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As expected, the Federal Open Market Committee (FOMC) held its 
policy rate steady for the fourth consecutive meeting, leaving the 
target range at 3.50% to 3.75%. 

Notably, the decision was unanimous, making this the first FOMC 
decision in eight meetings without a dissent. This was also Kevin 
Warsh’s first meeting as Federal Reserve (Fed) chairman, and 
clearly he will steer the ship differently than his predecessor. For 
starters, the FOMC statement was pared down meaningfully – 130 
words versus 341 words in April – with the most meaningful change 
being the omission of the committee’s statement related to its 
ongoing consideration of additional adjustments. The most strik-
ing surprise came from the changes to the summary of economic 
projections (SEP), where nine of the 18 participating committee 
members penciled in an interest rate hike for this year. 

Markets immediately went from pricing in roughly one hike by 
year-end to pricing in one and a half hikes, with basically two 
full hikes priced in by the end of the first quarter of next year. 
Expectations were broadly for Warsh to remove the Fed’s easing 
bias (mission accomplished), but the clearly hawkish market 
reaction stands out. In contrast, we wouldn’t characterize either 
Warsh or the Fed as adopting a truly hawkish tilt. We maintain our 
expectation for the Fed to remain on hold for the balance of the 
year, though we remain open to the possibility of a hike should 
disinflationary trends fail to reassert themselves over the next  
few months.

‘We’ve got a task force for that’
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Fed Insights

Key takeaways

•	 While the focus remains squarely on 
inflation, the market might be extrapolating 
too far with respect to the probability of 
rate hikes for this year.

•	 We expect the Fed to remain on hold for 
the balance of the year, though that could 
change if disinflation fails to materialize in 
the next few months.

•	 Higher for longer interest rates raise the 
hurdle investors need for earnings growth. 
Considering that, durable secular growth 
themes, notably the beneficiaries from 
artificial intelligence capital expenditures, 
remain attractive.



Warsh gets to work

Besides being an outspoken inflation hawk known for criticizing 
the size of the Fed’s balance sheet, Warsh has also long expressed 
reservations about the Fed’s use of forward guidance. True to 
form, Warsh’s press conference was notably shorter than any of 
Jerome Powell’s. The FOMC statement was more than halved. And 
Warsh himself did not submit any projections within the SEP. A lot 
will change at the Fed under Warsh, and out of the gate he formed 
five distinct task forces centered around: 1) communications, 2) 
the balance sheet, 3) data sources, 4) productivity and jobs, and 
5) the Fed’s inflation framework. In fact, Warsh quipped “We have 
a task force for that” to many questions during his first press 
conference. For now, we know that Warsh thinks:

1)	less is more when it comes to providing forward guidance, 

2)	a smaller balance sheet is a better balance sheet, 

3)	trimmed-mean inflation data and non-survey-based sources are 
better than their alternatives, 

4)	Artificial intelligence (AI) is a boon for productivity, and 

5)	a simple 2% inflation target might not be comprehensive or 
modern enough for the Fed today. 

It will take time for Warsh to institute change, but at least we know 
there is a methodical framework being created to investigate and 

tackle all these items. Warsh stated he expects all task forces to 
begin working in the next couple of weeks and progress to be seen 
on all fronts before the end of the year.  
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Is the market overshooting hawkish expectations?
Federal funds rate since 2020 and forward projections
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Source: Bloomberg, Federal Open Market Committee, as of 6/17/2026. 
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Source: Bloomberg, as of 6/17/2026. 



Is the market ahead of itself?

Rates positioning heading into the FOMC decision already reflected 
a fairly hawkish Fed. Given this backdrop, the move in US Treasury 
yields really stands out – 2-year yields jumped more than 14 
basis points. This was the biggest surge on a FOMC meeting day 
since January 2022 just before the most aggressive tightening in 
decades. The yield curve also flattened significantly and the US 
2/10 Curve spread is now the flattest it’s been since April 2025. 
This is a significant reaction given the positioning backdrop; 
however, the direction of movement makes sense without forward 
guidance, a hawkish move in the dot plot, and Warsh’s emphasis 
on price stability.

That said, we feel like this is a bit of an overreaction. Inflation data 
is very likely to start coming down, and Warsh’s comments about 
looking to the “left of the decimal point” are very important. He 
bought himself time and flexibility in saying this because 2.9% still 

starts with the number 2. This applies to inflation starting to move 
lower – we’re likely going to be to the mid-3s by the end of the year, 
which is not 4. So while the focus remains squarely on inflation, the 
market might be extrapolating too far with respect to the probabil-
ity of rate hikes for this year. 

This gives us greater confidence that investors need to focus 
on earnings growth, the main driver of the market. We’ve been 
highlighting that rates are likely to be higher for longer (and that 
certainly seems to be the case right now). This increases the hurdle 
investors need for earnings growth. For that, one area to consider 
is leaning into durable secular growth themes, notably the 
beneficiaries from AI capital expenditures. And we have seen many 
of these stocks hold up well despite the rest of the market being 
more challenged. It’s healthy to have some consolidation across 
the equity markets, and we continue to encourage investors to use 
downside opportunistically. 

Source: Bloomberg, as of 6/17/2026. 
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The risks are skewed towards inflation

Number of FOMC members reporting weighted upside risks to Personal Consumption Expenditures (PCE) Price Index inflation
Number of FOMC members reporting weighted upside risks to unemployment rate
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For more market insights and analysis from  
Raymond James Investment Management,

visit Our Thinking.



Contact us at 800.521.1195 or visit RJInvestmentManagement.com 
for more investment insights.
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Risk Information:

Investing involves risk, including risk of loss.

Diversification does not ensure a profit or guarantee against loss.

Disclosures:

Any forecasts, figures, opinions, or investment techniques and strategies set 
out are for informational purposes only. There is no assurance any estimate, 
forecast or projection will be realized.

Index or benchmark performance presented in this document does not reflect 
the deduction of advisory fees, transaction charges, or other expenses, which 
would reduce performance. Indexes are unmanaged. It is not possible to invest 
directly in an index. Any investor who attempts to mimic the performance of 
an index would incur fees and expenses that would reduce return.

This document is a general communication being provided for information-
al purposes only. It is educational in nature and not designed to be taken as 
advice or a recommendation for any specific investment product, strategy, 
plan feature, or other purpose in any jurisdiction, nor is it a commitment from 
Raymond James Investment Management or any of its affiliates to participate 
in any of the transactions mentioned herein. Any examples used are generic, 
hypothetical, and for illustration purposes only. This material does not contain 
sufficient information to support an investment decision, and you should not 
rely on it in evaluating the merits of investing in any securities or products. In 
addition, users should make an independent assessment of the legal, regu-
latory, tax, credit, and accounting implications and make their own determi-
nations together with their own professionals in those fields. Any forecasts, 
figures, opinions, or investment techniques and strategies set out are for 
information purposes only, based on certain assumptions and current market 
conditions, and are subject to change without prior notice. All information 

presented herein is considered to be accurate at the time of production, but 
no warranty of accuracy is given and no liability in respect of any error or omis-
sion is accepted. It should be noted that investment involves risks, the value 
of investments and the income from them may fluctuate in accordance with 
market conditions and taxation agreements, and investors may not get back 
the full amount invested. Both past performance and yields are not reliable 
indicators of current and future results.

The views and opinions expressed are not necessarily those of the broker/
dealer or any affiliates. Nothing discussed or suggested should be construed 
as permission to supersede or circumvent any broker/dealer policies, proce-
dures, rules, and guidelines.

Sector investments are companies engaged in business related to a specific 
sector. They are subject to fierce competition and their products and services 
may be subject to rapid obsolescence. There are additional risks associated 
with investing in an individual sector, including limited diversification.

Definitions

Personal Consumption Expenditures (PCE) Price Index – A monthly measure 
of the prices that people living in the United States, or those buying on their 
behalf, pay for goods and services. The PCE price index, released monthly by 
the US Department of Commerce Bureau of Economic Analysis, is known for 
capturing inflation or deflation across a wide range of consumer expenses and 
reflecting changes in consumer behavior.

Core PCE, officially known as the Personal Consumption Expenditures (PCE) 
excluding Food and Energy, Price Index, is a measure of the prices that US 
consumers pay for goods and services, not including two categories – food and 
energy – where prices tend to swing up and down more dramatically and more 
often than other prices. The core PCE price index reflects inflation trends and 
is watched closely by the US Federal Reserve as it conducts monetary policy. 


