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BIG NUMBER | 4.625
The ongoing chase between investors and the Fed

Everything That Rises Must Converge

It’s a game of “catch me if you can” between investors and the Fed these days.

For the most part, the Fed’s recent series of rate hikes has been trying to keep up with
the market’s future expectations for interest rates—leading to concerns that the Fed is
behind the curve in terms of where rates need to be to effectively fight inflation.

More recently, however, the market has been chasing the Fed.

As seen in the chart, interest rate futures (the blue line) essentially led the charge in
predicting higher rates. The Fed’s outlook for rates (their “dot plot,” shown in purple)
consistently lagged behind the market’s before eventually converging with it on four
separate occasions.



That changed this summer when the market began eyeing the possibility of lower rates
down the road. Investors cut their rate expectations to as low as 2.86% in July, driven
partly by their prediction that the Fed would eventually need to cut rates to stimulate the
economy.

As we all know, when it was time for the Fed to update its outlook, it did not follow
investors lower. Instead, it raised its rate expectation significantly to 4.625%--citing
factors such as anticipated lower real GDP growth, higher unemployment, higher
inflation, and higher interest rates over the next few years.

Now it was the market’s turn to give chase: Futures shot steadily higher in August and
September—and as of today, the market has caught up with the Fed, with the difference
between their respective rate predictions a mere 0.14 percentage points.

The message is clear: Investors have woken up to the fact that the Fed means business
in its fight against inflation—and that interest rates are not likely to come down any time
soon. As we’ve noted in the past, we’re looking at a “higher, for longer” scenario–and



the Fed and the market appear likely to track each other more closely going forward.
Until we see a meaningful decline in the trend in inflation, expect continued market
volatility and a challenging environment for asset valuations.
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