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A spooky strong economy, haunted by inflation. 

Economic Highlights
•	 The Federal Open Market Committee’s (FOMC) voted unanimously 

to increase the federal funds target rate by 25 basis points (bps) to a 
range of 3.75% to 4.00%, the first rate hike since July 2023.

•	 Federal Reserve (Fed) Chair Kevin Warsh described the labor market 
as “running at levels consistent with full employment” and the 
economy as strengthening, allowing the Fed to focus on the inflation 
side of its dual mandate. He also emphasized inflation had not moved 
toward the Fed’s 2% inflation target “clearly and at sufficient speed” 
with the hike removing “a dose of accommodation,” signaling the 
potential for additional rate hikes.

•	 The Fed’s latest “dot-plot” reinforced this hawkish stance with 16 of 
18 participants projecting at least one additional hike in 2026. The 
median estimate of the longer-run federal funds rate also rose to 
3.2%, suggesting officials view the long-run neutral rate as modestly 
higher than previously estimated, continuing a trend observed in 
recent years.

•	 August inflation data continued to show limited progress towards the 
Fed’s target. Year-over-year CPI inflation remained elevated, and the 
month-over-month measure accelerated from prior releases. Higher 
energy prices lifted headline inflation while rising business costs 
increase the risk those pressures spread into core goods and services 
in the months ahead.

•	 Consumer activity remained a key source of economic strength. 
August retail sales rose 1.2%, the largest monthly gain in five months. 
The control group, which feeds into the GDP calculation, rose 1.4%, 
its strongest monthly advance since September 2024.

•	 The final estimate of Q2 GDP growth was revised higher to 2.2%. 
Personal consumption contributed 2.5% while research and 
development and software investment associated with the AI 
buildout added an additional 0.5%. Together, these sources of 
domestic demand remain the primary drivers of growth, more than 
offsetting drags from larger trade deficits and inventory drawdowns 
following last year’s tariff-related buildup. 

•	 While the September employment report was weaker than expected, 
the data suggest the labor market remains broadly stable. The 
unemployment rate ticked up to 4.2% as labor force participation 
edged higher, and the three-month average rate of job creation at 
51,000 remains generally consistent with estimates of the breakeven 
rate necessary to keep the unemployment rate steady.

Interest Rates
•	 Interest rates rose sharply across the yield curve in September. The 

10-year U.S. Treasury yield hit its highest level since 2007 while the 
30-year reached its highest level since 2002. 

•	 Bond market volatility increased, reaching its highest level since the 
onset of the conflict in the Middle East.

•	 Yields on 3-month, 2-, 10-, and 30-year U.S. Treasuries ended the 

month at 4.12%, 4.89%, 5.29%, and 5.63%, representing changes of 
+28 bps, +55 bps, +54 bps, and +39 bps, respectively. 

•	 As a result, longer-duration fixed income indices posted negative 
returns for September while shorter-duration indices produced 
modest gains. The ICE BofA 3-month, 2-, and 10-year U.S. Treasury 
indices returned +0.26%, -0.59%, and -3.65%, respectively.

Equity Markets
•	 September equity returns reflected a notable divergence in market 

leadership. The Nasdaq gained +1.9% amid continued strength in 
large-cap technology stocks, while the S&P 500 slipped -0.4% and 
the Dow fell -4.1%.

•	 International equities faced pressure as the MSCI ACWI ex U.S. Net 
Index declined -2.4%. The U.S. Dollar increased +2.0%, while the 
August gold rally unwound and declined -6.3% in September.

PFMAM Strategy Recap & Outlook
•	 Our outlook for Fed rate policy shifted meaningfully following the 

September rate hike and ensuing hawkish comments from Fed 
members. The Fed’s commitment to battling inflation has moved 
our base case to at least one more hike in 2026, with risks skewed 
towards additional hikes.

•	 Market pricing appears to reflect more aggressive Fed tightening 
than our base case, which we believe continues to present attractive 
buying opportunities for shorter-duration securities. We remain 
neutral on the long end of the curve as expanding fiscal deficits, 
heavy issuance, and rising term premia present increased risks.

•	 Investment-grade (IG) corporate bonds underperformed in 
September as spreads widened during the broader sell-off in bonds. 
Despite this widening, valuations remain rich relative to recent 
history. Fundamentals and profitability remain tailwinds. We will likely 
use the sell-off as an opportunity to increase allocations but remain 
cautious and selective in the sector.

•	 Asset-backed securities (ABS) posted positive excess returns in 
September, primarily on continued strength from the consumer and 
economy. While fundamentals appear favorable, valuations are still 
stretched. We will likely allow allocations to drift lower through the 
natural paydown of ABS securities held.

•	 Mortgage-backed securities (MBS) underperformed meaningfully in 
September across the board due to the spike in volatility and increase 
in mortgage rates. Despite the improvement in valuations, the near-
term risks remain skewed to the downside. As a result, we will remain 
defensive in MBS but are prepared to take advantage of buying 
opportunities as markets find better footing.

•	 Money market investors continue to benefit from volatility-driven 
opportunities. Treasury bills continue to present opportunities as the 
market appears overly aggressive on Fed tightening expectations.
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Spot Prices and Benchmark Rates

Index Sep 30, 
2025

Aug 31, 
2026

Sep 30, 
2026

Monthly 
Change

1-Month SOFR 4.13% 3.71% 3.91% 0.20%

3-Month SOFR 3.98% 3.80% 4.08% 0.28%

Effective Fed Funds Rate 4.09% 3.63% 3.88% 0.25%

Fed Funds Target Rate 4.25% 3.75% 4.00% 0.25%

Gold ($/oz) $3,841 $4,447 $4,156 -$291

Crude Oil ($/Barrel) $62.37 $85.76 $90.42 $4.66

U.S. Dollars per Euro $1.17 $1.16 $1.13 -$0.03

U.S. Treasury Yields

Maturity Sep 30, 
2025

Aug 31, 
2026

Sep 30, 
2026

Monthly 
Change 

3-Month 3.94% 3.83% 4.12% 0.29%

6-Month 3.84% 3.99% 4.33% 0.34%

2-Year 3.61% 4.34% 4.89% 0.55%

5-Year 3.74% 4.50% 5.09% 0.59%

10-Year 4.15% 4.75% 5.29% 0.54%

30-Year 4.73% 5.24% 5.63% 0.39%

Yields by Sector and Maturity

Maturity U.S.  
Treasury

Federal 
Agency

Corporates- 
AA-A Industrials

AAA  
Municipals

3-Month 4.12% 4.13% 4.64% -

6-Month 4.33% 4.33% 4.72% -

2-Year 4.89% 4.90% 5.16% 3.58%

5-Year 5.09% 5.10% 5.64% 3.75%

10-Year 5.29% 5.35% 6.01% 4.09%

30-Year 5.63% - 6.46% 4.69%

Economic Indicators

Indicator Release 
Date Period Actual Survey 

(Median)

Existing Home Sales MoM 10-Sep Aug -2.00% -1.70%

CPI YoY 11-Sep Aug 3.40% 3.40%

Retail Sales Advance MoM 16-Sep Aug 1.20% 0.80%

FOMC Rate Decision 16-Sep Sept 4.00% 4.00%

GDP Annualized QoQ 30-Sep 2Q T 2.20% 1.50%

PCE YoY 30-Sep Aug 3.40% 3.70%

Change in Nonfarm Payrolls 2-Oct Sept 29K 90K

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%

5.5%

6.0%
U.S. Treasury Yield Curve

9/30/2025

8/31/2026

9/30/2026

3-mo  2-yr     5-yr 10-yr 30-yr

-0.97% -1.01%

0.25%

-1.93% -1.95%

0.72%
0.93%

2.58%

-0.22%

0.49%

1-5 Year Treasury 1-5 Year Agency 1-5 Year AAA-A
Corp

1-5 Year
Municipals

0-5 Year MBS

ICE BofA Fixed Income Index Returns

September Prior 12 Months

-2.3%
-0.3%

-5.3%

-3.1%-2.0%

15.7% 16.4% 15.7%

ICE BofA U.S. Treasury
Master Index

S&P 500 Russell 2000
(Small Cap)

MSCI EAFE
(Developed

Europe/Asia)

Total Return of Major Indices

September Prior 12 Months

3.4%

3.5%

3.6%

3.7%

3.8%

3.9%

4.0%

4.1%

4.2%

4.3%

Sep '25 Dec '25 Mar '26 Jun '26 Sep '26

30-Day Money Market Yields

Commercial Paper (A1/P1) Federal Agency U.S. T-Bill
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