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Market Expectations Survey 

Trump Announces Larger-Than-Expected Tariff Increases, Likely to Lead to Higher Inflation and 
Weaker Growth; Impact Will Depend on How Long They Last; Market Reaction Is Very Negative  

• The tariff increases announced by President Trump on April 2 were larger than expected. 
They include a minimum 10% tariff on all imports, with higher tariffs on countries that have 
significant trade surpluses with the US. 
 

• Many of the tariffs have already taken effect, and others will take place shortly. 
 

• China has already retaliated, and other trading partners will also respond. 
 

• The tariffs will increase inflation and weigh on economic growth in the near term. The longer 
the tariffs remain in effect, the greater the impact. 
 

• The tariffs will do little to reduce the trade deficit. 
 

• The higher tariffs increase the likelihood of near-term recession. 
 

• Market reaction has been very negative, with equities down sharply and long-term Treasury 
yields lower. 
 

• The tariffs will make the Federal Reserve’s job of slowing inflation and supporting the labor 
market more difficult. Fed funds rate cuts are on hold for now. 
 

• PNC will incorporate the tariff impact into its economic forecast. 

In a speech on the afternoon of Wednesday, April 2, President Trump announced sweeping 
increases in tariffs on imports. The tariffs include a minimum 10% tariff on all imports that start on 
April 9. They also include “reciprocal” tariffs that started on April 5. He also announced a 25% tariff 
on foreign-made autos that started on April 3. The president is imposing these tariffs without 
Congressional approval, using his authority to declare a national emergency. 

The administration said that the so-called reciprocal tariffs were intended to equal one-half of a 
country’s equivalent tariff rate on US imports, including non-trade barriers and currency 
manipulation. However, when the administration released details, the reciprocal tariffs were 
determined by a formula based on the size of a country’s trade deficit with the US, which may or may 
not have anything to do with tariffs or other trade barriers. In addition, the 10% across-the-board 
tariff applies to all countries, even those with which the US has a trade surplus. The reciprocal tariffs 
are based only on goods; the US exports and imports services as well, such as US movies viewed 
overseas (a services export) or travel by US citizens abroad (a services import). 
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Among the reciprocal tariffs the president announced were 34% on China, on top of 20% tariffs 
already announced; 24% on Japan; and 20% on the European Union. There are no new tariffs on 
imports from Canada and Mexico, although previously implemented tariffs of 25% on Canada and 
Mexico will remain in place, with exceptions for goods compliant with the United States-Mexico-
Canada agreement. In addition, tariffs on specific goods already previously implemented, such as 
steel and aluminum, will not be subject to the additional tariffs, although the current tariffs will 
remain in effect. 

The immediate impact of the tariffs will be to increase goods prices throughout the US economy. 
Importers will charge higher prices to compensate for the tariffs, although final prices to US 
purchasers will likely increase by somewhat less than the full amount of the tariff. The extent of the 
passthrough will vary, depending on demand for the product and the availability of US-made 
substitutes. The tariffs will not raise just import prices; US manufacturers will also increase prices 
to take advantage of higher prices for competing goods. These higher prices will start to show up in 
the economy almost immediately. 

The tariffs will also boost consumer inflation indirectly, by raising prices for US businesses that use 
imported goods. Many U.S. manufacturers include imported components in their products, while 
others buy imported goods to use, such as services firms that use computers and 
telecommunications equipment. These companies are likely to raise their prices to consumers in 
response to higher input costs from tariffs. 

The tariffs will weigh on near-term economic growth. Tariffs are a tax; as with any tax consumers 
and businesses will have less total money to spend on goods and services in the economy. 
According to the Budget Lab at Yale, the average effective tax rate on tariffs across the economy, 
including all tariffs under the Trump administration (including ones announced earlier) will go up 
more than tenfold, from 2% to 22%. This is equivalent to a tax increase of $650 billion based on 2024 
import levels, about 2% of GDP, although the actual size would be smaller because the tax would 
reduce the level of imports. Even so, this tax increase will be a drag on the economy.     

Higher prices from the tariffs will also weigh on the economy. If the prices that Americans pay for 
goods, both imported and domestic, go up, they have less money to spend on other goods and 
services. This would reduce real (inflation-adjusted) GDP relative to tariffs remaining at their 
previous, lower levels. In addition, US trading partners are starting to retaliate, increasing tariffs on 
US exports. On April 4 China announced a 34% tariff on US imports, in response to the 
administration’s 34% reciprocal tariff. Even if some domestic industries benefit from tariffs, the 
overall impact will be negative. In 2024 goods imports accounted for 11% of U.S. GDP, while goods 
exports accounted for 7%. 

Another drag on the economy will come from lower stock prices, which are down sharply since the 
announcement. Stock-owning households have lost about $6 trillion in wealth, which will weigh on 
their purchases. 

The 25% tariff on auto imports is likely to show up in prices almost immediately, and sales are set to 
drop sharply as affordability plunges. Auto sales were almost 18 million in March (seasonally 
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adjusted annualized rate), up 11% from February to their highest level since early 2021, as 
consumers moved to buy ahead of price increases, but will fall over the next couple of months as 
higher prices on both foreign and domestic cars and trucks reduce affordability. 

It is unclear to what extent the higher tariffs are a negotiation tactic by the Trump administration to 
reduce other nations’ trade barriers, versus a long-lasting attempt to reduce imports. If the higher 
tariffs persist, the greater the increase in inflation and the greater the drag on the US economy. The 
uncertainty surrounding the tariffs is itself a weight on economic growth. Many business investment 
decisions are on hold. Firms don’t want to make a big investment in domestic production until they 
have more certainty that tariffs will remain in place. 

The tariffs will not have an impact on the US trade deficit. By definition, the trade balance is equal to 
net saving in the economy. Because the US runs large federal government budget deficits the nation 
is a net dis-saver, borrowing from abroad. Tariffs do not change this, and the US will continue to run 
a large trade deficit no matter what tariffs are imposed. In addition, the tariffs are focused on 
bilateral trade deficits—the deficit between the US and any given country. But what matters for 
economic growth is the overall trade balance, the difference between exports and imports to and 
from all nations. 

One major unanswered question is how the Federal Reserve responds to the tariffs. One of the 
central bank’s goals set by Congress is stable prices, which the Fed defines as 2% inflation; inflation 
has been above this target since 2021. By raising prices to consumers higher tariffs will cause 
higher inflation. However, the Fed’s response will depend on whether this increase in inflation is 
temporary or permanent. If the tariffs cause a one-time jump in prices, but then inflation (the rate at 
which prices increase) quickly reverts to its pre-tariff level, the Fed could choose to ignore the 
temporary pickup in inflation. Alternatively, if tariffs cause inflation to move higher for an extended 
period of time, perhaps because higher tariffs lead to larger increases in wages that in turn keep 
inflation elevated, the central bank could decide to keep monetary policy tight. 

But the Fed’s other goal is full employment. To the extent that higher tariffs weigh on economic 
growth and slow the labor market, meeting the Fed’s two goals could come into conflict. Rate cuts 
are likely on hold for at least the next few months, until it becomes clearer what the impacts from 
higher tariffs are on inflation and employment. 

As more details on the tariffs become available PNC will incorporate those into its economic 
forecast. Incorporating the tariffs will require assumptions about how long they remain in place. The 
US economy is in good shape at the start of the second quarter, with average job growth of around 
150,000 through the first three months of 2025 and a low unemployment rate of 4.2%. But despite 
solid fundamentals the big increase in tariffs has increased the risk of near-term recession 
dramatically. At the start of 2025 the probability of a near-term US recession was around 15%; now 
it is more like 35%. 

Investors have responded very negatively to the larger-than-expected tariffs. In the first three 
trading days after President Trump announced the tariffs stock prices (S&P 500) have fallen more 
than 10%, and they are down 13% since the beginning of 2025 as investors have reduced their 
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expectations for corporate profits. The yield on the 10-year Treasury note, which was 4.18% before 
the president’s announcement, got to as low as 3.89% over the weekend, but is now back to where it 
was prior to the announcement. The value of the dollar against a basket of foreign currencies has 
swung dramatically and is now slightly weaker compared to where it was before the announcement. 
The price of a barrel of West Texas Intermediate crude oil has fallen sharply from $72 to $61, on 
expectations for reduced energy demand with much weaker economic growth. In addition, OPEC+ 
announced a larger-than-expected increase in crude oil production starting in May, adding to global 
oil supply.  A material drop in crude oil prices that pushes down energy prices for consumers and 
(non-energy) producers could partly offset the inflationary impact of higher tariffs and the 
associated squeeze in company profit margins. 

Investors expect the Federal Open Market Committee to aggressively cut the federal funds rate later 
this year in response to economic weakness. The fed funds futures market is now pricing in a 95% 
probability of at least a 25-basis point cut in the fed funds rate by the time of the FOMC’s meeting in 
mid-June (the FOMC’s next meeting is on May 6 and 7). Investors expect the rate to be in a range 
between 3.25% and 3.50% at the end of this year, down a full percentage point from the current 
range. 

CPI Inflation Declined by 0.1% in March 2024 Ahead of Tariff Impacts, up 2.4% Year-over-Year  
 

• Topline CPI fell by 0.1% in March 2025 in seasonally adjusted terms (+2.4% year-over-year). 
  

• Core CPI inflation, less Food & Energy, rose by only 0.1% in March 2025, the metric’s 
meekest gain since January 2021. 

  
• Housing inflation took a step back in March 2025, rising just under 0.3% after reaching an 

11-month high pace in February. 
  

• Energy CPI fell by 2.4% in March 2025 alone, sending prices 3.2% lower than one year ago 
 
The topline Consumer Price Index (CPI) inflation came in under PNC’s expectations at -0.1% for 
March 2025. Core CPI inflation, which mirrors the metric that the Federal Reserve targets in its 
monetary policy impact goals (the Core Personal Consumption Expenditures Deflator), gained only 
0.1% for the month, which was also weaker than PNC’s forecast for the month. An easing of Housing 
inflation – the CPI’s largest driver – and a pause in Recreation-related price trends joined the 
dramatic drop in Energy CPI to generate March’s weaker price growth results overall. 
 
The +0.1% Core CPI gain in February 2025, which excludes volatile food and energy inputs, 
translates to a 2.8% year-over-year growth rate. March 2025 now stands as the first month that the 
Core CPI metric has fallen below the 3% growth threshold in year-over-year terms since March 
2021. The 90-day pause in the imposition of tariffs announced on Wednesday afternoon excluded 
imports of goods made in China, which should keep hopes of a continuation of weaker Core CPI 
growth tempered for the time being given the volume of U.S. consumer goods that are currently still 
slated for tariff-related price hikes. 
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The Transportation category of the CPI dropped by 1.8% in March 2025 on the back of a 6.3% decline 
in Gasoline CPI and a -2.4% monthly change in Energy prices overall. Vehicle prices are set for a 
rollercoaster trend in the near term as brands offer pricing schemes aimed at keeping sales from 
collapsing and both the rhetoric and actions regarding auto imports remains unsettled. New Vehicle 
CPI gained 0.1% on the month in March 2025 after falling by 0.1% in February. Used Vehicles, on the 
other hand, posted a much more eye-catching 0.7% monthly decline after an exceptionally strong 
growth pace through 2024Q4 and to open this year. How consumer preferences and budget 
requirements affect the new vs. used car purchasing dynamic in the coming months will be must-
see viewing. 
 
The Housing CPI sub-index gained 0.3% for the month in March 2025, which allowed the year-over-
year gain to fall to 3.7%. Accounting for more than 40% of the total CPI index, the U.S. housing 
market’s influence on inflation is difficult to overstate. A lack of housing supply across the U.S. from 
every conceivable perspective makes any resolution to the rough terrain homebuying experience 
only a long-term hope, and the pressure on topline inflation measures in the U.S. economy will 
linger as a result. But with economic uncertainty now creeping into sentiment indicators of 
economic expectations, demand for housing could ease and the Housing CPI metric would then have 
a chance of re-aligning with the overall CPI index – even if their trends remain somewhat above the 
Fed’s 2% average goal in the intermediate term. 
 
PNC is calling for two (2) 25 basis point rate cuts from the Fed in 2025 – a scaled back pace of easing 
that has considered the still-strong pace of inflation in recent months and considers the impact that 
tariffs are likely to have on prices in the near term. Few economic numbers themselves indicate 
fundamental weaknesses in the U.S. economy or growing imbalances, but a lack of progress toward 
policy goals will keep interest rates from normalizing as quickly as had been hoped for through 
much of 2024 and even by some who may be predicting more profound U.S. economic weakness 
through the remainder of this year. March 2025’s CPI inflation results provide a measure of comfort 
that whatever price trends may result from the imposition of broad-based tariffs in the coming 
months, at least they will not be compounding upon other more structurally based consumer price 
pressures. 
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  Action Economics Survey 

Range Median Last Actual PNC’s Comment 

Fed Funds Rate Target 
Range Mid-Point (after the 
FOMC meeting on 5/7/25)  

 
4.125-4.375% 

 
4.375% 

 
 

4.125% 
 

4.125%. We expect the Federal Open Market 
Committee will reduce the fed funds rate by 
25 bps at their May meeting.  

Mar Export Price index 
(4/15, Tuesday) 

-0.1 to 0.3% 0.0% 
0.1% 
(Feb) 

0.2%. Export price growth to accelerate in 
March. 

Mar Import Price index 
(4/15, Tuesday) 

-0.2 to 0.3% 0.0% 
0.4% 
(Feb) 

0.3%. Import price growth to moderate 
slightly in March. Tariff pass through to 
imported goods prices will start showing up 
in April and beyond.  

Mar Retail Sales 
(4/16, Wednesday) 

0.3-2.0% 1.4% 
0.2% 
(Feb) 

1.1%. Retail sales growth to accelerate 
sharply in March on a surge in new vehicle 
sales ahead of tariffs. 

Mar Retail Sales (ex-autos) 
(4/16, Wednesday) 

-0.1 to 0.4% 0.4% 
0.3% 
(Feb) 

0.3%. Retail sales ex autos growth in March 
to be on par with February’s. Gasoline sales 
down on lower prices but non-perishable 
goods sales up ahead of tariffs. 

Mar Industrial Production 
(4/16, Wednesday) 

-0.5 to 0.3% -0.2% 
0.7% 
(Feb) 

0.3%. Industrial production growth to slow in 
March to less than half of February’s pace. 
Manufacturing output up 0.4% led by motor 
vehicles and aerospace.  

Mar Capacity Utilization 
(4/16, Wednesday) 

77.7-78.7% 77.9% 
78.2% 
(Feb) 

78.4%. Capacity utilization to improve slightly 
in March on moderate industrial production 
growth.  

Feb Business Inventories 
(4/16, Wednesday) 

0.1-0.4% 0.2% 
0.3% 
(Jan) 

0.2%. Business inventory growth to slip in 
February but remain positive. Sales up a 
strong 1.1%.  

Mar Housing Starts 
(4/17, Thursday) 

1.337-1.460M 1.418M 
1.501M 
(Feb) 

1.40 M. Housing starts to slide in March 
despite lower mortgage rates and a lack of 
existing homes for sale. 

 
Initial Claims, Week of  
4/12/25 (4/17, Thursday) 
 

223-230K 226K 
223K 

(4/5/25) 

230K. Initial jobless claims to climb slightly 
amid DOGE federal job cuts and the impact 
on private contractors. 

 



Monthly Calendar of Economic Data: April 2025

Apr 15 

Apr 16

Unemployment Claims (000) 

Dec Jan Feb Mar Apr
239 205 222 224 223
222 217 215 223
219 222 224 225
209 210 243 225

219

Apr 17 

Mar Import Price Index

Disclaimer: The material presented is of a general nature and does not constitute the provision of investment or economic advice to any 
person, or a recommendation to buy or sell any security or adopt any investment strategy. 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.

© 2025 The PNC Financial Services Group, Inc. All rights reserved.

Visit pnc.com/economicreports for more information from PNC Economics.
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Retail Sales
Total Ex-Autos

Jan -1.2 -0.6
Feb 0.2 0.3
Mar

Industrial Prod Cap Util
Jan 0.3 77.7
Feb 0.7 78.2
Mar

Mfg and Trade
Inv Sales

Dec -0.2 1.0
Jan 0.3 -0.8
Feb

Housing (000)
Starts Permits

Jan 1.350 1.473
Feb 1.501 1.459
Mar

https://www.pnc.com/en/about-pnc/media/economic-reports.html
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