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Fed signals smaller rate cutsin

2025 amid high inflation and
traderisks

If FOMC members’ December median view is any indication, interest rates may stay higher

for longer
On Dec. 18, 2024, the Federal Open Market Committee (FOMC) cut the federal funds
rate by 25 basis points (bps) to 4.25% to 4.5%, the third straight rate cut last year.!
i Yet, what attracted more attention was the committee’s outlook on the trajectory of
Akrur Barua 2
India monctary policy over the next three years.” The median view of FOMC members in

December changed from the previous quarter: They now anticipate only 50 bps rate
cuts in 2025—half of what the median view was in September—implying that interest

rates are expected to stay higher for a longer period.’

What explains this shift? The answer, as always, lies in data on inflation, labor market,
and economic growth. Contrary to expectations last September, inflation is still
elevated relative to the FOMC'’s target.* Concerns about the labor market haven’t
materialized: Job growth remains healthy and unemployment low relative to historical
levels.” Also, it is likely that, by December, the committee had factored in new risks,
especially around trade policy: Any hike in tariffs will impact inflation and, hence, the

path interest rates take from here.”
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