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FOMC Meeting: A divided Fed cut rates in December again, while injecting liquidity 
for technical reasons 
 

• The Fed voted 9:3 to cut rates by 25 basis points to 3.50-3.75% in December. 
• The Fed announced plans to purchase short-term Treasury securities to support liquidity in 

money markets. 
• The Summary of Economic Projections maintained one 25-basis-point rate cut each for 

2026 and 2027, while the real GDP growth forecasts for 2025 to 2028 were revised up.  

The Fed cut rates for the third consecutive meeting amid rising dissents. During its December 
meeting, the Federal Open Market Committee (FOMC) voted to lower the federal funds rate by 25 
basis points (bps) to a range of 3.50-3.75%. As in October, the committee remained divided with 9 
voting for the decision, while 3 dissented. Fed Governor Stephen Miran once again preferred a 50-
bps cut, as he did in October, while President of the Federal Reserve Bank of Chicago, Austan 
Goolsbee, joined Kansas City Fed President, Jeffrey Schmid, in voting for a hold. This divergence 
reflected the difficulty in assessing the economy due to a data vacuum led by the government 
shutdown. Besides, the FOMC post-meeting statement altered the monetary outlook discussion to 
“In considering the extent and timing of additional adjustments”, language that was used in 
December 2024 to signal a pause in rate cuts. These changes suggest that future monetary 
adjustments are likely to progress at a slower and measured pace. 
 
The Fed announced plans to purchase short-term Treasury securities to shore up liquidity 
conditions. Following the conclusion of quantitative tightening on 1st December, the Fed 
announced plans to purchase short-term Treasury securities. The policy move was mentioned as 
solely for the purpose of maintaining an ample supply of reserves, without any implication for the 
monetary policy stance. It will start at a monthly sum of USD 40 billion on 12th December for a few 
months until the end of the tax payment season and then continue at a modest pace, thereby 
maintaining ample reserve balances to support liquidity conditions in money markets.  
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The Fed’s December Dot Plot projected one rate cut each for 2026 and 2027. In December’s 
Summary of Economic Projections (SEP), the median forecast of the federal funds rate at the end 
of 2026 remained at 3.375% (implying one rate cut), the same as in September’s forecasts. 
Similarly, the median rate forecast for 2027 was unchanged at 3.125% (implying one rate cut). The 
Dot Plot also revealed diverging views on the monetary policy outlook for 2026, with the range of 
median rate forecasts stretching from 3.875% to 2.125%.  
 
The FOMC revised up its growth projections. The FOMC’s median real GDP growth projections 
for 2025, 2026, 2027 and 2028 were revised up to 1.7%, 2.3%, 2.0% and 1.9%, compared to 1.6%, 
1.8%, 1.9% and 1.8% in September, respectively. Concurrently, median projections for core PCE 
inflation for 2025 and 2026 were revised down to 3.0% and 2.5% from 3.1% and 2.6% in September, 
respectively, while the unemployment rate projections were little changed. These projections 
revealed that the FOMC sees growth holding up better than expected, inflation easing slightly, and 
steady unemployment going into 2026.  

FOMC Projections 
2025 2026 2027 2028 Longer 

run (December 2025) 

Real GDP growth (%) 1.7 2.3 2.0 1.9 1.8 

[September 2025] [1.6] [1.8] [1.9] 1.8 [1.8] 

Unemployment rate (%) 4.5 4.4 4.2 4.2 4.2 

[September 2025] [4.5] [4.4] [4.3] 4.2 [4.2] 

Core PCE inflation (%) 3.0 2.5 2.1 2.0 - 

[September 2025] [3.1] [2.6] [2.1] 2.0  

Fed Funds rate (%) 3.6 3.4 3.1 3.1 3.0 

[September 2025] [3.6] [3.4] [3.1] 3.1 [3.0] 

Source: The Fed      

Powell highlighted a challenging situation amid the tensions between inflation and employment. 
During the post-meeting press conference, Fed Chairman Powell mentioned that after the recent 
period of easing (175 bps since September 2024) the Fed is well positioned to wait and see how 
the economy evolves. He noted that the current rate level lies within a broad range of neutral values, 
underscoring a cautious approach in the near term. In addition, Powell cautioned that the labour 
market has been gradually cooling, with an overstatement in payroll job increases. Currently, data 
reflects an average of 40,000 job gains per month since April, while the reality could be a lot closer 
to 20,000 in job losses per month. On inflation, he thought that risks are tilted to the upside. Going 
forward, it will be noteworthy to see if incoming data confirms a softening trend in the labour 
market, which would strengthen the case for further rate cuts.   
 
Our base case scenario anticipates 3 rate cuts in 2026. While the Fed is likely to take a cautious 
stance in upcoming monetary decisions (a gradual pace compared to back-to-back cuts in 2025), 
we expect that the Fed is likely to cut rates 3 times (total: 75 bps) in 2026, driven by a softening 
labour market, stable inflation expectations, and a still positive real rate environment.     
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Disclaimer 

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. The content is 
based on information available to the public and reasonably believed to be reliable, but has not been independently 
verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do 
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed 
return in respect of such an offer. The information, forecasts, and opinions contained herein are as of the date 
hereof and are subject to change without prior notification, and should not be regarded as any investment product 
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of 
Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong. 
 
BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other 
reports may be published at irregular intervals as appropriate without prior notice. 
 
No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or 
completeness of the information and stated returns contained in this material, and no liability is accepted for any 
loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or 
other aspects). Investment involves risks. The price of investment products may go up or down, and may become 
valueless. Past performance is not indicative of future performance. The investments mentioned in this material 
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or 
other needs of each recipient are not considered. Therefore, you should not make any investment decisions based 
solely on this material. You should make investment decisions based on your own investment objectives, investment 
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice 
before making any investment. 
 
This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written 
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, 
broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any 
media platforms that exist now or are developed later. 
 
For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department of BEA (email: 
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong). 
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