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Executive Summary
This research paper examines the current state of the US economy in
2025, analyzing key indicators, policy impacts, and future projections. The
US economy is currently experiencing a period of transition characterized
by moderating growth, persistent inflation pressures, and significant policy
shifts under the Trump administration. Recent tariff implementations have
created economic uncertainty, while technological
advancements—particularly in artificial intelligence—hold promise for
future productivity gains. This analysis explores the complex interplay of
monetary policy, fiscal measures, global trade tensions, and structural
economic factors shaping America's economic landscape and outlines the
most likely scenarios for the near to medium-term future.

1. Current Economic Indicators

1.1 Growth and GDP
The US economy demonstrated resilience through most of 2024 but has
begun showing signs of deceleration in early 2025. According to the
Congressional Budget Office (CBO), economic growth is projected to cool
from an estimated 2.3% in 2024 to 1.9% in 2025 and 1.8% in 2026 (CBO,
2025). This slowdown reflects several factors, including tighter financial
conditions, uncertainty surrounding new trade policies, and normalization
after post-pandemic recovery.
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Deloitte's economic forecast offers a slightly more optimistic view,
projecting real GDP growth of 2.6% in 2025, although this represents a
moderation from the stronger performance in previous quarters (Deloitte,
2025). The Atlanta Federal Reserve's GDPNow model has recently
indicated negative growth for Q1 2025, suggesting potential near-term
volatility in the economic trajectory.

1.2 Inflation and Price Stability
Inflation continues to pose challenges for policymakers in 2025. After
significant progress in reducing inflation from its peak of over 9% in
mid-2022, the disinflationary process has slowed. Core inflation (excluding
food and energy) stood at 2.6% year-over-year in January 2025, remaining
above the Federal Reserve's 2% target (Federal Reserve, 2025).

Recent policy developments have complicated the inflation outlook. The
implementation of new tariffs by the Trump administration has created
upward pressure on prices. The Federal Reserve has revised its inflation
forecasts upward, now projecting core inflation at 2.8% for 2025, up from
its previous estimate of 2.5% (J.P. Morgan, 2025). According to Federal
Reserve projections, inflation is not expected to sustainably reach the 2%
target until 2027.

1.3 Labor Market Conditions
The US labor market remains relatively strong in early 2025 but shows
signs of gradual cooling. The unemployment rate stands at approximately
4.2%, up slightly from the post-pandemic lows but still historically low
(PBS News, 2024). Job creation has moderated, with monthly payroll gains
slowing compared to the robust pace seen in previous years.

EY projects that job growth will decelerate significantly, from an average
of 160,000 new jobs per month in 2024 to approximately 50,000 per
month in 2025 (EY, 2025). This moderation reflects both cyclical factors
and structural changes in the labor market, including demographic shifts
and evolving immigration policies. Despite slowing job growth, wage gains
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have remained relatively solid, contributing to household income growth.

1.4 Interest Rates and Monetary Policy
The Federal Reserve began reducing interest rates in September 2024
after maintaining elevated rates to combat inflation. As of March 2025, the
federal funds rate stands at 4.5%, following three consecutive rate
reductions since September 2024 (J.P. Morgan, 2025). The Federal Open
Market Committee (FOMC) has indicated a cautious approach to further
rate cuts, particularly given new inflationary pressures from trade policies.

In its March 2025 meeting, the Federal Reserve kept interest rates 
unchanged for the second consecutive meeting, citing heightened 
economic uncertainty and the need to assess the impact of recent trade 
policy changes. The Fed's Summary of Economic Projections still 
anticipates two additional rate cuts in 2025, though fewer FOMC members 
now expect more than two cuts compared to previous projections (J.P. 
Morgan, 2025).

2. Policy Influences on the Economy

2.1 Trade Policy and Tariffs
The most significant economic policy development in early 2025 has been
the Trump administration's implementation of substantial new tariffs.
Beginning in late January 2025, the administration announced a series of
tariff measures that culminated in near-universal levies on imports on
April 2, 2025. These tariffs have pushed the US effective tariff rate past
levels seen during the Great Depression, with significant implications for
trade, prices, and economic growth (IMF, 2025).

The International Monetary Fund has sharply revised its global growth
forecast in response to these trade policy shifts, reducing its projection for
2025 global growth to 2.8% from 3.3% in its January update (IMF, 2025).
Similarly, the OECD has lowered its forecast for US economic growth to
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2.2% in 2025 and 1.6% in 2026, down from earlier projections of 2.4%
and2.1%, respectively (CNBC, 2025).

Federal Reserve Chair Jerome Powell acknowledged in March 2025 that 
the Trump administration's initial policies, particularly extensive import 
tariffs, appear to have tilted the US economy toward slower growth 
and at least temporarily higher inflation (Reuters, 2025). This 
assessment underscores the significant economic impact of the new trade 
orientation.

2.2 Fiscal Policy
Fiscal policy has emerged as another key factor influencing economic
trajectories in 2025. The federal budget deficit is projected at $1.9 trillion
for fiscal year 2025, with federal debt rising to 118% of GDP by 2035
(CBO, 2025). While specific fiscal initiatives are still evolving, expectations
include potential tax cuts and spending measures that could impact both
short-term growth and long-term fiscal sustainability.

Most economic forecasts incorporate assumptions about the extension of
many provisions from the 2017 Tax Cuts and Jobs Act that are scheduled
to expire, although the exact parameters of tax policy remain uncertain.
Potential government spending cuts are expected over the next few years,
which could subtract value from overall economic growth (Deloitte, 2025).

2.3 Housing Market Dynamics
The housing market in 2025 continues to face the dual challenges of 
elevated mortgage rates and persistent supply constraints. According to 
J.P. Morgan Research, the housing market is experiencing a lock-in 
effect, with over 80% of borrowers having mortgage rates significantly 
below current market rates, creating a disincentive to sell their homes and 
contributing to the limited supply of housing inventory (J.P. Morgan, 2025).

Recent declines in mortgage rates following Federal Reserve policy
adjustments have begun to stimulate some recovery in housing market
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activity. However, the sector remains sensitive to interest rate
movementsand policy uncertainty. The Trump administration's approach
to housingpolicy, including potential changes to regulations affecting
multi-familyconstruction and federal land use, may influence future supply
dynamics(J.P. Morgan, 2025).

3. Technological Transformation and AI
Impact

3.1 AI and Productivity Potential
Artificial intelligence represents one of the most promising catalysts for
future economic growth and productivity enhancement. According to the
International Monetary Fund (IMF), AI will affect almost 40% of jobs
worldwide, with even higher exposure (approximately 60%) in advanced
economies like the United States (IMF, 2024). While roughly half of the
exposed jobs may benefit from AI integration through enhanced
productivity, the other half could face downward wage pressure or
displacement.

Research from PwC suggests that AI could contribute substantially to
global economic output by 2030, with North America expected to see a
potential 14.5% boost to GDP by that time (PwC, 2024). However, most
economic analysts project that significant productivity gains from AI
adoption will materialize gradually, with more substantial impacts likely
emerging toward the end of this decade.

3.2 Labor Market Transformation
The integration of AI into the economy is expected to drive significant
changes in labor market dynamics. The Institute for Global Change
projects that AI could raise unemployment by up to 180,000 jobs by 2030
in the UK context, with similar patterns likely in the US labor market.
However, this displacement effect represents only one dimension of AI's
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impact, as the technology is also expected to create new demand for
laborby boosting economic growth and enabling new products and
services(Institute for Global Change, 2024).

Jobs involving complex manual work in sectors like construction and
skilled trades are projected to be less exposed to AI disruption, while
routine cognitive tasks in administrative occupations and data-intensive
industries like banking and finance face higher exposure (Institute for
Global Change, 2024). This differential impact highlights the need for
targeted workforce development initiatives to facilitate adaptation to
changing skill requirements.

4. Global Economic Context

4.1 Global Growth Trends
The global economic environment faces heightened uncertainty in 2025,
with growth projections moderating amid trade tensions and geopolitical
risks. The IMF has revised its global growth forecast to 2.8% and 3% for
2025 and 2026, respectively, representing a cumulative downgrade of
about 0.8 percentage points relative to its January 2025 update (IMF,
2025). This downward revision primarily reflects the impact of recent
trade policy shifts.

According to the OECD, global GDP growth is projected to moderate from 
3.2% in 2024 to 3.1% in 2025 and 3.0% in 2026, with higher trade 
barriers in several G20 economies and increased geopolitical and 
policy uncertainty weighing on investment and household 
spending (CNBC, 2025). This slowdown in global growth has implications 
for US export markets and international business conditions.

4.2 International Trade Dynamics
International trade is expected to be significantly affected by recent policy
shifts, with global trade growth projected to dip more than output, falling
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to 1.7% in 2025 according to the IMF (IMF, 2025). This represents
asubstantial downward revision from earlier forecasts. The
implementationof reciprocal tariffs by major trading partners in response
to US measureshas elevated the global effective tariff rate, creating new
barriers tointernational commerce.

Deloitte forecasts real exports from the US to grow by just 0.7% in 2025
and 1% in 2026, while real imports are projected to grow by 1.8% in 2025
and 0.9% in 2026 (Deloitte, 2025). These modest growth rates reflect the
constraining effect of trade barriers on cross-border commercial activity.
The evolution of US-China economic relations remains a particular area of
focus, given the strategic importance of this bilateral relationship for
global trade patterns.

5. Economic Outlook and Scenarios

5.1 Base Case Scenario
The most likely scenario for the US economy over the next 12-24 months
involves moderated growth with persistent inflation pressures and gradual
monetary policy adjustment. In this base case, real GDP growth is
expected to settle in the 1.8-2.2% range for 2025, with inflation gradually
declining toward the Federal Reserve's 2% target over the next two years.
The labor market is projected to cool further but avoid a sharp
deterioration, with the unemployment rate likely rising toward 4.5-5% by
late 2025.

Under this scenario, the Federal Reserve is expected to implement a
limited number of additional interest rate cuts, likely totaling 50-75 basis
points over the next 12 months. Fiscal policy will provide some support to
economic activity, partially offsetting the drag from trade tensions and
monetary tightness. The housing market is projected to experience
modest recovery as mortgage rates gradually decline.
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5.2 Downside Risks
Several downside risks could lead to less favorable economic outcomes.
EY places the probability of recession in the next 12 months at
approximately 45%, with risks tilted to the downside (EY, 2025). A more
severe economic slowdown could emerge if:

1. Trade tensions escalate further, leading to additional tariffs and
retaliatory measures that significantly disrupt global supply chains and
consumer prices.

2. Inflation proves more persistent than expected, forcing the Federal
Reserve to maintain higher interest rates for longer.

3. Labor market conditions deteriorate more rapidly, undermining
consumer spending and confidence.

4. Geopolitical conflicts intensify, particularly in the Middle East and
Ukraine, potentially leading to energy price shocks and heightened global
uncertainty.

In a downside scenario, GDP growth could approach stall speed or even
turn negative by late 2025, with the unemployment rate potentially rising
above 5.5%.

5.3 Upside Potential
Conversely, several factors could support stronger-than-expected
economic performance:

1. Trade tensions could moderate, with negotiations leading to reduced
tariffs and greater policy certainty.

2. Productivity enhancements from technological adoption, particularly AI
implementation, could begin to materialize more rapidly than anticipated.

3. Inflation could decline more quickly than projected, allowing for more
accommodative monetary policy.
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4. Fiscal measures, including tax cuts and strategic investments, could
provide greater stimulus to economic activity.

Deloitte's upside scenario explores the possibility that the economy 
could unlock a new level of growth thanks to 
productivity-enhancing technology, tax cuts, and deregulation, 
potentially leading to real GDP growth of 2.9% in 2025 and 3.2% in 2026 
(Deloitte, 2025).

6. Implications and Future Considerations

6.1 Policy Recommendations
Given the current economic landscape, several policy approaches merit
consideration:

1. Calibrated Trade Policy: While strategic trade measures may address 
specific economic priorities, a calibrated approach that avoids excessive 
disruption to global commerce would support economic stability. 
Negotiated agreements that address legitimate concerns while preserving 
the benefits of international trade could mitigate negative growth impacts.

2. Targeted Fiscal Support: Fiscal initiatives focused on enhancing 
productivity, infrastructure development, and workforce adaptation could 
support both near-term growth and long-term economic potential. 
Balancing stimulus measures with long-term fiscal sustainability remains 
important.

3. Adaptive Monetary Policy: The Federal Reserve faces the challenge 
of navigating conflicting pressures from growth moderation and inflation 
persistence. A data-dependent approach that adjusts policy in response to 
evolving economic conditions will be essential.

4. Technology Policy Framework: Developing policy frameworks that 
facilitate technological adoption while addressing associated workforce 
transitions could maximize the economic benefits of innovation. 
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Investment in education and skills development programs aligned with 
emerging needs represents a key priority.

6.2 Long-term Structural Considerations
Beyond immediate policy questions, several structural factors will shape
the US economy's long-term trajectory:

1. Demographic Changes: Aging population dynamics and declining 
workforce growth will continue to influence labor market conditions and 
potential growth rates. Immigration policy decisions will significantly 
impact these demographic trends.

2. Technological Transformation: The continuing evolution of AI and 
related technologies holds the potential to fundamentally reshape 
production processes, labor markets, and economic structures. While 
initial impacts may be modest, the cumulative effect over time could be 
substantial.

3. Global Integration Shifts: The reconfiguration of global supply chains 
and international economic relationships reflects deeper structural 
changes in the world economy. The US position within this evolving 
system will significantly influence future economic outcomes.

4. Climate Transition: The ongoing transition toward a lower-carbon 
economy presents both challenges and opportunities. Investment 
requirements, regulatory frameworks, and changes in energy systems will 
have far-reaching economic implications.

7. Conclusion
The US economy in 2025 stands at a complex juncture, balancing resilient
fundamentals against emerging challenges. While growth remains
positive, the pace has moderated amid policy shifts, particularly in trade.
Inflation has receded from recent peaks but continues to exceed the
Federal Reserve's target, constraining monetary policy flexibility. The
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labor market, though cooling, continues to provide a foundation
forconsumer spending and economic activity.

Looking forward, the most likely path involves continued but moderate
growth, with gradual progress toward price stability. However, uncertainty
remains elevated, with both upside and downside scenarios representing
plausible alternatives depending on policy evolution and external factors.
Navigating this environment successfully will require adaptable policy
approaches that balance short-term stability with long-term economic
vitality.

The potential of technological advancement, particularly AI adoption,
represents a significant opportunity to enhance productivity and economic
potential over the medium to long term. Realizing these benefits while
managing associated transitions remains a key challenge for
policymakers, businesses, and workers alike. By addressing both
immediate economic pressures and longer-term structural considerations,
the US can work toward sustainable and inclusive economic progress.
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