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Cooler inflation print encourages markets but policymakers still cautious

The Federal Reserve left the overnight rate unchanged at a range of 5.25 to 5.50%, as widely 
expected. Market pricing currently implies a roughly 60% probability the Fed will cut 
rates by 0.25% in September, but the outlook will continue to evolve reflecting new 
data.
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The Fed also released its quarterly Summary of Economic Projections (SEP) and its “dot plot” 
for the path of interest rates. The closely watched median projection for the federal funds 
rate over the near- and medium-term moved up slightly, but policymakers’ views will 
continue to evolve in coming months as new inflation and employment data become 
available.
Today’s Fed meeting comes on the heels of a much softer-than-expected CPI inflation report 
this morning. After several months of running at an elevated rate, CPI inflation for May 
surprised substantially to the downside. Treasury yields plunged as investors increased their 
confidence in the outlook for rate cuts and lessened fears that inflation may reaccelerate. 
However, it is important to note that one month does not make a trend. Despite today’s 
significant market reaction, policymakers have stated they will need to see multiple 
similar inflation prints this summer before gaining confidence that inflation has cooled 
enough to begin cutting interest rates.
During today’s press conference, Chair Powell expressed the need for the Fed to gain further 
confidence that inflation is heading toward 2% before loosening policy. The Fed has 
positioned markets to expect rate cuts no earlier than September, and a substantial amount 
of new inflation and economic data will shape the outlook and narrative this summer. For 
illustration, before the September Fed meeting, there will be three more rounds of inflation 
data, three rounds of employment data, another Fed meeting, and the preliminary release of 
Q2 GDP. The upshot is that the Fed - and markets - will likely continue to reassess and 
reprice their expectations for Fed policy repeatedly over the summer.
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IN BRIEF:

Takeaways
n The FOMC left the overnight 

rate unchanged and 
projected one rate cut this 
year.

n Even though inflation has 
moderated, it remains well 
above the Fed’s 2% target.

What does it mean for you?
n The data continue to show 

the overall economy is 
strong and is weathering 
higher interest rates. But 
how much longer are high 
rates required to keep 
inflation at bay?

What is the impact?
n If inflation continues to 

improve, we believe the 
Fed may cut rates 1-2 
times this year, potentially 
beginning as early as 
September.
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