slightly from 2.5% in 
Feb ‘26

Core PCE in Feb ‘26

+2.97%
Down from +3.05% in Jan ‘26, 
converging to target

Headline CPI in Mar ‘26

+3.3%
Energy (fuel oil) is largest 
contributor

Shelter CPI in Mar ‘26

+3.0%
0.2% increase from Feb ‘26, still 
sticky

Δ MoM Oct ‘ 25 Nov ‘25 Dec ‘25 Jan ‘26 Feb ‘26

PCE 0.2 0.2 0.3 0.3 0.4

Goods -0.1 0.1 0.4 0.0 0.7

Services 0.3 0.3 0.3 0.4 0.2

PCE less food 
& energy

0.2 0.2 0.3 0.4 0.4

Energy -0.3 1.7 0.3 -1.7 0.8

Housing 0.1 0.1 0.3 0.2 0.2

Forward view:

Shelter’s OER lag will 
mechanically compress 
headline PCE through Q3 
2026. Services in core already 
deflating from peak. Goods in 
core currently suffering for 
tariff/reshoring effects will 
normalize. PCE & CPI less 
oil/energy signal disinflation.

Tariffs & Oil: 

Passthrough effects from 
2025 Tariffs is effectively 
complete. Goods inflation 
from Tariffs peaked in 
February 2026 (Figure 4).

Black dots represent total 
tariff effect on core PCE.



Oil Shock – Supply-Side Disruption
Fed Should Parse the Geopolitical Oil Shock Historically

Sources: FOMC March 2026 SEP, BLS, BEA, CME FedWatch, S&P Global, University of Michigan Survey of Consumers

What Happened

WTI Crude Oil – Recent Spike

● Iran conflict drives S&P GSCI commodity index 

up 33% YoY, 27% YTD

● FOMC March statement explicitly flagged Iran 

conflict as upside inflation risk in 2026

● BOE and ECB consider hikes — indicative of 

global caution

● Short-run UMich inflation expectations spiked 

● US is now a net exporter of oil and LNG to 

Western allies facing supply shortages

● BOJ/ECB import exposure is different

● Long-run expectations anchored (TIPS 5y5y, 

UMich 5-10yr both stable) 

● Oil/energy is a supply-side shock, the Fed's 

demand-side tool cannot fix price level

● Fed should discount temporary energy vol

Bottom line: Fed should look through this shock just as 

it did post-2022 Russia-Ukraine War energy spike

“[Are Oil Shocks Inflationary? Asymmetric and Nonlinear 

Specifications versus Changes in Regime] finds that since 

around 1980, oil price changes seem to affect inflation 

only through their direct share in a price index, with 

little or no pass-through into core measures.

– Mark A. Hooker

Factor 1979 2026

US Energy 
Position

Net importer 
(~7-9M 
barrels/day)

Net exporter 
(petroleum flat 
to slight)

Fed Credibility
Weak (Great 
Inflation era)

Strong (post-
Volcker 
disinflation 
framework)

Inflation 
Expectations

Unanchored Well-anchored

Domestic 
Production

Constrained

Record highs 
(produces 
record ~13M 
barrels/day)

Strategic 
Petroleum 
Reserve Buffer

Depleted 
(~100-200M 
barrels)

Available 
(~400M barrels)

1979 Parallel – Key Differences Fed’s Policy Framework



Labor Market: Headline Strengths Masks Softening
Delta Exists Between Reported Strength and Underlying Fragility

Sources: BLS Employment Situation April 2026, Trading Economics, CNBC

Nonfarm Payrolls Mar ‘26

+178K
Beat consensus of +57K, Feb ‘26 
revised to -133K

Unemployment Rate Mar ‘26

4.3%
Down 0.1 pp, labor force 
contraction

Wage Growth (YoY)

3.5%
Lowest since Covid, 
disinflationary signal

Long-term unemployed

1.8M
25.4% of all unemployed, with 
% rising MoM

● Headline labor strength masks underlying deterioration, 
with unemployment near 4.3% due to labor force 
contraction

● Wage growth decelerating to 3.5% YoY, consistent with 
easing labor market tightness and reduce inflationary 
pressure

● No-hire/No-fire industry dynamic with hiring rate at 3.1% 
matching Covid & GFC-level lows Federal employment -
355K (-12%) since Oct 2024 is a DOGE caused shift

● Traditional Phillips Curve relationships may be breaking 

down as productivity outpaces labor demand

Outlook:
● Unemployment gap = U3 - NAIRU, U3 < NAIRU means negative unemployment gap

● Standard textbook interpretation: labor market is tight, demand > supply

● Our interpretation: unemployment gap is lagged and overestimated, structural labor changes 
(immigration, DOGE, participation shifts, AI) 



AI – Productivity Jumps & Worker Displacement
A Structural Break in the Labor Market, Not a Cyclical Phenomenon

● Real wage growth shows deceleration from 
post-COVID highs

● Workers feel stagflationary pressure even 
though real wages are positive

● This artificial consumer perception shapes 

expectations as well as the inflation and wage 

bargaining dynamics

● Anthropic Economic Research: AI 

exposure is still far below theoretical 

capability so no yet realized high 

displacement

● Resume.org business survey finds 

58% of companies plan layoffs in 

2026, with 35% citing AI adoption as 

the primary driver

● MIT CSAIL + ORNL Iceberg Index: AI 

exposure covers ~11.7% of U.S. wage 

value equivalent to about $1.2T in 

annual wages across ~151M workers 

and 923 occupations

● 1990s computers boom: similar high 

task exposure, no immediate labor 

displacement, lagging unit labor cost 

compression

AI-Driven Labor Disruption by SectorReal Wage Growth

Sources: BLS Employment Situation April 2026, arXiv, Resume.org, Anthropic, Atlanta Fed

http://resume.org
http://resume.org


Real Economy: Consensus Growth Softening
Concerning GDP Growth, Consumer Spending & Business Investment

Growth Drivers

● Consumer spending remains resilient, supported by positive real 
income growth

● AI-related CapEx continues business investment
● Carryover momentum from 2025 supports full year growth 

expectations ~2.2-2.4%

Sources: BEA, FOMC March 2026 SEP, Atlanta Fed

Headwinds Building

● Consumption increasingly credit driven, with savings rate 
declining and buffers eroding

● Growth momentum slowing with real time GDP tracking closer 
to ~1.3%

● Political and geopolitical uncertainty dampening consumer and 
business confidence



Financial Conditions: Tightening at the Margin
Markets Pricing Adds to Our Conviction

Domestic Financial Conditions Trade & Tariffs

Sources: CME FedWatch, Federal Reserve, March 2026 FOMC SEP, Penn Wharton Budget Model, ICE BofA

● Effective tariff rates have 

increased sharply, 

marking a clear shift to a 

higher trade barrier 

regime

● Tariffs are acting as a 

persistent drag on 

growth, with estimated 

impacts of ~0.2-0.8% on 

GDP

● Elevated trade policy 

uncertainty continues to 

weigh on business 

investment and planning

● Tariffs function as a 

supply-side shock, 

putting upward pressure 

on import prices and 

inflation

● DXY down ~1% in recent weeks, but remains ~5-7% above mid 2024 levels

● Prior USD strength tightened global conditions, with EM currencies down ~5-10% vs USD at peak

● Rate differentials remain elevated, with US 10Y yields ~4.3-4.4% vs ~3-3.5% in Europe

● Dollar strength historically associated with ~0.2-0.4pp drag on global growth via trade channel

● FX volatility elevated, with DXY swings of ~3-4% over recent months reflecting policy uncertainty

Dollar 

& Intl.

DXY

● Equity markets off highs, reflecting higher discount rates and weaker 

sentiment

● Financial conditions tightening gradually, reflecting early stage repricing in 

credit markets

● Spreads remain below prior stress levels (HY ~3-3.5%, IG ~0.9-1.0%) 

indicating tightening remains orderly



Key Risks & Exogenous Shocks
Inflation Risk Persists, but Downside Risks to Growth Are Building

Sources: CME FedWatch, Federal Reserve, March 2026 FOMC SEP

Risk Factor Direction Our Assessment

Iran/Oil Escalation ↑ Inflation Raises headline inflation while acting as a drag on real income and consumption

AI-Driven Labor Disruption
↓ Employment

Gradually weakens labor demand, increasing downside risks to employment and 
wage growth

OBBA Fiscal Expansion ↑ Growth Supports near term growth but risks sustaining inflation pressures

Dollar Depreciation ↑ Import Pricing Increases import prices, adding modest upward pressure to inflation

Financial Stability ↓ Growth
Early tightening in financial conditions may amplify downside risks to growth if 
sustained

Global Risk-Off ↑ USD, ↓ Growth Strengthens the dollar and tightens global conditions, weighing on external demand

Long Lags ↓ Growth Lagged effects of restrictive policy are likely to weight more heavily on growth ahead



Semi-Structural Model: Overview & Block A
Block A: Lock the Common Information Set

1

Current Macro
Snapshot

2

4 Sector Driver 
Baselines

3

Sector Score 
Weightage

4

Feasible Policy 
Paths

5

Shock 
Library

Latest available macro
data frozen before path
comparison

One common starting
point for every candidate
path

Quarterly discretionary baseline
forecasts for Q2-Q4, built from

our judgment

Inflation Drivers

Eg.: Core PCE YoY, CPI YoY / 5y5y 
breakeven, etc. 

Labor Drivers
Eg.: Unemployment rate, Prime-age 
LFPR, Vacancy / unemployment ratio, 
etc

Real Economy Drivers
Eg.: Real GDP growth, ISM 
Manufacturing PMI, Real PCE growth, 
et.

Financial Conditions Drivers

Eg.: Chicago Fed NFCI, 10Y Treasury 
yield, S&P 500 / HY spread, etc

How we summarize economic performance by sector

Sector score = weighted sum of sector 
drivers

Sector Score Measurement Weights

• Training sample: Jan 2005 to present
• Sign-constrained Ridge (Inflation, Labor, Financial 

Conditions)
• Sign-constrained Ridge-Bridge (Real Economy)
• Expanding-window 1-quarter-ahead cross-validation
• Weights locked before policy comparison

Training Benchmarks

Inflation Benchmark

0.60 × Core PCE YoY + 0.25 × Dallas Trimmed 
Mean PCE Inflation + 0.15 × Cleveland Median 
CPI Inflation

Labor Benchmark
0.50 × Unemployment Gap − 0.30 × Vacancy / 
Unemployment Ratio − 0.20 × Prime Age LFPR

Real Economy 
Benchmark CFNAI MA3

Financial Conditions 
Benchmark ANFCI

Supplemental model: Sector-level BVARX

Constrained universe of 7 
remaining FOMC meetings 

(April to year-end)

↓
Cut

25bp

=
Hold
0bp

↑
Hike
25bp

Constraints

• Level bounded around the 
starting rate

• Operationally plausible 
paths only

Implemented through:
Meeting-by-meeting 25 bp 
moves, bounded levels, and no 
immediate reversal

Shared risk scenarios applied 
to every feasible policy path

Shock Families (4)

• Inflation persistence
• Labor downside
• Financial tightening
• External supply / trade

Variants Per Family

Mild   |   Base   |   Severe

Driver-level shock deltas supplied
through judgment.

Manually Tested Multi-Shock 
Cases On Top Candidates

• Stagflation combo
• Demand slump combo
• Restrictive sticky combo

Fed-style process: sector intelligence + baseline forecasting + participant judgment + risk discussion + model-based comparison

Block A
Freeze Inputs

Block B
Walk Paths Forward

Block C
Score Policy Tradeoffs



Block B: Walk Feasible Policy Paths Through the Economy

1

Quarterly Effective 
Policy Path

Each feasible meeting path is 
converted into a quarterly 
effective policy path

Transmission is modeled at the 
quarterly horizon

2

Policy First Enters Financial 
Conditions

Policy deviation from the reference path 
enters the walk-forward through financial 

conditions first

● Estimated empirically as a 
quarterly ARDL-style relationship 
on financial-condition drivers

● Current and lagged policy 
deviations are used to estimate 
effects on all drivers

● Distributed-lag specification lets 
policy effects build gradually and 
be cross-checked out-of-sample

ARDL-style = core model 
BVARX = statistical check

3

Recursive Spillovers into 
Other Sectors

After financial conditions move, rest of 
the economy walks forward through a 

recursive spillover chain

Financial Conditions → Real Economy → 
Labor → Inflation

The financial-conditions sector score 
calculated from adjusted financial drivers 

feeds the macro spillover chain

Robustness Check:
BVARX and state-dependent variants were 
used to validate direction and ordering

4

Apply Shocks to get Final Sector 
Paths

Shock deltas map to drivers to get Final Sector 
Paths

Step 1 Adjusted financial drivers → financial-
conditions sector score

Step 2 Financial-conditions score → real 
economy / labor / inflation spillovers

Step 3 Driver-level shock deltas applied

Step 4 Re-aggregate to final sector paths for 
each quarter and scenario

These scenario-specific sector paths feed into Block C

Quarterly Mapping
Quarterly effective policy rate = day-weighted 
average of meeting-level policy rates

Empirical Entry Specification

Change in each financial-conditions driver = prior-
quarter driver effect + current quarterly policy 
deviation from reference path + first lag + second lag

Recursive Macro Specification

Inflation spillover = prior inflation effect + effect of 
labor sector score + direct effect of financial-
conditions sector score

Re-aggregation / Robustness

Final sector path = baseline score + policy-driven 
adjustments + shock adjustments from driver level

Block A
Freeze Inputs

Block B
Walk Paths Forward

Block C
Score Policy Tradeoffs

Semi-Structural Model: Overview & Block B



Semi-Structural Model: Overview & Block C
Block C: Score Feasible Policy Paths Against the Policy Objective

Ideal Conditions

Each sector is judged against an absolute 
policy target

Sector target = Fed-informed ideal 
conditions translated into score space

Inflation

Core PCE 2%

Labor

Discretionary Sector Score

Real Economy

CFNAI = 0

Financial Conditions

ANFCI = 0

Horizon 
Transformation

Each path is evaluated across the near 
term, year-end, and a terminal quarter.

Sector horizon loss = 35% near-term + 
50% year-end + 15% terminal

● Near term = average of Q2 and Q3
● Year-end = Q4 and carries the most 

weight
● Terminal = Q1 next year to avoid 

buying short-run gains at the cost of 
what follows

Near term = avg(Q2,Q3)

Year-end = Q4

Terminal = Q1 next year

Sector Loss 
Aggregation

The same four sectors are aggregated into 
one policy loss using explicit policy 

weights.

Scenario loss = 40% inflation + 30% labor 
+ 15% real economy + 15% financial 

conditions

● Inflation carries the most weight 
because price stability remains the 
binding objective

● Labor is next because downside 
labor-market damage is costly and 
persistent

Asymmetric Penalties:

● Inflation upside
● Labor downside
● Real-economy downside
● Excessive financial tightening

Final Path Ranking

Each path is aggregated across baseline 
and shock scenarios, then adjusted for 

policy whipsaw.

Expected macro loss = 60% baseline loss + 
40% equal-weight shock loss

● All paths face the same shock suite, 
including selected compound stress cases

● Top candidates are manually tested 
against multi-shock combinations

Final path loss = 90% expected macro loss 
+ 10% whipsaw penalty

● Whipsaw penalizes unnecessary volatility 
and reversals in the path itself

Block C scores absolute sector conditions against ideal targets.

1 3 42

Block A
Freeze Inputs

Block B
Walk Paths Forward

Block C
Score Policy Tradeoffs



Model Result
Recommends Hold

Cut vs. Hold vs. Hike

● Hold wins the full objective

● Cut introduces unnecessary easing risk 

● Hike is too costly to defend as an alternative

Holding best balances both risks: it preserves progress on inflation while avoiding 

unnecessary damage to growth and employment. The current backdrop favors 

patience over either premature easing or additional tightening.



April FOMC – Dual Mandate Balance in a Dynamic Environment

Our Final Recommendation

Inflation Unemployment

Final Judgement: Hold FFR at 3.50-3.75% 

Asymmetric downside risk
● Supply-side

○ Labor force participation rate contraction
○ Immigration, DOGE

● Demand-side
○ AI-displacement, productivity

Stalling/disinflationary wage growth outlook
● Stagflation perception
● Lack of employee confidence
● Lack of wage negotiating power

JOLTS hiring rate slips
● No-fire no-hire environment
● Slacking job openings

Iran Conflict

● Passthrough effects

● Reigniting negotiations

○ S&P rally, Crude prices down 20% from peak

Shelter

● OER lags will continue deflation

Services 

● Deflationary trend in past 4 months

Tariff effects

● Peaked in Feb 2026

● Estimated that effects are largely over

○ Source: Minton, Ray, Somale (2026)
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