The next 12 months in the economy will likely feel less like a single storyline and more like a set of tug-of-war
moments. You will see strong pockets next to stubborn weakness, policy signals that move markets even when
they do not immediately change real hiring or spending, and a steady drumbeat of “wait and see” as households,

firms, and investors try to price uncertainty without freezing decisions.

That does not mean nothing will happen. It means the economy may keep doing what it has done for much of the
past few years: adjust. Households adjust by changing what they buy and when. Companies adjust by reshaping
inventories, renegotiating costs, and shifting hiring. Governments adjust through fiscal decisions and through the
slower machinery of regulation and spending. Financial markets adjust by repricing risk, sometimes quickly,

sometimes with long pauses.

Below is a grounded look at what the next year could bring, what would likely drive it, and how to think about the

trade-offs that show up along the way.

The baseline: a “bumpy slowdown” more than a smooth landing

A lot hinges on whether inflation keeps easing without reigniting, and whether labor markets keep loosening
without snapping back into major layoffs. In plain terms, the most workable macro outcome for the economy
tends to look like this: inflation drifts down gradually, wages rise but not explosively, and growth slows enough to

calm price pressures while still keeping employment from deteriorating rapidly.

That kind of environment rarely produces headlines that match the lived experience. People still feel expensive
basics like groceries, insurance, and rent even when the official inflation rate is improving. Meanwhile, businesses
still manage tighter margins even if the worst of cost shocks have passed. The result is an economy that does not

collapse, but also does not feel “fixed.”

You can think of it as the difference between a fire finally being contained and a home being fully repaired.
Containment matters, but repair takes time. Over the next year, consumers and companies will keep acting like

repairs are in progress, not finished.

Rates, credit, and the long lag of policy

One of the biggest reasons the next 12 months can feel unpredictable is timing. Monetary policy does not reach
the real economy instantly. Credit conditions, refinancing cycles, and the availability of financing all respond with
lags. So does consumer behavior. Even if interest rates move, the impact on monthly payments, business

investment, and refinancing costs can show up months later.

In practical terms, watch how credit spreads and loan underwriting change, not just what a benchmark rate is
doing. When lending standards tighten, small and mid-sized businesses feel it first because they rely more heavily
on bank credit and shorter-term funding. That often shows up in hiring plans and capex decisions before it shows

up in broad GDP prints.

There is another twist: even if policy is restrictive, liquidity can still flare in certain asset segments when markets
expect rates to fall. That can encourage investors to take risk while the broader economy is still waiting on credit to

loosen. These mismatches create volatility, especially around inflation data releases and central bank guidance.

Inflation: the easy wins are usually done, the hard wins are next



By now, many of the "headline” drivers that were most visible earlier in the inflation story have either normalized
or at least cooled. What remains tends to be more complicated: services inflation, rent dynamics, insurance and

health costs, and the downstream effects of earlier supply chain disruptions.

Over the next 12 months, a key question is whether inflation returns toward target in a steady way or whether it
stalls as demand and costs move in opposite directions. For example, energy prices can swing, which influences
headline inflation quickly, but they do not necessarily tell you much about wage-driven services inflation. Food can
behave differently than shelter. These cross-currents mean the monthly inflation prints can look inconsistent even

when the overall direction is improving.

Here is what | would look for if | were trying to translate macro data into real consequences: wage growth relative
to productivity, and whether the labor market is softening in ways that reduce bargaining pressure. When wages
cool, it can help services inflation more than many people expect, because wages show up in retail margins,

staffing costs, and a wide range of “sticky” services.

Employment and the household side: resilience is real, but it is not free

Households have been drawing on a mix of buffers and behavioral changes. Some have savings they can use;
many have adjusted spending patterns; many are still facing higher costs they did not choose. In the next year, the
key is whether real incomes improve enough to stabilize spending, or whether households shift into a more

defensive mode.

A common mistake is to treat “consumer spending” as one number. In reality, the composition matters. Spending
on services like travel and dining can remain strong even if goods purchases weaken. Spending on discretionary
categories can slow while essentials hold up. If you are tracking the economy, you want to know where the

marginal dollars are going, not just whether the total looks healthy.

One lived-experience example: when | speak with people who manage household budgets, the pain points are
rarely the same across households. Some feel squeezed by insurance renewals. Others feel it in car payments.
Others feel it at the grocery store, where shrinkflation and substitutions become the quiet tax. Those micro
pressures influence whether people will tolerate a higher interest rate for longer, or whether they will move back to

paying down debt faster.

If employment stays firm but hours or overtime tighten, households may still spend, but they shift toward “value
shopping” and delay big purchases. That can keep recession risk lower than what simple models might predict,

while still dragging on certain parts of the economy, especially housing-sensitive and durable goods sectors.

Housing: the market can heal slowly, but it does not heal evenly

Housing sits at the center of many macro channels. Mortgage rates influence affordability. Construction costs

influence supply. Household mobility influences labor market dynamics.

In the next 12 months, housing could show signs of stabilization even if it does not “boom.” A common pattern is
that sellers hesitate to move if they are locked into a lower mortgage rate, which limits supply. Meanwhile, new

listings can be thin, and prices can remain resilient in certain regions even as affordability strains persist.

This is where expectations can create self-reinforcing cycles. If buyers believe rates will fall, they may act sooner. If
builders believe demand will be weak, they may delay projects. If renters see improving vacancy rates, they may

negotiate more. These frictions do not resolve in a single quarter.



What matters most is whether mortgage rates drift meaningfully downward and whether wage growth supports
first-time buyers. Without that, housing activity may stay sluggish, which feeds into construction employment,

consumer sentiment, and durable spending.

Business investment: profit margins and uncertainty drive decisions

Companies invest when they see demand and when funding is available on reasonable terms. They also invest

when the uncertainty feels manageable enough to justify spending now rather than waiting.

In the next 12 months, expect a split between firms with pricing power and firms that compete primarily on cost.
Many companies can pass some costs along, but competition limits how far that goes. When inflation cools, input

costs can ease, yet the demand environment can weaken, which keeps pressure on margins.

Also, investment is not only about factories and offices. There is a lot of capital spending in IT systems, logistics
optimization, energy efficiency, and equipment maintenance. Businesses may choose “survival investment” rather

than expansion investment when they are uncertain about future demand.

If credit conditions remain tight, you can see that through procurement behavior. Companies delay equipment
purchases, renegotiate payment terms, and demand better returns on projects. Those actions can reduce near-

term growth even while long-term productivity efforts continue.

Trade, industrial policy, and the risk of fragmentation

Global trade patterns and industrial policy decisions can matter more over the next year than many people expect,

because they affect the supply chain costs that feed into inflation and the timing of corporate investment.

Even if global growth does not plunge, trade friction and regulatory divergence can change where companies
source components and where they build final products. That can raise costs in the short run, even if the long-run

goal is resilience or efficiency. It can also influence employment patterns by industry, not just by geography.

The trade-off is familiar: resilience costs money and time. When the economy is already managing tight margins,

firms may hesitate, which can weigh on hiring. When the economy improves, those projects can accelerate quickly.

So watch for signs of acceleration in manufacturing orders, shipping volumes, and capex guidance. But do not
overreact to one data point. Investment cycles are slow, and revisions can make a quarter look better or worse

than it truly is.

Financial markets: volatility can rise even without a recession

Markets often price the future long before the present changes. In a scenario where inflation drifts lower slowly,
markets might rally on “better-than-feared” data. If a few inflation prints surprise to the upside, markets can

reprice rate expectations quickly and tighten financial conditions again.

That volatility matters for the economy because it filters into funding costs for companies, wealth effects for
consumers, and risk appetite across sectors. When volatility increases, some firms become more conservative. They

delay hiring, postpone projects, and focus on cash management.

One subtle channel is refinancing risk. If a company needs to roll over debt in a higher-rate environment, the cost
can jump, which affects its ability to expand. In stress periods, that economy can translate into layoffs even when

the broader economy still looks okay.
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You do not need a full credit crisis to feel this. You just need enough firms to hit “decision thresholds” where they

cut back.

Three plausible paths for the next 12 months

There is no single “most likely” storyline that fits every dataset cleanly. Still, you can describe a few plausible paths

that differ in economy performance growth, inflation, and labor outcomes.

* A gradual disinflation with steady employment: Inflation continues to cool slowly, wage growth

moderates, and layoffs remain limited. Growth feels below potential but stable.

* A reacceleration in inflation with policy staying restrictive: Inflation stalls, services stay sticky, or energy

and food shocks return. Rates remain higher for longer, and economic momentum softens.

* A sharper labor downturn triggered by credit: Employment weakens faster than expected, not necessarily
because demand collapses overnight, but because credit conditions tighten and businesses reduce costs
quickly.

¢ A mild growth rebound with “too much optimism”: Activity picks up because demand holds and policy

expectations improve. The economy grows faster than inflation falls, which can revive price pressure and bring
a new round of volatility.

Most of the time, the economy ends up in a blend of these paths rather than one clean category. Still, thinking in
scenarios helps with risk management. If you plan for only one outcome, you become fragile when reality chooses

another.

What would be the “tells” to watch through the year

You cannot perfectly forecast the next twelve months, but you can track leading signals that tend to move before
broad aggregates. The trick is choosing indicators that actually connect to decisions, not indicators that simply

confirm what you already feel in the headlines.
Here is a practical set of signals | would monitor, with an eye toward trend, not one-off prints:
1. Inflation trend in services rather than headline alone, because wages and rents influence the economy

longer.

2. Labor market softness indicators like job openings trends and hours worked, since they can change before

unemployment rises.
3. Consumer credit and delinquencies for signs that affordability is breaking down.

4. Business survey language on capex and hiring, because it often reveals uncertainty before it shows up in

payrolls.

5. Commercial real estate refinancing conditions, which can become a hidden stress point even if the

housing market looks calm.

Even without precise forecasts, changes in these signals can tell you whether the economy is drifting toward

stability, drifting toward trouble, or simply waiting for the next shock.

The trade-offs policymakers and markets will face

Policy makers walk a tightrope. Too much tightening risks a faster labor downturn. Too much easing risks

reigniting inflation or undermining credibility. Financial markets often interpret policy statements as a signal about
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future inflation and growth, which can lead to rapid repricing.

The trade-off is not just about “rates.” It is also about coordination across tools. Fiscal policy influences demand
directly. Regulatory policy influences costs and supply. Industrial policy influences investment patterns. Even when

central bank policy is the headline, other levers shape the path.

There is also the political economy of adjustment. When interest costs rise for governments and households, policy
choices become harder. That can slow down reforms or create incentives to protect certain sectors over others.
The next year could bring more of that sorting process, where some industries benefit from support or demand

shifts while others face tighter conditions.

Sector differences you might actually notice

The economy can look okay in the aggregate while still feeling rough in specific sectors. That pattern is likely to

persist. Examples of where friction could remain stubborn include:

* Durables and discretionary retail: demand can soften if consumers worry about job stability or if financing

costs remain high.
¢ Small business and local services: can be resilient, but sensitive to credit availability and insurance costs.

* Energy and utilities: can swing with commodity prices, and investment can respond quickly to policy signals

even while demand changes slowly.

¢ Technology and cyclical manufacturing: can rally on expectations, then stall if order backlogs do not

translate into sustained spending.

You often see this in hiring. Even when overall employment holds up, hiring freezes can spread across certain job
functions. People keep working, but they stop seeing new opportunities. That “stagnation without collapse” can be

psychologically exhausting, and it can shape consumer sentiment.

A short, honest look at uncertainty and decision-making

If you run a company, the next 12 months are about timing decisions under uncertainty. If you are a household, it

is about deciding what risks you can tolerate, especially if job flexibility changes.

In my experience, uncertainty does not hurt only because it prevents action. It also hurts because it distorts
priorities. When leaders are unsure, they often delay expansion but continue spending on risk management,

compliance, and inventory control. That can keep productivity improvements uneven.

For households, uncertainty can show up as “deferred consumption,” not always as “no consumption.” People still
buy, but they buy later and only when they feel confident. They might postpone a home renovation, delay a new
car, or trade down to a cheaper brand. Those choices are rational, but they reduce demand for certain service

providers and manufacturers.

The economy can handle deferred consumption for a while, but the longer it persists, the more it affects hiring and
investment. That is why monitoring the transition from “cautious” to “strained” matters more than watching any

single macro variable.

What recovery looks like if it happens

When conditions improve, the economy often does not bounce back in a straight line. It heals in layers.



First, financing and confidence ease. Then, companies rebuild inventories and expand ordering. After that, hiring
improves, especially in roles that support demand growth and new projects. Finally, consumption shifts from

replacing essentials to buying upgrades and larger-ticket items.

If the next 12 months go well, you might see early signs in business behavior before consumers feel a big change.
Conversely, if conditions deteriorate, you might see layoffs or reduced hours before the unemployment rate climbs
meaningfully. Those are the kinds of lags that can make forecasts feel wrong even when the underlying direction

was clear.

Where the biggest risks could cluster

The risks are not evenly distributed. A relatively stable aggregate economy can still hide pockets of stress. Those

pockets tend to cluster where leverage is high, where refinancing is near, or where demand is fragile.

Credit stress can appear first in areas where borrowers face refinancing soon and where cash flows are sensitive to
economic conditions. Commercial real estate refinancing and certain business loans are examples of where stress
can build quietly. Meanwhile, households might not default in large numbers immediately, but delinquency trends

can rise gradually, especially among those with less flexibility.

Another risk cluster is “inflation surprises” driven by energy, food, or stubborn services inflation. Even if inflation is
not rising, the economy can behave differently if inflation declines slower than expected. When expectations

change, so do wage bargaining, pricing strategies, and rate assumptions for mortgages and business loans.

So, what could the next year bring?

If you had to compress the next 12 months into a realistic forecast, | would expect continued adjustment rather
than a dramatic snap. The most probable experience is a slower growth phase with uneven demand, where

inflation continues to cool but not smoothly, and where labor markets soften gradually unless a shock hits.

There will likely be moments when data releases change expectations quickly. Markets may swing. Some industries
will outperform, others will lag. Households will keep calibrating spending to affordability. Businesses will keep

prioritizing cash flow and risk management while searching for reasons to invest again.

If the economy reaches a steadier footing, it will likely do so through gradual improvement in wages, clearer
inflation direction, and easing in financing conditions. If it does not, the failure mode will most likely show up as
one of these: inflation staying sticky longer than expected, credit tightening enough to accelerate layoffs, or a

demand slowdown that turns into a sharper contraction in specific sectors.

The next year is not about predicting one number. It is about tracking the interactions between inflation,

employment, and credit, and recognizing that the lived economy is made of trade-offs, not averages.

And that perspective matters, because it changes what you look for. Instead of asking, “"Will we avoid a recession?”
you start asking, “Is the labor market loosening faster than inflation is falling? Are credit conditions easing in a way
that actually reaches small businesses? Are households gaining real breathing room, or just moving money
around?” Those questions tend to tell you more about what you will feel, month by month, than any headline

forecast.



