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What is the likely outcome of the December FOMC meeting? 

At Wednesday’s FOMC meeting, we expect the Fed to raise the target range of the 

federal funds rate 25bps to 0.25%-0.5% and the interest rate on excess reserves (IOER) 

to 0.5% from 0.25%. We think that the FOMC statement will continue to covey that 

economic activity is expanding at a modest pace. However, it will be adjusted to signal 

that the labour market is strong, in contrast to the slow pace of job gains mentioned in the 

October statement. As for inflation, the Fed will likely signal that the strength of the labour 

market has made them reasonably confident that inflation will move back to mandate-

consistent levels. Although FOMC members are in favour of a gradual increase of rates, 

we think that the statement will mention that further increase in the federal funds rate will 

be data dependent, to imply that future movements will not follow a pre-determined tempo 

as in the past. This will give room for FOMC members to evaluate the impact of the first 

rate hike on financial conditions and on the Fed’s dual mandate. After the December liftoff, 

we think that the Fed will hike rates again in June, then two more hikes in September and 

December, reaching 1.25% at year-end 2016. 

 

What have financial markets priced in? 

Markets have already started pricing-in a December rate hike and a gradual pace of rate 

hikes thereafter. The turning point for a December rate hike was the October FOMC 

meeting. Market sentiment changed following this meeting and has since then turned 

more positive in the wake of the strong US labour market reports in October and 

November. The implied probability of a rate hike, based on the futures market, has 
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 A first rate hike is largely priced-in, though path for  2016 hike may 

have further to go. 

 Still Fed message is likely to be relatively soothing, as we expect Fed 

to show a slightly more cautious path of rate hikes compared to 

September.  

 US economy to be relatively resilient to Fed hikes, but manufacturing 

may suffer more from strong US dollar. 

 Emerging markets have already seen most of the adjustment to Fed 

hikes, but there may be bouts of volatility. If commodity prices 

continue to fall, emerging markets will likely be more vulnerable.  
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