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December FOMC: Dipping Dots—The Monetary Policy of the Future
 
Summary
The doves won the day at the last FOMC meeting of 2023. The Federal Reserve left 
its policy rate unchanged at its December 12-13 meeting, a move that was widely 
anticipated. More important were the changes to the post-meeting statement and the 
latest Summary of Economic Projections (SEP). The new statement noted that inflation 
"has eased" over the past year, although still being elevated. The door was left ajar for 
additional tightening, but the "dot plot" signals that this was not the base case for most 
participants. The median projection in the dot plot called for 75 bps of easing in 2024 
followed by another 100 bps of rate cuts in 2025. A more benign inflation outlook explains 
why the dots were revised lower for the first time since June 2020.

The job is not yet finished on the inflation fight, and the Committee will need to see 
additional data to confirm that the recent deceleration in prices is firmly entrenched. That 
said, the trend appears to be in place, and we expect the incoming data to confirm that 
inflation is gradually returning to 2%. After a period of nearly two years of rapid monetary 
policy tightening, a pivot to cuts next year seems like the most probable outcome. We 
expect the first rate cut of the easing cycle to occur at the June FOMC meeting.
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Special Commentary Economics

A More Dovish Outlook from the FOMC Heading into 2024
As was widely expected, the FOMC left the fed funds target range unchanged at 5.25-5.50% in a 
unanimous decision by the 12 voting members at the conclusion of its meeting today. Having last 
raised the fed funds rate at the Committee's July meeting, the decision to leave the policy rate at its 
current setting marked the third consecutive hold. Along with a somewhat more dovish statement and 
rate projections, today's meeting delivered the Fed's clearest message yet that the torrid hiking cycle 
that began in March of last year has, in all likelihood, come to an end.

With inflation still too high and the Committee committed to bringing it down to 2%, the FOMC did 
not fully close the door to additional policy tightening today. The post meeting statement noted that 
it would continue to take into account the cumulative amount of tightening undertaken, policy lags, 
and economic and financial conditions when determining "additional policy firming." This phrasing 
suggests to us that, in the near term, the Committee's bias for future policy adjustments remains 
toward higher rather than lower. That message was reiterated by Chair Powell in the post-meeting 
press conference when he stated that the policy rate is "likely at or near its peak" and that the FOMC is 
"prepared to tighten policy further, if appropriate."

Yet, tweaks to the statement indicated that while further tightening remains possible, it is growing 
less probable. The FOMC seemed less convinced an additional hike would be necessary, noting that 
it was determining "the extent of any additional policy firming" rather than "the extent of additional 
firming" (emphasis ours). Powell confirmed in the press conference that the Committee discussed the 
process of bringing down rates at the meeting, in another sign that the balance of risks to the Fed's 
next move is shifting away from a hike and toward eventual cuts.

The more dovish guidance comes as the FOMC seems a bit more encouraged by inflation's progress 
back toward 2%. Core PCE inflation has slowed to a 2.4% annualized pace over the past three months, 
suggesting the year-over-year rate has further to fall in the coming months (chart). In the FOMC's 
assessment of current economic conditions, it noted that inflation "has eased over the past year" 
even as it continues to recognize that inflation "remains elevated." The only other adjustment to the 
statement was a slight downgrade to recent economic growth, noting it had slowed from its strong 
pace in the third quarter.
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Broadly speaking, the latest Summary of Economic Projections had a dovish tone. The median 2024 
dot signaled a year-end fed funds rate of 4.625%, implying 75 bps of easing next year (chart). The 
median dot for 2025 was 3.625%, down 25 bps from the September projections and signaling 
another 100 bps of easing to come in 2025. Both of these forecasts were 25 bps lower than what we 
anticipated in our preview report. These downward revisions were the first time the dots have fallen 
since June 2020.

The lower projected path for the fed funds rate was mirrored by a more benign outlook for inflation. 
As expected, the median forecasts for headline and core PCE inflation in 2023 were revised down, 
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reflecting the recent run of slower inflation readings. The Committee's median participant expects PCE 
inflation to register 2.8% this year and 3.2% when excluding food and energy prices. In the September 
SEP, these projections were 3.3% and 3.7%, respectively. The median projections for inflation in 2024 
and 2025 also came down, though by less than 2023.

The revisions to the Committee's projections for economic growth and unemployment were modest 
and consistent with a soft landing for the U.S. economy. The median projection for 2024 real GDP 
growth was 1.4%, a touch lower than the 1.5% from the September SEP but still not far from the 
Committee's longer run estimate of 1.8%. Similarly, the median projection for the unemployment rate 
at year-end 2024 is 4.1%, in line with their longer-run estimate.
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The Committee also reaffirmed its pace of quantitative tightening (QT). The FOMC is currently 
allowing up to $60 billion of Treasury securities and $35 billion of mortgage-backed securities to 
roll off of its balance sheet each month. This passive runoff has reduced the size of the Fed's balance 
sheet from a peak of nearly $9 trillion in Q2-2022 to roughly $7.7 trillion today (chart). We laid out our 
expectations for QT under a range of scenarios in a recent special report, which can be found here.

Economics | 3

https://wellsfargo.bluematrix.com/links2/link/html/9b7bc7a9-9e53-4f57-ac36-ca6735b3cc43/76ba7bc1-ba3a-4f10-a45e-43006eae5219


Special Commentary Economics

Subscription Information

To subscribe please visit: www.wellsfargo.com/economicsemail

Via The Bloomberg Professional Services at WFRE

Economics Group

Jay H. Bryson, Ph.D. Chief Economist 704-410-3274 Jay.Bryson@wellsfargo.com

Sam Bullard Senior Economist 704-410-3280 Sam.Bullard@wellsfargo.com

Nick Bennenbroek International Economist 212-214-5636 Nicholas.Bennenbroek@wellsfargo.com

Tim Quinlan Senior Economist 704-410-3283 Tim.Quinlan@wellsfargo.com

Sarah House Senior Economist 704-410-3282 Sarah.House@wellsfargo.com

Azhar Iqbal Econometrician 212-214-2029 Azhar.Iqbal@wellsfargo.com

Charlie Dougherty Senior Economist 212-214-8984 Charles.Dougherty@wellsfargo.com

Michael Pugliese Senior Economist 212-214-5058 Michael.D.Pugliese@wellsfargo.com

Brendan McKenna International Economist 212-214-5637 Brendan.Mckenna@wellsfargo.com

Jackie Benson Economist 704-410-4468 Jackie.Benson@wellsfargo.com

Shannon Grein Economist 704-410-0369 Shannon.Grein@wellsfargo.com

Nicole Cervi Economist 704-410-3059 Nicole.Cervi@wellsfargo.com

Patrick Barley Economic Analyst 704-410-1232 Patrick.Barley@wellsfargo.com

Jeremiah Kohl Economic Analyst 704-410-1437 Jeremiah.J.Kohl@wellsfargo.com

Aubrey George Economic Analyst 704-410-2911 Aubrey.B.George@wellsfargo.com

Delaney Conner Economic Analyst 704-374-2150 Delaney.Conner@wellsfargo.com

Anna Stein Economic Analyst 212-214-1063 Anna.H.Stein@wellsfargo.com

Coren Burton Administrative Assistant 704-410-6010 Coren.Burton@wellsfargo.com

4 | Economics

http://www.wellsfargo.com/economicsemail


December FOMC: Dipping Dots—The Monetary Policy of the Future Economics

Required Disclosures

This report is produced by the Economics Group of Wells Fargo Bank, N.A. (“WFBNA”). This report is not a product of Wells Fargo Global Research and the 
information contained in this report is not financial research. This report should not be copied, distributed, published or reproduced, in whole or in part. WFBNA 
distributes this report directly and through affiliates including, but not limited to, Wells Fargo Securities, LLC, Wells Fargo & Company, Wells Fargo Clearing Services, 
LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Europe S.A., and Wells Fargo Securities Canada, Ltd. Wells Fargo Securities, LLC is registered 
with the Commodity Futures Trading Commission as a futures commission merchant and is a member in good standing of the National Futures Association. 
WFBNA is registered with the Commodity Futures Trading Commission as a swap dealer and is a member in good standing of the National Futures Association. 
Wells Fargo Securities, LLC and WFBNA are generally engaged in the trading of futures and derivative products, any of which may be discussed within this report.

This publication has been prepared for informational purposes only and is not intended as a recommendation offer or solicitation with respect to the purchase or 
sale of any security or other financial product nor does it constitute professional advice. The information in this report has been obtained or derived from sources 
believed by WFBNA to be reliable, but has not been independently verified by WFBNA, may not be current, and WFBNA has no obligation to provide any updates 
or changes. All price references and market forecasts are as of the date of the report. The views and opinions expressed in this report are not necessarily those of 
WFBNA and may differ from the views and opinions of other departments or divisions of WFBNA and its affiliates. WFBNA is not providing any financial, economic, 
legal, accounting, or tax advice or recommendations in this report, neither WFBNA nor any of its affiliates makes any representation or warranty, express or implied, 
as to the accuracy or completeness of the statements or any information contained in this report and any liability therefore (including in respect of direct, indirect 
or consequential loss or damage) is expressly disclaimed. WFBNA is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of 
Wells Fargo & Company. © 2023 Wells Fargo Bank, N.A.

Important Information for Non-U.S. Recipients

For recipients in the United Kingdom, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment 
firm authorized and regulated by the Financial Conduct Authority (“FCA”). For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the 
Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive 
2014/65/EU (“MiFID2”). The FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail clients will therefore not apply, nor will 
the Financial Services Compensation Scheme be available. For recipients in the EFTA, this report is distributed by WFSIL. For recipients in the EU, it is distributed 
by Wells Fargo Securities Europe S.A. (“WFSE”). WFSE is a French incorporated investment firm authorized and regulated by the Autorité de contrôle prudentiel et 
de résolution and the Autorité des marchés financiers. WFSE does not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). This report is not 
intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED - MAY LOSE VALUE - NO BANK GUARANTEE

Economics | 5


	Important Disclosures

