PNC Economics Research 26 August 2026

Personal Income Growth Exceeds

Expectations; Inflation Is Still Too High

Headlines Jay Hawkins

jay.hawkins@pnc.com
=  Nominal personal income increased 0.4% in July, while inflation-adjusted

personal income rose 0.3%. Real personal income is flat from a year ago. PNC Economics

economics@pnc.com

= Nominal personal spending also rose 0.2%, while real personal spending was
unchanged. Real spending is up 2.1% from a year earlier.

* The saving rate increased to 3.0% in July from 2.6% in June.

= The PCE deflator and core PCE deflator were broadly in line with
expectations with 0.2% increases. Despite the tame readings, inflation
remains too high.

= PNC is forecasting consumer spending growth to slow for the balance of the
year amid continued modest job gains and weak real disposable income

growth.

= Despite weaker consumer spending growth, the FOMC will remain on hold
with inflation still well above the Fed’s 2% target.

= Economic growth in Q2 2026 was unrevised in the second estimate from the
Bureau of Economic Analysis at a 1.5% annualized pace.

Details

Nominal personal income rose 0.4% in July, double
PNC'’s forecast of 0.2%. The upturn was mainly due
to increases in compensation, government social
benefits, and personal income receipts on assets.
Despite the monthly acceleration, year-ago growth
slowed to 3.7% from 3.9% in June. Disposable
personal income - income less taxes — jumped 0.5%
in July and is up 4.2% from a year earlier, in line with
annual growth over the last three months.

Inflation-adjusted personal income increased 0.3%
following a 0.3% rise in June. Real personal income is
flat from a year ago after increasing 0.2% in June
and declining over the previous three months. The
surge in inflation since the start of the Middle East
conflict is eroding the purchasing power of
consumers and will limit near-term consumer
spending growth.
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Nominal personal spending rose 0.2% in July (Figure
1) amid robust increases in spending on financial
services and insurance, healthcare and housing and
utilities. Nominal consumer spending is up 5.9% from
a year earlier, in line with annual growth thus far in
2026.

Real personal spending was unchanged in July after
increasing by 0.4% in May and June (Figure 2).
Services spending rose 0.3%, led by transportation
(+0.6%), healthcare (+0.4%) and food services
(+0.4%). Goods spending fell 0.6%, offsetting the
0.6% rise in June. Durable goods spending plunged
1.4% on sharp declines in spending on recreational
goods and vehicles (-2.9%) and motor vehicles and
parts (-1.4%). Nondurable goods spending dropped a
more modest 0.2%. The unchanged reading in July
pushed the year-ago growth rate in real spending
down to 2.1%, the slowest since April.

With income up more than spending, the saving rate
increased to 3.0%, up from 2.6% in June.

On the inflation front, the headline PCE deflator rose
0.2% following a 0.1% dip in June. This was just above
the consensus forecast of 0.1%. Goods prices fell
0.1% with nondurable goods prices falling 0.4%,
driven by a 2.7% decline in gasoline prices. Durable
goods prices rose 0.4% while services price growth
accelerated to 0.3% in July from 0.1% in June. The
PCE deflator is up 3.7% from a year ago, unchanged
from June.

The core PCE deflator, which excludes food and
energy prices and is the Fed’s preferred metric, rose
0.2% in July, up from 0.1% in June but in line with
expectations. Despite the slight acceleration, the
year-ago growth rate was unchanged at 3.3%, well
above the Fed’s target (Figure 3).

Consumer spending growth should slow somewhat
in the second half of the year as the impulse from
the larger tax refunds has now faded. Despite
weaker consumer spending growth, the FOMC will
remain on hold with inflation still well above the
Fed’s 2% target.
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Figure 1: Nominal consumer spending (% chg., m/m)
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Figure 2: Real consumer spending (% chg., m/m)
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Figure 3: Core PCE inflation (% 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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