; GRACE CARLTON
& EBREUITING

2026 US Economic
Outlook

Strategic Analysis & Market Positioning Report

GDP Growth 1.8 -22% | Unemployment 4.6% | BrentCrude $113+ | Fed Rate 3.50 - 3.75%

March 2026

Grace Carlton Consulting

Research Team



Grace Carlton Consulting | 2026 US Economic Outlook

gracecarltonconsulting.com

Table of Contents

Executive Summary

Key findings and strategic implications

GDP Growth Outlook

Revised 1.8-2.2% trajectory amid energy shock

Labor Market Analysis

Unemployment at 4.6% and energy sector risks

Federal Reserve & Interest Rates

Monetary policy at 3.50-3.75%; rate cuts delayed

Inflation Dynamics

Energy-driven price pressures; CBO forecast now outdated

Geopolitical Risk & Energy Shock

Iran war, Strait of Hormuz, Brent crude at $113+

Trade Policy & Tariff Impact

Post-Supreme Court tariff landscape

Consumer Spending & Retail

4.4% retail growth; fuel costs eroding purchasing power

Housing Market Outlook

Affordability shifts and rate lock-in

10. Sector-Specific Implications

Manufacturing, healthcare, construction, energy

Strategic Recommendations

Actionable guidance for business leaders

How to Use This Report

Page 2

© 2026 Grace Carlton Consulting. All rights reserved.




Grace Carlton Consulting | 2026 US Economic Outlook gracecarltonconsulting.com

C-Suite Executives: Start with the Executive Summary (Section 1) and Strategic
Recommendations (Section 11) for a high-level view of risks and opportunities. Section 6 covers
the Iran war energy shock in depth.

Operations & Supply Chain Leaders: Focus on Sections 2, 6, and 7 for GDP trends, geopolitical
energy risks, tariff impacts, and sector-specific guidance.

Finance & Investment Professionals: Sections 3, 4, and 5 cover employment, rates, and inflation
dynamics critical for capital allocation. Section 6 addresses recession risk from the Iran conflict.

Business Development Teams: Sections 8 and 9 on consumer spending and housing offer
demand-side signals for market positioning.
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1. Executive Summary

1.8-2.2% 4.6% 3.50-3.75% ~3.0%  $113+

GDP GROWTH UNEMPLOYMENT FED FUNDS RATE PCE INFLATION BRENT CRUDE
\ Revised down; energy shddkising amid energy disruptid@uts delayed; inflation ri¢kEnergy-driven; above CBO es M 55% energy shock

The U.S. economy enters 2026 in a state of measured resilience. After navigating
significant trade policy disruption and a landmark Supreme Court ruling that struck
down the majority of tariffs imposed in 2025, economic fundamentals point to
continued but decelerating growth.1 The Congressional Budget Office projects real GDP
growth of 2.2%, supported by the 2025 reconciliation act's boost to consumer spending
and private investment.?

The Federal Reserve has maintained its benchmark rate at 3.50-3.75%, with the March
2026 dot plot projecting a single 25-basis-point cut this year.3 Inflation remains sticky,
with the Fed's preferred measure (core PCE) at 3.1% year-over-year as of January 2026
and headline PCE at 2.9% - both well above the 2% ‘carget.4

The labor market shows signs of softening: unemployment edged up to 4.4% in February
2026 from 4.3% in January, and monthly payrolls have slowed significantly.5 Yet
consumer spending remains the economy's anchor. The National Retail Federation
forecasts 4.4% retail sales growth to $5.6 trillion, buoyed by tax cut refunds and income
growth among higher-income households.®

The defining geopolitical shock of Q1 2026 is the U.S.-Iran conflict and its cascading
impact on global energy markets. Brent crude surged 55% from approximately
$72/barrel in January to over $113/barrel by late March, while WTI crossed $100 for the
first time since 2022.” The threatened closure of the Strait of Hormuz - through which
approximately 20% of global oil supply transits - has injected severe supply-side
uncertainty into commodity markets. U.S. gasoline prices have reached $4 per gallon
nationally, compressing household budgets and reigniting inflation pressures that the
Fed had been carefully managing downward.®2 Goldman Sachs has raised its U.S.
recession probability to 30%, and revised GDP estimates have moved materially lower.
This report reflects these updated forecasts throughout.

Bottom Line: 2026 now presents a more challenging landscape than anticipated at year-start.
The Iran war energy shock has introduced stagflationary risk - higher inflation from energy costs
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coinciding with lower growth from the demand drag of $4/gallon gasoline. Businesses must
balance defensive positioning with strategic investment in productivity, energy cost hedging, and
emerging demand sectors to remain competitive.

1. Elevate Wealth, "Effects of Trump Tariffs on the US Economy," Feb 2026,
https://elevatewealth.ae/blog/effects-trump-tariffs-us-economy/

2. Congressional Budget Office, "The Budget and Economic Outlook: 2026 to 2036," Feb 2026,
https://www.cbo.gov/publication/62105

3. Charles Schwab, "Fed Holds Rates Steady,” Mar 2026, https://www.schwab.com/learn/story/fomc-meeting

4. Trading Economics, US Inflation Data, Mar 2026, https://tradingeconomics.com/united-states/inflation-expectations

5. Trading Economics, US Unemployment Rate, Mar 2026, https://tradingeconomics.com/united-states/unemployment-rate
6. National Retail Federation, "NRF Forecasts 4.4% Annual Retail Sales Growth," Mar 2026, https://nrf.com/...

7. CNBC, "Oil and Gas Prices Surge as Iran War Rattles Strait of Hormuz," Mar 28, 2026,
https://www.cnbc.com/2026/03/28/oil-gas-prices-iran-war-hormuz.html

8. CNBC, "Gas Prices Hit $4 a Gallon," Mar 31, 2026, https://www.chbc.com/2026/03/31/gas-oil-diesel-price-iran-war.html;
Reuters, "Iran Conflict Poses New Risk to US Economic Resilience," Mar 2, 2026,
https://www.reuters.com/world/middle-east/iran-conflict-poses-new-risk-us-economic-resilience-2026-03-02/
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2. GDP Growth Outlook

2026 Real GDP Growth Forecasts by Source (Post-Energy Shock Revisions)

CBO Baseline 1.8%

Fed FOMC (Mar '26) 2.0%

Deloitte 1.8%

2.0%

Goldman Sachs (US)

Post-Iran War Consensus 1.8%

Real GDP growth forecasts for 2026 have been revised materially lower in the wake of the Iran
war energy shock. The $113+ Brent crude price, $4/gallon gasoline, and supply chain disruptions
through the Strait of Hormuz have introduced a significant drag on consumer spending power
and business investment. Prior forecasts in the 2.2-2.5% range have been pulled down toward a
1.8-2.0% consensus as analysts absorb the magnitude of the oil price surge.9 The Congressional
Budget Office's February 2026 baseline of 2.2% is now considered optimistic; updated estimates
center on 1.8%, driven by the energy cost passthrough to consumers and the broader uncertainty
premium.10

The Federal Reserve's March 2026 dot plot was finalized before the escalation of hostilities and
does not fully reflect the energy shock. Goldman Sachs has revised its U.S. GDP forecast from
2.5% to approximately 2.0%, with a 30% recession probability flagged explicitly - a sharp move
from the pre-conflict baseline."

Key Growth Drivers

« Fiscal stimulus: The 2025 reconciliation act provides ongoing support through expanded
tax credits and infrastructure spending

+ Consumer spending: Real consumer spending projected at 2.1%, down from 2.7% in 2025
but still the primary growth engine

« Business investment: Al-related capital expenditure continues to drive fixed investment,
with productivity gains expected to materialize in 2027

+ Post-tariff recalibration: The Supreme Court ruling reducing tariffs is partially unwinding
trade drag on growth

Downside Risks
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«  Growth beyond 2026 decelerates to 1.8% annually through 2036 (CBO estimate)
+ Immigration slowdown weighing on labor force growth and aggregate demand
« Remaining Section 232 tariffs on steel/aluminum continue to pressure input costs

e Energy price shock: Brent crude at $113+ and gasoline at $4/gallon create a direct
consumer spending drag, acting as a tax on households and reducing discretionary
income. A prolonged Strait of Hormuz disruption could push GDP growth below 1.5%

9. Deloitte, "US Economic Forecast Q12026," Mar 2026, https://www.deloitte.com/.../us-economic-forecast

10. CBO, Feb 2026, https://www.cbo.gov/publication/62105

11. Goldman Sachs, "2026 Outlooks," https://www.goldmansachs.com/insights/outlooks/2026-outlooks; Reuters, "lran Conflict
Poses New Risk to US Economic Resilience,” Mar 2026,
https://www.reuters.com/world/middle-east/iran-conflict-poses-new-risk-us-economic-resilience-2026-03-02/

3. Labor Market Analysis

Unemployment Rate Trajectory vs. Pre-Tariff Baseline

51% Ml Unemployment Rate Pre-Tariff Trend

4.7%
Unemployment Rate

4.3%
4.0%
3.6%

3.2%
Q324 Q424 Q125 Q225 Q325 Q4'25 Q126

The labor market is softening but remains far from distressed. The unemployment rate rose to
4.4% in February 2026, up from 4.3% in January, with the Iran war energy shock expected to push
the Q12026 rate to 4.6% as transportation, logistics, and energy-intensive sectors begin to feel
margin pressure.12 The Federal Reserve's pre-conflict projection of a year-end rate of 4.4% is
now considered optimistic.13

The tariff-era disruption took a measurable toll: monthly payrolls averaged just 49,000 in late
2025, down sharply from the 168,000 average pace before trade policy escalation. The Yale
Budget Lab estimates tariffs alone increased the unemployment rate by 0.3 percentage points.14
While the post-Supreme Court environment is expected to ease some of this pressure, the labor
market now faces a compounding headwind from the energy shock: airlines are implementing
hiring freezes, trucking and logistics companies face serious margin compression at $4/gallon
diesel, and agricultural employment is at risk as fuel and fertilizer costs surge.
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Strategic Takeaway: Unemployment reaching 4.6% reflects both pre-existing structural cooling
and the new energy sector employment risk introduced by the Iran conflict. Transportation,
airlines, agriculture, and petrochemical employers should model workforce scenarios based on
$100+ oil lasting through Q3 2026. Wage growth is moderating, but real wages face further
compression from energy-driven price increases.

12. Trading Economics, US Unemployment Rate, Mar 2026, https://tradingeconomics.com/united-states/unemployment-rate
13. Schwab/FOMC, Mar 2026, https://www.schwab.com/learn/story/fomc-meeting
14. Yale Budget Lab, "State of Tariffs: February 21, 2026," https://budgetlab.yale.edu/research/state-tariffs-february-21-2026
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4. Federal Reserve & Interest Rates

Interest Rate Trajectory: Fed Funds vs. 30-Year Mortgage

7.7% HM Fed Funds Rate (upper)  EM 30Y Mortgage

6.8% .\

+
_—
® =@ 30Y Mortgage
5.9%
5.0%
41%
Fed Funds Rate (upper)
3.2%
Q124 Q224 Q324 Q125 Q225 Q425 Q126

The Federal Reserve held the federal funds rate at 3.50-3.75% at its March 2026 meeting, the
second consecutive pause after cutting rates through late 2024 and 2025."° The updated dot
plot shows the median FOMC member projecting one additional 25-basis-point cut in 2026,
which would bring the target range to 3.25-3.50% by year—end.16

Notably, the range of individual estimates remains wide: at least one FOMC member advocates

for four cuts in 2026, while others see rates holding steady through 2028."7 Deloitte's analysis

suggests the Fed may delay further cuts entirely to 2027, given persistent inflation above
18

target.

The Iran war energy shock has critically complicated the Fed's rate path. The March 2026 dot plot
was finalized before hostilities escalated, meaning it does not reflect $113+ Brent crude or
$4/gallon gasoline. Energy-driven inflation acts as a supply shock - raising prices while
simultaneously slowing growth - placing the Fed in a classic stagflationary dilemma. Markets now
price in zero rate cuts for 2026, a dramatic reversal from the one-cut consensus just weeks prior.
If energy prices remain elevated through Q2, the Fed will face growing pressure to hold rates well
into 2027 to prevent a broad inflation re-acceleration, even as employment softens.

Impact on Borrowing Costs

The 30-year fixed mortgage rate has declined to 6.2%, following Fannie Mae and Freddie Mac's
announcement of $200 billion in mortgage-backed securities buybacks.19 NAHB expects rates to
remain slightly above 6% through 2026, with sustained sub-6% rates unlikely before 2027.
Commercial lending rates remain elevated, creating headwinds for leveraged expansion and real
estate investment.
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Key Signal: The Iran war has transformed the Fed's calculus from a simple dual-mandate balance
to a full stagflationary dilemma. Markets have repriced to zero cuts in 2026. Businesses should
plan for rates remaining in the 3.50-3.75% corridor through year-end, with meaningful cut
probability only in 2027 if energy prices normalize. Lock in fixed-rate financing now where
feasible.

15-17. Schwab/FOMC, Yahoo Finance, Mar 2026, schwab.com/learn/story/fomc-meeting, finance.yahoo.com
18. Deloitte, "US Economic Forecast Q12026," deloitte.com/.../us-economic-forecast
19. NAHB, "2026 Housing Outlook," Feb 2026, nahb.org/.../2026-housing-outlook
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5. Inflation Dynamics

Inflation Measures vs. Fed Target (2% Goal) - Energy Shock Impact

Core PCE (Jan '26) 3.1%

Headline PCE (Jan '26) 2.9%

2.5%

Core CPI (Feb '26)

Fed Target 2.0%

CBO Forecast (YE'26) 2.7%

Energy CPI (Mar '26) 3.5%

Inflation remains the central policy challenge of 2026. Core PCE - the Fed's preferred gauge -
stood at 3.1% year-over-year as of January 2026, more than a full percentage point above the
2% 'carget.20 The CBO expects headline PCE inflation to ease from 2.8% in 2025 to 2.7% in 2026 as
tariff passthrough effects wane - but that 2.7% CBO forecast is now considered significantly
outdated. Energy-driven inflation from the Iran war oil shock is expected to push revised PCE
estimates closer to 3.0%, effectively erasing the disinflationary progress made in late 20252

RBC Economics forecasts core CPl peaking at 3% in Q2 2026 before plateauing through
year-end, driven by a combination of tight labor markets, strong consumer spending, tariff
residual effects, and lagged housing inflation.?2 Shelter costs remain particularly stubborn,
running at a 3.6% annual rate and outpacing broader consumer prices.23

The Iran war energy shock is now a primary inflation driver. Gasoline at $4 per gallon nationally
represents a meaningful passthrough to consumer goods as transportation cost surcharges
ripple through supply chains. Heating oil has surged alongside crude, adding pressure to
household energy budgets. Energy CPl - which had been subdued through 2025 - is now
accelerating sharply toward 3.5-4.0%. Petrochemical feedstock costs are raising production
costs across plastics, packaging, and specialty chemicals. The tariff contribution of 13
percentage points to core goods inflation is now compounded by an energy contribution that
could add another 0.5-1.0 percentage points to headline CPI through Q2 and Q3 2026.24

20. Oxford Economics, "US PCE Nowcast," Mar 2026, oxfordeconomics.com

21. CBO, Feb 2026, cbo.gov/publication/62105; CNBC, "Gas Prices Hit $4 a Gallon," Mar 31, 2026,
cnbc.com/2026/03/31/gas-oil-diesel-price-iran-war.htmi

22. RBC Economics, "How to Monitor US Inflation in 2026," Feb 2026, rbc.com/.../us-inflation-2026
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23-24. NAHB, Elevate Wealth analysis. See sources 1, 19. OilPrice.com, Oil Prices Surge 3% as US-Iran Standoff Triggers Higher
2026 Forecasts, oilprice.com/Latest-Energy-News/...
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6. Geopolitical Risk & Energy Shock

Brent Crude Price Milestones (USD/barrel) - 2026 Iran Conflict

Pre-Conflict (Jan '26) $72

Post-Strait Closure $96

Peak (Mar '26) $113

$95

SPR Release Target

The U.S.-Iran conflict that escalated in late Q1 2026 represents the most significant geopolitical
shock to global energy markets since the 1973 Arab oil embargo. Brent crude oil surged 55% from
approximately $72 per barrel in January 2026 to over $113 per barrel by late March - the highest
level since 2022 - while WTI crude crossed $100 per barrel.?° The Strait of Hormuz, through which
approximately 20% of all globally traded oil transits, faces disruption risk, injecting severe
supply-side uncertainty into commodity markets that had been broadly stable entering the year.

U.S. gasoline prices have reached $4 per gallon nationally as of March 31, 2026, up sharply from
under $3.20 at the start of the year.26 The Biden-era Strategic Petroleum Reserve (SPR) - which
had been partially restocked through 2025 - has been tapped again, with the U.S. releasing 400
million barrels to buffer supply disruptions and dampen price escalation. The SPR release is
expected to provide temporary relief but cannot substitute for sustained Strait access. Goldman
Sachs has responded by raising its US. recession probability to 30% - a level that signals
elevated but not predominant risk - and has revised its 2026 GDP forecast materially lower.2’

Financial markets have responded sharply. The S&P; 500 has declined approximately 8% since
hostilities began, as investors price in stagflationary risk and earnings downgrades for
energy-intensive sectors. The equity selloff reflects the dual headwind of higher energy input
costs compressing margins while simultaneously softening consumer demand as household
budgets absorb $4/gallon gasoline.28

Sector Impact Analysis

« Airlines: Jet fuel represents 20-30% of airline operating costs. With crude at $113+, major
carriers face margin compression of 30-50% on existing routes. Hiring freezes, route
rationalization, and fuel surcharges are already being implemented.

« Trucking & Logistics: Diesel prices above $4/gallon directly compress carrier margins.
Freight operators face a choice between absorbing costs or passing surcharges to
shippers - either outcome slows economic activity and raises goods prices for
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consumers.

Agriculture: Farming operations face a double squeeze from elevated diesel costs for
equipment and machinery, and sharply higher fertilizer prices (natural gas-derived). Food
price inflation pressures are expected to intensify through the spring planting season.

Petrochemicals & Plastics: Crude oil is the primary feedstock for plastics, packaging,
synthetic fibers, and specialty chemicals. The 55% oil price surge translates directly to
higher input costs across manufacturing, consumer goods, and healthcare supply chains.

Transportation Infrastructure: Port operations, rail logistics, and last-mile delivery
networks all face fuel cost escalation. Supply chain managers should expect
transportation cost surcharges of 15-25% to persist through Q2-Q3 2026.

Geopolitical Risk Assessment: The Iran conflict represents an exogenous shock that compounds
existing macro vulnerabilities. The base case assumes partial Strait of Hormuz access is
maintained and Brent crude stabilizes in the $95-115 range following SPR intervention. The bear
case - full Strait closure for 30+ days - could push Brent above $150 and trigger a U.S. recession
with GDP contraction of 0.5-1.0%. Business continuity planning should stress-test the bear case
explicitly. Monitor daily oil prices, Strait shipping data, and diplomatic developments as leading
indicators for whether the base case or bear case is materializing.

25. CNBC, "Oil and Gas Prices Surge as Iran War Rattles Strait of Hormuz," Mar 28, 2026,
cnbc.com/2026/03/28/oil-gas-prices-iran-war-hormuz.html; CNBC, "Oil Price Today," Mar 30, 2026,
cnbc.com/2026/03/30/oil-price-today-wti-brent-...

26. CNBC, "Gas, Oil and Diesel Prices Iran War," Mar 31, 2026, cnbc.com/2026/03/31/gas-oil-diesel-price-iran-war.html

27. Reuters, "Iran Conflict Poses New Risk to US Economic Resilience," Mar 2, 2026,
reuters.com/world/middle-east/iran-conflict-poses-new-risk-us-economic-resilience-2026-03-02/; OilPrice.com, "Oil Prices
Surge 3% as US-Iran Standoff Triggers Higher 2026 Forecasts," oilprice.com/Latest-Energy-News/...

28. Wikipedia, "Economic Impact of the 2026 Iran War," en.wikipedia.org/wiki/Economic_impact_of_the_2026_Ilran_war
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7. Trade Policy & Tariff Impact

The trade policy landscape underwent a seismic shift on February 20, 2026, when the Supreme
Court struck down the majority of tariffs as an unconstitutional overreach of presidential
power.29 This landmark ruling partially reverses the most aggressive U.S. trade policy escalation
in decades, though significant economic damage has already been absorbed. The Iran conflict
has further compounded trade disruption: shipping routes through the Red Sea and Strait of
Hormuz now carry additional risk premiums, with war risk insurance for vessels transiting the
region surging 10-15x. Container shipping costs are rising again, partially reversing the
normalization seen through 2025.

Pre-Ruling Effect Post-Ruling Outlook

Household Cost Increase $1,500/year $400-600/year

GDP Drag -0.5 percentage points Partially reversed

Job Losses ~490,000 positions Gradual recovery expected
Steel/Aluminum Prices +28-40% Sec 232 still in effect

New Car Price Premium +$2,600-$4,500 25% auto tariff remains
Core Goods CPI Impact +1.3 pp Prices remain sticky
Economy Permanent Loss $125B/year (Yale est.) Partially reduced

The NY Federal Reserve estimates that 86-94% of tariff costs were borne by American
consumers and businesses, not foreign producers.30 While the Supreme Court ruling provides
relief, several key tariffs remain in effect - notably Section 232 duties on steel and aluminum and
the 25% auto tariff. Businesses in manufacturing, construction, and supply chain sectors should
expect continued elevated input costs in these categories through at least year-end.

29. Elevate Wealth, Feb 2026, elevatewealth.ae/blog/effects-trump-tariffs-us-economy/

30. NY Federal Reserve, cited in Elevate Wealth analysis. Yale Budget Lab,
budgetlab.yale.edu/research/state-tariffs-february-21-2026
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8. Consumer Spending & Retail Outlook

2026 Retail Sales Growth Forecasts (Year-over-Year)

NRF Forecast 4.4%

10-Year Average 3.6%

3.5%

Bain & Company

Real Spending Growth 21%

Consumer spending remains the bedrock of U.S. economic growth, even as the outlook bifurcates
along income lines. The National Retail Federation projects 4.4% nominal retail sales growth to
$5.6 trillion, exceeding the 3.6% ten-year average and reflecting the economy's fundamental
consumer resilience.”’

However, this headline number masks a growing divergence. Higher-income households are
driving the majority of spending growth across retail categories, while lower-income consumers
face pressure from elevated food prices (inflation expectations at 5.3%), housing costs (shelter
CPI at 3.6%), and muted real wage growth.32 Bain & Company notes an emerging "flight to value”
as shoppers gravitate toward private-label and lower-priced goods.33

Near-term tailwinds include larger tax refunds from the Working Families Tax Cut Act, but the Iran
war energy shock has introduced a significant new headwind: rising fuel prices. Gasoline at $4
per gallon nationally is directly eroding consumer purchasing power - each $0.50/gallon increase
in gas prices removes approximately $50 per month from the median household budget,
equivalent to eliminating a modest wage gain. Lower-income consumers who spend a higher
proportion of income on transportation will be disproportionately impacted. The combined effect
is expected to shift Q2-Q3 consumer spending growth downward relative to pre-conflict
projections.34

31. NRF, Mar 2026, nrf.com/.../nrf-forecasts-4-4-annual-retail-sales-growth
32. Trading Economics, Inflation Expectations, Mar 2026; NAHB, Feb 2026.
33. Bain & Company, "2026 Global Retail Sales Outlook," Jan 2026, bain.com/insights/2026-global-retail-sales-outlook

34. NRF/Oxford Economics analysis, Mar 2026. CNBC, "Gas, Oil and Diesel Prices Iran War," Mar 31, 2026,
cnbc.com/2026/03/31/gas-oil-diesel-price-iran-war.html
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9. Housing Market Outlook

2025 ACtuaI/ESt 2026 ForecaSt

Home Price Growth 3-4% 0-2% JP Morgan / Redfin
Existing Home Sales ~3.9M units +3-14% growth Redfin / NAR

30Y Mortgage Rate 6.4-6.8% Low 6% range NAHB
Single-Family Starts 931K units 940K units (+1%) NAHB

Multifamily Starts 413K units 392K units (-5%) NAHB

Median Listing Price $402K ~$400K (flat) Realtor.com
Months of Supply ~4.2 ~4.6 (balanced) Realtor.com

The housing market enters 2026 in what Redfin terms "The Great Housing Reset" - a long, slow
recovery characterized by improving affordability and gradually loosening inventory
constraints.3° JP. Morgan projects national home prices stalling at 0% growth, as improving
demand is offset by increasing supply.36

The mortgage rate lock-in effect continues to constrain inventory, with roughly 80% of
outstanding mortgages carrying rates at or below 6%.2’ However, a milestone has been reached:
the share of mortgages above 6% now exceeds the share below 3%, signaling the gradual
unwinding of this constraint. Months of supply is expected to reach 4.6 months - consistent with
a balanced market.

Regional dynamics matter significantly. Midwest markets (Cleveland, St. Louis, Minneapolis,
Madison) are expected to heat up, while coastal Florida and parts of Texas face softening from
insurance cost surges and pandemic-era migration reversals.3®

35. Redfin, "2026 Predictions: The Great Housing Reset," Dec 2025, redfin.com/news/housing-market-predictions-2026/
36. J.P. Morgan, "US Housing Market Outlook," Jan 2026, jpmorgan.com/.../us-housing-market-outlook

37. NAHB, Feb 2026; Realtor.com data via Danielle Hale. See source 19.

38. Redfin regional analysis, Dec 2025. See source 35.
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10. Sector-Specific Implications

Manufacturing & Supply Chain

The manufacturing sector faces a bifurcated outlook. Remaining Section 232 tariffs keep steel
and aluminum costs 28-40% above pre-tariff levels, pressuring margins for producers reliant on
these inputs. However, the Supreme Court's broader tariff rollback reduces input costs across
most other categories. Companies with diversified supply chains and domestic manufacturing
capabilities are best positioned.

*  Opportunity: Near-shoring momentum continues; firms re-evaluating China-dependent
supply chains create openings for domestic and regional sourcing partners

« Risk: Al-driven productivity gains remain largely prospective (2027+), meaning labor cost
pressures persist in the near term

Healthcare

Healthcare spending continues to outpace GDP growth, driven by an aging population,
post-pandemic care backlogs, and rising drug costs. Medical care inflation expectations remain
elevated at 9.7% among consumers. The sector offers defensive growth characteristics in an
uncertain macro environment.

e Opportunity: Healthcare supply chain optimization and workforce solutions remain
undersupplied markets; telehealth and Al-assisted diagnostics accelerating

+ Risk: Regulatory uncertainty and potential Medicare spending constraints from deficit
reduction efforts; medical supply chains face cost pressure from $100+ oil

Commercial Construction & Real Estate

Construction faces a challenging cost environment with tariff-elevated material prices and a
softening labor market. Single-family starts are projected to grow only 1%, while multifamily
starts decline 5%. However, infrastructure spending from the reconciliation act and improving
mortgage affordability provide offsetting tailwinds, particularly in Midwest markets.

«  Opportunity: Midwest markets (Indiana, Ohio, Missouri, Minnesota) positioned for relative
outperformance; infrastructure investment creating demand for commercial
construction

+ Risk: Elevated borrowing costs continue to constrain leveraged development; insurance
cost surges in Sun Belt markets reducing profitability

Energy & Transportation
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The Iran war energy shock has elevated this sector to a primary risk category for 2026. With
Brent crude above $113 and WTI above $100, the energy and transportation nexus is facing the
most severe margin compression since 2022. Three sub-sectors require immediate strategic
attention:

Page 19

Airlines: Jet fuel is typically 20-30% of operating costs for major carriers. At $113+ crude,
airlines face margin erosion of 30-50% on existing fares. Carriers are implementing fuel
surcharges, cutting unprofitable routes, and accelerating fleet efficiency programs.
Investor exposure to airline equities should be reassessed given the current oil
environment.

Trucking & Logistics: Diesel fuel costs above $4/gallon are squeezing carrier profitability
throughout the freight network. Less-than-truckload (LTL) and full truckload (FTL)
operators are implementing emergency fuel surcharges. Shippers should build fuel
surcharge escalation clauses into new contracts and model 15-25% transportation cost
increases for H1 2026.

Petrochemicals: Crude oil and natural gas are primary feedstocks for plastics, packaging
materials, synthetic fibers, resins, and specialty chemicals. The 55% crude price surge is
flowing through to petrochemical input costs with a 4-8 week lag. Downstream
manufacturers relying on petroleum-derived raw materials should secure forward
contracts and evaluate alternative material specifications where feasible.

© 2026 Grace Carlton Consulting. All rights reserved.




Grace Carlton Consulting | 2026 US Economic Outlook gracecarltonconsulting.com

11. Strategic Recommendations

Based on our analysis of the 2026 economic landscape - including the Iran war energy shock -
Grace Carlton Consulting recommends the following strategic priorities for business leaders:

1. Stress-Test Budgets for a 3.50-3.75% Rate Environment

Plan capital expenditure and financing decisions assuming the Fed funds rate holds at
3.50-3.75% through year-end. The Iran war stagflationary dynamic has effectively eliminated the
prospect of cuts in 2026. Lock in favorable fixed-rate terms where possible - do not plan on rate
relief in H1 2026.

2. Diversify Supply Chains Beyond China Dependency

The post-tariff environment creates a strategic window for supply chain reconfiguration.
Evaluate near-shore alternatives in Mexico and Southeast Asia while leveraging the partial tariff
rollback to renegotiate existing supplier contracts.

3. Target the Income Bifurcation Opportunity

With higher-income consumers driving growth and lower-income segments trading down,
position product and service offerings accordingly. Value-tier strategies can capture share in
price-sensitive segments, while premium offerings benefit from resilient high-end spending.

4. Invest in Productivity Ahead of the Al Curve

Deloitte projects Al-related productivity gains materializing in 2027 data. Businesses investing
now in automation, process optimization, and Al integration will have a competitive advantage as
labor market tightness persists and wage pressures continue.

5. Position for Midwest Market Strength

Regional dynamics favor Midwest markets over Sun Belt for both commercial and residential real
estate. Indiana, Ohio, Minnesota, and Missouri markets offer relative value with improving demand
fundamentals and lower insurance/climate risk premiums.

6. Build Defensive Cash Reserves While Pursuing Selective Growth

The heightened geopolitical risk from the Iran conflict warrants increasing reserve targets.
Maintain 9-12 months of operating reserves to weather an extended energy shock or potential
recession scenario. Pursue high-conviction growth investments in healthcare, infrastructure, and
technology-enabled services where energy cost exposure is limited.
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7. Hedge Energy Exposure and Build Fuel Cost Contingencies

For any business with meaningful transportation, logistics, or energy cost components,
immediate action is warranted. Lock in energy contracts where possible through forward
purchase agreements or fixed-rate fuel supply contracts. Diversify transportation modes to
reduce diesel dependency. Build explicit fuel surcharge mechanisms into customer contracts so

energy cost escalation can be passed through efficiently. Model operations at $120+ crude to
stress-test viability and identify cost reduction levers.
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Ready to Position Your
Business for 20267

The economic landscape demands strategic agility.
Grace Carlton Consulting helps business leaders
navigate uncertainty with data-driven insights
and actionable strategies.

» Supply Chain & Procurement Strategy
« Market Analysis & Competitive Positioning
+ Healthcare & Manufacturing Operations
» Business Development & Sales Strategy
» Regulatory Compliance & Risk Assessment

Contact Us

support@gracecarltonconsulting.com
gracecarltonconsulting.com

Let's build your 2026 strategy together.
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