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Weaker consumption to slow growth​
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Key takeaways

• We revised down US real GDP 
growth by 0.4ppt to 2.4% due to 
weaker consumer spending. Higher 
oil prices from the US/Israel-Iran 
war will boost inflation and weigh 
on real incomes, putting a drag on 
spending in the near term.​

• Our baseline assumes the war is 
resolved in the coming months, 
but a prolonged conflict would 
damage spending even more via 
reduced wealth effects and a 
higher unemployment rate.​

• Increased uncertainty will weigh on 
business investment, though the 
impacts will be uneven across 
sectors. AI-related spending, which 
is a key driver of GDP growth, is 
unlikely to be materially affected.



Effective tariff rate down to 10%​
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Key takeaways

• Incorporating new data on the 
2025 mix of imports lowered our 
estimate of the US effective tariff 
rate to 10.3%. The flow of 
imports away from China and 
toward other Asian countries 
explains much of the drop. ​

• In addition to the ongoing 
Section 232 product 
investigations, the administration 
launched two new sets of Section 
301 investigations this month, 
covering around 60 economies.​

• To maintain current tariff levels, 
the White House is likely to use 
Section 301 and 232 tariffs to 
replace the time-limited Section 
122 tariffs imposed in the wake 
of the Supreme Court decision.
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Focus: Economic impact of US/Israel-Iran war



Lower growth, higher inflation due to war​
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Key takeaways

• To reflect the rapidly evolving 
economic consequences of the 
US/Israel-Iran war, we published a 
second March baseline forecast.​

• Our new baseline assumes global 
oil prices average above $100 per 
barrel in Q2. The energy supply 
shock will push consumer prices 
markedly higher and weigh on 
consumption. Spending on 
durables and discretionary 
services are most at risk. ​

• We had anticipated a lift in 
spending from the larger-than-
average tax refund season but a 
sustained rise in gas prices could 
more than offset that boost. Low- 
and middle-income consumers 
will be most impacted. 

Sources: Oxford Economics, Haver Analytics



Higher gas prices to slow spending, could offset refund 
boost​
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Sources: Oxford Economics, Haver Analytics Sources: Oxford Economics, Haver Analytics



Health check on the 
economy
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Continued expansion, but with new risks
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Key takeaways

• The US/Israel-Iran war introduced 
new downside risks to our 
forecast, with the duration of the 
war being the key variable in 
question. 

• Our baseline is for a continued 
expansion even as consumers 
bear the brunt of higher energy 
prices and thinner savings buffers. 
The biggest downside risk runs 
through equity prices and the 
labor market.

• Our Business Cycle Indicator (BCI) 
shows the index flirting with the 
recessionary threshold but not 
falling below it on a sustained 
basis. We estimate a prolonged 
period of oil prices above $140pb 
could be enough to tip the 
economy into recession, but we 
are not at that level.
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High frequency indicators point to stability
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Sources: Oxford Economics, Haver Analytics



Labor market is stabilizing
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Unemployment will stay elevated in 2026
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Key takeaways

• Despite  ebruary’s 9 k decline in 
nonfarm payrolls, trend job growth 
is positive and remains close to our 
estimate of the breakeven rate. We 
expect job growth to turn positive 
as winter impacts fade and striking 
healthcare workers return to work. 

• Still, increased uncertainty and 
softer demand will delay labor 
market improvement, keeping 
unemployment higher for longer. 

• The updated annual population 
controls showed an increase of 
those aged 65 years or older. An 
aging population will weigh on 
labor supply growth leaving the 
economy more reliant on 
productivity gains to boost growth.
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Despite rocky job growth, the labor market has not 
collapsed
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Sources: Oxford Economics, Haver Analytics
Sources: Oxford Economics, Haver Analytics, Bloomberg



An aging population will weigh on labor supply growth
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Consumer spending 
weakened by war

15



High oil prices will weigh on spending
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Key takeaways

• Due to the economic impact of 
the war, we now expect 
consumption growth to slow to 
just 1.9% this year, down from 
2.5% in our February baseline. 
This would be the slowest pace 
of growth since 2013, excluding 
the pandemic.

• Higher fuel prices will force 
consumers to dig deeper into 
savings. But with personal 
savings rates already at 
historically low levels, those 
buffers are thin.

• The war is also weighing on 
consumer sentiment. Higher 
prices at the pump could put 
upward pressure on inflation 
expectations, which have been 
gradually falling over the last six 
months.
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Consumers to dig into already low savings to sustain 
spending
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Higher gas prices will deepen consumer bifurcation
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War weighs on sentiment, risks rise in inflation expectations
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Headline inflation to rise in 
the near term
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Inflation will heat up in this year
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Key takeaways

• We've raised our 2026 headline 
PCE inflation forecast by 0.3ppts to 
2.8% to reflect higher oil price 
assumptions. However, we expect 
any inflationary impacts from 
higher oil prices to be short-lived. 

• Import prices are up 1.3% YoY, 
posting their largest monthly gain 
since March 2022. The risks are 
tilted toward upside in 2026 thanks 
to higher global oil prices, strong 
demand for capital goods imports, 
and past dollar depreciation.

• AI demand has driven up the cost 
of electronic components which 
could keep core goods and 
producer price inflation elevated, 
even as tariff passthrough fades. 
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Spike in oil prices will add to inflation in March and April
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Import prices pushed higher on several fronts

23

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



Electronics prices becoming a key risk for goods inflation
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Housing market recovery 
further delayed
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Slow recovery ahead for housing
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Key takeaways

• The war with Iran adds fresh 
headwinds to the housing market. 
Widening mortgage-backed 
securities spreads to Treasuries 
due to increased market volatility 
and uncertainty have pushed 
mortgage rates back above 6%, 
further delaying recovery.

• New home sales fell in January, 
most likely due to the harsh winter 
weather. Prices also continued to 
drift lower as builders offer 
incentives to clear out the highest 
level of inventories since 2009.

• The NAHB homebuilder index 
edged higher in March but is still 
consistent with a subdued pace of 
housing starts, suggesting 
construction activity will lag this 
year.
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Upward pressure on rates could delay housing recovery
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics

 .0

 .0

 .0

 .0

6.0

 .0

 .0

9.0 0

 00

  0

 00

  0

 00

  0

 00

 0 6  0   0   0 9  0 0  0   0   0   0   0   0 6

 urchase  ndex      0 yr rate  inverted     

    Mortgage purchase applications and mortgage rates

 ources   xford  conomics   aver  nalytics

 ndex 

   

   

   

   

   

   

 .0

 .0

 .0

 .0

6.0

 .0

 .0

9.0

Dec 9  ct 0  ul   pr   an   ct   ug  May   eb 6

 0 yr mtg  M   survey    

 pread to  0 year  reasury    

    Mortgage rates and spreads to  reasuries
                                                                                                                      bps



Winter weather depressed home sales across all regions
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Inventory backlog is also a concern for homebuilders
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Manufacturing sector faces 
new headwinds

30



Oil shock has mixed impacts on industry
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Key takeaways

• Industrial production was 
performing well prior the 
US/Israel-Iran war, rising to its 
highest level since summer 2019. 

• The oil supply shock lends upside 
risk to business investment in 
structures via mining exploration, 
shafts, and wells. Oil and gas 
firms have raised their capex 
plans in response to higher 
prices. 

• Manufacturing factory output will 
face headwinds, which will 
increase costs and reduce goods 
demand by firms. Nonmetallic, 
minerals, paper, and primary 
metals factories are most at risk, 
as energy makes up a larger share 
of the cost structure in these 
subsectors. 
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Industrial production was solid prior to the war
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



Energy firms raise capex plans, more investment to come

33
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Rising energy costs are a risk to the factory sector
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Sources: Oxford Economics, BEASources: Oxford Economics, Haver Analytics



ISM manufacturing expanded but employment remains weak

35

Sources: Oxford Economics, Haver Analytics
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Financial market conditions 
and the Fed
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Fed to remain on hold in the near term

37

• Key takeaways

• The FOMC left rates unchanged in 
March. In contrast to market 
pricing, our forecast is still for the 
Fed to deliver two 25bps cuts in 
2026.

• Assuming inflation expectations 
remain stable, the Fed is likely to 
look through any near-term boost 
to inflation due to increased oil 
prices. Labor market conditions 
are far weaker, supply chains less 
stressed, and housing inflation far 
lower than during the 2022 energy 
price shock.

• US equities are well positioned to 
weather the oil shock and 
uncertainty from the war. We think 
the war is unlikely to be the 
catalyst for a prolonged downturn 
in stock prices. 
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Despite market pricing, FOMC is still likely to cut in 2026

38
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FOMC projects increased inflation and GDP in 2026
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Sources: Oxford Economics, Haver AnalyticsSources: Oxford Economics, Haver Analytics



US equities should stay resilient despite ongoing conflict 
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Sources: Oxford Economics, BloombergSources: Oxford Economics, LSEG Datastream



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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