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Source: Moody’s Analytics

Probability of recession in the next 12 mo, %, based on a machine learning model

The Economy Is Struggling but Should Avoid Recession
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Source: Moody’s Analytics
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Projected change in real GDP growth, Q4 to Q4, ppt, Dec 2025 baseline forecast

Economic Headwinds & Tailwinds

Source: Moody’s Analytics

2025 2026

Real GDP growth, % 1.69 2.05

Change in real GDP growth -0.71 0.36

Deglobalization -1.20 -0.99

Tariffs & trade restrictions -0.51 -0.57

Restrictive Immigration 

Policy -0.69 -0.42

Artificial intelligence 0.62 0.71

Capital investment 0.21 0.33

Stock wealth effects 0.41 0.38

Economic policy -0.08 0.59

Monetary policy 0.16 0.25

Fiscal policy -0.24 0.34

Other factors -0.05 0.05
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U.S. tariff rate, %                              

Tariffs Move Steadily Higher… 

Sources: BEA, Census Bureau, AP News, Moody’s Analytics
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Sources: Dallas Fed, Moody’s Analytics
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…Hitting Consumers & Businesses
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Sources: Dallas Fed, Moody’s Analytics
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Sources: “An Anatomy of the Great Reallocation in U.S. Supply Chain Trade,” Laura Alfaro and Davin Chor,  NBER, 2025, Moody’s Analytics
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Changes in U.S. import shares across trade partners since 2017, ppts

Tariffs Accelerate Import Shift From China to Vietnam, Mexico and Taiwan

China’s share in total U.S. imports stood at approximately 9% in 2001, in its accession yr to the WTO. This 

climbed steadily over the next 16 yrs, peaking at 22% in 2017. The drop back to a 9% import share by mid-2025 

thus represents a remarkable unwinding, in just half the time it took this share to reach its pre-trade war peak.
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Sources: Census Bureau, Moody’s Analytics

U.S. import duties as a % of U.S. imports, Moody’s Analytics baseline forecast
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Sources: Department of Homeland Security, Department of State, Customs and Border Protection, Social Security Administration, Congressional Budget Office, TRAC 

Immigration, Barclays Research, Moody’s Analytics
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Sources: BLS, Moody’s Analytics
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Personal consumption expenditures price index, % change yr ago

“Sticky” Inflation Driven by Tariffs and Services to Persist Into 2026
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U.S. interest rates, %, Nov 2025 baseline economic outlook

Fed Likely to Cut Rates as Job Market Outweighs Inflation Concerns
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Artificial Intelligence Powers the Stock Market & Investment

Since Nov 2022, when ChatGPT was unveiled

Sources: Bloomberg, JP Morgan, Moody’s Analytics

Artificial Intelligence companies S&P 500 x AI companies

Performance
Price return 181% 25%
Earnings growth 124% 9%
EBIT growth 98% 16%
Capital spending growth 63% 4%

Contribution to S&P 500
Price return 77% 23%
Earnings growth 80% 20%
EBIT growth 64% 36%
Capital spending growth 92% 8%
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Sources: Statista, Cloudscene, Landgate, Moody’s Analytics
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Sources: Census Bureau, Moody’s Analytics
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Sources: Penn Wharton Budget Model, Moody’s Analytics
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Sources: Penn Wharton Budget Model, BLS, Moody’s Analytics
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…Many Most Exposed Were Also Highly Exposed to the Internet Boom

Exposure to generative AI by occupation

Sources: Penn Wharton Budget Model, Moody’s Analytics

Occupation Title Exposure to AI Automation (% of tasks)
Telemarketers 96.25
Order Clerks 95.53
Insurance Claims and Policy Processing Clerks 95.19
Bookkeeping, Accounting, and Auditing Clerks 95.17
Insurance Underwriters 95
Brokerage Clerks 95
Credit Authorizers, Checkers, and Clerks 94.69
Desktop Publishers 94.17
Payroll and Timekeeping Clerks 94.09
Medical Records Specialists 93.53
Proofreaders and Copy Markers 92.73
Travel Agents 92.5
Telephone Operators 91.56
Tellers 91.38
Loan Interviewers and Clerks 91.11
Tax Preparers 90.83
Medical Secretaries and Administrative Assistants 90.31
Bill and Account Collectors 90
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Sources: Challenger, Gray & Christmas, Moody’s Analytics
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Ratio of Wilshire 5000 to NIPA after-tax corporate earnings, %

The Stock Market Is Overvalued, Bordering on Frothy
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Sources: Morningstar, Motley Fool, MSCI, Vanguard, Visual Capitalist, AInvest, Moody’s Analytics
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Three AI Scenarios in the Works

Scenario 1: Tech Bubble-Like Stock 

Market Bust

Scenario 2: AI-Induced Job Losses Scenario 3: Productivity Miracle

→ AI equity bubble bursts, sending the 

stock market down by ~50% from peak 

to trough

→ Short, shallow recession ensues followed 

by a “jobless” recovery

→ Productivity gains are realized but are 

much smaller and more diffuse than 

initial expectations

→ Significant near-term productivity gains 

from AI (2026-2017) and soaring AI stock 

valuations hold. Rest of the stock market 

falters.

→ Large job losses as productivity gains 

are realized immediately, with little offset 

from new job formation

→ Negative jobs #s next yr (Baseline is 

around 0 now)

→ AI has profound impacts on productivity 

growth that are broadly beneficial to the 

economy

→ Any lost jobs are more than offset by 

new jobs and enhanced productivity 

within occupations

Source: Moody’s Analytics
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Sources: Federal Reserve, Moody’s Analytics

Personal outlays by income group, 2019Q4=100
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Sources: Federal Reserve, Moody’s Analytics
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Sources: Federal Reserve, Moody’s Analytics
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Factors that threaten a well-functioning Treasury bond market

The Bond Market Is Fragile…

→ Primary dealer balance sheets haven’t expanded with the amount of debt outstanding

→ Trade war threatens U.S. safe-haven and reserve currency status and value of the $

→ Federal Reserve independence is at risk

→ Fed exits the bond market via quantitative tightening

→ Chinese & Japanese investors turn more circumspect

→ Banks are skittish bondholders in the wake of the 2023 banking crisis

→ Price-sensitive hedge funds become bigger players

→ Government shutdowns and political dysfunction

→ Large budget deficits with an issuance shift to short-term Treasuries

Source: Moody’s Analytics
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Ratio of U.S. federal debt held by the public and GDP, %

…As the Nation Is on an Unsustainable Fiscal Trajectory
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