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Headlines    

 The U.S. war with Iran has triggered one of the largest global oil supply shocks 

on record – larger even and more abrupt than the shocks of the 1970s and 

1980s. Crude prices have risen to over $100/bbl, but remain below peaks 

reached after Russia’s invasion of Ukraine in 2022 and below levels 

prevailing for much of the 2011-2014 oil boom. 

 

 The resulting surge in oil and gas prices is stagflationary, slowing growth and 

pushing inflation higher in the near term. If oil follows the path implied by 

futures, we’d expect a roughly $100bn hit to consumer spending, shaving 

about 0.3pp from 2026 growth. The unemployment rate would climb to 4.6% 

by year‑end, while headline inflation would temporarily rise toward 3.5%. 

 

 Recession risk has risen, but the economy is likely to avoid recession in 2026 if 

oil prices follow the path implied by futures markets. Risk increases 

materially – and nonlinearly – once oil prices move above $130 per barrel, a 

threshold that could be reached as early as April if the conflict persists. 

 

 Revised Fed call: The surge in gasoline prices further complicates an already 

challenging policy backdrop for the Fed. We no longer expect the FOMC to 

cut rates in the second half of the year and now anticipate the Fed will 

remain on hold through 2026 and beyond. 
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Macroeconomic Impact of the U.S. War with Iran 

Summary 

 Higher gas prices are expected to cost consumers 

roughly $100bn in 2026, erasing much of the fiscal 

tailwind from OBBBA. 

 We estimate the conflict will shave about 0.3pp 

off annual real GDP growth in 2026, and the 

unemployment rate will rise to 4.6%. 

 Headline CPI inflation is expected to temporarily 

increase to 3.5% on a y/y basis. 

 Risks to the outlook will increase nonlinearly if oil 

prices exceed $130/bbl. 

Crude highest level since ’22, still 

lower than 2011 to 2014 spike 

Oil prices surged sharply following U.S. and Israeli 

strikes on Iran. Iranian attacks on tanker traffic have 

effectively halted shipping through the Strait of 

Hormuz, a critical chokepoint responsible for 

roughly 20% of global seaborne oil trade. Excluding 

the collapse in demand during COVID, the current 

conflict represents the “largest supply disruption in 

the history of the global oil market” – a point 

highlighted by the International Energy Association 

(IEA) in its March Oil Market Report. 

Figure 1: Number of tankers crossing through the 

Strait of Hormuz (7-day average) 

 
 

Against that backdrop, it is somewhat surprising 

that oil prices have not risen more sharply. Crude 

remains below the peak following Russia’s invasion 

of Ukraine in 2022, and even below prices that 

prevailed for much of the 2011–2014 oil boom. 

 

Figure 2: Brent crude oil prices 

 
 

Even so, the longer oil prices remain above $100 per 

barrel, the greater the risk to both the growth and 

inflation outlook. We estimate that oil prices at 

current levels would cost U.S. consumers roughly 

$100 billion over the course of 2026 relative to our 

pre-conflict baseline. That represents a meaningful 

offset to the additional household income we were 

expecting from personal tax cuts from the One Big 

Beautiful Bill Act (OBBBA).  

Table 1: Baseline U.S economic outlook 
 

 Annual (Q4/Q4) 

Indicator 2025 2026f 2027f 

Real GDP (Q4/Q4 %) 2.0 1.9 1.8 

Core CPI (Q4/Q4 %) 2.7 2.6 2.3 

Unemployment Rate (YE%) 4.5 4.6 4.5 

Federal Funds (YE%) 3.75 3.75 3.75 

YE% = year-end forecast for Q4, f = forecast, please see the expanded 

table for more forecast series 

Retail gas prices increase 25 cents 

for every $10/bbl increase in crude 

The transmission from crude oil prices to retail 

gasoline prices is both well documented and direct. 

Historically, a $10 per barrel increase in crude oil 
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prices raises U.S. retail gasoline prices by roughly 

$0.25 per gallon. 

Retail gasoline prices reflect three main 

components: crude oil (~55%), refining costs and 

margins (~15%), and marketing/distribution/taxes 

(~30%). Since the latter two factors don’t move 

much over short time horizons, fluctuations in crude 

prices tend to dominate changes in retail gas prices.  

With crude oil futures averaging roughly $30 per 

barrel above pre-conflict levels, retail gasoline 

prices are likely to remain meaningfully elevated 

relative to earlier expectations. These higher prices 

feed directly into household budgets and broader 

inflation measures. 

Gasoline price increases have an outsized 

psychological and behavioral impact on consumers. 

Unlike many other components of inflation, gasoline 

prices are highly visible, frequently observed, and 

difficult to avoid in the short run. As a result, even 

moderate increases can materially affect consumer 

sentiment and spending behavior. 

Figure 3: Retail gas price projections in the U.S. 

(monthly averages) 

 
 

Every $1 increase in gas prices lowers 

spending by around $100bn annually 

Higher gasoline prices effectively act as a tax on 

household purchasing power. Empirically, a $1.00 

per gallon increase in gasoline prices reduces annual 

consumer spending by roughly $100bn, or 0.13%. 

Given that consumer spending accounts for 

approximately 70% of U.S. GDP, this implies a 

roughly 0.1% decline in GDP for every $10 per barrel 

increase in oil prices. 

Figure 4: Average gas prices vs. annual consumer 

spending on gasoline 

 
 

Under current futures pricing – which implies a 

sustained $30 per barrel increase relative to pre-

conflict conditions – the resulting drag on real GDP 

growth is approximately 0.3% on an annual basis.  

Figure 5: Average gas prices vs. annual consumer 

spending on gasoline 

 
 

Higher gas prices offset much of the 

2026 OBBBA tailwind 

The coming drag on consumer spending from higher 

oil prices should meaningfully offset the additional 

household disposable income boost we were 

expecting from the personal tax cuts under the 

OBBBA. 
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The OBBBA, signed int o law on July 4, 2025, created 

retroactive household tax cuts for the 2025 tax year 

that were not fully reflected in withholding. As a 

result, part of the benefit is arriving in 2026 through 

a mix of larger refunds and lower tax payments, 

alongside higher take-home pay. The main channels 

are a higher cap on deductions for state and local 

taxes; a larger standard deduction; an added senior 

deduction; temporary deductions for tips, overtime, 

and auto-loan interest; and an enhanced child tax 

credit. The spending cuts in the legislation become 

more relevant in 2027 and beyond. 

So far, however, the refund data suggest the near-

term fiscal impulse is falling short of expectations. 

IRS filing data show average refunds running 10% 

above last year’s pace, while Daily Treasury 

Statement data suggest aggregate refunds are 

tracking about 13% above the same point in 2025. At 

current run rates, that implies total refunds could 

finish $40 billion to $50 billion above 2025, below our 

prior expectation of about $65 billion. 

Figure 6: Aggregate tax refunds are tracking higher 

than last year but below expectations 

 

Gas price increases hit lower income 

earners disproportionately 

The burden of higher gasoline prices is 

disproportionately borne by lower-income 

households. Gasoline spending represents a 

significantly larger share of income for households 

at the lower end of the income distribution than for 

higher-income households. As a result increases in 

gasoline prices function as a regressive tax, 

exacerbating existing income and wealth 

disparities. 

Figure 7: Gas price shock as a percent of incomes 

 

Headline inflation will spike up to a 

multiyear high in the near term 

Every $10 per barrel increase in oil prices boosts 

headline inflation by roughly 20 basis points and core 

inflation by approximately 8 basis points. Under the 

current $30 per barrel premium embedded through 

the remainder of 2026, this translates into an 

inflation boost of roughly 60 basis points relative to 

pre conflict expectations. That’s meaningful, and it 

should temporarily boost headline inflation to near 

3.5% in the near-term and further delay the Fed’s 

process in easing inflation back to its 2% objective.  

Figure 8: CPI energy vs. Brent crude oil prices 
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Why the U.S. Economy Is More 

Resilient Than in the Past 

Despite these headwinds, the U.S. economy is 

structurally less vulnerable to oil price shocks than in 

previous decades. Several long-term developments 

have reduced the sensitivity of growth to energy, 

and oil specifically, price fluctuations: 

 Lower oil intensity: Energy consumption per unit 

of real GDP has declined substantially over time, 

reducing the economy’s direct exposure to 

energy price swings. 

 Improved energy efficiency: Vehicle fuel 

efficiency has increased meaningfully, 

dampening the impact of higher gasoline prices 

on household budgets. 

 Greater domestic energy production: The U.S. is 

now a major producer of oil and natural gas, 

which partially offsets the negative income 

effects of higher global prices. 

 More credible monetary policy: Inflation 

expectations are better anchored than in past oil 

shock episodes, limiting the risk of persistent 

second-round effects. 

Figure 9: Real GDP vs. petroleum consumption 

(Index, 1978 = 100) 

 
 

These structural improvements help explain why the 

estimated GDP drag from the current shock, while 

meaningful, remains far smaller than occurred in the 

recessions associated with major oil shocks in the 

1970s and early 1980s. 

Recession risks increases materially if 

oil prices breach $130/bbl 

While higher oil prices will represent a modest drag 

on growth in the coming quarters, the economy is 

likely to avoid recession. When oil prices are 

adjusted for both inflation and the energy intensity 

of the U.S. economy, several conclusions stand out. 

First, roughly $130 per barrel emerges as a clear 

tipping point, above which recession risk rises 

meaningfully. Second, recessions 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, 

sufficient to trigger a recession, as illustrated by the 

2011–2014 period, when oil prices remained elevated 

for an extended stretch but the economy avoided 

recession. 

Figure 10: Brent crude oil prices adjusted for 

inflation and trend ratio of gasoline spending-to-

incomes 

 
 

In short, recession risk associated with oil prices 

remains low below $130 per barrel but rises rapidly 

beyond that point. Recession odds would exceed 

50% if oil prices reached $160 per barrel – a level 

that could be reached as soon as April if current 

price trends persist. 
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Iran conflict complicates an already difficult policy backdrop 

for the Fed. No cuts expected in 2026 and beyond. 

 
Summary 

 The Iran conflict has upended the 2026 Fed 

outlook, complicating an already challenging 

policy backdrop. 

 Markets have priced out all 2026 fed funds cuts 

and are assigning some probability to a hike. 

 The Fed is likely to look through direct oil-driven 

inflation, but passthrough risks to core inflation 

remain. 

 PNC’s forecast is for no change in the fed funds 

rate through end‑2026 and beyond. 

Iran conflict complicates an already 

difficult policy backdrop for the Fed 
 

The U.S.-Israeli military action with Iran has 

scrambled the outlook for monetary policy in 2026. 

Before the conflict with Iran started the consensus 

view was that the Federal Open Market Committee 

would ease monetary policy in the second half of 

this year. PCE inflation had picked up slightly in 2025, 

in part due to tariffs. The FOMC’s expectation was 

that inflation would ease this year as the impacts of 

tariffs on prices faded.  

In addition, in its current range of 3.50% to 3.75% the 

federal funds rate is modestly restrictive, weighing 

on economic growth. With the labor market 

softening and the unemployment rate up by about 

one percentage point over the past year, the early 

2026 PNC forecast expected fed funds rate cuts of 

25 basis points each at the FOMC’s July and 

September meetings, which would take the rate to 

a range of 3.00% to 3.25% by the fall. This would 

bring the fed funds rate close to neutral, where 

monetary policy would be neither adding to nor 

subtracting from economic growth. 

The situation now looks very different after Iran’s 

closure of the Strait of Hormuz, which accounts for 

about one-fifth of global oil shipments, to ship 

traffic.  

The current situation is consistent with this, with the 

retail price of a gallon of gasoline up by about $1  

since the start of the conflict. In PNC’s current 

forecast inflation is about 60 basis points higher in 

2026 relative to the pre-Iran baseline,  

Figure 11: Unleaded gasoline prices per gallon 

 
 

The FOMC could probably look through the direct 

inflationary impact of higher oil prices on gasoline 

prices. The committee tends to focus more on core 

inflation, excluding food and energy prices, for two 

reasons. First, monetary policy has little impact on 

energy and food prices, which tend to respond to 

geopolitical events and weather. Second, overall 

inflation is much more variable, while core inflation 

is more stable and is a better reflection of 

intermediate- and long-term inflationary trends in 

the economy. Focusing on overall inflation could 

lead the central bank to overreact to temporary 

fluctuations in food and energy prices. 

But the FOMC must be wary of the indirect impacts 

of energy prices on inflation. Higher energy prices 

can pass through to core inflation. For example, 

airfares are very responsive to the price of jet fuel. 
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And in the longer run higher energy prices can lead 

to higher inflation through the labor market, with 

workers demanding larger wage increases to 

compensate for higher energy costs; these higher 

wages flow through to higher inflation across a wide 

variety of goods and services with a lag. This impact 

has faded over time as the U.S. economy continues 

to become more energy efficient, but the chart 

below demonstrates how higher energy prices show 

up in core inflation over time. Therefore, the FOMC 

cannot just assume that higher energy prices for an 

extended period of time will work themselves out 

with negligible impact on core inflation. 

Figure 12: Higher oil prices contribute to higher core 

inflation 

 
 

Given this the Fed will remain on hold in the near 

term. The statement from the last FOMC meeting 

following its meeting on March 18 was anodyne on 

Iran; it simply said that “the implications of 

developments in the Middle East for the U.S. 

economy are uncertain.” But Federal Reserve Chair 

Powell was more forthcoming in his post-meeting 

press conference. Powell noted that higher oil prices 

have already led to an increase in near-term 

inflation expectations, but not longer-term 

expectations. He also discussed the potential 

negative impact of higher energy prices on 

economic growth. Powell noted the highly uncertain 

environment because of Iran, but said that the 

FOMC has time to learn more about the conflict and 

its impacts on inflation and growth by the time of its 

next meeting, on April 28 and 29. 

The situation with Iran has the potential to disrupt 

both sides of the dual mandate. By law, the central 

bank is supposed to strive for both stable prices 

(which the Fed has defined as PCE inflation of 2%) 

and maximum employment. Given the uncertain 

impact of Iran, inflation that is still above the 2% 

inflation target and has moved higher, a labor 

market that is right around maximum employment, 

and a fed funds rate that is slightly contractionary, 

the FOMC is likely to keep monetary policy 

unchanged in the near term until the outlook 

becomes clearer. The fed funds futures market 

reflects this. A month ago the market was pricing in 

a cumulative fed funds rate cut of 50 basis points by 

the end of 2026. Now the market is pricing in no rate 

cut, with a more than one-in-four probability of a 

rate increase by the end of 2026. 

 

We expect the Fed to remain on hold 

through all of 2026 and beyond 

PNC’s fed funds rate forecast is for no change in the 

fed funds rate through the end of 2026 and beyond. 

Given the high level of uncertainty surrounding the 

situation with Iran and the risks to both sides of the 

dual mandate, the FOMC will remain on hold until 

the outlook becomes clearer. 

Complicating the outlook is turnover on the FOMC. 

Powell’s term as Chair expires in May of this year, 

although his term on the Board of Governors, and as 

a voting member of the FOMC, continues until 2028. 

President Trump has nominated Kevin Warsh to be 

the new Fed Chair, but his nomination has been held 

up in the Senate over the administration’s criminal 

investigation of Chair Powell. Powell would 

presumably stay on as Fed chair after his formal 

term expires if Warsh remains unconfirmed. 

Typically Fed Chairs leave the Board of Governors 

after their term as chair has expired, but Powell has 

forcefully said that he will remain on the Board of 

Governors (and thus as a voting member of the 

FOMC) as long as the criminal investigation is 

ongoing, even after Warsh is confirmed.  

President Trump has made it clear that he wants the 

FOMC to cut the fed funds rate and has already 

tried to fire one member of the Board of Governors 

(Lisa Cook; that is on hold until the Supreme Court 

rules on the issue), has threatened to fire Powell, and 

0%

1%

2%

3%

4%

5%

6%

-100%

-50%

0%

50%

100%

150%

200%

250%

300%

'00 '05 '10 '15 '20 '25

WTI (LHS, Y/Y %) Core PCE (RHS, Y/Y%)

Sources: EIA, BEA, PNC



27 March 2026 

Economic Outlook |  8 

 

PNC Economics Research 

has supported the criminal investigation. Assuming 

Warsh is confirmed he will be under immense 

political pressure to deliver on fed funds rate cuts; 

the chair is just one voting member of the FOMC but 

carries substantial weight. 

There are risks to both the downside and the upside 

for this fed funds rate forecast. A rapid deterioration 

in the labor market, perhaps combined with political 

pressure from the President, could lead to 

aggressive rate cuts even if inflation remains above 

3%. The FOMC could reasonably argue that the 

disinflationary impact of a softer labor market 

would eventually outweigh temporarily higher 

energy-induced inflation. Alternatively the longer 

the conflict with Iran lasts, the higher energy prices 

go, and the more passthrough of higher energy 

prices to core inflation, the greater the likelihood fed 

funds rate increases. This would be especially true if 

longer-term inflationary expectations start to move 

higher, suggesting that financial markets are 

starting to doubt the Fed’s commitment to the 2% 

inflation objective. 
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Additional charts and tables 

Table 2: Baseline U.S. Economic Outlook, Summary Table 

Indicator 25Q3 25Q4 26Q1f 26Q2f 26Q3f 26Q4f 27Q1f 2025 2026f 2027f 2028f 

Output                       

Nominal GDP ($bn) 31,098 31,442 31,795 32,216 32,463 32,804 33,183 31,442 32,804 34,237 35,679 

    Percent Change Annualized 8.3 4.5 4.6 5.4 3.1 4.3 4.7 5.4 4.3 4.4 4.2 

Real GDP ($bn, ’17 SAAR) 24,027 24,066 24,241 24,343 24,439 24,531 24,635 24,066 24,531 24,967 25,446 

    Percent Change Annualized 4.4 0.7 2.9 1.7 1.6 1.5 1.7 2.0 1.9 1.8 1.9 

Consumer Spending 16,586 16,667 16,748 16,812 16,868 16,935 17,000 16,667 16,935 17,216 17,511 

    Percent Change Annualized 3.5 2.0 2.0 1.5 1.3 1.6 1.6 2.1 1.6 1.7 1.7 

Business Fixed Investment 3,688 3,708 3,743 3,779 3,809 3,842 3,875 3,708 3,842 3,968 4,100 

    Percent Change Annualized 3.2 2.2 3.8 3.9 3.2 3.5 3.5 5.5 3.6 3.3 3.3 

Residential Investment 764 763 763 764 766 770 774 763 770 794 828 

    Percent Change Annualized -7.1 -0.5 0.0 0.6 1.1 1.8 2.1 -3.5 0.9 3.2 4.2 

Change in Private Inventories -24 -7 11 23 25 26 33 -7 26 32 45 

Net Exports -955 -968 -976 -990 -989 -1,000 -1,013 -968 -1,000 -1,044 -1,080 

Government Expenditures 4,015 3,955 4,005 4,007 4,011 4,011 4,019 3,955 4,011 4,054 4,096 

    Percent Change Annualized 2.2 -5.8 5.1 0.2 0.4 0.0 0.8 -1.2 1.4 1.1 1.0 

Industrial Production (‘12 = 100) 102 101 102 103 103 104 105 101 104 107 109 

    Percent Change Annualized 2.2 -1.3 2.5 2.3 2.9 2.3 2.1 1.7 2.5 2.6 2.6 

Capacity Utilization (Percent) 76.2 75.7 76.3 76.6 76.8 77.0 77.0 75.7 77.0 77.4 78.2 

Prices                       

CPI (% Change Ann.) 3.1 2.5 3.6 4.7 1.2 2.5 2.7 2.7 3.0 2.5 2.3 

Core CPI Index (% Change Ann.) 3.2 2.0 2.8 2.5 2.4 2.5 2.4 2.7 2.6 2.3 2.2 

PCE Price Index (% Change Ann.) 2.8 2.9 3.2 4.6 1.3 2.4 2.7 2.9 2.9 2.4 2.1 

Core PCE Price (% Change Ann.) 2.9 2.7 2.7 2.4 2.3 2.4 2.3 2.9 2.4 2.2 2.1 

GDP Price Index (% Change Ann.) 3.7 3.7 1.7 3.6 1.5 2.7 2.9 3.3 2.4 2.5 2.3 

Crude Oil, WTI ($/Barrel) 65.8 59.6 75.1 95.5 85.3 80.3 77.2 59.6 80.3 78.8 82.6 

Case-Shiller HPI (% Change Ann.) -0.6 4.4 0.1 0.0 -0.1 0.9 0.9 1.4 0.2 0.9 1.0 

Labor Markets                       

Payroll Jobs (Millions) 158.5 158.4 158.5 158.6 158.7 158.7 158.8 158.4 158.7 159.2 160.3 

    Percent Change Annualized 0.1 -0.2 0.1 0.3 0.2 0.1 0.1 0.2 0.2 0.3 0.7 

Unemployment Rate (Percent) 4.3 4.5 4.4 4.4 4.5 4.6 4.6 4.5 4.6 4.5 4.3 

Avg. Wkly Hours, Prod. Works. 33.7 33.7 33.8 33.8 33.8 33.8 33.8 33.7 33.8 33.8 33.8 

Personal Income                       

Average Hourly Earnings ($) 31.5 31.8 32.0 32.3 32.5 32.8 33.0 31.8 32.8 33.8 34.8 

    Percent Change Annualized 3.6 3.8 3.3 3.1 3.1 3.1 3.1 3.9 3.1 3.1 3.1 

Real Disp. Income (2017 $bn) 18,025 18,028 18,036 18,013 18,132 18,237 18,322 18,028 18,237 18,636 19,042 

    Percent Change Annualized 0.0 0.1 0.2 -0.5 2.7 2.3 1.9 1.0 1.2 2.2 2.2 

Interest Rates (%)                       

Prime Rate 7.4 6.8 6.8 6.8 6.8 6.8 6.8 6.8 6.8 6.8 6.8 

Federal Funds 4.25 3.75 3.75 3.75 3.75 3.75 3.75 3.75 3.75 3.75 3.75 

3-Month Treasury Bill 4.0 3.6 3.7 3.7 3.7 3.7 3.7 3.6 3.7 3.7 3.7 

10-Year Treasury Note 4.1 4.1 4.2 4.3 4.3 4.2 4.2 4.1 4.2 4.2 4.2 

30-Year Fixed Mortgage 6.4 6.2 6.3 6.3 6.3 6.2 6.2 6.2 6.2 6.2 6.2 
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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. 
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