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Headlines Gus Faucher

augustine.faucher@pnc.com
»= Oil prices are hovering around $100/bbl as the war with Iran continues.
Prices will likely increase by roughly $15/bbl each week the conflict drags on,  Jay Hawkins
with retail gas prices likely breaching $4 per gallon by the end of March. This  jay.-hawkins@pnc.com

should shave roughly $100 billion from consumer spending in 2026.
Stuart Hoffman

. . . stuart.hoffman@pnc.com
= At what point do we start to worry about recession? Our analysis suggests P

recession risk associated with oil prices remains low below $130 per barrel,
but begins to ramp up rapidly beyond that point. Recession odds would
exceed 50% if oil prices reach $160 per barrel, a level that would be reached
sometime in April if current price trends persist. Brian LeBlanc
brian.leblanc@pnc.com

Ershang Liang
ershang.liang@pnc.com

* The Iran conflict complicated an already difficult policy backdrop at last _
week’s FOMC meeting. The Fed held the fund funds rate at 3.50% - 3.75% Rayhan Momin
with one dissent, offered little direct guidance on the conflict, and rayhan.momin@pne.com

emphasized that inflation remains above target amid subdued job growth. Isfar Munir

isfar.munir@pnc.com
*= Chair Powell stressed that energy and tariff shocks are harder to look

through after years of above-target inflation, even as higher oil prices Kurt Rankin
function as a tax on growth. Rates sold off sharply despite limited changes kurt.rankin@pnc.com
to the Summary of Economic Projections (SEP) with markets pricing in no

rate cuts in 2026 and even pricing in the possibility of a hike.

*  While we think it is unlikely the Fed will hike rates in the current environment,

the inflation picture will likely prevent the Fed from resuming rate cuts
anytime soon. We expect the Fed to remain on hold for the time being.
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At what oil price should we start
worrying about recession?

As of this writing, Brent crude oil prices are hovering
near $100 per barrel, an increase of more than $35
per barrel since the start of the year. While elevated,
current prices remain below the levels reached
during several past episodes, including the initial
Russian invasion of Ukraine in 2022, as well as the
2011-2014 period, when oil prices averaged near
current levels for almost three years.

Notably, neither of these episodes resulted in
recession, which is notable given that, in
inflation-adjusted terms, oil prices were even higher
than they are today. At the same time, the U.S.
economy was more reliont on energy, with
households devoting a larger share of income to
gasoline than they do now.

To create a more apples-to-apples comparison
between past oil price episodes and the current
environment, we adjust historical Brent crude prices
for both inflation and changes in the U.S. economy’s
sensitivity to energy price shocks, proxied by the
ratio of gasoline spending to income.

Figure 1: Gasoline expenditure as a share of income
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The results are telling. First, $130 per barrel emerges
as a clear tipping point, above which recession risk
rises meaningfully. Second, periods of recession
tend to coincide with oil prices that accelerate
sharply beyond this threshold, rather than merely
approach it. Third, even very high oil prices are not,
on their own, a sufficient condition for recession, as
evidenced by the 2011-2014 period, when oil prices
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remained elevated for an extended stretch but the
U.S. economy avoided recession.

Figure 2: Brent crude oil prices adjusted for inflation
and trend ratio of gasoline spending-to-incomes
210
190
170
150
130
110
920
70
50
30
10

'75 '78 '81 '84 '87 '90 '93 '96 '99 '02 '05 '08 "1 "4 "7 '20 '23 '26
Source: Bloomberg, PNC

To quantify recession risk further, we plug this
adjusted oil price series into a simple
six-month-ahead recession probability model. As
prior literature has noted, oil price shocks tend to
have a highly nonlinear impact on the U.S. economy.
To proxy for this nonlinearity, we include a squared
oil price term, which is both statistically significant
and materially improves the fit of the model.

Figure 3: Estimated recession probability as a
function of oil prices
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The results are clear: recession risk associated with
oil prices remains low below $130 per barrel, but
begins to ramp up rapidly beyond that. Recession
odds would exceed 50% if oil prices reach $160 per
barrel, a level that would be reached sometime in
April if current price trends persist.
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Iran conflict puts the Fed in a tough
position

The Iran conflict adds a new layer of complexity to
an already difficult policy environment, a tension
that was on full display at last week’s FOMC
meeting. As widely expected, the Committee left
the federal funds rate unchanged at 3.50%-3.75%,
with a single dissent from Governor Miran in favor of
a 25bp cut. The post-meeting statement offered
little direct guidance on the conflict, noting only that
developments in the Middle East add uncertainty to
the outlook, while reiterating that inflation remains
above target and job growth has been subdued in
recent months.

That uncertainty dominated Chair Powell’s press
conference. Powell repeatedly emphasized that
while energy and tariff shocks are typically events
the Fed would look through, doing so is more
challenging after five years of inflation running
above the 2% target. He underscored that the
Committee has yet to see sufficient progress in
goods inflation to confidently declare recent price
pressures from tariffs a one-time level shift, and
suggested that policymakers need clearer evidence
that inflation is moving sustainably toward 2%
before adjusting policy. At the same time, Powell
acknowledged that higher oil prices ultimately act
as a tax on the economy, weighing on growth even
as they lift near-term inflation - leaving the Fed in a
difficult position as it balances the two sides of its
mandate of stable prices (2% inflation) and
maximum employment.

The Summary of Economic Projections (SEP)
reflected this tension. While the median dots were
little changed, continuing to show one 25bp cut this
year and another in 2027, participants modestly
revised up their inflation forecasts and marked a
notable shift in the balance of risks to growth, which
moved decisively toward the downside. In our view,
that shift is best interpreted as an acknowledgment
that the energy shock complicates the near-term
inflation outlook but is ultimately a negative for
activity — suggesting cuts may be delayed, but not
necessarily abandoned.
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Figure 4: SEP - median real GDP (y/y, % chg.)
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Note: Real GDP growth computed Q4/Q4.

Figure 5: SEP - median unemployment rate (%)
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Figure 6: SEP - headline PCE inflation (y/y %, chg.)
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Note: Inflation computed Q4/Q4.

Rates sold off sharply throughout the week as
investors reassessed the path of policy in light of
higher energy prices and heightened geopolitical
risk. Futures pricing is not only pricing in no fed funds
rate cuts in 2026, but is now pricing in nearly a full
rate hike. Though we agree that recent trends in
inflation and the Iran conflict make it less likely that
the Fed will resume cutting in 2026, this repricing
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appears disproportionate to the Fed’s cautious and
non-committal messaging. For now, we think that it
is very unlikely the Fed will hike rates this year unless
it appears that inflation expectations are beginning
to become unanchored, which has not yet been the
case.

Figure 7: SEP - median fed funds rate at end of year
(midpoint)
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Data preview

The data calendar this week remains light, with
attention likely focused squarely on developments
in the conflict with Iran. Several regional Fed PMls
will be released, offering insight into manufacturing
sentiment in March.

Perhaps more interesting will be Fed speak, as
markets look for greater clarity on the policy outlook
following last week’s FOMC meeting and the end of
the communications blackout. Fed Governors Barr,
Miran, Cook, and Jefferson are scheduled to speak
this week, alongside regional Fed Presidents
Goolsbee, Daly, and Paulson.
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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 3/23 8:30 am Feb -- 0.16 0.18
Construction Spending M/M Mon 3/23 10:00 am Jan -0.1% 0.1% 0.3%
ADP Weekly Employment Change Tue 3/24 8:15am Sat 3/7 -- -- 9.000k
Philadelphia Fed Non-Manuf. Activity Tue 3/24 8:30 am Mar -- -15.7 -17.3
Nonfarm Productivity Tue 3/24 8:30 am 4QF 2.2% 1.8% 2.8%
Unit Labor Costs Tue 3/24 8:30 am 4QF 3.4% 3.7% 2.8%
S&P Global US Manufacturing PMI Tue 3/24 9:45 am Mar P -- 51.3 51.6
S&P Global US Services PMI Tue 3/24 9:45 am Mar P -- 52 51.7
S&P Global US Composite PMI Tue 3/24 9:45 am Mar P -- -- 51.9
Richmond Fed Manufact. Index Tue 3/24 10:00 am Mar -- -8 -10
Richmond Fed Business Conditions Tue 3/24 10:00 am Mar -- - -10
MBA Mortgage Applications Wed 3/25 7:00 am Fri 3/20 -- -- -10.9%
Import Price Index M/M Wed 3/25 8:30 am Feb 0.3% 0.6% 0.2%
Export Price Index M/M Wed 3/25 8:30 am Feb 0.4% 0.6% 0.6%
Current Account Balance Wed 3/25 8:30 am 4Q -- -$207.0b -$226.4b
Initial Jobless Claims Thu 3/26 8:30 am Sat 3/21 212k 210k 205k
Continuing Claims Thu 3/26 8:30 am Sat 3/14 -- 1848k 1857k
Kansas City Fed Manf. Activity Thu 3/26 11:00 am Mar -- 3 5

U. of Mich. Sentiment Fri3/27 10:00 am Mar F 52 54 555
Kansas City Fed Services Activity Fri3/27 11:00 am Mar -- -- 6

Source: Bloomberg, PNC

Construction Spending M/M
. -0.1%. Cold weather held down construction activity in January.

Nonfarm Productivity
° 2.2%. Nonfarm productivity will be revised down after Q4 real GDP growth was revised lower.

Unit Labor Costs
° 3.4%. Unit labor costs will be revised up following downward revisions to real GDP and productivity.

Import Price Index M/M
. 0.3%. Import price growth to accelerate slightly on higher energy and food prices.
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Export Price Index M/M
° 0.4%. Export price growth to moderate but remain elevated due to higher energy and food prices.

Initial Jobless Claims
. 212k. Initial jobless claims will edge higher but remain range bound.

Consumer Sentiment
. 52.0. The spike in gasoline prices since the start of the conflict in the Middle East depresses consumer sentiment even further.
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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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