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Janet Yellen, the former Federal Reserve Chair, THE FED’S LATEST RATE HIKE WAS ANTICIPATED
often said that “monetary policy is not a panacea.”1 BY INVESTORS

Just as there is no cure for the common cold, i NGSVIEW
except to let it run its course and address the Federal Funds Rate

symptoms, the Fed’s tools often cannot fix the fergetare O
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underlying issues in the economy. In theory,
monetary policy is meant to help ease these
challenges, especially when it comes to the job
market and inflation. In practice, however, the Fed
does not control the economy directly, but instead
responds to the economic environment.
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Today, the primary challenge is stubborn inflation.
For the most part, this is due to higher oil prices as

the war in Iran continues, prolonging the closure of Sources Clarmomics,Fdral Reserve

the Strait of Hormuz and other issues in the region.

Clearly, the Fed cannot control these geopolitical

issues with interest rate policy. However, they can try to ensure that inflation does not spread beyond energy prices
into other categories that affect consumers and businesses. How does seeing the Fed through this lens affect long-
term investors and their portfolios?

At its September meeting, the Fed decided to raise policy rates by one-quarter of a percent, to a range of 3.75% to
4.00%. This was the first hike in three years and followed a period of rate cuts from September 2024 to December 2025.
This decision was widely anticipated by investors, so while there were some market swings immediately after the
announcement, the market took the move in stride overall.2

What makes this hike different? The Fed is mostly reacting to higher energy prices, particularly with oil still around
$100 per barrel. Economists often refer to this as “cost-push inflation,” which simply means that supply disruptions
have led to higher prices. This is in contrast to “demand-pull inflation” which occurs when an overheating economy
drives excessive consumer demand, which then pushes prices higher.

In 2022, for instance, the economy experienced both scenarios, with low interest rates and government stimulus
driving inflation on the demand side, while supply disruptions due to the pandemic and Russia’s invasion of Ukraine
led to supply shocks. Typically, economists and policymakers view supply-side shocks as temporary, since they should
eventually be resolved. In the case of oil, prices did eventually fall until this year’s geopolitical events.
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Over the past few cycles, the Fed has preferred to change policy in a steady, well-communicated fashion. This practice,
often referred to as “forward guidance,” was designed to provide clarity on the likely path of rates, especially during
economic emergencies. New Fed Chair Kevin Warsh, however, prefers to avoid this approach, and has declined to submit
his own forecasts to the Fed’s quarterly Summary of Economic Projections.3

Instead, his goal is for markets to react to the underlying data, not what the Fed will do next. This is one reason
investors expected this rate hike with over a 90% probability prior to the Fed meeting.4 Regardless of whether this

is the right or wrong approach, this means the underlying data, when it comes to the labor market, inflation, and
growth, are even more important for understanding the environment. While inflation remains higher than many would
prefer, unemployment is still historically low, and GDP growth has been steady.

RATE HIKES ARE A NORMAL PART OF THE STAYING INVESTED IS THE BEST WAY TO
ECONOMIC CYCLE ADDRESS INFLATION IN THE LONG RUN
i KINGSVIEW i INGSVIEW
Fed Rate Hike Cycles Growth of $1 Since 1926
Increase in target range lower limit or effective rate since 1977 S&P Composite total returns, 10-Year Treasury bond, and inflation (log scale)

Historical estimates for illustrative purposes only

— 977 1977
— 1080
12% —— 1983
— 1087
— 1994
— 1099
— 2004
— 2016
— 202
8% —— 2026

$10,000  Stocks
. ~— 10-Year Treasury Bond

Inflation

Financi
$1,000 Housing "ol
ubble

§

19705 Stagflation
$100

Change in Fed Funds Rate Relative to Cycle Start
a
g

0 200 400 600 800 1000 1940 1960 1980 2000 2020

Days Since Cycle Start
Latest data pointis Jul 2026

Sources: Clearnomics, Federal Reserve Sources: Clearnomics, Robert Shiller, Standard & Poor’s, BLS
©2026 Clearnomics, Inc. ©2026 Clearnomics, Inc.

This is one reason the Fed only raised rates by 0.25%. At the moment, projections by other Fed officials suggest that
the central bank could raise rates once more later this year before pausing through 2027. Then rates might only decline
slowly from there. This is a change from the Fed’s previous forecasts in June when they believed rates would be lower.
At the same time, it’s important to take these figures with a grain of salt since they can quickly change from meeting to
meeting depending on the underlying economic trends.

It’s understandable that some investors view higher interest rates as being negative for markets. In reality, this
depends on why the Fed is raising rates. It’s not at all unusual for markets and interest rates to move higher together,
especially later in the business cycle.

For instance, a growing economy and strong corporate earnings can support both rising stock prices and a Fed that

is trying to keep inflation in check. Over the past six months, major indices including the S&P 500, the Dow Jones
Industrial Average, and the Nasdaq have all moved toward new all-time highs, supported by strong corporate earnings
and the buildout of Al data centers, even as interest rates have also risen to multi-decade highs.

There is also a misconception that the Fed’s role is to fine-tune the economy. This view was partly created by the Fed
itself, especially during Alan Greenspan’s tenure from the late-1980s to the mid-2000s, when the Fed’s decisions were
opaque. In practice, the Fed is more often reacting to events than sitting comfortably in the driver’s seat. The chart
above shows how rate hikes have played out across many different environments, underscoring that these rate moves
often occur over long cycles.
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Ultimately, investors care about Fed policy and interest rates because of the impact on their portfolios and financial
plans. While the Fed attracts a great deal of attention, its decisions are only one part of the picture.

The accompanying chart shows how financial markets have supported investors over the past century despite
countless Fed decisions, economic shocks, recessions, geopolitical challenges, and other events that were significant
at the time. Throughout this period, inflation pushed costs higher by 19 times, so what used to cost $1 in 1926 now
costs $19. Despite this, stocks and bonds both significantly outpaced inflation rates. For those who stayed invested,
this supported portfolios to generate income and create wealth over time.5

Of course, markets never move in straight lines, and investors should always be prepared for uncertainty. This is why
maintaining an appropriate portfolio that reflects long-term financial plans remains far more important than trying to
predict or time the Fed’s next decision.

The bottom line? The Fed’s latest rate hike reflects inflation due to higher oil prices. Investors are best served by
focusing on long-term goals and maintaining balanced portfolios rather than reacting to each Fed decision.
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