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The prospects for further ﬁscal stimulus have dimmed further, as another week
has gone by without any progress. At this point, a major stimulus package
before the election looks like a long shot and we expect Congress to leave at the
end of September without extending the extra unemployment insurance
payment, approving another round of stimulus payments, or providing additional
support to small businesses or state and local governments.
Next week is likely to bring some clarity. Congress is likely to start moving next
week on the ﬁnal piece of major pre-election legislation, to extend spending
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authority past September 30, the end of the ﬁscal year. If ﬁscal stimulus
measures are not included in that bill, or a deal is not announced next week,
ﬁscal stimulus will likely be on hold for the rest of the year.
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The outcome of the ﬁscal debate is likely to mean changes to our forecast for
Q4. Our current forecast assumes a $1 trillion package, including partial
extension of the extra unemployment beneﬁt and additional PPP loans. Failure to
pass any additional ﬁscal measures would likely lead us to downgrade our
growth estimates for Q4. By contrast, enactment of the sort of package that
President Trump or Speaker Pelosi have both endorsed would likely lead us to
upgrade our view for Q4.
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There is still a fairly good chance for additional stimulus, eventually. If Democrats
win the White House and both chambers of Congress, we expect them to pass a
large ﬁscal stimulus package, similar to the $2.2 trillion proposal Speaker Pelosi
has endorsed, as one of the ﬁrst orders of business in 2021. This would be in
addition to Vice President Biden’s longer-term ﬁscal expansion plans. Some
additional ﬁscal relief would also be possible under divided government, though
the magnitude would likely be much smaller.
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Further Fiscal Stimulus in 2020 Looks Unlikely
Two weeks ago we reduced our expectations for ﬁscal stimulus, both in terms of the
size of a potential package and the probability that Congress passes it this year. In light
of the lack of progress since then, the odds have declined further and we believe the
most likely scenario is that Congress will have passed no additional ﬁscal relief when
lawmakers leave Washington at the end of September.
At this point there appear to be several obstacles to a deal. The two parties have
different incentives and priorities ahead of the election. President Trump has
emphasized the need for additional payments to individuals, which if enacted in late
September would probably reach consumers in mid-October, roughly two weeks before
Election Day. While Democrats included another round of payments in the “HEROES
Act” that the House passed in May, they have not emphasized the issue recently. By
contrast, House Speaker Pelosi has put particular emphasis on the need for ﬁscal aid to
state and local governments, most of which would not reach the economy until after the
election and which President Trump has described as a “bailout”.

Congressional Republicans and the White House have not uniﬁed around a single
proposal. Senate Republicans released several proposals in early August that together
would have totaled more than $1 trillion. This did not have sufﬁciently broad Republican
support and, more recently, the Senate voted on a scaled-down package that totaled
$650bn, partially offset by repealing $350bn in unspent funds. The White House has
supported a $1.5 trillion ﬁgure but has not publicly released its own proposal. Without a
single proposal to unify Republicans around, Democratic leaders are unlikely to feel
pressure to compromise.
The deadlines that could have increased pressure to reach a deal look unlikely to
do so. Funding for the extra $300/week payment looks likely to run dry soon but the
situation varies by state so it has failed to gain national attention. Government spending
authority expires September 30, which also could have been a forcing event. However,
Congress looks increasingly likely to pass a fairly “clean” continuing resolution (CR) to
extend spending authority into December. While the CR could still serve as a legislative
vehicle for any deal that lawmakers reach, it looks unlikely to create pressure to reach a
deal.
We see three potential scenarios:
1. Congress does nothing before the election. This appears to be the most likely
outcome, for the reasons discussed above. In this scenario, we would expect that
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The election outlook might be inﬂuencing positions in the negotiation. Prediction
markets, polls, and external election models all imply that a Democratic sweep is the
most likely outcome. If congressional Democrats also believe this, they might prefer to
wait to enact a larger ﬁscal relief measure in early 2021 rather than a smaller package
this month that might drain momentum for a larger bill next year. Of course, this has
obvious disadvantages, namely the lapse of enhanced unemployment beneﬁts and
other ﬁscal support for four months.
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Congress would recess for the election and reconvene from late November until
mid-December. We would not entirely rule out passage of a limited package of ﬁscal
relief measures at that point, given that most CARES Act provisions expire at
year-end, including expanded eligibility for unemployment insurance. However, it
seems very unlikely that Congress would pass a large (i.e., $1 trillion or more) ﬁscal
relief measure in a lame duck session near year-end.
2. Congress passes a $1.5 trillion to $2 trillion package. This is still clearly possible,
though it seems increasingly unlikely. As noted above, the President has
emphasized another round of payments to individuals while Speaker Pelosi has
emphasized state ﬁscal aid. For a large deal to be reached, the President would
likely need to publicly propose an agreement in the range of $2 trillion that includes
a substantial amount of state ﬁscal aid, which he continues to publicly oppose. If he
endorsed such a package, congressional Democrats might come under public
pressure to support it. However, even if they did, there would likely still be
disagreements over the composition of the package and Senate Republican leaders
might hesitate to put a bill on the Senate ﬂoor that many Republican senators would
likely oppose.
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3. Congress passes a limited package that omits state ﬁscal aid and stimulus
payments. There appears to be fairly broad support for extending the extra
unemployment payment though there is less agreement on what the weekly
amount should be. There also appears to be broad support for allowing the
hardest-hit small businesses to take a second round of PPP loans and to provide
some additional funding for this, and House Republicans are mounting an effort to
force a vote on standalone PPP legislation before Congress leaves at the end of the
month. The cost of a limited package might be something like the $650bn in the
Senate Republican proposal, or less. This would allow lawmakers to avoid returning
home empty-handed ahead of the election, but would probably not change the
economic outlook in October enough to impact the election result.
We will probably know the answer by next week. We expect the House to take up
its continuing resolution sometime between September 23 and 25, followed by the
Senate the next week ahead of the September 30 deadline. Since the CR looks likely to
be the last major legislation that Congress will pass before leaving for the election, if
there are no ﬁscal stimulus measures added to that bill, the probability of pre-election
ﬁscal stimulus would then be very low. We would also note that stimulus payments
would likely take around two weeks to send out. With early voting and mail voting
playing such a large role in this year’s election, passing legislation after the end of the
month would likely mean that many voters might have already voted by the time they
receive their payment. This could reduce the political incentive the White House would
have to enact major stimulus legislation in October.
The outcome of the stimulus is likely to lead us to make forecast changes. Our
current economic forecast has assumed enactment of a $1 trillion ﬁscal package that
includes $400/week unemployment beneﬁts and another round of PPP loans. This was a
middle-ground assumption which was roughly halfway between the $1.5 to $2 trillion
package that has been discussed and no further stimulus in 2020, which we viewed as
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almost as likely an outcome. If Congress passes a broad stimulus package (scenario 2
above), we would likely upgrade our forecast for growth in Q4, as it would exceed what
we have currently assumed.
By contrast, if Congress fails to pass any stimulus measures, we are likely to
downgrade our expectations for Q4. In a recent report we laid out the growth
implications of this scenario. However, we applied standard marginal propensities to
consume (MPCs) that might be too high in light of data for August showing that retail
sales in August continued to grow despite the lapse in the extra $600/week
unemployment payment.
While the odds of additional stimulus in 2020 seem low, the odds of additional
stimulus in the next year are much higher. Prediction markets put the probability of a
Democratic sweep—control of the White House and both chambers of Congress—at
50%. Under this scenario, we would expect them to enact a substantial ﬁscal stimulus
package in the range of the $2.2 trillion ﬁgure that Speaker Pelosi has endorsed. This
would be in addition to Vice Biden’s President longer-term ﬁscal expansion plans. Some
additional ﬁscal relief would also be possible under divided government, though the
magnitude would likely be much smaller. Taking prediction markets at face value and
combined with the fairly low—but not zero—probability that Congress might enact a
stimulus package this month, the odds of meaningful ﬁscal stimulus by Q1 2021 still
appear fairly high. This might explain why ﬁnancial markets have not responded more
negatively to the worsening outlook for stimulus this year.
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