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2025 GDP Growth Forecast: A
Slowdown With Plenty of Policy
Uncertainty

From the perch of a new year, what do we see

in the economic outlook in microeconomies
across the U.S.? There are signs of a slowdown
ahead, uneven housing starts and a large dose
of policy uncertainty. Nationwide, we expect
slowing, middling growth in 2025, as short-term
interest rates are slow to come down and inflation
remains above target. What new federal policies
will be enacted is a key question, as some of
these changes—namely, new tariffs and stringent
immigration policy—would create added drag on
economic growth.

despite challenging inflationary conditions and a
persistently tight housing market.

Despite weaker growth, the data
indicate that every one of the country’s
150 largest Extended Metropolitan Areas
(EMAs) will see GDP growth in 2025.

Our model projects U.S. job growth to slow from
a tepid 0.7% in 2024 to a nearly flat 0.1% in 2025,
and yet national gross domestic product growth
will slow only slightly to 1.9% for the year. Output
is expected to persevere even while employment
takes a hit, largely thanks to continued healthy

The U.S. economy
showed impressive f {
resilience in 2024, ‘ -
expanding at essentially ‘

the same pace it had

the previous year and
markedly outperforming
our expectations. We
anticipate that job creation
and consumer spending
will slow in 2025, yet

these underlying factors
will remain strong enough
to power the economy
through policy-induced
turbulence and other
economic headwinds —

growth will find a way,
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gains in productivity. Despite weaker growth, the
data indicate that every one of the country’s 150
largest Extended Metropolitan Areas (EMAs) will
see GDP growth in 2025. Yet varied economic
fortunes mean that the expansion will be
experienced unevenly from one microeconomy to
the next.

Hiring Slows to a Crawl, Contracting
in Some Sectors

Each locale’s industry mix will, in part, decide
the area’s economic outcomes. EMAs with
greater shares of their workforce employed

in contracting sectors will be more exposed

to those industries’ hard times. We expect
every economic sector to experience a hiring
slowdown, and some sectors - most notably
Manufacturing, Extraction and Construction, and
Business Services - will experience outright job
loss. Others, including Education and Health,
will continue their upward trajectory, albeit at

a moderately slower pace. The employment
headwinds will weigh on overall wage growth,
which should relieve consumer price pressures to
some degree. Yet stringent immigration policies,
new tariffs and a lack of housing would counter
deflationary trends, propping up inflation to
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remain above the Federal Reserve’s 2% target
throughout the year.

Housing Woes Continue to Dampen
Consumer Spending

Persistent housing shortages are likely to
worsen in many EMAs, as new home building
permit applications, a leading indicator of
housing activity, have contracted in areas that
need more housing. These shortages have kept
home prices aloft, and the combination of high
interest rates and home prices are undercutting
housing affordability while creating contradicting
incentives for construction. We expect elevated
interest rates, above-target inflation, and slowing
job and wage growth to dampen but not swamp
consumer spending in 2025. The fact that overall
job gains will remain positive - with significant
variation across sectors and EMAs - implies that
most households will retain spending power.
While household and business balance sheets
remain healthy in aggregate, unprecedented
levels of savings have been drawn down, and a
significant and growing minority of consumers
are exhibiting signs of financial stress.

Last year, the Kenan Institute stated, “How local
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https://kenaninstitute.unc.edu/kenan-insight/microeconomies-in-2024-navigating-uncertainty/
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communities deal with housing shortages is
centrally important to their long-term growth
prospects.” Borne out in the data, this statement
is as pertinent now as ever. Housing can be an
important driver of economic growth in the
short-term, and having a robust housing stock
also supports long-term growth by way of talent
attraction and retention. In 2025, EMAs with
positive housing activity are more likely to exhibit
greater economic growth.

Of course, housing is not the only vital element
of a healthy economy. Embedded Local

Growth Characteristics (ELGC), for example,

is a decisive factor of an EMA’s economic
performance. Yet ELGC is a sticky, slow-moving
determinant, reflecting an area’s industry mix

and demographic dynamics. Housing activity,
while influenced by macroeconomic and financial
conditions, is largely responsive to local policies
and planning. For local leaders aiming to promote
growth in the face of macroeconomic headwinds,
strive to build more new homes - an effort that
should have stimulatory and deflationary effects.

Heaps of Policy Uncertainty

As discussed in the Kenan Institute’s “Five
Economic Trends to Watch in 2025” report,

there is more uncertainty than usual this year
regarding new federal policies and their economic
consequences. Expectations of tax cuts and

a generally more lax regulatory environment

will likely have stimulatory effects on business
and consumer confidence, and thus spending
and investment. New tariffs and stringent
immigration policies, however, would slow

job creation and raise inflation. With inflation
remaining above target, the Federal Reserve is
less likely to bring short-term interest rates down
as quickly as it otherwise would. Incorporating
this policy scenario into our base case, we

see federal policies, on net, dragging national
economic growth by a modest amount. As a
new administration promising big changes takes
office, we are paying closer attention than ever
to the enaction of new policies and the resulting
economic consequences.
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