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Fed buys time to assess policy
path

Javier Amador, lvan Fernandez

Warsh’s remarks pointed to supply shocks as the main inflation
concern, rather than a broadening of demand-driven pressures

Governor Cook and Cleveland Fed President Hammack dissented in favor of a
25bp hike. The statement upgraded its assessment of economic activity from expanding at a
“solid pace” to a “strong pace,” while reiterating that “domestic spending has been resilient.” The
assessments of capital investment, productivity growth and the labor market remained
unchanged. More importantly, while the Committee reiterated that “inflation remains elevated,” it
introduced an explicit rationale for waiting at this meeting, arguing that “the accumulation of
more information” before the next meeting in December “will help the Committee determine the
policy stance appropriate to ensure a timely return” of inflation to its 2% goal. This suggests the
Fed will maintain a data-dependent stance, seeing little in the balance of risks to justify
deviating from a gradual approach. Yet it may also have served to justify holding rates steady at
this meeting despite elevated inflation.

He acknowledged that financial conditions have “tightened a bit” since September,
but was “unwilling and unable to call [them] tight,” leaving the door open for further restraint, but
offering no guidance on how much. More importantly, his remarks suggested that neither he nor
a majority of FOMC officials think the economy is running too hot, and stressed that
above-target inflation still mostly reflects successive supply shocks, particularly energy prices
amid the prolonged Middle East conflict. He appears primarily focused on preventing
second-round effects (“our job is to ensure that relative price changes in some sectors do not
broaden out across the economy”) and avoiding any de-anchoring of inflation expectations,
rather than responding to widespread demand-driven pressures. Warsh repeated that “inflation
is too high,” yet stressed the importance of “interrogating reality” before adjusting the policy
stance, signaling that he and most Board members prefer a measured path for the reference
rate. Well-anchored inflation expectations have allowed Warsh and the Committee to feel
comfortable signaling today’s pause ahead of the blackout period despite persistent inflation.
Overall, his remarks kept the door open to further tightening and signaled that the “information
rich” intermeeting period will allow the FOMC to be better positioned to determine the right
policy decision in December.
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Separately, Warsh announced the FOMC will vote on rates in 7 out of the 8 meetings next year,
and in six in 2028, with the no-policy meetings used for strategic discussions, possibly an initial
step toward reforming Fed communication and forward guidance.

As expected, the
FOMC favored a measured tightening pace, given limited evidence of broad-based
demand-driven inflation pressures and still well-anchored inflation expectations. Although Warsh
challenged the notion that Al investment is relatively insensitive to interest rates, we continue to
believe that rapid or excessive tightening could increase vulnerabilities in rate-sensitive sectors
more than it would cool the Al boom, particularly if technology-related stock valuations correct
sharply. Still, strong growth supports some additional tightening. The question is whether the
Fed will move to the sidelines after another rate hike this year. Much will depend on how the
Middle East conflict evolves after next week’s midterms and whether evidence mounts that the
Al investment boom is generating broader demand-driven inflation pressures across the
economy. Another risk heading into 2027 is that the post-pandemic inflation experience has
heightened policymakers’ and market participants’ sensitivity to the Fed falling behind the curve.
December’s SEP should help clarify whether the Committee anticipates extending tightening
into 2027 or considers the next hike sufficient to restore sustained disinflation.



US | Post-meeting Fed Watch - October 28, 2026 p.3

BBVA

Research

DISCLAIMER

This document does not constitute an "Investment Recommendation" as defined in Article 3.1 (34) and (35) of Regulation (EU)
596/2014 of the European Parliament and of the Council on market abuse ("MAR"). In particular, this document does not
constitute "Investment Research" or a "Marketing Communication" for the purposes of Article 36 of Commission Delegated
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 ("MiFID 11").

Readers should be aware that under no circumstances should they use this document as a basis for making their investment
decisions and that the persons or entities that may potentially offer them investment products will be legally obliged to provide
them with all the information they need to make such decision.

This document, prepared by the BBVA Research Department, is for informational purposes and contains data or opinions as of
the date hereof, prepared internally or obtained from or based on sources that we consider reliable, without having been
independently verified by BBVA. BBVA therefore provides no express or implied warranty as to their accuracy, completeness or
correctness.

The content of this document is subject to change without prior notice depending, for example, on the economic context or
market fluctuations. BBVA assumes no obligation to update such content or communicate such changes.

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

Neither this document nor its content constitutes an offer, invitation or solicitation to acquire, divest or obtain any interest in
assets or financial instruments, nor may they serve as a basis for any contract, commitment or decision of any kind.

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

Certain content or analytical elements of this document may have been prepared with the assistance of Artificial Intelligence (Al)
tools. In all cases, such content or elements have been subject to prior review, verification and validation by the BBVA Research
Department. The use of Al tools does not in any way alter the liability regime applicable to the work, the protection granted by
intellectual property legislation or the prohibitions on unauthorised use set out in this notice.
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