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FOMC: Hawkish Shift 
The September FOMC meeting concluded, as expected, with a 25-basis-point hike in 

the federal funds rate target to 3.75–4.00%, decided unanimously and accompanied 

by a more hawkish-than-expected message. The statement removes the reference to 

supply shocks as an explanation for inflation and justifies the tightening with the need 

for a “timelier” return to 2%, without providing forward guidance on upcoming moves. 

The new Summary of Economic Projections show inflation that is slightly higher and, 

above all, more persistent, with a return to the target not expected until 2029, and a 

rate path consistent with another hike by year-end and rate cuts postponed until 2028 

and beyond. Warsh did not present his own projections, but he also did not attempt 

to temper expectations of further action. We now expect at least one more rate hike 

this year, with December a more likely timing than October. For 2027, we now expect 

rates to remain unchanged in line with the SEP, although the risks are all on the upside, 

especially for the first part of the year. The gradual easing of inflationary pressures 

could allow for moderate monetary easing in the medium term, which we now see 

beginning only in 2028 (or, at the earliest, in the final stretch of 2027).  

◼ The September FOMC meeting concluded, as expected, with a 25-basis-point hike in the 

federal funds rate target, to 3.75–4.00%. The decision was unanimous, as it was in June, 

signaling broad consensus within the Committee on the need to strengthen the response to 

inflation. 

◼ The statement contains few changes compared to July. The assessment of growth remains 

“solid,” and it is noted that “domestic spending has been resilient” The reference to supply 

shocks and energy as explanations for high inflation has been removed, and an explicit 

rationale for the rate hike has been introduced: today’s action “will support a timelier return” 

of inflation to the 2% target. The message thus shifts the emphasis from the nature of the shocks 

to the need to counter their persistence and possible spillover into core inflation. However, no 

explicit bias toward further rate hikes is introduced. 

◼ The new Summary of Economic Projections reinforces the hawkish outlook, showing slightly 

higher inflation against the backdrop of a stronger real economy. The median forecast for 

headline PCE in 2026 rises to 3.7% from 3.6% in June, and that for core PCE to 3.4% from 3.3%; 

contrary to our expectations, the 2027 core PCE forecast remains unchanged at 2.5%, while 

in 2028 headline and core PCE rise to 2.1% and 2.2%, respectively. Convergence to 2% is 

therefore postponed to 2029 for both measures, signaling that the Fed views the inflationary 

shock as more persistent and with effects that extend beyond energy. On the real side, 

growth is revised upward by one-tenth of a percentage point in 2026, to 2.3%, and in 2027, to 

2.4%, while the unemployment rate falls to 4.1% throughout the 2026–28 period. Overall, the 

SEPs paint a picture of a more resilient economy and more persistent inflation, consistent with 

a more restrictive monetary policy. 

◼ The median of the rate projections has risen sharply across the entire forecast horizon: to 4.1% 

in 2026, up from 3.8% in June, implying a further 25-basis-point hike by year-end following the 

one in September. The median remains at 4.1% in 2027 (up from 3.6% previously), meaning 

that rate cuts are no longer expected in 2027 but are postponed to subsequent years: rates 

are projected at 3.9% in 2028 (up from 3.4% in June) and 3.6% in 2029. The long-term rate has 

also been revised upward, to 3.2% from 3.1%.  

◼ A closer look at the dot plot shows that 16 out of 18 FOMC members expect at least one more 

rate hike by the end of the year: only 2 participants consider the September rate hike 

sufficient, and none indicate a cut, while 12 foresee another 25-basis-point hike and 4 foresee 

two more hikes (in June, only 9 participants anticipated at least one hike, 8 expected rates 

to remain unchanged, and 1 expected a cut). For 2027, the dot plot shows greater dispersion 
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and differing views on the direction of rates: the median remains at 4.1% (consistent with rates 

staying steady next year after this year’s two hikes), but while 8 participants project 4.375%—

that is, two additional hikes from the current level—4 anticipate cuts, to 3.625% or lower (with 

one outlier at 3.125%). According to the median distribution, the first cut is not expected until 

2028, followed by a second in 2029 and further adjustments in the long term. As in June, Warsh 

did not present his own projections. 

◼ During the press conference and Q&A session, Warsh explicitly explained what had changed 

since July, when the Committee had preferred to “buy a little bit of time” before acting. He 

cited three factors: a strengthening of the economy and the labor market, summer inflation 

data that did not show a sufficiently clear and rapid improvement, and a worsening of the 

geopolitical landscape. The rate hike is therefore not attributable to a single data point, but 

rather to a combined assessment of the trends that emerged over the seven weeks between 

the two meetings.  

◼ On inflation, Warsh clarified why the Fed considers it appropriate to respond even to a shock 

that is predominantly supply-driven. The central bank cannot directly influence oil or food 

prices, but it can prevent relative price increases from spreading to the rest of the basket and 

producing second- and third-order effects. Compared to July, when the central issue was still 

whether pressures would spread, the Committee now believes that the improvement in core 

inflation has not been rapid enough. Warsh reiterated that trends matter, not individual 

monthly data, emphasizing that disinflation in the PCE is not yet sufficiently widespread: “too 

many categories” are still recording increases above 3% on both a half-yearly and annual 

basis. 

◼ Regarding the degree of monetary policy tightening, Warsh sent a clearer signal than in 

previous meetings: he stated that he and most of the Committee still struggle to describe 

financial conditions as restrictive, characterizing the rate hike as the removal of “a dose of 

accommodation.” At the same time, he ruled out that the neutral rate plays an operational 

role in decision-making, viewing it primarily as an analytical benchmark.  

◼ Regarding the next steps, Warsh maintained his strong aversion to “forward guidance” 

refusing to clarify whether the rate hike is a one-off or the start of a series of further increases. 

When asked about the tension between the “timelier” return to 2% promised in the statement 

and the SEP projections, which show the target being reached only in 2029, he noted that 

those are the projections of the 18 participants who submitted them, not official Fed 

guidance. The Chair also assessed the labor market as essentially at full employment, ruling 

out the need to weaken it to bring inflation back to target.  

◼ Looking ahead, we believe that a second-rate hike by the end of the year, to 4.00–4.25%, is 

the most likely scenario, consistent with the Taylor rule and market expectations, as we 

anticipate little improvement in inflation data over the coming months. The most plausible 

timing for a rate hike is the December meeting, when the SEP will be updated and after the 

midterm elections have concluded (although an action as early as October cannot be 

entirely ruled out should inflationary risks intensify). A path of gradual easing is still possible in 

the medium term, once the energy shock subsides, but we now expect this to begin only—in 

line with the SEP—starting in 2028 (or as early as December 2027 if there is stronger evidence 

that inflation is coming under control). We see a slightly higher long-term fed funds rate than 

that indicated by the SEP (3.4% vs. 3.2%). Our outlook remains less hawkish, especially over a 

12-month horizon—than that is implied by market prices. 
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Table 1 - SEP: Upward revisions to growth and inflation, along 

with lower unemployment, reinforce the hawkish outlook 

 Fig. 1 - The median of the dot plot points to a further rate hike in 

2026, rates remaining steady in 2027, and cuts only starting in 

2028; market expectations are decidedly more hawkish 

  Median 

Variable 

 

2026* 2027* 2028* 2029* Long-term 

Real GDP       

September FOMC Projection  2.3 2.4 2.2 2.1 2.0 

June FOMC Projection  2.2 2.3 2.2  2.0 

Intesa Sanpaolo Estimate  2.2 1.9 2.1 2.0 2.1 

Unemployment Rate       

September FOMC Projection  4.1 4.1 4.1 4.1 4.2 

June FOMC Projection  4.3 4.3 4.2  4.2 

Intesa Sanpaolo Estimate  4.2 4.3 4.2 4.2 4.2 

PCE Deflator       

September FOMC Projection  3.7 2.3 2.1 2.0 2.0 

June FOMC Projection  3.6 2.3 2.0  2.0 

Intesa Sanpaolo Estimate  3.4 2.1 2.0 2.0 2.0 

Core PCE Deflator       

September FOMC Projection  3.4 2.5 2.2 2.0  

June FOMC Projection  3.3 2.5 2.1   

Intesa Sanpaolo Estimate  3.3 2.2 1.9 2.0 2.0 

Fed Funds Rate   
    

September FOMC Projection  4.1 4.1 3.9 3.6 3.2 

June FOMC Projection  3.8 3.6 3.4  3.1 

Intesa Sanpaolo Estimate  4.1 4.1 3.6 3.4 3.4 
 

 

 
 

 

Note: (*) 4th quarter, Source: projections by Fed Board members and 
presidents of regional Fed banks, September and June 2026; Intesa 
Sanpaolo forecasts 

 Source: Federal Reserve Board, LSEG Datastream 
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Appendix 

Analyst Certification and Other Important Disclosures 

The analysts drafting this report state that the opinions, forecasts, and estimates contained herein are the result of independent 

and subjective evaluation of the data and information obtained and no part of their compensation has been, is, or will be directly 

or indirectly linked to the views expressed. 

This research has been prepared by Intesa Sanpaolo SpA and distributed by Intesa Sanpaolo SpA, Intesa Sanpaolo SpA-London 

Branch (a member of the London Stock Exchange) and Intesa Sanpaolo IMI Securities Corp. (a member of the NYSE and FINRA). 

Intesa Sanpaolo SpA accepts full responsibility for the contents of this report. Please also note that Intesa Sanpaolo SpA reserves 

the right to issue this document to its own clients. Intesa Sanpaolo SpA is authorised by the Banca d'Italia and is regulated by the 

Financial Conduct Authority in the conduct of designated investment business in the UK and by the SEC for the conduct of US 

business. 

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the recipient. 

Information and opinions have been obtained from sources believed to be reliable, but no representation or warranty is made as to 

their accuracy or correctness. 

This report has been prepared solely for information purposes and is not intended as an offer or solicitation with respect to the 

purchase or sale of any financial products. It should not be regarded as a substitute for the exercise of the recipient’s own judgement. 

No Intesa Sanpaolo SpA entity accepts any liability whatsoever for any direct, consequential or indirect loss arising from any use 

of material contained in this report.  

This document may only be reproduced or published with the name of Intesa Sanpaolo SpA.  

This document has been prepared and issued for, and thereof is intended for use by, Companies which have suitable knowledge 

of financial markets, which are exposed to the volatility of interest rates, exchange rates and commodity prices and which are 

capable of evaluating risks independently. 

Therefore, such materials may not be suitable for all investors and recipients are urged to seek the advice of their relationship 

manager/independent financial advisor for any necessary explanation of the contents thereof. 

Person and residents in the UK: this document is not for distribution in the United Kingdom to persons who would be defined as 

private customers under rules of the FCA. 

CH: This information is an advertisement in relation to the financial instruments discussed herein and is not a prospectus pursuant 

to the Swiss Financial Services Act ("FinSA") and no such prospectus has been or will be prepared for or in connection with such 

financial instruments. This information does not constitute an offer to sell nor a solicitation to buy such financial instruments. 

The financial instruments may not be publicly offered, directly or indirectly, in Switzerland within the meaning of the FinSA and no 

application has or will be made to admit the financial instruments to trading on any trading venue (exchange or multilateral 

trading facility) in Switzerland. Neither this information nor any other offering or marketing material relating to the financial 

instruments may be publicly distributed or otherwise made publicly available in Switzerland. 

US persons: this document is intended for distribution in the United States only to Major US Institutional Investors as defined in SEC 

Rule 15a-6. US Customers wishing to effect a transaction should do so only by contacting a representative at Intesa Sanpaolo IMI 

Securities Corp. in the US (see contact details below). 

Intesa Sanpaolo SpA issues and circulates research to Major Institutional Investors in the USA only through Intesa Sanpaolo IMI 

Securities Corp., 1 William Street, New York, NY 10004, USA, Tel: (1) 212 326 1199. 

Inducements in relation to research  

Pursuant to the provisions of Delegated Directive (EU) 2017/593, this document can be qualified as an acceptable minor non-

monetary benefit as it is: 

◼ macro-economic analysis or Fixed Income, Currencies and Commodities material made openly available to the general 

public on the IMI Corporate & Investment Banking Division website (www.imi.intesasanpaolo.com) - Q&A on Investor 

Protection topics - ESMA 35-43-349, Question 8 & 9. 

Method of distribution 

This document is for the exclusive use of the recipient with whom it is shared by Intesa Sanpaolo SpA and may not be reproduced, 

redistributed, directly or indirectly, to third parties or published, in whole or in part, for any reason, without prior consent expressed 

by Intesa Sanpaolo SpA. The copyright and all other intellectual property rights on the data, information, opinions and assessments 

referred to in this information document are the exclusive domain of the Intesa Sanpaolo Banking Group, unless otherwise 

indicated. Such data, information, opinions and assessments cannot be the subject of further distribution or reproduction in any 

form and using any technique, even partially, except with express written consent by Intesa Sanpaolo SpA.  

http://www.imi.intesasanpaolo.com/
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Persons who receive this document are obliged to comply with the above indications. 

Valuation Methodology  

Comments on macroeconomic data are prepared based on macroeconomic and market news and data available via 

information providers such as Bloomberg and LSEG Datastream. Macroeconomic, exchange rates and interest rate forecasts are 

prepared by the Intesa Sanpaolo SpA Research Department, using dedicated econometric models. Forecasts are obtained using 

analyses of historical statistical data series made available by the leading data providers and also on the basis of consensus data, 

taking account of appropriate connections between them. 

Disclosure of potential conflicts of interest 

Intesa Sanpaolo SpA and the other companies belonging to the Intesa Sanpaolo Banking Group (jointly also the “Intesa Sanpaolo 

Banking Group”) have adopted written guidelines “Organisational, management and control model” pursuant to Legislative 

Decree 8 June, 2001 no. 231 (available at the Intesa Sanpaolo SpA website, webpage 

https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001) setting forth practices and procedures, in accordance 

with applicable regulations by the competent Italian authorities and best international practice, including those known as 

Information Barriers, to restrict the flow of information, namely inside and/or confidential information, to prevent the misuse of such 

information and to prevent any conflicts of interest arising from the many activities of the Intesa Sanpaolo Banking Group which 

may adversely affect the interests of the customer in accordance with current regulations.  

In particular, the description of the measures taken to manage interest and conflicts of interest – in accordance with Articles 5 

and 6 of the Commission Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No. 596/2014 of 

the European Parliament and of the Council with regard to regulatory technical standards for the technical arrangements for 

objective presentation of investment recommendations or other information recommending or suggesting an investment strategy 

and for disclosure of particular interests or indications of conflicts of interest as subsequently amended and supplemented, the 

FINRA Rules 2241 and 2242 as applicable, as well as the FCA Conduct of Business Sourcebook rules COBS 12.4 - between the 

Intesa Sanpaolo Banking Group and issuers of financial instruments, and their group companies, and referred to in research 

products produced by analysts at Intesa Sanpaolo SpA is available in the "Rules for Research " and in the extract of the "Corporate 

model on the management of inside information and conflicts of interest" published on the website of Intesa Sanpaolo SpA, 

webpage https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures.  

As for the disclosures, please note that one or more of the companies of Intesa Sanpaolo Banking Group:  

◼ trade or may trade as a principal in the securities (or in related derivatives) that are the subject in this report; 

◼ plan to solicit investment banking business or intend to seek compensations from the securities that are the subject of this 

report in the next three months. 

Furthermore, in accordance with the aforesaid regulations, the specific company-related disclosures of the Intesa Sanpaolo Banking 

Group’s interests and conflicts of interest are available through webpage 

https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest.  

The conflicts of interest published on the internet site are updated to at least the day before the publishing date of this report. 

Intesa Sanpaolo SpA acts as market maker in the wholesale markets for the government securities of the main European countries 

and also acts as Government Bond Specialist, or in comparable roles, for the government securities issued, among others, by the 

Republic of Italy. 
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