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Fed drops easing bias, and
forward guidance

Javier Amador, lvan Fernandez

A sharp hawkish shift in the dot plot shows many officials now
see rate hikes as the more probable path forward

The shortening reflected a more concise assessment of economic conditions, while
the overall characterization of the economy remained largely unchanged. As in April, the
Committee continued to describe economic activity as expanding at a “solid pace” despite
uncertainty surrounding the Middle East conflict, noted that the unemployment rate has
“changed little”, and judged that inflation “remains elevated”, largely reflecting the energy shock.
The only notable addition was a reference to “strong” productivity growth and capital
investment, likely reflecting Warsh’s emphasis on the supply side of the economy and its
implications for inflation. The Powell-era language emphasizing risk management and the need
to assess a wide range of incoming information was replaced by a single “unambiguous” and
“‘unanimous” commitment: “The Committee will deliver price stability.” Most importantly, the
Committee removed not only the easing bias that drew three dissents in April, as expected, but
also all explicit forward guidance. Warsh suggested that the consensus view, at least for now, is
that forward guidance is simply “not well-suited to the current policy conjuncture”, rather than
permanently abandoned.

The updated
SEP projections still depict an economy growing above potential over the forecast horizon.
Median GDP growth for 2026 was revised down only modestly to 2.2% from 2.4% this year, and
the outlook for the unemployment rate was broadly unchanged. The largest revisions came on
inflation. Headline PCE inflation for 2026 was raised to 3.6% from 2.7%, although participants
continue to expect inflation to return to target in 2028. The upward revisions were not limited to
energy-related pressures, with core PCE inflation also revised up sharply to 3.3%, six-tenths
above the March projection (Table 1). While Warsh underscored that the dots are written in
pencil, the dot plot turned decisively more hawkish. The March distribution, which was skewed
toward rate cuts, has effectively reversed. The new 3.8% median projection lands exactly
halfway between holding steady and a rate hike. Eight participants now project no change in
rates this year and only one still expects a cut. Of the remaining nine participants, three project
one hike, five project two hikes, and one projects three (Figure 1). The policy rate is now
projected to remain above the 3.1% long-run level in 2027 (3.6%) and 2028 (3.4%). Futures
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markets now assign close to a 90% probability of a rate hike by year-end, up from around 60%
before the meeting.

In particular, he
announced five “taskforces” focused on: 1) Fed communications, 2) the balance sheet and
reserve framework, 3) alternative data sources, 4) the relationship between productivity and
employment, and 5) the drivers of inflation. While Warsh emphasized that the 2% inflation
objective remains firmly in place, he repeatedly suggested that the Fed must reassess how it
gathers information, communicates its views, and evaluates structural changes in the economy.
He indicated that the taskforces are expected to deliver recommendations by year-end. He
offered little additional guidance on the near-term policy outlook. Indeed, the removal of forward
guidance may have reflected not only Warsh’s long-standing skepticism toward such tools, but
also the difficulty of forging consensus around a neutral policy signal.

A key source of uncertainty is the evolution of the conflict in
Iran. Should a more durable resolution emerge in coming days, the Strait of Hormuz effectively
reopen, and oil prices retreat meaningfully, an important source of inflationary pressure and
potential second-round effects would fade, reducing some of the concerns currently held by the
more hawkish participants. Besides, the path for the continued resilience in activity,
consumption, and employment remains uncertain. A faster moderation in inflation and
consumer spending could ultimately prevent the rate hikes now embedded in the dot plot from
materializing. While we still expect the Fed to hold rates steady for the rest of the year, the
shifting balance of risks has introduced an upside bias to our outlook.
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Huge shift in the Fed’s dot plot: officials are now roughly split between no cuts and one or more rate hikes
this year. A massive swing from March, when the majority leaned toward rate cuts

TABLE 1. FOMC PARTICIPANTS’ SUMMARY OF ECONOMIC PROJECTIONS
(JUNE 2026, %)

Median Central tendency Range
VELELIE
2026 2027 2028 LR 2026 2027 2028 LR 2026 2027 2028 LR

Change in real GDP 2.2 2.3 2.2 2.0 20-23 20-24 20-23 18-20 18-26 19-29 18-26 17-25

Mar-26 2.4 2.3 21 2.0 22-25 20-24 20-23 18-20 21+27 2027 1827 17-25
Unemployment rate 4.3 4.3 4.2 4.2 43-44 42-45 4143 40-43 43-46 40-46 40-44 3845
Mar-26 4.4 4.3 4.2 4.2 43-45 42-44 40-44 40-43 43-46 40-45 40-45 3845
PCE inflation 3.6 2.3 2.0 2.0 3.5-37 2225 20-21 2.0 27-41 19-28 20-23 2.0
Mar-26 2.7 2.2 2.0 2.0 26-31 20-23 2.0 2.0 23-33 18-24 19-22 2.0
Core PCE inflation 3.3 25 21 3.2-35 2326 20-22 26-35 20-3.0 20-24
Mar-26 2.7 2.2 2.0 25-28 20-24 2.0 22-30 20-25 20-22
Federal funds rate 3.8 3.6 34 3.1 36-41 3139 3136 30-35 34-44 29-44 29-39 29-39
Mar-26 3.4 31 31 3.1 3436 29-36 29-36 29-35 26-36 2439 26-39 26-39

FIGURE 1. FOMC PARTICIPANTS’ PROJECTED APPROPRIATE FEDERAL FUNDS RATE (%)
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information contained
in this document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context
or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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