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Forecast Assumptions 

Monetary Policy 

Monetary policy is on hold until the Federal Reserve has more clarity regarding the economic policies pursued by the 
Trump administration. Most important are large, broad-based tariff increases, which threaten to add to inflation but 
also weigh on the economy’s growth. Higher inflation argues for higher interest rates, but a weaker economy argues for 
lower rates.  

Unsure of how to respond, the Fed is expected to hold the funds rate at its current 4% to 4.5% range until the July 2025 
Federal Open Market Committee meeting. At that point, the weakening economy will trump inflation concerns and 
convince policymakers to cut rates. 

We then expect a quarter-percentage point rate cut each quarter until the funds rate returns to its so-called equilibrium 
rate—the rate consistent with monetary policy neither restraining nor supporting growth. The estimated equilibrium 
rate, or r-star, currently stands at almost 4%, which is unusually high. We expect it to drift lower and settle near 3% by 
mid-decade. 

The Fed continues to engage in quantitative tightening by allowing its Treasury holdings to mature. But we expect it to 
end QT in the next few months with just less than $7 trillion of assets on its balance sheet. That will ensure ample 
reserves to conduct monetary policy efficiently. 

Despite the intensifying global trade war and its economic fallout, the 10-year Treasury yield remains in a range of 4% to 
4.5%. This is in line with our estimate of its long-run equilibrium—the rate consistent with our estimate of nominal 
potential GDP growth (the sum of 2%+ real potential GDP growth and 2% in target inflation). 

Economic policy 

Economic policy under the Trump administration and Republican Congress is rapidly shifting. The president has used 
executive orders to significantly increase tariff rates on most trading partners. The effective tariff rate is expected to 
rise from nearly 3% at the start of the year to a peak of close to 20% this summer before falling back to 8% by late 2026.  

Deportations of foreign immigrants are also expected to increase significantly, pushing net foreign immigration down to 
500,000 per annum in the next four years. This compares with more than 2 million per annum over the past four years 
and just over 1 million yearly in the decade before. The expected changes to tariffs and immigration policy will be taken 
using executive orders. 

President Trump and Congress are also expected to pass legislation under reconciliation later this year to extend the 
individual tax cuts passed under the 2017 Tax Cuts and Jobs Act. The tax legislation is expected to include another cut 
in the corporate tax rate and a number of smaller cuts to business taxes. 

The reconciliation bill will also include cuts to government spending, including cuts to nondefense discretionary 
spending. We do not expect meaningful cuts to the defense budget and entitlement programs, although the Medicaid 
program will likely see some changes in work requirements. 

These changes are not expected to improve the nation’s disconcerting fiscal outlook. The federal government’s budget 
deficit, close to 6% of GDP, is uncomfortably large, particularly with the economy operating at full employment. The 
nation’s publicly traded debt-to-GDP ratio is just less than 100%, up from 80% before the pandemic, and is expected to 
steadily increase. 

U.S. dollar 

The broad trade-weighted value of the U.S. dollar is high by historical standards but has come under pressure due to 
President Trump’s large tariff increases. Foreign exchange investors appear to be anticipating that the trade war will 
result in a weaker U.S. economy, which will pressure the Fed to begin cutting interest rates soon. The dollar will remain 
under pressure until the trade war abates, but any weakening in value will be limited by its reserve currency status.   
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Energy prices 

Global oil prices have slumped as the mounting global trade war is expected to weigh on oil demand. Moreover, oil 
supply continues to increase due to more production in the U.S., Brazil, Norway and Guyana. OPEC+ is also increasing 
production and has significant excess production capacity, which puts a lid on prices. We anticipate that prices will 
remain below $70 per barrel. The break-even oil price, which equals the cost of producing and transporting the marginal 
barrel of oil to the global marketplace, is an estimated $65 per barrel. 

Geopolitical risks 

No geopolitical threats appear likely to significantly hurt the U.S. economy. Most worrisome is the vexed relationship 
between the U.S. and China, which has become even more complicated with the higher U.S. tariffs on Chinese imports. 
But while the relationship is tense and the risks are meaningful, we do not expect the tensions to boil over. 

A cessation of the Russian war in Ukraine looks increasingly likely, but the impact on energy, agriculture, and other 
commodity markets will be modest. Global markets have adjusted reasonably gracefully to the sanctions on Russian oil 
production and other disruptions caused by the war. 

The Israel-Hamas conflict is not expected to spread to other parts of the Middle East, including Iran. This should 
mitigate any disruption to energy markets and global shipping through the Suez Canal. 

The fallout from the pandemic has largely faded, and we expect any remaining adverse global economic impacts to 
largely wind down soon. 



 

 
MOODY’S ANALYTICS U.S.–Baseline Outlook and Alternative Scenarios May 2025 5 

Baseline Forecast 

This scenario is the baseline forecast of Moody’s Analytics. Since it is a baseline, by definition the probability 
that the economy will perform better than this projection is equal to 50%, the same as the probability that it will 
perform worse. 

Key assumptions 

→ Despite the gyrations in tariff announcements, the near-term economic outlook changed little in May. On an annual 
average basis, real GDP growth for 2025 and 2026 is essentially the same as in April, below trend and well below 
the 2024 pace. The rebound in growth in 2027 and 2028 is lower than in April. 

→ Monetary policy assumptions are unchanged. We expect three 25-basis point cuts in July, September and 
December from the current federal funds target range of 4.25%-4.5%. Subsequently, we expect the Federal Reserve 
to gradually reduce the rate by 25 basis points each quarter to its neutral level of 3% by 2026. 

→ The 10-year Treasury yield will average 4.2% in the second quarter, unchanged from the April outlook. The rate will 
remain near this level throughout the decade due to elevated inflation and fiscal uncertainty. 

→ Moody’s Analytics has lowered its oil price forecasts in the May forecast vintage. Our oil price forecasts for the 
second quarter of 2025 are fully $4 per barrel lower than they were a month ago, and $2 lower for the entire year of 
2025. The change was influenced by a weaker outlook for demand and announced increases in OPEC+ production. 

→ Changes to Moody’s Analytics tariff assumptions were minor in May. As in the April outlook, we assume that high tariffs, 
including those on China, prove brief, but that tariffs remain materially higher than last year through the end of President 
Trump’s term. 

→ The outlook for the job market in the coming year was little changed in May, as we still expect that the global trade war 
will do real damage to the U.S. economy. The unemployment rate will rise to a peak of 4.9% by the end of 2026, 
unchanged from the April forecast. 

→ A full-employment economy is one with an unemployment rate of around 4%, a 62.5% labor force participation rate, 
and a prime-age employment-to-population ratio in the range of 80%. The economy is close to that level now. 

→ The failures of several U.S. banks in the first half of 2023 are not symptomatic of a serious broader problem in the 
financial system. Policymakers’ aggressive response will ensure the failures do not weaken the system or 
undermine economic growth. 

→ The baseline forecast includes climate change assumptions that are consistent with a weighted average of the 
assumptions underpinning a range of scenarios, including those from the Network for Greening the Financial 
System. See Moody’s Analytics Baseline Climate for a detailed description. 

Key risks 

→ Higher than expected tariffs could directly reduce consumer spending and business investment, weakening growth. 

→ Higher tariffs than expected could also contribute to higher inflation. If inflation remains elevated and job growth 
rebounds, the Fed could signal a slower-than-expected pace of cuts. This could cause confidence and credit-
sensitive spending to fall sharply and the economy could fall into recession. 

→ A wage-price spiral could set in, especially as tariffs push up prices, ushering in a new inflation regime where 
inflation is persistently higher than that seen pre-pandemic or desired by the Federal Reserve, causing the Fed to 
raise interest rates substantially.  

→ An expansion of Russia’s invasion of Ukraine and resulting sanctions, changes to announced OPEC+ supply 
increases, a collapse of the Israel-Hamas ceasefire, other shocks to supply, and/or China’s economic recovery 
could cause global oil prices to increase, pushing gasoline prices above the forecast. This could weaken business 
and consumer confidence and result in weaker-than-anticipated consumer and business spending. 

https://www.economy.com/getfile?q=A1EA1C4D-2B43-46ED-BB86-4175202F5AEF&app=buffetreference&attachment=0


 

 
MOODY’S ANALYTICS U.S.–Baseline Outlook and Alternative Scenarios May 2025 6 

→ Unanticipated financial system weaknesses could appear. Problems might not be handled as well as the bank 
failures in March 2023. This could reduce access to credit for businesses and consumers more than the Fed 
desired and push the economy into recession. 

→ With hiring now weakening, a return to pre-pandemic levels of layoffs would likely result in job losses, undermining 
consumer spending and growth. 

→ On the upside, faster-than-expected growth in the labor force or productivity could allow inflation to fall even if job 
gains exceed expectations. The Federal Reserve could still cut rates under those circumstances since inflation is 
approaching its target, and the economy would outperform. 

→ Another upside risk is that the trade war ends faster than expected, boosting growth. 

 
The U.S. economy performed well through the end of 2024, but this ended abruptly in 2025 when Moody’s Analytics 
reduced its outlook early in the year because of the trade war. However, the baseline changed little in May compared 
with April. Real GDP growth will remain weak in the near term, though a recession is avoided. Compared with the 
April forecast, growth in the second half of 2025 is slightly stronger than previously expected because the decline in 
imports was more front-loaded than anticipated. The below-trend growth continues in 2026, as in the April baseline. 
Although the economy rebounds in 2027 and 2028, the pace is below the April baseline. The federal government will 
provide little support, trade will be a drag, and employment growth will slow significantly. The jobless rate will edge up 
as slowing labor force growth partially offsets slowing employment growth. 

Key assumptions were little changed in May. Tariff assumptions were tweaked given events and announcements 
made prior to the release of the forecast. Monetary policy assumptions were unchanged. We continue to assume 
the economy will come close to recession but avoid it. Moody’s Analytics lowered its forecast for oil prices in 2025 
by several dollars a barrel. The outlook for house prices and commercial real estate changed only a little. 

Fiscal policy 

The May baseline tariff assumptions incorporate the following changes. First, in China, the tariff increase of 145% proves 
brief. The tariffs are scaled back to 70% by the end of May and 40% (a 30-percentage point increase over the starting level of 
10%) by the end of the summer. There are exemptions for certain products such as copper, pharmaceuticals, semiconductors, 
electronics and energy products. These tariffs remain in place for all of Trump's presidency, through 2028. Subsequently, they 
are removed. Second, for Canada and Mexico, the current tariff policy remains in effect until early 2026, when the 
renegotiation of the United States-Mexico-Canada Agreement leads to its removal. Third, for the rest of the world, the base 
tariff rate of 10% becomes the new normal for the remainder of Trump's presidency. Product-specific rates and exemptions 
remain in place through 2028 as well. From mid-2026 to the end of 2028, the effective tariff rate stabilizes around 8.5% 
compared with a rate of about 2% in 2024. 

We made modest adjustments to our federal tax and spending assumptions in the May baseline. In addition to the full 
extension of the Tax Cuts and Jobs Act and lower tax rates for domestic producers, we assume that Congress implements 
additional personal income tax cuts in line with some of President Trump’s campaign proposals. Specifically, we assume that 
Congress will reduce taxes on tip income and expand the standard deduction for taxpayers who are 65 and older. This shaves 
more than 10 basis points off the effective personal income tax rate. We also lifted our forecast slightly for nondefense 
discretionary spending to reflect higher anticipated immigration-related outlays. The impact of the changes on the projected 
budget deficit was marginal. 

Changes to GDP 

The strong expansion in economic activity during 2024 abruptly ended in the first quarter of 2025 as surging imports 
resulted in a slight decline in real GDP. Much of the increase in imports was an effort to avoid anticipated tariffs. Real 
GDP fell 0.3%, following a 2.4% gain in the fourth quarter, according to the preliminary report from the Bureau of 
Economic Analysis. However, this is not necessarily an indicator of recession, as job growth and industrial production 
grew at healthy rates. Still, with uncertainty high and confidence falling, a recession could be in the offing. 

Imports took 5 percentage points from top-line growth. Federal government spending also declined, reducing growth by 
0.3 percentage point, with most of the decline coming from defense expenditures. Consumer spending remained an 
important source of support in the first quarter, adding 1.2 percentage points to growth. Inventories were an even larger 
contributor, as some of the rise in imports went into inventories, adding 2.3 percentage points to growth. Fixed 



 

 
MOODY’S ANALYTICS U.S.–Baseline Outlook and Alternative Scenarios May 2025 7 

investment reversed its fourth-quarter decline and added 1.3 percentage points to growth. Residential investment, 
exports, and state and local spending grew modestly. 

As a result of the weak first quarter and new policy assumptions, Moody’s Analytics has shifted the timing of growth during 
2025, with more growth later in the year. However, on an annual average basis, the May forecast of 1.3% is unchanged from 
April. Growth in subsequent years was similarly little changed, with real GDP growth, on an annual average basis, projected 
to rise 1.5% in 2026 and 2.1% in 2027. By comparison, the March forecast had growth of 1.4% in 2026 and 2.3% in 2027. 
Revisions to growth were largest for trade and inventories, although all components of GDP experienced some shifts in the 
timing of growth. 

Monetary policy 

Monetary policy assumptions are unchanged in the May forecast. We expect three 25-basis point cuts in July, 
September and December from the current federal funds target range of 4.25%-4.5%. Subsequently, we expect the Fed 
to gradually reduce the rate by 25 basis points each quarter to its neutral level of 3% in 2026.  

As expected, the Federal Open Market Committee left the fed funds target range unchanged at its May meeting. 
Policymakers face an economy that is still expanding, with slightly elevated inflation. However, the Trump 
administration’s tariff policies are expected to cause more inflation, slower growth, and higher unemployment. This has 
kept the FOMC in a holding pattern. Accelerating inflation and rising unemployment put the central bank’s dual 
mandates into conflict, as the first demands higher interest rates, and the second, lower ones. Once the economy 
shows clearer signs of slowing by summer, we expect the Fed will begin to cut. 

As in February, the March inflation reports showed progress. The headline consumer price index fell by 0.2% month 
over month, and inflation fell from 2.8% to 2.4% year over year. Core CPI, which excludes food and energy prices and is 
a more reliable predictor of future inflation, rose 0.2%, less than expected. On a year-ago basis, core inflation fell from 
3.1% to 2.8%. However, the report does not yet reflect the effects of tariffs announced in April. Meanwhile, job markets 
also remain resilient. April’s payroll growth was 177,000, about matching March’s 185,000. The jobless rate held steady 
at 4.2%.  

Amid high volatility, markets recovered their initial losses following the tariff announcements, when the Standard & 
Poor’s 500 had briefly entered correction territory. Gradual tariff pauses and rollbacks helped stocks regain value. After 
the U.S. and China announced a preliminary trade deal in early May, the S&P 500 rose by 2.5%, trading 2% above its 
level at the beginning of April. However, compared with its all-time high in February, the index is down by 5%, as 
substantial levies remain in effect, and some economic damage has already been done. Similarly, the bond market 
stabilized in April, albeit at lower prices. In mid-May, the 10-year Treasury yield traded at 4.4%, up 20 basis points from 
early April, reflecting investor concerns about inflation, growth, and the Treasury’s safe-haven status. 

The May baseline predicts consumer price inflation of 3% year over year in the second quarter of 2025, slightly lower 
than April’s 3.1%. Consumer price inflation will peak near 3.5% in the fourth quarter before gradually returning to target 
in late 2026. Meanwhile, we expect the 10-year Treasury yield to average 4.2% in the second quarter, unchanged from 
the April forecast. The rate will remain near this level throughout the decade due to elevated inflation and fiscal 
uncertainty.  

The trade tensions also continued to put downward pressure on the U.S. dollar in recent months. On a real broad trade-
weighted basis, the currency fell by 3.6% from January through April. Tariffs will weigh on dollar demand, but we expect 
the currency to gradually recover as tariffs fade out by 2027. 

Business investment and real estate 

The BEA’s advance release for the first quarter of 2025 showed that inflation-adjusted nonresidential investment rose a 
surprising 9.8% annualized, well above Moody’s Analytics final projection of 4%. Real equipment led the way, up more 
than 20%, and intellectual property was up about 4%. Within equipment, the main source of strength was IT. Spending 
jumped nearly 70% annualized, well above expectations, as businesses rushed to buy imported laptops and 
smartphones ahead of announced tariffs by the Trump administration. Transportation rose more than 10% annualized 
because of a 75% jump in aircraft investment. Boeing delivered 130 planes in the first quarter compared with only 57 in 
the fourth quarter of 2024 due to the strike. Real structures spending was essentially flat, about as expected. The large 
commercial segment was unchanged because weakness in multi-merchandise retail and healthcare facilities 
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construction offset a rebound in office. Manufacturing facilities construction declined moderately following the end of 
subsidies for the construction of semiconductor plants.   

High-frequency data have been negative. Although inflation-adjusted new orders for nondefense, nonaircraft capital 
goods have risen since October, inflation-adjusted shipments have continued to decline. The Moody’s Analytics survey 
of business confidence has moved erratically on changing announcements by the Trump administration about tariffs, 
but on balance, it has dropped sharply since the beginning of March. The stock market has shown the same sort of 
volatility and is down about 5% since mid-February. Surveys of planned capital expenditure six months from now have 
weakened substantially. For all five reporting Federal Reserve banks, the April reading was sharply lower than in 
January. Moreover, two of the April surveys showed expectations that spending would decline.    

Growth in real business investment will be slower than the 3.6% recorded in 2024 for several reasons. First, a 
deceleration in GDP growth will reduce investment opportunities. Second, the tariffs will raise the prices of imported 
capital goods. On an annual average basis, investment growth will be 1.3% and -0.8%, respectively, in 2025 and 2026, 
compared with 0.8% and -0.2% in the April baseline. The higher figure for 2025 compared with April reflects the jump in 
spending on IT equipment in the first quarter of 2025 to avoid expected tariffs. 

The short-term outlook for single-family housing permits and starts was revised lower this month. Homebuilders are 
contending with increasing challenges on the supply side as tariffs soar, raising materials costs. Further, deportations 
will shrink the construction labor force. Additionally, a buildup of completed inventory will weigh on new-home 
construction in the coming year.   

The outlook for existing-home sales is stable and is expected to remain near a recessionary low. While the underlying 
demand for housing remains robust, given the large number of "pent-up" household formations, the higher interest rate 
environment will drag on affordability. Further, increasing uncertainty about the strength of the labor market will result 
in more potential buyers postponing their search. Existing-home sales will recover over time as homeowners outgrow 
their homes, but the recovery to a long-run equilibrium will be protracted. 

The forecast for single-family house prices was stable this month. Reduced demand due to higher interest rates and a 
weaker labor market outlook will be balanced by the limited supply of existing homes. Nationally, house prices are 
projected to grow at a low single-digit rate, as sellers make price concessions to address buyers' affordability 
challenges. 

Commercial real estate price forecasts were upgraded this month, but Moody’s Analytics anticipates a continued 
decline in total CRE prices. The change stems from an improvement in the office outlook. While office property prices 
will continue to fall due to high vacancy rates, the decline will be less severe given the recent return to office mandates 
in some key distressed markets. Elevated interest rates will impede refinancing, though lenders will continue to 
accommodate borrowers via extend and pretend agreements. Multifamily property prices are expected to inch lower in 
the near term as property owners navigate limited rent growth and complete ongoing construction projects. 

Labor market 

The April employment report confirmed that the labor market is holding up, though it provided little information about the 
impact of the historically high tariffs announced in early April. The April payroll reference week ended on the 12th of the 
month, leaving little time for any reaction to the tariffs to show up in this employment report. Job growth came in at 177,000 
in April and is averaging 155,000 over the last three months. 

The outlook for the job market in the coming year was little changed in May, as we still expect that the global trade war will 
do real damage to the U.S. economy. The May forecast now expects that about 900,000 jobs will be added in 2025. More 
notably, the labor market will flatline in 2026, compared with the March forecast of a gain of half a million jobs. The 
unemployment rate will rise to a peak of 4.9% by the end of 2026, unchanged from the April forecast. 

Energy  

Moody’s Analytics has lowered its oil price forecasts in the May forecast vintage. Our oil price forecasts for the second 
quarter of 2025 are more than $4 per barrel lower than a month ago, and $2 lower for 2025 as a whole. This is a big 
change in the forecast, and it is underpinned by two important factors.  

First, the demand outlook continues to weaken. We have lowered our demand forecast by 300,000 barrels per day, 
consistent with the International Energy Agency. Although the Trump administration’s reciprocal tariffs were delayed by 
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90 days, they could be reinstated after that. In the meantime, each country faces an across-the-board tariff of 10%, the 
U.S. initially raised China’s tariff rate to 145%, and multiple sectors such as steel, aluminum and autos face their own 
higher tariffs. These tariffs threaten the longevity of the global economic expansion, upon which oil demand thrives. 
Port traffic is already faltering on the West Coast on account of these tariffs. Reduced demand for transportation 
threatens petroleum demand even if a recession is avoided.  

Second, OPEC+ met on May 3 to discuss production levels. They decided to raise production by 411,000 bpd starting in 
June, building on their planned increases in April and May. Saudi Arabia is displeased by the poor compliance, with 
production cuts by countries such as Iraq and Kazakhstan, and is signaling that it will stomach lower prices in the near 
term. The combined production hike by June has now reached 960,000 bpd, representing 44% of OPEC+’s 2.2 million 
bpd of production cuts instituted in 2022. OPEC+ is trying to reclaim market share by ending the cuts, but the extra 
supply is pressuring prices significantly at a time when global oil demand is at risk of faltering.  
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MOODY’S ANALYTICS DID NOT CHANGE ITS NATURAL GAS PRICE FORECAST FOR THE MONTH OF MAY.

Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,622.8 23,715.5 23,796.1 23,895.4 24,010.7 24,122.0 24,244.8

Change %AR -0.3 0.4 1.3 1.6 1.4 1.7 1.9 1.9 2.1

Federal Budget $ bil -596.2 -55.2 -473.3 -653.7 -561.5 -263.5 -604.3 -772.3 -643.7

Total Employment mil 159.2 159.5 159.5 159.5 159.5 159.5 159.5 159.5 159.5

Change %AR 1.4 0.8 0.1 0.0 -0.1 -0.1 0.0 0.0 0.1

Unemployment Rate % 4.1 4.2 4.2 4.4 4.6 4.8 4.9 4.9 4.9

Light Vehicle Sales mil, SAAR 16.4 16.3 15.6 15.9 16.0 16.1 16.1 16.2 16.2

Residential Housing Starts mil, SAAR 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.5

Median Existing-Home Price $ ths 417.8 417.5 418.2 418.6 418.8 419.1 419.4 420.0 420.9

Change %YA 3.4 2.2 2.0 0.1 0.3 0.4 0.3 0.3 0.5

Consumer Price Index %AR 3.8 3.8 3.3 3.2 3.5 2.9 2.1 1.8 1.9

Federal Funds Rate % 4.3 4.3 4.1 3.8 3.5 3.3 3.0 3.0 3.0

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.1 4.1 4.1 4.2 4.3 4.3 4.3

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.3 2.4 2.4 2.5 2.5 2.5 2.6

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,620.3 3,674.5 3,708.6 3,796.9 3,871.6 3,894.4 3,929.3

Change %YA 10.4 -8.0 -4.8 -8.3 -8.8 8.2 6.9 6.0 6.0

S&P 500 1941=10 5,900.7 5,319.7 5,380.1 5,511.3 5,593.5 5,686.6 5,705.6 5,699.5 5,725.8

Change %YA 18.1 1.2 -3.0 -6.8 -5.2 6.9 6.1 3.4 2.4

CRE Price Index index 305.4 305.8 305.7 305.7 305.4 305.2 309.0 316.3 322.2

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 1.4 1.4 1.4 1.5 1.5 1.5 1.6

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,864.0 2,887.4 2,903.1 2,917.1 2,924.7 2,920.8 2,927.8

BAA spread % 1.5 2.0 2.3 2.4 2.4 2.5 2.5 2.5 2.6

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,603.4 23,956.0 24,448.5 25,009.5 25,635.0

Change %AR 6.1 2.5 2.9 2.8 1.3 1.5 2.1 2.3 2.5

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,778.4 -2,201.6 -2,394.8 -2,415.6 -2,464.0

Total Employment mil 146.3 152.5 155.9 158.0 159.4 159.5 159.8 160.6 161.7

Change %AR 2.9 4.3 2.2 1.3 0.9 0.0 0.2 0.5 0.7

Unemployment Rate % 5.4 3.6 3.6 4.0 4.2 4.8 4.9 4.6 4.3

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 16.1 16.1 16.4 16.9 17.3

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.4 1.5 1.5 1.4

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 418.0 419.3 424.0 437.4 452.6

Change %YA 18.4 10.2 0.6 4.5 1.9 0.3 1.1 3.2 3.5

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.2 3.0 2.0 2.0 1.8

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.1 3.2 3.0 3.0 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.2 4.2 4.3 4.3 4.2

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.1 2.5 2.5 2.4 2.4

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,717.9 3,817.9 4,048.4 4,357.7 4,597.1

Change %YA 27.6 7.8 6.9 7.9 -2.9 2.7 6.0 7.6 5.5

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,527.9 5,671.3 5,802.4 6,229.9 6,681.2

Change %YA 32.6 -3.9 4.5 26.7 1.9 2.6 2.3 7.4 7.2

CRE Price Index index 346.3 341.0 317.3 305.0 305.7 316.3 336.3 353.7 372.9

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 1.3 1.5 1.6 1.8 1.8

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,843.2 2,916.4 2,953.3 3,070.9 3,250.9

BAA spread % 1.9 2.1 1.9 1.5 2.1 2.5 2.5 2.4 2.4

U.S. MACRO BASELINE SCENARIO —FORECAST SUMMARY—May 2025
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Risks 

 

 

Note: Changes in red are either an increase in the odds of the event occurring or a new downside risk.  
Changes in green reflect a decline in the probability of the event occurring. 



 

 
MOODY’S ANALYTICS U.S.–Baseline Outlook and Alternative Scenarios May 2025 12 

Scenario Comparison 
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25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Baseline 2.05 1.40 0.95 0.74 1.15 1.47 1.64 1.71 1.89

S0: Upside 4th Percentile 2.05 1.40 2.32 3.10 4.44 5.58 4.38 3.64 3.23

S1: Upside 10th Percentile 2.05 1.40 1.60 1.68 2.37 3.00 2.67 2.53 2.42

S2: Dow nside 75th Percentile 2.05 1.40 0.50 -0.54 -0.91 -0.79 -0.16 0.97 2.13

S3: Dow nside 90th Percentile 2.05 1.40 -0.07 -1.45 -2.46 -2.47 -1.52 -0.38 1.22

S4: Dow nside 96th Percentile 2.05 1.40 -0.19 -1.82 -3.09 -4.14 -3.56 -2.37 -0.70

2024 2025 2026 2027 2028 2029 2030 2031 2032

Baseline 2.80 1.28 1.49 2.06 2.29 2.50 2.79 2.76 2.36

S0: Upside 4th Percentile 2.80 2.22 4.50 2.81 2.67 2.55 2.51 2.07 1.97

S1: Upside 10th Percentile 2.80 1.68 2.64 2.26 2.48 2.65 2.80 2.30 2.10

S2: Dow nside 75th Percentile 2.80 0.84 -0.22 2.68 2.95 2.79 2.81 2.48 2.15

S3: Dow nside 90th Percentile 2.80 0.47 -1.71 1.85 3.48 3.53 2.94 2.57 2.22

S4: Dow nside 96th Percentile 2.80 0.35 -3.30 0.85 3.55 3.50 3.13 2.74 2.42

25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Baseline 2.74 3.01 3.49 3.53 3.45 3.21 2.89 2.55 2.17

S0: Upside 4th Percentile 2.74 3.01 3.59 3.77 3.74 3.55 3.21 2.84 2.50

S1: Upside 10th Percentile 2.74 3.01 3.55 3.67 3.63 3.41 3.04 2.64 2.22

S2: Dow nside 75th Percentile 2.74 3.01 3.57 3.50 3.11 2.57 1.85 1.50 1.56

S3: Dow nside 90th Percentile 2.74 3.01 3.94 4.13 3.35 2.62 1.39 0.71 0.91

S4: Dow nside 96th Percentile 2.74 3.01 4.24 4.53 3.60 2.79 1.02 0.02 0.14

2024 2025 2026 2027 2028 2029 2030 2031 2032

Baseline 2.95 3.19 3.02 2.02 2.01 1.85 1.90 2.09 2.23

S0: Upside 4th Percentile 2.95 3.28 3.33 2.27 2.07 1.85 1.90 2.09 2.23

S1: Upside 10th Percentile 2.95 3.25 3.17 2.05 2.01 1.85 1.90 2.09 2.23

S2: Dow nside 75th Percentile 2.95 3.21 2.25 1.86 2.07 2.00 2.02 2.16 2.30

S3: Dow nside 90th Percentile 2.95 3.46 2.00 1.20 1.68 1.82 1.94 2.17 2.34

S4: Dow nside 96th Percentile 2.95 3.63 1.84 0.47 0.99 1.43 1.64 1.87 2.10

25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Baseline 4.33 4.32 4.12 3.77 3.54 3.29 3.01 3.00 2.96

S0: Upside 4th Percentile 4.33 4.32 4.12 3.95 3.67 3.46 3.17 3.14 3.11

S1: Upside 10th Percentile 4.33 4.32 4.12 3.87 3.59 3.40 3.09 3.05 3.02

S2: Dow nside 75th Percentile 4.33 4.32 4.48 3.35 2.81 2.26 2.15 2.08 2.02

S3: Dow nside 90th Percentile 4.33 4.32 4.53 4.75 3.45 2.94 2.46 1.95 1.43

S4: Dow nside 96th Percentile 4.33 4.32 4.58 4.81 3.85 2.74 1.66 1.01 0.77

2024 2025 2026 2027 2028 2029 2030 2031 2032

Baseline 5.15 4.14 3.21 2.96 2.96 2.93 2.73 2.70 2.70

S0: Upside 4th Percentile 5.15 4.18 3.36 3.08 2.99 2.93 2.73 2.70 2.70

S1: Upside 10th Percentile 5.15 4.16 3.28 3.00 2.97 2.93 2.73 2.70 2.70

S2: Dow nside 75th Percentile 5.15 4.12 2.33 2.04 2.71 2.93 2.73 2.70 2.70

S3: Dow nside 90th Percentile 5.15 4.48 2.70 1.04 1.43 1.98 2.46 2.70 2.70

S4: Dow nside 96th Percentile 5.15 4.51 2.32 0.54 0.55 0.64 0.91 1.79 2.51

25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Baseline 18.12 1.25 -2.99 -6.76 -5.21 6.90 6.05 3.42 2.36

S0: Upside 4th Percentile 18.12 1.25 3.33 3.07 6.13 18.51 9.58 2.87 0.87

S1: Upside 10th Percentile 18.12 1.25 1.39 0.69 3.01 14.76 8.15 1.98 0.52

S2: Dow nside 75th Percentile 18.12 1.25 -15.83 -25.65 -30.74 -22.10 -9.29 -1.82 8.10

S3: Dow nside 90th Percentile 18.12 1.25 -16.44 -30.04 -41.25 -34.02 -23.05 -13.25 5.53

S4: Dow nside 96th Percentile 18.12 1.25 -17.60 -31.69 -43.09 -43.99 -35.40 -26.72 -10.31

2024 2025 2026 2027 2028 2029 2030 2031 2032

Baseline 26.67 1.87 2.59 2.31 7.37 7.24 7.54 5.66 3.20

S0: Upside 4th Percentile 26.67 6.16 8.99 2.46 6.44 5.84 7.59 5.66 3.20

S1: Upside 10th Percentile 26.67 5.01 6.75 2.01 5.69 5.56 7.54 5.66 3.20

S2: Dow nside 75th Percentile 26.67 -6.56 -17.27 9.39 16.48 12.84 7.54 5.66 3.20

S3: Dow nside 90th Percentile 26.67 -7.91 -29.31 9.53 21.36 16.14 8.79 5.77 3.20

S4: Dow nside 96th Percentile 26.67 -8.66 -38.22 0.73 18.98 19.07 13.02 10.90 6.79

U.S. REAL GDP, % CHANGE YR AGO —SCENARIO COMPARISON—May 2025

U.S. CPI, % CHANGE YR AGO —SCENARIO COMPARISON—May 2025

U.S. FEDERAL FUNDS RATE, % —SCENARIO COMPARISON—May 2025

U.S. S&P 500, % CHANGE YR AGO —SCENARIO COMPARISON—May 2025
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S0: Alternative Scenario 0 – Upside – 4th Percentile 

This above-baseline scenario is designed so that there is a 4% probability that the economy will perform better, 
broadly speaking, and a 96% probability that it will perform worse. 

Key assumptions/risks 

→ The impacts of the Trump administration's tariffs and deportations on the economy are much less than expected. 

→ The peak tariff rate is 22.8%, the same as in the baseline, but tariffs are rolled back to below 10% by the end of 
2025.  

→ The Russian invasion of Ukraine resolves much faster than anticipated, and the Hamas-Israel ceasefire holds.  

→ The economy has more than full employment in the third quarter of 2025, with the unemployment rate dropping 
below the baseline at that time.  

→ Because of the unexpectedly strong growth in the economy, inflation and interest rates are a bit higher than in the 
baseline. Financial markets stabilize, and the stronger growth allows equity prices to rebound strongly. 

→ Political and economic tensions between the U.S. and China diminish substantially.  

Monetary policy assumptions 

→ The fed funds rate is slightly higher than in the baseline starting in the fourth quarter of 2025.  

→ The 10-year Treasury is a bit higher than in the baseline because of the stronger growth and slightly higher inflation. 

Fiscal policy assumptions  

→ Just as in the baseline, the S0 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be revenue from the new tariffs, with the effective tariff rate rising from about 2% to 22.8%, as in the 
baseline. However, the administration will roll the tariffs back to below 10% by the end of 2025.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  

→ The tax policy assumptions in S0 are fundamentally the same as in the baseline. However, since the economy is 
stronger, tax revenues are higher than in the baseline and the deficit is lower. On balance, the budget deficit will be 
approximately -5.7% in fiscal 2025, compared with -6.1% in the baseline.  

 

The upside scenario “S0: Alternative Scenario 0 – Upside – 4th Percentile” assumes that the impacts on the economy 
of the Trump administration’s tariffs will be much less than expected. The effective tariff rate rises from about 2% to 
22.8%, as in the baseline. However, the administration will roll the tariffs back to below 10% by the end of 2025. 

Additionally, the economic impacts of the Russian invasion of Ukraine and the Hamas-Israel conflict resolve much 
faster than expected.  

The stronger economy results in unemployment declining below the baseline. Likewise, inflation is slightly above the 
baseline, and as a result, so are long-term interest rates. The Fed will cut rates as inflation decelerates, but rates will be 
slightly higher than in the baseline. The 10-year Treasury yield is slightly higher than in the baseline because of the 
stronger growth and slightly higher inflation. Financial markets stabilize, and the stronger growth allows equity prices to 
rise more than in the baseline. 
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Business sentiment and consumer confidence rise significantly, causing consumer spending and business investment 
growth to accelerate. The gains in U.S. employment lift household incomes and spending more than expected. House 
prices rise by 7.8% between mid-2025 and mid-2026 versus 0.7% in the baseline. 

The euro zone’s economy also grows much more than in the baseline, boosting U.S. exports and business 
investment. In the energy market, the price of Brent crude is slightly above the baseline.  

Real GDP is higher than in the baseline over the next several years. On an annual average basis, real GDP rises 2.2% in 
2025 and 4.5% in 2026, compared with 1.3% and 1.5%, respectively, in each of those years in the baseline. Over 
time, the increase in capital per worker resulting from higher investment in this scenario generates significant, 
persistent additional growth in labor productivity, leading to above-baseline levels of output in the long term. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,942.2 24,273.3 24,569.6 24,862.0 24,991.0 25,156.0 25,362.6

Change %AR -0.3 0.4 6.8 5.6 5.0 4.8 2.1 2.7 3.3

Federal Budget $ bil -596.2 -55.2 -449.6 -614.3 -485.5 -133.7 -430.9 -584.4 -451.8

Total Employment mil 159.2 159.5 160.9 161.4 161.9 162.4 162.9 163.2 163.3

Change %AR 1.4 0.8 3.7 1.0 1.2 1.4 1.3 0.6 0.4

Unemployment Rate % 4.1 4.2 3.4 3.2 3.4 3.5 3.6 3.7 3.9

Light Vehicle Sales mil, SAAR 16.4 16.3 16.2 16.6 16.8 16.8 17.2 17.0 16.8

Residential Housing Starts mil, SAAR 1.4 1.4 1.4 1.5 1.5 1.6 1.6 1.7 1.7

Median Existing-Home Price $ ths 417.8 417.5 431.7 440.0 447.8 453.9 466.5 474.5 479.4

Change %YA 3.4 2.2 5.3 5.2 7.2 8.7 8.1 7.9 7.0

Consumer Price Index %AR 3.8 3.8 3.7 3.8 3.7 3.1 2.3 2.3 2.3

Federal Funds Rate % 4.3 4.3 4.1 4.0 3.7 3.5 3.2 3.1 3.1

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.3 4.3 4.3 4.4 4.5 4.5 4.5

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.1 2.0 2.1 2.2 2.4 2.4 2.5

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,696.0 3,841.6 3,963.8 4,122.2 4,262.6 4,343.5 4,432.8

Change %YA 10.4 -8.0 -2.8 -4.1 -2.5 17.4 15.3 13.1 11.8

S&P 500 1941=10 5,900.7 5,319.7 5,730.6 6,092.6 6,262.3 6,304.5 6,279.9 6,267.6 6,316.7

Change %YA 18.1 1.2 3.3 3.1 6.1 18.5 9.6 2.9 0.9

CRE Price Index index 305.4 305.8 309.6 315.6 318.0 322.7 331.2 342.3 350.6

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 2.2 2.2 2.0 2.2 2.2 2.1 2.0

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,895.0 3,048.1 3,162.1 3,256.2 3,368.7 3,457.0 3,516.7

BAA spread % 1.5 2.0 2.1 2.0 2.1 2.2 2.4 2.4 2.5

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,822.6 24,894.6 25,595.3 26,278.4 26,949.5

Change %AR 6.1 2.5 2.9 2.8 2.2 4.5 2.8 2.7 2.6

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,715.3 -1,634.5 -1,638.2 -1,769.2 -1,970.7

Total Employment mil 146.3 152.5 155.9 158.0 160.2 162.6 163.9 164.8 165.5

Change %AR 2.9 4.3 2.2 1.3 1.4 1.5 0.8 0.5 0.4

Unemployment Rate % 5.4 3.6 3.6 4.0 3.7 3.6 3.9 3.7 3.5

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 16.4 16.9 16.9 17.3 17.8

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.6 1.7 1.8 1.8

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 426.8 460.7 482.8 501.3 520.4

Change %YA 18.4 10.2 0.6 4.5 4.0 8.0 4.8 3.8 3.8

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.3 3.3 2.3 2.1 1.8

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.2 3.4 3.1 3.0 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.3 4.4 4.5 4.3 4.2

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 1.9 2.3 2.5 2.4 2.5

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,778.7 4,173.0 4,595.0 4,981.6 5,283.2

Change %YA 27.6 7.8 6.9 7.9 -1.3 10.4 10.1 8.4 6.1

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,760.9 6,278.6 6,433.3 6,847.9 7,247.6

Change %YA 32.6 -3.9 4.5 26.7 6.2 9.0 2.5 6.4 5.8

CRE Price Index index 346.3 341.0 317.3 305.0 315.6 342.3 367.5 381.8 396.0

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 1.8 2.1 1.9 1.9 1.7

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,891.1 3,311.0 3,569.6 3,714.9 3,895.6

BAA spread % 1.9 2.1 1.9 1.5 1.9 2.3 2.5 2.4 2.5

U.S. MACRO S0 SCENARIO —FORECAST SUMMARY—May 2025
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S1: Alternative Scenario 1 – Upside – 10th Percentile 

This above-baseline scenario is designed so that there is a 10% probability that the economy will perform better, 
broadly speaking, and a 90% probability that it will perform worse. 

Key assumptions/risks 

→ The impacts of the Trump administration's tariffs and deportations on the economy are less than expected. 

→ The effective tariff rate rises from about 2% to 22.8%, as in the baseline. However, the administration rolls the tariffs 
back to below 10% by early 2026.  

→ The Russian invasion of Ukraine resolves faster than anticipated, and the Hamas-Israel ceasefire holds.  

→ The unemployment rate declines below the baseline starting in the third quarter of 2025.  

→ Because of the stronger growth, inflation and interest rates are a bit higher than in the baseline. Financial markets 
are stable and the stronger growth allows equity prices to rise strongly. 

→ Political and economic tensions between the U.S. and China diminish.  

Monetary policy assumptions 

→ The fed funds rate remains a bit higher than in the baseline starting in the fourth quarter of 2025. 

→ The 10-year Treasury is a bit higher than in the baseline because of the stronger growth and slightly higher inflation.  

Fiscal policy assumptions 

→ Just as in the baseline, the S1 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be revenue from the new tariffs, with the effective tariff rate rising from about 2% to 22.8%, as in the 
baseline. However, the administration will roll the tariffs back to below 10% by early 2026.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  

→ The tax policy assumptions in S1 are fundamentally the same as in the baseline. However, since the economy is 
stronger, tax revenues are higher than in the baseline and the deficit is lower. On balance, the budget deficit will be 
approximately -5.9% in fiscal 2025, compared with -6.1% in the baseline.  

 

The upside scenario “S1: Alternative Scenario 1 – Upside – 10th Percentile” assumes that the impacts on the economy of 
the Trump administration’s tariffs will be much less than expected. The effective tariff rate will rise from about 2% to 
22.8%, as in the baseline. However, the administration will roll the tariffs back to below 10% by early 2026. Further, 
acceleration of China’s economy boosts demand for U.S. exports and manufacturing. Additionally, the economic 
impacts of the Russian invasion of Ukraine and the Hamas-Israel conflict resolve much faster than anticipated.  

The stronger economy results in unemployment declining below the baseline and inflation slightly above the baseline. 
As a result, long-term interest rates are a bit higher than in the baseline. The Fed will cut rates as inflation decelerates, 
but rates remain a bit higher than in the baseline because of stronger growth and slightly higher inflation. The 10-year 
Treasury yield is also a bit higher than in the baseline because of the stronger growth and slightly higher inflation. 
Financial markets stabilize and the stronger growth allows equity prices to rebound quickly.  
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Business sentiment and consumer confidence rise significantly, accelerating consumer spending and business 
investment growth. The return to strong gains in U.S. employment lifts household incomes and spending more than 
expected. House prices rise by 4.9% between mid-2025 and mid-2026 versus 0.7% in the baseline. 

The euro zone’s economy also grows more quickly than in the baseline, boosting U.S. exports and business investment. 
In the energy market, the price of Brent crude oil is slightly above the baseline. 

Real GDP is higher than in the baseline over the next several years. On an annual average basis, real GDP rises 
1.7% in 2025 and 2.6% in 2026, compared with 1.3% and 1.5%, respectively, in each of those years in the baseline. The 
increase in capital per worker resulting from higher investment in this scenario generates additional growth in labor 
productivity, leading to above-baseline levels of output in the long term. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,774.8 23,937.3 24,084.5 24,256.6 24,408.7 24,543.2 24,667.4

Change %AR -0.3 0.4 3.9 2.8 2.5 2.9 2.5 2.2 2.0

Federal Budget $ bil -596.2 -55.2 -467.0 -632.8 -534.9 -193.0 -496.0 -653.3 -523.0

Total Employment mil 159.2 159.5 159.9 160.2 160.3 160.6 160.8 161.1 161.3

Change %AR 1.4 0.8 1.0 0.8 0.2 0.7 0.6 0.7 0.4

Unemployment Rate % 4.1 4.2 3.8 3.5 3.7 3.8 3.9 4.1 4.2

Light Vehicle Sales mil, SAAR 16.4 16.3 16.1 16.5 16.7 16.6 16.9 16.8 16.6

Residential Housing Starts mil, SAAR 1.4 1.4 1.4 1.4 1.4 1.5 1.5 1.6 1.6

Median Existing-Home Price $ ths 417.8 417.5 425.5 430.3 435.1 439.7 446.4 451.0 452.6

Change %YA 3.4 2.2 3.8 2.9 4.1 5.3 4.9 4.8 4.0

Consumer Price Index %AR 3.8 3.8 3.6 3.5 3.6 2.9 2.1 1.9 1.9

Federal Funds Rate % 4.3 4.3 4.1 3.9 3.6 3.4 3.1 3.1 3.0

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.2 4.2 4.2 4.3 4.4 4.4 4.4

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.1 2.2 2.2 2.3 2.5 2.5 2.5

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,658.3 3,757.3 3,869.2 3,992.1 4,099.3 4,147.7 4,210.3

Change %YA 10.4 -8.0 -3.8 -6.2 -4.9 13.7 12.1 10.4 8.8

S&P 500 1941=10 5,900.7 5,319.7 5,623.0 5,951.6 6,078.1 6,105.1 6,081.3 6,069.3 6,109.7

Change %YA 18.1 1.2 1.4 0.7 3.0 14.8 8.1 2.0 0.5

CRE Price Index index 305.4 305.8 307.1 310.8 311.2 314.6 321.1 330.0 336.8

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 2.0 2.0 1.8 1.9 1.9 1.8 1.8

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,882.0 3,013.5 3,101.3 3,172.7 3,241.8 3,281.8 3,308.9

BAA spread % 1.5 2.0 2.1 2.2 2.2 2.3 2.5 2.5 2.5

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,696.8 24,323.2 24,872.8 25,489.3 26,163.6

Change %AR 6.1 2.5 2.9 2.8 1.7 2.6 2.3 2.5 2.6

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,751.2 -1,877.2 -1,934.5 -2,058.9 -2,235.3

Total Employment mil 146.3 152.5 155.9 158.0 159.7 160.7 161.8 162.8 163.7

Change %AR 2.9 4.3 2.2 1.3 1.1 0.6 0.7 0.6 0.5

Unemployment Rate % 5.4 3.6 3.6 4.0 3.9 3.9 4.2 3.9 3.7

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 16.3 16.8 16.7 17.1 17.6

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.5 1.6 1.7 1.7

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 422.8 443.1 456.2 474.7 493.7

Change %YA 18.4 10.2 0.6 4.5 3.1 4.8 3.0 4.0 4.0

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.2 3.2 2.1 2.0 1.8

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.2 3.3 3.0 3.0 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.3 4.3 4.4 4.3 4.2

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 1.9 2.4 2.5 2.4 2.5

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,748.2 4,027.1 4,334.3 4,651.9 4,920.2

Change %YA 27.6 7.8 6.9 7.9 -2.1 7.4 7.6 7.3 5.8

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,698.8 6,083.4 6,205.5 6,558.9 6,923.5

Change %YA 32.6 -3.9 4.5 26.7 5.0 6.7 2.0 5.7 5.6

CRE Price Index index 346.3 341.0 317.3 305.0 310.8 330.0 352.0 368.6 385.5

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 1.6 1.8 1.8 1.8 1.8

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,879.2 3,199.4 3,345.0 3,481.8 3,661.9

BAA spread % 1.9 2.1 1.9 1.5 1.9 2.4 2.5 2.4 2.5

U.S. MACRO S1 SCENARIO —FORECAST SUMMARY—May 2025
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S2: Alternative Scenario 2 – Downside – 75th Percentile 

In this scenario, there is a 75% probability that the economy will perform better, broadly speaking, and a 25% 
probability that it will perform worse. 

Key assumptions/risks 

→ The impacts of Trump administration’s tariffs and deportations on the economy are worse than expected, causing 
inflation to rise in the second quarter of 2025. 

→ The effective tariff rate rises from about 2% to 22.8%, as in the baseline, and the administration does not roll it back 
significantly until the second half of 2026.  

→ Elevated interest rates weaken credit-sensitive spending more than anticipated. 

→ Worries grow that the Hamas-Israel conflict will widen and that Russia’s invasion of Ukraine will persist longer than 
expected. The risk also increases that China might block the Taiwan Strait, limiting the supply of semiconductor 
chips from Taiwan and raising fears of a broader conflict. Business and consumer confidence declines. 

→ The combination of tariffs, rising inflation, deportations, political tensions, still-elevated interest rates, and reduced 
credit availability causes the economy to fall into a mild recession starting in the third quarter of 2025. The decline 
lasts for three quarters, and the peak-to-trough decline is 1%. The unemployment rate rises to a peak of 7.1% in the 
second quarter of 2026. 

→ The stock market falls another 23% from the second quarter of 2024 through the first quarter of 2026.  

→ Declines in European economies hurt U.S. exports and also corporate earnings from European subsidiaries. 

→ The economy returns to full employment by mid-2029. 

Monetary policy assumptions 

→ The Fed began to ease in the third quarter of 2024. However, despite the onset of recession in the third quarter of 
2025, rising inflation causes the Fed to raise the fed funds rate. It resumes easing in the fourth quarter of 2025 as 
the recession persists and the fed funds rate goes below the baseline at that point. 

→ The 10-year Treasury rises above the baseline starting in the third quarter of 2025 because of increased inflation. It 
then falls some as the recession persists because of the flight to quality. 

Fiscal policy assumptions 

→ Just as in the baseline, the S2 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be new tariffs. The effective tariff rate will rise from about 2% to 22.8%, as in the baseline, and the 
administration does not roll it back significantly until the second half of 2026.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  

→ The tax policy assumptions in S2 are fundamentally the same as in the baseline. However, since the economy is 
weaker, tax revenues are lower than in the baseline and the deficit is higher. On balance, the budget deficit will be 
about -6.6% in fiscal 2025, compared with -6.1% in the baseline. The higher deficit adds to worries about growth in the 
national debt, raising uncertainty over the course of tax policy. Though no crisis ultimately materializes, business and 
consumer sentiment is damaged. 
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→ No additional measures to stem the recession are enacted. 

 

In the downside 25% scenario, “S2: Alternative Scenario 2 – Downside – 75th Percentile,” the combination of increased 
tariffs, rising inflation, deportations, persistent political tensions, still-elevated interest rates, and reduced credit 
availability causes the economy to fall into a mild recession starting in the third quarter of 2025. The decline lasts for 
three quarters, and the peak-to-trough decline in real GDP is 1%. Despite the recession, rising inflation causes the Fed 
to raise the fed funds rate in the third quarter. It resumes easing in the fourth quarter of 2025 as the recession persists, 
and the fed funds rate falls below the baseline at that point. The stock market falls from the second quarter of 2025 
through the first quarter of 2026, by another 23% cumulatively. Further, declines in European economies and retaliatory 
tariffs hurt U.S. exports and also corporate earnings from European subsidiaries. The weakening global economy 
causes oil prices to start to fall immediately. 

The weakening in the economy causes the unemployment rate to rise in the third quarter of 2025 and reach a peak of 
7.1% in the second quarter of 2026. House prices decline 5.8% between mid-2025 and mid-2026 versus an increase of 
0.7% in the baseline. The economy begins to recover in the second quarter of 2026 amid Fed easing. The economy 
returns to full employment by mid-2029. 

The change in real GDP on an annual average basis is 0.8% in 2025 and -0.2% in 2026, compared with 1.3% and 1.5%, 
respectively, in each of those years in the baseline. Reduced business investment lowers productivity so that the level of real 
GDP remains below the baseline indefinitely. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,517.3 23,414.3 23,313.0 23,363.5 23,478.9 23,640.4 23,808.5

Change %AR -0.3 0.4 -0.5 -1.7 -1.7 0.9 2.0 2.8 2.9

Federal Budget $ bil -596.2 -55.2 -437.5 -626.2 -568.4 -264.4 -598.1 -769.5 -617.0

Total Employment mil 159.2 159.5 157.3 155.8 154.7 154.3 154.8 155.8 156.9

Change %AR 1.4 0.8 -5.3 -3.8 -2.9 -0.9 1.2 2.6 2.9

Unemployment Rate % 4.1 4.2 5.4 6.4 7.0 7.1 6.9 6.5 5.9

Light Vehicle Sales mil, SAAR 16.4 16.3 15.4 15.1 14.8 15.0 15.5 15.7 15.8

Residential Housing Starts mil, SAAR 1.4 1.4 1.3 1.1 1.0 1.1 1.2 1.2 1.2

Median Existing-Home Price $ ths 417.8 417.5 413.9 391.1 384.1 387.6 390.6 392.6 393.8

Change %YA 3.4 2.2 1.0 -6.4 -8.1 -7.2 -5.6 0.4 2.5

Consumer Price Index %AR 3.8 3.8 3.6 2.8 2.2 1.7 0.7 1.4 2.5

Federal Funds Rate % 4.3 4.3 4.5 3.4 2.8 2.3 2.2 2.1 2.0

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.3 3.9 3.6 3.7 3.8 3.8 3.9

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.4 3.2 3.3 3.1 2.9 2.8 2.7

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,556.3 3,462.8 3,381.1 3,549.9 3,669.0 3,748.5 3,812.2

Change %YA 10.4 -8.0 -6.5 -13.6 -16.9 1.1 3.2 8.3 12.7

S&P 500 1941=10 5,900.7 5,319.7 4,668.0 4,394.9 4,086.9 4,144.2 4,234.3 4,314.9 4,418.1

Change %YA 18.1 1.2 -15.8 -25.6 -30.7 -22.1 -9.3 -1.8 8.1

CRE Price Index index 305.4 305.8 301.4 290.1 278.2 273.6 274.8 285.9 295.8

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 0.6 0.0 -0.3 0.9 1.1 1.7 1.8

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,781.4 2,780.8 2,772.4 2,792.7 2,828.0 2,854.2 2,879.0

BAA spread % 1.5 2.0 2.4 3.2 3.3 3.1 2.9 2.8 2.7

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,501.6 23,448.9 24,077.6 24,787.4 25,479.2

Change %AR 6.1 2.5 2.9 2.8 0.8 -0.2 2.7 2.9 2.8

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,715.1 -2,200.3 -2,167.5 -2,035.8 -2,087.9

Total Employment mil 146.3 152.5 155.9 158.0 158.0 154.9 158.3 159.7 160.8

Change %AR 2.9 4.3 2.2 1.3 0.0 -1.9 2.2 0.9 0.7

Unemployment Rate % 5.4 3.6 3.6 4.0 5.0 6.9 5.2 4.6 4.4

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 15.8 15.2 16.2 16.8 17.2

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.3 1.1 1.3 1.4 1.4

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 410.1 388.7 398.4 414.3 428.4

Change %YA 18.4 10.2 0.6 4.5 0.0 -5.2 2.5 4.0 3.4

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.2 2.3 1.9 2.1 2.0

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.1 2.3 2.0 2.7 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.2 3.8 4.1 4.2 4.2

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.3 3.0 2.6 2.3 2.3

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,649.0 3,587.2 3,951.3 4,285.5 4,515.8

Change %YA 27.6 7.8 6.9 7.9 -4.7 -1.7 10.2 8.5 5.4

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,070.8 4,195.0 4,588.8 5,345.1 6,031.5

Change %YA 32.6 -3.9 4.5 26.7 -6.6 -17.3 9.4 16.5 12.8

CRE Price Index index 346.3 341.0 317.3 305.0 290.1 285.9 316.7 337.3 363.4

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 0.8 0.9 1.8 2.0 2.1

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,795.9 2,811.8 2,908.1 3,025.4 3,202.7

BAA spread % 1.9 2.1 1.9 1.5 2.3 3.0 2.6 2.3 2.3

U.S. MACRO S2 SCENARIO —FORECAST SUMMARY—May 2025
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S3: Alternative Scenario 3 – Downside – 90th Percentile 

In this scenario, there is a 90% probability that the economy will perform better, broadly speaking, and a 10% 
probability that it will perform worse. 

Key assumptions/risks 

→ The impacts of the Trump administration's tariffs and deportations on the economy are significantly worse than 
expected, causing inflation to rise above the baseline. 

→ The effective tariff rate rises from about 2% to 27.6%, more than the 22.8% in the baseline, and the administration 
does not roll it back significantly until the second half of 2027.  

→ Rising inflation causes the Fed to raise the fed funds rate in the third and fourth quarters of 2025, and the elevated 
interest rates weaken credit-sensitive spending more than anticipated. Business and consumer confidence 
declines. 

→ Worries grow that Russia’s invasion of Ukraine will persist longer than expected and that the Hamas-Israel conflict 
will widen. The risk increases that China might block the Taiwan Strait, limiting the supply of semiconductor chips 
from Taiwan and raising fears of a broader conflict.  

→ The combination of tariffs, rising inflation, deportations, political tensions, still-elevated interest rates, and reduced 
credit availability causes the economy to fall into recession in the third quarter of 2025. 

→ Declines in European economies and retaliatory tariffs hurt U.S. exports and also corporate earnings from European 
subsidiaries. 

→ Unemployment begins to increase significantly in the third quarter of 2025. From the second quarter of 2025 
through the first quarter of 2026, real GDP declines cumulatively by 2.5%. The unemployment rate peaks at 8.3% in 
the third quarter of 2026.  

→ Recovery begins in the second quarter of 2026 amid Fed easing. However, the economy does not return to full 
employment until the first quarter of 2030.  

Monetary policy assumptions 

→ The Fed began to ease in the third quarter of 2024. However, despite the recession starting in the third quarter of 
2025, rising inflation causes the Fed to reverse course and to raise the fed funds rate in the third and fourth 
quarters of 2025. It resumes easing in the first quarter of 2026 as the recession persists and the fed funds rate falls 
below the baseline at that time. 

→ The 10-year Treasury rises above the baseline in the third and fourth quarters of 2025 because of increased 
inflation. Subsequently, it falls as the recession persists because of the flight to quality. 

Fiscal policy assumptions 

→ Just as in the baseline, the S3 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be new tariffs. The effective tariff rate will rise from about 2% to 27.6%, more than the 22.8% in the 
baseline, and the administration does not roll it back significantly until the second half of 2027.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.        

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  
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→ The tax policy assumptions in S3 are fundamentally the same as in the baseline. However, since the economy is 
weaker, tax revenues are lower than in the baseline and the deficit is higher. On balance, the budget deficit will be 
about -7.1% in fiscal 2025, compared with -6.1% in the baseline. The higher deficit adds to worries about growth in the 
national debt, raising uncertainty over the course of tax policy. Though no crisis ultimately materializes, business and 
consumer sentiment is damaged. 

→ No additional measures to stem the recession are enacted. 

 

In the downside scenario “S3: Alternative Scenario 3 – Downside – 90th Percentile,” the combination of tariffs, 
retaliatory tariffs, rising inflation, deportations, political tensions, and the Fed response of a rising fed funds rate 
causes the economy to fall into recession in the third quarter of 2025. Retaliatory tariffs reduce U.S. exports and lead to 
a global downturn. The global contraction causes oil prices to fall below the baseline. The recession lasts through the 
first quarter of 2026, during which time the stock market falls another 35%.  

Rising unemployment and higher tariffs cause unit auto sales to drop back to less than 13 million in 2026, 
compared with well over 16 million in the baseline at that time. The economies of Europe also go into recession, as the 
increased tariffs lower their exports. Populism in Europe rises, once again raising uncertainties about the longevity of 
the euro zone. This contributes to the economic and financial stress faced by heavily indebted nations in the region, 
especially Italy. These developments further lower U.S. exports and also corporate earnings of foreign subsidiaries of 
U.S. companies.  

The Fed began to ease in the third quarter of 2024. However, despite the recession beginning in the third quarter of 
2025, rising inflation causes the Fed to reverse course and to raise the fed funds rate during the third and fourth 
quarters of 2025. It resumes easing in the first quarter of 2026 as the recession persists, and at that point, the fed 
funds rate is below the baseline. The 10-year Treasury also rises in the third and fourth quarters of 2025 because of 
inflation but then declines because of the flight to quality amid the decline in the stock market and the contracting economy. 
Because of disagreements in Congress, no further measures are enacted to stem the recession. 

Real GDP declines from the second quarter of 2025 through the first quarter of 2026. The cumulative decline is 
2.5%. The unemployment rate peaks at 8.3% in the third quarter of 2026. The rising unemployment rate causes 
house prices to drop more than 12% between mid-2025 and mid-2026. By comparison, in the baseline, house 
prices rise 0.7% during that time.  

The Fed’s easing allows the economy to begin to recover in the second quarter of 2026. However, the economy does not 
return to full employment until the first quarter of 2030.  

The change in real GDP on an annual average basis is 0.5% in 2025 and -1.7% in 2026, compared with 1.3% and 
1.5%, respectively, in each of those years in the baseline. Reduced business investment lowers productivity so that 
the level of real GDP remains below the baseline indefinitely. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,383.0 23,200.9 22,948.0 22,968.5 23,027.0 23,113.7 23,227.0

Change %AR -0.3 0.4 -2.8 -3.1 -4.3 0.4 1.0 1.5 2.0

Federal Budget $ bil -596.2 -55.2 -426.4 -641.2 -573.0 -254.7 -570.8 -724.6 -609.5

Total Employment mil 159.2 159.5 155.5 153.4 152.1 151.2 151.0 151.2 151.8

Change %AR 1.4 0.8 -9.6 -5.3 -3.5 -2.3 -0.4 0.5 1.7

Unemployment Rate % 4.1 4.2 5.9 7.2 7.9 8.2 8.3 8.2 8.0

Light Vehicle Sales mil, SAAR 16.4 16.3 14.0 13.7 13.4 12.9 12.5 12.4 12.5

Residential Housing Starts mil, SAAR 1.4 1.4 1.1 0.9 0.8 0.7 0.6 0.6 0.7

Median Existing-Home Price $ ths 417.8 417.5 392.9 365.7 357.5 356.8 358.6 362.1 366.2

Change %YA 3.4 2.2 -4.2 -12.5 -14.4 -14.5 -8.7 -1.0 2.4

Consumer Price Index %AR 3.8 3.8 5.1 3.8 0.7 1.0 0.2 1.0 1.5

Federal Funds Rate % 4.3 4.3 4.5 4.8 3.4 2.9 2.5 2.0 1.4

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.6 4.7 3.1 3.2 3.4 3.5 3.6

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.5 3.5 4.1 3.6 3.1 2.9 2.9

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,145.4 2,947.7 2,799.2 2,930.5 3,029.8 3,101.1 3,224.5

Change %YA 10.4 -8.0 -17.3 -26.4 -31.2 -16.5 -3.7 5.2 15.2

S&P 500 1941=10 5,900.7 5,319.7 4,634.3 4,135.6 3,466.6 3,510.0 3,566.1 3,587.8 3,658.2

Change %YA 18.1 1.2 -16.4 -30.0 -41.3 -34.0 -23.1 -13.2 5.5

CRE Price Index index 305.4 305.8 300.6 287.5 269.9 257.5 248.2 248.1 251.4

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 0.0 -0.9 -2.1 0.0 0.5 0.8 1.2

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,676.1 2,674.3 2,632.5 2,644.9 2,687.2 2,728.0 2,755.2

BAA spread % 1.5 2.0 2.5 3.5 4.1 3.6 3.1 2.9 2.9

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,414.8 23,014.3 23,439.1 24,254.4 25,111.1

Change %AR 6.1 2.5 2.9 2.8 0.5 -1.7 1.8 3.5 3.5

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,719.0 -2,123.1 -2,357.0 -2,384.8 -2,241.2

Total Employment mil 146.3 152.5 155.9 158.0 156.9 151.4 153.3 156.5 158.7

Change %AR 2.9 4.3 2.2 1.3 -0.7 -3.5 1.3 2.1 1.4

Unemployment Rate % 5.4 3.6 3.6 4.0 5.3 8.2 7.5 6.1 5.0

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 15.1 12.8 13.6 16.0 17.1

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.2 0.7 0.8 1.0 1.3

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 398.5 358.8 373.7 392.2 407.6

Change %YA 18.4 10.2 0.6 4.5 -2.8 -10.0 4.2 5.0 3.9

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.5 2.0 1.2 1.7 1.8

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.5 2.7 1.0 1.4 2.0

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.5 3.3 3.8 4.0 4.1

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.4 3.4 2.7 2.3 2.2

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,417.5 2,965.1 3,445.0 3,872.0 4,184.6

Change %YA 27.6 7.8 6.9 7.9 -10.7 -13.2 16.2 12.4 8.1

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 4,997.6 3,532.6 3,869.3 4,695.6 5,453.5

Change %YA 32.6 -3.9 4.5 26.7 -7.9 -29.3 9.5 21.4 16.1

CRE Price Index index 346.3 341.0 317.3 305.0 287.5 248.1 274.9 310.4 343.3

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 0.4 -0.2 1.5 2.3 2.4

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,742.9 2,673.2 2,792.0 2,909.4 3,059.8

BAA spread % 1.9 2.1 1.9 1.5 2.4 3.4 2.7 2.3 2.2

U.S. MACRO S3 SCENARIO —FORECAST SUMMARY—May 2025
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S4: Alternative Scenario 4 – Downside – 96th Percentile 

In this scenario, there is a 96% probability that the economy will perform better, broadly speaking, and a 4% 
probability that it will perform worse. 

Key assumptions/risks 

→ The impacts of the Trump administration's tariffs and deportations on the economy are far worse than expected. 

→ The effective tariff rate rises from about 2% to 31.6%, more than the 22.8% in the baseline, and the administration 
does not roll it back significantly until the second half of 2028.  

→ Elevated interest rates weaken credit-sensitive spending more than anticipated. However, despite the weakening 
economy, rising inflation due to the tariffs causes the Fed to raise the fed funds rate in the third and fourth quarters 
of 2025. 

→ Worries grow that the crisis caused by Russia’s invasion of Ukraine persists longer than expected and that the 
Hamas-Israel conflict will widen. The risk grows that China might block the Taiwan Strait, limiting the supply of 
semiconductor chips from Taiwan and raising fears of a broader conflict.   

→ The combination of tariffs, foreign retaliatory tariffs, rising inflation, deportations, political tensions, still-elevated 
interest rates, and reduced credit availability causes the economy to fall into a deep recession in the third quarter 
of 2025. 

→ Declines in European economies and retaliatory tariffs hurt U.S. exports and also corporate earnings from European 
subsidiaries. 

→ Unemployment begins to increase significantly in the third quarter of 2025 and reaches a peak of 9.3% in the 
second quarter of 2027.  

→ The downturn lasts for more than a year and begins to subside amid Fed easing. From the second quarter of 2025 
through the third quarter of 2026, real GDP declines cumulatively by 4.3%.  

→ The economy does not return to full employment until 2034.  

Monetary policy assumptions 

→ The Fed began to ease in the third quarter of 2024. However, despite the recession beginning in the third quarter of 
2025, rising inflation causes the Fed to reverse course and to raise the fed funds rate in the third and fourth 
quarters of 2025. It resumes easing in the first quarter of 2026 as the recession deepens, when the fed funds rate 
falls below the baseline. 

→ The 10-year Treasury rises above the baseline in the third and fourth quarters of 2025 because of increased 
inflation. It then falls as the recession persists because of the flight to quality.  

Fiscal policy assumptions 

→ Just as in the baseline, the S4 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be new tariffs. The effective tariff rate will rise from about 2% to 31.6%, more than the 22.8% in the 
baseline, and the administration does not roll it back significantly until 2028.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid. 

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.      



 

 
MOODY’S ANALYTICS U.S.–Baseline Outlook and Alternative Scenarios May 2025 28 

→ The tax policy assumptions in S4 are fundamentally the same as in the baseline. However, since the economy is 
weaker, tax revenues are lower than in the baseline and the deficit is higher despite increased tariff revenues. On 
balance, the budget deficit will be about -7.6% in fiscal 2025, compared with -6.1% in the baseline. The higher deficit 
adds to worries about growth in the national debt, raising uncertainty over the course of tax policy. Though no crisis 
ultimately materializes, business and consumer sentiment is damaged. 

→ No additional measures to stem the recession are enacted. 
 

In the downside 4% scenario, “S4: Alternative Scenario 4 – Downside – 96th Percentile,” the impacts of Trump 
administration tariffs and deportations on the economy are significantly worse than expected, causing inflation to 
accelerate. Elevated interest rates weaken credit-sensitive spending more than anticipated, and rising inflation causes 
the Fed to raise the fed funds rate during the third and fourth quarters of 2025. Worries grow that Russia’s invasion of 
Ukraine will persist longer than expected, and the Hamas-Israel conflict will widen. The risk increases that China might 
block the Taiwan Strait, limiting the supply of semiconductor chips from Taiwan and raising fears of a broader conflict. 
Business and consumer confidence declines. The combination of rising tariffs, rising inflation, deportations, political 
tensions, still-high and rising interest rates, and reduced credit availability causes the economy to fall into recession in 
the third quarter of 2025. 

The contraction causes oil prices to fall below the baseline. The recession lasts through the third quarter of 2026. 
During that time, the stock market falls another 45%. Rising unemployment causes unit auto sales to drop back to 
less than 11 million units by 2026, compared with well over 16 million in the baseline at that time.  

The economies across Europe contract as tariffs lower their exports. Populism in Europe accelerates, once again 
putting the euro zone’s existence at risk. This contributes to the economic and financial stress faced by heavily 
indebted nations, especially Italy. The declines in Europe lower corporate earnings of foreign subsidiaries of U.S. 
companies, contributing to the decline in the stock market, and also reduce U.S. exports to Europe, deepening the  
U.S. recession. So do retaliatory tariffs. Because of disagreements in Congress, no further measures are enacted to 
stem the recession.  

The Fed had begun to ease in the third quarter of 2024. However, despite the recession starting in the third quarter of 
2025, rising inflation causes the Fed to reverse course and to raise the fed funds rate during the third and fourth 
quarters of 2025. It resumes easing in the first quarter of 2026 as the recession deepens, and the fed funds rate falls 
below the baseline. The 10-year Treasury rises above the baseline in the third and fourth quarters of 2025 because of 
increased inflation. It then falls as the recession persists because of the flight to quality. 

Real GDP declines from the second quarter of 2025 through the third quarter of 2026. The cumulative decline is 4.3%. 
The unemployment rate peaks at 9.3% in the second quarter of 2027. The rising unemployment rate causes house 
prices to drop 17% between mid-2025 and mid-2026. By comparison, in the baseline, house prices rise 0.8% during that 
time. Disagreements in Congress prevent stimulus measures to stem the downturn. The economy does not return to full 
employment until 2034.       

The change in real GDP on an annual average basis is 0.4% in 2025 and -3.3% in 2026, compared with growth of 1.3% and 
1.5%, respectively, in those years in the baseline. Reduced business investment lowers productivity so that the level of real 
GDP remains below the baseline indefinitely. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,355.7 23,114.0 22,798.9 22,573.1 22,524.0 22,565.3 22,639.5

Change %AR -0.3 0.4 -3.2 -4.1 -5.3 -3.9 -0.9 0.7 1.3

Federal Budget $ bil -596.2 -55.2 -420.1 -655.9 -598.2 -303.2 -638.7 -797.1 -655.1

Total Employment mil 159.2 159.5 154.9 152.6 151.0 149.8 149.1 148.7 148.6

Change %AR 1.4 0.8 -11.1 -5.7 -4.2 -3.2 -1.8 -1.0 -0.4

Unemployment Rate % 4.1 4.2 6.3 7.8 8.4 8.9 9.1 9.2 9.2

Light Vehicle Sales mil, SAAR 16.4 16.3 13.9 13.4 12.8 12.1 10.7 10.7 10.6

Residential Housing Starts mil, SAAR 1.4 1.4 1.1 0.8 0.8 0.7 0.5 0.4 0.4

Median Existing-Home Price $ ths 417.8 417.5 381.5 359.3 340.1 334.1 333.1 334.6 335.8

Change %YA 3.4 2.2 -6.9 -14.1 -18.6 -20.0 -12.7 -6.9 -1.3

Consumer Price Index %AR 3.8 3.8 6.3 4.2 0.1 0.7 -0.8 0.1 0.6

Federal Funds Rate % 4.3 4.3 4.6 4.8 3.8 2.7 1.7 1.0 0.8

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.7 4.8 3.4 2.8 2.7 2.9 3.2

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.7 4.0 4.8 4.4 3.8 3.3 3.1

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,097.7 2,849.7 2,641.2 2,545.2 2,484.6 2,540.1 2,609.9

Change %YA 10.4 -8.0 -18.5 -28.9 -35.1 -27.5 -19.8 -10.9 -1.2

S&P 500 1941=10 5,900.7 5,319.7 4,569.5 4,038.1 3,358.4 2,979.6 2,951.9 2,959.2 3,012.2

Change %YA 18.1 1.2 -17.6 -31.7 -43.1 -44.0 -35.4 -26.7 -10.3

CRE Price Index index 305.4 305.8 299.9 283.6 262.3 244.0 227.2 222.0 220.8

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 -0.8 -2.3 -4.3 -2.8 -1.3 -0.5 0.4

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,590.3 2,493.7 2,404.6 2,374.3 2,358.7 2,336.2 2,319.3

BAA spread % 1.5 2.0 2.7 4.0 4.8 4.4 3.8 3.3 3.1

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,386.2 22,615.3 22,807.2 23,617.2 24,444.3

Change %AR 6.1 2.5 2.9 2.8 0.3 -3.3 0.8 3.6 3.5

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,727.5 -2,337.3 -2,361.6 -2,606.9 -2,714.5

Total Employment mil 146.3 152.5 155.9 158.0 156.5 149.7 148.9 151.2 154.2

Change %AR 2.9 4.3 2.2 1.3 -0.9 -4.4 -0.5 1.6 1.9

Unemployment Rate % 5.4 3.6 3.6 4.0 5.6 8.9 9.2 8.6 7.3

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 15.0 11.6 11.9 14.4 15.4

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.2 0.6 0.5 0.8 0.9

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 394.0 335.5 340.5 358.4 373.5

Change %YA 18.4 10.2 0.6 4.5 -3.9 -14.9 1.5 5.3 4.2

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.6 1.8 0.5 1.0 1.4

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.5 2.3 0.5 0.5 0.6

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.5 3.0 3.4 3.6 3.9

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.6 4.1 2.9 2.4 2.2

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,381.1 2,552.8 2,753.2 3,165.6 3,530.9

Change %YA 27.6 7.8 6.9 7.9 -11.7 -24.5 7.9 15.0 11.5

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 4,957.0 3,062.3 3,084.5 3,670.1 4,370.1

Change %YA 32.6 -3.9 4.5 26.7 -8.7 -38.2 0.7 19.0 19.1

CRE Price Index index 346.3 341.0 317.3 305.0 283.6 222.0 227.4 261.4 301.8

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 -0.1 -2.2 1.1 2.2 2.6

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,676.3 2,368.5 2,326.8 2,431.8 2,584.9

BAA spread % 1.9 2.1 1.9 1.5 2.6 4.1 2.9 2.4 2.2

U.S. MACRO S4 SCENARIO —FORECAST SUMMARY—May 2025
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S5: Slower-Trend Growth Scenario 

In this low-performance, long-term scenario, the economy underperforms its potential indefinitely. 

Key assumptions/risks 

→ Higher tariffs and deportations of immigrants weaken the economy more than expected. 

→ Elevated interest rates slow credit-sensitive spending more and longer than expected. 

→ Worries grow that the Hamas-Israel conflict will widen.  

→ The Russian invasion of Ukraine and tensions between China and Taiwan persist longer than expected. 

Monetary policy assumptions 

→ The Fed lowers the fed funds rate somewhat more than in the baseline starting in the third quarter of 2025 because 
of weaker growth.  

→ The 10-year Treasury yield is lower than in the baseline, because of the weaker growth and slightly lower inflation. 

Fiscal policy assumptions 

→ Just as in the baseline, the S5 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be new tariffs, raising the effective tariff rate from about 2% to 22.8%, the same as in the baseline. 
However, the negative effects of the tariffs will subsequently cause the administration to begin to roll them back 
later in 2025.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  

→ The tax policy assumptions in S5 are fundamentally the same as in the baseline. However, since the economy is 
weaker, tax revenues are lower than in the baseline and the deficit is higher. On balance, the budget deficit will be 
about -6.6% in fiscal 2025, compared with -6.1% in the baseline, despite the additional tariff revenue. The higher 
deficit adds to worries about growth in the national debt, raising investors’ concerns over the course of tax policy. 
Though no crisis ultimately materializes, business and consumer sentiment is damaged. 

 

In the low-performance “S5: Slower-Trend Growth Scenario,” economic growth is slower than in the baseline starting 
in the third quarter of 2025, and stronger growth never materializes. There are several drivers. First, tariffs and 
deportations weaken growth more than expected. Second, elevated interest rates slow credit-sensitive spending 
more and longer than expected. Third, worries grow that the Hamas-Israel conflict will widen. Also, Russia’s invasion 
of Ukraine and tensions between China and Taiwan persist longer than expected.  

The weakness in the economy keeps capacity utilization lower than in the baseline, reducing the need for business 
investment. The lower capital accumulation results in productivity gains that are lower than in the baseline indefinitely. Real 
GDP growth is persistently lower than in the baseline over the next decade, and the level of real GDP is permanently lower. 
On an annual average basis, real GDP growth is 1.2% in 2025 and 1% in 2026, compared with 1.3% and 1.5%, respectively, in 
those years in the baseline. 

The unemployment rate drifts back up to a percentage point above the baseline and remains elevated for several 
years. The dislocation in the labor market hampers the typical pattern of advances in worker productivity, as 
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employees find fewer opportunities to develop their skills while on the job. The result is productivity growth that is 
weaker than in the baseline. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,589.8 23,659.8 23,707.4 23,786.6 23,871.5 23,940.2 24,018.6

Change %AR -0.3 0.4 0.7 1.2 0.8 1.3 1.4 1.2 1.3

Federal Budget $ bil -596.2 -55.2 -486.1 -679.5 -600.4 -315.2 -661.8 -831.7 -706.9

Total Employment mil 159.2 159.5 159.0 158.3 157.7 157.1 156.9 156.9 157.0

Change %AR 1.4 0.8 -1.2 -1.7 -1.7 -1.4 -0.6 0.1 0.1

Unemployment Rate % 4.1 4.2 4.5 4.9 5.4 5.9 6.0 5.9 5.9

Light Vehicle Sales mil, SAAR 16.4 16.3 15.3 15.3 15.5 15.6 15.7 15.7 15.7

Residential Housing Starts mil, SAAR 1.4 1.4 1.3 1.3 1.3 1.3 1.3 1.3 1.2

Median Existing-Home Price $ ths 417.8 417.5 417.5 416.2 416.2 416.1 415.4 415.8 416.7

Change %YA 3.4 2.2 1.9 -0.5 -0.4 -0.4 -0.5 -0.1 0.1

Consumer Price Index %AR 3.8 3.8 3.0 2.8 3.1 2.6 1.7 1.5 1.7

Federal Funds Rate % 4.3 4.3 4.0 3.6 3.2 3.0 2.8 2.9 2.9

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.0 3.9 3.9 3.9 4.0 4.0 4.0

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.4 2.5 2.5 2.6 2.6 2.6 2.6

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,653.1 3,752.3 3,806.1 3,908.6 3,970.3 3,948.0 3,938.6

Change %YA 10.4 -8.0 -3.9 -6.4 -6.4 11.3 8.7 5.2 3.5

S&P 500 1941=10 5,900.7 5,319.7 5,337.5 5,435.0 5,486.7 5,563.4 5,563.3 5,545.8 5,568.6

Change %YA 18.1 1.2 -3.8 -8.1 -7.0 4.6 4.2 2.0 1.5

CRE Price Index index 305.4 305.8 305.9 305.9 305.6 305.3 309.0 316.3 322.4

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 1.3 1.3 1.4 1.4 1.5 1.5 1.6

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,848.0 2,868.2 2,880.6 2,895.1 2,896.6 2,890.6 2,894.8

BAA spread % 1.5 2.0 2.4 2.5 2.5 2.6 2.6 2.6 2.6

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,581.2 23,826.4 24,147.6 24,569.7 25,114.3

Change %AR 6.1 2.5 2.9 2.8 1.2 1.0 1.3 1.7 2.2

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,817.0 -2,409.1 -2,651.9 -2,648.3 -2,654.4

Total Employment mil 146.3 152.5 155.9 158.0 159.0 157.1 157.2 158.3 159.8

Change %AR 2.9 4.3 2.2 1.3 0.7 -1.2 0.0 0.7 0.9

Unemployment Rate % 5.4 3.6 3.6 4.0 4.4 5.8 5.7 5.1 4.6

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 15.8 15.6 16.0 16.8 17.2

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.3 1.2 1.3 1.3

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 417.3 415.9 419.7 433.2 448.8

Change %YA 18.4 10.2 0.6 4.5 1.7 -0.3 0.9 3.2 3.6

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.1 2.7 1.8 1.6 1.6

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.0 3.0 2.9 2.9 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.1 4.0 4.1 4.1 4.1

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.1 2.6 2.6 2.5 2.5

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,745.6 3,908.3 4,006.4 4,190.4 4,356.8

Change %YA 27.6 7.8 6.9 7.9 -2.1 4.3 2.5 4.6 4.0

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,498.2 5,539.8 5,628.0 5,950.3 6,284.6

Change %YA 32.6 -3.9 4.5 26.7 1.3 0.8 1.6 5.7 5.6

CRE Price Index index 346.3 341.0 317.3 305.0 305.9 316.3 338.2 358.4 379.1

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 1.3 1.4 1.7 1.8 1.8

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,834.4 2,890.7 2,911.9 3,007.9 3,171.7

BAA spread % 1.9 2.1 1.9 1.5 2.1 2.6 2.6 2.5 2.5

U.S. MACRO S5 SCENARIO —FORECAST SUMMARY—May 2025
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S6: Stagflation Scenario 

In this stagflation scenario, inflation reaccelerates as the economy weakens. The Fed is initially more concerned 
about the weakening economy and does not respond to inflation throughout 2025. In 2026, it responds by 
sharply tightening credit, causing the economy to fall into a deep recession after mid-2026.   

Key assumptions/risks 

→ Inflation accelerates above the baseline in the third quarter of 2025 and remains elevated throughout the year. Real 
growth decelerates below the baseline, but there is no recession during that time. 

→ Several factors drive the acceleration of inflation. First, President Trump keeps tariffs higher than in the baseline, 
increasing the cost of both consumer goods and also inputs into production. Second, more deportations of immigrants 
than in the baseline result in labor shortages and, therefore, higher wage costs. Third, sanctions against Iranian oil 
exports are imposed, causing an overall loss in volumes on the international market. As a result, oil prices begin to rise, 
ultimately to $87 per barrel by mid-2026, and the higher prices contribute to the acceleration in inflation. 

→ The peak tariff rate is 27.6% compared with 22.8% in the baseline, and tariffs remain elevated through most of 2027.  

→ Tensions between the U.S. and China persist. As a result, supply-chain problems, with increased shortages of many 
goods, also boost inflation and weaken manufacturing. A wage-price spiral develops. 

→ President Trump insists that the Fed reduce the fed funds rate despite the elevated inflation, and the Fed obliges 
throughout 2025. The interest rate reductions in 2025 match those in the baseline.  

→ The yield on the 10-year Treasury jumps because of the higher expected inflation. Foreign investors fear that the 
Fed will address inflation and therefore sell off Treasury securities, causing the dollar to fall. 

→ The persistence of inflation causes the Fed to stop cutting rates at the end of 2025. 

→ Subsequently, despite weakening in the economy, and in response to the wage-price spiral and other inflation 
pressures, the Fed ultimately raises the fed funds rate by 200 basis points above the baseline in the second quarter of 
2026. The extra tightening of credit causes the economy to fall into a deep recession starting in the fourth quarter of 
2026, with unemployment rising to 9.1% in the third quarter of 2027. Real GDP declines 3.2% cumulatively. The recession 
causes inflation to subside. 

Monetary policy assumptions 

→ Despite the acceleration of inflation, President Trump insists that the Fed not raise rates, and the Fed obliges 
throughout 2025. The interest rate reductions in 2025 match those in the baseline. The Fed stops cutting the fed 
funds rate at the end of 2025. However, in the second quarter of 2026, it raises the fed funds rate by 200 basis points 
to stem the persistent inflation. The terminal range of the fed funds rate is 5.75% to 6%.  

→ The higher-than-expected inflation drives the yield on the 10-year Treasury sharply higher than in the baseline in 
2025 despite the deceleration in growth. Subsequently, as the economy goes into recession, it falls amid a flight to 
quality. 

Fiscal policy assumptions 

→ Just as in the baseline, the S6 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be revenue from the new tariffs, with the effective tariff rising rate from about 2% to 27.6%, more 
than the 22.8% in the baseline. The administration keeps tariffs elevated through most of 2027.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
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remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  

→ The tax policy assumptions in S6 are fundamentally the same as in the baseline. However, since the economy is 
weaker, tax revenues are lower than in the baseline and the deficit is higher. On balance, the budget deficit will be 
about -6.6% in fiscal 2025, compared with -6.1% in the baseline, despite the additional tariff revenue. The higher 
deficit adds to worries about growth in the national debt, raising investors’ concerns over the course of tax policy. 
Though no crisis ultimately materializes, business and consumer sentiment is damaged. 

→ Because of disagreements in Congress, no further measures are enacted to stem the recession. 

 
In the “S6: Stagflation Scenario,” several factors drive the acceleration of inflation. First, President Trump raises  
tariffs more than expected, increasing the cost of both consumer goods and also inputs into production. The peak tariff 
rate is 27.6% compared with 22.8% in the baseline, and tariffs remain elevated through most of 2027. Second, 
deportations of immigrants result in labor shortages and, therefore, higher wage costs. Third, oil markets come under 
increased pressure as sanctions against Iranian oil exports are imposed, causing an overall loss in volumes on the 
international market. As a result, oil prices rise substantially. Further, the Russian invasion of Ukraine worsens, leading 
to fears that the G-7 will apply more stringent sanctions on Russian oil. The higher oil prices contribute to an 
acceleration in inflation. OPEC does not soothe market concerns by increasing supply, and the Brent oil price rises to 
$87 per barrel by mid-2026. A wage-price spiral begins to develop. Further, supply-chain issues reemerge as the 
Russian invasion of Ukraine and U.S.-China tensions worsen. As a result, the economy decelerates below the baseline 
throughout 2025 and early 2026, though it continues to grow during that time. 

Despite the acceleration of inflation, President Trump insists that the Fed cut the fed funds rate, and the Fed obliges 
throughout 2025. Foreign investors fear that the Fed will not address inflation and therefore sell off Treasury securities, 
causing the dollar to fall. The yield on the 10-year Treasury jumps because of the higher expected inflation. The interest 
rate reductions in 2025 match those in the baseline. However, the persistence of high inflation causes the Fed to stop 
cutting rates at the end of 2025 and to raise the fed funds rate by 200 basis points in the second quarter of 2026. The 
terminal range of the fed funds rate is 5.75% to 6% at that point.  

The tightening of credit causes the economy to fall into a deep recession in the fourth quarter of 2026, and 
unemployment rises sharply. Real GDP drops 3.2% cumulatively from the third quarter of 2026 to the third quarter of 2027, 
and the unemployment rate reaches a peak of 9.1% by the third quarter of 2027. Because of disagreements in Congress, no 
further measures are enacted to stem the recession.  

The recession ultimately brings down inflation, allowing the Fed to lower the fed funds rate, enabling the economy  
to recover. 

The change in real GDP on an annual average basis is 1.3% in 2025, 0.4% in 2026, and -2.3% in 2027, compared with 
1.3%, 1.5% and 2.1%, respectively, in each of those years in the baseline. Reduced business investment lowers 
productivity so that the level of real GDP remains below the baseline indefinitely.  
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,570.9 23,613.5 23,647.7 23,678.7 23,695.8 23,495.6 23,248.1

Change %AR -0.3 0.4 0.4 0.7 0.6 0.5 0.3 -3.3 -4.1

Federal Budget $ bil -596.2 -55.2 -379.4 -544.7 -460.8 -158.7 -492.9 -723.1 -703.6

Total Employment mil 159.2 159.5 158.7 158.4 158.2 158.0 157.8 156.3 154.3

Change %AR 1.4 0.8 -2.0 -0.6 -0.6 -0.5 -0.4 -3.8 -4.9

Unemployment Rate % 4.1 4.2 4.5 4.7 5.0 5.2 5.4 6.2 7.2

Light Vehicle Sales mil, SAAR 16.4 16.3 15.5 15.7 15.8 15.8 15.9 15.3 14.2

Residential Housing Starts mil, SAAR 1.4 1.4 1.3 1.3 1.3 1.2 1.2 1.2 1.1

Median Existing-Home Price $ ths 417.8 417.5 416.7 416.2 416.2 413.1 416.2 408.4 401.0

Change %YA 3.4 2.2 1.7 -0.5 -0.4 -1.1 -0.1 -1.9 -3.6

Consumer Price Index %AR 3.8 3.8 5.2 5.3 5.5 5.3 4.4 3.6 2.3

Federal Funds Rate % 4.3 4.3 4.1 3.8 3.8 5.8 5.8 5.8 5.4

Treasury Yield: 10-Yr Bond % 4.5 4.2 6.5 6.8 6.9 7.1 6.6 5.7 5.1

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.3 2.5 2.5 2.8 3.1 3.4 3.8

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,529.7 3,568.7 3,616.1 3,646.8 3,646.6 3,672.0 3,724.4

Change %YA 10.4 -8.0 -7.2 -10.9 -11.1 3.9 3.3 2.9 3.0

S&P 500 1941=10 5,900.7 5,319.7 5,328.2 5,380.7 5,433.8 5,474.1 5,501.7 4,745.8 4,268.2

Change %YA 18.1 1.2 -3.9 -9.0 -7.9 2.9 3.3 -11.8 -21.4

CRE Price Index index 305.4 305.8 302.5 297.7 291.1 283.3 278.0 274.6 268.1

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 0.7 0.4 0.1 -0.8 -1.4 -2.0 -1.8

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,850.8 2,866.9 2,865.6 2,805.5 2,787.3 2,754.8 2,720.3

BAA spread % 1.5 2.0 2.3 2.5 2.5 2.8 3.1 3.4 3.8

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,564.9 23,629.4 23,073.1 23,575.4 24,538.5

Change %AR 6.1 2.5 2.9 2.8 1.1 0.3 -2.4 2.2 4.1

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,575.5 -1,835.5 -3,239.5 -3,569.4 -3,300.6

Total Employment mil 146.3 152.5 155.9 158.0 159.0 157.6 152.1 153.1 156.8

Change %AR 2.9 4.3 2.2 1.3 0.6 -0.9 -3.5 0.7 2.5

Unemployment Rate % 5.4 3.6 3.6 4.0 4.4 5.4 8.3 7.3 5.2

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 16.0 15.7 13.8 15.7 17.1

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.2 1.0 1.1 1.3

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 417.1 413.5 390.8 393.1 419.3

Change %YA 18.4 10.2 0.6 4.5 1.7 -0.9 -5.5 0.6 6.7

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.6 5.0 2.5 0.5 1.1

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.1 5.3 4.7 3.0 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 5.5 6.6 4.6 4.3 4.2

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.1 3.0 3.6 2.7 2.2

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,668.9 3,645.4 3,875.0 4,049.4 4,315.2

Change %YA 27.6 7.8 6.9 7.9 -4.2 -0.6 6.3 4.5 6.6

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,482.4 5,288.8 3,861.7 4,072.6 4,974.2

Change %YA 32.6 -3.9 4.5 26.7 1.0 -3.5 -27.0 5.5 22.1

CRE Price Index index 346.3 341.0 317.3 305.0 297.7 274.6 247.1 245.8 274.5

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 0.9 -1.0 -1.1 0.9 2.6

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,834.8 2,803.3 2,641.7 2,495.4 2,767.9

BAA spread % 1.9 2.1 1.9 1.5 2.1 3.0 3.6 2.7 2.2

U.S. MACRO S6 SCENARIO —FORECAST SUMMARY—May 2025
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S7: Next-Cycle Recession Scenario 

This downside scenario reflects the risk that the Federal Reserve’s overly tight policy response to inflation would 
cause the next recession. 

Key assumptions/risks 

→ Inflation accelerates back to more than 4% in 2025. There are several drivers. First, President Trump raises tariffs 
more than expected, increasing the cost of imported goods and inputs into production. Second, deportations of 
immigrants cause labor shortages. Third, oil prices rise as tensions in Ukraine and the Middle East persist and 
sanctions are imposed on Iranian oil.  

→ The peak tariff rate is 25.4% compared with 22.8% in the baseline, and tariffs remain elevated through most of 2026.  

→ To address the rising inflation, the Fed raises the fed funds rate 25 basis points per quarter starting in the third 
quarter of 2025 through the second quarter of 2026. The terminal range is 5.25% to 5.5%. Business and household 
confidence declines. 

→ The elevated cost of borrowing reduces credit-sensitive spending more than expected. 

→ The combination of the reacceleration of inflation, higher tariffs than expected, additional Fed rate increases, and 
declining confidence causes economic growth to decelerate during the remainder of 2025 and to fall into recession 
in the second quarter of 2026. The rising unemployment rate causes the stock market to fall sharply. 

→ The recession lasts three quarters. 

→ The unemployment rate peaks at 6.2% in the fourth quarter of 2026. 

→ The economy returns to full employment in the first quarter of 2030. 

Monetary policy assumptions 

→ To fight inflation, the Fed raises the fed funds rate by 25 basis points per quarter starting in the third quarter of 
2025 through the second quarter of 2026. The terminal range is 5.25% to 5.5%. After the economy has begun to 
decline, the Fed lowers the fed funds rate starting in the third quarter of 2026. 

→ The yield on the 10-year Treasury rises above the baseline in 2025 because of the extra inflation and the increase in 
the fed funds rate. It begins to fall in the second quarter of 2026 as the economy goes into recession.  

Fiscal policy assumptions 

→ Just as in the baseline, the S7 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→ One offset will be new tariffs. The effective tariff rate will rise from about 2% to 25.4%, more than the 22.8% in the 
baseline, and the administration does not roll it back significantly until the second half of 2026.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid. However, defense spending will continue to 
rise. Further, there will not be material changes to existing legislation, including the Infrastructure Investment and 
Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There remains a significant amount of funds that 
have yet to be allocated, with the peak impact occurring within the next two to three years.  

→ The tax policy assumptions in S7 are fundamentally the same as in the baseline. However, since the economy is 
weaker, tax revenues are lower than in the baseline and the deficit is higher.  

→ On balance, the budget deficit will be about -6.5% in fiscal 2025, compared with -6.1% in the baseline, despite the 
additional tariff revenue. The higher deficit adds to worries about growth in the national debt, raising investors’ 
concerns over the course of tax policy. Though no crisis ultimately materializes, business and consumer sentiment 
is damaged. 
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→ Because of disagreements in Congress, no further measures are enacted to stem the recession. 
 

In the “S7: Next-Cycle Recession Scenario,” inflation accelerates back to 4% in 2025. There are several drivers. First, 
President Trump raises tariffs more than expected. The peak tariff rate is 25.4% compared with 22.8% in the baseline, 
and tariffs remain elevated through most of 2026. Second, deportations of immigrants cause labor shortages. Third, oil 
prices rise as tensions in Ukraine and the Middle East persist and sanctions are imposed on Iranian oil.  

As a result, the Fed raises the fed funds rate 25 basis points per quarter starting in the third quarter of 2025 through the 
second quarter of 2026. The terminal range is 5.25% to 5.5%. Business and household confidence declines. The 
combination of the reacceleration of inflation, higher tariffs, additional Fed rate increases, and declining confidence causes 
economic growth to decelerate during the remainder of 2025 and to fall into recession in the second quarter of 2026. The 
rising unemployment rate causes the stock market to fall sharply. The recession lasts three quarters.  

Real GDP drops 1.5% peak to trough and begins to recover in the first quarter of 2027. The unemployment rate reaches a 
peak of 6.2% in the fourth quarter of 2026. Inflation begins to decelerate, allowing the economy to begin to recover. 
Because of disagreements in Congress, no further measures are enacted to stem the recession. 

The changes in real GDP on an annual average basis are 1.1% in 2025 and -0.5% in 2026, compared with 1.3% and 
1.5%, respectively, in those years in the baseline.  



 

 
MOODY’S ANALYTICS U.S.–Baseline Outlook and Alternative Scenarios May 2025 38 

Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,581.4 23,612.2 23,634.4 23,519.9 23,382.2 23,285.0 23,362.9

Change %AR -0.3 0.4 0.6 0.5 0.4 -1.9 -2.3 -1.7 1.3

Federal Budget $ bil -596.2 -55.2 -393.2 -566.9 -509.4 -258.9 -649.7 -875.5 -746.6

Total Employment mil 159.2 159.5 159.2 159.0 158.7 157.5 156.0 154.8 155.1

Change %AR 1.4 0.8 -0.7 -0.7 -0.6 -3.0 -3.9 -3.0 0.8

Unemployment Rate % 4.1 4.2 4.2 4.4 4.6 5.0 5.8 6.2 5.9

Light Vehicle Sales mil, SAAR 16.4 16.3 15.4 15.6 15.7 14.6 13.6 13.1 13.7

Residential Housing Starts mil, SAAR 1.4 1.4 1.4 1.3 1.3 1.3 1.2 1.2 1.2

Median Existing-Home Price $ ths 417.8 417.5 417.4 417.2 416.8 409.0 403.2 398.2 394.2

Change %YA 3.4 2.2 1.8 -0.2 -0.2 -2.0 -3.4 -4.5 -5.4

Consumer Price Index %AR 3.8 3.8 4.3 4.0 4.5 3.2 1.4 0.4 0.8

Federal Funds Rate % 4.3 4.3 4.6 4.8 5.1 5.3 4.5 4.1 3.5

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.6 4.9 5.2 4.6 4.3 4.3 4.3

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.7 2.9 3.1 3.2 3.2 3.3 3.2

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,474.9 3,510.7 3,562.6 3,604.9 3,617.1 3,638.1 3,599.5

Change %YA 10.4 -8.0 -8.6 -12.4 -12.4 2.7 4.1 3.6 1.0

S&P 500 1941=10 5,900.7 5,319.7 5,359.2 5,385.8 5,412.5 4,925.0 4,494.8 4,172.1 4,299.4

Change %YA 18.1 1.2 -3.4 -8.9 -8.3 -7.4 -16.1 -22.5 -20.6

CRE Price Index index 305.4 305.8 304.6 301.2 294.9 287.4 282.3 280.6 278.6

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 0.3 -0.2 -0.7 -0.9 -0.1 0.0 0.2

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,844.4 2,842.8 2,835.4 2,820.2 2,812.1 2,771.5 2,735.0

BAA spread % 1.5 2.0 2.7 2.9 3.1 3.2 3.2 3.3 3.2

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,567.2 23,455.4 23,685.6 24,604.6 25,502.6

Change %AR 6.1 2.5 2.9 2.8 1.1 -0.5 1.0 3.9 3.6

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,611.5 -2,293.6 -2,703.3 -2,380.5 -2,259.6

Total Employment mil 146.3 152.5 155.9 158.0 159.2 156.8 155.9 157.8 159.3

Change %AR 2.9 4.3 2.2 1.3 0.8 -1.5 -0.6 1.2 0.9

Unemployment Rate % 5.4 3.6 3.6 4.0 4.2 5.4 5.5 4.6 4.3

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 15.9 14.2 14.6 16.6 17.2

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.2 1.2 1.4 1.4

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 417.5 406.8 397.3 417.3 441.6

Change %YA 18.4 10.2 0.6 4.5 1.8 -2.5 -2.3 5.0 5.8

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.4 3.4 1.2 1.9 1.7

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.5 4.7 3.2 3.0 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.5 4.6 4.3 4.3 4.2

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.3 3.2 2.8 2.2 2.2

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,640.7 3,605.7 3,763.0 4,298.1 4,770.4

Change %YA 27.6 7.8 6.9 7.9 -4.9 -1.0 4.4 14.2 11.0

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,491.3 4,751.1 4,541.1 5,643.3 6,478.1

Change %YA 32.6 -3.9 4.5 26.7 1.2 -13.5 -4.4 24.3 14.8

CRE Price Index index 346.3 341.0 317.3 305.0 301.2 280.6 280.8 299.2 327.3

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 0.7 -0.4 0.8 1.8 2.3

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,827.1 2,809.8 2,708.5 2,854.3 3,125.4

BAA spread % 1.9 2.1 1.9 1.5 2.3 3.2 2.8 2.2 2.2

U.S. MACRO S7 SCENARIO —FORECAST SUMMARY—May 2025

 



 

 
MOODY’S ANALYTICS U.S.–Baseline Outlook and Alternative Scenarios May 2025 39 

S8: Low Oil Price Scenario 

This scenario is designed as a benchmark to reflect the impact on the economy under the assumption of lower  
oil prices. 

Key assumptions/risks 

→ Weak global economic activity and reduced global energy demand contribute to lower oil prices. Weak global 
demand is caused by the impacts of elevated U.S. tariff rates on non-U.S. exports and a weaker-than-expected 
recovery in China. 

→ OPEC increases production substantially despite excess supply in order to regain market share. 

→ The Hamas-Isreal ceasefire holds, relieving regional tensions about oil supply.  

→ Russia manages to increase total energy exports to pre-2022 levels despite EU sanctions. The economic impact of 
the Russian invasion of Ukraine resolves sooner than expected.  

→ The Brent oil price falls and remains below the baseline projection through 2027, averaging only half the baseline 
level during that time. 

Monetary policy assumptions 

→ The fed funds rate is slightly lower than in the baseline because of the lower inflation. 

→ The long-term Treasury yield is slightly lower than in the baseline in 2025 because of the lower inflation caused by 
low oil prices. 

Fiscal policy assumptions 

→ Just as in the baseline, the S8 assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers. 

→  One offset will be new tariffs, raising the effective tariff rate from about 2% to 22.8%, the same as in the baseline. 
However, the negative effects of the tariffs will subsequently cause the administration to begin to roll them back 
later in 2025.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  

→ The tax policy assumptions in S8 are fundamentally the same as in the baseline. However, since the economy is 
slightly stronger, tax revenues are slightly higher than in the baseline and the deficit is lower. On balance, the 
budget deficit will be about -5.9% in fiscal 2025, compared with -6.1% in the baseline.  

 

The “S8: Low Oil Price Scenario” assumes that weak global demand caused by U.S. tariffs results in an excess supply of 
oil. Further, the Hamas-Isreal ceasefire relieves regional tensions about oil supply. OPEC increases production 
substantially despite excess supply. Further, Russia manages to export as much oil as before the invasion of Ukraine. 
Additionally, the economic consequences of the Russian invasion of Ukraine resolve sooner than expected.  

As a result, oil supply outpaces demand over the next several years amid weak economic growth. As a result, this 
scenario assumes that the time path for the price of oil is half that of the baseline over the next several years.  

In terms of real economic activity in the U.S., lower oil prices have two major offsetting effects. The first is that the 
energy industry contracts, with oil exploration and related employment slowing below the baseline pace starting in  
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the third quarter of 2025. Oil production also falls during that time. This effect has become increasingly important for 
the U.S. economy, as its energy industry has grown quickly during the past decade. The second effect is comparable to 
a tax cut because lower gasoline costs increase disposable income available for other consumer spending. Moreover, 
the reduced energy costs overall increase the profitability of industrial production. 

The result of these two offsetting effects is that real GDP overall performs slightly worse than in the baseline initially 
and then slightly better through 2028, and at the peak, the level of real GDP is 0.3% higher than in the baseline. 

Oil prices begin to rise steadily starting in 2029, faster than in the baseline, and as a result, overall real GDP growth 
decelerates to the baseline pace over the next several years. The assumption is that oil prices rise relative to the CPI 
and ultimately return to the baseline level by 2035. The basis for this assumption is the historical observation that, although 
oil prices are highly volatile, over long periods the inflation-adjusted price of oil has trended neither up nor down. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,604.0 23,717.7 23,834.5 23,962.2 24,091.4 24,201.9 24,321.1

Change %AR -0.3 0.4 0.9 1.9 2.0 2.2 2.2 1.8 2.0

Federal Budget $ bil -596.2 -55.2 -474.4 -651.3 -557.0 -250.6 -586.7 -752.3 -621.2

Total Employment mil 159.2 159.5 159.5 159.5 159.5 159.4 159.4 159.4 159.4

Change %AR 1.4 0.8 -0.1 0.0 0.1 -0.1 -0.2 0.0 0.1

Unemployment Rate % 4.1 4.2 4.0 4.1 4.3 4.4 4.6 4.6 4.6

Light Vehicle Sales mil, SAAR 16.4 16.3 15.9 16.6 16.9 17.0 16.9 16.9 16.9

Residential Housing Starts mil, SAAR 1.4 1.4 1.4 1.4 1.5 1.5 1.5 1.6 1.6

Median Existing-Home Price $ ths 417.8 417.5 418.0 418.0 417.7 417.9 418.3 418.8 419.3

Change %YA 3.4 2.2 2.0 0.0 0.0 0.1 0.1 0.2 0.4

Consumer Price Index %AR 3.8 3.8 0.9 1.4 2.3 1.7 1.0 0.9 1.2

Federal Funds Rate % 4.3 4.3 4.1 3.6 3.3 3.1 2.8 2.8 3.0

Treasury Yield: 10-Yr Bond % 4.5 4.2 3.9 3.8 3.8 3.7 3.7 3.7 4.0

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.3 2.3 2.3 2.3 2.4 2.4 2.5

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,653.7 3,722.6 3,740.6 3,793.9 3,838.5 3,834.9 3,844.2

Change %YA 10.4 -8.0 -3.9 -7.1 -8.0 8.1 5.1 3.0 2.8

S&P 500 1941=10 5,900.7 5,319.7 5,497.8 5,696.6 5,873.6 6,058.3 6,138.4 6,139.1 6,182.6

Change %YA 18.1 1.2 -0.9 -3.6 -0.5 13.9 11.7 7.8 5.3

CRE Price Index index 305.4 305.8 306.1 306.8 307.7 309.2 315.2 325.0 333.1

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 1.5 1.6 1.7 1.9 2.0 2.0 2.0

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,836.9 2,858.2 2,883.2 2,908.2 2,927.4 2,934.7 2,944.2

BAA spread % 1.5 2.0 2.3 2.3 2.3 2.3 2.4 2.4 2.5

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,599.2 24,022.5 24,481.9 25,001.5 25,605.4

Change %AR 6.1 2.5 2.9 2.8 1.3 1.8 1.9 2.1 2.4

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,777.1 -2,146.7 -2,306.9 -2,353.0 -2,445.0

Total Employment mil 146.3 152.5 155.9 158.0 159.4 159.4 159.6 160.3 161.2

Change %AR 2.9 4.3 2.2 1.3 0.9 0.0 0.1 0.5 0.6

Unemployment Rate % 5.4 3.6 3.6 4.0 4.1 4.4 4.6 4.3 4.1

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 16.3 16.9 17.0 17.3 17.4

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.5 1.6 1.5 1.4

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 417.8 418.2 421.7 432.3 444.7

Change %YA 18.4 10.2 0.6 4.5 1.9 0.1 0.8 2.5 2.9

Consumer Price Index %AR 4.7 8.0 4.1 3.0 2.8 1.7 1.3 1.6 2.1

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.1 3.0 3.0 3.0 3.0

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.1 3.7 4.1 4.5 4.5

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.0 2.4 2.5 2.4 2.5

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,738.3 3,801.9 3,904.9 4,123.7 4,345.6

Change %YA 27.6 7.8 6.9 7.9 -2.3 1.7 2.7 5.6 5.4

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,603.7 6,052.4 6,300.9 6,693.0 7,000.5

Change %YA 32.6 -3.9 4.5 26.7 3.3 8.0 4.1 6.2 4.6

CRE Price Index index 346.3 341.0 317.3 305.0 306.8 325.0 352.3 368.4 377.8

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 1.4 1.9 1.9 1.6 1.4

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,829.1 2,913.4 2,972.3 3,081.0 3,244.0

BAA spread % 1.9 2.1 1.9 1.5 2.0 2.4 2.5 2.4 2.5

U.S. MACRO S8 SCENARIO —FORECAST SUMMARY—May 2025
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CF: Consensus Scenario 

This scenario is designed to incorporate the central tendency of a range of baseline forecasts produced by 
various institutions. Since the result is itself a baseline, by definition the probability that the economy will 
perform better than this consensus is equal to the probability that it will perform worse. 
 
The “CF: Consensus Scenario” is based on the review of a variety of surveys of baseline forecasts of the U.S. economy. 
These surveys vary in date of latest vintage, number of updates per year, list of variables forecast, duration of forecast, 
frequency of data (quarterly or annual), and the number of respondents to a survey. In the preparation of the Moody’s 
Analytics consensus forecast, the focus is on the next three to five years since that is the most typical duration in the 
surveyed results. The approach is to give greater consideration to whatever forecasts were produced most recently 
since they will include the most up-to-date historical information, and to those variables for which the number of 
surveyed responses is largest. 

Some publicly available surveys are published quarterly, including the Philadelphia Federal Reserve Survey of Professional 
Forecasters (https://www.philadelphiafed.org/surveys-and-data/real-time-data-research/spf-q1-2025, February 2025) and 
the Federal Open Market Committee members’ range of forecasts 
(https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20250319.htm, March 2025). Moody’s Analytics also includes 
in its review a survey published by a private provider of consensus forecasts. This source provides the medians of projections 
by upwards of 40 major institutions, including banks and consulting firms, and is published monthly. 

The publication of new historical data since the time a survey was published can result in some forecast figures 
changing, simply as a matter of arithmetic. This has been taken into account. 

The approach of Moody’s Analytics is to input consensus information for unit car sales, housing starts, the unemployment 
rate, CPI inflation, real GDP growth, house price increases, oil prices, natural gas prices, the fed funds rate, and the 10-year 
Treasury yield. 

Beginning with the March 2020 consensus scenario, the consensus scenario has used futures-implied yields for the fed 
funds rate and the 10-year Treasury bond for the first year of the projection instead of consensus surveys. Research on the 
accuracy of federal funds futures in the near term is the basis for this change in methodology (“Clarity or Confusion: Fed vs. 
Fed Funds Futures,” Regional Financial Review, Damien Moore and Ryan Sweet, July 2019). Over the next two years of the 
scenario, the futures projections are blended with surveyed expectations, with the weights on the surveyed expectations 
gradually increasing. 

Although consensus survey information generally goes out no more than five years, the consensus scenario extends out 
for the full 30-year duration in the Moody’s Analytics baseline. To accomplish this, the assumption is made that the 
consensus scenario would revert to the long-term trends embodied in the baseline. For most variables, for which the 
consensus and the baseline are close to each other at the end of the consensus projection, the reversion is within 
two years. When the gap is larger, the convergence may require up to two additional years. 

The macro model is then simulated to expand the consensus information to the rest of the variables in the forecast. 

Users of the Moody’s Analytics regional scenarios should note that the regional scenario associated with the 
consensus scenario is the result of running it through the regional model. In other words, the “consensus” for any state 
or metro area is not based on the review of publicly available state- or metro area-specific forecasts. 

https://www.philadelphiafed.org/surveys-and-data/real-time-data-research/spf-q1-2025
https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20250319.htm
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,590.5 23,662.5 23,759.8 23,872.5 23,996.8 24,119.5 24,251.1

Change %AR -0.3 0.4 0.7 1.2 1.7 1.9 2.1 2.1 2.2

Federal Budget $ bil -596.2 -55.2 -479.1 -657.6 -559.1 -260.2 -596.4 -757.3 -621.6

Total Employment mil 159.2 159.5 158.7 158.5 158.4 158.5 158.6 158.8 159.1

Change %AR 1.4 0.8 -2.0 -0.6 0.0 0.1 0.4 0.4 0.7

Unemployment Rate % 4.1 4.2 4.5 4.5 4.5 4.6 4.5 4.4 4.3

Light Vehicle Sales mil, SAAR 16.4 16.3 15.2 15.2 15.4 15.6 15.6 15.8 16.0

Residential Housing Starts mil, SAAR 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.5

Median Existing-Home Price $ ths 417.8 417.5 421.5 427.0 430.5 433.9 436.0 439.0 438.3

Change %YA 3.4 2.2 2.8 2.1 3.0 3.9 3.5 2.8 1.8

Consumer Price Index %AR 3.8 3.8 3.4 3.5 3.1 2.9 2.6 2.4 2.3

Federal Funds Rate % 4.3 4.3 4.1 3.7 3.5 3.3 3.3 3.3 3.3

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.4 4.4 4.4 4.4 4.4 4.4 4.4

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.3 2.4 2.4 2.5 2.5 2.5 2.5

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,641.5 3,707.6 3,737.7 3,826.4 3,905.7 3,926.2 3,950.3

Change %YA 10.4 -8.0 -4.2 -7.5 -8.1 9.0 7.3 5.9 5.7

S&P 500 1941=10 5,900.7 5,319.7 5,404.7 5,514.7 5,601.7 5,688.7 5,707.7 5,701.6 5,727.9

Change %YA 18.1 1.2 -2.5 -6.7 -5.1 6.9 5.6 3.4 2.3

CRE Price Index index 305.4 305.8 305.3 304.7 303.6 302.8 306.0 312.7 318.2

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 1.3 1.3 1.3 1.3 1.4 1.5 1.5

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,857.9 2,875.6 2,884.8 2,893.8 2,898.2 2,902.4 2,925.7

BAA spread % 1.5 2.0 2.3 2.4 2.4 2.5 2.5 2.5 2.5

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,582.0 23,937.1 24,424.7 24,905.8 25,414.6

Change %AR 6.1 2.5 2.9 2.8 1.2 1.5 2.0 2.0 2.0

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,788.1 -2,173.0 -2,295.3 -2,334.6 -2,428.5

Total Employment mil 146.3 152.5 155.9 158.0 159.0 158.6 159.3 160.0 160.8

Change %AR 2.9 4.3 2.2 1.3 0.6 -0.2 0.5 0.5 0.5

Unemployment Rate % 5.4 3.6 3.6 4.0 4.3 4.5 4.3 4.3 4.1

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 15.8 15.6 16.4 16.9 17.3

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.4 1.4 1.5 1.5 1.5

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 421.0 434.9 438.2 440.0 451.6

Change %YA 18.4 10.2 0.6 4.5 2.6 3.3 0.8 0.4 2.6

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.2 3.1 2.4 2.3 2.2

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.1 3.3 3.4 3.4 3.4

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.3 4.4 4.3 4.1 4.1

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.1 2.5 2.5 2.4 2.4

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,731.5 3,849.0 4,041.6 4,287.5 4,503.9

Change %YA 27.6 7.8 6.9 7.9 -2.5 3.1 5.0 6.1 5.0

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,535.0 5,674.9 5,803.4 6,229.9 6,681.2

Change %YA 32.6 -3.9 4.5 26.7 2.0 2.5 2.3 7.3 7.2

CRE Price Index index 346.3 341.0 317.3 305.0 304.7 312.7 332.3 352.2 375.5

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 1.3 1.4 1.6 1.9 2.0

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,838.7 2,894.8 2,974.2 3,110.5 3,261.5

BAA spread % 1.9 2.1 1.9 1.5 2.1 2.5 2.5 2.4 2.4

U.S. MACRO CF SCENARIO —FORECAST SUMMARY—May 2025
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CS: Alternative Scenario Constant Severity – Downside – 99th 
Percentile 

In this scenario, there is a 99% probability that the economy will perform better, broadly speaking, and a 1% 
probability that it will perform worse. 

Key risks 

→ The impacts of Trump administration tariffs and deportations on the economy are far worse than expected, causing 
inflation to accelerate. 

→ The peak tariff rate is 35.5% compared with 22.8% in the baseline, and tariffs remain elevated through most of 
2029.  

→ Elevated interest rates weaken credit-sensitive spending more than anticipated, and rising inflation causes the Fed 
to raise the fed funds rate in the third quarter of 2025. 

→ Russia’s invasion of Ukraine persists longer than expected, and the Israel-Hamas ceasefire collapses.  

→ The risk grows that China might block the Taiwan Strait, limiting the supply of semiconductor chips from Taiwan 
and raising fears of a broader conflict. Business and consumer confidence declines. 

→ The combination of tariffs, foreign retaliatory tariffs, rising inflation, deportations, political tensions, still-elevated 
interest rates, and reduced credit availability causes the economy to fall into recession in the third quarter of 2025. 

→ Declines in European economies and retaliatory tariffs hurt U.S. exports and also corporate earnings from European 
subsidiaries. 

→ The stock market collapses. The economy falls into a deep recession in the second quarter of 2025. Recession in 
Europe hurts U.S. exports and also corporate earnings from European subsidiaries. 

→ Bank failures greatly weaken consumer confidence and banks tighten credit availability. 

→ The unemployment rate ultimately rises to 20%.  

→ The downturn lasts for more than a year and starts to subside only when the economic impacts of the conflicts 
begin to resolve.  

→ The economy does not return to full employment until 2034. 

Monetary policy assumptions 

→ The Fed began to ease in the third quarter. However, despite the recession in the second quarter of 2025, rising 
inflation causes the Fed to reverse course and to raise the fed funds rate in the third and fourth quarters of 2025. It 
resumes easing in the first quarter of 2026 as the recession deepens, and the fed funds rate falls below the 
baseline. 

→ The 10-year Treasury rises above the baseline in the third and fourth quarters of 2025 because of increased 
inflation. It then falls starting in the first quarter of 2026 as the recession persists because of the flight to quality. 

Fiscal policy assumptions 

→ Just as in the baseline, the CS assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers.  

→ One offset will be new tariffs. The effective tariff rate will rise from about 2% to 35.5%, more than the 22.8% in the 
baseline, and the administration does not roll it back significantly until 2028. The administration keeps tariffs 
elevated through much of 2029.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  
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→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years. The tax policy assumptions in CS are fundamentally the same as in the baseline. However, since 
the economy is weaker, tax revenues are lower than in the baseline and the deficit is higher. On balance, the budget 
deficit will be about -10% in fiscal 2025, compared with -6.1% in the baseline. The higher deficit adds to worries about 
growth in the national debt, raising uncertainty over the course of tax policy. Though no crisis ultimately materializes, 
business and consumer sentiment is damaged. 

→ No additional measures to stem the recession are enacted. 

 

In the downside 1% scenario “CS: Alternative Scenario Constant Severity – Downside – 99th Percentile,” the impacts of 
higher-than-expected Trump administration tariffs and deportations on the economy are significantly worse than 
expected, causing inflation to accelerate. The peak tariff rate is 35.5% compared with 22.8% in the baseline, and tariffs 
remain elevated through most of 2029. 

Rising inflation causes the Fed to raise the fed funds rate during the third and fourth quarters of 2025. Russia’s 
invasion of Ukraine persists longer than expected, and the Hamas-Israel ceasefire collapses. The risk grows that China 
might block the Taiwan Strait, limiting the supply of semiconductor chips from Taiwan and raising fears of a broader 
conflict. Business and consumer confidence declines. The combination of tariffs, rising inflation, deportations, political 
tensions, still-high and rising interest rates, and reduced credit availability causes the economy to fall into a deep 
recession in the third quarter of 2025. 

The contraction causes oil prices to fall below the baseline. The recession lasts through the third quarter of 2026. 
The stock market collapses. The U.S. economy falls into a deep recession, and unemployment begins to increase significantly 
in the third quarter of 2025. Disagreements in Congress prevent any stimulus measures to stem the recession. 

The Fed had begun to ease in the third quarter. However, despite the recession in the second quarter of 2025, rising 
inflation causes the Fed to reverse course and to raise the fed funds rate during the third and fourth quarters of 2025. It 
resumes easing in the first quarter of 2026 as the recession deepens, and the fed funds rate falls below the baseline. 
The 10-year Treasury rises above the baseline in the third and fourth quarters of 2025 because of increased inflation. It 
then falls as the recession persists because of the flight to quality. 

The depth of the downturn ultimately causes the unemployment rate to rise to 20% by 2026. 

The economies across Europe contract as tariffs and the weakening U.S. economy reduce their exports. Populism in 
Europe accelerates, once again putting the euro zone’s existence at risk. This contributes to the economic and financial 
stress faced by heavily indebted nations, especially Italy. The declines in Europe’s corporate earnings of foreign 
subsidiaries of U.S. companies contribute to the decline in the stock market and also lower U.S. exports to Europe, 
deepening the U.S. recession. Retaliatory tariffs also reduce U.S. exports. 

The downturn lasts for more than a year. Unit auto sales drop to less than 9 million at an annual rate by 2026, compared 
with well over 16 million in the baseline. Rising joblessness causes house prices to drop cumulatively by more than 25% 
from the fourth quarter of 2024 through 2026. Disagreements in Congress prevent stimulus measures to stem the 
downturn. The economy does not return to full employment until 2034. 

The change in real GDP is -2.1% in 2025 and -10% in 2026 on an annual average basis, compared with growth of 1.3% 
and 1.5%, respectively, in the baseline. Reduced business investment lowers productivity so that the level of real GDP 
remains below the baseline indefinitely. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 22,703.0 21,526.6 20,912.5 20,508.5 20,334.5 20,395.4 20,596.6

Change %AR -0.3 0.4 -13.6 -19.2 -10.9 -7.5 -3.4 1.2 4.0

Federal Budget $ bil -596.2 -55.2 -638.1 -1,060.1 -1,141.5 -932.3 -1,317.1 -1,524.2 -1,403.7

Total Employment mil 159.2 159.5 148.8 141.2 137.1 134.5 132.4 131.0 130.2

Change %AR 1.4 0.8 -24.2 -18.9 -11.1 -7.5 -6.1 -4.1 -2.5

Unemployment Rate % 4.1 4.2 10.0 14.1 16.4 17.8 18.9 19.8 20.2

Light Vehicle Sales mil, SAAR 16.4 16.3 12.7 11.2 10.5 9.7 8.7 8.1 8.1

Residential Housing Starts mil, SAAR 1.4 1.4 1.0 0.7 0.6 0.5 0.4 0.3 0.3

Median Existing-Home Price $ ths 417.8 417.5 376.1 345.6 319.1 301.2 290.9 289.0 287.6

Change %YA 3.4 2.2 -8.3 -17.3 -23.6 -27.9 -22.7 -16.4 -9.9

Consumer Price Index %AR 3.8 3.8 7.0 4.3 -0.6 -0.2 -2.0 -1.8 -1.1

Federal Funds Rate % 4.3 4.3 4.6 5.2 3.5 1.9 1.3 0.8 0.6

Treasury Yield: 10-Yr Bond % 4.5 4.2 4.8 4.9 3.2 2.5 2.2 2.3 2.6

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 4.2 5.1 4.8 4.1 3.8 3.4 3.2

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,010.0 2,757.0 2,516.4 2,420.1 2,331.7 2,363.4 2,399.6

Change %YA 10.4 -8.0 -20.8 -31.2 -38.1 -31.1 -22.5 -14.3 -4.6

S&P 500 1941=10 5,900.7 5,319.7 3,785.8 2,935.4 2,680.4 2,494.2 2,461.1 2,492.0 2,543.4

Change %YA 18.1 1.2 -31.7 -50.3 -54.6 -53.1 -35.0 -15.1 -5.1

CRE Price Index index 305.4 305.8 298.4 269.4 224.0 189.0 160.8 148.0 142.1

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 -4.1 -4.7 -5.6 -4.7 -4.5 -2.5 -1.0

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,543.5 2,366.5 2,243.8 2,156.6 2,077.7 2,010.3 1,974.0

BAA spread % 1.5 2.0 4.2 5.1 4.8 4.1 3.8 3.4 3.2

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 22,826.2 20,537.8 20,882.0 21,683.3 22,588.7

Change %AR 6.1 2.5 2.9 2.8 -2.1 -10.0 1.7 3.8 4.2

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -2,349.6 -4,915.2 -5,229.9 -4,223.4 -4,069.8

Total Employment mil 146.3 152.5 155.9 158.0 152.2 133.8 130.7 137.8 145.2

Change %AR 2.9 4.3 2.2 1.3 -3.7 -12.1 -2.3 5.4 5.4

Unemployment Rate % 5.4 3.6 3.6 4.0 8.1 18.2 20.0 15.4 10.8

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 14.1 9.2 8.9 10.6 11.5

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.1 0.5 0.3 0.2 0.3

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 389.2 300.0 290.1 304.6 324.2

Change %YA 18.4 10.2 0.6 4.5 -5.1 -22.9 -3.3 5.0 6.4

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.7 1.3 -1.1 -0.1 1.0

Federal Funds Rate % 0.1 1.7 5.0 5.1 4.6 1.9 0.4 0.1 0.1

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 4.6 2.5 2.8 3.0 3.6

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 3.2 4.1 3.0 2.6 2.5

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,336.0 2,407.9 2,491.8 2,754.0 3,056.2

Change %YA 27.6 7.8 6.9 7.9 -12.8 -27.8 3.5 10.5 11.0

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 4,485.4 2,531.9 2,584.3 2,774.4 2,965.9

Change %YA 32.6 -3.9 4.5 26.7 -17.3 -43.6 2.1 7.4 6.9

CRE Price Index index 346.3 341.0 317.3 305.0 269.4 148.0 139.7 183.2 248.6

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 -1.6 -4.3 0.1 3.0 3.6

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,632.8 2,122.1 1,961.8 2,029.4 2,170.0

BAA spread % 1.9 2.1 1.9 1.5 3.2 4.1 3.0 2.6 2.5

U.S. MACRO CS SCENARIO —FORECAST SUMMARY—May 2025
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CH: High Interest Rate Scenario 

In this scenario, acceleration of inflation causes an immediate Federal Reserve response that results  
in a recession. 

Key risks 

→ Several factors drive the acceleration of inflation. First, President Trump raises tariffs by more than in the baseline, 
raising the cost of both consumer goods and inputs into production. Second, deportations of immigrants result in 
labor shortages and, therefore, higher wage costs. Third, worries grow that the Hamas-Israel conflict will widen and 
sanctions will be imposed on Iranian oil. Further, Russia’s invasion of Ukraine widens and persists longer than 
expected. These developments cause the price of oil to rise. 

→ The peak tariff rate is 27.6% compared with 22.8% in the baseline, and tariffs remain elevated through most of 2027.  

→ Additionally, worries grow that China would blockade the Taiwan Strait, reducing the supply of chips and causing 
other supply shortages. These developments cause inflation to accelerate to the 4% range. 

→ The Federal Reserve responds by raising the fed funds rate by 100 basis points in the third quarter of 2025. 

→ As a result, the economy immediately falls into recession. 

→ Inflation does not decelerate, causing the Fed to raise interest rates by another 100 basis points in the fourth 
quarter of 2025 and the first and second quarters of 2026 despite the downturn in the economy. 

→ The downturn lasts for a year and starts to subside when inflation decelerates.  

→ The unemployment rate rises to 6.6% by the second quarter of 2026. 

→ The economy does not return to full employment until the first quarter of 2030. 

Monetary policy assumptions 

→ The Fed raises the fed funds rate by 100 basis points in the third quarter of 2025 in response to rising inflation and an 
additional 100 basis points in the fourth quarter of 2025 and the first and second quarters of 2026. The Fed begins to 
ease once inflation decelerates. 

→ The 10-year Treasury initially rises because of the acceleration of inflation despite the downturn in the economy. 

Fiscal policy assumptions 

→ Just as in the baseline, the CH assumes a full extension of the Tax Cuts and Jobs Act personal income provisions, 
increased state and local tax deductions, certain business tax provisions, reduced taxes on tips, and a reduction of 
the statutory corporate tax rate from 21% to 15% for domestic producers.  

→ One offset will be new tariffs, especially on China, but also on other countries, raising the effective tariff rate from 
about 2% to 27.6%, more than the 22.8% in the baseline. The administration keeps tariffs elevated through most of 
2026.  

→ To offset the net reduction in tax revenue, the administration will limit growth in nondefense spending and 
eliminate spending on Ukraine and emergency spending on foreign aid.  

→ However, defense spending will continue to rise. Further, there will not be material changes to existing legislation, 
including the Infrastructure Investment and Jobs Act, the IRA (except for EV tax credits), or the CHIPS Act. There 
remains a significant amount of funds that have yet to be allocated, with the peak impact occurring within the next 
two to three years.  

→ The tax policy assumptions in CH are fundamentally the same as in the baseline. However, since the economy is 
weaker, tax revenues are lower than in the baseline, and the deficit is higher. On balance, the budget deficit will be 
about -6.6% in fiscal 2025, compared with -6.1% in the baseline. The higher deficit adds to worries about growth in the 
national debt, raising uncertainty over the course of tax policy. Though no crisis ultimately materializes, business and 
consumer sentiment is damaged.  
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→ No additional measures to stem the recession are enacted. 

 

In the downside “CH: High Interest Rate Scenario,” several factors drive the acceleration of inflation. First, President 
Trump raises tariffs by more than in the baseline, raising the cost of both consumer goods and also inputs into 
production. Second, deportations of immigrants result in labor shortages and, therefore, higher wage costs. Third, 
worries grow that the Hamas-Israel ceasefire will collapse, sanctions are imposed on Iranian oil, and the invasion of 
Ukraine persists longer than expected. These developments cause the price of oil to rise. Further worries grow that 
China will blockade the Taiwan Strait, limiting the supply of chips since Taiwan is a major producer and causing 
other shortages. The rise in oil prices plus the other shortages cause inflation to accelerate. 

The Fed responds by raising the fed funds rate by 100 basis points in the third quarter of 2025, causing the U.S. 
economy to fall into recession. However, the persistence of inflation causes the Fed to raise the fed funds rate another 
100 basis points in the fourth quarter of 2025 and the first and second quarters of 2026 despite the recession. The 10-
year Treasury rises because of the rising inflation and increased fed funds rate, and then subsequently falls as the Fed 
reduces the fed funds rate. 

Unemployment increases and ultimately rises to 6.6%. Disagreements in Congress prevent any stimulus measures to 
stem the recession. The downturn lasts for a year and starts to subside when inflation decelerates, allowing the Fed to 
begin to lower the fed funds rate. 

The change in real GDP is 0.8% in 2025 and -1.8% in 2026 on an annual average basis, compared with growth of 1.3% 
and 1.5%, respectively, in the baseline. Reduced business investment lowers productivity so that the level of real GDP 
remains below the baseline indefinitely. 
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Units 25Q1 25Q2 25Q3 25Q4 26Q1 26Q2 26Q3 26Q4 27Q1

Gross Domestic Product bcw $ 23,526.1 23,549.0 23,513.3 23,347.1 23,150.1 23,020.2 23,019.8 23,079.7 23,209.6

Change %AR -0.3 0.4 -0.6 -2.8 -3.3 -2.2 0.0 1.0 2.3

Federal Budget $ bil -596.2 -55.2 -401.3 -601.6 -553.4 -282.3 -632.5 -795.5 -684.5

Total Employment mil 159.2 159.5 158.4 156.9 155.5 154.5 154.3 154.4 154.6

Change %AR 1.4 0.8 -2.8 -3.6 -3.5 -2.6 -0.6 0.3 0.6

Unemployment Rate % 4.1 4.2 4.8 5.5 6.2 6.6 6.5 6.1 5.8

Light Vehicle Sales mil, SAAR 16.4 16.3 15.2 14.7 14.2 14.0 14.2 14.9 15.3

Residential Housing Starts mil, SAAR 1.4 1.4 1.3 1.2 1.2 1.1 1.1 1.1 1.2

Median Existing-Home Price $ ths 417.8 417.5 413.9 406.8 399.5 392.1 384.8 381.4 382.8

Change %YA 3.4 2.2 1.0 -2.7 -4.4 -6.1 -7.0 -6.3 -4.2

Consumer Price Index %AR 3.8 3.8 5.0 5.7 5.8 5.3 3.2 2.9 2.3

Federal Funds Rate % 4.3 4.3 5.3 6.3 7.3 8.3 7.3 6.3 5.3

Treasury Yield: 10-Yr Bond % 4.5 4.2 5.3 5.9 6.3 6.6 6.0 5.0 4.5

Baa Corp. - 10-Yr Treasury DIFF 1.5 2.0 2.9 3.3 3.5 3.6 3.5 2.9 2.6

Corporate Profits With IVA & CCA $ bil 4,066.5 3,510.5 3,520.4 3,512.7 3,503.8 3,521.1 3,486.9 3,489.4 3,577.3

Change %YA 10.4 -8.0 -7.4 -12.3 -13.8 0.3 -1.0 -0.7 2.1

S&P 500 1941=10 5,900.7 5,319.7 5,118.7 4,820.5 4,475.6 4,255.5 4,264.0 4,393.4 4,483.4

Change %YA 18.1 1.2 -7.7 -18.4 -24.2 -20.0 -16.7 -8.9 0.2

CRE Price Index index 305.4 305.8 303.4 297.2 287.1 273.9 263.0 256.9 252.6

NCREIF Property Index: Rate of Return %, NSA 1.3 1.3 -0.3 -1.1 -1.8 -2.1 -2.0 -0.7 0.0

C&I Loans Outstanding $ bil 2,782.7 2,838.6 2,816.6 2,778.7 2,714.8 2,636.0 2,598.4 2,570.1 2,571.0

BAA spread % 1.5 2.0 2.9 3.3 3.5 3.6 3.5 2.9 2.6

Units 2021 2022 2023 2024 2025 2026 2027 2028 2029

Gross Domestic Product bcw $ 21,494.8 22,034.8 22,671.1 23,305.0 23,483.9 23,067.4 23,525.1 24,487.0 25,410.3

Change %AR 6.1 2.5 2.9 2.8 0.8 -1.8 2.0 4.1 3.8

Federal Budget $ bil -2,580.4 -1,419.2 -1,783.8 -2,033.4 -1,654.3 -2,263.7 -2,600.0 -2,325.4 -1,980.3

Total Employment mil 146.3 152.5 155.9 158.0 158.5 154.7 155.3 156.5 157.6

Change %AR 2.9 4.3 2.2 1.3 0.3 -2.4 0.4 0.8 0.7

Unemployment Rate % 5.4 3.6 3.6 4.0 4.6 6.3 5.4 4.6 4.4

Light Vehicle Sales mil, SAAR 14.9 13.8 15.5 15.8 15.7 14.3 16.1 16.9 17.3

Residential Housing Starts mil, SAAR 1.6 1.6 1.4 1.4 1.3 1.1 1.3 1.4 1.4

Median Existing-Home Price $ ths 353.9 390.2 392.5 410.1 414.0 389.5 390.7 412.1 427.1

Change %YA 18.4 10.2 0.6 4.5 0.9 -5.9 0.3 5.5 3.6

Consumer Price Index %AR 4.7 8.0 4.1 3.0 3.6 4.9 2.5 1.8 1.8

Federal Funds Rate % 0.1 1.7 5.0 5.1 5.1 7.3 4.0 3.0 2.9

Treasury Yield: 10-Yr Bond % 1.4 3.0 4.0 4.2 5.0 6.0 4.4 4.3 4.2

Baa Corp. - 10-Yr Treasury DIFF 1.9 2.1 1.9 1.5 2.4 3.4 2.5 2.1 2.2

Corporate Profits With IVA & CCA $ bil 3,077.6 3,316.7 3,546.5 3,827.8 3,652.5 3,500.3 3,843.0 4,455.1 4,859.9

Change %YA 27.6 7.8 6.9 7.9 -4.6 -4.2 9.8 15.9 9.1

S&P 500 1941=10 4,266.8 4,100.7 4,284.2 5,426.7 5,289.9 4,347.1 4,842.1 5,992.7 6,556.7

Change %YA 32.6 -3.9 4.5 26.7 -2.5 -17.8 11.4 23.8 9.4

CRE Price Index index 346.3 341.0 317.3 305.0 297.2 256.9 253.8 276.9 315.4

NCREIF Property Index: Rate of Return %, NSA 4.2 1.4 -2.0 0.1 0.3 -1.6 0.8 2.3 3.0

C&I Loans Outstanding $ bil 2,479.5 2,642.1 2,771.3 2,766.9 2,804.1 2,629.9 2,648.4 2,940.1 3,229.2

BAA spread % 1.9 2.1 1.9 1.5 2.4 3.4 2.5 2.1 2.2

U.S. MACRO HIGH INTEREST RATE SCENARIO —FORECAST SUMMARY—May 2025
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