
Technical paper  

 

 

1 

The Fed cut for a last time? 

Synopsis: On Wednesday, the Federal Reserve cut the Fed Funds to 3.75%-3.50%, 
as had been widely anticipated. More interesting was the dot plot which 
accompanied the announcement. 

Date published: 11.12.25 

 

The Federal Reserve’s last meeting of 2025 produced the third consecutive 0.25% 
cut of the year, to 3.50%-3.75%. The vote for the cut was 9-3, with two dissents 
favouring no change and Donald Trump’s latest appointee, Steve Miran, again out 
on a limb calling for a 50 basis points reduction. Next year promises to be an 
interesting one for the Fed... 

• Early in 2026, Donald Trump will announce the new Fed chair, to replace 
Jay Powell when his term expires in May. There has been no love lost 
between Trump and the man he appointed during his first presidential term, 
but whom Trump now regularly calls Mr Too Late and last night labelled “a 
stiff”. The betting markets currently have Kevin Hasset, director of the 
National Economic Council and a Trump supporter, as the most likely 
replacement. 

• While Trump will demand that the new chair cuts rates faster to juice the 
economy ahead of November’s mid-term elections, he may not get his way. 
There are 12 voting members of the Fed’s rate setting Federal Open Market 
Committee (FOMC), so even with three Trump-appointed members and the 
chair, FOMC votes could go against The Donald’s wishes. As mentioned 
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above, Wednesday’s vote produced only on (Trump-nominated) member 
calling for a 50 basis point cut.   

• As the graph shows, the 1.75 percentage points which have been lopped 
from the Fed funds rate since September 2024 have been accompanied by 
an increase in the 10-year Treasury bond yield of close to 50 basis points. 
That can be read in a variety of ways, but none suggest rates are heading 
down and staying down. 

• Buried in the weeds of Wednesday’s Fed announcements was 
the statement that the Fed would be buying $40bn of Treasury Bills in 
December and that purchases in the following months  would be a similar 
levels. These purchases were presented as being made largely for technical 
reasons, but some commentators saw them as an indicator that the Fed was 
returning to quantitative easing to manage interest rates in 2026.   

• Inflation is proving to be sticky – the Fed statement notes that inflation 
“remains somewhat elevated”. The US government shutdown means the 
last official CPI reading is 3% for September and November’s figure will not 
appear until 18 December. The Bureau of Labour Statistics will not calculate 
an official October figure because it is impractical to obtain the necessary 
data. Trump is under pressure on ‘affordability’, an issue he used to defeat 
Biden, so he needs the CPI readings to drop. Economic theory (if not 
Trump’s) says countering inflation means not reducing interest rates.  

The Fed’s move to 3.75%-3.50%, had been widely anticipated. This meeting 
accompanied by the final dot-plot of the year (see below) showing Fed members’ 
projections of future interest rates. At first (or even second) glance, you could be 
forgiven for thinking nothing had changed.  

The median projections for interest rates are indeed unaltered, although 
other projections show the Fed more optimistic about GDP growth in 2026 than it 
was in September (2.3% against 1.8%) and marginally less pessimistic about 2026 
inflation (core PCE at 2.5% rather than 2.6%, which is still above target).    

One unmentioned cloud on the near horizon is the Supreme Court decision on the 
legality of Trump’s tariffs.  

These have mostly been imposed under the International Emergency Economic 
Powers Act (IEEPA) 1977, an act designed to allow a president to control 
international economic transactions in a period of a declared national emergency 
threatening U.S. security or economy. IEEPA contains no explicit reference to tariffs, 
which historically have been the province of Congress, not the White House.  

The current consensus is that Trump will lose at the Supreme Court (the betting 
markets give him roughly a one in four chance of victory). A defeat could upend US 
government finances, forcing refunds of tariffs already collected and an even wider 
budget deficit to be financed until replacement levies are put into effect.  

https://www.newyorkfed.org/markets/opolicy/operating_policy_251210a
https://www.federalreserve.gov/monetarypolicy/files/monetary20251210a1.pdf
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20251210.pdf
https://news.kalshi.com/p/trump-tariff-odds-collapse-during-supreme-court-hearing
https://news.kalshi.com/p/trump-tariff-odds-collapse-during-supreme-court-hearing
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Comment 

The Fed’s decision makes it a little easier for the Bank of England to execute its own 
0.25% cut next week. However, like the Fed, it may be nearing the end of the rate 
cutting road. The Treasury’s latest independent forecasters’ consensus is for a rate 
of 3.5% in the final quarter of 2026.  
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