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Capital Markets

¢ Inflation Remains Elevated
e Federal Reserve Maintains Target Range

e Upcoming Mideterms Impact

-->September inflation data showed renewed price
pressures, with headline PCE rising 0.5% for the month
and 3.6% year-over-year, up from 3.4% in August. Core
PCE, which excludes food and energy, increased 0.3%
for the month and 3.1% annually, while underlying
services inflation remained elevated at 0.4% for the
second consecutive month. The readings suggest
inflation remains persistent and well above the Fed’s
2% target. Despite elevated inflation, consumer
spending showed signs of slowing, with inflation-
adjusted spending unchanged in September following a
0.6% increase in August. The combination of persistent
price pressures and softer consumer demand
complicates the Fed’s policy outlook. For fixed income
markets, the report reinforces expectations for another
potential rate hike in December and could keep upward
pressure on Treasury yields.

-->The Federal Reserve voted 10-2 at its October
meeting to maintain the federal funds target range at
3.75%—4.00%, with two officials favoring a 25-basis-
point increase. Chairman Warsh offered limited
guidance on the December meeting, emphasizing that
future policy decisions will depend on economic
conditions. Despite the decision to hold rates steady,
recent Fed commentary has reinforced expectations
that additional tightening may be necessary to bring
inflation back toward the 2% target. Several Fed officials
have indicated that further rate hikes could be
appropriate before year-end, although views differ on
the timing and extent of additional tightening. Markets
remain divided over the likelihood of a December
increase, with attention now turning to this week's
employment data for further guidance. For fixed
income markets, the uncertainty surrounding the Fed's
next move could keep shorter-term Treasury yields
volatile.

-->The upcoming U.S. midterm elections could have
implications for fiscal policy and Treasury markets as
investors assess the potential balance of power in
Congress. Adivided Congress could limit the passage of
major spending and tax legislation, while continued
control of both chambers by one party could provide
greater flexibility to pursue fiscal priorities. Either
outcome could influence expectations for future
government borrowing, Treasury issuance, and long-term
interest rates. For fixed income markets, the primary
concern remains the outlook for federal deficits and the
growing cost of servicing government debt. Although the
election could introduce some near-term volatility,
persistent fiscal pressures are likely to remain an
important driver of longer-term Treasury yields regardless
of the outcome.
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