FEDERAL RESERVE COULD NEED TO RAISE INTEREST RATES THIS YEAR TO CONTAIN INFLATION,
FORMER OFFICIALS SAY

A small majority of former Federal Reserve officials believes the U.S. central bank will need to
raise short-term interest rates modestly this year to contain inflation, according to a survey of
former officials and staff conducted ahead of the Fed’s policy meeting this week.

Seventeen of 32 former officials and staff who offered interest rate projections said an increase
would likely be appropriate in 2026, while 14 said no increase would be appropriate. One
person said the best course would be for the central bank to cut short-term interest rates, which
the Fed has been signaling as its most likely course for several months.

The inflation outlook poses a potential challenge for the Fed’s new chairman, Kevin Warsh, who
leads his first meeting when officials meet June 16 and 17. The survey panel foresaw little
progress reducing inflation in the months ahead. Already-elevated inflation was compounded by
higher energy prices associated with conflict in the Persian Gulf.

JUNE 2026 ECONOMIC PROJECTIONS, FORMER FED OFFICIALS AND STAFF
2026 2027 2028 Long Run
ECONOMY CHANGE IN REAL GDP 2.2 2.2 2.1 2.0
Fed March SEP 2.4 2.3 2.1 2.0
Ex-Fed March Result 2.0 2.0 2.0 2.0
UNEMPLOYMENT RATE 4.3 4.3 4.3 4.2
Fed March SEP 4.4 4.3 4.2 4.2
Ex-Fed March Result 4.6 4.4 4.3 4.2
PCE INFLATION 3.5 2.5 2.2 2.0
Fed March SEP 2.7 2.2 2.0 2.0
Ex-Fed March Result 3.0 2.5 2.2 2.0
CORE PCE INFLATION 3.2 2.5 2.2
Fed March SEP 2.7 2.2 2.0
Ex-Fed March Result 2.8 2.5 2.2
POLICY Federal Funds Rate (Appropriate) 3.84 3.63 3.45 3.22
Fed March SEP 3.40 3.10 3.10 3.10
Ex-Fed March Result 3.60 3.40 3.20 3.10
Federal Funds Rate (Median Dot) 3.60 3.40 3.12 3.10

The survey panel’s median estimate of inflation by year-end — as measured by the Commerce
Department’s personal consumption expenditures price index —was 3.5%. That’s well above the
Fed’s 2% objective and near the 3.8% increase registered in April from a year earlier. Economic
growth was expected to continue at a healthy rate above 2% while unemployment was
projected to remain near the May level of 4.3% through the end of the year, modestly better
than Fed officials expected a few months ago.

In all, 34 former officials and staff members participated in the survey between June 5 and June
12, including six former Fed Board governors, six former regional bank presidents, and 22




former staff members from the Board and regional Federal Reserve Banks. Some people didn’t
answer every question.

The survey is conducted by Jon Hilsenrath, a former Wall Street Journal economics writer and
Visiting Scholar at Duke, in partnership with Duke University’s Department of Economics.
Surveys are conducted ahead of the Fed’s quarterly update of its own economic and interest
projections, which it calls the “Summary of Economic Projections.” Former officials are granted
anonymity in this survey to encourage participation and frank commentary.

“The real economy--especially the labor market--has proven unexpectedly resilient,” one
participant said. “Meanwhile, the inflation data continues to come in on the high side, and it's
not just energy prices. Both core and headline inflation have risen about 3 percent over the past
12 months. This shift should push them towards a bias towards tightening. That could change
over the summer, as there are a number of factors that could cause the real economy to
weaken substantially. But that has yet to happen.”

The Fed’s Summary of Economic Projections provides its estimates of inflation, unemployment,
and economic output, in addition to estimates of interest rates that officials expect to be
appropriate over a three-year horizon. The interest rate estimates, also known as the “dot plot,”
are closely watched on Wall Street for insight into the central bank’s thinking and plans.
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former officials surveyed said they expected the Fed to remove forward-looking guidance from

its June policy statement, leaving the public without a signal of its expectation.

“Warsh has said that he wants to provide less guidance, and | think the Committee will be okay
with that in the current situation,” one person said. “It will get more interesting when the
Committee is leaning in a direction, and they have to decide if they show that somehow.”



Former officials saw a range of other possible shifts in the Fed’s approach to communication at
the meeting. Several former officials said they did not expect Chairman Warsh to submit an
interest rate projection for the Fed’s “dot plot;” a number said other officials might follow
Warsh'’s lead and refrain from submitting interest rate projections themselves. Many people
expect the new chairman to eventually eliminate rate projections from Fed communication.

“The dots are gone by January,” one person said.
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Some officials said they expect the new chairman to pare back the central bank’s policy
statement released after the meeting, while others said they expect Warsh to pare back the
statement read by the chairman at the post-meeting press conference. Some said they expected
minutes of the Fed meeting, released three weeks after the meeting, to become sparser and
more cryptic.

The net effect will be diluted guidance from the Fed on the outlook for rates and less
commentary on the economy, though few expect the new chairman to announce a full
communication revamp right away. Rather, it is something that will unfold in the months ahead.

“1 think Warsh should take his time to build consensus around any changes,” one survey
participant said.

RELATED COMMENTS FROM PARTICIPANTS ON THE ECONOMY AND RATE OUTLOOK

e "The appropriate move is to hold and remove the easing bias from the guidance. The
pressing problem right now is not employment; it is inflation expectations.”

e "In these circumstances, my expectation is that it will be necessary before long for the
FOMC to move to a firmer stance of monetary policy to guard against an appreciable
rise in inflation expectations and a resulting entrenchment of inflation at a higher level.
The increased likelihood of such a policy shift will need to be communicated in advance."



"The longer the war in Iran drags on, the more likely that the prospect of higher energy
prices gets embedded in longer-term inflationary expectations.”

"With the labor market on a solid footing, inflation rising from already above desired
levels, and some measures of inflation expectations edging up, it is appropriate for the
Fed to indicate that it is wary of this development and more likely to raise rates than
lower them in the period ahead."

"The inflation surge may continue, but | believe appropriate policy at present is to look
through that inflation until the geopolitical situation of the Strait of Hormuz is resolved
into a more workable equilibrium. Only then should the Fed tighten as needed,
depending on inflation expectations."

RELATED COMMENTS FROM PARTICIPANTS ON FED COMMUNICATION

"I expect them to take note of the change in the relative risks to employment/output
versus inflation. They have tilted towards inflation risk. Even with the new Chair in place,
it's unlikely they will let that pass.”

“Warsh will not himself enter any projections and he will make that known, thereby
reducing the impact of the SEP that's released.”

"They will need to find a clever and politically acceptable way to distance themselves
from the Administration's unconditional desire to have low interest rates.”

"It is likely that Chair Warsh will announce a review of the Summary of Economic
Projections ... However, it is not clear that there is a feasible, superior alternative.”

"I expect Warsh to not be as concerned about completely locking in the decision in
market expectations ahead of an FOMC meeting. A little bit of reaction is healthy and
allows the market to take on and price risk, which is its job."

“I'm perfectly happy with Fed communications at present. The tables in the SEP convey
the center of gravity of the FOMC's thinking, and even if that indication is misleading at
times, the dot plots reveal the range of views among FOMC participants. “

“I expect the new chair to be confusing. He claims he does not want to provide forward
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guidance, but he will provide forward guidance as a reason not to hike at this meeting.

“I think the FOMC's communications have been fine in typical circumstances and not
always right in unusual circumstances, and that combination will persist regardless of
what changes they decide to make.”



