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The FOMC is set to deliver another 25bp rate cut to 3.75-4% at its Octobern

meeting next week.  The median projection in the September dot plot showed a
baseline of three cuts this year, and with the official data paused by the
government shutdown and alternative labor market data mixed at best, there is
no reason to deviate from the plan to support the labor market for now.

We do not expect formal guidance about the December meeting, but if Chairn

Powell is asked, he will likely be comfortable referencing the September dots,
which imply a third cut in December.  We think that a cut in December is quite
likely because the dots made it the baseline, the FOMC has delivered risk
management cuts in sets of three in the past, and we doubt that the upcoming
labor market data—which will be affected by both the DOGE deferred
resignations and the impact of the shutdown on data collection—will have sent a
convincing all-clear signal by then.

We continue to expect the economy to strengthen somewhat next year as then

drag on growth from tariff increases abates, the boost from the fiscal bill kicks in,
and financial conditions remain easy.  We have penciled in two 25bp cuts in
March and June 2026 to a terminal rate of 3-3.25% but could imagine these
coming earlier if the labor market data remain soft or later if the economy looks
sturdier and the FOMC decides to wait for inflation to fall closer to its 2% goal.

Investors should consider this report as only a single factor in making their investment decision. For Reg AC 
certification and other important disclosures, see the Disclosure Appendix, or go to 
www.gs.com/research/hedge.html. 
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October FOMC Preview: Sticking to the Plan 

The FOMC is set to deliver another 25bp rate cut to 3.75-4% at its October meeting next 
week.  The median projection in the September dot plot showed a baseline of three cuts 
this year, implying cuts at the October and December meetings as well, and with the 
official economic data mostly paused by the government shutdown, there is no reason to 
deviate from the plan to support the labor market for now. 

Fed officials, like private forecasters, will surely turn to alternative labor market data for 
a sense of how the labor market has evolved since the August employment report.  Our 
job growth tracker has picked up from its very low summer rate (Exhibit 1, left), but both 
alternative measures of job openings (Exhibit 1, right) and alternative measures of 
overall labor market tightness (Exhibit 2) have continued to decline.  

It would likely be a high bar for the FOMC to change its plan on the basis of alternative 
data, and in any case the data have not given them any reason to.  FOMC participants 
appear to be drawing the same conclusion—several have recently echoed Chair Powell’s 
comment that “the labor market has demonstrated pretty significant downside risks,” as 
noted in our October Fed Chatterbox. 

Exhibit 1: Alternative Data Substitutes for the Missing Official Labor Market Data Suggest That Job Growth Rebounded a 
Bit from a Very Low Rate During the Summer, Job Openings Continued to Fall, and ... 
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We do not expect any formal guidance this week about the December meeting, but if 
Chair Powell is asked, he will likely be comfortable referencing the September dots, 
which imply a third cut in December.  We continue to think that a cut in December is 
quite likely, for a few reasons. 

First, the dots made a third cut the baseline, and the market is now fully pricing it. 

Second, the FOMC has delivered risk management cuts in sets of three in the past and 
has preferred to complete the package even when the situation seemed less concerning 
by the third cut. 

Third, we doubt that the upcoming labor market data will have sent a convincing 
all-clear signal by the time of the December meeting.  The message from the broader 
data set shown above in Exhibit 2 is that the labor market is in a noticeably weaker state 
than just before the pandemic.  The upcoming DOGE deferred resignations are likely to 
generate a negative payrolls report in October and weigh a bit on November, and even if 
this is old news, it would make it awkward to skip an already-signaled cut shortly 
afterward.  In addition, the government shutdown has interfered with October data 
collection and might interfere with November data collection to some degree too, which 
could cause distortions or missing data points that would make the signal from the labor 
market data available by December less reliable. 

We continue to expect the economy to strengthen somewhat next year as the drag on 
GDP growth from tariff increases gradually abates, the boost from the fiscal bill kicks in, 
and financial conditions remain easy (Exhibit 3).  Stronger activity growth should help to 
stabilize the labor market, though it remains an open question whether the 
improvement in the policy impulse will be enough to prevent a longer period of jobless 
growth. 

Exhibit 2: ... Overall Labor Market Tightness Fell Further and Is Noticeably Below Its 
Pre-Pandemic Level 
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We have penciled in two 25bp normalization cuts in March and June of 2026 to a 
terminal rate of 3-3.25% (Exhibit 4).  But we could imagine these cuts coming earlier if 
the labor market data remain soft or later if the economy looks sturdier and the FOMC 
decides to wait for year-over-year inflation to fall closer to its 2% goal as the underlying 
trend keeps falling and tariff effects diminish. 

David Mericle

Exhibit 3: Our Estimate of the Combined Growth Impulse from Changes in Financial 
Conditions and Economic Policy Bottomed in 2025Q3 and Will Rebound in Coming Quarters 
as the Fiscal Boost Arrives 
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Exhibit 4: We Continue to Expect 25bp Rate Cuts at the October and December Meetings Followed by Two More in 2026; 
Our Probability-Weighted Forecast Remains a Bit More Dovish Than Market Pricing 
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