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Equipment Leasing & Finance Foundation — 2025 Economic Outlook (Q4 Update)

• Real GDP improved 3.8% in Q2 2025 after contracting -0.6% in Q1. This large swing was primarily due to dramatic shifts in net imports and inventories due to major 
changes to U.S. trade policy. Q2 was also bolstered by stronger-than-expected consumer spending and robust equipment and software investment. Although official 
data for Q3 GDP growth are not yet available and may be delayed by the government shutdown, the economy’s overall performance was likely strong again this 
summer. However, a weakening labor market and rising inflation threaten to dampen economic growth prospects in the months ahead.

• Equipment and software investment surged during the first half of 2025. While six of seven tracked equipment verticals posted gains, the main driving force behind this 
expansion was technology equipment and software spending tied to the AI boom. Massive outlays by a handful of tech giants to build data centers and other AI 
infrastructure drove most of the growth — indeed, AI-related commodities accounted for roughly one-third of real GDP growth over the first half of 2025. While the level 
of investment activity in these sectors is remarkable, it also raises questions about the trend’s sustainability and the implications of a potential AI bubble.

• ELFA’s Capex Finance Index shows that new business volume is down 2.7% YTD but did increase in both July and August. Banks have fared better than captives and 
independents over the past few months, while financial conditions across all institutions remained broadly positive. Meanwhile, industry confidence remains solid, 
holding steady above the historical average for the fifth consecutive month. In the latest Foundation Monthly Confidence Index survey, 38% of respondents expect 
demand for leases and loans to fund capital expenditures to improve, while 54% expect demand to hold steady.

• The labor market is stagnant. From May – August, the economy added a total of just 107,000 jobs, less than the monthly average during the first four months of the year. 
The slowdown is broad-based: outside of health care and social assistance, job growth has averaged just 10,000 jobs / month this year, with contractions in three of the 
last four months. The slowdown reflects a combination of weaker demand (in part driven by AI and the substitution of capital for labor) and supply-side impacts.

• After easing earlier in the year, inflation is on the rise, and Fed officials expect it to continue drifting upward over the remainder of the year. While tariff-driven 
inflationary pressures have not been as pronounced as initially feared, research suggests that 60–80% of tariff-related costs are being passed through to consumers. A 
key question for the Fed is whether price pressures will be limited primarily to imported goods, or whether they will spread across the broader economy.

• Overall, the U.S. economy continues to demonstrate resilience to the cross-currents that have characterized the last 10 months. The improvement in consumer demand 
this summer eased concerns of a near-term economic downturn, and another quarter of solid economic growth appears likely in Q3. At the same time, weak job growth 
underscores the potential need for the Fed to shore up growth by lowering interest rates over the coming months, despite worries that such a move could fuel more 
inflation. Still, with business confidence improving amid an ongoing investment boom, the equipment finance industry is well-positioned to capitalize.

Economic Forecasts

Executive Summary

Indicator 2023 2024
2025 Quarterly Estimates 2025 

(est.)Q1 Q2 Q3e Q4e

Real Gross Domestic Product 
(SAAR) 2.9% 2.8% -0.6% 3.8% 2.8% 1.3% 2.0%

Real Investment in Equipment
(SAAR) 4.8% 4.4% 20.4% 15.0% 8.6% 5.4% 9.9%

Federal Funds Target Rate
(upper bound, end of period) 5.5% 4.5% 4.5% 4.5% 4.25% 3.75% 3.75%

(end-of-year)

Inflation: Headline CPI
(Y/Y % change, end of period) 3.2% 2.7% 2.7% 2.4% 3.0% 3.1% 3.1%

(end-of-year)



Equipment Vertical
Q1 Investment Growth Next 6 

Months Short-Term Outlook
Q/Q (SAAR) Y/Y

Energy & Electrical -9.5% -0.5%
Following several quarters of positive movement, Y/Y investment growth in Energy 
& Electrical Equipment dipped in Q2. However, Momentum Index readings are 
stronger and accelerating, signaling a rebound in growth over the next six months.

Transportation +25.3% +6.7%
Steady gains since early 2025 have pushed the Transportation Equipment 
Momentum Index to its highest level since late 2023, suggesting that Y/Y 
investment growth is likely to remain strong.

Technology & 
Software +20.6% +16.3%

Technology Equipment & Software Investment has surged over the past two 
quarters, rising 16.3% Y/Y. However, recent momentum is middling, and the Index 
is below its historical average, suggesting that recent Y/Y growth may moderate. 

Industrial +1.9% +2.3%
After stronger readings earlier in the year, the Industrial Machinery Momentum 
Index has slipped in recent months, signaling subdued or potentially contracting 
YY/ investment growth over the next two quarters.

Spotlight Verticals

Momentum Monitors

Equipment & Software Investment sustains strong growth in Q2

• After rebounding at an annualized rate of 20.4% in Q1, real equipment and software 
investment continued to post robust gains in Q2, rising another 15 percent (SAAR). Six of seven 
verticals posted quarter-over-quarter growth: Transportation Equipment (+25.3%), Technology 
Equipment & Software (+20.6%), Construction Machinery (+17.2%), Agricultural Machinery 
(+9.9%), Medical Equipment (+5.3%), and Industrial Machinery (+1.9%). The only equipment to 
experience an investment decline in Q2 was Energy & Electrical Equipment (-9.5%).

• The Foundation-Keybridge U.S. Equipment & Software Investment Momentum Monitor for 
October reveals mixed momentum across the industry. Two verticals (Agriculture Machinery 
and Energy & Electrical Equipment) have readings above their historical average and have been 
accelerating in recent months, two others (Construction Machinery and Transportation 
Equipment) are weaker than their historical average but showing signs of improvement, and the 
remaining three verticals have weak and decelerating readings (Medical Equipment, Industrial 
Equipment, and Technology Equipment & Software). However, given the standout investment 
growth in both Medical Equipment and Technology Equipment & Software that occurred in H1 
2025, these verticals are likely to see growth moderate rather than flatline or contract.

• Equipment and software investment continues to be a bright spot in the economy, and the 
combination of permanent changes to the tax code and the likelihood of further Fed rate cuts 
in the months ahead should support solid investment growth through the end of the year.
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Equipment demand holds steady amid improving financial conditions

• ELFA’s CapEx Finance Index (CFI) rose in August as new business volume (NBV) rose 
2.8% from July to $10.0 billion. The increase marks the second consecutive month of 
growth, though it remains below the two-year trend and year-to-date volume is 
2.7% below the same period in 2024. 

• NBV at banks rose 6% in August, marking their fastest growth since March, while 
activity at captives and independents declined by 4% and 5%, respectively. Notably, 
volumes at captives are down 20% year-to-date from 2024, partly due to a strong 
2024 and a drop-off in activity in early 2025. 

• Financial conditions were generally encouraging in August. Credit approval rates 
climbed to a two-year high of 79%, and while charge-offs and delinquency rates 
both ticked up, levels remain modest by historical standards

• Employment levels were 2% lower in August than a year earlier, a slight 
improvement from July’s 4% decline. This marks the tenth consecutive month of 
industry employment contraction, a trend that is aligned with the broader hiring 
slowdown across the U.S. economy. 
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Foundation Monthly Confidence Index

ELFA Capex Finance Index

Industry confidence remains above historical levels

• The Foundation’s Monthly Confidence Index for the Equipment Finance Industry 
(MCI-EFI) edged up to 60.1 in October, relatively unchanged from September’s 59.9 
reading. October marks the fifth consecutive month that the Index has stayed 
above its historical average, indicating that industry leaders remain more optimistic 
about the near-term outlook compared to the start of the year.

• Most respondents (54%) expect near-term business conditions to remain the same 
(up from 52% in September), while 38% expect them to improve (up from 30%). 

• 38% of respondents expect demand for leases and loans to fund capex to improve 
(down from 39%) over the next four months, though the share expecting demand to 
hold steady increased to 54% (up from 39%). 

• 75% of respondents expect access to capital to remain the same in coming months 
(down from 78%), while 25% of respondents anticipate an increase in access (up 
from 22%). 

• All respondents evaluate the current U.S. economy as “fair”  (up from 91%).

Foundation Monthly Confidence Index (MCI)
Billions of US dollars, seasonally adjusted

ELFA CFI: New Business Volume Growth
Billions of US dollars, seasonally adjusted

Source: Equipment Leasing & Finance Association

Source: Equipment Leasing & Finance Foundation

Historical average: 58.1
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Source: Bureau of Economic Analysis, FOMC.

Core Personal Consumption Expenditures (PCE) Price Index
Excludes Energy & Food Prices, Year-Over-Year Percent Change

The Fed Navigates Challenging Economic Conditions
At its September meeting, the Federal Reserve’s Open Market Committee lowered the 
federal funds rate by 25 basis points. The move was expected, but the Fed’s path for the 
rest of the year is less clear. Both sides of the Fed’s dual mandate are under pressure: 
job growth is flat or negative across most of the economy, while core inflation remains 
above the Fed’s target and is moving in the wrong direction. This puts the Fed in a 
difficult spot and raises questions regarding its next move.

• Inflation: After easing earlier in the year, inflation is on the rise. The core PCE price 
index, which had been trending down prior to “Liberation Day” tariff 
announcements, was 2.9% in August, and the FOMC expects it to continue rising over 
the remainder of the year (see top chart). While tariff-driven inflationary pressures 
have not been as pronounced as initially feared (in part because the effective tariff 
rate is significantly lower than the statutory rate due to carveouts), the Yale Budget 
Lab estimates that 61–80% of tariff-related costs are being passed through to 
consumers. A key question for the Fed is whether price pressures spread to non-
imported goods, services, and wages, as opposed to a one-time impact on imports. 

• Employment: The labor market is stagnant. From May – August, the economy added 
a total of just 107,000 jobs, fewer than the monthly average during the first four 
months of the year. The slowdown is broad-based: outside of health care and social 
assistance jobs, nonfarm payroll growth has averaged just 10,000 jobs / month this 
year, with contractions in three of the last four months (see bottom chart). While 
official employment data is delayed due to the partial government shutdown, private 
sector data from payroll processor ADP suggests that the labor market contracted 
again in September, shedding 32,000 jobs. The labor market slowdown reflects a 
combination of weaker demand (in part driven by AI and the substitution of capital 
for labor) and supply-side impacts, including lower immigration levels. 

Concerns about the labor market ultimately prompted the Fed to cut interest rates 
despite elevated inflation, and several FOMC members (though not all) opined that 
additional cuts may be necessary in Q4. Indeed, markets anticipate two additional cuts 
by the end of the year. However, if the slow rise in inflation begins to accelerate, the Fed 
may face a difficult choice — one that could be even more challenging if the release of 
official government data continues to be delayed. As Chair Powell recently summarized: 
“There is no risk-free path for policy as we navigate the tension between our 
employment and inflation goals.”

Ultimately, we believe the Fed is likely to prioritize labor market health in the months 
ahead, even if price growth remains elevated. As such, we expect two more rate cuts 
before the end of the year. Moreover, as discussed on the next page, the AI buildout has 
triggered robust investment growth in information processing equipment and software, 
and new energy infrastructure will be necessary to meet projected demand. These 
trends should serve as an industry tailwind for the foreseeable future.

Job Growth
Thousands of Employees, Monthly Change

Source: Bureau of Labor Statistics.
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Composition of Equipment & Software Investment Growth
Approximate breakdown of contributions to Q/Q growth by vertical (SAAR)

AI Investment Drives Industry Growth
Real equipment and software (E&S) investment surged in the first half of the year, 
expanding by 20% in Q1 and 15% in Q2, the strongest two quarters of growth in 15 years 
(excluding the pandemic). However, this growth was highly uneven across equipment 
verticals. Technology equipment, software, and transportation equipment (primarily 
aircraft) accounted for nearly all of the industry’s expansion in Q1 and Q2 (see top chart).

• Transportation equipment, especially nondefense aircraft, was a key driver in Q2, 
adding 3.2 percentage points to overall E&S investment growth. New aircraft orders 
rose 22% in August, even as backlogs reached a record 17,000 units. However, the 
extent to which transportation will support E&S investment growth in Q4 and beyond 
remains uncertain. Aircraft investment is notoriously volatile and difficult to predict, 
as single orders can cause large fluctuations and BEA data is recorded at time of 
delivery, which can occur years after an order is placed.

• Technology equipment and software has posted truly remarkable growth thus far 
in 2025. In addition to contributing most of the growth in E&S investment (see top 
chart), this category was responsible for roughly one-third of total GDP growth 
during the first half of the year (after adjusting for imports). The markets for both 
computers and peripheral equipment and software are experiencing unprecedented 
growth, while demand for new data centers led to an all-time high of $40 billion in 
construction spending earlier this summer. Indeed, real investment in information 
processing equipment has outpaced real consumer spending during the first half of 
2025. In short, the economic impact of the AI buildout is significant.  

Despite (and perhaps due to) the robust growth in AI-related industries, questions about 
the sustainability of this investment trend — and the implications of a potential AI 
bubble — are mounting. The key risk centers on whether AI can generate sufficient 
revenue to support these massive capital outlays. Policy uncertainty adds to the 
challenge: if CHIPS Act funding is curtailed, many semiconductor projects could be scaled 
back (notably, more than 80 percent of awarded projects are at least somewhat 
dependent on CHIPS grants). According to JPMorgan, AI-related stocks have accounted 
for 75% of S&P 500 returns, 80% of earnings growth, and 90% of capital spending 
growth since ChatGPT was launched three years ago. Changes to the valuations or 
investment plans of AI companies could therefore reshape the economic landscape, 
both directly though capital spending and indirectly though consumer wealth effects.

Despite these risks, businesses remain generally optimistic. Large firms expect capital 
expenditures to rise in the coming months: Business Roundtable’s CEO Economic 
Outlook capital spending index rebounded to 77.4 in Q3 (see bottom chart). Small 
businesses read similar: in September, the NFIB reported that a net 21% of respondents 
are planning capital expenditures over the next six months. Both measures bode well 
for the industry and suggest that demand for E&S investment — especially in the 
technology equipment & software vertical — should remain healthy in the near term.

Capital Spending Plans
Quarterly, large businesses on left y-axis, small businesses on right y-axis*
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Sources: Business Roundtable, National Federation of Independent Businesses.
*Large businesses’ capex plans measured by BRT Q3 2025 CEO Capex Sub-Index. Small businesses’ 
capex plans measured by share of respondents planning a capital expenditure in the next six months.
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