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= Oil prices fell back below $100 per barrel over the weekend amid reports of a

tentative agreement to reopen the Strait of Hormuz, though any formal deal
will take time to finalize. Even so, prices are likely to remain elevated, with
December 2026 futures still roughly 20% above pre-conflict levels.

Jay Hawkins
jay.hawkins@pnc.com

Ershang Liang
ershang.liang@pnc.com
* Minutes from the April FOMC meeting were clearly hawkish. Participants

noted that elevated inflation “could necessitate maintaining the current Brian LeBlanc
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policy stance for longer than previously anticipated,” with a majority even

highlighting that "some policy firming would likely become appropriate if Rayhan Momin

inflation were to continue to run persistently above 2 percent". rayhan.momin@pnc.com

* That said, we agree with Fed Governor Waller’s characterization last week !sfcr quir
that “at this point [hiking rates] is premature,” and will depend on how long ~ 'Sfarmunir@pnc.com
the conflict persists and the degree of passthrough of higher oil prices into
core inflation. We expect the Fed to signal an extended pause at the June
meeting, with risks skewed towards hikes rather than cuts.
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= This week’s data calendar is packed and should provide a clearer read on
second-quarter growth. Thursday’s personal income and spending report will
be a focal point, where we expect core PCE to rise 0.25% month-over-month,
bringing annual inflation to 3.3%.
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Oil prices decline on progress toward
Hormuz reopening

Crude oil prices fell back below $100 per barrel over
the weekend on reports that both Iran and the U.S.
have agreed in principle to terms that would reopen
the Strait of Hormuz. Under the proposed
framework, shipping would resume during an
approximately 60-day period of negotiations, while
broader discussions continue around sanctions
relief and Iran’s nuclear program.

Figure 1: Brent crude oil price ($/bbl)
150
130
10
90

70

50 T T T T
22 '23 24 '25 '26
e—— st Brent Contract = == == Current Levels

Sources: Bloomberg, PNC

As we have noted previously, the U.S. economy can
likely absorb oil prices around $100 per barrel with
only a modest drag on growth. Recession risks rise
more sharply, however, once crude moves above
$130 per barrel, a threshold we have thus far
avoided. Even if the Strait reopens in the coming
weeks, oil prices are likely to remain elevated
through late 2026 and into 2027, weighing on growth
and adding to inflationary pressures.

Movements in crude oil have been the dominant
driver of market-based inflation and rate
expectations since the conflict began. The decline in
oil prices over the weekend has pushed one-year-
ahead inflation swaps back towards 3%. At the
same time, market-implied odds of a rate hike by
year-end fell over the weekend, declining from 97%
to 75%.

Put differently, markets remain primarily focused on
the inflationary fallout from the conflict rather than
the potential drag on growth. We think that is the
right take. Growth has held up well three months

26 May 2026

into the war, and the labor market appears to have
stabilized (and may even be reaccelerating).

Figure 2: Brent crude oil price vs. expected changes
in the fed funds rate by December 2026
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The key question now is the extent to which higher
energy costs pass through into core inflation, which
will continue to depend on the path of oil prices from
here. Until there is a more durable resolution to the
conflict and a clear path towards normalizing flows
through the Strait of Hormuz, both inflation and Fed
policy expectations are likely to remain fluid and
volatile.

Fed signals pause, risk of hikes if
inflation persists

The minutes to the Aprii FOMC meeting were
hawkish, showing clearly the Fed’s focus is shifting
to control inflation and inflation expectations.
FOMC participants generally agreed that continued
elevated inflation “could necessitate maintaining
the current policy stance for longer than previously
anticipated”, and a majority noted that “some policy
firming would likely become appropriate if inflation
were to continue to run persistently above 2
percent.”

While it’s clear the Fed is concerned about inflation
and is taking the possibility of rate hikes seriously,
we agree with Governor Waller’s characterization
that considering them now would be “premature.”

Building a consensus at the Fed around restarting
rate hikes will take time. The Fed will either need to
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see sustained evidence that inflation s
reaccelerating above and beyond what might be
expected from higher energy costs, or it will need to
see convincing evidence that inflation expectations
are becoming unanchored. It’'s not impossible, but
it’s difficult to see that happening before the fourth
quarter of this year, by which point the bulk of the
tariff and oil-related inflation pressures should be
fading.

Figure 3: Market expectations for changes in the
fed funds rate over the next year
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Data calendar packed this week

The data calendar this week is packed and should
provide a clearer read on how growth is trending in
Q2. The key release will be Thursday’s Personal
Income and Outlays report for April, which includes
the Fed’s preferred inflation metric as well as early-
quarter signals on income and spending.

Given the April CPl and PPI prints, we expect core
PCE to have increased around 0.25% in April. That
would bring the year-over-year growth rate to 3.3%,
the fastest pace since 2024.

Goods inflation has been the primary driver of the
recent firming in inflation, which we largely view as
a tariff story. Our modeling suggests that this tariff-
driven impulse should begin to fade in the coming
months. However, much of that relief is likely to be
offset by the pass-through from higher oil and
energy prices into core PCE. As a result, we expect
inflation to remain near 3% through the remainder
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of 2026, broadly in line with the pace seen over the
past three years.

Figure 4: Annualized Core PCE Inflation
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Figure 5: Core PCE Goods Inflation, YoY
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Beyond consumer spending, this week also brings
April data on durable goods orders, new home sales,
trade, and inventories. Taken together, these
releases should provide a more complete picture of
underlying momentum. At this stage, we expect Q2
growth just above 2%, roughly in line with trend.

Lastly, we will be watching Thursday’s weekly
jobless claims and ADP’s employment index for any
signs that the labor market continues to firm,
particularly given recent indications of stabilization
and potential reacceleration.
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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 Tue 5/26 8:30 am Apr -- -0.03 0.14*
Philadelphia Fed Non-Manuf. Activity Tue 5/26 8:30 am May -- -13.0 -23.6*
FHFA House Price Index M/M Tue 5/26 9:00 am Mar -- 0.1% 0.1%*
S&P Cotality CS 20-City M/M SA Tue 5/26 9:00 am Mar -- -0.1% -0.16%*
Conf. Board Consumer Confidence Tue 5/26 10:00 am May -- 92.0 93.1*
Dallas Fed Manf. Activity Tue 5/26 10:30 am May -- 0.0 0.4*
MBA Mortgage Applications Wed 5/27 7:00 am Fri5/22 -- -- -2.3%
ADP Weekly Employment Change Wed 5/27 8:15am Sat 5/9 -- -- 42.250k
Richmond Fed Manufact. Index Wed 5/27 10:00 am May -- 4.0 3.0
Richmond Fed Business Conditions Wed 5/27 10:00 am May -- -- -6.0
Dallas Fed Services Activity Wed 5/27 10:30 am May -- -- -9.9
Personal Income Thu 5/28 8:30 am Apr 0.4% 0.4% 0.6%
Personal Spending Thu 5/28 8:30 am Apr 0.5% 0.5% 0.9%
Real Personal Spending Thu 5/28 8:30 am Apr -- 0.1% 0.2%
PCE Price Index M/M Thu 5/28 8:30 am Apr -- 0.5% 0.7%
Core PCE Price Index M/M Thu 5/28 8:30 am Apr -- 0.3% 0.3%
Initial Jobless Claims Thu 5/28 8:30 am Sat 5/23 212k 21k 209k
Continuing Claims Thu 5/28 8:30 am Sat 5/16 -- 1781k 1782k
Durable Goods Orders Thu 5/28 8:30 am Apr P 2.4% 3.9% 0.8%
GDP Annualized Q/Q Thu 5/28 8:30 am 1QS 2.2% 2.0% 2.0%
New Home Sales Thu 5/28 10:00 am Apr 665k 660k 682k
Advance Goods Trade Balance Fri5/29 8:30 am Apr -$88.7b -$86.5b -$87.9b
Advance Goods Imports M/M SA Fri5/29 8:30 am Apr -- -- 3.3%
Advance Goods Exports M/M SA Fri 5/29 8:30 am Apr -- -- 2.5%
Retail Inventories M/M Fri5/29 8:30 am Apr -- 0.4% 0.7%
Wholesale Inventories M/M Fri5/29 8:30 am Apr P -- 0.8% 1.3%
MNI Chicago PMI Fri 5/29 9:45 am May -- 50.5 49.2

Source: Bloomberg, PNC
*Released prior to publication
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Conf. Board Consumer Confidence
° Consumer confidence is expected to slip in May amid the ongoing conflict in the Middle East and elevated gas prices.

Personal Income
. Personal income growth is forecast to moderate in April but remain solid.

Personal Spending
. Consumer spending growth is projected to slow but remain strong on solid income growth.

Initial Jobless Claims
. Initial jobless claims are expected to rise slightly but remain range bound at a low level.

Durable Goods Orders
. Durable goods orders are expected to surge in April on an increase in Boeing airplane orders to 136 from 33 in March.

GDP Annuadlized Q/Q
. First quarter GDP growth is forecast to be revised slightly higher, primarily due to an upward revision to consumer spending.

New Home Sales
. New home sales are forecast to decline in April amid ongoing uncertainty and higher mortgage rates.

Advance Goods Trade Balance
e The goods trade deficit is projected to widen slightly as import growth exceeds export 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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