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U.S. Economic Update
January 12, 2026

William T. Chittenden, Ph.D.
President & CEO

SW Graduate School of Banking

SWGSB

•SW Graduate School of Banking
•Commercial Lending School (with TBA)
•Assemblies for Bank Directors
•Certified Community Bank Director’s Program
•Bank Operations Institute (with IBAT)
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Are we in a recession?

Source: https://fred.stlouisfed.org/series/RECPROUSM156N

The “Economy”
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Gross Domestic Product
•Personal Consumption:  69.0%

• Goods: 23.6%
• Services: 45.5%

•Business Investment:     18.2% 
• Fixed Investment 18.3%
• Change in Inventories     -0.1%

•Government Spending:  16.7%
•Net Exports:                     –4.0%

U.S. GDP
4th Quarter 24: GDP 

↑ 1.9%

1st Quarter 25: GDP 
↓ 0.6%

2nd Quarter 25: GDP 
↑ 3.8%

3rd Quarter 25: GDP 
↑ 4.3%

Consumer Spending 
+2.39% 

Business Investment 
-0.02%

Federal Spending 
0.19%

State & Local Spending 
+0.20%

Exports 0.92%
Imports 0.67% 

Source: https://www.bea.gov/data/gdp/gross-domestic-product

Source: https://www.bea.gov/sites/default/files/2025-12/gdp3q25-ini.xlsx & calculations by author
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Recessions Since 1995

• March 2001 – November 2001
• December 2007 – June 2009
• March 2020 – April 2020
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Source: https://fred.stlouisfed.org/graph/?graph_id=1433410&rn=45

Source: https://www.atlantafed.org/cqer/research/gdpnow
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Employment
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67.3%
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5.5%
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Source: https://www.bls.gov/news.release/pdf/cpi.pdf

Source: https://www.bls.gov/news.release/pdf/cpi.pdf
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• Expected Average Inflation Rate for Next 5 Years: 2.28%
• Expected Average Inflation Rate 5 Years Ago: 1.98%
• Actual Average Inflation Rate Last 5 Years: 4.52% (9/2020 – 9/2025)

• Error 1.98% - 4.52% = -2.54%
Source: https://fred.stlouisfed.org/series/T5YIE, https://fred.stlouisfed.org/series/CPIAUCSL, and author calculations

Interest Rates
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Treasury Rates
10-Year Treasury Constant Maturity 3 Month Treasury Constant Maturity
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Source: https://ycharts.com/indicators/us_recession_probability

Based on the yield curve

Monetary Policy
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Source: https://www.bondsavvy.com/fixed-income-investments-blog/fed-dot-plot

Fed’s December
Dot Plot
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Fiscal Policy

Trade Deficits & Tariffs
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International Trade

•U.S. 
• 2nd Largest Exporter in the World

• $3.2 Trillion (2024)
• $2.1 Trillion in goods, $1.1 Trillion in services

• Largest Importer in the World
• $4.1 Trillion (2024)

• $3.3 Trillion in goods, $0.8 Trillion in services

Source: https://www.census.gov/foreign-trade/Press-Release/ft900/ft900_2412.pdf

Top Trading Partners

•Mexico (16.2% of Total U.S. Trade)
•Canada (12.5%)
•China (5.9%)
•Top 3 = 34.6% of total international trade



1/5/2026

17

Causes of Trade Deficits
•Factors Impacting Trade Imbalances

• Relative Growth Rates of Economies
• Faster growth → Ability to buy more imports

• Relative Value of Currencies
• ↑ value of the U.S $ makes U.S. exports more expensive, 

thus ↓ demand for our exports
• Savings and Investment Rates

• If Savings < Investment, U.S. will attract foreign capital
Source: https://www.cato.org/publications/commentary/are-trade-deficits-really-bad-news

What is a Tariff?

•Tax paid by the importer of goods to the United 
States
• May be:

• Absorbed by the Exporter
• Absorbed by the Importer
• Passed on to American consumers in the form of higher 

prices
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It’s Not Politics, It’s Math!
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U.S. Government Income and Spending (FY 2025)

$5,235,000,000,000 Income
$7,010,000,000,000 Spending
$1,775,000,000,000 Deficit

$54,200,000,000 DOGE Claimed Savings
$1,400,000,000 DOGE Verified Savings

U.S. Government Income and Spending (FY 2025)

$5,235 Income
$7,010 Spending
$1,775 Deficit

$54.20 DOGE Claimed Savings
$1.40 DOGE Verified Savings
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$6,146B

$865B

87.7%

12.3%

50.7%

33.4%

8.6%

7.2%
↑ Taxes 33.9%
↓ Spending 25.3%

Other

• Administration of Justice
• Community and Regional Development 
• Education, Training, Employment, and Social Services 
• Agriculture 
• International Affairs
• General Science, Space, and Technology
• General Government 
• Energy 
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Reducing the Deficit

•Decreasing Government Spending is Inherently 
Contractionary
• Good in the long-term, tough in the short-term

•Reducing the Federal Workforce is Inherently 
Contractionary
• Good in the long-term, tough in the short-term

$930 $2,602 $4,065 
$5,766 

$10,700 

$19,977 

$27,748 

$34,001 

National Debt Outstanding (Billions)

Carter Reagan Bush 41 Clinton Bush 43 Obama Trump Biden
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Source: https://www.voronoiapp.com/debt/Top-20-
Countries-Holding-the-Most-US-Debt-4299
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Are we headed for a recession?
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Source: https://www.conference-board.org/topics/us-leading-indicators/
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Consumer Sentiment

How consumers feel 
about their own 
personal financial 
situation

How consumers feel 
about the overall 
economy

Fallen for 5 Consecutive Months
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Summary

•Consumer Sentiment and Confidence are Slipping
•Business Investment on Hold Due to Uncertainty
•Tariff Uncertainty
•Lower Government Spending is Contractionary
•Potential for Stagflation

Questions?
Contact Information:
William T Chittenden, Ph.D.

SW Graduate School of Banking
Cox School of Business

Southern Methodist University
wchittenden@smu.edu

214-768-2991


