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Second Quarter GDP Growth Slowed

but Underlying Details Are Positive
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* Real GDPincreased an annualized 1.5% in the second quarter in the initial print

- down from 2.1% in the first quarter.
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* |nvestment, consumer spending, and exports were the main growth drivers,
while government spending and imports weighed on growth.

= The PCE Price Index rose 5.1% in the second quarter, up from 4.6% in the first
quarter. The core PCE Price Index, excluding food and energy, slowed to 3.4%

from 4.4% in the previous quarter.

* PNC’s baseline forecast is for real GDP growth to remain near 2.0% in the

second half of the year.

= PNC expects the Federal Open Market Committee (FOMC) to hold the fed
funds rate steady in the current range of 3.50%-3.75% into 2027.

Details

Economic growth slowed in the second quarter.
Real GDP climbed an annualized 1.5% according to
the initial estimate from the BEA (Figure 1), down
from 2.1% in the first quarter. This was below PNC’s
forecast for an acceleration to 2.3%. Real GDP is up
2.1% from a year earlier, down from 2.7% in the first
quarter (Figure 2).

Consumer spending accelerated sharply in the
second quarter and contributed 2.12% to second
quarter growth — up from 0.37% in the first quarter —
with contributions of 1.08% from goods spending (up
from 0.11%) and 1.04% from services spending (up
from 0.26%).

Gross private domestic investment spending
contributed 0.53% to second quarter growth, down

from 1.35% in the second estimate. Fixed investment
spending contributed 1.20% with nonresidential
spending adding 1.15% and residential spending
contributed 0.05%, the first positive contribution
since the first quarter of 2024. Within the
nonresidential fixed investment spending category,
the three Al-related spending categories
(information processing equipment, software, and
research & development) contributed 0.67% to
growth, down sharply from 1.50% in the first quarter
and 0.97% in the fourth quarter of 2025.

Inventories reduced second quarter growth by
0.67% after boosting growth in the first quarter and
last quarter of 2025. Net exports subtracted 1.01%
from growth - the third consecutive decline — while
government spending subtracted 0.14%. Federal
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spending subtracted 0.26%, primarily reflecting
nondefense consumption expenditures, specifically
sales from the Strategic Petroleum Reserve which
are deducted from government consumption and
subtracted roughly 40 bps from headline growth.
State and local spending lifted growth by 0.12%,
down slightly from 0.17% in the previous quarter.
Contributions from inventories and net exports have
been volatile due to the various tariff regimes
introduced by the Trump administration.

Final sales to private domestic purchasers — which
excludes net exports, inventories and government
spending and is a good measure of underlying
demand - surged at a 3.9% annualized rate in the
second quarter, more than double the 1.7% pace in
the first quarter.

While topline real GDP growth unexpectedly cooled
in the second quarter, it was partially due to federal
government sales from the Strategic Petroleum
Reserve which are subtracted from government
expenditures. Notably, consumer spending growth
accelerated to an annualized rate of 3.2% from just
0.5% in the first quarter. That was the strongest pace
since the third quarter of 2025.

PNC’s baseline forecast is for real GDP growth to
remain near 2.0% in the second half of the year,
partially due to a slowdown in consumer spending.
Despite the second-half weakness, PNC expects the
FOMC to hold the fed funds rate steady into 2027
amid still high inflation and elevated uncertainty
with the conflict in the Middle East flaring up again.

Figure 1: Real GDP growth (% chg., q/q, SAAR)
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Figure 2: Real GDP growth (% chg., y/y)
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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.

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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