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Supreme Court Likely to Decide Against IEEPA

Tariffs but Extent of Relief Depends on Details
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* The Supreme Court is expected to issue an opinion this month on the legality

of tariffs imposed under the International Emergency Economic Powers Act PNC Economics

(IEEPA). Betting markets imply roughly a three-quarters chance of an economics@pne.com

outcome unfavorable to the current IEEPA tariff framework, but that does

not necessarily imply full invalidation or a unanimous vote; a closely split or

narrower opinion would keep partial relief scenarios in play and could delay

the decision into late February.

* As of mid-December, roughly $130bn had been collected in IEEPA tariffs;
depending on timing, the potential refund pool could approach ~$150bn. The
macro implications depend primarily on (i) whether the ruling is partial vs.
broad, and (ii) whether the remedy is prospective only or retroactive.

= Even if refunds are permitted, payouts are unlikely to be immediate. The
most likely pathway is a claims-based process tied to specific import entries,
implying a multi-quarter stream of payments rather than a one-time check.

= |f IEEPA tariffs are curtailed, the Trump Administration is expected to move
quickly to replacement tariffs under other statutes, potentially using a
short-term bridge while longer-lasting actions are prepared. However, with
affordability emerging as a central campaign issue ahead of the 2026
midterms, the Administration may adopt a less aggressive approach to
reinstating IEEPA tariffs, allowing the effective tariff rate to drift modestly
lower in 2026.

* Implications for the outlook: the upside to 2026 GDP from refunds is likely
modest (upper bound ~20bp; midpoint ~10bp) and timing-dependent,
potentially spilling into 2027. The bigger macro sensitivity is inflation: the
effective tariff rate has been running below theoretical schedules, and a
modest drift lower in the effective rate could deliver more meaningful
disinflation. A 2pp decline in the effective tariff rate would imply roughly
~10bp lower core PCE inflation.
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When can the Court rule?

The Supreme Court can release opinions only
on days it is in public session. In the near-term,
that effectively means weekdays except
Thursdays through January 23, with opinions
resuming when the Court returns to public
session on February 20.

Importantly, the headline probability of a ruling
against the Administration does not imply a
clean, unanimous outcome or full invalidation.
The Justices’ questioning in prior arguments
suggested meaningful skepticism among
several members of the Court but also
highlighted pathways for a narrower opinion.

A split, closely reasoned decision (or one that
tries to define limits rather than simply uphold
or strike down) tends to be harder to finalize
and can delay issuance. The key takeaway is
that timing risk is two-sided: the Court can rule
anytime within session windows, but a divided
opinion raises the odds of a later release.

Figure 1: Odds of Supreme Court ruling in favor of the
IEEPA tariffs are low
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What is actually being decided?

This is not a ruling on whether the Executive
Branch has any authority to impose tariffs. The
narrow question is whether the Administration’s
preferred statute - IEEPA - supports the
specific tariff actions at issue, and in the
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companion framing whether the delegation of
authority is constitutionally permissible.

A separate but related question is remedial: if
the Court finds the tariff authority invalid under
IEEPA, does it apply the decision prospectively
(ending tariffs going forward) or retroactively
(opening the door to refunds), and does it leave
the mechanics of relief to lower courts and
administrative agencies.

Figure 2: Effective tariff rate on U.S. imports would
be only 5.7% without the IEEPA tariffs
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The policy response matters as much
as the ruling

Even if the Court rules against the IEEPA tariff
structure, the Administration is expected to
pivot quickly to other statutory authorities. The
practical implications for trade policy therefore
depend less on the legal outcome in isolation
and more on (i) the speed of replacement
actions, (ii) how comprehensive replacement
can be, and (iii) whether policy priorities tilt
toward affordability (implying more carveouts,
slower escalation, or lower effective rates).

In practice, a quick bridge (i.e. Section 122) can
keep headline tariff levels from falling
immediately, while slower authorities (e.g.
Section 232 and Section 301) take longer to
implement. That is why a ruling against IEEPA
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can still coexist with limited near-term macro
change if replacement tariffs are implemented
rapidly.

Table 1: Alternative tariff authorities

Section
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What are the scenarios?

Our base case remains that the Court rules
against the IEEPA tariff structure, but the range
of outcomes is wide and does not map neatly
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collected in IEEPA tariffs; a decision arriving by
mid-month implies the potential pool could rise
toward ~$150bn if the case is decided this
month.

While that pool is large in headline dollars,
refunds are unlikely to be immediate or
automatic. The most plausible pathway is
claims-based repayment tied to specific import
entries, with documentation requirements and
potential follow-on litigation. The Court could
also limit refund exposure by framing relief as
prospective, or by delegating remedy details to
lower courts and administrative processes. The
result is a likely multi-quarter stream of
payments rather than a one-time impulse.

Source: PNC

If tariffs are upheld, policy and the macro
outlook likely stay unchanged. Partial or
prospective limits mainly affect uncertainty
and whether the effective tariff rate drifts
lower (more important for inflation); growth
effects would likely be small because refunds,
if any, tend to be limited/delayed.

Retroactive relief widens refunds (potentially
up to the ~$150bn pool), but payouts would still
arrive over multiple quarters, implying at most a
modest boost to growth (upper bound around
~20bp, midpoint nearer ~10bp under the range
of the CBO’s corporate tax multipliers) and with
meaningful risk the impulse spills into 2027
rather than landing cleanly in 2026.
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The inflation channel may be more
consequential than the growth channel
because it hinges on the effective tariff rate
over time, not just the one-time refund. A useful
benchmarkis that a 2pp decline in the effective
tariff rate would be consistent with roughly
~10bp lower core PCE inflation, all else equal.

Figure 3: Effective tariff rate and change in
effective tariff rate
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Recent data and policy signals point toward
downside risk to the effective tariff rate:
customs duties imply an effective rate around
~10.9%, below the ~15% statutory rate often
discussed, and the slowing momentum in
collections suggests reduced incremental
enforcement and/or greater use of
exemptions/workarounds. That said, import
shifting and trade rerouting also can explain
the difference between the two rates.

Separately, delayed or canceled tariff actions
and shifting emphasis on an affordability
agenda reinforce the risk that replacement
tariffs are incomplete, more selective, or
implemented with a lag. This raises the risk that
a partial or full invalidation of the IEEPA tariffs
could accompany lower effective tariff rates.
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Implications for the baseline outlook

Putting these channels together, the most likely
path is: (1) a ruling that is directionally
unfavorable for IEEPA tariffs, (2) a transition
period where tariff authority shifts to other
statutes, and (3) a refund process that is
material in headline dollars but spread over
time.

Under that path, the growth effects are likely
modest and timing-dependent, while the
inflation consequences depend primarily on
whether policy replacement holds the
effective tariff rate near current levels or allows
a modest drift lower.
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Disclosures

The material presented and the views expressed herein are of a general nature and does not constitute the provision of
investment or economic advice to any person, or a recommendation of any particular securities, financial instruments,
strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant
information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should
seek the advice of an investment professional to tailor a financial plan to your needs.

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over
time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and
uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date
made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual
results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as
from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements.

“PNC” is a registered mark of the PNC Financial Services Group, Inc.

© 2026 The PNC Financial Services Group, Inc. All rights reserved.
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