Analysis of the U.S. Economy Under Current Policy Directions
Analysis of the US Economy Under Three Different Growth Trajectories

The U.S. economy is currently navigating a complex landscape shaped by major shifts in trade,
immigration, and taxation policies. With new tariffs recently enacted and headline risks now
materializing, leaders and strategists must leverage scenario planning and economic forecasting to
anticipate outcomes and prepare for dynamic conditions in 2025. This analysis presents three distinct
growth scenarios—optimistic, mixed, and pessimistic—offering projections for GDP growth, inflation,
labor markets, fiscal deficits, and recession risks. By integrating strategic foresight and data-driven
insights, this report helps decision makers understand the spectrum of potential impacts stemming from
today’s policies, ensuring they are equipped for a potentially turbulent economic future. The tariff picture,
in particular, has changed significantly over the last week. While the possibility of new tariffs has been a
constant headline in the administration's second term, many of those threats have now been enacted. This
shift from "threat" to "reality" alters the economic landscape and makes understanding different potential
outcomes more critical than ever.

The Power of Scenario Planning and Economic Cases

Dr. Elmer Hall's new book, Perpetual Innovation™: Real-Time Foresight with Delphi Method Research
and Scenario Planning, highlights the importance of strategic foresight to see more clearly into an
uncertain future and lead with agility and confidence. At the core of this approach is the power of
scenario planning, a method that combines expert wisdom with narrative storytelling to illuminate
strategic options across different time horizons.

While scenarios are powerful narrative tools that describe plausible futures, we must distinguish them
from specific economic cases. A scenario is a detailed story of how a future might unfold, but in our
analysis of the current economic climate, we are focused on three distinct cases that represent the range of
likely outcomes—from best-case to worst-case. This article will use these "cases" to provide a practical
framework for understanding the potential impacts of today's policies.

Mixed Case: Most Likely US Economic Scenario

This is a plausible outcome for the U.S. economy, a world of mixed signals and moderate, but uneven,
growth. However, its likelihood has decreased, as recent tariff actions tilt the balance toward disruption.

The Economic Picture:

¢  GDP Growth: Expect a moderate growth rate of 1.5% to 2.5%. The economy is growing, but
it's not a uniform expansion.

o Inflation: Inflation remains elevated at 3.0% to 4.0%. While tariffs contribute to rising prices,
the economy's modest growth keeps inflation from spiraling out of control.

e Labor Market: The unemployment rate hovers between 4.0% and 4.5%. The labor market is
stable but softens. Businesses face a paradox: they struggle with labor shortages in some areas,
which pushes up wages, while other sectors experience job uncertainty.

e Recession Risk: There's a 25% to 40% chance of a recession, or a "growth recession"—a period
of low growth and rising unemployment.

The Pessimistic Case: The Challenge of Stagflation

The likelihood of this case has increased significantly due to the recent enactment of more tariffs and the
threat of others. The risk of stagflation—high inflation and slow growth—is no longer a distant
possibility but a more present danger. The direct impact of tariffs on the cost of goods and the ripple
effects on supply chains are now a more certain factor in the economic outlook.
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The Economic Picture:

GDP Growth: Growth slows significantly to a range of 0.5% to 1.5%. Trade wars and supply
chain disruptions severely hamper economic activity, leading to reduced consumer spending and
business investment.

Inflation: Inflation soars above 4.0%. Tariffs, combined with labor shortages from reduced
immigration, create broad and sustained increases in prices for goods and services.

Labor Market: The unemployment rate rises to 4.5% to 5.5%. Economic contraction leads to
job losses.

Stagflation Risk: The risk of stagflation is high.

The Optimistic Case: A Resilient Boom

This is the least likely but most favorable outcome. The conditions required for this case to occur—
perfectly targeted tariffs that don't trigger retaliation and a robust economy that absorbs all the costs—are
now much less plausible given the broad nature of the recent tariff actions.

The Economic Picture:

GDP Growth: The economy experiences robust expansion at 2.5% to 3.0%. Tax cuts
successfully spur business investment, and tariffs are a targeted success, boosting domestic
manufacturing without causing a major trade war.

Inflation: Inflation is modest and temporary, staying within 2.5% to 3.0%.

Labor Market: The unemployment rate remains low at 3.5% to 4.0%. Businesses successfully
adapt to labor shortages by increasing wages and investing in automation.

Recession Risk: The chance of a recession is low (5% to 15%).

Table 1: Economic Forecasts under Different Scenarios (Updated)

‘Economic Factor HOptimistic Scenario HPessimistic ScenarioHMixed Scenario ‘
[Likelihood of Occurrence| <5% | 40%t050% || 50%t060% |
(GDP Growth | 25%t03.0% | 05%t015% | 15%t02.5% |
[Unemployment Rate | 3.5%104.0% | 45%t055% | 4.0%t04.5% |
lInflation (CPI) | 25%t03.0% | >4.0% | 3.0%t04.0% |
[Deficit Stable at ~5.5% of GDP|  >6.5% of GDP  [6.0% to 6.5% of GDP|
(Chance of Recession | 5% to 15% [ >50% | 25%t040% |
‘Stagﬂation Risk H Low H High H Moderate ‘

Conclusion: Preparing for a More Challenging Path

In light of the recent tariff actions, the economic outlook has become more defined, and the risks have
shifted. While the need for perpetual innovation remains constant, leaders must now prepare for a more
challenging path than previously assumed. The "Mixed Case" is still a possibility, but businesses should
be particularly focused on contingency planning for the increased risk of the "Pessimistic Case" and its
potential for higher inflation and slower growth.
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Table 2: Economic Forecasts under Different Cases with Details about Assumptions

Economic C . . N . . .
Optimistic Scenario Pessimistic Scenario Mixed Scenario
Factor
Likelihood of
et <5% 40% to 50% 50% to 60%
Occurrence
2.5% to 3.0%. Strong growth [|0.5% to 1.5%. Widespread trade wars |[1.5% to 2.5%. The economy
driven by investment from tax ||and supply chain breakdowns severely |lexperiences uneven growth, with
cuts and a successful, targeted ||hamper economic activity. Uncertainty ||some sectors benefiting from
GDP Growth |japproach to tariffs that and inflation lead to reduced consumer ||protectionist measures while
stimulates domestic spending and business investment, and ||others are hurt by disruptions.
manufacturing without a slowing global economy further Overall, growth is modest and
widespread retaliation. weighs on the U.S. below long-term potential.
3.5% to 4.0%. A high demand||4.5% to 5.5%. Economic contraction
for labor keeps unemployment ||and trade-related disruptions lead to job |[4.0% to 4.5%. The labor market
low. Businesses successfully ||losses in manufacturing and other remains relatively stable but
Unemployment|jadapt to a smaller labor pool |[sectors. Labor shortages in key softens. Job growth is uneven,
Rate by increasing wages and industries contribute to higher costs for ||with some industries facing
investing in automation. Lower ||businesses, but a slowing economy layoffs while others struggle with
immigration are offset by overall keeps the unemployment rate  |[labor shortages.
higher domestic hiring. rising.
o, o, ]
i;i({;stto tz.r(r)l /g'rgarggi ciiuse ? 11>4.0%. Tariffs cause a broad and
rices f’or sorr)ne r(})lo ds. but sustained increase in the price of 3.0% to 4.0%. Inflation runs
p & i imported goods, which are passed on to ||higher than the Fed's target of 2%
these effects are contained. o ) ) .
. X consumers. Supply chain disruptions |[but remains manageable. Tariffs
Inflation (CPI) ||Strong economic growth and . . o . .
S . and rising labor costs from a reduced ||contribute to rising prices, but this
productivity gains help to .. . . .
workforce exacerbate this inflationary ||is somewhat offset by a slowing
absorb these costs, and the . .
pressure, forcing the Fed to raise rates |leconomy.
Federal Reserve successfully
. and slow the economy.
manages expectations.
Stable at ~5.5% of GDP. The 6.0% to 6.5% of GDP. The
tax cuts are partially offset by |>6.5% of GDP. The combination of ||deficit increases, but not to the
increased tax revenues from a ||lower-than-projected tax revenues from ||worst-case degree. The tax cuts
Deficit stronger economy. While the |ja slowing economy and the significant |land new spending are only
1a deficit remains elevated, it cost of tax cuts and increased spending ||partially funded, leading to a
does not grow uncontrollably, ||leads to a substantial and unsustainable ||persistent and growing fiscal gap
and investor confidence widening of the deficit. that creates long-term economic
remains high. risks.
5% to 15%. A strong, resilient|>50%. A combination of high 25% to 40%. The economy is in
economy with a high level of ||inflation, falling consumer demand, and||a delicate balance. While not in a
Chance of business and consumer trade-related shocks leads to a full-blown recession, it is
R . confidence is able to weather ||significant economic slowdown. The ||vulnerable to shocks. The risk of
ecession global trade tensions and other ||[Fed's attempt to curb inflation by a "growth recession" (a period of
headwinds, minimizing the risk|[raising interest rates could trigger a low growth and rising
of a downturn. recession. unemployment) is elevated.
High. Combination of sluggish econ. ||Moderate. The economy could
Low. Strong economic growth ||growth (or a "growth recession") and  ||flirt with stagflation, experiencing
Stagflation and a manageable inflation rate||high inflation is the very definition of ||some periods of both slow growth
Risk make stagflation highly stagflation. Policies that create supply- |land elevated inflation. However,

unlikely.

side shocks, like tariffs and a reduced
labor force, increase this risk.

it may not reach the severe levels
seen in the 1970s.
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Sources & Resources

Government Agencies and Data Sources

1. Bureau of Economic Analysis (BEA): This agency of the U.S. Department of Commerce is the
primary source for U.S. macroeconomic data, including Gross Domestic Product (GDP), personal
income, and industry statistics.

Bureau of Economic Analysis. (n.d.). National economic accounts. U.S. Department of Commerce.
https://www.bea.gov/data/gdp-gdp-by-industry/gross-domestic-product

2. Bureau of Labor Statistics (BLS): The BLS provides essential data on the U.S. labor market,
including unemployment rates, employment numbers, and the Consumer Price Index (CPI),
which is a key measure of inflation.

Bureau of Labor Statistics. (n.d.). Consumer Price Index - June 2025. U.S. Department of Labor.
https://www.bls.gov/news.release/archives/cpi_07112025.htm

3. Federal Reserve Bank of St. Louis (FRED): FRED is a widely respected database that
aggregates economic data from over 100 sources, offering a vast collection of time-series data on
a user-friendly platform.

Federal Reserve Bank of St. Louis. (n.d.). Federal Reserve Economic Data. FRED. Retrieved August 7,
2025, from https://fred.stlouisfed.org/

4. Congressional Budget Office (CBO): The CBO is a non-partisan agency that provides Congress
with objective analyses of budgetary and economic issues. Their reports are crucial for
understanding the fiscal impacts of policy changes.

Congressional Budget Office. (n.d.). CBO's Economic forecasts.
https://www.cbo.gov/about/products/economic-forecasts

5. U.S. Census Bureau: The Census Bureau provides a wide range of demographic and economic
data, including information on business starts, retail sales, and international trade.

U.S. Census Bureau. (n.d.). Economic indicators. U.S. Department of Commerce.
https://www.census.gov/economic-indicators/

Non-Partisan Think Tanks and Research Institutions

6. The Brookings Institution: As a non-profit public policy organization, Brookings conducts
high-quality, independent research on a variety of economic topics, often providing detailed
analysis and policy recommendations.

The Brookings Institution. (n.d.). Economic studies. https://www.brookings.edu/program/economic-
studies/

7. The Peterson Institute for International Economics (PIIE): PIIE is a leading think tank
specializing in international economic policy. Their research on tariffs, trade agreements, and
global economic trends is highly regarded.

Peterson Institute for International Economics. (n.d.). Trade & investment.
https://www.piie.com/research/topics/trade-investment

8. National Bureau of Economic Research (NBER): NBER is a private, non-profit research
organization that focuses on promoting a greater understanding of how the economy works. It is
well-known for its role in officially dating U.S. business cycles.

National Bureau of Economic Research. (n.d.). Macroeconomics. https://www.nber.org/programs-
working-groups/macroeconomics

Academic and International Sources
9. The International Monetary Fund (IMF): The IMF provides a global perspective on economic
issues. Their "World Economic Outlook" reports are a key source for understanding how U.S.
policy affects the global economy.
International Monetary Fund. (2025). World economic outlook: Navigating global fragmentation.
https://www.imf.org/en/Publications/WEO
10. The World Bank: The World Bank offers a vast collection of international development data and
analysis, including economic indicators like GDP and inflation for countries worldwide.
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https://www.imf.org/en/Publications/WEO

World Bank. (n.d.). World development indicators. https://datacatalog.worldbank.org/dataset/world-
development-indicators

11. Journal of Economic Perspectives: This peer-reviewed journal, published by the American
Economic Association, provides accessible articles on a wide range of economic topics, often
summarizing academic research for a broader audience.

American Economic Association. (n.d.). Journal of Economic Perspectives.
https://www.aeaweb.org/journals/jep/

12. The New York Times: While not an academic source, the New York Times' economic reporting,
particularly from its dedicated economics desk, provides timely analysis and insights from a
journalistic perspective.

The New York Times. (n.d.). Economy. Retrieved August 7, 2025, from
https://www.nytimes.com/section/business/economy

13. Wall Street Journal: The Wall Street Journal is a leading source of business and financial news,
offering comprehensive coverage of economic policy, market trends, and corporate responses.

The Wall Street Journal. (n.d.). U.S. economy. Retrieved August 7, 2025, from
https://www.ws].com/news/economy/us
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US Economy Under 3 Different Growth Trajectories ver2

Page


https://datacatalog.worldbank.org/dataset/world-development-indicators
https://datacatalog.worldbank.org/dataset/world-development-indicators
https://www.google.com/search?q=https://www.aeaweb.org/journals/jep/
https://www.nytimes.com/section/business/economy
https://www.google.com/search?q=https://www.wsj.com/news/economy/us

