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FOMC Holds Rates Steady as Officials Shift Toward a More Cautious Stance

As widely expected, the FOMC left the federal funds target range unchanged at 3.50% — 3.75%, noting continued improvement in U.S. economic conditions and
signaling a more measured approach to future policy adjustments. The decision comes after three consecutive rate cuts in late 2025, a period in which
policymakers moved decisively to support slowing economic and labor activity.

While the Fed’s December projections indicated that most officials still anticipate additional easing in 2026, recent commentary from several policymakers has
adopted a more cautious tone. Persistent inflation pressures and signs of stabilization in the labor market have reduced the urgency for near term action, even as
political pressure for lower rates has intensified. Following today’s announcement, the options market is pricing in one 25 bp cut in June and another in December,
with no additional moves expected thereafter.

The policy statement reflected a modest but meaningful shift in the Fed’s assessment of economic conditions. Officials removed earlier language suggesting that
“downside risks to employment rose in recent months” and upgraded their view of overall activity, noting that available indicators point to the economy “expanding
at a solid pace.” They also reiterated that inflation “remains somewhat elevated.” The labor market description was refined to highlight that “job gains have
remained low” and the unemployment rate has “shown some signs of stabilization,” consistent with a gradually cooling but resilient backdrop.

The vote to hold rates steady was 10-2, with Stephen Miran and Christopher Waller dissenting in favor of a quarter point cut. Waller's dissent drew particular
attention, given the heightened scrutiny surrounding the Fed and the White House. With Chair Jerome Powell under Department of Justice investigation and the
White House applying pressure for lower rates, there was a clear incentive for policymakers to present a unified front. Waller, however, is widely viewed as a
leading candidate for the future Fed chair role. Had he aligned with the majority and supported holding rates steady despite the administration’s preference for
easing, many believed it could have weakened his prospects. By backing a cut, his standing within the administration may have strengthened, positioning him as a
more politically acceptable option for future leadership.
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Side-by-side comparison of the U.S. Federal Open Market Committee statements from January 28, 2026 and December 10, 2025.
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