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Fed commits to price stability

Making Sense

The Federal Reserve announced a 0.25% increase in its overnight federal funds rate to 3.75-
4.00%, the first rate hike since 2023 and cementing the market’s view since May that hotter
inflation and a stronger economy necessitate higher interest rates. The move today was widely
expected, and new projections from the Fed matched market pricing consistent with additional
rate hikes in the pipeline.

This year has seen a major reversal in Fed expectations. At the start of the year, markets saw
0.75% of rate cuts as the likely outcome in the coming year. What we've seenis a 1.50%
turnaround, with markets before today’s meeting expecting nearly the same change in the next
year, but in the form of rate hikes.

Exhibit 1: Markets expected 0.75% of cuts but now see more than that amount in hikes
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Source: Bloomberg, First Citizens Bank
Data as of: 9/16/2026 before the September FOMC announcement.

The Federal Reserve has experienced considerable tension this decade in managing its so-called
“dual mandate” of maximum employment and stable prices. Stubbornly high inflation appears to
have superseded unemployment risk as the main problem to address. Unemployment stands ata
low 4.1%, but inflation has run higher than the Fed’s 2% target for five straight years. Such a long
period of sustained price gains has now clearly delivered what many households have complained

about for years: high price levels. Under a steady 2% inflation regime, prices would have been 14%

higher today compared to 2020. But the price of the basket of goods and services that makes up
the Consumer Price Index has risen by more than twice that amount, and prices for select
household expenses like utilities and vehicle services are up by 40-50% or more.

CONTACT

Blake Taylor | VP, Market and Economic
Research Analyst
blake.taylor@firstcitizens.com
919-716-7964

Phillip Neuhart | SVP, Head of
Market and Economic Research
phillip.neuhart@firstcitizens.com
919-716-2403

Brent Ciliano, CFA | SVP,
Chief Investment Officer
brent.ciliano@firstcitizens.com
919-716-2650


mailto:phillip.neuhart@firstcitizens.com
mailto:brent.ciliano@firstcitizens.com

| FirstCitizensWealth.

Exhibit 2: Five years of elevated inflation has delivered much higher price levels

Change in Core CPI vs Select Household Expenses Since 2020
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Source: U.S. Bureau of Labor Statistics (BLS), First Citizens Bank
Data as of September 11, 2026

Since the Fed cut rates in 2024 and 2025 two trends have played out differently than expected.
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First, economic growth scares didn’t materialize into reality. Economists forecasted 30-50%

probabilities of recession ahead of those rate cuts, and indeed, the 1.75% of lower rates likely
helped mitigate that outcome. Additionally, although job growth has been weak for years, layoffs
have remained localized in a few sectors as firms have appeared more reluctant to shed workers
than feared. The second surprise has been that the corporate sector has outperformed
expectations in a stunning show of resilience, owing largely to the trillions of dollars large US tech

firms are spending to build data centers and Al infrastructure. Corporate earnings and profit

margins are booming.

Investors often make the mistake of conflating the outlook for the Fed's policy rate with moves in

longer-term interest rates like mortgages and the 10-year Treasury. In fact, after the Fed cut

short-term rates by 1.75% in 2024 and 2025, yields on these securities moved higher, not lower.

Exhibit 3: Treasury yields and mortgage rates moved higher in the 2 years since the Fed

started cutting rates in 2024
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Source: Freddie Mac, Federal Reserve, Bloomberg First Citizens Bank
Data as of September 16, 2026.
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Similarly, the Fed is only one reason fixed income yields are higher across the curve today
compared to a few months ago. More importantly, the US Treasury is issuing more and more debt
to finance $2 trillion budget deficits, and buyers may not line up at the door like they did in the
2010s. Additionally, large technology companies are poised to issue a growing share of total
investment grade debt, signaling a continuation of Al investment demand. Along with higher
inflation and elevated global uncertainty, evidence is mounting that today’s 4-5% interest rates
are not the exception; rather, the period of near-zero rates from 2009-2021 was likely the
historical exception.
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