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* The U.S. economy added +115k jobs in April, nearly double expectations,
reinforcing a 2026 trend of firming and broadening labor market conditions. Jay Hawkins
Job growth is averaging 76k per month this year, a marked improvement from  jay-hawkins@pnc.com
just 10k per month in 2025, with gains primarily driven by cyclical sectors that

i . Ershang Liang
saw outright job losses last year.
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* Improving labor market conditions remove one key downside risk facing the Brian LeBlanc
Fed, allowing policymakers to be more patient as they assess the dual supply-  Prian.leblanc@pnc.com
side shocks from tariffs and higher energy prices. In our view, it remains
premature to consider rate hikes and expect the Fed to remain on hold
through 2026 and beyond.

Rayhan Momin
rayhan.momin@pnc.com

Isfar Munir
* That said, the Fed increasingly must account for two-sided risks to its isfarmunir@pnc.com
mandate. Over the past year, policymakers have operated with an implicit
easing bias, viewing rate cuts to support the labor market as more likely than
hikes to restrain inflation. That is beginning to shift, but it’s going to take time
to convince a majority of Fed officials to adopt fully neutral language, and
even longer still to reopen the door to rate hikes.

Kurt Rankin
kurt.rankin@pnc.com

= Adivided trade court ruled against the Trump Administration’s use of Section
122 to impose a 10% blanket tariff, which replaced IEEPA tariffs overturned by
the Supreme Court. However, Treasury will continue collecting the tariffs
during the appeals process, limiting any near-term impact on the broader
tariff landscape.

» Higher gas prices are likely to feature prominently in Tuesday’s April CPI
report, where we expect headline and core inflation of +0.6% m/m and +0.3%
m/m, respectively. April retail sales should again show resilient nominal
spending, though real spending is likely softer given the inflation backdrop.
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Job growth is rebounding in 2026...

Last Friday’s jobs report showed the economy
added +115k jobs in April, nearly double expectations
and following a +185k gain in March. While month-
to-month job growth has been volatile so farin 2026,
driven largely by weather distortions and
healthcare-sector strikes, the broader trend is
becoming clearer: job growth is firming. The U.S.
economy has added an average of 76k jobs per
month in 2026, after averaging just 10k per month in
2025, a pace that ranked near the weakest for any
non-recession year on record.

Figure 1: Monthly payroll job growth
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This is objectively good news. Labor market
weakness was clearly the key downside risk to the
outlook heading into 2026, and in our view a primary
reason markets had been pricing in additional Fed
rate cuts earlier this year. While job growth remains
well below the pace of recent years, stabilization at
a rate consistent with holding the unemployment
rate steady is a welcome development.

... and broadening, which is equally
as important

Just as encouraging is that hiring appears to be
broadening across industries. In 2025, healthcare
accounted for more than 100% of net job gains, with
the sector adding an average of 59k jobs per month
while employment outside healthcare contracted
by roughly 33k per month. By contrast, the
improvement in job growth so far in 2026 has been
driven largely outside the healthcare sector,
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suggesting that firms in a wider range of industries
are regaining confidence to hire after tariffs and
elevated uncertainty weighed on labor demand last
year.

Figure 2: Monthly job gains in healthcare versus
non-healthcare industries, 3M moving average
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To be sure, pockets of weakness remain. Federal
government employment continues to decline, and
job losses in the information sector have intensified.
Still, on balance, the improvement in hiring has been
relatively broad-based.

Figure 3: Monthly job gains in the information sector
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However, the labor market is not yet
a source of inflation pressure

Although the recent pickup in employment has been
reassuring, it has not reached a level that raises
concerns about renewed labor-driven inflation.
Despite April’s +115k payroll gain, the unemployment
rate edged up modestly to 4.34% from 4.26%. That
remains consistent with most Fed officials’
estimates of full employment and has been broadly
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stable through the first four months of 2026.

Figure 4: Unemployment rate
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Wage growth also continues to cool. Average hourly
earnings came in below expectations in April,
extending arecent trend of gradual cooling. The six-
month annualized increase slowed to 3.1%, roughly
back to its pre-pandemic pace and close to what
we view as consistent with the Fed’s 2% inflation
objective.

Figure 5: Average hourly earnings growth
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Finally, last week’s data continued to show
exceptionally low labor market “churn”. Hiring, quits,
and layoffs all remain historically subdued outside
of recession. With churn low, wage growth
moderating, and unemployment steady, the labor
market is unlikely to be a meaningful source of
incremental inflation pressure in the near term,
though that assessment could change later in 2026
if current trends persist.
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Fed to remain on hold as risks
become more “two-sided”

Improving labor market conditions remove one of
the key downside risks facing the Fed, allowing
policymakers to be more patient as they assess how
the dual supply-side shocks from tariffs and higher
energy prices feed through to inflation and real
activity. In our view, it remains premature to
consider rate hikes. The labor market recovery is still
nascent, and meaningful downside risks to growth
remain, including those stemming from the ongoing
conflict with Iran.

That said, the Fed does have an obligation to
increasingly account for “two-sided” risks to its
mandate. Over the past year, policymakers have
operated with an implicit easing bias, viewing rate
cuts to support the labor market as more likely than
hikes to restrain inflation.

Figure 6: Market expectations for changes in the
fed funds rate over the next year
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That bias is beginning to shift. Core PCE inflation has
been stuck near 3% since 2022, and even before the
recent escalation in the Middle East there were
signs inflation pressures were firming early in 2026.
Higher energy prices and renewed supply-chain
disruptions only add to that concern.

Reflecting this change in tone, three of the twelve
voters at the May FOMC meeting dissented against
language that retained an easing bias, arguing
instead for a more neutral policy stance. While it will
likely take time to convince a majority of the
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Committee to adopt fully neutral language, and
even longer still to reopen the door to rate hikes, the
direction of travel is becoming clearer: until inflation
starts to show more durable improvements towards
the Fed’s 2% objective, rate hikes are on hold.

Court strikes down tariff authority
used to replace IEEPA tariffs

Last week, a divided U.S. Court of International
Trade (CIT) ruled that the President unlawfully
invoked Section122 of the Trade Act of 1974 to
impose a temporary 10% universal tariff on most
imports. The court found that the statute permits
emergency tariffs only in response to a “large and
serious balance-of-payments deficit,” and that the
administration failed to meet that requirement,
instead relying on measures such as the goods trade
deficit and the current account balance, which the
court held are not legally equivalent to a
balance-of-payments crisis as Congress intended
when the law was enacted.

It is unlikely that the ruling will materially impact the
tariff picture for importers in the near-term. The
court declined to issue nationwide relief, meaning
the tariffs remain in effect for most importers while
the appeals process plays out.

What it does mean is that the Trump Administration
will need to rely more heavily on the targeted and
legally durable Section 301 tariffs to meet its
objectives going forward. These tariffs have stood
up better to court challenges in the past, but they
require a lengthier investigation before they are
enacted, and are much more narrow in scope.

Energy prices and shelter catch-up to
keep April CPI elevated

April headline CPI inflation is expected to slow from
the oil-shock led March spike but will remain
elevated. PNC expects headline CPI to increase
0.6% m/m and core CPI to rise 0.3% m/m. The main
drivers are higher gasoline prices, firm food prices,
and a temporary catch-up in shelter inflation.

11 May 2026

Figure 7: U.S. retail gasoline prices
$5.50

$5.00
$4.50
$4.00
$3.50
$3.00

$2.50
22 ‘23 24 25 26

Sources: AAA, PNC

Gasoline prices are the largest source of near-term
pressure on headline CPl. AAA’s daily national
average gasoline price rose from $4.08 per gallon on
April 1to $4.39 on April 30 and has moved to around
$4.52 in early May. The April increase is expected to
add roughly 30 bps to headline CPI, while the late-
April and early-May move points to continued
energy pressure in May.

Figure 8: Headline CPI (m/m % chg.)
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Higher energy prices are also contributing to
broader cost pressures, with food prices also
expected firm after declining slightly in March. PNC
expects food CPI to increase 0.2% m/m, adding
roughly 3 bps to headline inflation.

Beyond energy and food, a temporary catch-up in
shelter inflation should support both headline and
core CPI. Shelter CPl is expected to increase around
0.5% m/m, up from 0.3% in March, despite a broader
trend of cooling rent and OER inflation. During the
October 2025 government shutdown, BLS was
unable to collect some shelter data and relied on

Weekly Economic Roundup | 4



PNC Economics Research

carry-forward imputation. As those units return to
the sample in April, the index will effectively capture
some price changes that were missed in October.
This shelter catch-up is expected to add roughly 10
bps to both headline and core CPI.

Figure 9: Core CPI (m/m % chg.)
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Taken together, energy prices and the shelter
catch-up account for roughly 40 bps of headline CPI
inflation, with shelter also adding around 10 bps to
core CPI. Excluding these effects, implied headline
and core inflation would both be closer to 0.2%. That
would be broadly in line with the trends prior to the
oil price shock. Consistent with this, long-run
inflation expectations remain well anchored across
market- and survey-based measures.

Figure 10: Year-ahead inflation expectations
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However, near-term inflation expectations have
moved higher, with year-ahead expectations rising
sharply since the start of the year. Stubbornly high
inflation, rising short-term expectations, and a
stable labor market are likely to push Fed
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communication toward more two-sided language
on the direction of policy.

Retail sales to cool after March jump

The resolve of the consumer to continue spending is
being tested amid modest job growth, slower wage
gains, record low consumer sentiment, rising
gasoline prices, and a great deal of uncertainty
from trade policy and the conflict in the Middle East.
Real consumer spending growth slowed from a 3.5%
annualized pace in the third quarter of 2025 to 1.9%
in the fourth quarter and 1.6% in the first quarter of
2026 - the weakest since the first quarter of last
year.

The slowing growth trend is expected to continue
with retail sales growth — which are not adjusted for
inflation - slipping to 0.5% month-on-month in April,
down sharply from the 1.7% jump in March. The sharp
deceleration in growth is partly due to a notably
smaller increase in gasoline prices in April, a slight
decline in auto sales and base effects with growth
being so strong in March. Retail sales ex auto growth
is projected to slide to 0.6% from 1.9% in March.
Despite the slowdown in monthly growth, overall
retail sales growth from a year ago will accelerate
to 4.7% from 4.0% in March, while annual growth in
retail sales ex auto will climb to 6.0%, up from 5.5%
and the fastest pace since February 2023.

Data preview

Beyond CPI and retail sales, this week’s data will
show how the oil-price shock is filtering into broader
inflation and activity. PPl will indicate whether
higher energy and food costs are adding to
upstream price pressures, while import and export
prices will help gauge the impact of tariffs,
commodity demand, and hyperscaler demand for
imported inputs. Empire State manufacturing and
industrial production will provide more color on real
activity. Al-related capex continues to support
manufacturing activity, but higher gasoline prices,
weaker sentiment, and slowing real income growth
could weigh on aggregate demand.
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Additional charts and tables

Table 1: Data release calendar

Release | Date Time Period PNC Consensus Last actual

Key Releases

Existing Home Sales Mon 5/11 10:00 am Apr 4.105m 4.05m 4.02m*
NFIB Small Business Optimism Tue 5/12 6:00 am Apr -- 96.1 95.8
ADP Weekly Employment Change Tue 5/12 8:15am Sat 4/25 -- -- 39.250k
CPIM/M Tue 5/12 8:30 am Apr 0.6% 0.6% 0.9%
Core CPIM/M Tue 5/12 8:30 am Apr 0.3% 0.3% 0.2%
Core CPI Index SA Tue 5/12 8:30 am Apr -- 335.4 334.2
Federal Budget Balance Tue 5/12 2:00 pm Apr - $220.0b -$164.1b
MBA Mortgage Applications Wed 5/13 7:00 am Fri5/8 -- -- -4.4%
PPI Final Demand M/M Wed 5/13 8:30 am Apr 0.5% 0.5% 0.5%
Import Price Index M/M Thu 5/14 8:30 am Apr -- 1.0% 0.8%
Export Price Index M/M Thu 5/14 8:30 am Apr -- 1.1% 1.6%
Initial Jobless Claims Thu 5/14 8:30 am Sat 5/9 208k 205k 200k
Continuing Claims Thu 5/14 8:30 am Sat 5/2 -- 1780k 1766k
Retail Sales Advance M/M Thu 5/14 8:30 am Apr 0.5% 0.5% 1.7%
Retail Sales Control Group Thu 5/14 8:30 am Apr -- 0.4% 0.7%
Business Inventories Thu 5/14 10:00 am Mar 0.2% 0.9% 0.4%
Empire Manufacturing Fri 5/15 8:30 am May 9.0 7.5 1.0
Industrial Production M/M Fri 5/15 9:15 am Apr 0.2% 0% -0.5%
Manufacturing (SIC) Production Fri 5/15 9:15am Apr -- 0.2% -0.1%
Capacity Utilization Fri 5/15 9:15 am Apr 75.7 75.8% 75.7%

Source: Bloomberg, PNC
*Released prior to publication

Existing Home Sales
. Existing home sales are expected to increase slightly in April despite higher mortgage rates but remain historically low.

CPIM/M
e  Overall CPI growth will slow in April but remain elevated amid a further increase in gas prices, rising food prices and the correction of

the understated level of shelter costs as a result of the government shutdown.

PPI Final Demand M/M
. Producer price growth will remain elevated in April on rising energy and food prices.
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Initial Jobless Claims
. Initial jobless claims will increase but remain low, signaling no meaningful pickup in layoffs.

Retail Sales Advance M/M
. Overall retail sales growth will moderate substantially in April amid a smaller increase in gas prices, a slight decline in auto sales and

base effects but remain solid.

Business Inventories
° Business inventories will rise in March but at a much slower pace than in February.

Empire Manufacturing
° Manufacturing in the New York region will expand further in May but at a slower pace.

Industrial Production
. Industrial production growth will hold steady in April amid continued growth in the ISM Manufacturing Index.

Capacity Utilization
e  The capacity utilization rate will remain unchanged in April on steady industrial production growth.
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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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