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Business Investment Fuels Sharp Increase

in U.S. Goods Trade Deficit in July
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* The international trade goods deficit widened 17% in July. The widening in

July reflected a 4% increase in imports alongside a 3% decline in exports.
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= Goods imports rose in July, driven primarily by capital goods. Notably, capital
goods imports were nearly 47% higher than a year earlier, consistent with
strong business investment, particularly in Al-related capital spending.

*= Auto imports have recovered from their early-2026 lows, although they

remained below levels seen in early 2025.

= Goods exports gave back some of the gains recorded earlier in 2026.

= Renewed U.S.-Canada trade tensions are likely to increase cost pressures for
producers, particularly in industries with limited pricing power like the autos

industry.

Details

The U.S. goods trade deficit widened 17% to a one-
year high of $118.8 billion in July, seasonally adjusted,
from a revised $101.4 billion in June (down from the
previously reported $101.5 billion), according to the
Census Bureau's advance estimate. The July deficit
was substantially larger than PNC's expectation.
The goods trade deficit had surged to a record
$158.7 billion in March 2025 as importers rushed to
get ahead of tariff increases announced by the
Trump administration, but narrowed in subsequent
months. The widening in July reflected a 4% increase
in imports alongside a 3% decline in exports.

On a year-over-year basis, goods exports increased
12% in July, while goods imports rose an even
stronger 14%. As a result, the goods trade deficit was
17% larger than a year earlier.

Higher tariffs implemented in early 2025 contributed
to significant volatility in trade flows. Goods imports
fell nearly 20% month over month in April 2025, the
largest decline on record, following the introduction
of substantial tariff increases by the Trump
administration. Since October 2025, however,
imports have generally trended higher, increasing in
seven of the nine months from November 2025
through July 2026.

Goods imports rose 4% in July, driven primarily by
capital goods, while most other major categories
declined. Consumer goods imports were the lone
exception, edging up 0.1% on the month. Notably,
capital goods imports were nearly 47% higher than a
year earlier, consistent with strong business
investment, including continued spending on
technology and data-center equipment. Among
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categories posting monthly declines, imports of
industrial supplies fell 4%, followed by autos at 2%
and foods, feeds, and beverages at 1%.

Despite higher tariffs on automobiles, auto imports
were up 4% from a year earlier. Consistent with
Bureau of Economic Analysis data showing motor
vehicle sales near 16.8 million, auto imports have
recovered from their early-2026 lows, although they
remained below levels seen in early 2025. Consumer
goods imports were down 2% from a year earlier,
reflecting the combined effects of slowing income
growth and higher tariffs. According to the Bureau
of Economic Analysis, real disposable personal
income increased 0.5% year-over-year in July, an
improvement from April and May but still below the
pace recorded earlier in 2026 and 2025. Consumer
goods imports in July remained more than 43%
below their pre-"Liberation Day" peak reached in
March 2025. Meanwhile, imports of industrial
supplies declined sharply both on the month and
from a year earlier, underscoring continued volatility
in commodity-related trade.

Goods exports gave back some of the gains
recorded earlier in 2026, falling 3% in July after
declines in the previous two months. Exports
decreased 11% in industrial supplies and 1% in foods,
feeds, and beverages, while auto exports slipped a
more modest 0.7%. Despite recent weakness, annual
growth in exports remained solid. Capital goods,
industrial supplies, and foods, feeds, and beverages
each posted gains of more than 10% from a year
earlier, leading overall export growth. Consumer
goods exports rose just 0.2% year over year,
indicating relatively subdued growth compared
with other export categories.

In addition to existing baseline tariff rates under
Section 301 and industry-specific tariff measures,
President Trump announced a 50% tariff on $27.6
billion of Canadian goods, effective August 22. In
response, the Canadian government announced
retaliatory tariffs on selected U.S. goods covered
under Sections 338 and 232, scheduled to take
effect as early as September 8. According to the
Census Bureau, Canada remained the United
States' second-largest trading partner in mid-2026

27 August 2026

and accounted for roughly 14% of total U.S. exports.
U.S. exports to Canada amount to less than 1% of U.S.
GDP, limiting the aggregate macroeconomic
impact. Still, the renewed trade dispute could have
meaningful sector-specific effects. The housing
market and auto industry are particularly vulnerable
to higher input costs, as Canada's retaliatory
measures target products including paper, lumber,
steel, and auto parts.

Looking ahead, renewed U.S.-Canada trade
tensions are likely to increase cost pressures for
producers, particularly in industries with limited
pricing power. A weaker U.S. dollar should
discourage imports by raising the cost of foreign-
produced consumer goods, while softer consumer
spending growth is likely to further curb demand for
foreign-produced consumer goods relative to last
year. In contrast, continued Al-driven capital
investment should support strong demand for
capital goods imports through 2026, providing a
significant boost to overall U.S. goods imports.

Figure 1: U.S. goods trade balance (SA)
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Figure 2: U.S. goods imports and goods exports (SA)
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Disclosures

The material presented and the views expressed herein are of a general nature and do 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.

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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