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What does the Fed’s hawkish pivot Nationwide
mean for markets?

As we transition to a new, more hawkish interest-rate cycle, it won’t only be economic data that
influences the Fed, but also the pace at which policymakers decide to raise rates. For investors
looking for clues about what the next rate cycle may hold, the first signals about the timing and
direction of future Fed decisions emerged during the September FOMC meeting. The Fed largely
surprised investors with its hawkish pivot: there were no dissenting votes for the September hike,
and a base case of two additional rate hikes by year-end was supported by a 16-2 majority of
committee members. Additionally, the median federal funds rate projection remained elevated
through 2029, while the median neutral-rate dot rose from 3.06% to 3.25%.

Fed Chair Kevin Warsh described the hike as having “removed a dose of accommodation,” a
characterization that surprised investors who viewed him as having more dovish inclinations.
Rather than attempting to predict how the Fed may respond to future data or infer future moves
from subtle shifts in FOMC press conference language, investors should view the next rate-hiking
cycle through a historical lens. Doing so may provide a useful compass for the path ahead.

As a new interest-rate cycle begins, what can investors learn from past Fed tightening
cycles for equity markets today?

of the S&P 500° Index. However, averages mask a wide range of outcomes and the economic
conditions the Fed faced during each period. What distinguishes slow, fast, and non-cycles? In general,
a slow cycle occurs when the Fed waits for at least one meeting between rate hikes, though the timing
and magnitude of those hikes can vary. Fast cycles are defined by more frequent and often larger rate
hikes, with some front-loaded and others featuring multiple hikes within a relatively short period. A
non-cycle typically consists of one or two rate hikes before the Fed resumes cutting rates.

@ The chart below highlights differences in the pace of Fed rate-tightening cycles and the performance
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Typically, equity investors take comfort in the fact that the Fed is not tightening aggressively and that
they are not at risk of "fighting the Fed.” One important caveat is that historical cycles can vary
significantly depending on the time period. For instance, since 1988, equity market performance
during rate-hiking cycles has varied, though the results have been modestly favorable for equities
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overall. At the same time, the market's path has rarely been linear or free of volatility. Over the first
three months following the initial rate hike, the S&P 500 has historically declined by an average of 2%,
highlighting that Fed tightening often introduces near-term volatility as investors adjust to a new
policy environment.

Given how unusual the current economic cycle is, it is far too soon to judge what this cycle will
ultimately look like. But if history is any guide, it may be reasonable to view the current environment as
a blend of a non-cycle and a slow cycle, reflecting the Fed chair's commitment to restoring price
stability without necessarily signaling a rapid or sustained tightening cycle.

What are the major takeaways from the Fed’s recent rate decision, the accompanying
statement and Warsh’s press conference? How are investors thinking about the path of
interest rates into year-end and 2027?

reflected in the dot plot, but Warsh’s acknowledgment during his press conference that monetary
policy remains accommodative. Even though Warsh sounded more hawkish than many expected,
market expectations for future Fed policy still appear tilted toward additional rate hikes. That may be
understandable given the Fed’s desire to re-establish its inflation-fighting credibility. Yet the economic
picture remains uneven. One could argue that one-time factors are driving much of the recent inflation
above the Fed's 2% target.

Al-related investment, strong nominal growth, and defense-related activity have helped sustain
economic momentum. However, the more interest-rate-sensitive segments of the economy, including
housing, autos and lower-income consumers, remain under pressure, creating challenges for
policymakers.

@ The most important takeaway from the September FOMC meeting wasn’t the number of hikes

The peak in this new rate-hiking cycle may ultimately be lower than current market pricing suggests.
While the Fed could raise rates again in October, the economic data does not suggest policymakers
are embarking on a 2022-style hiking cycle. Instead, conditions appear to be gradually normalizing,
with the pace ultimately determined by whether strength in Al capital expenditures, fiscal spending
and geopolitically driven investment continues to outweigh weakness across more rate-sensitive
sectors of the economy.
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@ Stay ahead—see what’s moving the markets.
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