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• We expect the Federal Reserve to maintain the Fed Funds Rate unchanged at 4.25-

4.50% in the January meeting, in line with wide consensus and market pricing.  

• The Fed communicated back in December that the January meeting would very 

likely mark a pause in the easing cycle. We still believe in the next cut in the 

following March meeting, but do not expect to hear strong forward guidance yet.  

• Upcoming fiscal and trade policies are already playing a role in the participants’ 

projections, and Powell will remain cautious in his remarks amid the current high 

uncertainty. We think risks are skewed towards higher EUR/USD over the coming 

month, but do not expect strong reaction around the rate decision.   

Incoming data has provided Powell with no reason to deviate from the course outlined 

in December. After reducing restraint by 100bp and as downside risks to economic growth 

have eased, the Fed will pause its cutting cycle in January to evaluate incoming data and 

not least the upcoming fiscal and trade policies from the new administration.  

Trump has so far announced a likely 10% increase to tariffs against China alongside 25% 

for Canada and Mexico. While we believe more tariff hikes will eventually be in the 

pipeline, markets have found comfort in Trump avoiding more erratic changes for now. 

Importantly, we still have little detailed information on the other items on the fiscal policy 

agenda, such as the upcoming tax reform. Hence, while the December minutes revealed 

that some participants have already made preliminary assumptions on the policies, Powell 

will likely refrain from strong forward guidance for now.  

We still doubt tariff hikes alone will lead to persistent boost to inflation unless they are 

coupled with significant easing to domestic tax policies. For now, the current level of 

interest rates continues to have a restrictive effect on credit growth, which is evident in low 

mortgage application volumes (chart 1) and weak business loan demand in the Fed’s latest 

SLOOS survey. Aggregate bank lending growth has stabilized close to 2.5% y/y, still 

clearly below the typical 5% pace observed before the pandemic.  

As such, we think current rates remain somewhat above neutral. As realized inflation data 

has continued moderating, we think the Fed can continue cutting rates when the next 

round of economic forecasts is released in the March meeting. We continue to forecast 

quarterly 25bp cuts until the policy rate target reaches 3.00-3.25% level in March of 

2026 (chart 2). We will also continue monitoring any comments about QT towards the 

spring, although we do not expect any exact guidance quite yet. The government debt  

ceiling became binding again from the start of the year, which forces the Treasury to draw 

down its cash balance at the Fed to fund the ongoing deficits. This will counteract most of 

the liquidity tightening effect from QT for next few months, but we think either tapering or 

even ending QT might become timely sometime during the 2nd half of 2025.  

For the time being though, the Fed has little reason to shake the markets. We continue to 

see near-term (1-3M) downside risks to UST yields and upside risks to EUR/USD but have 

no strong convictions for the Wednesday evening.
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• The next 25bp rate cut in March 

2025, followed by quarterly 

reductions until March 2026. 

Terminal rate forecast of 3.00-

3.25% unchanged.  

• QT continues until H2 2025. 

 

Chart 1: High interest rates constrain 

demand for new lending  

 

Sources: Macrobond Financial, MBA 

 

Chart 2: We still expect the Fed to cut 

by significantly more than markets  

 

Sources: Macrobond, LSEG, Danske Bank 
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Disclosure and disclaimer 

The following disclaimer and disclosure apply to all communication as such, though for the parts that refer to the 

term “investment recommendation”, the disclaimer and disclosure are only applicable as far as the communication 

falls under the definition in Regulation (EU)No 596/2014. This communication has been prepared by personnel in 

the LC&I Sales & Trading departments or non-independent Research departments of Danske Bank A/S. The views 

set forward in this communication may differ from views or opinions in other departments of Danske Bank A/S. It 

constitutes a short-term view and is subject to change and Danske Bank A/S does not undertake to notify any 

recipient of this communication of any such change. Details of the producer’s previous investment 

recommendations on the relevant financial instrument and all previous investment recommendations made in the 

past 12 months by the producer will be available upon request. 

LC&I’s Sales & Trading departments’ or non-independent Research departments’ personnel are not independent 

research analysts, and this communication is not intended to constitute “investment research” as that term is defined 

by applicable regulations. This communication has as such not been prepared in accordance with the legal 

requirements designed to promote the independence of investment research and is not subject to any prohibition on 

dealing ahead of the dissemination of the communication. The personn el in LC&I’s Sales & Trading departments 

or non-independent Research departments may be remunerated based on investment banking revenues. Danske 

Bank A/S may hold a position or act as market maker in any financial instrument discussed herein. Prices and 

availability are indicative and may change without notice.  

This communication is provided for informational purposes only and should not be considered investment, legal or 

tax advice. It does not constitute or form part of, and shall under no circumstances be considered as, an offer to sell 

or a solicitation of an offer to purchase or sell any relevant financial instruments. Danske Bank A/S is not acting as 

an advisor, fiduciary or agent. Recipients of this communication should obtain advice based on their own individual 

circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction 

before making an investment decision, and only make such decisions on the basis of the investor's own objectives, 

experience and resources. 

This communication has been prepared independently and solely on the basis of available information that Danske 

Bank A/S considers to be reliable, but Danske Bank A/S has not independently verified the contents hereof. While 

reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or warranty, 

express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or 

reasonableness of the information, opinions and projections contained in this communication and Danske Bank 

A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, including 

without limitation any loss of profits, arising from reliance on this communication. 

For current disclosures of Danske Bank A/S’ interests and potential conflicts of interest regarding issuers and 

financial instruments subject of investment recommendations please refer to the following webpage:  . 

Please note that while information on the great majority of relevant issuers and financial instruments are contained 

on this website, it may not contain information on all relevant issuers and financial instruments. The absence of 

information on any relevant issuer or financial instrument should not be seen as an indication that Danske Bank 

A/S does not have any interests or potential conflicts of interest on the issuer or financial instrument. Please contact 

your Danske Bank A/S representative for informat ion regarding any issuer subject of investment recommendation 

that is not mentioned on https://danskeci.com/ci/research/disclosures -and-disclaimers.  

Danske Bank A/S is authorised and subject to regulation by the Danish Financial Supervisory Authority and is 

subject to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. 

Danske Bank A/S is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation 

Authority (UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential 

Regulation Authority are available from Danske Bank A/S on request.  

This communication is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’ prior 

written consent. 

Disclaimer related to distribution in the United Kingdom 

In the United Kingdom, this communication is for distribution only to (I) persons who have professional experience 

in matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 

(Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of 

the Order; or (III) persons who are an elective professional client or a per se professional client under Chapter 3 of 

the FCA Conduct of Business Sourcebook (all such  persons together being referred to as ‘Relevant Persons’). In 

the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely 

on this document or any of its contents. 

Disclaimer related to distribution in the European Economic Area 

This communication is being distributed to and is directed only at persons in member states of the European 

Economic Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus 
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Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this 

document will be deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also 

be deemed to have represented and agreed that it has not received this document on behalf of persons in the EEA 

other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for 

whom the investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/Swill rely on 

the truth and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a 

Qualified Investor should not act or rely on this document or any of its contents. 

Disclaimer related to distribution in the United States 

This communication was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The communication is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a -6. Danske 

Markets Inc. accepts responsibility for this investment recommendation in connection with distribution in the 

United States solely to ‘U.S. institutional investors’. 

Any U.S. investor recipient of this communication who wishes to purchase or sell any Relevant Financial 

Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-

U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered 

with the U.S. Securities and Exchange Commission and may not be subject to the reporting and auditing standards 

of the U.S. Securities and Exchange Commission. 

This communication is for the general information of our clients and is a ‘solicitation’ only as that term is used 

within CFTC Rule 23.605 promulgated under the U.S. Commodity Exchange Act. Unless otherwise expressly 

indicated, this communication does not take into account the investment objectives or financial situation of any 

particular person. 
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