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The FOMC left the policy rate unchanged last week, as widely expected,
though the decision featured four dissents, three in favor of more explicitly
neutral guidance, where a hike could be viewed as equally likely as a cut. The
market now assigns modest odds to a rate hike towards the end of this year
into early next year.

The meeting was overshadowed by Chair Powell’s announcement that he
would remain on the Board of Governors after Kevin Warsh is formally installed
as Chair, the first fed chair to do so since Eccles in 1948. Powell claimed he
would resign after the legal attacks on the Fed were “well and truly over with
transparency and finality.” With Powell staying, Warsh will need to take
Stephen Miran’s seat at the Fed, leaving the composition of the board slightly
more neutral-to-hawkish than the alternative.

The economy grew a solid 2.0% in the first quarter of 2026, driven primarily by
a 10.6% increase in business fixed investment. Though consumer spending
growth slowed somewhat, that was more than offset by continued Al-related
capex. “Core” real GDP came in stronger at a 2.5% annualized pace in the first
quarter.

We expect the economy added 65k jobs in April and forecast that the
unemployment rate stayed at 4.3%, continuing a string of encouraging data
releases around the labor market in recent weeks. Unemployment insurance
claims have been steadily falling since the start of the year, and the number
of people receiving unemployment benefits has fallen on a year-over-year
basis for the first time since 2023.
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FOMC leaves rates unchanged as
debate shifts to more two-sided risks

The FOMC left the fed funds policy rate unchanged
last week, as widely expected, though the decision
featured four dissents. Governor Miran dissented in
favor of a 25 basis point cut, consistent with his
previous voting pattern, while regional Fed
Presidents Logan, Hammack, and Kashkari
dissented against an “easing bias” in the policy
statement language, despite agreeing with the rate
hold itself.

In particular, the three “hawkish” dissenting voters
took issue with the inclusion of the word “additional”
in the following line, which implicitly signals that the
next expected policy move would be a cut rather
than a hike:

“In considering the extent and timing of additional
adjustments to the target range for the federal funds
rate, the Committee will carefully assess incoming
data, the evolving outlook, and the balance of risks.”

Inflation remains elevated and the economy is now
facing two simultaneous supply-side shocks in the
form of tariffs and higher energy prices. Against that
backdrop, Chair Powell acknowledged that more
Committee members have become comfortable
with shifting to explicitly neutral guidance, where a
hike would be as likely as a cut.

Although that change was ultimately rejected at
this meeting (eight out of twelve FOMC voters voted
in favor of the statement), the direction of travel is
clear. With markets already pricing out near term
cuts and assigning some probability to hikes next
year, a move toward more neutral statement
language is unlikely to generate significant surprise
if activity and inflation trends remain broadly
unchanged.

Powell to be the first outgoing chair
to not resign from Fed since 1948

04 May 2026

The meeting was overshadowed by Chair Powell’s
announcement at his post-meeting press
conference that he would remain on the Board of
Governors after Kevin Warsh is formally installed as
Chair, rather than stepping down immediately as is
customary for outgoing Fed chairs. Powell pointed
to ongoing legal challenges facing the Federal
Reserve, noting that while the Department of
Justice had for now ended its investigation into
building renovations at the central bank, the matter
has been referred to the Fed’s inspector general and
could be reopened.

Figure 1: Market expectations for changes in the
fed funds rate over the next year
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He argued during the post-statement press
conference that Fed institutional independence is
being “battered” by “legal assaults” from the
executive branch, and he would not leave until the
investigation is “well and truly over with
transparency and finality.” Though Powell did not
give any guidance as to when he would ultimately
depart, his term at the Board of Governors does not
end until early 2028.

With Powell staying, Warsh will have
to take Miran’s seat at the Fed

Powell’s decision will impact the composition of the
board and could have implications for the path of
monetary policy this year. Because Powell is not
vacating his seat as Governor, Warsh will be
nominated for the seat currently occupied by
Governor Miran. That seat’s term has expired but
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has remained in place pending confirmation of a
successor.

Governor Miran has been by far the most dovish
voter at the FOMC since he joined the Board of
Governors in September 2025, dissenting at each of
the last six FOMC meetings, each time advocating
for a more rapid pace of rate cuts. As a result,
Miran’s departure, combined with Powell remaining
on the Board, leaves the overall composition of the
Committee modestly more neutral, and arguably
slightly more hawkish, than the alternative scenario
in which Warsh replaced Powell and Miran
remained a voting Governor.

Growth was solid in Q1, driven by big
boost in business capex and Al

Real GDP grew at a 2.0 percent annualized pace in
the first quarter of 2026, slightly below expectations
but with underlying details that suggest the
economy continues to expand at a solid pace.
Large, offsetting swings in net exports and
government expenditure obscured the headline
figure, but a better gauge of domestic demand
trends, “core” real GDP', increased at a 2.5% pace,
an acceleration from prior quarters. The Federal
Reserve places more weight on this measure, which
Chair Powell described at last week’s post-FOMC
press conference as “really a better signal of
momentum in the economy” than headline GDP.

Figure 2: Real vs core GDP, Q/Q annualized growth
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'“Core” real GDP is otherwise known as Private Domestic Final
Purchases, and is calculated as Real GDP less net exports,
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Growth in the first quarter was overwhelmingly
driven by nonresidential fixed investment, or
business capex, which rose at a 10.6% annualized
rate, the strongest since 2023. Much of this strength
continues to reflect Al-related investment,
particularly the large-scale buildout of data centers
and the equipment needed to support them. That
said, the pickup in capex is moving beyond the
hyperscalers. Investment growth has begun to
broaden, aided in part by favorable depreciation
provisions under the One Big Beautiful Bill Act
(OBBBA), which have improved incentives for a
wider set of firms to invest.

Figure 3: Real non-residential business fixed
investment, Q/Q annualized growth
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Consumer spending increased at a 1.6% annualized
pace in the first quarter, a step down from recent
quarters but still consistent with ongoing expansion.
Importantly, much of the softness occurred early in
the quarter, with spending momentum improving as
the quarter progressed. Higher oil and gasoline
prices remain a headwind to consumption, but to
date we see little evidence of a material slowdown.
For now, the fiscal impulse from higher tax refunds
and lower withholding is more than offsetting higher
energy costs at the pump. This will however
reinforce the underlying trend of consumer
bifurcation, as Federal tax refunds favor high-
income households, whilst the energy price shock
will disproportionately affect those on lower
incomes, who spend a larger share of their
disposable income on energy.

government expenditure, and inventory accumulation. It
measures underlying private sector demand
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Taken together, the data point to an economy
growing at roughly 2% or better, with underlying
domestic demand running perhaps even stronger,
signaling resilient momentum. Looking ahead, the
balance of risks point to consumer spending slowing
as higher gas prices start to bite and as spending
trends moderate towards underlying job and
income growth. The potential for the Iran conflict to
escalate and translate into broader supply chain
spillovers remains a key downside risk to growth and
upside risk to inflation. This is especially true if critical
Al inputs, largely sourced from Asia-Pacific, were to
be disrupted.

We expect 65k jobs were added in
April, with continued signs of
stabilization in the labor market

We expect Friday’s employment report to show that
the economy added 65k jobs in April, lifting the
three-month moving average to 36k, right in line
with the average job growth we’ve seen thus far in
2026. While job growth has been highly volatile over
the past year, recent data suggest the labor market
has stabilized in 2026 after cooling steadily through
2025.

Figure 4: Payroll job growth
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Several recent labor market indicators have been
encouraging heading into this month’s report. Last
Thursday’s initial unemployment insurance claims
release, covering the week through April 25, was
among the lowest since the 1960s. Similarly, the
number of individuals receiving unemployment
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benefits has fallen to the lowest levels since 2024
and is now declining on a year-over-year basis for
the first time since 2023. Weekly data from payroll-
processing firm ADP also point to stronger
momentum, with job growth in April accelerating to
the fastest pace since 2024.

With labor supply growth running well below
historical norms, the economy only needs to add
roughly 50k jobs per month to keep the
unemployment rate stable. Accordingly, we expect
the unemployment rate to remain at 4.3% in April,
unchanged from March, though risks may be
skewed toward a modest downside surprise.
Beyond continuing claims, the Conference Board’s
Labor Differential has improved in each of the last
two months; and if sustained, both developments
would point to lower unemployment rate prints in
the months ahead.

Figure 5: Unemployment rate
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Within the April jobs report, we will also be watching
for evidence that the breadth of job growth
continues to improve and for signs that labor force
participation is beginning to stabilize. Job gains
have been unusually concentrated over the past 18
months, with healthcare the only sector posting net
job growth in 2025. While employment growth
outside of healthcare remains historically weak, it
has shown improvement thus far in 2026, and this
month’s report will be an important test of whether
that trend is continuing.

Another ongoing weak spot has been the decline in

the overall labor force participation rate. While
much of this likely reflects demographic headwinds
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from an aging population, a stabilization or
improvement in labor force flows would be a
constructive signal for the broader economy.
Importantly, the prime-age labor force participation
rate and the prime-age employment-to-population
ratio both remain near record highs, underscoring
underlying strength in the core workforce despite
softness in the headline participation rate.

Data preview

Outside of Friday’s jobs report, we look for this
week’s data to help clarify whether the recent
narrative of resilient growth and a stabilizing labor
market continues to hold.

Early in the week, attention will be on
services-sector activity and labor demand
indicators. The ISM Non-Manufacturing Index for
April will be important for gauging momentum in the
service economy, particularly the employment and
prices-paid components, which have taken on
greater significance as the Fed evaluates two-sided
risks. In a similar vein, the JOLTS report will provide
an updated read on job openings and quits, offering
insight into whether labor-market tightness
continues to ease gradually or remains elevated.

Midweek releases will focus on labor costs and
near-term  employment signals. The  ADP
employment report will shape expectations for
private-sector hiring, even if its signal is noisy, while
initial jobless claims will offer a high-frequency
check on layoffs, which have remained historically
low. Finally, productivity and unit labor cost data for
Q1 will be closely watched, as they feed directly into
the inflation outlook. Firm productivity growth
alongside contained labor costs would support the
Fed’s view that underlying inflation pressures can
continue to ease without a material slowdown in
activity.
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Additional charts and tables

Table 1: Data release calendar

Release | Date Time Period PNC Consensus Last actual

Key Releases

Factory Orders Mon 5/4 10:00 am Mar -- 0.6% 1.50%*
Trade Balance Tue 5/5 8:30 am Mar -$57.6b -$60.9b -$57.3b
Imports M/M Tue 5/5 8:30 am Mar -- 2.7% 4.3%
Exports M/M Tue 5/5 8:30 am Mar -- 1.9% 4.2%
ISM Services Index Tue 5/5 10:00 am Apr 53.5 53.7 54.0
ISM Services Prices Paid Tue 5/5 10:00 am Apr -- 73.0 70.7
New Home Sales Tue 5/5 10:00 am Mar 670k 660k --
JOLTS Job Openings Tue 5/5 10:00 am Mar -- 6850k 6882k
MBA Mortgage Applications Wed 5/6 7:00 am Fri 5/1 -- -- -1.6%
ADP Employment Change Wed 5/6 8:15 am Apr 50k 15k 62k
US Treasury Quarterly Refunding Wed 5/6 8:30 am -- -- -- --
Challenger Job Cuts Total Thu 5/7 7:30 am Apr -- -- 60620
Nonfarm Productivity Thu5/7 8:30 am QP 1.5% 1.0% 1.8%
Initial Jobless Claims Thu 5/7 8:30 am Sat 5/2 205k 203k 189k
Continuing Claims Thu 5/7 8:30 am Sat 4/25 -- 1795k 1785k
Construction Spending M/M Thu 5/7 10:00 am Mar -0.1% 0.3% -0.3%
NY Fed 1-Yr Inflation Expectations Thu 5/7 1:00 am Apr -- -- 3.4%
Consumer Credit Thu5/7 3:00 pm Mar $12.0b $12.5b $9.5b
Change in Nonfarm Payrolls Fri5/8 8:30 am Apr 65k 65k 178k
Average Hourly Earnings M/M Fri5/8 8:30 am Apr 0.3% 0.3% 0.2%
Unemployment Rate Fri5/8 8:30 am Apr 4.3% 4.3% 4.3%
U. of Mich. Sentiment Fri5/8 10:00 am May P 49.2 49.6 49.8
Wholesale Trade Sales M/M Fri5/8 10:00 am Mar -- -- 2.7%

Source: Bloomberg, PNC
*Released prior to publication

Factory Orders
. Factory order edge higher in March after a flat reading in February.

Trade Balance
e The trade balance widens slightly as import growth exceeds export growth.
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Trade Balance
e The trade balance widens slightly as import growth exceeds export growth

ISM Services Index
e  Service sector activity moderates further in April but continues to expand.

New Home Sales
. New home sales bounce back in March from an extremely low level in February.

ADP Employment Change
° Private sector employment growth to moderate somewhat in April.

Nonfarm Productivity
° Private sector output up 2.5% in Q1 while hours worked is up 1.0%.

Initial Jobless Claims
. Jobless claims increase from the lowest level since 1969.

Construction Spending
. Construction spending to remain weak amid tepid demand and high interest rates.

Consumer Credit
e  Consumer credit expands in March on strong retail sales growth.

Change in Nonfarm Payrolls
e Job growth to moderate to a pace more in line with the 3-month moving average.

Average Hourly Earnings
e  Average hourly earnings growth to remain solid in April.

Unemployment Rate
e  The unemployment rate in April will remain unchanged at a historically low level.

U. of Mich. Sentiment
° Consumer sentiment to weaken further in April amid the continued conflict in the Middle East.
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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. To the extent that these materials
reference PNC data, such materials are not intended to be reflective or indicative of, and should not be relied upon as, the
results of operations, financial condition or performance of PNC.

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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