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Productivity gains will drive growth
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Key takeaways

• We expect US real GDP growth of 
2.8% in 2026. We’ve reduced our 
net immigration forecasts and 
now expect the labor force to 
remain stable.

• The past tightness of the labor 
market, investments in software, 
research and development, and 
the pickup in new firm creation 
are all helping to support 
productivity growth.

• AI isn't playing much of a role 
yet, but that will change as 
adoption rates climb over the 
coming years.

• Consumer spending will be 
supported by a rebound in real 
disposable income growth, and a 
stronger tax refund season.



Effective tariff rate will net out around 12%
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Key takeaways

• Our estimate of the average 
effective tariff rate has 
fluctuated appreciably since the 
SCOTUS decision. Once the 
White House raises the global 
levy to 15%, we expect the 
effective tariff rate will settle at 
11.9%.

• Uncertainty will persist, as the 
global tariffs are only in effect 
for 150 days. Afterwards, other 
tariff authorities will be used for 
specific countries and products.

• One upside is that the global 
tariffs will have the same 
exemptions as before and 
bilateral trade deals secured by 
the Trump administration are 
unlikely to face challenges.Source: Oxford Economics
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Focus: IEEPA ruling shakes up tariff policy



Most trade partners will benefit from ruling
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Key takeaways

• Following the Supreme Court’s 
IEEPA ruling, the White House 
quickly pivoted to a new tariff 
authority to impose a global 10% 
duty, though President Trump has 
threatened to raise it to 15%.

• The implications for US GDP 
growth are mild. However, under 
a 10-15% global tariff scenario, 
the Treasury will receive $0.5-

• $0.9tn less in tariff revenues than 
if IEEPA tariffs were still in place.

• The macroeconomic benefits of 
lower US tariffs are larger for the 
rest of the world. Asian 
economies including Bangladesh, 
Pakistan, Indonesia, Vietnam, and 
Cambodia, are among the biggest 
winners.

Sources: Oxford Economics, Haver Analytics



Slight upside for GDP, but treasury will collect less 
revenue
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Source: Oxford Economics Sources: Oxford Economics, Haver Analytics



Health check on the 
economy
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Economy resilient despite softer labor market
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Key takeaways

• Our business cycle indicator (BCI) 
softened at year-end, but a 
productivity upswing, improving 
manufacturing activity, and strong 
consumer spending point to 
faster growth in 2026.

• The labor components of the BCI 
have weighed most heavily on the 
index, but signs of labor market 
stabilization and improved job 
growth should keep it from 
recessionary territory.

• Real disposable income has also 
been weaker, but a more 
favorable tax refund season, 
falling inflation, and a declining 
unemployment rate will support 
this component in 2026.

Source: Oxford Economics



No high frequency indicators are raising alarm bells
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Sources: Oxford Economics, Haver Analytics



Labor market is broadly 
steady
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Labor market will stabilize in 2026
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Key takeaways

• Although January payrolls 
surprised to the upside, we expect 
growth to average closer to 40k in 
the coming months.

• The unemployment rate ticked 
down to 4.3%, but the job 
openings-to-unemployed ratio is 
at its lowest level since March 
2021, highlighting the no hire, no 
fire labor market dynamic.

• The jobless rate for AI-exposed 
occupations rose in January, we 
estimate workers under 34 are 
most exposed.

• We reduced our 2026 net 
immigration forecast to 160k due 
to new restrictions on legal 
immigration, increasing the odds 
of a jobless expansion.



January employment report shows stabilization
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Unemployment is rising more quickly in AI-exposed jobs

14



Past immigration no longer cushions hits to the labor 
supply
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Consumer spending in solid 
shape

16



Resilient outlook for consumer spending​
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Key takeaways

• Growth in real disposable 
income, easing inflation, labor 
market stabilization, and larger 
than average tax refunds are set 
to keep consumer spending 
solidly above 2% in 2026.

• Consumer bifurcation will likely 
intensify in 2026. The net impact 
of tariffs and fiscal policy will 
reduce the lowest-income 
quintiles' real disposable income 
while boosting the highest 
income consumers.

• Consumer sentiment has 
improved slightly but remains 
downbeat. Concerns over high 
prices and labor market health 
are especially pressing for low-
income respondents.



Income growth and wealth gains will support spending
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Though policy will deepen consumer bifurcation in 2026
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Sentiment diverged across income groups in February
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Housing market to slowly 
recover
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Gradual recovery ahead for housing​
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Key takeaways

• Pending and existing home sales 
fell in January. Severe winter 
weather was likely a key factor 
behind the decline, especially in 
the Northeast and South.

• We expect sales to gradually rise 
over 2026 as mortgage rates inch 
lower and the labor market 
improves.

• Lower rates and homebuilder 
incentives supported a recovery in 
new home sales at the end of 
2025. Still, high inventories will 
remain a drag on construction for 
a while longer.

• Home price growth continues 
diverge by region, with markets in 
the West and South showing more 
softness than other regions.



Winter weather temporarily weighed on home sales
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Despite builder sentiment, lower rates will support sales
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Home price growth softens, but not for all regions
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Manufacturing sector faces a 
slow recovery
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Manufacturing faces heightened uncertainty
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Key takeaways

• Strong new orders and low 
inventories suggest there could be 
positive momentum in the 
manufacturing sector. We expect 
industrial production to grow 1.1% 
y/y in 2026.

• Still, policy uncertainty is a drag on 
sentiment and is contributing to 
layoffs in the sector. The boost 
from the OBBBA, interest rate 
relief, increased defense spending, 
and AI investment should some 
support this year.

• AI investment and capex will 
contribute to add to GDP growth 
in 2026. We estimate that AI 
spending boosted US GDP by 
0.4ppts last year and should post a 
similar gain in 2026.



Increased order demand points to emerging momentum
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Solid productivity gains weigh on employment in sector
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AI investment and capex is on the rise
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Core inflation to moderate 
in 2026​
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Inflation will fall closer to target in 2026​
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Key takeaways

• Headline CPI rose 0.2% m/m in 
January, driven by easing goods 
and housing inflation. While we 
estimate that the tariff 
passthrough is largely behind us, 
new or expanded sectoral tariffs 
after the fall of IEEPA are an 
upside risk.

• We forecast for headline PCE 
inflation to fall to 2.2% by Q4, a 
shade above the Fed's 2% target.

• Compensation costs rose at the 
slowest pace in over four years in 
Q4. Given the strong pace of 
productivity growth, wage growth 
won't be a source of inflationary 
pressure in the near-term.



January CPI surprised to the downside, expectations fell
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With tariff passthrough complete, PCE will move 
toward 2%
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Wages won’t be an inflationary pressure in the near-term
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Financial market conditions 
and the Fed
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Fed to proceed with caution in 2026​
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• Key takeaways

• With rates close to neutral and the 
labor market showing signs of 
stabilization, the Fed is likely to 
opt for an extended pause. As 
gradual disinflation continues, we 
expect the Fed to deliver two 
25bp rate cuts, in June and 
September.

• A large reduction in the Fed 
balance sheet, as advocated for by 
Kevin Warsh, is unlikely to 
materialize given the committees 
split views and the risks to the 
repo market.

• We expect financial markets to 
benefit as the US investment 
boom broadens beyond AI this 
year, supported by low corporate 
borrowing costs, rising 
profitability, and fiscal incentives.



Divided FOMC is likely to remain on hold in H1
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Balance sheet reductions pose risks to the repo market
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The investment boom and earnings growth will broaden
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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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Source: Oxford Economics



Major tariff assumptions
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Source: Oxford Economics
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