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Solid momentum coming into 2025
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Growth boosted by ~$2 trillion fiscal policy
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Business optimism soared on election results, soured on trade
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Higher rates have weighed on factory activity; services struggle 
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Banks became more cautious this year
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Consumers



Consumers start to feel stressed
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Labor market remains resilient
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The unemployment rate lingers near historic low
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Wage growth has outpaced inflation for two years
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But spending was growing faster than incomes, until recently
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Inflation



Progress on inflation battle continues …. 
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Leading economic index not sure if a recession lies ahead …. 
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…. and financial markets have backed off a bit 
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Sahm Rule brushed late last year, but has retreated
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Forecasts



Forecast is much stronger on expansionary fiscal policy

Sources: Bureau of Economic Analysis, Oxford Economics, December 10, 2024
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Expected impacts of fiscal, trade and immigration policies

Impact on Real GDP
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Contraction in Q1 reverses in Q2, but annual growth slows to 1.5%

Sources: Bureau of Economic Analysis, Oxford Economics, May 2025
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Uncertainty and tariffs to weigh on the economy
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A sea of red ink, with no end in sight
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Federal debt becomes unsustainable
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Rates to stay aloft
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Takeaways 

► Tariffs threaten higher costs for businesses and consumers, weakening the economy

► So far, hard data have not registered much worry ahead, but forecasts do

► Consumers have been resilient, with a still solid labor market

► Inflation has eased meaningfully but remains a bit too high for comfort

► The Federal Reserve is in no rush to cut rates further and awaits more data

► Fiscal plans will boost the economy, but also increase the deficit and debt

► Risks are tilted to the downside: 

 Hiring and consumer spending can slow more quickly than expected

 Immigration restrictions and retirements will limit labor supply growth

 Bondholders may send a message
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