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Fed’s Warsh delivers what 

markets wanted to hear 

Summary 

Event: Fed Chair Warsh, in his debut speech at the annual 

Jackson Hole summit, delivered what bond markets wanted 

to hear – he emphatically reiterated his commitment to 

lowering inflation back to 2% using monetary policy, opening 

the possibility of a rate hike this year if inflation remains 

elevated in the coming months, as rates were not restrictive.   

Market reaction: The US bond yield curve bear-flattened on 

Friday after Warsh’s speech as money markets raised the 

probability of a September rate hike to c. 60%, from 36% prior 

to the speech. The policy rate-sensitive US 2-year yield 

jumped 11bps on Friday to 4.34%, while the 10-year yield 

rose 4bps to 4.72%. However, the 30-year yield, which has 

risen to almost two-decade highs in August, initially fell but 

ended little changed, as Warsh allayed some concerns about 

monetary policy but did not address the structural drivers of 

rising yields – US public debt and fiscal uncertainty.  

The broad USD index (DXY) rose 0.6%, breaking above its 

200DMA, on higher 2-year yields, dragging gold lower by 

3.1% to USD 4,455/oz. The S&P500 stock index fell 0.3%. 

Our view: The chance of a rate hike has risen after Warsh’s 

speech. We will closely monitor August payrolls data due on 

Friday and CPI inflation data on 11 September, both of which 

come before the 16 September Fed policy meeting. Core CPI 

at or above 0.2% m/m would support a September hike. The 

bar for further rate hikes remains high, though, amid 

expected downward revisions to the Fed’s preferred PCE 

inflation data. An October hike is unlikely before November’s 

midterm elections. Chances of a December hike will rise if 

inflation stays at or above 0.2% m/m in the next three months.  

The other high bar against multiple rate hikes is rising US 

debt and the Treasury’s attempt to shorten duration. Multiple 

rate hikes would be counterproductive. Interestingly, long-

term bond yields were little changed after Warsh’s speech, 

perhaps due to disappointment that Warsh did not even 

mention the USD 40tn US debt or any solutions to counter it.  

 USD rose with short-term bond yields, while gold fell as 

Warsh raised the possibility of a rate hike this year 

Asset performance: 27-Aug close to 28-Aug close, %  

 

Source: Bloomberg, Standard Chartered 

 

 

US inflation is expected to decline towards the Fed’s 

2% target by mid-2027, reducing the need for further 

rate hikes, even if the Fed hikes once this year 

Consensus inflation estimates for major economies 

 
Source: Bloomberg, Standard Chartered 
 

-4 -3 -2 -1 0 1 2

Gold

Nasdaq 100

CHF/USD

EUR/USD

JPY/USD

US 10-year bond

US Ultra long bond

S&P 500

US 2-year bond

WTI crude oil

USD

Euro Stoxx 50 futures

0.0

1.0

2.0

3.0

4.0

US Euro area Japan UK China

%
 y

/y

Q2 26 Q3 26 Q4 26 Q1 27 Q2 27

Inflation
target



Standard Chartered Bank 

WS Global CIO Office | 31 August 2026 

 

 

This is not a research report and has not been produced by a research unit. Important disclosures can be found in 
the Disclosures Appendix. 

2 

 

What did Warsh say at Jackson Hole?  

Backdrop to Jackson Hole: Chair Warsh had his work at 

Jackson Hole cut out. Heading into the summit, long-term 

bond yields had risen partly due to: i) concerns that the Fed 

is not committed to its 2% inflation target; ii) doubts about 

whether personal consumption expenditure (PCE)-based 

inflation remains its preferred measure of inflation; and iii) 

doubts about whether it plans to use non-monetary policy-

based tools to lower inflation. These concerns were raised 

following Warsh’s press conference after the July Fed policy 

meeting when his replies seemed evasive. Also, Warsh’s 

abandoning of an almost two-decade-long Fed practice of 

providing forward guidance on rates, adopted after the 2008 

financial crisis, raised uncertainty about the future path of 

rates and how the Fed would react to emerging data. 

“We have work to do”: Although Warsh stuck by his plan to 

not offer forward guidance on rates, he managed to allay the 

three main concerns. He reiterated the Fed’s 2% inflation 

target, specifically on the PCE-based inflation measure. He 

also confirmed that he believes monetary policy will be the 

primary tool to bring down inflation to the 2% target if inflation 

stays elevated.  

To quote him: “Here is my standard: We must be confident 

that underlying inflation is moving to our objective, clearly and 

at sufficient speed. Otherwise, we have work to do. That’s our 

job.” Separately, he said: “While this summer’s PCE and CPI 

(inflation) readings were better than expected, they do not tell 

me that underlying trends have meaningfully improved. 

Market prices show confidence that we will deliver price 

stability. And I can assure you, they’re right.” 

“Let’s be equally clear about another aspect of the objective: 

Price stability is not self-executing, nor is inflation necessarily 

mean-reverting. It is the Fed’s job to deliver stable prices.” 

Warsh also backed his stance on not offering forward 

guidance thus: “I wish our understanding of the economy 

were so precise as to provide a mechanical, tried-and-true 

answer. But our knowledge just doesn’t extend that far — at 

least not yet — and the factors most relevant to the proper 

conduct of monetary policy change over time.” 

Investment Strategy: With some of the misunderstandings 

out of the way, we believe incoming data will determine 

whether the Fed will hike rates this year. We now see 50% 

chance of a rate hike this year, potentially in September, 

contingent on 0.2% m/m or higher core CPI inflation data for 

August. Nevertheless, chances of further rate hikes remain 

low amid i) softening job market and consumption over the 

summer, which is likely to extend if the AI boom continues to 

suppress job creation and keep youth unemployment 

elevated; ii) the expected downward revision in past five 

years’ personal consumption expenditure (PCE)-based 

 The US is leading an upturn in business activity, driven 

by a surge in AI investments. However, US job creation 

and inflation softened over the summer. The contrast 

highlights the Fed’s dilemma in setting its rates policy 

Purchasing managers indices across major economies  

 

Source: Bloomberg, Standard Chartered 

 

 

 

 

 

 

 

The rising US public debt and fiscal deficit sets a high 

bar for aggressive Fed policy tightening as higher Fed 

rates would increase the cost of government borrowing 

US total public debt and yearly fiscal balance* 

 

Source: Bloomberg, Standard Chartered; *Oct-Sep fiscal years; 
latest fiscal data: 10 months to July 2026 
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inflation in September; and iii) continued disinflation in the 

coming months on cooling shelter and wage inflation and 

subdued goods inflation as tariff and tax refund impact fades. 

Since markets are already pricing in close to two rate hikes 

over the next 12 months, chances of a more aggressive rate 

hiking cycle remains low. Thus, we continue to prefer the 

3-5-year maturity bucket in bonds, while looking for 

tactical opportunities to increase maturity towards 10 

years if the US 10-year government bond yield rises 

towards 5%. Investor positioning in longer-term bonds 

remains extremely bearish, raising the chance of tactical 

opportunities to add duration, however the outlook remains 

challenging for buy-and-hold investors, given structural 

drivers of rising long-term yields. Surging corporate bond 

issuance to support AI capex is adding upward pressure on 

long-term yields. 

Given our view that markets have largely priced in Fed rate 

hikes, we believe any temporary rise in the USD would be an 

opportunity to reduce exposure in favour of higher beta G10 

currencies such as the AUD. We expect the USD index 

(DXY) to ease to 96 over the next 12 months amid narrowing 

rate differentials.  

A softer USD would be supportive of further rally in gold – we 

expect gold to rise further to USD 5,000/oz over the next 12 

months. We’re also constructive on some Asian currencies 

backed by strong and rising current account surpluses, such 

as SGD and CNH.  

Equity markets are likely to continue to be driven by robust 

earnings upgrades, driven by the AI investment cycle, with 

growing signs of revenue and earnings broadening across 

other sectors.  

Risk to the view: The main risk to the above view is a 

resurgence of inflation driven by higher oil prices (staying 

above USD 90/bbl for a prolonged period) due to an extended 

blockage of the Hormuz strait or due to an upsurge in the 

Russia-Ukraine conflict.  

Alternatively, there is a risk that the ongoing boom in US AI 

capex and related surge in corporate earnings spills over to 

the broader economy, further driving the so-called 

‘techflation’. Such a demand-driven inflation, as opposed to 

mostly supply-driven inflation this year, would force the 

Warsh-led Fed to hike rates more aggressively to meet its 2% 

inflation target. Warsh’s Jackson Hole speech left markets in 

little doubt that the new Fed Chair takes his inflation fighting 

credentials seriously. Ultimately, evolving data (primarily 

inflation prints for now) and markets will guide him, rather 

than the other way around.  

—  Rajat Bhattacharya, Senior Investment Strategist 

 

Surging corporate bond issuance from AI industry 

leaders is adding pressure on long-term bond yields 

US gross Investment Grade bond issuance and AI issuance 

 

Source: Bloomberg, Standard Chartered 

 

 

We see downside risks to the USD as interest rate 

differentials between other major economies narrow 

DXY, weighted interest rate differentials & five-year average 

 

Source: Bloomberg, Standard Chartered 
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of an invitation for subscription or purchase, whether directly or indirectly, to persons other than a relevant person pursuant to 

section 275(1) of the SFA, or any person pursuant to section 275(1A) of the SFA, and in accordance with the conditions specified 

in section 275 of the SFA, or pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. In 

relation to any collective investment schemes referred to in this document, this document is for general information purposes only 

and is not an offering document or prospectus (as defined in the SFA). This document is not, nor is it intended to be (i) an offer 

or solicitation of an offer to buy or sell any capital markets product; or (ii) an advertisement of an offer or intended offer of any 

capital markets product. Deposit Insurance Scheme: Singapore dollar deposits of non-bank depositors are insured by the 

Singapore Deposit Insurance Corporation, for up to S$100,000 in aggregate per depositor per Scheme member by law. Foreign 

currency deposits, dual currency investments, structured deposits and other investment products are not insured. This 

advertisement has not been reviewed by the Monetary Authority of Singapore. Taiwan: SC Group Entity or Standard Chartered 

Bank (Taiwan) Limited (“SCB (Taiwan)”) may be involved in the financial instruments contained herein or other related financial 

instruments. The author of this document may have discussed the information contained herein with other employees or agents 

of SC or SCB (Taiwan). The author and the above-mentioned employees of SC or SCB (Taiwan) may have taken related actions 

in respect of the information involved (including communication with customers of SC or SCB (Taiwan) as to the information 

contained herein). The opinions contained in this document may change, or differ from the opinions of employees of SC or SCB 

(Taiwan). SC and SCB (Taiwan) will not provide any notice of any changes to or differences between the above-mentioned 

opinions. This document may cover companies with which SC or SCB (Taiwan) seeks to do business at times and issuers of 

financial instruments. Therefore, investors should understand that the information contained herein may serve as specific 

purposes as a result of conflict of interests of SC or SCB (Taiwan). SC, SCB (Taiwan), the employees (including those who have 

discussions with the author) or customers of SC or SCB (Taiwan) may have an interest in the products, related financial 

instruments or related derivative financial products contained herein; invest in those products at various prices and on different 

market conditions; have different or conflicting interests in those products. The potential impacts include market makers’ re lated 

activities, such as dealing, investment, acting as agents, or performing financial or consulting services in relation to any of the 

products referred to in this document. UAE: DIFC - Standard Chartered Bank is incorporated in England with limited liability by 
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Royal Charter 1853 Reference Number ZC18.The Principal Office of the Company is situated in England at 1 Basinghall Avenue, 

London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority and regulated by the Financial 

Conduct Authority and Prudential Regulation Authority. Standard Chartered Bank, Dubai International Financial Centre having its 

offices at Dubai International Financial Centre, Building 1, Gate Precinct, P.O. Box 999, Dubai, UAE is a branch of Standard 

Chartered Bank and is regulated by the Dubai Financial Services Authority (“DFSA”). This document is intended for use only by 

Professional Clients and is not directed at Retail Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to 

provide financial services only to clients who qualify as Professional Clients and Market Counterparties and not to Retail Clients. 

As a Professional Client you will not be given the higher retail client protection and compensation rights and if you use your right 

to be classified as a Retail Client we will be unable to provide financial services and products to you as we do not hold the required 

license to undertake such activities. For Islamic transactions, we are acting under the supervision of our Shariah Supervisory 

Committee. Relevant information on our Shariah Supervisory Committee is currently available on the Standard Chartered Bank 

website in the Islamic banking section. For residents of the UAE – Standard Chartered UAE (“SC UAE”) is licensed by the Central 

Bank of the U.A.E. SC UAE is licensed by Securities and Commodities Authority to practice Promotion Activity. SC UAE does 

not provide financial analysis or consultation services in or into the UAE within the meaning of UAE Securities and Commodities 

Authority Decision No. 48/r of 2008 concerning financial consultation and financial analysis. Uganda: Our Investment products 

and services are distributed by Standard Chartered Bank Uganda Limited, which is licensed by the Capital Markets Authority as 

an investment adviser. United Kingdom: In the UK, Standard Chartered Bank is authorised by the Prudential Regulation 

Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. This communication has been 

approved by Standard Chartered Bank for the purposes of Section 21 (2) (b) of the United Kingdom’s Financial Services and 

Markets Act 2000 (“FSMA”) as amended in 2010 and 2012 only. Standard Chartered Bank (trading as Standard Chartered Global 

Private Bank) is also an authorised financial services provider (license number 45747) in terms of the South African Financial 

Advisory and Intermediary Services Act, 2002. The Materials have not been prepared in accordance with UK legal requirements 

designed to promote the independence of investment research, and that it is not subject to any prohibition on dealing ahead of 

the dissemination of investment research. Vietnam: This document is being distributed in Vietnam by, and is attributable to, 

Standard Chartered Bank (Vietnam) Limited which is mainly regulated by State Bank of Vietnam (SBV). Recipients in Vietnam 

should contact Standard Chartered Bank (Vietnam) Limited for any queries regarding any content of this document. Zambia: This 

document is distributed by Standard Chartered Bank Zambia Plc, a company incorporated in Zambia and registered as a 

commercial bank and licensed by the Bank of Zambia under the Banking and Financial Services Act Chapter 387 of the Laws of 

Zambia. 

 


