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Productivity: Al'is boosting
output rather than cutting jobs

The Al wave promises faster productivity but raises concerns
about job displacement. We examine industry output/employee.
Industries that are highly exposed to Al have led an acceleration
in productivity over the past year. The pickup reflects faster
output growth rather than labor displacement.

Key Takeaways

B Productivity, measured as output/employee, is rising faster in industries Morgan

Stanley identifies as high-Al exposure than in median- or low-Al industries.

B 2025 productivity also accelerated more in high-Al exposure industries than in

other industries.

B The productivity pickup reflects faster output growth rather than labor
displacement.

B Qutput gains were especially clear among Al-related industries, suggesting that

capital deepening supported productivity.

B Productivity gains were present elsewhere as well, suggesting that Al was
helping other industries' production processes, too.

Exhibit 1: Inindustries with high Al exposure, ocutput per employee rose faster in
2025, and accelerated more, than in other industries

Output per employee, 4-quarter % ch.
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Al'is adding to productivity growth

To better understand Al and the US economic transition, our recent publications examined
prior innovation waves: Al, like prior general purpose technologies, can be expected to
increase productivity and create temporary labor displacement, among other effects.
Another report found that Al adoption is causing minimal labor market disruptions, so far
—small upward pressure on the unemployment rate (of about 01 pct pt). In another
report, we asked whether Al is leading to faster productivity growth, and we summarize
that report here. We found evidence that since the start of 2025, industries with greater
Al exposure have been leading faster productivity growth ( Exhibit 1 ).

To estimate labor productivity, we constructed industry-level measures of output per
employee using the BEA's industry output data and BLS payrolls. We assigned each
industry a measure of Al exposure using the criterion in Felten et. al. (2027). From there,
we grouped various industries into three categories: top-25% Al exposure, middle-50% Al

exposure, and lowest-25% Al exposure.

We find positive correlation between industry-level Al exposure and growth in output per
employee. We estimate that industries with high Al exposure contributed 1.7pp of the
24pp growth in productivity in the four quarters through 4Q 2025. Furthermore, the
contribution was accelerating: it had contributed O.7pp in 2024.

Among high-Al industries, faster output without labor
replacement

Faster productivity growth has been driven by faster output growth, as opposed to labor
replacement. Trends in employment growth have been similar across industries with
different Al exposure. However, output growth accelerated more rapidly in industries that
Morgan Stanley Research has identified as higher Al exposure. The combination of minimal
labor market impact and faster output growth suggests faster income growth—greater
support for either labor or business income.
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Exhibit 2: Overall industry cutpul per employment accelerated
in 2025 because of faster cutput growth

All'industries: Output, employment, and
productivity, 4-q % ch.
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Exhibit 4: M d-Al output and employment growth slowed

slightly, with productivity growth little changed

Mid-Al industries: Output, employment, and
productivity, 4-q % ch.

23 24 25

Output Employment e Qutput/employment

IDEA

Exhibit 3: High Alindustry output and productivily surged,
while employment growth stagnated

High-Al industries: Output, employment, and
productivity, 4-q % ch.
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Exhibit 5: Output and productivity growth slowed in low-Al

industries

Low-Al industries: Output, employment, and
productivity, 4-q % ch.

! \
25

23 24

w— LU Employment e 0utput/employment



Morgan Stanley | sescascs

IDEA

Capital deepening among many of the high-Al industries

Within the high-Al category, tech industries — data processing, computer system design
and services, computer manufacturing, and the publishing category that includes software
- have led the acceleration in output and labor productivity. The build-out phase of Al —
capital deepening — probably supported faster output growth in these industries. One
example is in computer manufacturing. Capital deepening has allowed much faster output

growth with no significant rise in capacity utilization { Exhibit 6).

Exhibit 6: Modest increase in coemputer manufacturing capacity utilization in 2025,
amid rapid growth in capacity

Computer manufacturing
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Productivity acceleration extends beyond the tech industries

Our data also suggest that support for productivity growth goes beyond just the tech, Al-
producing industries, The scatter plots below show that an industry's higher Al adoption is
associated with both faster productivity growth and more acceleration in productivity

growth in 2025. Those relationships hold up even if the high-Al category is excluded.
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Exhibit 7: Al exposure was positively associaled with Exhibit 8: Al exposure was positively associatec with
productivity growth in 2025 acceleration in productivity growth in 2025
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The strength in Al-related investment of the past several years has clearly supported
productivity in Al-related industries, but Al adoption appears to be helping other
industries' productivity growth too. So far, the labor market disruptions have been small
as the faster productivity has been achieved through faster output growth. That pattern
may change as Al adoption picks up, and we now have a method of monitoring industry-

by-industry the patterns in output and employment growth and Al exposure.

For details on how we calculated industry output per employee, and how our measures
compare to the official nonfarm business productivity statistic, please see here in our full
report: Industries with high Al exposure are seeing labor productivity from faster output

growth not labor replacement.
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Exhibit9: Al exposure and productivity growth, by industry

Al exposure Productivity, 40
ANE score 2024 5

Nonfarm business productivty 23 15 03
Employment/output productivily proxy 14 4 [} ]
High Al exposyre industnes {top 75% AlIE) *125 21 57 kRS
Medium Al exposute industires |middle 50% ANE) 0.30101.2% 13 1.8 02
Low Al d {bottom 25% AIE} < {130 1.5 1.1 16
S 3 d . and 11 4.3 b8 131
Legal services 2.2 15 01 14
Credrt intermediation, Federal Reserve banks, and related aclivines 1 18 56 18
Insurance carriers and related achvies. 21 L2 08 [
Funds, trusts, and ather financial vehicles FA | kLR 332 19
Computer systems design and related services 1% 11 132 60
Publishing sndustries, eccept internel (includes soffware) 18 47 14 &7
Data ing, internel p and oiher SETYICES 17 1n4 191 17
g ol comg and P 1.7 28 0a 327

Mg Computer and electrome product 1k 6.1 1ma 49
Miscellanecus professmnal, scientifie, and lechmcal servces 1.b 28 25 0.4
Educational services 13 00 A0 10
g and i 12 16 40 24

Socal assistance L] LR 18 51
Ambulatory health care services 1] 01 kR k]
il and gas extraction 07 4.8 133 179
Hospilals 0.5 09 20 11
Real eslate 05 1 T4 02
Transit and ground passenger transpariation 04 75 na 45
Motion picture and sound recording indusines 0.4 LR 52 34
Performing arts, speciator sperts, museums, and related achvines b3 53 iB 15
Miscellaneous manufacturing 0.2 1.2 1.0 0.2
Unlities 0.2 10 40 50
Whalesale irade 0.2 01 49 48
Mg El | . app and [ a0 34 06
Qther retail 0.0 70 40 ‘30
General merchand se slores 0.0 18 23 19
Other transpartation and support activities 0.0 48 138 -1
MWig Chemical products [R] 78 1 57
Nursing and residential care facilities 0.0 09 03 05
Machinery 01 41 19 30
Pipeline ransportalion 41 kR 04 35
Renlal and leasing services and lessors of intangible assets 01 46 18 08
Mfg: Other transportation equipment 02 41 10 15.1
M1g. Petroleum and coal products 42 4.0 127 46
Mfg Printing and related suppon actmities 02 29 10 39
Mig Motor vehicles, bodies and trailers, and pans 032 51 126 69
Orther services, except g 03 4.3 28 1.5
Motor vehicle and parts dealers 03 919 248 327
Aur fransport ation 04 12 43 ks
Foad and beverage stores 04 09 20 L
Adminasirative and support serices N 24 30 a7
Rail fransporiation 08 -30 40 6.0
Water transportation 06 34 8 47
Construction a7 13 10 43
Fabncated meral products a7 ‘35 33 69
Mig. Appatel and leather and allied products R 126 4.4 8.2
Mfg. Paper producis 09 08 29 21
Accommodation 09 14 7 51
Textile mills and textile product mills 09 50 in 20
Mig Plastics and rubber products 49 28 99 127
Primary metals 09 134 rs3 159
qambling, and recreatran ind 114 I 0.4 25

Honmetalls mineral products 10 14 28 1.3
Support actvilies far mining A0 9.5 22 1.7
Mig Furniture and related products 1.0 27 04 i
Waste managemen! and remediation services 10 12 43 31
Mining, except ol and gas 10 41 0% 14
Mig Food and beverage and tobacen products 10 24 3] LI
Wood products 11 15 05 19
Food servces and drinking places 12 15 22 RX ]
Truck transportation -13 e 33 180
Forestry, hishing, and related actiniies 14 Hid 21 43

and storage 1.6 0.5 1.7 21
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Financial Conditions: The market is doing the Fed's work so

far

Following the conflict in the Middle East and the uncertainty it brings to the next steps for
monetary policy, we include the evolution of our FRB/US-based model of financial
conditions, which aims to capture how changes in asset prices weigh on future economic
activity. The index includes five daily variables: the 10-year Treasury yield, S&P 500
returns, the corparate BBB credit spread, the valuation of the U.S. dollar, and the price of
oil. These are aggregated based on their estimated growth elasticities relative to the
federal funds rate, using the Federal Reserve's FRB/US model. As a result, the index can be
interpreted as the equivalent change in the federal funds rate, expressed in basis points,

required to generate a similar effect on economic activity.

Since hostilities in the Middle East began on February 28, the tightening in financial
conditions is equivalent to about a 30bp rise in the federal funds rate. Since the April 7
ceasefire announcement, however, financial conditions have eased by 42bps. This March
tightening reversed all of the easing seen earlier this year, most of which occurred
between the December and January FOMC meetings, and was primarily driven by a weaker
U.S. dollar. The net tightening since February 28 has been driven mainly by higher 10-year
U.S. Treasury yields and dollar appreciation, with higher oil prices playing a secondary role.

Exhibit 10: Financial conditions have tightened follewing the conflict in the Middle East
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The effective tariff rate and tariff receipts

Exhibit 11: US effective tariff rate
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Spot Estimates of Tariff Announcements

Low-Risk Scenario

The tariff rate on US imports fell to 8.5% in the February
2026 data

On February 20, 2026, the Supreme Court struck down the President’s authority to
impose tariffs under [EEPA. Section 122 tariffs will replace IEEPA tariffs in the short term,
though uncertainty rises after the 150-day period when Congress would need to extend
those tariffs. Replacing IEEPA with Section 122 tariffs of 15% and considering composition
effects of US imports, we estimate baseline tariffs near 11%. Our estimate of "core" tariffs
(ex fuels, gold and Al-related imports) remains closer to 13-14%. In our view, near-term
tariffs are likely capped below 'Liberation Day’ levels—at least until Section 232 and 301
investigations are complete. In the February 2026 data, the effective tariff rate is
estimated at ~8.5%.

Exhibit 12: US Treasury. Customs and excise deposits from

2024 February  April
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1Q GDP tracking +0.2pt to 24%

Strong retail sales in March and upward revisions to the prior months pushed 1Q
consumption to 1.5% from 1.1%, and raised our GDP tracking to 2.4%. 1Q consumption is
slightly stronger than we expected in our baseline, before we began 1Q tracking. The 1.5%
pace is held back by 1Q residual seasonality in prices, which we put at about 0.4 pct pt
(a.r). After adjusting for that, the underlying pace in 1Q consumption appears to have
been about 2% growth—even as tariffs and oil price increases held back real spending.
Furthermore, momentum was building throughout the quarter, with real consumption
probably rising 0.4% m/m in March.

There is more uncertainty around the GDP estimate than normal. Construction spending
data and housing starts for February and March have not yet been reported—still delayed
by the federal government shutdown. The various construction data will be reported next

week before GDP and could affect our forecast.
Prices: 1Q core PCE prices rise at a 4.1% g/q annual rate and headline PCE at 4.3%.

Private domestic final purchases (consumption plus investment) rises at a 2.2% q/q annual
rate, 0.2 pct pt below its average over the past year, Consumption slows slightly, but
nonresidential fixed investment rises at a strong 6.6% pace—depending in part on what

the business construction spending data for February show.

GDP's further boosted by about 0.6 pct pt by a rebound in federal government output,
which returns to trend in 1Q after the 4Q shutdown.

Our forecast also incorporates a 0.3 pct pt drag from trade, mostly offset by a 0.2 pct pt
boost from inventory investment. The trade drag would be larger except that we're

assuming slower March imports following the Chinese new year.

The Atlanta Fed pushed its tracking estimate up by 0.3 pct pt to 1.2%. They do not include
the boost from government reopening that we do, our consumption estimate contributes
0.3 pct pt more than theirs; and our residential investment estimate also contributes 0.3
pct pt more than theirs, as they show an 8% annual rate of decline. The NY Fed GDP

nowcast remained at 2.3%.

Exhibit 13: The effects of incoming data on our US GDP tracking estimate
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Exhibit 14: GOP nowcasts
Real GDP tracking, Q/Q % change, a.r.
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Exhibit 16: Software pricing boosts our 10 business investment
forecast

- Software pricing, q/q % a.r.
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Exhibit 15: Margan Stanley vs Allarta Fed GDP tracking
Morgan Stanley Atlanta Fed
Contrib to Contrib to
cnange, _GOP crange. _GOP
ar growth, ar growth,
pp ar pp. ar.
Real GOP 24 13

Final Sales ' 22 22 08 08
Final Domeshc Demanad * 25 26 15 16
Final Privale Domestic Demand ' 22 19 15 13
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Exhibit 17: Our 1Q tracking incorporates a rebound in federal
()lle'.J[ aftor the squtdown

Real federal government consumption,

120 2017$bil

1150
1100
1050 4Q
1000

950

12 13 14 15 16 17 18 19 20 21 22 23 24 25 26



Morgan Stanley | sescascs

Data review & preview

Exhibit 18:
Monday 20 Apr

Tuesday 21 Apr
8:15 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
10:00 AM
10:00 AM
10:00 AM

Wednesday 22 Apr
7:00 AM

Thursday 23 Apr
8:30 AM
8:30 AM
9:45 AM
5:45 AM
11:00 AM
4:30 PM

Friday 24 Apr
10:00 AM
10:00 AM
11:00 AM
4:15 PM

Exhibit 19: Nonday

Monday 27 Apr
10:30 AM

Review of past week's data

Data Period Forecast
No scheduled data or Fedspeak
Data Period Forecast
ADP Weekly Employment Change 4-Apr
Philadelphia Fed Non-Manufacturing Activity Apr
Retail Sales Advance m/m Mar 1.2
Retail Sales Ex Auto m/m Mar 1.4
Retail Sales Control Group Mar 0.3
Business Inventories Feb
Pending Home Sales m/m Mar
Pending Home Sales NSA y/y Mar
Data Period Forecast
MBA Mortgage Applications 17-Apr
Data Period Forecast
Initial Jobless Claims 18-Apr 210
Continuing Claims 11-Apr 1820
5&P US Manufacturing PMI Apr P
S&P US Services PMI Apr P
Kansas City Fed Manf. Activity Apr
Fed balance sheet [H.4.1) 16-Apr
Data Period Forecast
U. of Mich. Sentiment Apr F
U. of Mich. 5-10 Yr Inflation Apr F
Kansas City Fed Services Activity Apr
Commercial bank balance sheets (H.8) 17-Apr
Preview of upcoming data
Data Period
Dallas Fed Manf. Activity Apr
Exhibit 20: Tuesday
Tuesday 28 Apr Data
815 AM ADP Weekly Employment Change
.00 AM FHFA House Price Index myim
900 AM S&P Cotaliny €5 20-Cily m/m SA
1000 AR Richmond Fed Manufact. Index
10:00 AR Conl Board Consumer Confidence
1030 AM Dallas Fed Services Actity

Consensus

Consensus

12
13
02

Consensus

Consensus

Consensus

Forecast

11-Apr
Feb
Feb
A
Apr
Apr

Prev

Prev
393
-23.9
0.6
0.5
05
-0.1
18
-0.6

Prev

Prev
207
1818
523
498
11

Prev
47.6
34

Consensus

Forecast  Consensus

B35
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Actual

Actual
548
-16.5
1.7
19
0.7
0.4
15
18

Actual
7.9

Actual
214
1821
S4.0
513
10

Actual

Prev
-0.2

Home prices. Home price growth has slowed as inventories have picked up but better

affordability has yet to spark more demand. The national Case-Shiller index was up only

0.9% y/y in January, down from 4 2% a year earlier. Our housing strategists expect further

deceleration to 0.5% in February. Our rates strategists are bullish on duration, and lower
mortgage rates should lead to reacceleration in prices towards 2% in the back-half of the

year.
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Exhibit 21: Wednesday

Wednesday 29 Apr
7:00 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
2:00 PM

Exhibit 22: Thursday

Thursday 30 Apr
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
8:30 AM
9:45 AM
4:30 PM
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Data Period Forecast Consensus Prev
MBA Mortgage Applications 24-Apr 79
Advance Goods Trade Balance Mar -74.0 -86.9 -83.4
Wholesale Inventories m/m Mar P 0.8
Housing Starts Mar 1350 1400 1487
Building Permits Mar P 1400 1390 1386
Durable Goods Orders Mar P -1.0 0.5 -1.3
Durables Ex Transportation Mar P 0.4 0.4 09
Cap Goods Orders Nondef Ex Air Mar P 0.4 0.7 0.7
Cap Goods Ship Nondef Ex Air Mar P 0.4 1.0
FOMC Rate Decision (Upper Bound) 29-Apr 3.75 3.75 3.75

Trade deficit in goods. We expect the goods deficit narrows by about $10bn to $74bn.
We think imports were pulled forward into February ahead of the Chinese new year and
slow in March. There is some offset from slower exports of gold, but the net is a smaller
March deficit.

Durable goods orders. We expect aircraft orders held back durable goods orders in

March but that underlying demand continued to rise healthily.

Housing starts and permits. Starts and permits for February and March will be reported.
We expect little change in trend although winter weather may have delayed some single-
family starts. We expect starts average a 1.35 million unit annual rate with single-family at
920k. (Multi-family starts fall from an exaggerated pace in January.) Single-family permits,
less weather sensitive than starts , probably move sideways at about a 880k pace.

FOMC decision. We expect the Fed on hold, with little change in tone in the FOMC
Statement or Press Conference. The FOMC likely retains an easing bias but emphasizes
that heightened uncertainty means patience in policy making.

At the last press conference, questions focused on inflation effects rather than growth
effects of oil price pressures. We expect a more balanced set of questions following this
meeting, which could give the impression of a lesser focus on inflation risks.

Data Period Forecast Consensus Prev
Personal Income Mar 04 -0.1
Personal Spending Mar 0.8 0.5
Real Personal Spending Mar 0.1
PCE Price Index m/m Mar 0.7 0.4
PCE Price Index y/y Mar 35 28
Core PCE Price Index m/m Mar 0.3 0.4
Core PCE Price Index y/y Mar 32 3.0
GDP Annualized q/q 10A 24 16 0.5
Personal Consumption 10 A 1.5 1.9
Core PCE Price Index q/q 10A 41 2.7
Initial Jobless Claims 25-Apr 210 214
Continuing Claims 18-Apr 1815 1821
Employment Cost Index 1Q 0.8 0.8 0.7
MNI Chicago PMI Apr 52.8
Fed balance sheet (H.4.1) 23-Apr

Income and spending. We expect real consumer spending rose 0.4% m/m in March with
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goods up 0.7% and services up 0.3%. Retail sales for March were strong, and we do not
expect higher gas prices weighed on real spending yet. We expect more effect from the
shock in Q2 and beyond. Data in line with our expectation would mean Q1 real spending
up 1.5% (g/q saar). This is stronger than we previously expected. Q1 spending is partially
dragged down by residual seasonality but was likely boosted somewhat by higher tax

refunds.

Income growth is weaker in March, up 0.2% m/m in nominal terms with real disposable
personal income down 0.4% m/m. Labor income is only slightly stronger, with nominal
labor income up 0.3% as higher payrolls were offset by slower hours. Other forms of
income including rental income, proprietor's income, and asset income are all relatively
soft at 0.1% to 0.2% each. With strong spending, the saving rate falls from 4.0% in
February to 3.3% in March,

PCE prices. We farecast core PCE inflation at 0.22% m/m in March. Incorporating our
expectation of a mild upward revision to January (+2bp to core PCE), the year over year
rate is projected to rise to 311% in March, from 2.99% in February. Headline PCE is
forecast at 0.60% m/m (3.42% y/y). Core goods inflation remains positive but moderates

relative to February, and we think tariff pass-through is nearing completion.

Our estimates use CPI data to project PCE legal services. If, as in January, the BEA again
relies on PPl legal services rather than CPI, core PCE inflation would likely print higher—
around 0.26% m/m instead of 0.22%.

Jobless claims. Claims remain low, with new and continuing claims at or below their levels

of a year ago.

1Q GDP. We estimate 1Q GDP rising at a 2.4% g/q annual rate. There is more uncertainty
around the estimate than normal. Construction spending data and housing starts for
February and March have not yet been reported—ongoing delays caused by the federal
government shutdown. The various construction data will be reported earlier in this week

and could affect our forecast.
1Q core PCE prices rise at a 4.1% g/q annual rate and headline PCE at 4.3%.

Private domestic final purchases (consumption plus investment) rises at a 2.2% g/q annual
rate, 0.2 pct pt below its average over the past year. Somewhat slower real consumption
(1.5%), amid tariff price pressures plus the residual seasonality in prices that holds back 1Q
consumption every year. Nonresidential fixed investment rises at a strong 6.6% pace—

depending in part on what the business construction spending data for February show.

GDP's further boosted by about 0.6 pct pt by a rebound in federal government output,
which returns to trend in 1Q after the 4Q shutdown.

Our forecast also incorporates a 0.3 pct pt drag from trade, mostly offset by a 0.2 pct pt
boost from inventory investment. The trade drag would be larger except that we're

assuming slower March imports following the Chinese new year.

Employment Cost Index. We were surprised at the extent of slowing in the 4Q ECI, which
showed compensation, wages & salaries, and benefits all rising 0.7% in the three months
through December: a 3.0% annual rate. We expect some slight reacceleration in the three
months through March, forecasting a 0.8% increase. Average hourly earnings accelerated

from a 3.5% pace through December to a 3.9% pace through March.
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Exhibit 23: Friday

Friday 01 May
12:00 AM
9:45 AM
10:00 AM
4:15 PM

IDEA
Data Period Forecast Consensus Prev
Light Vehicle Sales Apr 16.0 16.1 16.3
S&P US Manufacturing PMI AprF 54.0
ISM Manufacturing Apr 529 52.7 527

Commercial bank balance sheets (H.8) 24-Apr

Manufacturing ISM We are tracking April manufacturing ISM at 52.9, with firm demand
and continued output expansion signaling resilience. However, uncertainty around supply
and prices keeps near-term risks tilted to the downside. Regional surveys and the S&P
flash PMI show solid output and new orders, alongside rising input costs from higher oil
prices. S&P details also indicate worsening supplier delivery times, pointing to ongoing
supply constraints amid Middle East geopolitical uncertainty.

Light vehicle sales. We expect March vehicle sales at 16.0mn, down from February's pace
and slightly below last year's. We expect the oil shock to weigh on durable goods
purchases, including autos, but the data through April have not shown this weakness yet.
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Exhibit 24: April 77 - May 8

Data calendar

IDEA

Monday

TUESDAY

WEDNESDAY

THURSDAY

FRIDAY

27

28

29

30

3

Dallas Fed Manf. Activity (Apr,
10:30 AM)

2-Year Notes Auction (11:30 AM)

5-Year Notes Auction {1 PM)

ADP Weekly Employmenlt Chg.
(Wk of Apr 11. 8:15 AM)

House Price Indexes (Feb, 9 AM}

Richmond Fed Manuf. Index (Apr,
10 AM)

Conf. Board Cosumer Confidence
{Apr. 10 AM)

Housing vacancies {1Q. 10 AM)

Dallas Fed Services Activity (Apr,
10:30 AM}

2-Year FRN Auction (11:30 AM)

7-Year Notes Auction (1 PM}

MBA Mortgage Applications
(Week of Apr 24, 7 AM)

Wholesale and Retail Inventories
(Mar, 8:30 AM}

Census Releases February and
March Housing Starts Data (8:30
AM)

Advance Goods Trade Balance
(Mar, 8:30 AM}

Housing Starts & Building Permits
(Mar, B:30 AM)

Durable Goods Orders (Mar P,
8:30 AM)

FOMC Rate Decision {2 PM)

Personal Income and Outlays
{Mar, 8:30 AM)

Jobless Claims (Week of Apr 25,
8:30 AM}

Employment Cost {1Q. 8:30 AM)
GDP (1Q A, 8:30 AM)

MNI Chicago PMI (Apr, 9:45 AM)
Leading Index (Mar, 10 AM)

Fed H 4.1 release (4:30 PM)

S&P Manufacturing PMI {Apr F,
9:45 AM)

ISM Manufacturing (Apr. 10 AM)
Fed H.8 Release (4:15 PM)

Wards Vehicle Sales (Apr}

4

5

6

7

8

Factory Orders (Mar, 10 AM)

Curable Goods Orders (Mar F, 10
AM)

Senior Loan Officer Survey {(1Q. 3
PM)

Trade Balance (Mar. 8.30 AM)

S&P Services PMI (Apr F, 9:45
AM)

Census Releases February and
March New Home Sales (10 AM)

ISM Services (Apr. 10 AM)
New Home Sales (Mar, 10 AM}

JOLTS (Mar, 10 AM}

MBA Mortgage Applications
(Week of May 1, 7 AM)

ADP Employment Change [Apr,
B:15 AM)

Treasury Quarterly Refunding
(8:30 AM)

Manheim Used Vehicle (May. 9
AM)

Challenger Job Culs (Apr. 7.30
AM)

Productivity and Cosls (1Q P, 8:30
AM)

Jobless Claims (Week of May 2,
8:30 AM}

Census Releases February and
March Construction Spending
(Week of Jan 0, 10 AM}

Construclion Spending (Mar, 10
AM)

NY Fed 1-Yr Inflation Expectations
{Apr, 11 AM)

Consumer Credit (Mar, 3 PM)

Employment Report (Apr, 8:30
AM)

U. of Mich. Consumer Sentiment
{May P, 10 AM}

Wholesale Trade and Inventories
{Mar, 10 AM)
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US economic outlook
Exhibit 25: Morgan Stanley forecasts
40/4Q % change Quarterly % change, annual rate (unless otherwise noted)
2025A 2026E 2027E 3025A 4025A 1Q26E 2Q26E 3Q26E 4Q26E 1Q27E 2Q27E 3Q27E 4Q27E

Real GDP 2.0 2.2 21 44 0.5 19 23 23 24 21 21 21 21
Final Sales' 22 22 2.1 4.5 03 1.7 23 23 2.5 2.0 2.1 21 21
Final Domestic Demand 1.8 21 22 2.8 0.6 2.0 2.0 22 23 22 22 22 22
Final Private Domestic Demand * 24 21 24 29 18 17 2.1 24 2.5 2.3 2.4 2.4 2.4
Personal Consumption Expenditures 21 17 18 35 19 12 16 19 2.0 1.8 1.8 1.8 1.8
- Goods 14 01 18 30 0.3 2.9 08 12 1.2 18 1.8 18 18
— Services 24 24 18 36 27 30 20 2.2 23 18 1.8 18 1.8
Nonresid | Fixed | 5.6 47 49 3.2 24 4.6 45 4.8 4.8 49 49 49 49
— Structures 5.5 16 30 -5.0 -6.5 1.0 18 2.8 29 30 3.0 3.0 30
= Equipment 9.6 49 53 52 43 3.0 55 55 55 53 53 53 53
- PP 80 59 55 56 54 90 48 50 50 55 55 55 55
Residential Investment -3.8 13 2.5 71 1.7 0.8 1.0 2.5 27 2.5 2.5 2.5 25
Exports 11 40 15 96 -32 65 30 30 35 1.5 15 1.5 1.5
Imports -19 3.0 29 -4.4 -1.0 8.0 -01 2.0 2.0 29 29 29 29
Government 1.2 21 16 22 -5.6 40 15 1.5 1.5 1.6 1.6 1.6 1.6
Invemory contribution (pct pts, a.r.) 0.2 0.0 0.0 -0.1 0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade contribution (pct pts, a.r.) 04 00 -0.2 16 -0.2 0.4 03 01 00 -0.2 -0.2 0.2 0.0
Nominal GDP {Current §) 54 54 42 83 4.2 6.5 6.8 39 4.4 45 40 40 43
Nominal Consumption 50 46 kR 6.3 49 56 61 3.2 3.7 4.3 3.6 3.5 4.0
Civilian Unemployment Rate (%) 45 4.6 45 4.3 45 4.4 4.6 4.7 4.6 4.6 4.6 45 45
Civilian Labor Force Participation Rate (%} 62.5 62.0 61.9 62.3 62.5 62.1 62.1 62.0 62.0 61.9 61.9 619 61.9
Employment 1o Population Ratio (%) 59.7 591 591 596 59.7 593 592 591 591 591 591 591 591
Average Monthly Change in Nonfarm Payrolls (Thous.} 10 25 60 23 -39 33 8 25 35 60 60 60 60
Real DPI 13 12 12 10 02 24 -1.3 1.6 20 2.6 1.7 1.8 1.5
Saving rate (%) 40 a5 7 44 40 43 39 37 15 37 37 37 37
Industnal Production 1.7 11 12 21 1.2 14 07 1.2 13 1.2 1.2 1.2 1.2
Productivity 26 2.0 15 52 18 1.6 24 19 19 1.5 1.5 1.5 1.5
Consumer Price Index 3 25 34 58 12 19 2.8 1.8 1.8 2.6
CPl ex Food & Energy 32 20 2B kR 2.2 2.4 3.2 2.2 2.4 2.8
PCE Price Index 28 29 43 44 13 17 2.5 1.8 17 21
PCE ex Food & Energy 29 2.7 4.1 29 19 2.0 27 2.0 20 23
Consumer Price Index 27 KR 22 29 27 2.7 a7 3.2 3 29 19 21 2.2
CP1 ex Food & Energy 27 2.6 2.6 kR 27 2.5 28 25 2.6 27 25 25 2.6
PCE Price index 28 29 2.0 27 2.8 30 3.6 3.2 29 25 1.8 19 20
PCE ex Food & Energy 29 2.7 2.3 29 29 31 3.1 29 2.7 2.4 2.2 2.2 23

Monetary Policy
Fed Funds Target (%, midpoint of target range) 3.625 3125 3.125 | 4125 3625 3.625 3.625 3375 3125 3125 3.125 3.125 3.125

Federal Budget balance {% of GDP)
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Exhibit 26: NMonthly inflation forecasts
% Change - Year-over-Year % Change - Month-over-Month Headline CPI
Headline PCE Core PCE Headline CPI Core CP1 Headline PCE Core PCE Headline CPI Core CPI NSA Index

Jan-25 26 28 30 33 Jan-23 0.37 03 0.43 043 317 eM
Feb-25 27 3o 28 ER Feb-25 0.40 045 0.23 025 319.082
Mar-25 24 27 24 28 Mar-25 0.02 010 0.03 0.07 319.799
Apr-25 23 26 23 28 Apr-25 017 019 0.16 0.24 320.795
May-25 25 28 24 28 May-25 018 0.23 .10 013 321465
Jun-25 286 28 27 29 Jun-25 0.29 0.26 0.25 023 322 561
Jul-25 26 29 27 ER Jul-25 017 0.25 0.23 o 323048
Aug-25 27 29 29 i Aug-25 0.26 022 0.35 0N 323976
Sep-25 28 28 io 3o Sep-25 0.26 0.19 0.30 0.22 324 BOO
Ocl-25 27 28 29 28 Ocl-25 019 0.23 .13 0.0% ENIA

Nov-25 28 28 27 26 Nov-25 0.22 0.18 0.13 0.09 324122
Dec-25 2.9 3.0 27 2.6 Dec-25 0.33 0.33 0.30 0.23 324 054
Jan-26 28 31 24 25 Jan-26 0.3z 041 017 030 325252
Feb-26 2.8 3o 24 25 Feb-26 0.38 037 0.27 022 326 785
Mar-26 34 LR 33 26 Mar-26 0.60 0.22 0.87 0.20 330.213
Apr-26 36 31 a7 27 Apr-26 0.37 0.22 0.61 0.34 332710
May-26 36 ER | 38 28 May-26 0.18 0.21 0.16 0.22 333.610
Jun-26 s a1 a7 28 Jun-26 017 0.19 0.16 0.19 334,436
Jul-26 34 30 s 26 Jul-26 0.09 016 0.04 0.19 334,322
Aug-26 13 29 34 25 Aug-26 017 0.16 0.20 0.20 334773
Sep-26 32 29 33 25 Sep-26 017 0.14 0.23 0.18 335.392
Oct-26 31 28 12 26 Oct-26 0.06 0.13 0.01 017 334.897
Nov-26 30 28 a2 2.7 Nov-26 0.18 0.18 0.20 o1 334,557
Dec-26 29 26 33 2.7 Dec-26 0.23 0.20 0.30 0.23 334 492
Jan-27 29 25 33 27 Jan-27 0.24 0.29 0.24 0.34 335974
Feb-27 26 23 32 2.7 Feb-27 0.14 0.21 0.1 0.25 337.030
Mar-27 22 23 25 27 Mar-27 0.20 017 0.25 0.18 338492
Apr-27 20 22 20 26 Apr-27 014 017 0.13 0.17 339425
May-27 19 22 2.0 25 May-27 0.13 0.16 0.11 0.16 340.157
Jun-27 19 21 20 24 Jun-27 0.14 015 0.13 0.14 340.899
Jul-27 19 22 2.0 25 Jul-27 0.10 017 0.06 0.20 340.844
Aug-27 19 22 20 25 Aug-27 0.19 0.19 0.23 0.23 341.421
Sep-27 2.0 22 21 25 Sep-27 021 0.19 0.27 0.23 342198
Oct-27 2.0 23 22 26 Oct-27 0.13 0.19 0.12 0.24 342.052
Nov-27 2.0 23 22 26 Nov-27 0.19 0.19 0.23 0.23 341.815
Dec-27 2.0 23 2.2 2.6 Dec-27 0.23 0.19 0.32 0.23 341.824
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US Outlook Scenarios

Exhibit 27:

and upside (10%)

Margan Stanley US Feonoimics baseline and alternative outlooks for the US Feonomy. 2026, and 2027

recession (20%)

Labor markets

Inflation

Federal reserve policy

Consumer spending

Nonresidential fixed
imvestment

Residential invesiment

Strong economic momentum from
2HS meets headwinds from taritfs
and higher il prices in THZ6, but real
growth reaccederates in 2H26. Real
GOP grows 2.2% in 2026, and 2.1% 10
2027.

Average monthly payroll gaing remain
around 25k in 2026 and 60k in 2027
The unemployment rate peaks al 4. 7%
In 3026, 1hen comes down 1o 4 6% by
end 2076 and 4 5% by end 2027

il pushes headline inflation higher in
2026, but secondvound effects on
core are limited. Tarilf pass-through
ends and disinflation in rents keep
services gradually decelerating. Core
PCE ends 2026 at 2.7% and 2027 at
3%

The Fed responds 10 employment
sofiness and disinflation with cuts
We expect 25bp cuts in September

and December, to a lerminal range of
30-325%

Slow real income growth weighs an
consumption near-term. By the end of
2026, spending growth beings lo
sequenhally /mprave as real labar
income recovers and the fiscal bill
provides support Real personal
consumption grows 1 7% in 7076, and
1.8% in 2027

Noneesidential fied invesiment nses
4.7% In 2026 and 4.9% in 2027 A1
spending leads investment in the near-
term, but non-Al investmen starts o
pick up in ZH26 and 2027,

Rising ndlationin TH 26 keeps
merigage rales elevated and
suppresses housing activity in 2026
Sull, real residential invesiment nses
1.3% (40/4Q) 0 2026 and 2.5% n
2027

Recovery in imports is slow as
domesnhc demand for goods remains
weak until 20 2026. We expect

Key Forecasts

The oil shock abates quickly. Al-relared
investment bears fru sooner than
anticipated and boosts productivity and
growth GODP grows 3.1% in 2026, and
2.5% in 2027,

The unemployment rate remains sieady
at 4.4% 10 2026 and 2077 Al does nat
lead to widespread displacement of
labor.

The posiive productvily shock raises

supply and is disinflalionary 10 a small

degree. Core PCE falls to 2.5% in 2026
and 2.0% in 2027

Sirong growth makes the Fed siop the
culting cycle in TH26 As the impact
fiom taritfs fades and disinflation
resumes, the supply story becomes
more evident. The Fed resumes gradual
culs by year end and confnues in 2027
1o & terminal range of 2.75-3 0%,

The oil shack abates quickly. Elevated
wealth supports consumption and
“aramal spants” keep business spending
elevated. GDP grows 3 2% in 2026, and
2.7%in 2027

Stronger demand results in lighter labor
markets The unemployment rate
gradully falls 1o 3.9% by the end of 2026
and remains there through 2027

The disinflalion process pauses, and i
2HZ6 there is a step-up in inflation
despite lower oif prices. Core PCE ends
2026 a0 3.1% and 2027 al 2.3%

The Fed remans on hold 1hrough most
of 2026, then raises rates in 4026 as
inflation rises and unemployment falls
Hikes continue in THZ7, reaching a peak
of 4 375%

Forecast details

[zinflation helps consumphon
accelerate. Consumphon grows 2.5% in
2026 and 2027, with middle- and lower-
ncome cohons benefitting

Investiment is solid throughout the
forecast horizen as productivity gains
result in stronger Al and non-Al related
spending

Stronger growth paited with continued
cuts helps demand. Housing achwity
accelerates more than in the baseling.

Imports are somewhat stronger than in

Better 1han expected equity markel
returns and a rebound in labor markets
boast consumption to around 3% n
2026 then back lo near 2% in 2027,
Upper-ncome consumers dnve
spending still

Business spending, and specihically non:
Al spending, is stronger in 2026 due 1o
ammal spirts from the liscal bill.

Stronger growth is balanced by hgher
rates in 2026, resulling in still |imited
housing actvity over lhe forecast
horizan

Imparts are sliong with sirong demand,

The lagged effects from taniffs and
immigration combine with an oil price
shock. Real GOP falls for a couple
quarters, with a cumutative decline
around 1% GOP grows around 0.5% in
2026 and recovers in 2027

The unemplayment rate pichs up to
5.5% in 2026, After rapid Fed cuts, labor
markets begin to recover. The
unemployment rate ends 2027 around
5%

(il pushes inflation 10 a higher peak
than baseline, but it alsa falls fasterin
2027. Headline and Core PCE end 2026

at3.5% and 3.0%

The Fed eases palicy 10 a \erminal rate
of 15-1 75% in JHI6 No assel
purchases The Fed then keeps its
policy rate unchanged for the next our
quarters. In 2H27, the Fed starts
removing accommodation The target
rate fimshes 2027 at 2.5-2 75%

Drags from high energy prices are larger
1han expected, leading lo a lew quarters
of consumption declines With easier
policy, consumption recovers in late
2026 and 2027

A retrenching non-A) business sector
culs employment and capex
Invesiment declines for a couple
quarters in 2026, followed by temid
TECOVETY.

Housing actwvity 15 weak m 2026 on the
back of slower growth and weaker labor
markeis. Activly pcks up in 2027 as
growth recovers and lower rates spur
demand

Imparts and expor s both fall over the
nex! few quanters as demand falls and

By late next year,

fid down

nal i
Net trade imports nise 3.0% i 2026 then 2.5% the baseline, resulting in a larger drag tesulting in 8 Iarges drag on GOP. slow global growth I|m|t§ expart
in 2027 Exportsrise 4 0% in2026 O OOF demand. Ne! trade contribules
positively lo GDP growth in 2026,
then 1.5% in 2027
We eapect Niscal deficits to reman The hscal impulse 1s similar 10 the Fiscal multiphers are hagher than i the Deficts nse further as 1as receipts
just below 6% of GOP in our forecast basel w“: 1 g oonwth, fiscal baseline, resulting in higher contnbution  decelerate and autamatic stabilizers
Fiscal policy honzon. Relatively high delicis imply ﬂ::lii:declin: '[l‘:l:g;eﬁc::s A s:ra:enl to growth. With stronger grawth, fiscal boost transfer payments. Defense
L a moderate fiscal impulse in 2026 and of GOP is 5 5% in 2026 and 5.4% li:n deficits decline The deficil as a percent  spending picks up. The deficit as a
2027 The deficit as a percent of GOP 2027 : : of GOP g 5 7% in 2076 and § 6% n percent of GDP 15 & 6% in 7076 and
is 5.9% n 2026 and 5.8% in 2027 : 2027 6.3% i 2027
Th 0 vight lendi
sta:'\:::::ha;gsl::!? :!::::E. slow Credit conditions. tighten further as the
rowth and geo Irtu:.al enoertawnty Credit condiuions remain relatively nght,  Credil cond loosen hat an ¥
Credit conditions Ee cond l:‘:’n:' M, though we ma though we may see modest easing over the back of strenger growth and animal 1he Fed has eased policy enough 1o
se:pmnd! rit !umlg mlrar Ih!q [ou:.m, the forecasl horizon. spinils. encourage some new credit supply but
horizon 9 demand remains weak
| 3
Productivity growth has been strong 31“: a;:al&:lln\lfs‘:me:tb:e::s frast sooner Productimty grawth has been strong With rapid declines in autput,
Productivity We da not pull forward all the sirength r:d:mmtpa'l'elll::aus!s so:ennal ‘We do not pull forward all the strengih productivity falls aver the next few
9 but pencil in @ modest Ml boost in P ¥ .p but pencil in @ modest Al boost in 2026 quarters. Productivity then begins 1o
growth by about S0bps in 2026 and
2026 and 2027. ) and 2027 recaver info 2027
2027 versus the baseline
Confidence of households remans
near lows, B confid has  Ci il bound Conlid bounds more than the
[# and busi bounded last year somewhal, similar to the baseline hasaline as the T rate falls R pushes
confidence Consumer conlidence should Business confidence improves as and wealth conlinues 10 suppor high- further, testing new laws

gradually recover as inflation
decelerates

productivily gains become clear.

INCOME CONSUMErs
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