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The Fed Raised Rates and Maintained a Hawkish Tone

Summary:

e The Fed voted unanimously to raise the federal funds rate by 25 basis points to a target
range of 3.75-4.00%.

e September's Summary of Economic Projections revealed the majority of members expect
at least one more rate hike in 2026, while revising up growth and inflation projections.

e If inflation trends fail to moderate, there is a possibility that the Fed will deliver one additional
rate hike in the rest of 2026.

The Fed voted unanimously to raise the federal funds rate by 25 basis points (bps). During its
September meeting, the Federal Open Market Committee (FOMC) voted to raise the target range
for the federal funds rate to 3.75-4.00%, marking its first rate hike since 2023. In contrast to
previous meeting dissents, the decision was unanimous. The post-meeting statement remained
terse, with only one sentence explaining the rate-hike decision: “Today's policy action will support a
timelier return to the Committee's 2 percent goal." This reflects the Fed's primary focus on bringing
inflation down towards target. At the same time, the FOMC strengthened its growth assessment,
noting domestic spending as "resilient”, productivity growth as “strong”, and capital investment as
“robust”. The language on the labour market and inflation was largely unchanged, highlighting
stable job gains and elevated inflation.

The Fed's updated Summary of Economic Projections (SEP) and dot plot signalled a hawkish tilt.
The median projection for the federal funds rate at the end of 2026 was revised up to 4.1%, implying
one additional 25 bp rate hike before year-end. The dot plot showed 16 out of 18 members projecting
at least one more rate hike in 2026. Looking further ahead, the SEP projected the federal funds rate
unchanged at 4.1% throughout 2027 before easing to 3.9% in 2028 and 3.6% in 2029. Additionally,
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the estimated long-run neutral rate was revised upward to 3.2% (from 3.1% in June). This upward
shift would suggest a higher-for-longer policy stance by the Fed.

FOMC Dot Plot Comparison for Federal Funds Rate Projection

June 2026 September 2026
5.00%

4.50%
4.00%
3.50%
3.00%
2.50%

2.00%
2026 2026

The September SEP also contained notable revisions across key economic indicators. Median
real GDP growth projections were revised slightly upward to 2.3% for 2026 (from 2.2% in June) and
2.4% for 2027 (from 2.3%), while longer-run growth expectations were maintained at 2.0%.
Meanwhile, the labour market outlook improved, with the projected unemployment rate revised
down to 4.1% for both 2026 and 2027 (from 4.3% in June), keeping it near current steady levels. On
the inflation front, headline PCE inflation for 2026 was revised up to 3.7% (from 3.6% in June). Core
PCE inflation projections were also nudged higher to 3.4% for 2026 (from 3.3% in June), but held
steady at 2.5% for 2027, before reaching 2.2% in 2028 and 2.0% in 2029. Together, these figures
portray an economy experiencing resilient growth alongside a protracted path for inflation to return
to target.
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During his post-meeting press conference, Chair Kevin Warsh maintained a hawkish tone. While
avoiding any explicit forward guidance, Warsh emphasised that the FOMC's standard for holding
rates steady had not been satisfied. He highlighted that summer inflation readings failed to
demonstrate a meaningful improvement in underlying trends, pointing to 12-month headline PCE
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likely running around 3.6% and core PCE near 3.2% with broad-based price increases. He
reaffirmed his views that current financial conditions were not restrictive and that current
economic strength enables the Fed to focus on price stability, while also maintaining the Fed's
independence from the White House.

Looking ahead, the Fed's policy stance points to a higher-for-longer monetary regime through
2027. As always, future rate decisions will heavily depend on incoming CPI and PCE inflation data
and developments in global geopolitical tensions. If trends fail to moderate, there is a possibility
that the Fed will deliver one additional rate hike during the remainder of 2026. However, if
geopolitical tensions subside and inflation begins to decelerate, the Fed could keep rates on hold
for an extended period.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA") for customers' reference only. The content is
based on information available to the public and reasonably believed to be reliable, but has not been independently
verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed
return in respect of such an offer. The information, forecasts, and opinions contained herein are as of the date
hereof and are subject to change without prior notification, and should not be regarded as any investment product
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of
Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other
reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or
completeness of the information and stated returns contained in this material, and no liability is accepted for any
loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or
other aspects). Investment involves risks. The price of investment products may go up or down, and may become
valueless. Past performance is not indicative of future performance. The investments mentioned in this material
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or
other needs of each recipient are not considered. Therefore, you should not make any investment decisions based
solely on this material. You should make investment decisions based on your own investment objectives, investment
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice
before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published,
broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any
media platforms that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.ntml. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).

© 2026 The Bank of East Asia, Limited
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