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December FOMC Quick 
Reaction 
The Fed cut 25bp as expected. The Statement came slightly 
more dovish than expected. Even though it included the "exten
and timing" language, it  no longer describes the unemploymen
rate as low. The SEP changed little, but with higher GDP grow
in 2026 and 2027 and lower inflation.     

Key Takeaways
The Fed lowered the target fed funds range by 25bp to 3.5 - 3.75% as expecte

The Committee remains divided. Presidents Goolsbee and Schmid dissented in
favor of a hold, Gov Miran supported a 50bp cut.   

The dots indicate that 6 members would have preferred a hold this meeting.

The SEP revised 2026 growth up and inflation down, perhaps reflecting highe
expected productivity growth. 
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Quick Reaction 
The Fed lowered the target fed funds range by 25bp to 3.5-3.75% as expected. The 
statement was slightly more dovish than we expected. The Committee removed the 
wording that the unemployment rate "remained low". As we expected, they added the 
language around the "extent and timing" of further adjustments. This suggests a move 
from risk management cuts to a more data dependent outlook. There were three dissents; 
Reserve bank Presidents Goolsbee and Schmid dissented in favor of a hold while Governor 
Miran dissented in favor of a 50bp cut. There were more silent dissents: 6 dots showed 
appropriate monetary policy for 2025 would not have included today's cut. 

The Committee has decided that reserve balances have declined to ample levels and will 
initiate purchases of shorter-term Treasury securities as needed on an ongoing basis. 

The SEP included minimal changes to projections for this year, but a large upward revision 
to growth in 2026. Inflation projections were revised down slightly for this year and next. 
The  combination of faster growth, slower inflation, and no difference in the 
unemployment rate suggests some are building in faster productivity growth. The  median 
dot still shows 1 cut for next year and 1 cut for 2027. Next year's dots are very split, 
ranging from three dots at 3.75-4.0% to a dot at 2.0-2.25%, with varied views inbetween.

Changes to statement from October: 

• Removed "the unemployment rate has edged up but  remained low" and instead 
just said "the unemployment rate has edged up through September." 

• Added "In considering the extent and timing of additional adjustments to the target 
range for the federal funds rate ..." 

• "The Committee judges that reserve balances have declined to ample levels and 
will initiate purchases of shorter-term Treasury securities as needed to maintain an 
ample supply of reserves on an ongoing basis."

Consistent  language with October: 

• "… economic activity has been expanding at a moderate pace." 
• Inflation remains "somewhat elevated." 
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Exhibit 1: December statement changes from October

Source: Federal Reserve Board, Morgan Stanley Research

Exhibit 2: Summary of Economic Projections

2025 2026 2027 2028 Longer Run
Real GDP (% 4Q/4Q)
December 1.7 2.3 2.0 1.9 1.8
September 1.6 1.8 1.9 1.8 1.8
   Difference 0.1 0.5 0.1 0.1 0.0

Unemployment Rate (4Q Avg)
December 4.5 4.4 4.2 4.2 4.2
September 4.5 4.4 4.3 4.2 4.2
   Difference 0.0 0.0 -0.1 0.0 0.0

Headline PCE Inflation (% 4Q/4Q)
December 2.9 2.4 2.1 2.0 2.0
September 3.0 2.6 2.1 2.0 2.0
   Difference -0.1 -0.2 0.0 0.0 0.0

Core PCE Inflation (% 4Q/4Q)
December 3.0 2.5 2.1 2.0
September 3.1 2.6 2.1 2.0
   Difference -0.1 -0.1 0.0 0.0

Fed Funds Target
December 3.6 3.4 3.1 3.1 3.0
September 3.6 3.4 3.1 3.1 3.0
   Difference 0.0 0.0 0.0 0.0 0.0

Changes to the Summary of Economic Projections

Source: Federal Reserve Board, Morgan Stanley Research
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Exhibit 3: December dot plot

1.75

2.25

2.75

3.25

3.75

4.25

Assessments of appropriate policy

2025              2026 2027 2028 Longer-run

Source: Federal Reserve Board, Morgan Stanley Research

Exhibit 4: December versus September dot plot
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Exhibit 5: Uncertainty about GDP growth still elevated
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Exhibit 6: With risks to GDP growth skewed to the downside
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Exhibit 7: Uncertainty about the unemployment rate still 
elevated

0

2

4

6

8

10

12

14

16

18

Lower Broadly similar Higher

Dec-25 Sep-25

Uncertainty about the unemployment rate - number of 
participants

Source: Federal Reserve Board, Morgan Stanley Research

Exhibit 8: With risks to the unemployment rate skewed to the 
upside
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Exhibit 9: Uncertainty about inflation still elevated
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Exhibit 10: With risks to inflation skewed to the upside 
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