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Headlines    

 Kevin Warsh was formally confirmed as Fed Chair by the Senate in a narrow, 

largely party-line vote, replacing Powell, who will remain on the Board as an 

FOMC voter. 

 

 Warsh inherits a Fed in no position to consider rate cuts. Markets are now 

pricing in a >50% probability of at least one rate hike by the end of the year, 

and many Fed officials have signaled a shift away from a clear bias toward 

rate cuts toward a more balanced stance, with rate hikes viewed just as likely 

as cuts. 

 

 Still, we think it is unlikely that the Fed will build enough consensus to hike rates 

anytime soon and instead expect policy to remain on hold for the time being. 

Rate hikes won’t reopen the Strait of Hormuz, and there remains a core 

contingent of FOMC voters who still view policy as restrictive and feel rates 

will need to move lower over time. 

 

 Core CPI rose at an 4.6% annualized pace in April, or 2.9% after adjusting for 

technical distortions to shelter inflation stemming from last year’s 

government shutdown. Across a wide range of measures, we estimate trend 

inflation is running slightly above 3%, broadly consistent with where it’s been 

stuck for the past three years. 

 

 Outside of inflation, activity data last week still point to roughly 2% real GDP 

growth in Q2. Retail sales were solid in April even excluding gasoline and price 

effects, while industrial production and manufacturing sentiment improved. 

Fiscal support from OBBBA is offsetting energy headwinds for now, but that 

impulse likely fades in the second half of the year. 
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Warsh confirmed as Fed chair 

The Senate confirmed Kevin Warsh as Fed Chair last 

Wednesday, capping a relatively tumultuous 

nomination process. His nomination had initially 

been blocked in the Senate Banking Committee 

following the Department of Justice’s decision to 

open an investigation into outgoing Chair Jerome 

Powell. The eventual confirmation vote was narrow 

and largely along party lines, with the vote on his 

chairmanship the closest in modern history. Warsh 

will chair the upcoming June 16–17 FOMC meeting. 

 

Warsh inherits a Fed in no position to 

consider rate cuts 

Warsh has been an active critic of Powell’s Fed, 

arguing repeatedly that rates “should be lower.” But 

it is highly unlikely that he will be able to build a 

consensus inside the FOMC to cut the fed funds rate 

in the current environment. Markets are now pricing 

in more than a 50% probability of at least one rate 

hike by year-end, and the tone from many Fed 

officials has shifted toward a more balanced 

stance, where rate cuts and rate hikes are equally 

likely. 

 

Figure 1: Market expectations for changes in the 

fed funds rate over the next year 

 
 

Warsh’s two main arguments for lowering rates also 

look less compelling in the current environment. First, 

he has argued that the Fed should more 

aggressively shrink the size of its balance sheet and 

redeploy that toward a lower fed funds rate. But a 

more aggressive approach to balance sheet 

reduction would likely put additional upward 

pressure on longer-term yields, which have already 

sold off considerably in recent weeks. 

  

Figure 2: 30YR Treasury Yield 

 

Second, Warsh has argued that AI-led productivity 

gains should allow the Fed to lower policy rates by 

reducing unit labor costs, reducing inflationary 

pressures from the labor market. That remains 

plausible over the longer term. But in the near term, 

the AI boom appears to be adding to inflation 

pressure, contributing to supply-chain strains and 

large increases in the cost of AI-related inputs. 

 

Figure 3: Semiconductor inflation in PPI, YoY growth 

rate 

 

Hikes are still unlikely in our view, but 

risks are more balanced 

Despite the evolving tone from the Fed and markets 

around the possibility of rate hikes, we continue to 

view additional tightening as unlikely in the near 

term. If the Fed is moving in that direction, it will take 

time, and there will be a cadence. 
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The first step would be for the FOMC to formally 

remove the rate cut bias from its official statement. 

That would signal that policymakers view the 

possibility of cuts as no more likely than hikes. One-

fourth of FOMC voters preferred taking that step at 

the April meeting, going so far as to formally dissent. 

This change could come as early as the June FOMC 

meeting, though it would likely be met with several 

dissents. 

 

After that, the Fed would need clear and convincing 

evidence of at least one of three developments 

before restarting the hiking cycle: 

1. Inflation expectations becoming unanchored, 

which would take time to confirm; 

2. The labor market re-tightening, particularly 

through consecutive declines in the 

unemployment rate; or 

3. Inflation broadening beyond sectors most 

directly exposed to energy costs and tariffs. 

 

All three would take time to develop, and none are 

guaranteed. Growth proved resilient in the first half 

of 2026, but much of that strength appears to have 

been supported by the fiscal boost from the One Big 

Beautiful Bill Act, which is likely to fade in the second 

half of the year. Inflation also remained firm this 

spring, but the Fed has been clear that it expects 

elevated tariff-related inflation prints to persist 

through at least July. 

 

For now, that points to a Fed that is much less 

confident that cuts are coming, but still not ready to 

restart hikes. The most likely path remains an 

extended hold, with policymakers using the next 

several meetings to assess whether recent inflation 

pressures prove temporary, whether inflation 

expectations remain anchored, and whether 

growth slows as fiscal support fades. 

 

Inflation hot again in April 

April CPI came in slightly above expectations, with 

headline and core inflation increasing at 8.0% and 

4.6% annualized paces, respectively. However, the 

print was artificially boosted by technical factors 

related to last year’s government shutdown, which 

nearly doubled the contribution from shelter 

inflation, a category that carries a roughly 45% 

weight in core CPI. Adjusting for that distortion, core 

CPI would have increased at a 2.9% annualized pace 

in April, bringing the three-month annualized pace 

of core inflation to 2.7%. 

 

Figure 4: Headline and Core CPI, M/M annualized 

growth rate 

 

The underlying inflation story in April was similar to 

what we have seen for much of the past year. 

Services inflation outside of shelter remains 

stubbornly above pre-pandemic trends, despite 

some weakening in the labor market and continued 

deceleration in wage growth. Goods inflation is still 

showing tangible effects from tariffs, with some 

early signs of additional pressure tied to the war in 

Iran. Shelter inflation, excluding the mechanical 

boost discussed above, continues to trend lower 

and is now comfortably below its pre-pandemic 

pace. 

 

Figure 5: Core PCE Inflation, YoY growth rate 

 

So where is trend inflation now? In our view, it is 

running around 3%, perhaps a touch above. That 
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remains higher than the Fed’s 2% objective, but is 

broadly consistent with where inflation has been 

stuck for much of the past three years. While 

pipeline price pressures appear to be building, the 

effect so far has been to halt further progress on 

disinflation rather than to materially worsen the 

inflation backdrop. 

 

Growth looks resilient so far in Q2  

Retail sales for April came in stronger than 

expected, including in real terms and excluding the 

boost from higher gasoline expenditures. Revisions 

to prior months were also positive and should lift 

both consumer spending and real GDP growth in Q1, 

providing a stronger starting point for the second 

quarter. In addition, industrial production increased 

by 0.7% in April, extending the trends of improving 

manufacturing activity and sentiment so far in 2026. 

 

Figure 6: Retail sales ex. gasoline stations, 3M 

annualized growth rate 

 

While consumer spending growth does appear to 

be slowing somewhat in 2026, it has thus far held up 

better than anticipated despite higher gasoline 

prices. In our view, this resilience largely reflects the 

ongoing fiscal impulse from the One Big Beautiful Bill 

Act (OBBBA), which has boosted tax refunds, 

reduced paycheck withholding, and strengthened 

incentives for business investment. While some of 

these supports will persist through 2026, the boost 

from tax refunds should fade in the coming months. 

As a result, we continue to expect growth to soften 

modestly in the second half of the year. 

 

Data preview 

This week’s economic calendar is relatively light. 

Housing data will dominate the front half of the 

week, beginning with the NAHB Housing Market 

Index released today and April pending home sales 

on Tuesday. Builder sentiment improved in April but 

remains historically weak amid elevated mortgage 

rates and affordability pressures, and both PNC and 

consensus forecasts point to softer housing activity 

in April. Housing starts are expected to pull back 

after a strong March gain, while permits are 

expected to remain subdued.  

Thursday brings the week’s most important batch of 

releases. Initial jobless claims are expected to 

remain low and range bound near 210k. Regional 

manufacturing surveys and the preliminary May S&P 

Global PMIs will provide an updated read on 

business activity following stronger manufacturing 

data earlier this spring. While business sentiment 

surveys have generally held up better than 

consumer sentiment in recent months, pricing 

components have remained elevated, highlighting 

ongoing pipeline inflation pressures tied to tariffs, 

supply-chain strains, and higher energy costs.  

Amid increasing inflation, Fed communication 

remains in focus this week. Wednesday’s release of 

the April FOMC meeting minutes should provide 

additional insight into the debate around the Fed’s 

policy bias after several officials dissented in favor 

of removing easing language at the last meeting. 

However, the minutes may already appear 

somewhat stale given the stronger-than-expected 

April inflation and labor market data released since 

then.  

Consumer sentiment data on Friday will close out 

the week. The University of Michigan’s final May 

sentiment reading is expected to remain near a 

record low as households continue to grapple with 

elevated inflation and higher gasoline prices, even 

as broader economic activity and labor market 

conditions remain relatively resilient. 
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Additional charts and tables 

Table 1: Data release calendar 

Release Date Time Period PNC  Consensus  Last actual 

Key Releases       

New York Fed Services Business Activity Mon 5/18 8:30 am May  -- -- -5.8* 

NAHB Housing Market Index Mon 5/18 10:00 am May  -- 34.0 37.0* 

Total Net TIC Flows Mon 5/18 4:00 pm Mar  -- -- $184.5b 

ADP Weekly Employment Change Tue 5/19 8:15 am Sat 5/2  -- -- 33.000k 

Pending Home Sales M/M Tue 5/19 10:00 am Apr  -- 1.0% 1.5% 

MBA Mortgage Applications Wed 5/20 7:00 am Fri 5/15  -- -- 1.7% 

FOMC Meeting Minutes Wed 5/20 2:00 pm Wed 4/29  -- -- -- 

Initial Jobless Claims Thu 5/21 8:30 am Sat 5/16  215k 210k 211k 

Continuing Claims Thu 5/21 8:30 am Sat 5/9  -- 1785k 1782k 

Philadelphia Fed Business Outlook Thu 5/21 8:30 am May  17.5 18.3 26.7 

Housing Starts Thu 5/21 8:30 am Apr  1390k 1410k 1502k 

Building Permits Thu 5/21 8:30 am Apr P  -- 1380k 1363k 

S&P Global US Manufacturing PMI Thu 5/21 9:45 am May P  -- 53.8 54.5 

S&P Global US Services PMI Thu 5/21 9:45 am May P  -- 51.0 51.0 

S&P Global US Composite PMI Thu 5/21 9:45 am May P  -- 51.6 51.7 

Kansas City Fed Manf. Activity Thu 5/21 11:00 am May  -- 10.0 10.0 

U. of Mich. Sentiment Fri 5/22 10:00 am May F  48.5 48.2 48.2 

Conference Board Leading Indicators Fri 5/22 10:00 am Apr -0.3 -- -0.6 

Kansas City Fed Services Activity Fri 5/22 11:00 am May  -- -- 3.0 

Source: Bloomberg, PNC *Released prior to publication 

 

Initial Jobless Claims 

 210k. Initial jobless claims are expected to inch up but remain range bound at a low level. 

 

Philadelphia Fed Business Outlook 

 18.3. Manufacturing activity in the Philadelphia Federal Reserve District is expected to remain strong in May. 

 

Housing Starts 

 1390k. Housing starts are forecast to drop in April amid record-low homebuilder sentiment. 

 

U. of Mich. Sentiment 

 48.5. Consumer sentiment is forecast to improve slightly from its April record low in the final May reading. 

 

Conference Board Leading Indicators 

 -0.3. The Leading Economic Index is expected to decline again in April but at a slower pace. 
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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. 

 


