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Oil price shock to weigh on consumption, 
slowing 2026 GDP growth​

Key takeaways

• We lowered our 2026 US GDP growth 
forecast by 0.6ppts to 1.9% in April, 
reflecting the weak start to the year 
due to poor weather and the 
expected hit to consumer spending 
from higher oil prices. We expect 
growth to pick up in 2027 as the 
energy shock normalizes.​

• The near-20% surge in individual tax 
refunds from the tax cuts passed last 
year will offer a buffer to consumers 
amid the energy shock. Still, higher 
gas prices will weigh on real incomes, 
forcing consumers dig deeper into 
their savings to maintain spending. ​

• AI related investment continues to be 
a key driver of economic growth. We 
estimate that investment in AI-related 
categories will contribute 0.5ppts to 
GDP growth this year, mostly via 
increased investment in software and 
IT equipment.
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US effective tariff rate down to 9.2%​
Key takeaways

• Our estimate of the US effective tariff 
rate fell to 9.2%, down from 10.3% in 
March. The decline reflects updated 
metal and pharmaceutical tariffs as 
well as the removal of our assumption 
that Section 122 rates would rise from 
10% to 15%.​

• The 100% tariff on patented 
pharmaceutical tariffs are heavily 
watered down due to lower rates for 
key trading partners and exemptions 
for major firms signing pricing 
agreements. We estimate these tariffs 
will add just 0.8ppts to the overall 
effective tariff rate once they are 
implemented this summer. ​

• The revised metal tariffs close a 
loophole, rather than raise tariff rates. 
Raw steel, aluminum, and copper will 
remain tariffed at 50%, while derivative 
products will now be tariffed at a 
lower 25% rate, pushing the overall 
tariff rate down slightly.
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Focus: Near-term pain, but no stagflation​
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The situation today is far from stagflation​
Key takeaways

• Although we’ve lowered our near-term 
growth forecasts and raised our 
inflation projections, the situation 
today is far from stagflation. Strong 
productivity growth and anchored 
inflation expectations are 
distinguishing factors from the 
stagflation of the late 1970s and early 
1980s.​

• While the closure of the Strait of 
Hormuz has echoes of 1970s oil shocks, 
the jump in oil prices hasn't rivaled 
those disruptions.​

• For the inflation shock to prove 
persistent, as it did in the late 1970s 
and early 1980s, it would need to 
become embedded in higher inflation 
expectations, which appears unlikely. If 
that were a serious risk, we expect the 
Federal Reserve would eventually pivot 
to tighter policy settings to bring them 
back under control, avoiding 
stagflation. 6

Sources: Oxford Economics, Haver Analytics



Productivity growth & anchored inflation expectations 
mean no stagflation
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Health check on the economy
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Continued expansion expected, despite 
headwinds​

Key takeaways

• Our in-house Business Cycle 
Indicator suggests that the 
economy will continue 
expanding at a relatively solid 
pace, even as higher prices and 
elevated uncertainty slow the 
pace of growth. ​

• Key to the more optimistic 
outlook is the rebound in equity 
markets, which will keep high-
income households spending at 
a strong pace.​

• The labor market remains 
stable, and more industries are 
expanding payrolls than not. 
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Energy shock is weighing on consumption high frequency 
indicators​
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Sources: Oxford Economics, Haver Analytics



Labor market stable for now​
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Unemployment will stay elevated in 2026
Key takeaways

• The March jobs report doesn’t change 
our assessment that the downside risks to 
the labor market have increased due to 
the US/Israel-Iran war. We expect job 
growth to trend lower in the months 
ahead due to the  spillover effects from 
the rise in oil prices, slower labor force 
growth and the depressed hiring rate.​

• The decline in new entrants into the labor 
force pushed the unemployment rate 
down to 4.3% in March. However, as the 
labor market softens due to the fallout 
from the war, we expect the 
unemployment rate to edge back up, 
hovering between 4.4% and 4.5% until 
mid-2027.​

• Jobless claims remain consistent with 
stable labor-market conditions. That said, 
the war’s negative spillover effects on the 
labor market will come with a delay.
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Job growth rebounds as healthcare strike ended, and 
weather improved​
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Decline in new entrants pushed down the 
unemployment rate​
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Jobless claims continue to signal slow pace of layoffs​
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Consumer outlook is increasingly bifurcated​
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High oil prices will weigh on spending, 
increasing bifurcation​

Key takeaways

• Due to drag from higher energy prices, 
we now expect consumption growth to 
be softer than 2% in 2026, marking a 
considerable slowdown from 2025’s 
pace of 2.6% growth​

• Consumer spending is becoming 
increasingly bifurcated. Higher gasoline 
and food prices will weigh most heavily 
on low- and moderate-income 
households. At the same time, the net 
impact of fiscal policy and trade policy 
changes benefits higher-income 
households, while the poorest 20% of 
households see a net decline in their 
real household income.​

• The spike in gas prices pushed 
consumer sentiment to a historic low in 
April. Higher gas prices will take a bite 
out of consumers' real disposable 
incomes, forcing them to reel in 
spending.
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High gas prices to take a bit out of the boost from 
stronger tax refunds​
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Higher food gas prices and wealth effects will widen the 
spending gap​
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Sentiment fell to a historic low, though it’s a poor 
predictor of spending​
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Inflation to stay elevated in 2026 ​
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Inflation will stay higher for longer​
Key takeaways

• We expect high energy prices will 
keep headline inflation averaging 
3.5% in 2026. Disinflation in core 
inflation will likely be delayed 
until 2027, thanks to lingering 
tariff passthrough, AI buildout, 
and higher input energy costs.​

• Although higher oil prices will lift 
short-run inflation expectations, 
we expect the impact on long-run 
expectations and the passthrough 
to wages to be muted.​

• Rampant demand for AI-related 
goods has led to a significant rise 
in their prices. Supply-chain 
constraints, including damaged 
natural gas and helium 
production plants in the Middle 
East, could exacerbate rising 
electronics costs.
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Energy prices on track to lift headline inflation to 3.4%​
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Tariffs, AI buildout, and energy shock will keep core 
inflation sticky​
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Long-run inflation expectations unlikely to become 
unanchored​

25



Supply-chain issues could exacerbate rise in AI-related 
goods prices​
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Housing market outlook still weak  ​
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Slow recovery ahead for housing sector
Key takeaways

• We will lower our forecast for housing 
starts by 2mn through 2060, with 1mn 
occurring through 2035, to reflect 
lower household formation due to a 
plunge in net immigration and a lower 
baseline assumption of how much 
housing stock will be lost each year to 
obsolescence or other factors, 
including natural disasters.​

• Homebuilder sentiment is glum due to 
the US war with Iran, with builders 
citing declines in consumer sentiment, 
higher mortgage rates, and rising 
building material costs related to 
higher oil prices as drag on the sector.​

• Home price growth at the national 
level continued to decelerate on a y/y 
basis, but we expect annual price 
growth to stabilize before improving 
in the coming months.
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Lower household formation will weigh on housing starts​
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Homebuilder sentiment has become more pessimistic 
since the war​
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Home price growth decelerated nationally, thanks to 
weakness in West
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Manufacturing faces pressures from tariffs and 
war​
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Manufacturing activity resilient, despite 
headwinds​

Key takeaways

• Even though we pared back our 
forecast for growth in industrial 
production due to the Iran war, 
prospects are still brighter than they 
appeared at the end of last year. The AI 
buildout and the investment the AI 
buildout and the investment incentives 
in last year’s fiscal package will lend 
crucial support. ​

• The ISM manufacturing index  remained 
solidly in expansionary territory in 
March. Strong new orders, a rising 
backlog of orders, and low customer 
inventories suggest the sector may be 
able to retain momentum, despite 
higher input costs and supply 
disruptions due to the war. ​

• Tariffs have pushed up steel and 
aluminum producer prices, raising the 
input costs and slowing employment in 
downstream industries.
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Strong new orders and inventories supported ISM index, 
despite war​
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Metal tariffs have lifted prices, weighing on 
manufacturing employment​
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Still, less than a third of manufacturing subsectors are 
recession​
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Financial Markets and the Fed
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Elevated inflation to keep the Fed on hold 
for longer​

Key takeaways

• The Federal Reserve left interest rates 
unchanged in April. The 
accompanying FOMC meeting 
statement read relatively hawkish, 
citing inflation as “elevated,” rather 
than “somewhat elevated,” and only 
“in part” due to the rise in energy 
prices.​

• Our upcoming May baseline will push 
back the timing of the next rate cut 
from June to December. The AI 
buildout, the passthrough of energy 
cost increases to other consumer 
prices, and lingering tariff effects all 
point to underlying inflation settling at 
higher rate during the remainder of 
the year.​

• Despite the uncertainty of the war, US 
equities have proved resilient and are 
set to weather the oil shock, thanks to 
the strength of AI-related sectors.
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Financial markets respond to hawkish tone at April’s 
FOMC meeting​
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Sources: Oxford Economics, Bloomberg



Equities have rebounded more sharply than past oil 
price shocks​
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Equities outlook remains strong following bout of 
extreme pessimism ​

41



Forecast Summary
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US yearly outlook table 
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US quarterly outlook 
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Fiscal Policy Assumptions
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Major tariff assumptions
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