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US–Iran tensions heighten economic uncertainty; FOMC more cautious on rate‑cut path   

  Event 

At the March FOMC meeting, the committee kept the federal funds rate unchanged at 3.50–

3.75%, in line with market expectations. Although the dot plot maintained guidance for one 

rate cut in each of 2026 and 2027, the upward shift in the distribution of dots and Chair 

Powell’s post‑meeting comments indicate that the threshold for future rate cuts will be high 

and that policy decisions will be more cautious going forward. In addition, the recent US–Iran 

conflict has added uncertainty to the economic outlook, and the Fed is monitoring its impact 

on inflation expectations and price dynamics. 

Analysis 

The Fed’s FOMC meeting released updated projections on future economic data and interest 

rates (Figure 1), with the following key points: 

1.  Growth forecasts for 2026-28 and the long-run, revised upward to 2.4%, 2.3%, 2.1%, and 

2.0%, respectively, reflecting resilience in US economic activity and improving 

productivity. 

2.  The unemployment rate forecast saw only a minor adjustment, with the 2027 estimate 

revised slightly from 4.2% to 4.3%. In contrast, inflation projections were revised higher. 

The 2026 PCE inflation forecast was raised from 2.4% to 2.7%, and core PCE from 2.5% to 

2.7%. The 2027 PCE and core PCE forecasts were both nudged up to 2.2%, reflecting the 

impact of higher energy prices and slower progress on inflation. 

3.  The median policy rate projections in the dot plot were unchanged from December 

(Figure 2), indicating one rate cut in each of 2026 and 2027. However, the overall 

distribution of dots shifted slightly higher, and the long‑run median rate was raised by 

10bps, signaling that the higher‑for‑longer rate environment may persist. 

The post-meeting statement featured only two meaningful adjustments: the labor market 

description was revised from “showing signs of stabilizing” to “little changed in recent 

months,” and a new sentence was added noting, “the implications of developments in the 

Middle East for the US economy are uncertain.” Beyond these items, the statement was 

largely unchanged. The Fed held the federal funds rate at 3.50–3.75%, as expected. However, 

Governor Stephen Miran dissented, favoring a 25bp rate cut. 

During the press conference, Chair Powell described the current policy rate range as being at 

the “upper end of neutral” or “somewhat restrictive.” He also noted that “some participants 

discussed the possibility of a rate hike, though it was not the baseline view of most 

policymakers,” and reiterated that “if inflation fails to make further progress, rate cuts will not 

be appropriate.”, underscoring a higher threshold for future easing. When asked about the 

Fed’s response to rising energy prices, Powell said it was too early to assess given the elevated 

uncertainty, and stressed that the Fed will continue to monitor inflation expectations and 

other price indicators. The Summary of Economic Projections (SEP) likewise suggests that Fed 

officials perceive greater uncertainty for the economy at present (Figure 3). 
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