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Hit the One in the Middle, Mr. Chairman!
FRANK VALLE, CFA, CAIA, ASSOCIATE DIRECTOR OF FIXED INCOME

The outlook for interest rates has become increasingly uncertain, suggesting Fed Chair Kevin 
Warsh should avoid overreacting to volatile forecasts and instead take a measured, data-
dependent approach
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In the cinematic masterpiece Rocky IV, Rocky gets dazed by his opponent, Captain Ivan Drago, and complains 
that he sees “three of him out there.” In response, Rocky’s cornerman famously quips back “Hit the one in the 
middle!” In addition to being terrific boxing wisdom, this quote may also be sound advice for Federal Reserve 
Chairman Kevin Warsh as it relates to how the central bank should navigate increasingly divergent views on the 
appropriate path for interest rates.

Market expectations of future rate policy have shifted significantly since the start of the year, with Wall Street 
traders whipsawing between projections for cuts and hikes. Coming into 2026, markets expected inflation to 
continue to moderate alongside a weakening labor market, creating a backdrop in which investors anticipated 
that the Federal Reserve would have greater flexibility to ease monetary policy and gradually lower interest 
rates over the course of the year. Specifically, on December 31, 2025, investors were pricing in around two rate 
cuts in 2026 (and a corresponding implied federal funds rate of roughly 3.1% by year-end). That outlook began 
to deteriorate in March as the war in Iran and subsequent closure of the Strait of Hormuz heightened inflation 
concerns, causing markets to price out those expected rate cuts. This shift continued through the spring and 
into the summer, with markets at one point pricing a meaningful probability of two rate hikes by year-end ahead 
of last week’s Federal Open Market Committee meeting. The Fed ultimately left rates unchanged in July, and 
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market expectations subsequently moderated to one hike for the remainder of this year and an implied 
federal funds rate of approximately 4.0% at year-end.

It is important to note that the Federal Reserve has its own outlook for interest rates. Historically, the 
Fed has communicated this outlook via the “dot plot” contained in its Summary of Economic Projections, 
although that framework may soon be modified as part of a broader move away from explicit forward 
guidance, as the newly installed Warsh has expressed a preference for a reduction in forward guidance. 
That said, the dot plot released in June, which is the most recently available, indicated that nearly half of 
Fed officials saw a potential rate increase before year-end. This marked a meaningful shift from March, 
when none of the policymakers in the survey anticipated a hike in 2026 and the median forecast still 
called for a rate cut. The latest median projection now shows no expected easing in 2026, indicating that 
policymakers have become more cautious about cutting rates as persistent inflation remains a concern.

Readers should note that predicting the path of interest rates is notoriously difficult, particularly when 
inflation, employment, financial markets, and geopolitical developments are sending conflicting signals. 
The sharp shift in market expectations this year is a reminder of how quickly the rate outlook can change, 
and why neither markets nor policymakers should place too much weight on any single forecast. Ultimately, 
at least for the time being, Warsh may be best served by taking a measured approach and waiting for the 
data to provide greater clarity. In other words, with three different versions of the rate outlook in front of 
him (hikes, a continued pause, and cuts), perhaps the best advice is still the simplest: Hit the one in the 
middle!
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