
The Fed keeps its options open! 
While it was no surprise that the FOMC 
votes unanimously to leave benchmark 
rate unchanged within the 5.25%-5.50% 
target range, the ‘dot plot’ projections 
highlighted policymakers still foresee 
one more hike this year, with rate in 
2024 and 2025 0.50% higher! They now 
project a year-end 2024 Fed funds rate 
at 5.10%, up from 4.60% Ultimately, the 
Federal Reserve is signalling they expect 
interest rates will stay higher for longer!

Looking at the detail, 12 out of the 19 
policymakers projected one more rate 
hike this year, with the remaining 7 
favouring an unchanged outlook, 2023 
GDP forecasts were raised from 1.0% to 
2.1%, while Fed officials project a lower 
peak in the jobless rate with it scaled 
back to 4.1% from 4.5%. In projecting 
stronger growth and lower inflation, the 
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Fed is projecting a soft landing for the US 
economy.

While the statement maintained the usual 
rhetoric that officials are considering, 

“the extent of additional policy firming that 
may be appropriate,” it also acknowledged 
that while job gains have “slowed,” they 
still “remain strong.” In the Q&A, Jerome 
Powell was quick to emphasise, “We 
have come very far, very fast. We are taking 
advantage of the fact that while we have 
moved quickly, we now have to move a little 
more carefully as we find our way to the right 
level of restriction to get inflation back down 
to 2%,” before adding, “we must proceed 
carefully!” In terms of the longer-term 
outlook, and higher dot-plots, he added, 

“It may of course be that the neutral rate 
has risen” before adding there has been 
a “meaningful” rebalancing of the labour 
market without it generating a higher 
unemployment rate. On the economy 
he added, “It has been expanding faster 
than expected this year. Consumer spending 
has been particularly robust while housing 
has picked up somewhat. Higher interest 
rates have been weighing on business fixed 
investment.” Finally, “Given how far we 
have come, we are in a position to proceed 
carefully as we assess the incoming data 
and the evolving outlook and risks. We’re 
prepared to raise rates further if appropriate. 
We’re fairly close, we think, to where we’ll 
need to get.”

The PBoC also left their interest rates 
unchanged, with its 1-year and 5-year 
loan prime rates at 3.45% and 4.20%, 
respectively. although the central bank 

‘confirmed’ it has sufficient policy space 

to support the Chinese economy, which 
suggests there may be further rate cuts 
at upcoming meetings. 

In other news, Germany producer prices 
plummeted 6.0% in July and 12.6% in the 
year to August in what was the second 
straight month of decline and the steepest 
fall since data was first collection in 1949, 
and, ahead of tomorrow’s BoE meeting, 
the UK inflation rate unexpectedly fell to 
an 18-month low at 6.7% in August with 
the core falling from 6.9% to 6.2%. 

Financial markets took the Fed 
and PBoC pauses in their 
stride …

… given that was what they expected, 
although the higher dot-plots weighed 
on equity markets with the US bourses 
broadly -1.0% lower. Ahead of the 
announcement, European exchanges has 
closed in positive territory. As one would 
expect, the ‘higher-for-longer’ narrative 
contributed to higher yields, with the 
US 2 and 10-years 6bp and 2bp higher 
at 5.17% and 4.39% respectively. The 
USD-index posted modest gains which 
conversely saw the NZD and AUD give up 
some of their recent gains. Commodity 
markets also closed lower, with oil prices 

-1.25% lower. 
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