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Shutdown impacts growth forecasts​
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Key takeaways

• We lowered our forecast for 
2025 GDP growth down by 
0.1ppt to 2.0% due to the 
government shutdown. 
Backpay for federal workers 
means most of the drag will be 
made up in Q1 2026.​

• AI-related investment will 
remain strong. Tight bond 
spreads, wide profit margins, 
and easing policy uncertainty 
will lead to a broader rise in 
equipment spending.​

• The US may be entering a 
jobless expansion. Productivity 
gains will be important for the 
economy’s growth potential, as 
immigration restrictions and an 
aging population limit labor 
force growth.



Effective tariff rate lowered in November​
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Key takeaways

• The latest trade deals with China 
and Switzerland, and exemptions 
for agricultural products have 
lowered the effective tariff rate 
close to 13%.​

• While a Supreme Court decision 
blocking Trump’s use of IEEPA 
could significantly lower the US 
effective tariff rate, there are 
several other legal channels by 
which he could raise tariffs again. 
It is unlikely to alter the end 
point for tariffs in our forecast.​

• 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: A bifurcated economy



Spending upheld by wealthier consumers​
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Key takeaways

• Consumer spending has become 
dependent on the strength of 
high-income households, while 
low-income households struggle 
to maintain their discretionary 
spending.​

• The middle-class being held up 
by strong balance sheets. 
Stronger real income growth 
should help their spending in 
2026.​

• Smaller firms are struggling amid 
policy uncertainty and tariffs. 
They  also lack the resources to 
capitalize on the AI boom and 
face tighter lending standards.​

• Wage growth is declining for 
young adults, which could have a 
long-term scarring impact.

Source: Oxford Economics, Haver Analytics



Small businesses, young workers seeing lower earnings 
than usual​
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Sources: Oxford Economics, Bloomberg Sources: Oxford Economics, Haver Analytics



Health check on the 
economy

8



Economy didn’t crack during shutdown​
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Key takeaways

• The first BLS labor market data 
following the shutdown showed 
conditions have not rapidly 
deteriorated.​

• Job growth picked up and initial 
claims stayed muted, supporting 
our view that a U.S. recession 
remains unlikely over the next 12 
months. ​

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

• Declines in mortgage rates should 
support a gradual recovery of the 
housing market next year. 
Although refinancing activity may 
be lower than expected.

Source: Oxford Economics



Outside of travel, high frequency indicators are stable​
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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

• While low-hire, low-fire conditions 
persist, the September jobs report 
offers some reassurance that the 
labor market wasn’t crumbling 
before the shutdown.​

• Small firms explain much of the 
slowdown, though supportive 
fiscal policy and looser financial 
conditions should offer a better 
environment in 2026.​

• Modest employment gains and 
productivity driven GDP growth 
points towards a jobless 
expansion, leaving the economy 
vulnerable to adverse shocks. ​

• Weak labor market conditions are 
disproportionately impacting Gen 
Z, with unemployment rising and 
wage growth declining for the 
group.



Job growth in September beat expectations​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Labor demand is sluggish, especially for small businesses​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



A jobless expansion is a key risk to the economy​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Current labor market conditions are challenging for 
Gen Z​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Consumer spending in solid 
shape
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Solid outlook for consumer spending​
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Key takeaways

• Despite economic headwinds, 
consumer spending will still grow 
at a favorable pace for the rest of 
the year. In 2026, we expect 
consumption growth to average 
2.1%.​

• Rising wealth from stock market 
gains are a primary driver of 
spending, especially for the 
upper class.​

• While consumption patterns are 
bifurcated between high- and 
low-income households, the 
middle class still drives over half 
of spending.​

• The shutdown drove dips in 
consumer sentiment in October, 
although spending remained 
resilient. 



Gains in wealth have driven consumption since the 
pandemic​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Over half of spending is driven by the middle class​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



The shutdown contributed to dips in confidence and 
sentiment  ​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Penn Wharton



Housing market outlook 
improves
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Gradual recovery ahead for housing​
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Key takeaways

• Lower mortgage rates and high 
inventories will gradually support 
housing market recovery in 2026. ​

• Slowing home price growth will 
improve also assist in improving 
housing affordability; however, 
homebuying still remains out of 
reach for most households. We 
expect mortgage rates to settle 
near 6% next year.​

• Refinancing opportunities are 
limited to just 3 million eligible 
households. Beneficiaries are 
primarily older first-time 
homebuyers in California, Texas, 
and Florida. 



Improved sentiment and supply will support a slow 
recovery in 2026​
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Sources: Oxford Economics, Haver Analytics



Despite improved affordability, homebuying is out of 
reach for many​
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Sources: Oxford Economics, Census Bureau Sources: Oxford Economics, Zillow



Few mortgage holders will benefit from refinancing 
opportunities​
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Sources: Oxford Economics, Fannie Mae, Freddie Mac, Ginnie Mae​ Sources: Oxford Economics, Fannie Mae, Freddie Mac, Ginnie Mae​



Manufacturing has areas for 
growth
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Manufacturing faces a slow recovery​

28

Key takeaways

• Manufacturing activity is sluggish, 
and firms have responded by 
reducing headcount. It will take 
time for lower interest rates, falling 
policy uncertainty, and business 
investment tax incentives to lift the 
sector.​

• Encouragingly, the ISM prices 
index fell in October, suggesting 
tariff induced price pressures are 
subsiding.​

• Productivity boosts from AI 
investments are set to primarily 
support larger firms in information 
and professional service industries.​

• Depressed oil prices and excess 
shipping capacity will continue to 
ease supply chain stress.



Manufacturing faces headwinds from tariffs and policy uncertainty​
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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, Haver AnalyticsSources: Oxford Economics, Census Bureau



Low oil prices and excess shipping capacity to offer supply chain 
relief​
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Sources: Oxford Economics, Haver Analytics
Sources: Oxford Economics, Haver Analytics



Core inflation to moderate 
next year
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Core inflation to moderate in 2026​
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Key takeaways

• We expect core inflation to 
moderate in the latter half of 
2026 as the tariff impact fades, 
housing disinflation intensifies, 
and the labor market remains 
neutral for inflation; however, 
upward pressure from slowing 
immigration is a key risk.​

• We estimate that the 10% 
reduction in tariffs on China will 
lower inflation by 0.1 ppt in 2026.​

• Recent tariff exemptions on food 
and will reduce the overall 
effective tariff rate by 0.5ppts to 
12.8%, though the impact on 
inflation will be minimal. Further 
food exemptions aren’t off the 
table.



Inflation to moderate in 2026, though immigration is an 
upside risk​
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Sources: Oxford Economics, BLS Source: Oxford Economics



Trade de-escalation with China will slightly reduce 
inflation ​
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Sources: Oxford Economics, Census Bureau Source: Oxford Economics



Tariff exemptions target food costs amid affordability 
concerns​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Census Bureau



Financial market conditions 
and the Fed
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Fed could pause in December​
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Key takeaways

• The October FOMC meeting 
minutes showed a divided 
committee. The outcome of the 
December meeting will be a close 
call, and we think financial markets 
are too optimistic when fully 
pricing in a rate cut.​

• Financial conditions are loosening 
thanks to strength in equities. 
While tech continues to lead, Q3 
reporting saw strong earnings 
momentum across sectors, 
supported by productivity gains. ​

• Fed announced an end to QT 
starting December 1. The policy 
change aims to quell upward 
pressure on overnight borrowing 
rates, not alter the course of 
monetary policy.



A divided FOMC likely means a cautious approach to cuts 
in 2026​
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Sources: Oxford Economics, Haver Analytics



Financial conditions loosen and strength in equities persists​

40

Source: Oxford Economics



Repo market pressures put the Fed on course to end QT in December​
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Sources: Oxford Economics, Bloomberg Sources: Oxford Economics, Haver Analytics



Forecast summary

42



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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