Economics

Fed Hikes Rates for First Time in More than Three Years

In a highly anticipated move, the 61
Federal Reserve opted to raise rates
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In the statement, the Fed’s relatively
impressive assessment of the LN 1
economy was virtually unchanged
with the Committee continuing to 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
characterize growth as “solid,” and Source: Federal Reserve Board/Haver Analytics

jobs gains as keeping “pace with the workforce.” At the same time, the Committee

acknowledges the still “elevated” level of inflation. In fact, assigning new language, the statement
goes on to say that today’s hike will “support a timelier return to the Committee’s 2 percent goal.”
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In the updated Summary of Economic Projections (SEP), GDP was revised higher by a tenth of a
percentage point this year and next to 2.3% and 2.4%, respectively. Meanwhile, in 2028, GDP was
unrevised at a 2.2% gain. Additionally, the Committee’s forecast for the unemployment rate was
revised down by two tenths of a percentage point to a lower projection of 4.1% this year and next.
In 2028, the Committee continues to expect the unemployment rate to hold steady at 4.1%, versus
the 4.2% rate forecasted in June.

The Committee’s inflation forecast, meanwhile, was revised up a tenth of a percentage point this
year with the headline PCE expected to rise 3.7%. In 2027, the PCE was unrevised at 2.3%, while
the headline inflation measure was revised up a tenth of a percentage point to 2.1% in 2028, with
members not expecting to reach the 2.0% target until 2029, now a full year later than previously
forecasted.

The core PCE forecast was also revised higher; the core is now expected to rise 3.4% this year,
revised up by a tenth of a percentage point. Next year, the core PCE is expected to increase 2.5%,
unrevised from June’s projections, before easing to 2.2% in 2028, albeit marking an upward

45 revision by a tenth of a percentage
“ B point. In 2029, the core PCE is
expected to moderate to 2.0%, again a
onges full year later than previously
forecasted.
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Lastly, with inflation notably elevated,
the dots in the dot plot also shifted
higher in the latest September edition.
25 The majority of officials (16 of the 18
2wz w1 2028 20 Longer Term officials that submitted a forecast) now
see at least one more rate hike in the
remaining three and a half months of
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pressures. Furthermore, with the latest SEP signaling the majority of Fed officials support some further policy firming by year-end,
the Committee appears sincere in its commitment to restore price stability.

That being said, with double-digit price gains across nearly every key category of expenditure over the past five years coupled
with the latest energy price spike, it will take solid conviction and more than two rate hikes to ensure a return to the longstanding
2% target. In fact, despite the statement’s claim that today’s increase will return the market to a more palatable level of inflation
in a more timely manner, the SEP showed the Committee’s forecast for reaching 2% has been pushed out by a year with a notable
number of Committee members anticipating potential rate cuts before the inflation target has been achieved. A stronger showing
of a 50bp hike and a significant shift higher in the dot plot, coupled with an assurance of “whatever it takes” would offer more
confidence that the Fed wasn’t setting up for a second-round policy error after the Committee failed to raise rates to a sufficiently
restrictive level in 2023.

The press conference has concluded.

Link to September 16t FOMC Statement:
https://www.federalreserve.gov/monetarypolicy/files/monetary20260916al.pdf

Link to September 16t Summary of Economic Projections (SEP):
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20260916.pdf

- Lindsey Piegza, Ph.D., Chief Economist
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Glossary

FOMC - Federal Open Market Committee
GDP — Gross Domestic Product

PCE - Personal Consumption Expenditures

SEP — Summary of Economic Projections
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