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Post FOMC  
The Fed increased the fed funds target by 25bp as expected. The Committee vote was unanimous. 

The FOMC (median) penciled in another rate hike before year-end but none in 2027.  

• The median fed funds dot in 2026 includes an additional rate hike (to 4.00-4.25%). The 
median is unchanged in 2027. Markets seemed disappointed that the dot plot was not more 
“forceful” – that is, with more rate hikes penciled in.  

 

• That said, 8 FOMC members looked for another rate hike in 2027 compared to 6 who 
expected no change. The balance has penciled in rate cuts next year. This suggests the 
FOMC may be more evenly divided between more hikes and none than the median dot 
suggests. Indeed, the 2027 dot plot was more “top heavy” than in the June SEP.   

 

• The Fed’s economic projections for 2026 and 2027 were nudged to reflect stronger 
growth and higher inflation in 2026. PCE inflation is expected to increase 3.7% this year – 
up 0.1% from the June projections. Core PCE was also revised up a tenth to 3.4%. Inflation 
forecasts for 2027 were unchanged at 2.3% and 2.5%, respectively.  

 

• The minor forecast revisions and the upshift in the median fed funds forecast suggest 
that the Fed’s reaction function has become more hawkish since June. This would be 
consistent with the sense that FOMC members have largely lost patience with above target 
inflation. 

 

• Chair Warsh describes the current hike as “removing a dose of accommodation”. But since the 
Fed “dosed” the economy with 3 rate cuts last year, does this mean there is more scheduled 
dose removal? Once again, he reiterated the Fed’s data dependence and his 
unwillingness to provide forward guidance. 

 

• Ironically, this highlights a key problem with the dot plot framework. The market is 
interpreting the rate projections implied in the plot as effectively a pre-commitment to hike again 
before year-end. As a result, the pure, unfiltered signal the FOMC is hoping to get from the 
collective wisdom of markets is clouded by the markets’ view of the Fed. We think this reflexivity 
problem is unavoidable with the current dot plot structure. We expect the Fed’s 
communications task force will eliminate or at least significantly modify the dot plot.   

 

• Warsh observed that 10y are higher because of “geopolitics” and the competition for capital. 
Market-based measures of the neutral rate have increased between 50-100bp since 2023. 
However, evidence of capital competition from AI-infrastucture borrowing is weak. 
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