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Market Watch

Fed builds credibility with
hike; one more likely in Dec

Summary

Event: The US Federal Reserve hiked its key interest rate by
25bps to 3.75-4.0%, in a unanimous decision. This marks the
first hike since 2023, reversing the easing cycle that had
taken rates down from 4.25% in September 2025 to a trough
of 3.75% by December 2025. The revised projections
indicate the Fed expects to raise rates by an additional 25bps
this year, hold rates in 2027, and cut 25bps in both 2028 and
2029. It upgraded the long-run rate slightly to 3.2%.

Market reaction: The US yield curve mildly flattened, while
the S&P500 index fell 0.5%. The policy rate sensitive US 2-
year government bond yield jumped 7bps to 4.74% as
markets factored in three more 25bps hikes by June 2027.
The US 10-year yield rose 2bps to 5.02%, its highest since
2007, while the 30-year yield was little changed. The USD
index (DXY) rose 0.6%, breaking past its 50- and 100-DMAs.

Investment strategy: Today’s move realises what we had
been flagging in recent weeks i.e. the rising risk of a Fed rate
hike following Fed Chair Warsh’s Jackson Hole speech and
recent economic data prints, namely: a pick-up in job creation
and inflation over the summer and a sharp rebound in oil
prices due to the re-escalation of the Middle East conflict.

This hike helps the Fed rebuild credibility as an inflation
fighter. Given the unanimous decision to hike rates this week,
we believe there will likely be one more hike before the end
of this year, and one more in H1 2027 as we expect robust
growth amid strong Al investments and a tight labour market,
keeping inflation elevated. That scenario would still be less
than the three more rate hikes money markets are pricing
after the latest Fed move. We believe policy rates can return
to the 4.0-4.25% range by end-2027, with the possibility of
cuts in H2 2027 as the impact of tariffs and high oil prices
start to fade towards the second half of 2027.

Today’s refreshed Fed policy rate path is mildly bullish for the
USD index; so we revise up our 3-month target to 100. We
also revise up our 3-month 10-year yield target to 5.0-5.25%.
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The USD rose, while stocks fell after the Fed hiked rates
and signalled one more rate hike this year; ultra-long
bonds rose slightly as the Fed rebuild its inflation-
fighting credentials

Asset performance: 15-Sep close to 16-Sep close
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The Fed slightly revised up its growth projections for
2026-27 and inflation projection for 2026; however, it
still sees inflation cooling over the next two years

Fed’s updated economic projections
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Backdrop to the rate hike

In hiking rates, Fed Chair Warsh reaffirmed the inflation
threat to the US economy. US headline inflation accelerated
to 0.4% m/m in August and stayed elevated on an annualised
basis at 3.4% yly. Energy prices, driven by the Middle East
conflict, were a primary contributor. Oil prices have extended
gains since the August inflation report, surging past USD
100/bbl. Meanwhile, core inflation rose 0.3% m/m in August,
beating estimates for a 0.2% rise. Also, US producer prices
jumped 0.4% m/m in August, the most since May, and 5.4%
yly, further reinforcing the inflationary backdrop.

The inflation report followed a stronger-than-expected jobs
report for August. US monthly job creation has surged to an
average 80,000 this year, from 10,000, tightening a job
market that already faces a supply crunch from the Trump
administration’s clampdown against immigration. The
combination of an acceleration in job creation and inflation
over the summer, combined with a rebound in oil prices,
supported our expectation for a Fed rate hike this week.

Removing “a dose of accommodation”

Warsh framed the decision to hike as removing "a dose of
accommodation”, rather than the start of an aggressive rate
hiking cycle, and we agree with that characterisation. The aim
is to bring financial and credit conditions more in line with the
Fed's price stability objectives. To quote Warsh: “Our
predominant focus is on the price stability side of our
mandate. The plain fact is that inflation is too high, and has
been for too long....This summer’s inflation readings do not
tell me that underlying trends have meaningfully improved.”
He added that many categories in the last consumer and
producer inflation reports are still showing price increases
above 3% on a six- and 12-month basis.

The unanimous vote to hike rates, contrasts with a 9-3 split
vote in July to hold rates. When combined with the pencilling
in of one more hike by December, this suggests a majority of
Fed policymakers have turned more hawkish over the
summer. In doing so, they have helped rebuild the Fed’s
inflation-fighting credentials and its independence against
President Trump’s pressures to cut rates. This explains why
long-end bond yields were stable after this week’s hike.

Nevertheless, Warsh provided little guidance on the future
rate path, as he held what was reportedly the shortest post-
meeting press conference on record for a Fed chair. This is
consistent with his stated preference for less central bank
communication. We expect more clarity once the Fed task
forces submit their reports by year end.

— Jonathan Liang, CIO for Fixed Income and FX

Rajat Bhattacharya, Senior Investment Strategist

US job creation has accelerated this year after a slump
last year, tightening a job market already facing a
potential crunch from an immigration clampdown

US quarterly non-farm payrolls growth
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US inflation remains well above the Fed’s 2% target,
with supercore inflation showing signs of picking up
pace in August

US consumer inflation trend
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This document is confidential and may also be privileged. If you are not the intended recipient, please destroy all copies and
notify the sender immediately. This document is being distributed for general information only and is subject to the relevant
disclaimers available at our Standard Chartered website under Regulatory disclosures. It is not and does not constitute research
material, independent research, an offer, recommendation or solicitation to enter into any transaction or adopt any hedging,
trading or investment strategy, in relation to any securities or other financial instruments. This document is for general evaluation
only. It does not take into account the specific investment objectives, financial situation or particular needs of any particular
person or class of persons and it has not been prepared for any particular person or class of persons. You should not rely on
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indicative of future results and no representation or warranty is made regarding future performance. The value of investments,
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prices or likely future events or occurrences constitutes an opinion only and is not indicative of actual future movements in rates
or prices or actual future events or occurrences (as the case may be). This document must not be forwarded or otherwise made
available to any other person without the express written consent of the Standard Chartered Group (as defined below). Standard
Chartered Bank is incorporated in England with limited liability by 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
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different legal entities and affiliates within the Standard Chartered Group (each an “SC Group Entity”) according to local
regulatory requirements. Not all products and services are provided by all branches, subsidiaries and affiliates within the
Standard Chartered Group. Some of the SC Group Entities only act as representatives of Standard Chartered Global Private
Bank and may not be able to offer products and services or offer advice to clients.

Copyright © 2026, Accounting Research & Analytics, LLC d/b/a CFRA (and its affiliates, as applicable). Reproduction of content
provided by CFRA in any form is prohibited except with the prior written permission of CFRA. CFRA content is not investment
advice and a reference to or observation concerning a security or investment provided in the CFRA SERVICES is not a
recommendation to buy, sell or hold such investment or security or make any other investment decisions. The CFRA content
contains opinions of CFRA based upon publicly-available information that CFRA believes to be reliable and the opinions are
subject to change without notice. This analysis has not been submitted to, nor received approval from, the United States
Securities and Exchange Commission or any other regulatory body. While CFRA exercised due care in compiling this analysis,
CFRA, ITS THIRD-PARTY SUPPLIERS, AND ALL RELATED ENTITIES SPECIFICALLY DISCLAIM ALL WARRANTIES,
EXPRESS OR IMPLIED, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS
FOR A PARTICULAR PURPOSE OR USE, to the full extent permitted by law, regarding the accuracy, completeness, or
usefulness of this information and assumes no liability with respect to the consequences of relying on this information for
investment or other purposes. No content provided by CFRA (including ratings, credit-related analyses and data, valuations,
model, software or other application or output therefrom) or any part thereof may be modified, reverse engineered, reproduced
or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of CFRA,
and such content shall not be used for any unlawful or unauthorized purposes. CFRA and any third-party providers, as well as
their directors, officers, shareholders, employees or agents do not guarantee the accuracy, completeness, timeliness or
availability of such content. In no event shall CFRA, its affiliates, or their third-party suppliers be liable for any direct, indirect,
special, or consequential damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity
costs) in connection with a subscriber’s, subscriber’s customer’s, or other’s use of CFRA’s content.

Market Abuse Regulation (MAR) Disclaimer

Banking activities may be carried out internationally by different branches, subsidiaries and affiliates within the Standard
Chartered Group according to local regulatory requirements. Opinions may contain outright “buy”, “sell”, “hold” or other opinions.

The time horizon of this opinion is dependent on prevailing market conditions and there is no planned frequency for updates to
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the opinion. This opinion is not independent of Standard Chartered Group’s trading strategies or positions. Standard Chartered
Group and/or its affiliates or its respective officers, directors, employee benefit programmes or employees, including persons
involved in the preparation or issuance of this document may at any time, to the extent permitted by applicable law and/or
regulation, be long or short any securities or financial instruments referred to in this document or have material interest in any
such securities or related investments. Therefore, it is possible, and you should assume, that Standard Chartered Group has a
material interest in one or more of the financial instruments mentioned herein. Please refer to our Standard Chartered website
under Regulatory disclosures for more detailed disclosures, including past opinions/ recommendations in the last 12 months and
conflict of interests, as well as disclaimers. A covering strategist may have a financial interest in the debt or equity securities of
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Singapore or Hong Kong Monetary Authority. This document must not be forwarded or otherwise made available to any other
person without the express written consent of Standard Chartered Group.

Sustainable Investments

Any ESG data used or referred to has been provided by Morningstar, Sustainalytics, MSCI or Bloomberg. Refer to 1) Morningstar
website under Sustainable Investing, 2) Sustainalytics website under ESG Risk Ratings, 3) MCSI website under ESG Business
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underlying assets that are part of the Sustainable Investment universe or separately approved by Standard Chartered’s
Sustainable Finance Governance Committee. Sustainalytics ESG risk ratings shown are factual and are not an indicator that the
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Shariah ("Shariah Compliant or Shariah Compliance")
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