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* The Supreme Court struck down tariffs imposed under IEEPA, eliminating the
Administration’s most flexible tariff authority. These tariffs generated over Jay Hawkins
half of the incremental tariff revenue raised over the past year. However, jay.hawkins@pnc.com

the Court did not address refunding the duties collected under IEEPA.
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temporary) 15% tariff that by our estimate should replace around 70% of the
lost tariff revenue from IEEPA. In the interim, the Trump Administration is
expected to pursue more permanent and legally durable sectoral tariffs,
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which it has signaled would keep the effective tariff rate close to current Brian LeBlanc
levels once the 150-day temporary measures expire. brian.leblanc@pnc.com
» |mportantly, the newly issued tariffs do not appear to close the substantial Rayhan Momin

carveouts and exemptions that have lessened the blow of tariffs over the rayhan.momin@pne.com

past year. Nearly 60 percent of all goods imports into the U.S. are still exempt
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from paying tariffs. That doesn’t appear to be changing anytime soon.
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= OQutside of tariffs, 2025Q4 real GDP undershot expectations at 1.4% growth, Kurt Rankin
but the underlying details were more constructive. The record-long kurt.rankin@pnc.com
government shutdown shaved 1.1pp off growth — a drag that should fully
reverse in 26Q1 - while “core” GDP growth remained solid at 2.4%, consistent
with recent trends.

» Core PCE inflation ended 2025 around where it began the year at 3.0% y/y -
still above the Fed’s 2% target. Inflation picked up in late 2025 as tariff-
driven goods inflation offset progress from gradual disinflation in services.
CPl inflation is slower than PCE inflation due to compositional differences,
and the latter is the Fed’s preferred measure.

*  January FOMC minutes reinforced our view that the Fed is in no hurry to cut
rates. With the labor market showing clearer signs of improvement and
policymakers unwilling to declare an early victory on inflation, we expect
the Fed to remain on hold through the first half of the year.
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SCOTUS strikes down IEEPA tariffs,
mostly replaced with alternatives

As widely expected, the Supreme Court ruled
against  tariffs the Trump  Administration
implemented under the International Emergency
Economic Powers Act (IEEPA), which accounted for
more than one-half of the incremental tariff
revenue raised over the past year. The ruling was
clear and unambiguous, taking away the most
flexible authority the President has leveraged to
implement his wide-reaching trade policy agenda.

Figure 1: Tariff revenue raised since President
Trump took office*
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In response, the Trump Administration moved
quickly to replace the lost tariffs by imposing a
temporary global tariff under Section 122 authority,
initially at 10% and subsequently raised to 15%.
Section 122 tariffs can remain in place for up to 150
days unless extended by Congress, with the current
measure scheduled to expire in late July.

In the interim, the Trump Administration is expected
to pursue more permanent and legally durable
sectoral tariffs, which it has signaled would keep the
effective tariff rate close to its current levels once
the 150-day temporary measures expire. This
transition, however, will take time. Absent the use of
IEEPA, new tariff actions require a formal
investigative process that can take 6 - 12 months.

From a macroeconomic perspective, however, the
net impact appears limited. The replacement tariffs
are likely to reduce the overall effective tariff rate
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only modestly, implying little change to the
expected effects on GDP and inflation. Though we
expect the effects of these tariffs to linger through
2026, the bulk of the impact is now in the rearview
mirror. Our expectation is that passthrough of tariffs
into consumer goods prices will continue through Q1
but begin to fade thereafter.

Figure 2: Effective tariff rate largely unchanged
after replacing IEEPA with Section 122 tariffs
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Figure 3: Change in statutory tariff rates for key
trading partners
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Importantly, the new Section 122 tariffs do not
appear to close any of the carveouts, exceptions,
and loopholes that have kept the effective tariff
rate substantially lower than the statutory rate.
Roughly 60% of goods entering the United States do
so completely duty-free, and there is nothing in the
Section 122 announcement suggestion that this
share will decline meaningfully. As a result, the
effective tariff increase facing the economy
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remains substantially smaller than headline policy
changes might imply.

Figure 4: Nearly 60% of all imports are exempt from
tariffs
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We therefore do not expect meaningful changes to
our near-term growth or inflation forecasts
stemming directly from the ruling or its replacement
policies. That said, policy uncertainty remains an
important economic channel. The temporary nature
of the Section 122 tariffs and the prospect of future
sector-specific measures create incentives for firms
to delay investment decisions or adjust supply
chains cautiously while awaiting greater clarity.
Trade policy volatility may therefore weigh
modestly on business sentiment even if the direct
macroeconomic effects remain limited.

Figure 5: Estimated impact of tariffs on core CPI
inflation (percentage points)
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Looking ahead, we see some upside risk to tariffs.
President Trump has shown increasing reluctance in
recent months to follow through on tariff threats, as
affordability has become a central campaign issue.
The decision not to close existing carveouts or
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exemptions in the latest round of tariffs suggests a
degree of comfort with current tariff levels and a
preference to avoid further escalation.

More broadly, tariffs remain a core policy instrument
of the Administration, but much of the
macroeconomic adjustment associated with higher
tariffs now appears to be behind us. The loss of
IEEPA authority further constrains the
Administration’s ability to implement large, rapid
tariff increases in the near term, pointing to a period
of relative policy stability while policymakers
develop more durable, longer-term measures.

While the Supreme Court decision struck down
IEEPA tariffs, it did not rule on refunds to already
collected revenue. The issue was sent back to lower
courts to judicate. We estimate the potential refund
pool to total around $175bn. The scope, timing, and
mechanism of any potential refund is unclear. While
prediction markets expect courts to order tariff
refunds before July 2026, any such process would be
protracted with risk of partial repayment.

Shutdown dragged down growth in
25Q4, will bounce back in 26Q1

Last week’s advance GDP report showed real GDP
growing at a 1.4% annualized pace in the fourth
quarter, undershooting expectations but reflecting
a significant drag from the federal government
shutdown in October and November. Federal
government expenditures fell at a 16.6% annualized
rate, subtracting 1.1 percentage points from growth,
as households and businesses were unable to
access normal government services during the
record-long shutdown, which spanned more than
one-third of the quarter.

Stripping out that temporary distortion, underlying
growth remained solid. Consumer spending growth
decelerated modestly from the third quarter but
stayed healthy, particularly when viewed against
still-favorable income and labor market trends.
Business investment was a clear bright spot, with
capital expenditures rising strongly, driven in part by
continued Al-related spending, a consistent source
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of support throughout 2025. Residential investment
contracted again in the fourth quarter, but the pace
of decline moderated meaningfully compared with
earlier in 2025, suggesting the housing drag is
easing.

Figure 6: Contributions to 25Q4 real GDP growth
(percentage points)
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A clearer picture of underlying momentum comes
from “core” real GDP - final sales to private
domestic purchasers — which grew at a robust 2.4%
annualized pace in the fourth quarter. This measure
excludes trade, inventories, and government
spending, all of which have been unusually volatile
in recent quarters amid large swings in trade policy
and the shutdown. As such, it provides a better
gauge of domestic demand, and it remains firmly
consistent with growth somewhat above the
economy’s long-term trend.

Figure 7: Real GDP growth (y/y, % chg.)
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For the year as a whole, the economy expanded by
2.2% in 2025, modestly below the 2.4% pace in 2024
but still a healthy outcome, particularly given that
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net job growth has been minimal over the past year.
Looking ahead, we expect the shutdown-related
drag to reverse fully in the first quarter of 2026,
providing a meaningful mechanical boost to
headline growth. In addition, fiscal spending under
OBBBA should help keep growth firm through the
first half of the year. Taken together, these
dynamics support our expectation for growth near —
or slightly above — 2% over the course of 2026.

Core inflation made no progress in
2025 due to tariffs

Core PCE inflation picked up late in 2025, ending the
year around where it began with tariff-driven goods
inflation  offsetting progress from gradual
disinflation in services. In December, both the
headline and core PCE (excluding food and energy)
personal consumption expenditures price indices
rose 0.4% over the month, up from 0.2% for both
measures in November. On a 12-month basis, core
PCE inflation moved up to 3.0% in December from
2.8% in November, while headline PCE edged up to
2.9% from 2.8%, leaving inflation above the Fed’s 2%
objective and slightly firmer than it was in Spring
2025.

Figure 8: Core PCE inflation (y/y, % chg.)
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The composition matters. Goods prices, which were
still declining on a year-ago basis as recently as April
2025, were up 1.7% year-over-year by December. We
think tariffs have been an important contributor, as
firms pass higher costs through to consumer prices.
Services inflation has continued to cool gradually on
a year-ago basis, but it remains above its pre-
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pandemic pace, suggesting that underlying services
disinflation is still progressing only slowly.

Core PCE has also been running firmer than core CPI.
We view that gap primarily as an index-composition
issue rather than a signal that inflation dynamics
have fundamentally split. Shelter carries a larger
weight in the CPI than in PCE price index, so cooling
in rents and the cost of homeownership tends to pull
CPI down more than the PCE measure. At the same
time, categories that matter more in PCE inflation
can keep it looking firmer even when CPI
moderates, and differences in coverage and source
data can create temporary month-to-month
wedges between the two series. In other words, a
softer CPI print does not automatically imply that
PCE inflation is cooling by the same amount.

Figure 9: Goods PCE inflation (y/y, % chg.)
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Figure 10: Core services ex. shelter PCE inflation
(y/y, % chg.)
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Looking ahead, we expect inflation to cool again in
the Spring as the most acute tariff-related price
effects fade. But given core inflation’s current level
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and recent re-acceleration, the FOMC is likely to
remain on hold in the near term, with scope for rate
cuts only later in 2026 if inflation resumes a clearer
downward path.

January FOMC minutes showed
broad consensus, hawkish tilt

Minutes from the January FOMC meeting, released
Wednesday, showed that “almost all” participants
favored pausing rate cuts, with only “a couple”
supporting an immediate reduction in the policy
rate. The discussion underscored a Committee that
has grown more comfortable with the labor market
outlook and less concerned about near-term
downside risks.

Notably, most participants viewed labor market
conditions as stabilizing — a conclusion reached
before the release of the January employment
report. That report subsequently showed nonfarm
payrolls rising by 130k, with private-sector
employment up a stronger 170k. In light of that data,
confidence in labor market stability has likely
increased further, reducing the case for near-term
rate cuts aimed at supporting employment.

Oninflation, participants generally judged the risk of
inflation remaining persistently above the 2% target
(PCE price index) as meaningful. While there was
broad agreement that the impact of tariffs on core
goods prices should begin to fade over the course of
the year, many cautioned that progress toward the
Committee’s inflation objective could be slower and
more uneven than previously anticipated.

Policy discussions reflected this tension. Several
participants continued to view additional easing as
appropriate if inflation declined in line with their
expectations. However, a smaller — but notable —
group argued that holding rates steady “for some
time” would be appropriate, with some emphasizing
the need for clearer evidence of sustained
disinflation before endorsing further cuts. In a more
hawkish signal, several participants also wanted to
retain optionality around future rate hikes should
inflation remain elevated. Ultimately, that language

Weekly Economic Roundup | 5



PNC Economics Research

was not included in the statement, which instead
reiterated that policy decisions would depend on
incoming data and potential “additional
adjustments.”

Overall, the minutes struck a hawkish tone.
Participants appeared increasingly comfortable
with the labor market outlook, even before the
strong January jobs report, while concern about
achieving the 2% inflation target has become more
prominent. Taken together, the discussion
reinforces our view that the Fed will hold rates
steady through the first half of the year, with scope
for two rate cuts later in 2026 once confidence
grows that disinflation is firmly back on track.

Some respite after an eventful week

The data calendar for this week is light, while we
parse further communication from the White House
on tariffs. We expect Friday’s producer price index
(PPI) report to show a 0.2% m/m rise in January PPI
final demand and a 0.3% m/m increase in core PPI
(ex. food & energy), with lower gasoline prices
helping restrain the headline while underlying cost
pressures remain steady.

Earlier releases in the week cover activity and
sentiment. We expect factory orders to fall 0.7%
m/m in December and Conference Board consumer
confidence to edge up to 87.0 in February, while
initial jobless claims are forecasted at 215k,
consistent with claims remaining range bound.

The week also includes home price updates (FHFA
and Case-Shiller) and construction spending, which
we forecast at +0.1% m/m for December.
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Additional charts and tables

Table 1: Data release calendar

Release | Date Time Period PNC Consensus Last actual

Key Releases

Chicago Fed Nat Activity Index* Mon 2/23 8:30 am Jan -- -- 0.18
Factory Orders* Mon 2/23 10:00 am Dec -0.7% -0.7% -0.7%
Dallas Fed Manf. Activity* Mon 2/23 10:30 am Feb -- -- 0.2
ADP Weekly Employment Change Tue 2/24 8:15 am Sat 2/7 -- -- 10.250k
:Zitlic\nlijlphic Fed Non-Manufacturing Tue 2/24 8:30 am Feb N _ 42
FHFA House Price Index M/M Tue 2/24 9:00 am Dec -- 0.30% 0.60%
S&P Cotality CS 20-City M/M SA Tue 2/24 9:00 am Dec -- 0.30% 0.47%
Richmond Fed Manufact. Index Tue 2/24 10:00 am Feb - -8 -6
Richmond Fed Business Conditions Tue 2/24 10:00 am Feb -- -- -6
Conf. Board Consumer Confidence Tue 2/24 10:00 am Feb 87.0 87.0 84.5
Dallas Fed Services Activity Tue 2/24 10:30 am Feb -- -- 2.7
MBA Mortgage Applications Wed 2/25 7:00 am Fri2/20 -- -- 2.80%
Initial Jobless Claims Thu 2/26 8:30 am Sat 2/21 215k 216k 206k
Continuing Claims Thu 2/26 8:30 am Sat 2/14 -- 1855k 1869k
Kansas City Fed Manf. Activity Thu 2/26 11:00 am Feb -- -- 0
PPI Final Demand M/M Fri2/27 8:30 am Jan 0.20% 0.30% 0.50%
PPl Ex Food and Energy M/M Fri2/27 8:30 am Jan 0.30% 0.30% 0.70%
MNI Chicago PMI Fri2/27 9:45 am Feb -- 52.2 54
Construction Spending M/M Fri2/27 10:00 am Dec 0.10% 0.20% --
Kansas City Fed Services Activity Fri2/27 11:00 am Feb -- -- 2

Source: Bloomberg, PNC
*Released today.

Weekly Economic Roundup | 7



PNC Economics Research 23 February 2026

Factory Orders
. -0.7%. Big drop in civilian aircraft orders accounts for the decline.

Conf. Board Consumer Confidence
. 87.0. A small rise is expected but still a depressed mind set. Consumers are spending solidly despite downbeat confidence.

Initial Jobless Claims
. 215k. Claims rise but remain range bound thus far in 2026 and close to the same levels a year ago.

PPI Final Demand M/M
° 0.2%. Lower gasoline prices knock 0.1 ppt off the increase.

PPl Ex Food and Energy M/M
° 0.3%. Core prices rise at the same pace as in the past year.

Construction Spending M/M
. 0.1%. Construction spending growth is expected to moderate but remain positive.
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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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