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Jobless recovery could play out in 2026
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Key takeaways

• We've raised our forecast for real 
GDP growth in the US in 2026 by 
0.1ppt to 2.5% to reflect 
improved consumer spending.​

• Growth in real disposable income 
will perk up next year, supported 
by moderating inflation and 
stronger than usual tax refunds. ​

• The disconnect between GDP 
and the labor market will be 
increasingly visible next year as 
the odds of a jobless recovery 
rise. Robust productivity growth 
will be important for the GDP 
outlook.​

• Business investment will broaden 
beyond AI next year, in part 
thanks to less policy uncertainty.



Effective tariff rate steady around 13%​
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Key takeaways

• The effective US tariff rate 
remains close to 13%, as there 
were no material changes to 
our tariff assumptions in the 
December baseline.​

• We have not included any 
assumptions about the 
outcome of Supreme Court’s 
ruling on the legality of IEEPA 
tariffs in our forecast. There are 
several other legal channels by 
which tariffs could be raised 
again. It is unlikely to alter the 
end point for tariffs in our 
forecast.​

• The biggest threat still in the 
pipeline comes from sectoral 
tariff investigations into 
products like semiconductors, 
robots, and machinery. 

Source: Oxford Economics
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Focus: AI investment supporting growth



Investment spending will be strong in 2026​

6

Key takeaways

• Capital expenditure plans for AI 
will increase next year, supporting 
US GDP growth. There are signs 
that early adopters in AI are 
seeing some productivity gains.​

• Fading policy uncertainty, narrow 
corporate bond spreads, wide 
corporate profit margins, and 
investment incentives under the 
One Big Beautiful Bill Act point to 
increased equipment investment 
beyond AI as well.​

• Greater strength in digital tech 
investment spending increases 
the risk of an equity bubble. 
However, even in a downside 
scenario where the AI boom 
unwinds we still expect positive 
GDP growth.

Sources: Oxford Economics, Haver Analytics



Expectations for US growth have been overly cautious​
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Sources: Oxford Economics, Bloomberg Sources: Oxford Economics, Haver Analytics



Health check on the 
economy
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Economy resilient despite low job growth​
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Key takeaways

• Strong annual gains in real 
personal spending, personal 
income, and manufacturing have 
kept underlying momentum in the 
economy solid. Although slower 
job growth is weighing on our 
business cycle indicator.​

• Unemployment is rising, but the 
labor market isn’t breaking. The 
increase reflects slower hiring and 
more people entering or 
reentering the labor force, not a 
pickup in layoffs.​

• Past overhiring, robust 
productivity growth, and slow 
labor supply growth due to 
immigration restrictions could 
lead to a jobless recovery in the 
near term.

Source: Oxford Economics



Outside of travel, high frequency indicators are stable​
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Sources: Oxford Economics, Haver Analytics



Labor market is broadly 
steady
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Unemployment to rise, but not skyrocket​
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Key takeaways

• Private payrolls grew by an 
average 75k over the last three 
months, above our estimate of the 
break-even monthly job growth 
rate of 30k, supporting our view 
that the Fed will keep policy on 
hold until mid-2026.​

• Employers are resorting to hiring 
freezes, replacement-only hiring, 
and attrition rather than layoffs.​

• Small firms have struggled to 
maintain employment, though 
easing policy uncertainty and bank 
loan standards will offer some 
relief in 2026. ​

• Deferred resignations and the 
shutdown caused Federal 
employment to plunge in October 
and November.



The labor market didn’t crumble in November​
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Sources: Oxford Economics, Haver Analytics



Higher unemployment due to entrants, not layoffs​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Small business hiring weak despite improved hiring 
intentions​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Federal employment plunged in recent months
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



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

• Consumer spending will grow at 
a favorable pace for the rest of 
the year. In 2026, we expect 
consumption growth to average 
2.5%.​

• Positive wealth effects have 
become an important driver of 
consumption growth this year. 
However, wealth disparities have 
limited the boost to Black and 
Hispanic consumers.​

• Compared to 2025, we expect 
vehicle sales to slow next year, 
though lower rates and a new 
federal tax break will still offer a 
boost to sales.



Consumer spending solid ahead of the holiday season​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Reduced rates and a new tax break will support vehicle 
sales​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



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

• Existing home sales increased for 
the third consecutive month in 
November. Lower mortgage rates 
and high inventories are set to 
gradually support housing market 
recovery in 2026. ​

• Trends in sales and price growth 
vary across regions. Home prices 
declined in the Northeast but 
ticked up in the Midwest. The 
increase in November sales were 
driven by gains in the Northeast 
and South.​

• Disinflation in housing will help 
drive core services inflation lower 
next year.



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



Home sales and price growth are mixed at the regional 
level​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Housing and rental inflation will slow in 2026​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Manufacturing growth sluggish
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Manufacturing faces a slow recovery​
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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.​

• The rebound in aerospace 
production leads output growth 
for the sector, however, the share 
of manufacturing subindustries 
contracting on a y/y basis is still 
trending lower. ​

• Our supply-chain stress indicator 
rose in October, driven by an 
uptick in activity and greater labor 
demand. We expect sectoral tariffs 
to be instrumental in shaping 
supply chains next year.



Manufacturing employment faces headwinds​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Manufacturing output is mixed across subindustries​
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Looming sectoral tariffs will shape supply chains in 2026​

30

Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Atlantic Council



Core inflation to moderate 
in 2026​
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Inflation will fall closer to target in 2026​
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Key takeaways

• Our bottom-up inflation models 
suggest that core PCE inflation 
will slow to 2.2% y/y in by Q4 
2026, down from 2.7% in mid 
2025.​

• Disinflation in housing and 
financial services will drive core 
services inflation lower, though 
healthcare inflation will continue 
to hover around 3%. ​

• Lower energy prices and slower 
food inflation will pull the 
headline PCE index closer to the 
Fed’s target, though tariffs and 
immigration pose upside risks.​

• Despite the below-consensus 
November CPI print, consumers 
continue to cite high prices as a 
reason for worse personal 
finances.



Easing food, energy, and housing costs to drive inflation 
lower​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Immigration and tariffs are an upside risk to inflation​
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Sources: Oxford Economics, Census Bureau Source: Oxford Economics



Households continue to cite strain from high prices​
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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 to proceed with caution in 2026​
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• Key takeaways

• The FOMC cut the target Fed 
funds rate by 25bps at its 
December meeting. With three 
dissents, the divided committee is 
likely to proceed with caution in 
2026. ​

• Financial conditions are loosening 
thanks to strength in equities. In 
an environment of stronger-than-
expected growth and weaker-
than-expected inflation, equities 
will continue to fare well in 2026.​

• The Fed announced it will buy 
$40bn in Treasuries per month as 
part of its reserve management. 
Separate from monetary policy, 
the purchases aim to ensure 
ample reserves.



A divided FOMC to take a cautious approach to cuts in 
2026​

38

Sources: Oxford Economics, Haver AnalyticsSource: Oxford Economics



Financial conditions loosen and strength in equities 
persists
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Source: Oxford Economics, LSEG DataStream



Repo rates steady before end-of-year upward pressures​
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Sources: Oxford Economics, Bloomberg LP Sources: Oxford Economics, Bloomberg LP



Forecast summary
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US yearly outlook table 
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Source: Oxford Economics



US quarterly outlook table 
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Fiscal Policy Assumptions
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Major tariff assumptions
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