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FOMC raises rate for third time this year, poised for
fourth in December

Boyd Nash-Stacey / Nathaniel Karp

As we expected, the FOMC raised its benchmark rate for the third time this year. Markets reacted little to the widely
anticipated 25bp increase, with 10-year treasury yields down a bit and equity prices up slightly. It is no surprise that
there was little changed in the statement given the stable economic and financial conditions present over the inter-
meeting period. In fact, the only significant adjustment, other than the change in the benchmark rate, was the
removal of the Fed’s explicit level of accommodation, reflecting that the Fed funds rate is closer to neutral. The
upbeat sentiment carried through to the forecasts with GDP expected to grow close to the high end of the June
projections range. The Fed’s recent revisions put their economic outlook for 2018 and 2019 broadly in line with
ours, which assumes growth of around 2.8% and inflation slightly above the target of 2.0%. With this in mind, we
continue to believe that the Fed will raise rates one more time in December and three more times in 2019, a
scenario markets are beginning to warm up to—probability of 3+ rates in 2019 is now above 40%.
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Chart 3. SEP Real GDP Forecasts, year-over-year % Chart 4 SEP PCE Forecasts, year-over-year %
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DISCLAIMER

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research U.S. on behalf of itself and its
affiliated companies (each BBVA Group Company) for distribution in the United States and the rest of the world and is provided
for information purposes only. Within the US, BBVA operates primarily through its subsidiary Compass Bank. The information,
opinions, estimates and forecasts contained herein refer to the specific date and are subject to changes without notice due to
market fluctuations. The information, opinions, estimates and forecasts contained in this document have been gathered or
obtained from public sources, believed to be correct by the Company concerning their accuracy, completeness, and/or
correctness. This document is not an offer to sell or a solicitation to acquire or dispose of an interest in securities.
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