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Executive Overview 

The U.S. economy is expanding, but persistent inflation, 

restrictive rates and cautious household expectations 

complicate capital allocation, financing costs and Q4 

investment decisions across private markets and corporate 

balance sheets.

The latest U.S. economic releases point to resilient output alongside 

persistent inflation and uneven household confidence. On 28 October, the 

Federal Reserve held its policy rate at 3.75% –4.00%, with a 10 –2 vote 

revealing disagreement over the appropriate response to elevated inflation. 

September core PCE inflation reached 3.1% year over year, while headline 

PCE rose to 3.6%, keeping both measures above the Federal Reserve’s 2% 

objective.

The BEA’s 29 October advance estimate showed Q3 real GDP expanding at a 

3.4% annualised rate, up from 2.2% in Q2. Real final sales to private domestic 

purchasers increased 4.9%, indicating firm underlying domestic demand, 

although weaker exports and higher imports weighed on the external 

contribution. The GDP price measures moderated from Q2, offering a 

counterpoint to the latest monthly inflation data.

Consumer confidence rose 7.5 points to 91.7 in October, but the 

Expectations Index remained at 72.6 and households continued to flag 

living - cost pressures. For investors, lenders and corporate decision - makers, 

the combination means stronger activity does not remove inflation, 

financing and consumption risks. Q4 assessments should track price 

momentum, real spending, employment and policy signals together.



A divided Federal Reserve held rates as persistent inflation complicated 
policy despite stronger economic activity

Above - target inflation alongside 

stronger output complicates the case 

for near - term rate cuts. For borrowers, 

private equity sponsors, investment 

banks and corporate finance teams, the 

3.75% –4.00% range keeps financing 

costs and refinancing assumptions 

important. Higher - for - longer rates 

influence debt - service coverage, 

transaction affordability, discount rates 

and valuation multiples. 

The pause signals neither a clear easing 

cycle nor a commitment to another 

increase. Future decisions will depend 

on whether inflation moderates 

sustainably without material 

deterioration in employment or 

economic activity. Markets will monitor 

yields, spreads and borrowing demand 

for signs of tightening financial 

conditions.

Federal Reserve Holds Rates

The Federal Reserve maintained the 

federal funds target range at 3.75% –

4.00% on 28 October 2026. The 10 –2 

vote signalled disagreement over 

whether current monetary settings are 

sufficiently restrictive. The decision 

reflects a difficult balance: economic 

activity remains firm, domestic demand 

is resilient and business investment 

continues, while inflation remains 

above the central bank’s 2% objective.

 Holding rates steady preserves 

flexibility as policymakers assess 

incoming price, employment and 

spending data. September core 

Personal Consumption Expenditures 

inflation reached 3.1% year over year, up 

from 3.0% in August, while headline 

PCE inflation stood at 3.6%. The 

advance estimate showed Q3 real GDP 

expanding at a 3.4% annualised rate, 

compared with 2.2% in Q2.

Figure 1:  Federal Reserve Policy Dissent Across Six Meetings
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Source: Federal Reserve FOMC statements
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Core inflation remained above target as steady monthly price increases 
constrained prospects for monetary easing

Core Inflation Remains 
Elevated

The September 2026 Personal Consumption Expenditures price report, released on 29 

October, showed core PCE inflation at 3.1% year over year, compared with 3.0% in 

August. Core prices increased 0.3% month over month, matching August’s pace. The 

annual increase edged higher, while underlying price momentum had not eased. 

Headline PCE inflation reached 3.6% year over year, up from 3.4% in August, and rose 

0.5% in September, compared with 0.3% in August. The gap between headline and core 

inflation highlights the additional contribution from food and energy prices, but the 

steady monthly core increase shows that price pressure extends beyond volatile 

categories. The figures remain above the Federal Reserve’s 2% objective and complicate 

the outlook for monetary easing. 

The same release showed real disposable personal income declining 0.3% month over 

month, while real personal consumption expenditure was virtually unchanged. This 

suggests households faced higher prices without a corresponding increase in inflation -

adjusted income or consumption. For investors and decision - makers, persistent core 

inflation matters through borrowing costs, wage negotiations, operating expenses and 

discount rates. 

Figure 2: U.S. Core PCE Inflation Remains Elevated 
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Source: U.S. Bureau of Economic Analysis

If monthly core inflation remains near 0.3%, progress towards the Fed’s target may 

remain slow, keeping policy restrictive and increasing uncertainty around financing 

conditions, earnings forecasts and asset valuations.
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Domestic demand accelerated, lifting output, while weaker exports and 
rising imports partly offset quarterly growth

However, exports declined while 

imports increased, creating a drag from 

net trade and showing that external 

demand did not share domestic 

strength. Price measures moderated. 

The gross domestic purchases price 

index increased 3.0%, down from 5.6% 

in Q2, while the PCE price index 

excluding food and energy rose 2.5%, 

compared with 3.3%. 

Real activity alongside slower price 

growth offers a constructive 

combination, although the advance 

estimate remains subject to revision. 

For investors, lenders and corporate 

planners, the data support demand 

assumptions but leave trade exposure, 

input costs and interest - rate sensitivity 

central to Q4 risk assessments.

.

GDP Growth Accelerates 
Sharply

The Bureau of Economic Analysis 

reported in its 29 October advance 

estimate that U.S. real GDP increased at 

a 3.4% annualised rate in Q3 2026. This 

followed 2.2% growth in Q2, an 

acceleration of 1.2 percentage points. 

Consumer spending, investment and 

government expenditure supported 

expansion, while weaker exports partly 

offset domestic activity. 

The figure indicates stronger output 

momentum, but composition matters 

for economic durability. Real final sales 

to private domestic purchasers, a 

measure of private demand excluding 

inventory changes and government 

spending, increased at a 4.9% 

annualised rate, compared with 4.6% in 

Q2. Domestic demand remained firm. 

Business investment also contributed 

to the quarterly result.

Figure 3: U.S. Real GDP Growth Accelerates in Q3
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Source: U.S. Bureau of Economic Analysis
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Confidence rebounded, but persistent living costs and cautious 
spending plans temper the household demand outlook

Consumer Confidence Shows 
Recovery

The Conference Board’s Consumer Confidence Index increased 7.5 points to 91.7 in 

October 2026, from 84.2 in September. The Present Situation Index rose 8.6 points to 

120.4, while the Expectations Index advanced 6.9 points to 72.6. The rebound partially 

reversed three consecutive monthly declines in expectations, but the forward - looking 

measure remained weak. Consumers reported better views of current business 

conditions. The share describing business conditions as good increased to 21.4% from 

18.8%. Easing gasoline prices supported sentiment. The rebound does not yet establish 

stronger spending. Consumers remained concerned about living costs, with references 

to prices, food, groceries, oil and diesel costs increasing in survey responses. 

These concerns matter because household confidence does not consistently translate 

into stronger discretionary purchases, particularly when essential expenses absorb a 

larger share of income. This distinction matters because household consumption is a 

major component of U.S. GDP. Stronger confidence can support discretionary demand, 

but food, energy and housing costs may limit purchasing power.

Figure 4: U.S. Consumer Confidence Rebounds in October 
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Source: The Conference Board

For retailers, lenders, consumer businesses and investors, October’s reading improves 

the sentiment signal without resolving uncertainty around real consumption, 

employment prospects or household balance sheets. The survey therefore points to 

improved current perceptions, but not yet a decisive strengthening in household 

demand.
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Work With Us

RCK Analytics is a global provider of 

high - quality investment research, 

investment banking support, PE/VC 

insights, data science and engineering 

solutions, market research, analytics, 

and assurance services. We serve a 

diverse client base including 

investment firms, PE/VC funds, asset 

managers, hedge funds, investment 

banks, consulting firms, and corporates 

across sectors. Backed by a skilled 

team, we deliver data - driven insights 

and strategic support to help clients 

make informed decisions and drive 

financial outcomes. 

Website: www.rckanalytics.com

Phone: +91 9145339262 

M- 109, City Avenue Corporate Park, Wakad, 

Mumbai - Bangalore Highway, Pune, India – 411 057

Our capabilities extend to deal 

origination support, financial due 

diligence, valuation analysis, portfolio 

monitoring, and advanced data 

analytics, enabling clients to enhance 

decision precision and operational 

efficiency. Our team focuses on 

delivering measurable outcomes 

through insight - driven strategies, 

helping clients strengthen investment 

theses, improve capital allocation, and 

unlock long - term value across dynamic 

global markets.

Email: info@rckanalytics.com
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