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Headlines   

 The United States and Israel conducted coordinated strikes on Iran over the 

weekend that killed Iran’s Supreme Leader, prompting a broader Iranian 

retaliation that has significantly disrupted oil tanker traffic through the Strait 

of Hormuz – a narrow passageway responsible for roughly 20% of global 

seaborne oil shipments.  

 

 The economic consequences of the conflict will depend mostly on what 

happens to oil prices from here, which is largely a function of how much – 

and for how long – trade through the Strait of Hormuz is disrupted. If oil 

prices stay near current levels, we’d expect minimal impact on the outlook. 

 

 The situation remains highly fluid and uncertain, and we believe the most 

useful way to frame potential economic impacts is by considering a worst-

case outcome in which trade through the Strait is disrupted for several 

months, pushing Brent crude oil prices above $100/bbl for a sustained 

period. This is not our base case, but it helps bound the range of potential 

outcomes. 

 

 If crude oil prices were to rise above $100 per barrel for several months – as 

occurred following Russia’s invasion of Ukraine – we would expect real GDP 

growth to slow by roughly 0.4 percentage point and for headline CPI 

inflation to increase by about 0.5 percentage point in 2026. 

 While such an outcome would have a meaningful impact, it would likely fall 

well short of what would be required to push the economy into recession. 

Continued geopolitical and policy uncertainty remains a significant risk, 

however, and one of the key sources of downside risk to the outlook. 

Table 1: Hypothetical impact of a prolonged disruption in the Strait of Hormuz  

 

 

 

Indicator 
Peak Oil Prices 

($/bbl) 

‘26 Real GDP 

(Q4/Q4) 

‘26 Headline CPI 

(Q4/Q4) 

‘26 Unemployment 

Rate (Q4) 

Baseline Scenario $72 2.2% 2.5% 4.4% 

Major Strait of Hormuz Disruption Scenario $112 1.8% 3.0% 4.5% 

Difference +$40 -0.4pp +0.5pp +0.1pp 
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A major escalation in the Middle East 

Over the weekend, the United States and Israel 

conducted coordinated military strikes across Iran 

that killed Iran’s Supreme Leader and several senior 

political and military figures. Iran responded with 

missile and drone attacks against U.S. assets and 

regional allies, a response that was materially 

broader and more forceful than the largely symbolic 

retaliation that followed Israeli strikes last year. 

Most importantly for the macro outlook, tanker 

traffic through the Strait of Hormuz appears to have 

been significantly disrupted as shippers, insurers, 

and producers adopt a cautious stance amid 

reports of damaged vessels and heightened 

security risks. The Strait is a narrow maritime 

chokepoint through which roughly 20% of both 

global seaborne oil and global liquefied natural gas 

shipments normally flow, making it one of the most 

critical arteries of the global energy system. 

At this stage, the economic consequences of the 

conflict will depend overwhelmingly on the 

trajectory of oil prices. That outcome, in turn, is 

largely a function of the scale and duration of any 

disruption to energy trade through the Strait of 

Hormuz. Brent crude prices initially jumped by nearly 

$10 per barrel when markets opened Sunday night, 

though prices have moderated since. The relatively 

muted follow‑through in oil prices suggests that 

markets are, at present, assigning low odds to a 

prolonged or material disruption to energy flows 

through the Strait of Hormuz, notwithstanding 

President Trump’s statements that hostilities could 

last several weeks. 

The situation remains highly fluid and uncertain. 

Rather than attempting to pin down a precise point 

estimate for the impact on oil prices or the U.S. 

economy, we find it more useful to consider what a 

plausible “worst‑case” scenario might look like and 

work backward from there.  

Our central conclusion is that it is very unlikely this 

conflict alone would be sufficient to push the U.S. 

economy into recession. That said, elevated 

geopolitical tensions combined with ongoing policy 

uncertainty remain an important source of 

downside risk to the outlook and warrant close 

monitoring. 

How bad could it get? 

Our base case continues to assume that the conflict 

de‑escalates sufficiently to avoid sustained 

disruptions to energy flows through the Strait of 

Hormuz. Under this assumption, oil prices would 

likely carry a higher geopolitical risk premium for a 

month or two but eventually retreat as confidence 

grows that the conflict will not materially impair 

supply. This pattern has played out repeatedly over 

the past decade, including during the Abqaiq attack 

in 2019 and multiple Israel‑Iran flare‑ups in 2024 and 

2025. 

That said, the tail risk is clearly higher in the current 

episode. The killing of Iran’s Supreme Leader 

represents a sharp escalation relative to prior 

confrontations, and the breadth of Iran’s retaliatory 

strikes materially increases the risk of a more 

adverse outcome. Against this backdrop, it is useful 

to consider a worst‑case scenario in which trade 

through the Strait of Hormuz is disrupted for several 

months, whether through de facto shipping 

disruptions or an outright closure. 

In such a scenario, the price of a barrel of Brent 

crude oil could rise above $100 and remain there for 

several months. While spare capacity and strategic 

reserves could mitigate some of the initial shock, 

they would be unlikely to fully offset a multiweek 

disruption affecting such a large share of global 

supply. 

A useful rule of thumb is that a sustained $10 

increase in oil prices shaves roughly 0.1 percentage 

point from U.S. real GDP growth annually and boosts 

headline inflation by about 0.15 percentage point.  

Under a scenario in which the price of Brent crude 

rises above $100 per barrel for several months, we 

would expect real GDP growth in 2026 to be around 

0.4 percentage point lower, alongside a roughly 0.5 

percentage point increase in headline inflation. The 

unemployment rate would likely rise modestly, to 
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around 4.5% from our current baseline projection of 

4.4%. 

Figure 1: Brent crude oil prices (quarterly average) 

 
 

Figure 2: Real GDP growth (y/y, % chg.) 

 
 

Figure 3: Headline CPI inflation (y/y, % chg.) 

 
 

Higher energy prices reduce real household 

incomes, weighing on consumption, particularly for 

lower‑income households who spend more of their 

budgets on energy. Firms face higher input costs, 

compressing margins or pushing prices higher. 

Inflation expectations may drift upward, 

complicating the task for the Fed, especially given 

inflation is already above the central bank’s 2% 

target. 

However, it is important not to overstate these 

effects. The global economy is materially less 

energy‑intensive than it was in earlier decades, and 

oil price shocks today tend to have smaller and 

shorter‑lived impacts on activity, in part because of 

rapid increases in domestic supply.  

As a result, while a sustained period of $100+ oil 

would be uncomfortable, it would likely fall well 

short of what would be required to push the U.S. 

economy into recession. Absent additional shocks, 

the most likely outcome would be modestly slower 

growth and somewhat higher inflation, rather than 

a collapse in activity. 

This isn’t the 1970s, or even 2022 

The oil shocks of the 1970s occurred in a far more 

energy‑intensive economy with less credible 

monetary policy frameworks, stronger wage‑price 

feedback loops, and much less domestic energy 

supply. 

Figure 4: Consumer spending on energy goods and 

services as a percent of total spending 

 
 

Even the 2022 energy shock stemming from the 

Russian invasion of Ukraine, while severe, ultimately 

proved manageable from a macro perspective. 

Despite Brent crude prices briefly exceeding $120 

per barrel and European natural gas prices reaching 

extraordinary levels, advanced economies avoided 

recession until monetary tightening took hold for 
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largely unrelated reasons. Inflation surged but then 

receded as energy prices normalized and U.S. 

supply increased. 

That experience is instructive. It suggests that 

energy‑driven inflation shocks are painful but not 

necessarily destabilizing unless they interact with 

other vulnerabilities, such as fragile financial 

systems or deeply unanchored inflation 

expectations. 

Uncertainty and downside risks 

While an oil shock alone may not derail the 

expansion, the broader backdrop matters. 

Continued geopolitical and policy uncertainty 

remains a key source of downside risk to the outlook. 

A prolonged conflict could weigh on business 

confidence and investment, particularly if it 

coincides with uncertainty around fiscal policy, 

trade, or regulation. 

Perhaps the most significant channel of risk runs 

through equity markets. As we have discussed in 

prior work, the current expansion has been 

unusually dependent on continued strength in 

equity prices. If heightened geopolitical concerns 

compound existing jitters around AI investment or 

trade policy, a broader equity market sell‑off could 

have more meaningful macro consequences, 

weighing on household wealth and business capital 

spending – two important drivers of growth over the 

past couple of years. 

Moreover, tail risks are nonlinear. If disruptions 

through the Strait of Hormuz were to persist for 

months rather than weeks, or if oil infrastructure 

elsewhere in the region were damaged, the macro 

consequences would rapidly escalate. Similarly, a 

sharp tightening in financial conditions driven by risk 

aversion could amplify the real‑economy impact of 

higher energy prices. 

These outcomes remain low‑probability but are not 

negligible. Until there is clearer evidence of 

de‑escalation or a normalization of shipping through 

the Strait, markets are likely to continue demanding 

a meaningful energy risk premium. 

February NFP preview: modest job 

gains, slightly higher u-rate 

We expect payrolls increased by 70k in February, 

with private payrolls up 65k and government 

employment edging higher. We expect the 

unemployment rate rose 0.1 percentage point to 

4.4%. Overall, our forecast reflects a labor market 

that is still expanding, but at a pace consistent with 

a cooler hiring environment – one where layoffs 

remain contained, yet firms are more selective 

about adding headcount. 

Figure 5: Monthly private sector job growth 

 

Figure 6: Unemployment rate 

 

A central question is how much January’s strength 

overstated underlying momentum. The prior month’s 

headline beat was concentrated in education and 

healthcare which accounted for 137k of the 172k 

private jobs added. The print also likely benefited 

from seasonal quirks and technical factors – 
benchmark revisions, an updated birth/death 
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model, and new seasonal factors – that can swing 

the monthly estimate. In February, we expect job 

growth to better reflect the underlying trend: 

positive, but not indicative of broad reacceleration. 

Figure 7: Monthly private sector job growth 

excluding healthcare jobs 

 

The February release should be read through the 

lens of revisions and birth–death behavior. With 

recent changes to model-based components and 

continued uncertainty around how those 

adjustments behave month to month, the market’s 

takeaway may hinge as much on revisions to 

December and January as in the February print itself. 

If February shows softer headline growth alongside 

meaningful downward revisions (or a pullback in the 

model-driven contribution), it would reinforce the 

idea that transitory influences boosted the January 

figure. Conversely, if the strength persists without 

the same technical distortions, it would argue for 

firmer underlying momentum than we currently 

assume. 

The household survey will be especially tricky this 

month because of the delayed population-control 

revisions. These annual updates can create level 

shifts in the household employment and labor force 

series and complicate comparisons around the 

break. While key ratios like the unemployment rate 

are usually less affected than levels, they are not 

immune – particularly if the revisions alter the 

measured pace of labor force growth or the 

composition of the population. That’s one reason we 

see two-sided noise around the unemployment rate, 

even as our base case is for a modest uptick to 4.4%. 

We also see a nontrivial chance that weather and 

seasonal dynamics add volatility to the sector mix, 

particularly in more weather-sensitive industries 

such as construction. But we do not expect weather 

to be the dominant story. For us, the bigger signal 

will come from whether employment gains look 

broader and steadier than in January, and whether 

hours and earnings behave in a way that is 

consistent with cooling – rather than accelerating – 
labor demand. 

Bottom line: we expect a report that keeps the labor 

market narrative intact – slow payroll gains, low 

churn, and a gradual drift higher in the 

unemployment rate. The near-term policy 

implication is that the Federal Reserve will remain 

focused on the unemployment rate and other 

measures of slack rather than any single month of 

payrolls, especially given the added noise from 

revisions, population controls, and model-based 

components. 

Data-heavy week coincides with 

rising geopolitical uncertainty 

We are getting a heavy week of major releases, led 

by Monday’s ISM manufacturing, Wednesday’s ADP 

and ISM services (plus the Fed’s Beige Book), and 

Friday’s retail sales (for January, delayed by the 

government shutdown). These will be the key inputs 

for judging whether activity is stabilizing in early 

2026 and how demand is evolving across goods 

versus services.  

Outside of those headliners, we’ll also be tracking 

auto sales (Tuesday), 2025Q4 productivity and unit 

labor costs alongside jobless claims (Thursday), and 

then December business inventories and January 

consumer credit (Friday) for additional read-through 

on the goods cycle, labor-cost dynamics, and 

household financing conditions.  
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Additional charts and tables 

Table 2: Data release calendar 

Release Date Time Period PNC  Consensus  Last actual 

Key Releases       

ISM Manufacturing Index* Mon 3/2 10:00 am Feb  51.3 51.5 52.4 

Wards Total Vehicle Sales 3/03/2026 3/03/2026 Feb  15.60m 15.35m 14.85m 

MBA Mortgage Applications Wed 3/4 7:00 am Fri 2/27  -- -- 0.40% 

ADP Employment Change Wed 3/4 8:15 am Feb  55k 50k 22k 

ISM Services Index Wed 3/4 10:00 am Feb  54.0 53.5 53.8 

Fed Releases Beige Book Wed 3/4 2:00 pm --  -- --    

Challenger Job Cuts Y/Y Thu 3/5 7:30 am Feb  -- -- 117.80% 

Import Price Index M/M Thu 3/5 8:30 am Jan  1.80% 0.30% 0.10% 

Export Price Index M/M Thu 3/5 8:30 am Jan  0.20% 0.10% 0.30% 

Nonfarm Productivity Thu 3/5 8:30 am 4Q P  2.00% 1.80% 4.90% 

Initial Jobless Claims Thu 3/5 8:30 am Sat 2/28  217 215k 212k 

Continuing Claims Thu 3/5 8:30 am Sat 2/21  -- 1845k 1833k 

Retail Sales Advance M/M Fri 3/6 8:30 am Jan  -0.2% -0.30% 0.00% 

Retail Sales Control Group Fri 3/6 8:30 am Jan -- 0.30% -0.10% 

Change in Nonfarm Payrolls Fri 3/6 8:30 am Feb  70k 70k 130k 

Unemployment Rate Fri 3/6 8:30 am Feb  4.40% 4.30% 4.30% 

Business Inventories Fri 3/6 10:00 am Dec  -0.1% 0.10% 0.10% 

Consumer Credit Fri 3/6 3:00 pm Jan  12.000b $13.00b $24.045b 

Source: Bloomberg, PNC 

* Reported today. 
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Wards Total Vehicle Sales 

 15.60m. A rebound from the bad weather depressed January sales.  

 

ADP Employment Change 

 55k. Another month of modest private-sector job gains in February.  

 

ISM Services Index 

 54.0. Continued strength in services industries, especially healthcare and recreation/leisure sectors, contributes to overall economic 

growth. 

 

Nonfarm Productivity 

 2.0%. A continued solid gain in worker productivity in Q4 holds down inflation and lifts corporate profits.  

 

Initial Jobless Claims 

 217k. Initial jobless claims edge up in the week ending February 28 but remain low. 

 

Retail Sales Advance M/M 

 -0.2%. A sharp drop in new vehicle sales in January pulled down overall retail sales.  

 

Change in Nonfarm Payrolls 

 70k. A small rise in government jobs adds to the 65k increase in private-sector jobs in February.  

 

Unemployment Rate 

 4.4%. Unemployment rate ticks higher in February but remains historically low. 

 

Business Inventories 

 -0.1%. Solid holiday sales pulled down inventories in December. 
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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. 

 


