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Improved spending outlook lifts GDP
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Key takeaways

• We have revised our forecast for 
2026 GDP growth up by 0.3ppt 
to 2.3% based on an improved 
outlook for consumer spending.​

• Loosening financial market 
conditions, solid real disposable 
income growth, stronger 
mortgage refinancing, and larger 
tax refunds will support spending 
next year.​

• Tight bond spreads, wide profit 
margins, and fading policy 
uncertainty will support business 
equipment spending next year.​

• Less immigration will reduce the 
economy’s potential growth in 
the near-term.



Effective tariff rate unchanged in October
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Key takeaways

• The sectoral tariffs announced 
on pharmaceuticals, furniture, 
and heavy trucks didn’t move 
the needle on the overall 
effective tariff rate in October.​

• Pharmaceutical tariffs will have 
the largest potential 
impact, but the exemptions 
for generic drugs, chemical 
precursors, and for companies 
with manufacturing plants in 
the US will blunt the impact.​

• The biggest threats still in the 
pipeline come from 
semiconductor tariffs as well 
as a new investigation into 
machinery and robotics.
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Focus: Government shutdown



A prolonged shutdown would be costly
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Key takeaways

• The ongoing government 
shutdown lends downside risk to 
our Q4 GDP forecast. We estimate 
it would reduce growth by 
0.1ppt-0.2ppt per week.​

• Over 600k workers have been 
furloughed. If the shutdown lasts 
through the end of the month, 
the shock to federal workers’ 
income could reach $140bn 
annualized.​

• The hit to spending may be worse 
if workers question whether they 
will receive backpay.​

• Federal contract activity has 
slowed substantially, meaning 
there could be knock on effects 
for the private sector.

Source: Oxford Economics



Missed payments and slashed contract activity will 
hurt spending
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Sources: Oxford Economics, USA Spending
Sources: Oxford Economics, Bipartisan Policy Center



Health check on the 
economy
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Private data sources tell optimistic story
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Key takeaways

• Available data amid the 
government shutdown show no 
broad-based layoffs, supporting 
our view that a U.S. recession 
remains unlikely over the next 12 
months.

• Even with hiring slowing, income 
growth and retail spending 
remain resilient, although a 
prolonged shutdown is a key risk.​

• AI-related investment has 
sufficiently offset the weakness 
elsewhere in business equipment 
spending.​

• Lower mortgage rates should 
support a gradual recovery of the 
housing market next year.

Source: Oxford Economics



Reported high frequency indicators aren’t flashing red
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Source: Oxford Economics



Labor market continues to 
soften
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Unemployment will rise, not skyrocket
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Key takeaways

• With the September jobs report 
delayed due to the shutdown, we 
turn to private sector data. It 
continues to show sluggish hiring 
but a slow pace of layoffs.​

• Small firms accounted for the bulk 
of the decline in employment in 
September according to the ADP 
report. ​

• The new H-1B visa fees are 
prohibitively high for many 
workers. This will further weigh on 
immigration and labor force 
growth.​

• The shutdown has caused a spike 
in jobless claims by federal 
workers. 



Available data shows sluggish hiring, especially for 
small businesses
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



H-1B visa fees are prohibitively high and will weigh on 
immigration
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Jobless claims spike amid shutdown, but layoffs remain 
stable
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Consumer spending in solid 
shape
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Brighter outlook for consumer spending

16

Key takeaways

• We have revised our outlook for 
consumer spending growth up 
0.4ppt, to 2.2% in 2026. ​

• The upcoming holiday shopping 
season is expected to see strong 
sales volumes. Solid household 
balance sheets and stock market 
strength will underpin spending.​

• While tax cuts are retroactive for 
2025, withholding tables haven’t 
been updated yet. This will lead 
to larger tax refunds, which tend 
to boost discretionary spending.​

• New fiscal policy, an outsized 
wealth effect, and tariff-related 
price increases will widen the 
bifurcation of high- and low-
income consumers.



Holiday shopping will start earlier and be stronger this 
year
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Strong tax refunds will support disposable income 
growth next year

18

Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Bifurcation of high- and low-income consumers continues 
to widen
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Penn Wharton



Housing market outlook 
improves
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Housing starts will avoid downturn
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Key takeaways

• Improved homebuilder sentiment 
is consistent with our forecast for 
housing starts to gradually 
improve next year as sales improve 
and inventory declines.​

• With mortgage rates edging closer 
to 6%, more buyers and sellers will 
be brought into the market. This 
lends upside risk to our forecast for 
home sales to stay flat in H2.​

• Interest rate cuts and stimulus 
from the Republican budget law 
will help sales recover in 2026.​

• Apartments are set to outperform 
other asset classes, as their real 
estate values continue to grow.



Falling mortgage rates will support home sales
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Improving sentiment and declining inventories will lift 
home starts
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Apartment capital values on track to grow steadily in 
2026
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Sources: Oxford Economics, Census Bureau Sources: Oxford Economics, Zillow



Manufacturing has areas for 
growth
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Industry conditions will recover in 2026
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Key takeaways

• Industrial production will continue 
to slow in H2. Aerospace, high-
tech goods, and pharmaceuticals 
will remain bright spots, thanks to 
strong demand and investment.​

• The availability of labor, existing 
infrastructure, and established 
supply-chains will make 
Midwestern and Southern states 
attractive for reindustrialization.​

• Fiscal policy, lower interest rates, 
and reduced uncertainty will 
provide a better environment for 
business investment in 2026.​

• While supply-chain stress remains 
elevated, an excess capacity of 
shipping containers means freight 
rates won’t exert inflationary 
pressures.



High-tech, aerospace, and pharma sectors have been resilient
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



States with existing infrastructure and lower costs 
attract investment
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Sources: Oxford Economics, Census Bureau, BLSSource: Oxford Economics



Excess shipping capacity will help ease elevated supply-chain 
stress
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Sources: Oxford Economics, Haver Analytics



Tariffs are boosting inflation
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Core inflation has a bit more to rise
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Key takeaways

• Core inflation was 2.9% in August. 
With the tariff impact stripped 
out, we estimate core inflation 
would tracking at 2.5%, still a 
touch above the Fed’s target.​

• We estimate that two-thirds of 
the tariff passthrough has already 
occurred.​

• The price of many goods have 
risen by nearly 5% compared to 
their pre-tariff trend. Electronics, 
furniture, and recreational goods 
have seen the largest impacts.​

• We expect core PCE inflation to 
rise to 3.0% before year-end. New 
sectoral tariffs, elevated inflation 
expectations, and a weak dollar 
keep risks to the upside.​



Higher tariffs are lifting core goods prices
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Census Bureau



If policy stands, most tariff passthrough has already 
occurred
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Sources: Oxford Economics, Census Bureau Source: Oxford Economics



Sticky inflation expectations and a weak dollar add 
upside risk
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Sources: Oxford Economics, Haver Analytics



Financial market conditions 
and the Fed
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Fed resumes its rate cutting cycle
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• Key takeaways

• Risks are now tilted toward the 
health of the labor market. In the 
absence of data due to the 
government shutdown, we expect 
the Fed will issue another insurance 
rate cut in October.​

• We believe the neutral interest rate 
has stayed flat since Trump took 
office.​

• Financial conditions are loosening 
thanks to strength in equities. 
Leading indicators suggest US 
corporate earnings will stay strong 
in Q3.​

• Increased treasury supply has 
pushed repo rates higher, draining 
excess liquidity from the Federal 
Reserve. We expect the Fed will end 
QT by early 2026.



Fed expected to issue another “insurance” rate cut in 
October
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Sources: Oxford Economics, Haver Analytics, Federal Reserve Bank of St. Louis



Financial conditions loosen, as strength in equities persists
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Source: Oxford Economics



Repo market pressures will likely end QT by beginning of 2026
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Sources: Oxford Economics, Bloomberg Sources: Oxford Economics, Haver Analytics



Forecast summary
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US yearly outlook table 
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US quarterly outlook table 
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Fiscal Policy Assumptions
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Major tariff assumptions
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