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At a glance 

The Federal Reserve raised interest rates this week for the first time since 2023, while the 

Bank of England held. 

Both economies face higher energy prices, but the US is also facing domestic pressures. 

Yields have risen further and remain at multi-decade highs, which supports taking a longer­

term view. 

Six months after the Middle East conflict began, its effects are still working through the world's 

economies, and this week underscored how differently the central banks are responding. On 

Wednesday, the Federal Reserve (Fed) raised its benchmark rate by a quarter of a percentage 

point, to a range of 3.75% to 4%, its first increase in more than three years. 1 On Thursday, the 

Bank of England (BoE) held its Bank Rate at 3.75%, by six votes to three.2 This morning the 
Bank of Japan (BoJ) raised rates, continuing a tightening cycle that began before the current 

energy shock. All three face oil back above $100 a barrel, but how it impacts their respective 

economies differs. 

In this article, we look at how the Fed reached its decision, what separates the US inflation 

problem from the UK's, why Japan matters more to global bond markets than its size suggests, 

and what this means for investors. 

The Fed acts, with more to come 

As we discussed in an earlier article, July's split decision and the Treasury's intervention in the 

bond market had left the Fed's intentions unclear. Wednesday's unanimous vote showed 

investors that the Fed is determined to meet its stable prices mandate. The committee said 

inflation remains elevated, and its updated projections show inflation not returning to the 2% 

target until 2029, with one further increase pencilled in for this year.1

Energy costs have made the central bank's job harder. Renewed fighting in the Middle East has 

cut oil flows through the Strait of Hormuz, and Brent crude moved back above $100 a barrel last 

week for the first time since July.3 European gas prices have risen for five consecutive weeks to 

their highest levels since the 2022 energy crisis.4 Higher energy costs will push headline inflation 

higher in the months ahead on both sides of the Atlantic, whatever central banks opt to do. For 

each central bank, the critical issue will be identifying the other forces driving prices. 

Beyond energy: the domestic sources of inflation 

In the US, the answer is demand. Retail sales rose 1.2% in August, well ahead of expectations, 
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