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= The U.S.-Iran conflict enters its third week, with crude prices hovering near
$100/bbl - roughly 25% above pre-conflict levels. Thus far, the oil price Jay Hawkins
response has been relatively muted given the historic supply disruption from  jay.hawkins@pnc.com
the effective closure of the Strait of Hormuz. We expect the conflict to
shave 20 bps off 2026 real GDP growth and boost headline inflation by nearly
60 bps, with downside risks if the conflict persists past April.
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Ershang Liang

* Inflation has firmed meaningfully early in 2026, with the Fed’s preferred ershang.liang@pnc.com

inflation gauge running at an 4.6% annualized pace over the past three
months, up from 3.0% in 2025. We continue to expect tariff-related pressure Brian LeBlanc

on core inflation to fade beginning in the second quarter and shelter brian.leblanc@pnc.com
inflation to moderate further, but higher energy prices represent a new _
supply shock the Fed will need to contend with. Rayhan Momin

rayhan.momin@pnc.com

= Real GDP growth in 2025 Q4 was revised down from 1.4% to 0.7%, as several
subcomponents faced downward revisions. However, headline growth
remains biased downward by a negative contribution from government
spending due to the historic shutdown late in the quarter. Looking through Kurt Rankin
that noise, we estimate underlying trend growth closer to 2%. Growth should kurt.rankin@pnc.com
rebound meaningfully in the first quarter of 2026 as the unwind of the
shutdown provides a mechanical boost.

Isfar Munir
isfar.munir@pnc.com

* The Fed is widely expected to leave rates unchanged at this week’s March
meeting, but the combination of higher oil prices, firmer early-year inflation,
and softer labor market momentum should reinforce a cautious, wait-and-
see message from Chair Powell.

*  We expect the FOMC statement to acknowledge that the conflict in Iran
has raised near-term inflation risk and increased downside risk to growth.
This week’s PPI report, jobless claims, and industrial production data provide
information on the state of the economy at the start of the Iran conflict.
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U.S/Iran Conflict enters its third
week

The conflict between the U.S. and Iran enters its third
week with crude oil prices continuing to hover
around $100 per barrel. 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.

Figure 1: Number of tankers crossing through the
Strait of Hormuz
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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.
Against that backdrop, it is somewhat surprising that
oil prices have not risen more sharply. Crude remains
below the peak levels reached 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
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Figure 3: Percent decline in oil production from start
of past oil crises
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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 $50
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). While the fiscal package
still provides a net boost to household finances,
higher energy costs would erode a large portion of
that tailwind, reducing the support fiscal policy was
expected to provide to growth in 2026.

Core inflation firmed in early 2026
ahead of energy price surge

Though February’s CPI print came in relatively well
behaved, with core inflation rising 0.2% m/m in line
with expectations, the Fed is unlikely to take much
comfort from the report and will instead view the
inflation outlook with greater concern for several
reasons.

First, the inflationary impact from higher energy
prices related to the conflict has yet to fully
materialize. Retail gasoline prices have risen sharply
and are now approaching $4 per gallon, up by about
$1 from the beginning of the conflict, suggesting a
meaningful boost to headline inflation in March. As
a result, near-term inflation readings are likely to
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move higher even if underlying trends remain
unchanged.

Second, despite the tame February CPI print, the
Fed’s preferred inflation measure (PCE) is likely to
come in noticeably firmer. Categories that were
relatively soft in February, most notably shelter,
carry a much larger weight in core CPI than in core
PCE. By contrast, certain goods and services (most
notably computer software) which were relatively
strong during the month, have a significantly higher
weight in core PCE.

Figure 4: Core PCE inflation, 3M annualized pace
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Note: February 2026 assumed to increase 0.4% m/m

As aresult, the three-month annualized pace of core
PCE inflation likely rose to around 4.6% in February,
representing a meaningful acceleration from last
year’s roughly 3.0% pace and reinforcing signs that
inflation pressures have re-intensified early in Q1.

Figure 5: Divergence between PCE and CPl inflation
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Source: Bureau of Labor Statistics, BEA, PNC
Note: Difference between PCE and CPI inflation in year-over-year terms

Some of the early-year firming in inflation may
ultimately prove transitory. We continue to expect
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the pass-through from tariffs to core goods prices to
gradually fade through the second quarter,
alongside further moderation in shelter inflation.
However, the recent surge in energy prices
complicates the Fed’s ability to look through these
temporary influences. Against that backdrop,
policymakers are likely to remain squarely focused
on ensuring that inflation expectations stay well
anchored.

Growth revised down to 0.7% in Q4,
trend growth still around 2.0%

The Bureau of Economic Analysis revised down
annualized fourth-quarter real GDP growth from
14% to 0.7% last week, driven primarily by
downward revisions to consumer spending, exports,
and government spending. However, the headline
figure is heavily biased downward by the
record-long government shutdown that occurred
late in the quarter, which mechanically shaved
roughly 1 percentage point off reported growth.

Figure 6: Real GDP and subcomponent growth
rates, advanced vs. second print

Real GDP
Consumer Spending

Private Investment

Imports

Exports J

-1.6% -1.0% -0.5% 0.0% 0.5% 1.0% 15% 2.0%

Government

Source: BEA, PNC
m Advance mSecond

Stripping out these distortions paints a more resilient
picture. “Core GDP” - which excludes trade,
inventories, and government spending — rose 1.9% in
the fourth quarter, a pace more consistent with our
estimate of underlying trend growth and suggestive
of firmer private-sector momentum than the
headline number implies.

Looking ahead, growth should rebound
meaningfully in the first quarter of 2026. In addition
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to a mechanical 1 percentage point boost from the
unwind of the government shutdown, early-quarter
indicators point to some underlying strengthening,
with real GDP currently tracking above 3% for the
quarter.

Figure 7: Real GDP, Q/Q annualized growth
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Fed to keep rates unchanged in
March, signal more uncertainty

The March Federal Open Market Committee
meeting comes against a notably more
complicated backdrop than in January, shaped by
three key developments: a sharp rise in energy
prices following the conflict in Iran, some evidence
of a softer labor market than had initially appeared
in January, and firmer-than-expected inflation
prints through February.

We expect the FOMC to leave the policy rate
unchanged this week, with the meeting instead
serving as an opportunity to recalibrate how Fed
officials assess risks around both sides of the dual
mandate. The conflict-driven surge in oil prices has
materially raised near-term inflation risk while
simultaneously increasing downside risks to growth
and employment. As a result, we expect the formal
FOMC statement to acknowledge elevated
geopolitical uncertainty and its potential to push
inflation higher while weighing on economic
activity.

The weak February jobs report, coupled with
downward revisions to employment in December
and January, points to a labor market that is on
slightly less firm footing than it appeared at the
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January FOMC meeting. While officials are unlikely
to characterize the labor market as deteriorating
outright, we expect a more cautious tone that
reflects reduced momentum relative to earlier in the
year. The FOMC voters who in recent months have
expressed more concern over the labor market than
inflation — namely Governors Waller, Miran, and
Bowman — could dissent at this week’s meeting in
favor of a cut.

At the same time, inflation dynamics have become
less reassuring. Core inflation firmed in February,
and the composition of recent price increases
suggests the Fed’s preferred PCE measure will look
less benign than CPIl. We expect FOMC officials to
meaningfully revise upward their inflation forecasts
in this week’s Summary of Economic Projections
(SEP), alongside modest downward revisions to
growth and a slightly higher unemployment rate
path. Despite these changes, the median rate path
is likely to continue to show just one rate cut in 2026
and another in 2027, reflecting offsetting inflation
and labor market concerns.

Chair Powell is likely to emphasize patience and
flexibility in his press conference, reiterating that
policy is well positioned and that decisions remain
data-dependent. While higher energy prices
complicate the inflation outlook, officials appear
inclined to wait for clearer evidence on persistence
before altering the policy path, keeping the Fed
firmly in a wait-and-see posture for now.

Data preview

On the data side, Wednesday’s PPl report will be the
key release this week, and we look for producer
prices to rise 0.3% in February, industrial production
to increase 0.1%, capacity utilization to hold at
76.2%, initial jobless claims to edge up to 217,000,
and new home sales to slow to a 710,000 annualized
pace.

More broadly, firmer early-year inflation, softer
labor market momentum, and higher oil prices
argue for a wait-and-see Fed rather than a near-
term shift in policy, even as real GDP is currently
tracking above 3% in the first quarter.
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Additional charts and tables

Table 1: Data release calendar

Release | Date Time Period PNC Consensus Last actual

Key Releases

Empire Manufacturing Mon 3/16 8:30 am Mar -- 3.9 -0.2*
Industrial Production M/M Mon 3/16 9:15 am Feb 0.1% 0.1% 0.2%*
Manufacturing (SIC) Production Mon 3/16 9:15 am Feb -- 0.1% 0.2%*
Capacity Utilization Mon 3/16 9:15 am Feb 76.2% 76.2% 76.3%*
NAHB Housing Market Index Mon 3/16 10:00 am Mar -- 37 38*
ADP Weekly Employment Change Tue 3/17 8:15am Sat 2/28 -- -- 15.500k
Leading Index Tue 3/17 10:00 am Feb -- 0.0% -0.2%
Pending Home Sales M/M Tue 3/17 10:00 am Feb -- -0.7% -0.8%
MBA Mortgage Applications Wed 3/18 7:00 am Fri 3/13 -- -- 3.2%
PPI Final Demand M/M Wed 3/18 8:30 am Feb 0.3% 0.3% 0.5%
Factory Orders Wed 3/18 10:00 am Jan 0.2% 0.1% -0.7%
FOMC Rate Decision (Upper Bound) Wed 3/18 2:00 pm Wed 3/18 3.75% 3.75% 3.75%
Initial Jobless Claims Thu 3/19 8:30 am Sat 3/14 217k 215k 213k
Continuing Claims Thu 3/19 8:30 am Sat 3/7 -- 1850k 1850k
Philadelphia Fed Business Outlook Thu 3/19 8:30 am Mar -- 10.0 16.3
New Home Sales Thu 3/19 10:00 am Jan 710k 720k 745k
Wholesale Trade Sales M/M Thu 3/19 10:00 am Jan -- -- 1.0%
Household Change in Net Worth Thu 3/19 12:00 pm 4Q -- -- $6064b

Source: Bloomberg, PNC
*Reported today

PPI Final Demand
° 0.3%. Higher energy and food prices push up producer prices.

Factory Orders
. -0.2%. Slower services price increases hold core producer prices in check.

FOMC Rate Decision (Upper Bound)
. 3.75%. The Fed is expected to hold rates steady for the first half of the year.

Initial Jobless Claims
. 217k. Initial jobless claims edge up but remain low.

New Home Sales
° 710k. Down slightly as bad weather temporarily prevented new home buying.
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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. 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.

© 2026 The PNC Financial Services Group, Inc. All rights reserved.
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