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FOMC Cuts Fed Funds Rate; Dot Plot 

Shows One Cut in 2026 

Headlines  

 The FOMC cut the fed funds rate by 25 basis points, the third consecutive 

meeting with a rate cut. 

 The statement and Chair Powell’s press conference signal that additional 

rate cuts are not necessarily imminent. 

 The “dot plot” shows one 25 basis point rate cut in 2026.  

 A number of factors will determine monetary policy in 2026, including the 

data backlog from the government shutdown, changes to the composition 

of the FOMC, and the expiration of Powell’s term as chair. 

 PNC expects a 25 basis point cut in the fed funds rate in early 2026.  

Details

As widely expected, the Federal Open Market 

Committee cut the federal funds rate, the Federal 

Reserve’s key short-term policy interest rate, by 25 

basis points. This takes the fed funds rate to a range 

of 3.50% to 3.75%. This was the third consecutive 

FOMC meeting with a 25 basis point rate cut. 

In its policy statement the FOMC said that “downside 

risks to employment rose in recent months.” The 

committee cut the fed funds rate with increasing 

concern about the labor market, even with inflation 

above the FOMC’s 2% objective. 

The FOMC did not signal any near-term direction for 

monetary policy, stating that the committee will 

“carefully assess incoming data, the evolving 

outlook, and the balance of risks.” 

In discussing the outlook the committee said that 

economic growth in recent months has been 

moderate. The statement also noted slowing job 

growth and the increase in the unemployment rate 

this year. The statement also noted that “inflation 

has moved up since earlier in the year and remains 

somewhat elevated.” 

The committee also noted heightened uncertainty 

about the near-term economic outlook, as well as 

risks to the labor market and inflation. The central 

bank has a dual mandate of maximum employment 

and stable prices, which the Fed has defined as 

inflation of 2%. 

There were three dissents. Fed Governor Miran, 

recently appointed by President Trump, called for a 

cut of 50 basis points, as he did at the two previous 

meetings. Regional Fed Presidents Goolsbee 

(Chicago) and Schmid (Kansas City) favored no rate 

cut.  

The FOMC cut the fed funds rate aggressively to 

close to zero as the pandemic emerged in 2020, to 
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encourage consumer and business borrowing and 

support economic recovery. Then, as inflation 

soared to its fastest pace in 40 years, the FOMC 

quickly raised the fed funds rate to a range of 5.25% 

to 5.50% between early 2022 and mid-2023. The 

FOMC cut the fed funds rate by a full percentage 

point in the last four months of 2024, and then held 

it in a range of 4.25% to 4.50% before cutting it in 

September and October 2025. 

The statement also said that “reserve balances 

have declined to ample levels and [the committee] 

will initiate purchases of short-term Treasury 

securities as needed to maintain an ample supply of 

reserves.” The goal is to ensure the efficacy of the 

fed funds rate as the primary monetary policy tool.  

This meeting also included a release of the Summary 

of Economic Projections, or “dot plot,” showing Fed 

officials’ expectations for the economy and 

monetary policy over the next few years. The 

median FOMC participant expects one additional 

25 basis point rate cut in 2026, and another in 2027, 

unchanged from the previous SEP in September.  

The median projection for real GDP growth in 2026 

is 2.3%, up from expected growth of 1.8% in 

September. The median unemployment rate at the 

end of 2025 is 4.5%, with the rate then expected to 

fall to 4.4% by the end of 2026 and then to its long-

run level of 4.2% by the end of 2027. This is 

unchanged from September. 

The ”dot plot” has headline personal consumption 

expenditures price index inflation of 2.9% in 2025 

(Q4 to Q4 basis), 2.4% in 2026, 2.1% in 2027, and 2.0% 

thereafter. The median readings for core PCE 

inflation (excluding food and energy) are 3.0% in 

2025, 2.5% in 2026, 2.1% in 2027, and 2.0% in 2028 and 

beyond. The median projections for both headline 

and core inflation in 2026 in today’s release are 

slightly below those from September. 

Today’s monetary policy release came in largely as 

expected with a 25 basis point rate cut, a few 

dissents to both the upside and the downside, 

modest changes to the dot plot, and no nods toward 

monetary policy over the next few months, although 

one cut is expected at some point in 2026. The 

outlook should get somewhat clearer before the 

next FOMC meeting, on January 26 and 27, 2026, as 

data releases delayed by the government 

shutdown are made available, including the 

October and November jobs reports (December 16), 

third quarter GDP (December 23), and reports on CPI 

and PCE inflation. However, the composition of the 

FOMC will change net year as four Fed regional 

presidents roll off the committee and are replaced 

by other regional presidents. In addition, Jerome 

Powell’s term as Chair of the Board of Governors 

ends in May 2026, although he could stay on the 

Board of Governors if he chooses for another year 

and a half. President Trump is expected to nominate 

a new Fed chair over the next few weeks. The 

President has been critical of Powell, calling for 

more aggressive rate cuts. 

In his press conference, Powell twice said that the 

fed funds rate currently “is within a broad range of 

estimates of its neutral value,” suggesting that 

future rate cuts may not be imminent. With inflation 

above the Fed’s target, moving the fed funds rate 

below its neutral value would raise the risk of a 

further acceleration in inflation. Powell also said in 

his press conference that a near-term fed funds 

rate increase is “not anyone’s base case.” 

PNC’s baseline forecast is for one additional fed 

funds rate cut in early 2026, which would take it to a 

range of 3.25% to 3.50%, with no change beyond 

that. 

The fed funds futures market is now pricing in a 22% 

probability of a rate cut in January, little changed 

from yesterday. The S&P 500 is up about 0.7% since 

the release of the statement. Yields on both short-

term and long-term Treasurys are down by a few 

basis points. The dollar is down against a basket of 

currencies.
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Disclosures 

The material presented and the views expressed herein are of a general nature and does not constitute the provision of 

investment or economic advice to any person, or a recommendation of any particular securities, financial instruments, 

strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant 

information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should 

seek the advice of an investment professional to tailor a financial plan to your needs. 

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over 

time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and 

uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date 

made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual 

results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as 

from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements. 

“PNC” is a registered mark of the PNC Financial Services Group, Inc. 

© 2025 The PNC Financial Services Group, Inc. All rights reserved. 


