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FOMC Minutes Highlight Uncertainty, Indicate Rate

Hike Likely if Inflation Does Not Slow as Expected
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* Inflation remained the primary concern, according to the minutes from the

FOMC'’s late July meeting.

PNC Economics
economics@pnc.com

* The minutes highlight elevated uncertainty around the inflation, labor

market, and growth outlooks.

* Participants expected inflation to slow in the months ahead, but they would
be willing to increase the fed funds rate in the near term if it did not.

= Participants viewed the labor market as in balance.

* Chair Warsh raised the possibility of fewer FOMC meetings.

* Three committee members dissented from the FOMC’s decision not to raise
the fed funds rate, arguing hiking now could forestall future rate increases.

* PNC'’s forecast is for no change in the fed funds rate into next year.

Details

There were a few notable points from the minutes of
the July 28 and 29 Federal Open Market Committee
meeting. The minutes say that “many participants”
would support fed funds rate hikes if inflation does
not slow in the near term. Most participants said that
they did expect inflation to slow, but that risks to
inflation were to the upside. In addition, participants
remain concerned about the potential for an
increase in inflation expectations.

Elevated uncertainty was a persistent theme in the
minutes, around all aspects of the outlook.

Participants also noted the upward movement in
longer-term yields ahead of the meeting, suggesting
that this was due to market expectations for tighter
near-term monetary policy. Although it was not
explicitly noted, this suggests that if the FOMC does
not tighten in the near term then markets could
drive long-term yields even higher, raising concerns
about the sustainability of current economic
growth.

There was some discussion about the size of the
Fed’s balance sheet, but few details. And the
minutes say new Chair Warsh suggested moving to
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six meetings annually, down from the current eight,
but nothing was agreed upon.

Overall, the minutes support PNC’s forecast for no
change in the fed funds rate through the rest of 2026
and into 2027, with the rate remaining in its current
range of 3.50% to 3.75%. FOMC participants would
prefer to keep the fed funds rate unchanged, but
would not be afraid to raise the rate were inflation
were to not slow as expected.

Inflation remained top of mind of FOMC participants,
according to the minutes. In particular, there was
concern that “price increases over the past year
were broad based, spanning various categories of
goods and services.” Participants were also
concerned about elevated inflation outside of
products that were affected by tariffs and high
energy prices. Some participants noted large price
increases for goods and services experiencing
strong demand due to investments in tech and Al
However, participants also noted that medium- and
long-run inflation expectations remained
contained.

The consensus view of the committee was that
“inflation would step down over the rest of the year
as the effects of tariffs and earlier energy price
increases waned, but many participants noted the
possibility that inflation might be more persistently
elevated.” “Several participants” thought the pass-
through from higher tariffs “was now largely
complete.” Some noted that businesses had
absorbed higher energy prices due to the conflict
between the U.S. and Iran in their margins, but that
additional supply shocks could lead them to raise
prices.

There was disagreement about the ultimate impact
of Al-driven inflation. Several participants said that
it “had so far been limited to select categories.” But
several others thought that stronger aggregate
demand was “already having broader effects on
prices...or would likely do so relatively soon.” Some
participants expected investments in Al to
ultimately lead to lower inflation through
productivity gains, “though there were a range of
views” on how long this would take.
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The consensus view remained that the inflation
outlook was “highly uncertain and that inflation risks
were skewed to the upside.” The minutes mention an
extended Middle East conflict as a particular
concern around inflation. There were also concerns
about higher inflation expectations given that
inflation has been above the FOMC’s 2% objective
since early 2021.

Participants regarded the labor market as “stable,
with labor demand and supply in balance.” The
unemployment rate had been stable over the past
year and near its long-run level. Job growth had
picked up in 2026 (the meeting was before the
release of jobs report, which reported job losses of
23,000 in July and downward revisions to job growth
in May and June) and job growth was “roughly
consistent with recent labor force growth.”
According to the minutes some participants
commented that “overall nominal wage growth was
moderate and consistent with inflation moving
toward 2%.”

The majority view among participants was that the
labor market would remain stable in the near term
with little change in the unemployment rate.
“Several participants observed that fears about Al
leading to widespread layoffs had not
materialized,” although there was “significant
uncertainty” about the ultimate impact of Al on the
labor market.

Participants viewed current economic growth as
“solid...despite elevated uncertainty,” noting
“strong business investment and resilient consumer
spending.” There was some concern that “low- and
moderate-income households  were under
increasing strains,” in part due to high inflation.

The outlook was for “solid real GDP growth to
continue in the near term.” Here too “uncertainty
surrounding the economic outlook remained
elevated.” One downside risk noted was the
potential for reduced investor optimism around Al,
which could drive a decline in stock prices that
would weigh on consumer spending.

The FOMC decided to keep the fed funds rate
unchanged at its July 28-29 meeting, with most
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participants thinking that information in the
“intermeeting period could provide more clarity,
and correspondingly reduce uncertainty, about the
inflation outlook.” Three regional presidents
dissented, calling for a 25-basis point hike in the fed
funds rate at the meeting. These dissenters noted
broad-based price pressures, and said that a rate
hike at the late-July meeting would help the FOMC
“meet its commitment to achieving its price-stability
and maximum-employment goals on a sustained
basis.”

The minutes also say that “many participants
assessed that policy tightening would likely be
necessary if inflation did not decline.” “Various
participants” noted tighter financial conditions
during the intermeeting period (for example, higher
longer-term Treasury vyields) that were “partly a
reflection of strong economic growth and market
expectations that the Committee would adopt a
more restrictive policy stance before long.” Some of
those who favored raising the fed funds rate at this
meeting said that “doing so would likely help
forestall the need for a steeper and potentially more
costly sequence of tightening moves at a later
stage.”

Participants discussed the size of the Fed’s balance
sheet, but mostly in generadlities. Chair Warsh
discussed the possibility of six FOMC meetings per
year, down from the current eight, saying that this
“would allow more information to accumulate
between meetings...and provide policymakers and
the staff more time to consider strategic monetary
policy issues.” Any decision on the frequency of
meetings was deferred.
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Disclosures

The material presented and the views expressed herein are of a general nature and does not constitute the provision of
investment or economic advice to any person, or a recommendation of any particular securities, financial instruments,
strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant
information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should
seek the advice of an investment professional to tailor a financial plan to your needs.

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over
time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and
uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date
made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual
results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as
from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements.

“PNC” is a registered mark of The PNC Financial Services Group, Inc.

© 2026 The PNC Financial Services Group, Inc. All rights reserved.
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