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Pedestrians walk past the New York Stock Exchange on January 19. Spencer Platt/Getty Images

The US economy added a whopping 353,000 jobs in January, racing past economists'
expectations.

Here's what Wall Street has to say:

= "The Fed's 'highly unlikely' for March seems applicable. Whether the Fed goes in March or
May, the pivot has happened and monetary policy will be wind at the sails of fixed income
investors in this strong economic environment," said Lindsay Rosner, head of multi-sector
fixed income investing at Goldman Sachs Asset Management.

= “Today’s jobs report calls into question the narrative of a soft landing for the economy. The
January jobs report was pretty dramatic, implying there may be no landing. The economy is
ripping ahead,” said David Donabedian, chief investment office at CIBC Private Wealth
US.

= "On the basis of today's jobs report, there is absolutely no sign of a softening labor market or
weakening wage pressures. ... Certainly, with this kind of number, the six or seven rate cuts
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= "Just as many were caught off guard by the recession that never appeared in 2023, there's
always the possibility that another year will go by without a recession - and if that's the case,
it's hard to see a new bear market starting without one," said Chris Zaccarelli, chief
investment officer at Independent Advisor Alliance.

= "There was a lot of noise in the data, with potential for revisions lower. It keeps a bottom on
interest rates for now but also doesn’t mean inflation is headed back up considering the
recent productivity numbers. Longer term, stocks could be in a strong spot with accelerating
economic growth supporting consumption and earnings," said David Russell, global head
of market strategy at TradeStation.

0

10:23 a.m. ET, February 2, 2024

What this super strong jobs report means for the 2024 presidential race
From CNN's David Goldman
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Former President Donald Trump said the economy would tumble. He said the stock market is
booming because of the prospect of his victory. And he’s promoting conspiracy theories about
the Fed considering rate cuts to favor President Joe Biden.

Former South Carolina Gov. Nikki Haley has attacked Biden’s record on inflation and the cost of
living.

But the economy, fresh off a shockingly strong year in 2023, is expected to grow at an even
stronger 4.2% rate in the first quarter. And today's jobs report shows America's economy
remains surprisingly strong.

A new CNN poll shows Biden still has a lot of convincing to do: Perception of the economy
remains deep under water. But the mood is heading in a positive direction — which should
come as a relief to Biden, because the economy is one of his weakest issues, according to
favorability polls. However, if hiring remains strong and inflation keeps falling, it may become
easier for Biden to convince voters he’s doing a good job strengthening the economy.

0

9:38 a.m. ET, February 2, 2024

American workers are still enjoying strong wage gains

Wage growth picked up in the beginning of the year, remaining at historically strong levels not
seen in pre-pandemic times.

Average hourly earnings for private workers rose by 19 cents in January, or 0.6%, t0 $34.55.
That's a stronger monthly gain than December's 0.4% increase. From a year ago, wages were
up 4.5%, down slightly from 2023's peak of 4.7%, but well above any annual wage increase on
Labor Department records going back to 2007.

That means Americans might just be gaining more spending power. Inflation slowed markedly
throughout 2023, not showing any signs of picking up in the final months of last year.

If inflation gauges due later this month show that price hikes continued to cool in January, or
simply held steady, then that's a big win for American workers who are continuing to earn
more.

For the Fed, strong wage growth could make it harder to successfully defeat inflation. That's
because strong wage growth points to employers' labor costs rising, and those higher costs
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Wage gains can indeed be robust without stoking inflation — if productivity is keeping up. The
goods new for now is that data this week showed that productivity, measured as nonfarm
employee output per hour, rose at a solid 3.2% annualized rate in the fourth quarter.

9:32 a.m. ET, February 2, 2024

Markets open mixed after strong jobs report and tech earnings

People walk by the New York Stock Exchange in the Financial District of New York City in March 2023. Spencer Platt/Getty
Images

US stocks opened mixed on Friday following a stronger-than-expected jobs report and
earnings beats from tech giants Amazon and Meta.

The blue-chip Dow Jones Industrial Average lost 63 points, or 0.2%, on Friday morning. The
S&P 500 was up 0.2% and the tech-heavy Nasdaq Composite was 0.3% higher.
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remained unchanged at 3.7% last month. Wages also grew by 4.5% year over year.

The news pushed Treasuries higher - the yield on the 10-year Treasury was up about 0.14%,
and crossed the 4% threshold.

In the past, a strong labor market has worried Wall Street because the Federal Reserve has
cited it as a reason 10 keep interest rates higher for longer. But at the central bank’s January
meeting, Fed Chair Jerome Powell indicated that Wall Street should treat good news as good
news.

"I think we look at stronger growth, we don't look at it as a problem,” Powell said. "At this
point, we want to see strong growth. We want to see a strong labor market. We're not looking
for a weaker labor market. We're looking for inflation to continue to come down as it has been
coming down for the last six months.”

In corporate news, Big Tech popped after Amazon and Facebook-parent Meta beat earnings
expectations.

Meta shares soared by about 16% after the company also announced a $50 billion share
buyback program and said it would pay a quarterly dividend for the first time.

Amazon shares grew by 6.1% following an earnings beat.

Apple shares, however, slid 2.9% after the company said sales in China had declined.

[

9:19 a.m. ET, February 2, 2024

Where the jobs are

From CNN's Matt Stiles and Byron Manley
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Total nonfarm payroll employment rose by 353,000 in January, and the unemployment rate
remained at 3.7 percent. Job gains occurred in professional and business services, health care, retall
trade, and social assistance. Employment declined in mining, quarrying, and oil and gas extraction.

Education and health services 112K
Professional and business services 74K
Retail trade 45.2K

Government 36K

Manufacturing 23K

Transportation and warehousing 15.5K

Information 15K

Construction 11K

Leisure and hospitality 11K

Financial activities 8K

Other services 5K

Wholesale trade 21K

Ltilities 18K

Mining and logging -6K

Data last updated Feb. 2, 2024.

Note: Employment numbers reflect monthly change in non-farm jobs and is seasonally adjusted. Figures from two most recent
months are preliminary.

Source: US Bureau of Labor Statistics
Graphic: Byron Manley and Matt Stiles, CNN

0

9:09 a.m. ET, February 2, 2024

How did the unemployment rate stay the same even with a blowout jobs
number?

A whopping number of jobs were added last month — so how did the unemployment rate hold
firm at 3.7%7?
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unemployed. To be considered unemployed, you don’t necessarily have to have been laid off
recently.

The Bureau of Labor Statistics classifies someone as unemployed if they aren't working but are
available for work and made a specific effort in the past month to find a job. If they don'’t
satisfy that criteria, they aren’t considered part of the labor force.

What that means is the unemployment rate will increase when the number of unemployed
people increases by more than the number of employed people in a given month.

There's one other wrinkle, though. The so-called "headline jobs number," or the number of jobs
that were added in a month, is a product of a different survey than the one used to calculate
the unemployment rate. That's another reason why there can be months when a lot of jobs are
added and the unemployment rate increases.

(0

9:27 a.m. ET, February 2, 2024

Wall Street is finally giving up on the possibility of the Fed cutting
interest rates in March
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Federal Reserve Board Chairman Jerome Powell speaks during a news conference in Washington, DC, on Wednesday. Anna
Moneymaker/Getty Images

The latest jobs data shows that America's job market remains shockingly robust in the face of
the highest interest rates in 23 years.

And the January report could have finally quelled Wall Street's belief that the Federal
Reserve could start to cut interest rates as soon as March, according to futures.

About a month ago, the odds of a March cut were north of 75%, but as of Friday morning, they
were below 19%, according to the CME FedWatch tool. The Fed's March 19-20 meeting is still
several weeks away and many economic reports are due by then, but investors finally seem to
be coming to grip with what Fed officials have been communicating all along.

At this week's Fed policy meeting, Fed Chair Jerome Powell pushed back on the market's
expectation of the first cut coming in the spring, saying that “there was no proposal to

cut rates,” and that cutting in March is “probably not the most likely case.” Officials need to see
“greater confidence” that inflation is on a sustainable path toward 2% before considering rate
cuts, he said.
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summer of 2022 as the labor continued to hum along. But economists widely agree that it will
be highly unlikely for inflation to drift all the way to the Fed's 2% target without a further

weakening in the job market.

Inflation’s slowdown in recent years was mostly due to supply-side developments, such as
improving supply chains, so the final mile of the Fed’s historic inflation would have to be
helped along by waning demand.

The January jobs report shows that demand is expected to remain solid, with Americans
employed and enjoying strong wage growth.
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Transcript of Chair Powell’s Press Conference
December 13, 2023

CHAIR POWELL. Good afternoon. My colleagues and | remain squarely focused on
our dual mandate to promote maximum employvment and stable prices for the American people.

As we approach the end of the year, it’s natural Lo look back on the progress that has been
made toward our dual-mandalc objectives. Inflation has cased [rom its highs, and this has come
without a significant increase in unemplovment. That’s very good news. But inflation is still too
high, ongoing progress in bringing it down is not assured, and the path forward is uncertain. As
we look ahcad 1o next vear, I wanl 1o assure the American people that we’re [ully commitied 1o
relurning inllation o our 2 pereent goal. Resloring price stability is essential 1o achicve a
sustained period of strong labor market conditions that benetit all.

Since early last vear, the FOMC has significantly tightened the stance of monetary
policv. We've raised our policy interest rale by 3% percenlage points and have continued 1o
reducc our securitics holdings al a brisk pace. Our actions have moved our policy rate well inlo
restrictive territory, meaning that tight policy is putting downward pressure on economic activity
and inflation_ and the full effacts of our tightening likely have not vet been felt.

Today, we decided 1o leave our policy inlerest raie unchanged and 1o continue 10 reduce
our securities holdings. Given how far we have come, along with the uncertainties and risks that
we face, the Committee is proceeding carefully. We will make decisions about the extent of any
additional policy firming and how long policy will remain resiriclive based on the totality of the
incoming data, the cvolving outlook, and the balance of risks. T will have more (o say about
mongtary policy after briefly reviewing economic developments.

Recent indicators suggest that growth of economic activity has slowed substantially from

the outsized pace scen in the third quaricer. Even so, GDP is on track o expand around

Pagc 1 0l 24
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2% percent [or the year as a whole, bolstcred by strong consumer demand as well as improving
supply conditions. Alier picking somewhal over the—up somewhat over the summer, aclivily in
the housing sector has flattened out and remains well below the levels of a vear ago, largely
reflecting higher mortgage rates. Higher interest rates also appear to be weighing on business
fixed investment. In our Summary of Economic Projections (SEP), Commilice participants
revised up their asscssments of GDP growth this year bul expeet growth 1o cool, with the median
projection falling to 1.4 percent next vear.

The labor market remains tight, but supply and demand conditions continue to come into
betler balance. Over the past three months, pavroll job gains averaged 204,000 jobs per month, a
sirong pace thal is nevertheless below thal scen carlier in the vear. The unemplovment raie
remains low at 3.7 percent. Strong job creation has been accompanied by an increase in the
supply of workers. The labor [orce participation raic has moved up since last year, particularly
[or individuals aged 25 10 54 vears, and immigration has returned o pre-pandemic levels.

Nominal wage growth appears to be easing, and job vacancies have declinad. Although
the jobs-to-workers gap has narrowed, labor demand still exceeds the supply of available
workers. FOMC participanis expect the rebalancing in the labor markel 1o continue, casing
upward pressurcs on inflation. The median unemplovment rate projection in the SEP rises
somewhat from 3.8 percent at the end of this vear to 4.1 percent at the end of next vear.

Inflation has eased over the past vear but remains above our longer-run goal of 2 percent,
Bascd on the consumer price index and other dala, we cstimalte that 1otal PCE prices rose
2.6 percent over the 12 months ending in November and thal, excluding the volatile food and

energy categories, core PCE prices rose 3.1 percent.

Pagc 2 ol 24
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The lower inflation readings over the past several months are welcome, bul we will need
Lo sec [urther cvidence Lo build conflidence that inflation is moving down susiainably toward our
goal.

Longer-term inflation expectations appear to remain well anchored, as reflected in a
broad rangc of surveys of houscholds, busincsses, and [orccasters, as well as measures [rom
[inancial markeis. As is cvident [rom the SEP, we anlicipale that the process of gelling inflation
all the way to 2 percent will take some time. The median projection in the SEP is 2.8 percent
this vear, falls to 2.4 percent next vear, and reaches 2 percent in 2026,

The Fed’s monctary policy actions are guided by our mandalc Lo promoie maximum
cmplovment and stable prices for the American pecople. My colleagucs and I are aculely aware
that high inflation imposes significant hardship, as it erodes purchasing power, especially for
those least able Lo meet the higher cosis of cssentials like food, housing, and transporiation. We
arc highly, highly atlentivc Lo the risks that high inflation poses Lo both sides of our mandale, and
we are strongly committed to returning inflation to our 2 percent objective,

As [ noted earlier, since early last vear, we have raised our policy rate by 3% percentage
points, and we have deercased our sceuritics holdings by more than $1 trillion. Our restrictive
slance of monclary policy is pulling downward pressure on economic activity and infllation. The
Committee decided at today’'s meeting to maintain the target range for the federal funds rate at
3V to 5% percent and to continue the process of significantly reducing our securities holdings.

While we belicve thal our policy raie is likely al or near its peak [or this tighicning eycle,
the ecconomy has surprised lorecasiers in many ways sinee the pandemic, and ongoing
progress—sorry—ongoing progress toward our 2 percent inflation objective 1s not assured. We

are prepared to tighten policy further if appropriate. We're committed to achieving a stance of

Pagc 3024
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monclary policy that is sulficiently resirictive Lo bring inllation sustainably down 1o 2 pereent
over lime and Lo keeping policy restriclive uniil we’re conflident that infllation is on a path 1o that
objective.

[n our SEP, FOMC participants wrote down their individual assessments of an
approprialc path for the [ederal [unds ralc based on whal cach participant judges 1o be the most
likely seenario going forward. While participants do not view it as likely 1o be appropriale Lo
raise interest rates further, neither do thev want to take the possibility off the table. 1f the
economy evolves as projected, the median participant projects that the appropriate level of the
[ederal [unds rate will be 4.6 percent al the end of 2024, 3.6 percent al the end of 2025, and
2.9 percent at the end of 2026, still above the median longer-lerm rale.

These projections are not a Committee decision or plan; if the economy does not evolve
as projecicd, the path of policy will adjust as appropriaic 1o foster our maximum-cmplovment
and price-stability goals.

[n light of the uncertainties and risks, and how far we have come, the Committee 1s
proceeding carefully. We will continue to make our decisions meeting by meeting, based on the
tolality of the incoming data and their implications for the outlook for cconomic aclivity and
inflation, as well as the balance of risks. In determining the exient of any additional policy
firming that mav be appropriate to return inflation to 2 percent over time, the Committee will
take into account the cumulative tightening of monetary policy, the lags with which monetary
policy allcets cconomic aclivily and infllation, and cconomic and [inancial developments. We
remain commilied o bringing inflation back down 1o our 2 pereent goal and 1o keeping longer-
term inflation expectations well anchored. Restoring price stability is essential to set the stage

for achieving maximum emplovment and stable prices over the longer run.

Pagc 4024
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To conclude: We undersiand that our actions affect communitics, familics, and
busincsscs across the country. Everything we do is in service Lo our public mission. We al the
Fed will do evervthing we can to achieve our maximum-employment and price-stability goals.

Thank vou. [ look forward to vour questions,

MICHELLE SMITH. Lel’s go 1o Chris Rugaber.

CHRISTOPHER RUGABER. Thank vou. Chris Rugaber al Associaled Press. I wanited
to ask, how should we interpret the addition of the word “any”™ before “additional . . . firming” in
the statement? 1 mean, does that mean that vou re pretty much done with rate hikes and the
Commilice has shilied away [rom a tightening bias and toward a more ncutral stance?

Thank vou.

CHAIR POWELL. So—specifically on “any”: We do sav that “in determining the
cxlent of any additional policy [irming thalt may be appropriale,” so “any addilional policy
firming”—ihat secnlence. So we added the word “any™ as an acknowledgement thatl we belicve
that we are likely at or near the, the peak rate for this evcle. Participants didn’t write down
additional hikes that we believe are likely, so that’s what we wrote down. But participants also
didn’t wanti to take the possibility of [urther hikes off the table. So that’s really what we were
thinking.

MICHELLE SMITH. Steve.

STEVE LIESMAN. Steve Liesman, CNBC. Happy holidays, Mr. Chairman. Fed
Governor Chris Waller said that il inflation conilinues (o [all, then the Fed in the next several
months could be culling iniercst ralcs. I wonder if vou could comment on whether you agree
with Fed Governor Waller on that, that the Fed would become more restrictive if it didn’t cut

rates if inflation fell. Thank vou, sir.

Page 50l24

1414



SOAH DOCKET NO. 473-24-13232
PUC Docket No. 56211
HCC-RFP0O2-01 SP 02012019
Page 6 of 24

December 13,2023 Chair Powell's Press Conference FINAL

CHAIR POWELL. So, of course, [ don’t comment on, on any other officials, cven those
who work al the Fed. Bul I'll—but I’ll irv to answer your question morc broadly. So the wav—
the way we're looking at it is, is really this. When we started out, right, we said the first question
15, how fast to move, and we moved very fast. The second question is, vou know, really, how
high 1o raisc the policy ralc? And that’s really the question that we’re still on here. We're, we're
very [ocused on thai, as I—as I mentioned. People generally think thatl we’re at or near thal and,
and think it’s not likely that we will hike, although thev don’t take that possibility off the table.
So that’s—when vou get to that question, and that’s vour answer, there’s a natural—naturally, it
begins o be the next question, which is when it will become appropriale Lo begin dialing back
the amount of policy resiraint thal’s in place.

So that’s really the next question, and that’s what people are thinking about and, and
lalking aboul. And I would just say this. We arc secing, vou know, strong growth that is—that
appears Lo be moderating: we're secing a labor market that is coming back inio balance by so
many measures; and we re seeing inflation making real progress. These are the things we’ve
been wanting to see. We can’t know. We still have a wavs to go. No one is declaring victory.
That would be prematurc. And we can’t be guaranteed of this progress [continuing]. So we're,
we're moving carclully in making that asscssment of whether we need 1o do more or not. And
that’s, that’s really the question that we're on. But, of course, the other question, the question of
when will it become appropriate to begin dialing back the amount of policy restraint in place,
that, that begins 1o come inlo view and is clearly a discussion—iopic of discussion oul in the
world and also a discussion [or us al our mecling today.

STEVE LIESMAN. Can vou give some color as to the nature of that discussion today?

Thank vou.

Pagc 60l 24
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CHAIR POWELL. Surc. Soil, il comes up in this way loday. Everybody wrolc down
an SEP [orccast. So many people mentioned whal their—whal their rate [orecast was. And there
was no back-and-forth, no attempt to sort of reach agreement like, “This is what [ wrote down;
this is what | think,” that kind of thing, and a preliminary kind of a discussion like that. Not
cverybody did that, but many people did. And then, and I would sav, there’s a general
cxpeclation that this will be—this will be a topic [or us, looking ahead. That, that’s really what
happened in today’s meeting. [ can’t do the head count for vou in real time. But that’s generally
what happened today.

STEVE LIESMAN. Thank vou.

MICHELLE SMITH. Let’s go 1o Rachel.

RACHEL SIEGEL. Hi, Chair Powell. Rachel Siegel from the Washington Post. Thanks
[or taking our questions. Al this point, can you conlidenily sav that the cconomy has avoided a
recession and isn’L heading for onc now®” And il the answer is “no,” I’'m curious about what
vou’d still be looking for. Thanks,

CHAIR POWELL. [ think vou can say that there’s little basis for thinking that the
cconomy is in a recession now. [ would say that.

I think there’s, there’s always a probability that, that there will be a recession in the nexi
vear, and it’s a meaningful probability no matter what the economy is doing, So it’s alwavs a
real possibility. The question is, is it—so 1t’s a possibility here. [ have always felt, since the
beginning, that therc was a possibilily, because of the unusual situation, that the ceconomy could
cool o[l in a way that cnabled inflation o come down without the kind of large job losses that
have often been associated with high inflation and tightening ¢veles. So far, that’s what we're

seeing. That’s what many forecasters, on and off the Committee, are seeing. This result is not
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guaranteed. It is—il is [ar 1oo carly 1o declare viclory. And there arc certainly risks. I1's
cerlainly possible that, that the economy will behave in an uncxpected way. It has dong that
repeatedly through the post—in the post-pandemic period. Nonetheless, where we are is, is we
see the things that [—that | mentioned.

RACHEL SIEGEL. I'm curious, il you’re looking back on the past vear, vou talked
aboul “navigaling by the slars under cloudy skics.” Can you lalk aboul some of the ways in
which the economy surprised vou most this vear, where vou thought it would behave in one way
and had to pivot to respond? Thanks.

CHAIR POWELL. So [ think forccasters generally, if you go back a vear, were very
broadly [orceasting a recession for this vear, for 2023, And not only did that not happen—ihat
includes Fed torecasters and really, essentially, all forecasters; a very high proportion of
forecasters predicled very weak growth or a recession—nol only did that not happen, we actlually
had a very strong vcar, and thal was a combination of, of strong demand bul also of rcal gains on
the supply side.

So this was the vear when labor force participation picked up, where immigration picked
up, where the distortions o supply and demand [rom the pandemic—yvou know, the shorlages
and the boilenccks—rcally began 1o unwind. So we had signilicant supply-side gains with
strong demand, and we got what looks like a 2% percent-plus, or a little more than that, growth
vear at a time when potential growth this vear might even have been higher than that, just
because of the healing on the supply side. So thal was a surprise 10 just about cverybody.

I think the inflation forccast is roughly, roughly what people wrole down a year ago, bul
in a very different setting. And 1 would say the labor market, because of the stronger growth, has

also been significantly better. [f vou look back at the SEP from a vear ago, there was a
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significanl increasc in, in unemployment. It didn’1 really happen. We're still at 3.7 percent. So
we’'ve scen, you know, strong growth, stll a tight labor market but one that’s coming back into
balance with the—with support from the supply side, a greater supply of labor. [t’s a—vou
know, that's, that's what we see, and [ think that combination was, was not anticipated broadly.

MICHELLE SMITH. Howard.

HOWARD SCHNEIDER. Thanks. Howard Schneider with Reuters, and thanks for
taking the questions. 1, 1 wonder if vou could give a little more color or detail on what—on what
motivates the lower rates next vear, whether it’s a coincidence, for example, that the spread
between PCE inflation, core inflation, and the {ederal [unds rale slavs constani over the vear.

Arc vou simply calibrating against the [all in prices, in the price level thal vou’re cxpecling, in
the rate of inflation that vou’re expecting as opposed to supporting the economy?

CHAIR POWELL. Nothing quitc thal mechanical is happening. The SEP really is, is a
bottoms-up—buill from the boitom up, right? So I think people arc looking al what’s happening
in the economy. And | think if vou look at the big difference from September in the SEP, |it is
that| the expectations for inflation this vear, both headline and core, have come down, vou know,
really significanily in three months. That’s a big picee of, of this. At the same lime, [rcal GDP]
growlh has turned oul Lo be very sirong in the third quarter. [Now it] is slowing, we belicve, as,
as appropriate. And we’ve got—we ve had several labor market reports, which sugeest, again,
significant progress toward greater balance across a verv—a broad range of indicators. You're
sceing so many of the indicalors coming back o normal, not all of them. Bul so I think that
people look al that, and they wrile down their—basically, cach individual wriies down a [orceast
and a rate forecast that goes with that forecast. We tabulate them and, and publish it. Andsoit's

not—it isn’t—vou ask about real rates, | take it?
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HOWARD SCHNEIDER. Yes.

CHAIR POWELL. You know, that’s—that is—thal is somcthing that we’re very
conscious of, and aware of, and monitor, and 1t’s certainly a big part of —it’s a part of how we
think about things. But, really, it’s broader financial conditions that matter, And, as vou well
know, i1’s so hard 1o know cxaclly, you know, whal the—whal the real rale 1s or exactly how
tight policy is al any given lime. So vou couldn’t follow that like il was a rule and think that you
would get the right answer all the time, but it's certainly something that we're focused on. And,
indeed, if vou look at the projections, | think the expectation would be that the real rate is
declining as we—as we move [orward.

HOWARD SCHNEIDER. 11 sounds like the discussion—il I could lollow up—has, has
already kind of begun. 1'm wondering, just related to, to Steve’s question, how the—how the
tactics of this play oul given the slowing of inflation and the [aci that the deeper vou gel inlo
2024, the closer you gel Lo a presidential clection. Do you want 1o [roni-load this, in other
words?

CHAIR POWELL. Yeah. No, we—we re—we don't think about political events, We
don’t think about politics. We think about what’s the right thing 10 do for the cconomy. The
minule we starl thinking aboul those things—yvou know, we jusi can’t do that. We have Lo think,
what’s the right thing? We’ll do the things that we think are right for the economy at the time
we—when we think is the right time. That’s what we’ll alwavs do.

So [ mentioned we're moving carclully. Onc of the things we’re moving carclully aboul
1s that decision over—thal assessmen, really—over whether, whether we’ve done cnough,
reallv. And vou see that people are not writing down rate hikes. That’s, that's us thinking that

we have done enough but not, not feeling that really strongly, confidently and not wanting to
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take the possibilily of a rate hike olT the table. Nonctheless, 117s not the base case anvmorc,
obviously, as il was, you know, 60, 90 days ago. So that’s, that’s how wc’rc—thal’s how we're
approaching things. And, and, vou know_ as | mentioned, we wrote down this SEP, and 1t talks
about—people have individual assessments of when it will be appropriate to, vou know, to start
Lo dial back on, on the tight policy we have in place, and that’s a discussion we’ll be having
going forward. Bul that’s another assessment that we’re going Lo make very carclully, so as time
goes forward.

MICHELLE SMITH. Nick.

NICK TIMIRAOS. Nick Timiraos of the Wall Street Journal. Chair Powell, you™ve
argucd over Lhe last year that policy tighlening started before you actually lified off because the
market anticipated your moves and tightened on vour behalf. The market is now easing policy
on vour behall by anticipating a funds rale by nexi Sepiember that’s a [ull point below the
currcnt level, with cuts beginning around March. Is this something thal you arc broadly
comfortable with?

CHAIR POWELL. So this last vear has been remarkable for the, the sort of seesaw
thing, the back-and-forth we’ve had over the course of the year of markeis moving away and
moving back and that kind of thing. So, and what I would just sav is that we, we [ocus on whal
we have to do and how we need to use our tools to achieve our goals, and that's what we really
focus on. And people are going to have different forecasts about the economy, and theyv’re going
to—ihosc arc going Lo show up in markei conditions, or they won’l, vou know. Bul in anv casc,
we have 1o do what we think is right.

And, vou know, in the Tong run, it’s important that financial conditions become aligned

or are aligned with what we're trving to accomplish, and, in the long run, they will be_ of course,
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because we will do what it 1akes 1o gel to our goals. And, ullimalely, that will mecan that
[inancial conditions will, will come along. But in the meantime, there can be back-and-forth,
and, vou know, ['m just focused on what’s the right thing for us to do. And my colleagues are
focused on that, too.

NICK TIMIRAOS. The markels scem to think inflation is coming down credibly. Do
vou belicve we’re al the point where inflation is coming down credibly ?

CHAIR POWELL. Listen, | welcome the progress. 1 think it's, it's really good to see the
progress that we re making. [ think it vou look at the 12-month—Ilook at the 6-month measures,
vou sce very low numbers. IC you look al 12-month measures, you're still well above 2 percent.
You're aclually above 3 percent on core, through November, PCE [inflation]. That isn’tL Lo sav—
[’'m not, vou know, calling into question the progress. It's great. We just need to see more. We
need Lo see, vou know, continued (urther, [urther progress loward gelling back 1o 2 pereent.
That’s, that’s whai we need 1o sce.

So, vou know,_ our—it’s our job to restore price stability. And that—it’s one of our two
Jobs, along with maximum emplovment, and thev’re equal. So we're very focused on, on, vou
know, doing thal. As I mentioned, we're moving carclully at this point. We're pleased with the
progress, bul, but we scc the nced for [urther progress, and I think—IT think it°s fair 1o say therc is
a lot of uncertainty about going forward. We've seen the economy move in surprising
directions, so we’re Just going to need to see more further progress.

MICHELLE SMITH. Jeanna.

JEANNA SMIALEK. Jcanna Smialck, New York Times. Thanks [or laking our
questions. In the SEP from today, |[real GDP| growth is notably below potential in 2024 [

growth were to surprise us again in the way that it has for vears now by being stronger than
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cxpeeled next vear, would it still be possible 1o cul rates? Or, pul another way, is below-1rend
growlh necessary Lo cul rales, or would continued progress on inllation alone be suflicient?

CHAIR POWELL. Sowe’ll, we'll look at the totality of the data. Growth is one thing,
s0 15 inflation, so is labor market data. So we’d, we'd look at the totality. As we—as we make
decisions aboul policy changes going lorward, we’re going 1o be looking at all those things and,
parlicularly, about the—as they alfect the oullook. So it’s ultimately all about the outlook and
the balance of risks as well. So that’s what—that’s what we d be looking for.

[f we have stronger growth, vou know, that’ll be good for people. That’1l be good for the
labor markel. It might aclually mean thal it takes a litlle longer 1o get inllation down 1o
2 percenl. We will get il down Lo 2 percent, bul, you know, il we see sironger growth, we'll—we
will set policy according to what we actually see. And, and so that’s how 1 would answer.

JEANNA SMIALEK. I gucss the—TI gucss the question I'm asking, il vou don’t mind a
quick follow-up, T guess the question I'm asking is, is above-irend growih itsell a problem?

CHAIR POWELL. It’s only a problem inso—it’s not itself a problem. [t's only a
problem insofar as it makes it more difficult for us to achieve our goals. And, vou know, if vou
have—il vou have growth thal’s robusi, what that will mean is probably il will keep the labor
markel very strong. It probably will, will place some upward pressure on inflation. Thai could
mean that it takes longer to get to 2 percent inflation. That could mean we need to keep rates
higher for longer. [t could even mean, ultimately, that we would need to hike again. [t just is—
il’s the way, the way our policy works.

MICHELLE SMITH. Let’s go to Neil.

NEIL [RWIN. Hi, Chair Powell. Neil Irwin with Axios. How do vou interpret the state

of the labor market right now? And, in particular, vou’ve referred even today to evidence that
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il’s coming inlo beticr balance. Whal would you need Lo sec 1o conclude that it has reached that
balancc?

CHAIR POWELL. So on, on the better-balance side, there are just a lot of things, [t’s—
vou see—vou see job growth still strong but moving back down to more sustainable levels, given
population growth and labor force participation. The things that are nol quite—bul lei me go on
with that list. You know, claims arc low. Il you look at survevs of businesscs, thev’re, they’re—
sort of the era of this frantic labor shortage, [those kinds of worker shortages| are behind us, and
thev’re seeing a shortage of labor as being significantly alleviated. 1f vou look at shortages of
workers, whereas they thought job, job availability was the highest that it’d cver been or close 1o
iL, that’s now down Lo morc normal levels by so many measurcs—parlicipalion,
unemplovment—so many measures; the unemployvment—job openings, quits, all of those
things.

So wages are slill running a bit above what would be consistent with 2 pereent inflation
over a long period of time. Thev’ve been gradually cooling off. But if wages are running around
4 percent, that’s still a bit above, [ would sav. And | guess there, there are just a couple of
other—ithe unemplovment raie is very, very low. And these are—bul, but T would jusi say,
ovcrall, the development of the labor markel has been very positive. IUs been a good time for
workers to find jobs and get solid wage increases.

MICHELLE SMITH. Claire.

CLAIRE JONES. Clairc Jones, Financial Times. You know, I'd say the mood among
cconomists al the moment scems 10 be one of caulious opiimisn, which is somewhal

corroborated by vour forecast by the sense that we are going to have a soft landing. Yet when
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we—when we hear from the general public, there’s a lot of discord aboul ceconomic conditions.
Whal do vou think explains this disconnect, and does it matier for policymakers?

CHAIR POWELL. [t may be. A common theme is that, while inflation is coming down,
and that’s verv good news, the price level is not coming down. Prices of some, some goods and
services arc coming down. Bul overall, in the aggregaic, the price level is nol. So peoplc are
still living with high priccs, and that’s, that’s nol—that is somcthing that people don’t like. And,
vou know, so what will happen with that is, wages are now—|changes in] real wages are now
positive. So |[nominal | wages are now moving up more than inflation, as inflation comes down.
And so that might help improve the mood of people.

Bui we do sce those—we sce those public opinion survevs. The thing that we can do is
to do our jobs, which is to use our tools to foster price stability, which has such great benefits
over such long periods of Lime, and which is the thing that really cnables us o work [or and
achicve an cxtended period of high employment, which is so benelicial [or, you know, familics
and, and companies around the country.

MICHELLE SMITH. Victoria.

VICTORIA GUIDA. Hi. Vicloria Guida with Politico. I wanled 1o ask, you know, on,
on the Mlip side of il things starl 1o deleriorale rapidly, il we do [all into a recession, il we do starl
to see unemplovment rise, at sort of the levels of inflation that we're seeing now, how would vou
all think about that in terms of rate cuts? Would that be a sign that vou’ve, vou've done vour job
demand-wise?

CHAIR POWELL. Sorrv—il?

VICTORIA GUIDA. If, if the economy starts to—looks like it's starting to fall into a

recession; if, if the jobless rate starts to rise.
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CHAIR POWELL. That’s nol something we’re hoping o sce. Obviously, we're hoping
Lo, 10 sce somcthing very dillcrent—which is a continuation of what we have seen, which is the
labor market coming into better balance without a significant increase in unemployment,
inflation coming down without a significant increase in unemployment, and growth moderating
withoul a significanl increase in uncmploymeni. Thai’s whatl we're, we’re trying very much Lo
achicve and not something thal we're looking 1o sce.

VICTORIA GUIDA. But, but would vou take that as a signal that vou should cut rates?

CHAIR POWELL. You know, obviously, what we’ll do 1s we'll look at the totality of
the dala, as I"ve mentioned a couple limes, and, certainly, the labor dala would be important in
thal. And, you know, il you—il vou can describe a situation like that where il il there werc the
beginning of a recession or something like that, then, ves, that would certainly weigh heavily on
that dceision.

MICHELLE SMITH. Michacl McKee.

MICHAEL MCKEE. Michael McKee from Bloomberg Television and Radio. Mr.
Chairman, you were, by vour own admission, behind the curve in starting to raise rates to tight
inflation, and vou said carlicr, again, “the [ull elleels of our tightening {cvele) have not yel been
[eli.”™ How will you deeide when Lo cut raies, and how will vou cnsure you're not behind the
curve there?

CHAIR POWELL. Sowe’re, we're aware of the risk that we would hang on too long.
You know, we know thal that’s a risk, and we’re very [ocused on nol making that mistake. And
we do regard the two—vou know, we’ve come back inlo a betler balance between the risk of
overdoing it and the risk of underdoing it. Not only that, we were able to focus hard on the—on

the price-stability mandate. And we're getting back to the point where—which is what vou do
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when vou’re very [ar [rom, [rom one of them, one of the two mandales—yvou’re gelling now
back to the point where both mandates arc imporiant, and theyre, they're more in balance, too.
So [ think we’ll be—we’ll be very much keeping that in mind, as we make policy going forward.

And the things we’1l be locking at, ['ve already described. You know, we're, we're
obviously looking hard at whai’s happening with demand, and what we see? We sce the same
thing other people sce, which is a strong cconomy, which recally put up quile a performance in
2023, We see good evidence and good reason to believe that growth will come in lower next
vear. And vou see what the forecasts are. [ think the median growth—median participant wrote
down 1.4 percent growth, bul, vou know, we’ll have 1o sce. IUs very hard o predict. We'll also
be looking Lo sce progress on infllation and, vou know, the labor market remaining strong bul, but
ideally, without seeing the kind of large increase in unemplovment that happens sometimes.

MICHAEL MCKEE. IlT could [ollow up: When vou begin the culling cvele, will it be
cssentially run the same way vou do it now with raising rates, where vou basically do trial and
error, cut and see what happens, or will vou tie 1t to some particular measure of progress?

CHAIR POWELL. We haven’t tvpically tried to articulate, with one exception, really
specilic larget levels, which was if vou—some of you will remember the thresholds that we used
in, I guess, 2013. T don’t—the answer is, these arc things that we haven’(, vou know, really
worked out vet. We're sort of just at the beginning of, of that discussion.

MICHELLE SMITH. Edward.

EDWARD LAWRENCE. Thank yvou, Mr. Chairman. Edward Lawrence of Fox
Business. So il the Fed culs rates as the dol plot is, is showing, aboul 75 basis points, docs thal

signal that there’s a beliet of weakness next vear in the economy?
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CHAIR POWELL. Il wouldn’1, il that werc to—(irst of all, let me just say, that isn’i a
plan. That’s, that’s just cumulating what people wrole down. So that’s not something—vou
know this, but allow me to say it again: We don’t debate or discuss what the right, vou know,
whose SEP is right. We just say what they are, and we tabulate them and publish them. So and
il’s, vou know, it’s imporiant [or people 1o know thai. Bul it wouldn™t need Lo be a sign o—it
could just be a sign that the cconomy is normalizing, and il doesn’t need the tight policy. It
depends on—the economy can evolve in many different wavs, right? So but, but it could be
more of what | just describad.

EDWARD LAWRENCE. And you [ocused on core inflation, we’ve heard from—in
other meetings. How slicky is core inflation right now?

CHAIR POWELL. Well, that's what were finding out, and we've, vou know, we've
scen real progress in, in core inflation. It has been sticky, and famously, the service scclor 1s
thought to be stickier, but we’ve actually scen reasonable progress in nonhousing scrvices, which
was the area where, where vou would expect to see less progress. We are seeing some progress
there, though. And, in fact, all three of the categories of core |prices| are now contributing:
goods, housing scrvices, nonhousing services. Theyre all contributing in dilferent—at dillerent
levels, you know, mecling by mecting—or, rather, report by reporl. So, veah.

MICHELLE SMITH. Okav. Let’s go to Catarina.

CATARINA SARAIVA. Catarina Saraiva of Bloomberg News. Thanks for taking our
questions. I just wanted 1o ask a litile bit aboul, you know, we had some prelly positive data this,
vou know, this morning and yesierday. I'm assuming those were nol incorporaicd into the
forecast we see todav, but | just wanted to ask, vou know, how that kind of adds to vour thinking,

vou know, on the inflation outlook.
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CHAIR POWELL. Righi. So wc gol—we gol CPI the morning ol the [irst day, and we
gol PPI the next day, which informs the, you know, the translation inio PCE [inflation]. Soil’s
very late in the pame, vou know, to—but nongtheless, participants are allowed to, encouraged to
update their SEP forecast until probably midmorning today. After that, so staff has to—has to
cumulaie all of that and crcaie the documents that vou see. So until aboul midmorning, a little,
maybe lalc moring, i’s okay 1o updale, and I belicve some people did update their forecast
based on what we saw today.

CATARINA SARAIVA. Okav. And do vou see—I] mean, how are vou, when vou think
about, vou know, starting to think aboul the ralc culs next vear or whenever they come, how do
vou, vou know, how do vou think aboul the cconomy we're in now kind of posi-pandemic? Do
vou think that there’s been significant structural shitts, and is that going to change how vou look
al a ralc cul path?

CHAIR POWELL. The question of whether there have been [undamenial siructural
shifts is, is really hard to know the answer and a verv interesting one right now. The one that
would affect—the one that comes to mind, though, is just the question of where the neutral rate
of inlcrest is. And so, lor cxample, il it’s risen, and I'm nol saying that it has, but il il were 1o
have riscn, thal would mean that, that inicrest rales would need o be a litile bit higher o convey
the same level of restriction. The thing is, we’re not really going to know that. Y ou know,
people will be writing papers about that 10 vears from now and still fighting about it. So it’s just
that it’s going 1o be uncertain.

So we’re going 1o be making policy in this, you know, difficull, uncerlain, really
unprecedented environment. Some—someone once said that vou know the—vou know the

natural rate of interest by its works, and that’s really right, but that's very difficult because policy
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operales with a lag. So that’s onc of the reasons why we slowed down this vear. We starled
slowing down at this mecling last vear, reducing the pace al which we were adding restriction.
And, over the course of this vear, we really slowed down a lot to give those lags time to work,

[n terms of demand, has demand shifted more away from services into coods? There’ s—
vou can make a casc [or thal, that the shili back into services has not been complele, and it
docsn’t look like it’s ongoing, bui T don’t know il that’s right. Maybe pcople just bought so
much stuff that thev temporarily don’t want any more stuff. They haven’t got anyplace to put it.
| Laughter|

MICHELLE SMITH. Let’s go 1o Jenniler.

JENNIFER SCHONBERGER. Thank you, Chair Powell. Jennifcr Schonberger with
Yahoo Finance. You said back in July that you needed to start cutting rates before getting to
2 percent infllation. As you meniioned, PCE inflation is now running at 3% on corc. On a six-
month annual basis, corc PCE is running at 2'% percent, though when vou look al supercore and
shelter, they are, of course, stickier. So when looking in the different components of the data,
how much closer do vou have to get to 2 percent before vou consider cutting rates?

CHAIR POWELL. I mecan, the rcason you wouldn’t wail Lo gel Lo 2 pereenl Lo cul rales
15 that policy would be, il would be too laie. Tmean, you’d want Lo be reducing resiriction on the
economy well before 2 percent because—or before vou get to 2 percent so vou don’t overshoot,
if we think, think of restrictive policy as weighing on economic activity. You know, it takes—it
lakes a while for policy 1o gel inio the cconomy, allecl cconomic aclivity, and alleet inflation.
So T can’t give you a precisc answer. Bul if you look al whal’s in the—in the SEP, and, you
know, [ think vou'll see a reasonable estimate of the time lags and things like that that it would

take.
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JENNIFER SCHONBERGER. Do think below 3 percent would be reasonable?

CHAIR POWELL. I wouldn’t wanl tlo—I wouldn’t want io identily any one precise
point, because 1 would be able to look back then and probably find out that it turned out not to be
right. But we’ll be looking at it and, and looking at the broad collection of factors.

MICHELLE SMITH. Let’s go o Jean Yung.

JEAN YUNG. Hi, Chair Powell. Jean Yung with Market News. T wanied 1o go back Lo
the stickiness-of-inflation question. Over the past couple of vears, a lot of central bankers have
talked about the more difficult last mile of getting inflation back down to 2 percent, vet it’s also
been surprising how [ast inflation has come down this year. I'm curious, do vou think somcthing
has changed in our understanding of inflation, or do you subseribe Lo this notion still? Or is it
something different about the U.S. economy? Thank vou.

CHAIR POWELL. I think—I think this. You know, we [ell since the beginning that il
would be a combination of two faciors. The first [actor is jusl the unwinding ol of what
happened in the pandemic: the distortions of supply and demand. And the second thing would
be our policy, which was weighing on aggregate demand and actually making it easier for the
supply side Lo recover because of lower demand. We thought thosc two things were going 1o be
necessary. Sorry, say vour—say the last part of your quesiion again.

JEAN YUNG. If there was something different about the U.S. economy.

CHAIR POWELL. Yeah. So it's not that—it may or may not be about “different,” the
U.S. ceonomy being different. I think that this inflation was not the classic demand overload,
pot-boiling-over, kind of inflation that we [ypically] think aboul. It was a combination of very

strong demand, without question, and unusual supplyv-side restrictions, both on the goods side but
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also on the labor side, because we had a—we had a participation shock. So this is jusi very
unusual.

And, vou know, we had the view—my colleagues and [ broadly had the view—that we
could get a lot of—vou know, vou had essentially a vertical supply curve, because vou ran into
the limils of, of capacily al very low levels, because there weren’i workers and because people
couldn’t—the supply chains were all broken. So we, we had the view thal you could come
straight down that vertical supply curve to the extent demand |was| lowered, reduced. And, vou
know, something like that has happened. [t happened so far. The question is, vou know, once,
once that part of il runs out—and we think it has a ways Lo run; we delinilcly think that the sort
of supply chain and shortages side has some, some ways Lo run—docs labor [orce participation
have much more to run? 1t might. Immigration could help, but it may be that, at some point—at
some point, you will run oul of supply-side help, and then it gets down 1o demand, and it gels
harder. That’s, thal’s very possible. Bul to say with cerlainiy that the last mile is going io be
different, I'd be reluctant to, vou know, to suggest that we have anyv certainty around that. We
just don’t know. [ mean, intlation keeps coming down. The labor market keeps getting back
inio balance. And il’s so [ar, so good—although we kind ol assume that il will get harder from
here. Bul so [ar, il hasn’(.

MICHELLE SMITH. Okav. We'll go to Megan for the last question.

MEGAN CASSELLA. Hi, Chair Powell. Thanks for taking our questions. Megan
Cassclla with Barron’s. 1 wani 1o ask aboul the balance sheel given the Fed's [ocus now on
proceeding carelully and considering rate cuts. And can vou talk us through what the latest
thinking is, and has there been any consideration of altering the pace of quantitative tightening

at all?
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CHAIR POWELL. We're, we're not lalking aboul altering the pace of QT right now,
just Lo gel that out of the way.

So the balance sheet seems to be working pretty much as expected. What we’ve been
seeing is, vou know_ that we re allowing runoff each month. That’s adding up. 1 think we're
down—wce’re close 1o 1.2 trillion [dollars]. That’s showing up. The reverse repo [acilily [lake-
up] has been coming down quickly, and reserves have been cither moving up or—as a resuli—or
holding steady. At a certain point, vou know, there won’t be any more to come out of, or there’ll
be a level where [take-up at] the reverse repo facility levels out. And, at that point, reserves will
slart Lo come down.

You know, we still have—vou know thal we intend 1o reducce our sceurities holdings until
we Judge that the quantity of reserve balances has reached a level somewhat above that
consistent with ample reserves, and we also intend 1o slow and then stop the deeline in size of the
balance sheel when reserve balances are somewhat above the level judged io be consisient with
ample reserves. We're not at those levels, vou know, with, with reserves close to 3.5 trillion
|[dollars]. We're not—we don’t think we're at those |levels judged consistent with ample|
reserves. There isn't a lot of evidence of thal. We’re walching it carcflully. And, you know, so
[ar—so [ar, ii’s working prelly much as expecled, we think.

MEGAN CASSELLA. Do vou anticipate adjusting that thinking at all by the time
vou’re, vou're considering or moving forward with rate cuts? [s that time to rethink, or are you
still going Lo [ollow that thinking?

CHAIR POWELL. So Ithink they’re, they're on independent tracks. You're asking,
though, the question, [ guess vou’re implyving the question of can vou continue with QT at such

time—QT, which is a tightening action—at such time as policy is still tight? And the answer is,
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it depends on the reason. You know, if vou're—il vou're—il you’re culling ralcs because you're
going back Lo normal, that’s one thing, [and distinel from] il vou're culling them because the
economy 1s really weak., So vou can imagine, vou'd have to know what the reason is to know
whether 1t would be appropriate to do those two things at the same time.

MICHELLE SMITH. Thank you.

CHAIR POWELL. Thanks very much.
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CHAIR POWELL. Good afternoon. My colleagues and | remain squarely focused on
our dual mandate to promote maximum employvment and stable prices for the American people.
The ceconomy has made good progress loward our dual-mandale objectives. Inflation has cased
[rom its highs without a significant increase in uncmplovment. Thal’s very good news. Bul
inflation is still too high, ongoing progress in bringing it down is not assured, and the path
forward is uncertain, [ want to assure the American people that we're fully committed to
relurning inflation o our 2 pereent goal. Resloring price stability is cssential 1o achicve a
sustained period of strong labor markel conditions that benefit all.

Today, the FOMC decided to leave our policy interest rate unchanged and to continue to
reduce our securities holdings. Over the past two vears, we’ve significantly tightened the stance
of monetary policy. Our strong aclions have moved our policy rale well inio restriclive Lerritory,
and we’ve been seeing the cllcels on cconomic activily and inflation. As labor market tighiness
has eased and progress on inflation has continued, the risks to achieving our emplovment and
inflation goals are moving into better balance. [ will have more to say about monetary policy—
about monectary policy, aller bricflv reviewing ceonomic developments.

Recent indicators suggest that economic activity has been expanding at a solid pace.
GDP growth in the fourth quarter of last vear came in at 3.3 percent. For 2023 as a whole, GDP
cxpanded al 3.1 pereent, bolsicred by sirong consumer demand as well as improving supply
conditions. Aclivily in the housing scclor was subdued over the past year, largely rellecting high
mortgage rates. High interest rates also appear to have been weighing on business fixed

investment,
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The labor market remains light, bul supply and demand conditions continue 10 come into
betler balanee. Ower the past three months, payroll job gains averaged 165,000 jobs per month, a
pace that 1s well below that seen a vear ago but still strong. The unemployment rate remains low
at 3.7 percent. Strong job creation has been accompanied by an increase in the supply of
workers. The labor foree parlicipation ralc has moved up, on balance, over the past vear,
particularly [or individuals aged 25 o 34 vears, and immigration has relurned Lo pre-pandemic
levels. Nominal wage growth has been casing, and job vacancies have declined. Although the
Jobs-to-workers gap has narrowed, labor demand still exceeds the supply of available workers.

Inflation has cascd notably over the past year bul remains above our longer-run goal of
2 percenl. Tolal PCE prices rose 2.6 pereent over the 12 months ending in December; excluding
the volatile food and energy categories, core PCE prices rose 2.9 percent. The lower inflation
readings over the sccond hall of last vear are welcome. Bul we will need 1o see continuing
cvidence 10 build conflidence thal inflation is moving down sustainably loward our goal. Longer-
term inflation expectations appear to remain well anchored, as reflected in a broad range of
survevs of households, businesses, and forecasters, as well as measures from financial markets.

The Fed’s monctary policy actions are guided by our mandalc Lo promoie maximum
cmplovment and stable prices for the American pecople. My colleagucs and I are aculely aware
that high inflation imposes significant hardship, as it erodes purchasing power, especially for
those least able to meet the higher costs of essentials like food, housing, and transportation.
We're highly allentive 1o the risks that high inflation poscs o both sides of our mandaie, and
we're strongly commiited Lo relurning inflation 1o our 2 percent objective.

Over the past two vears, we have raised our policy rate by 3% percentage points, and

we ve decreased our securities holdings by more than $1.3 trillion. Our restrictive stance of
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monciary policy is pulling downward pressurc on cconomic aclivily and inflation. The
Commilice deeided at loday’s mecling Lo maintain the largel range [or the [ederal [unds rate at
344 to 3% percent and to continue the process of significantly reducing our securities holdings.

We believe that our policy rate 1s likely at its peak for this tightening cvcle and that, if the
cconomy cvolves broadly as expeeled, it will likely be appropriate o begin dialing back policy
restraint al some point this vear. Bul the cconomy has surprised forecasiers in many ways since
the pandemic, and ongoing progress toward our 2 percent inflation objective is not assured. The
economic outlook is uncertain, and we remain highly attentive to inflation risks. We're prepared
1o maintain the current larget range [or the [ederal [unds rale for longer il appropriale.

Ag labor markel tightness has cased and progress on inflation has continued, the risks 1o
achieving our emplovment and inflation goals are moving into better balance. We know that
reducing policy resiraint 1oo soon or 100 much could resull in a reversal of the progress we've
scen on inflation and ultimately require even tighter policy Lo gel inllation back 1o 2 percent. Al
the same time, reducing policy restraint too late or too little could unduly weaken economic
activity and employment. In considering anv adjustments to the tareet range for the federal
[unds rate, the Commitice will carelully assess the incoming data, the cvolving ouilook, and the
balancc of risks. The Commitice docs not expect that it will be appropriate 1o reduce the targel
range until it has gained greater confidence that inflation is moving sustainably toward 2 percent.
We will continue to make our decisions meeting by meeting.

We remain committed Lo bringing infllation back down 1o our 2 percent goal and 1o
keeping longer-run—Ilonger-lerm inflation expeclations well anchored. Resioring price stability
is essential to set the stage for achieving maximum emplovment and stable prices over the

longer mn.
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To conclude: We undersiand that our actions affect communitics, familics, and
businesses across the country. Everything we do is in service 10 our public mission. We al the
Fed will do evervthing we can to achieve our maximum-emplovment and price-stability goals.

Thank you. [ look forward to our questions,

MICHELLE SMITH. Jecanna.

JEANNA SMIALEK. Jcanna Smialck from the New York Times. Thanks [or Laking our
questions. Obviously, in the statement and just in vour remarks there, vou note that vou don’t
want to cut interest rates without greater confidence that inflation is coming—coming down
[ully. T wonder—whal do you need Lo sce at this poini 1o gain thal confidence? And as vou
make those decisions, how are you weighing recenl strong growth in consumer spending data
against the sort of solid inflation progress vou ' ve been seeing?

CHAIR POWELL. Sorry—say thal last part again.

JEANNA SMIALEK. How arc—how arc vou weighing the growth dala and
consumption data, which have been surprisingly strong, against inflation data?

CHAIR POWELL. Okav. So, what are we locking for to et greater confidence? Let
me say thal we have conlidence. We're—we're looking for greater conflidence that inflation is
moving suslainably down 10 2 pereent. Impliciily, we do have conflidence, and it has been
increasing, but we want to get greater confidence. What do we want to see? We want to see
more good data. 1t’s not that we're looking for better data. It s—we re looking at continuation
of the good dala thal we™ve been seeing, and a good example is inflation. So we have six months
of good inflation data. The question really is, that six months of good inflation data—is il
sending us a true signal that we are, in fact, on a path—a sustainable path down to 2 percent

inflation? That’s the question. And the answer will come from some more data that’s also good
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data. Il docsn’t—it’s nol that the six-month daia isn’t—isn’t low enough. Tiis. I1’s just a
question of, can we Lake that with conflidence thal we're moving sustainably down Lo 2 percent?
That’s really what we’re thinking about.

[n terms of, of growth, we ve had strong growth. [ mean, if vou take a step back, we've
had sirong growth—very strong growth [in rcal GDP] last vear—going right into the fourth
quarter. And yel we’ve had a very strong labor market, and we’ve had inflation coming down.
So [ think—whereas a vear ago, we, we were thinking that we needed to see some softening in
gconomic activity—that hasn’t been the case. So [ think we, we look at—we look at stronger
growth. We don’t look al it as a problem. T think, at this point, we wanl 1o sce sirong growih.
We wanl Lo sce a strong labor markel. We're not looking for a weaker labor market. We're
looking for inflation to continue to come down, as it has been coming down for the last six
months.

JEANNA SMIALEK. And I'm sorry. I[Icould just follow up very quickly, the—when,
when vou say that vou want to make sure that it’s a true signal, is there anything that vou’'re
seeing in the data that makes vou doubt that it’s a true signal at this stage?

CHAIR POWELL. No, I think it’s—I, T would say ii, it scems—it scems 1o be the likely
case Lhai, thal we will achicve that conlidence, butl we have o achicve ii, and we haven’t vel.
And so—I1 mean, it's a pood story. We have six months of good inflation |readings|. But vou
can—and vou know this—you can look behind those numbers, and vou can see that a lot of it's
been coming from goods inflation, for example, and goods inflation running significantly
negative. I17s a rcasonable assumption that, over lime, goods inflation will (atten oul—probably
approximate zero. That would mean the services sectors would have to contribute more. So, in

other words, what we care about is the aggregate number—not so much the composition. But
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we, we just need Lo see more. That’s where we are, as a Commiitee. We need Lo sce more
cvidence that sort of conflirms what we think we're sceing and that tells us thal we arc on—gives
us confidence that we’re on, on a path to—a sustainable path down to 2 percent inflation.

MICHELLE SMITH. Nick.

NICK TIMIRAOS. Nick Timiraos of the Wall Street Journal. Chair Powell, il scems 1o
me vou raised rates rapidly over the last iwo vears [or two reasons. One was the risk of a wage—
price spiral. Two, there were risks of inflation expectations becoming unanchored. This
morning’s ECI report for the fourth quarter shows private-sector pavroll growth running at a
sub—4 pereent pace. Inllation cxpectations are very closc Lo where they were belore the inflation
cmergency of the last three vears. And, given that you appear 1o have subsiantially cut off these
two tail nsks and that vou've judged here today current policy as well into restrictive territory,
whal good reason is there 1o keep policy rales above 3 percent? Arc vou really going Lo leamn
more wailing six weeks versus three months fron now thal vou have avoided those two risks?

CHAIR POWELL. So, as vou know, almost every participant on the Committee does
believe that it will be appropriate to reduce rates and for, for—partly for the reasons that vou say.
You know, we, we [eel like inflation is coming down. Growth has been strong. The labor
markel is strong. We're—whal we’re trving Lo do is identify a place where we're really
confident about inflation getting back down to 2 percent so that we can then begin the process of
dialing back the restrictive level. So, overall, [ think—I think people do believe—and. as vou
know, the median participant wrote down three rale cuis this vear. But I think Lo get 1o that place
where we [cel comloriable starling the process, we need some conflirmation that inflation is, in

fact, coming down sustainably to 2 percent.
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NICK TIMIRAOS. I[T could ask differently: IL il you hold rates high as in(lation
moderalcs, as il—as it has been, larget rates will exceed the prescriptions of the Taylor rule or ils
variants, What would be the reasoning for holding rates higher than the levels recommended by
those rules in the current instance?

CHAIR POWELL. Well, [—look, I think, as you know, we consull the range of Tavlor
rules and, and non-Taylor kind of rules. We consull them regularly. They re in our, our
Tealbook, and, and they’re in all the materials that we look at. But, vou know, [ don’t think
we ve ever been at a—at a place where we were—where we were setting policy by them. And
there—depending on the rule, il will tell you dilferent things. There are many dilferent
lormulations. Another way o think aboul it is, implicitly, is—so, in theory, of course, rcal rales
g0 up it—holding all else equal—as inflation comes down. But that dogsn’t mean we can
mechanically adjust policy as rcal rales—sorry—as inflation comes down. Ii docsn’t mean that
al all, beeause, for one thing, we, we don’t know—we, we look al morce than jusi the fed funds
rate. We look at—broadlv—financial conditions.

But, in addition, we don’t know with great confidence where the neutral rate of interest is
al any given Lime. Bul that also docsn’t mean thal we wail around for—io see, you know, the
cconomy lurn down, because thal would be too laie. So we're really in a risk-management
mode:; of managing the risk—as [ mentioned in my opening remarks—managing the risk that we
move too scon and move too late. And | think to move, which is—which is where almost
cveryone on the Commillee is—is in favor of, o[ moving ralcs down this ycar—bul the Liming of
that is going 10 be linked 1o our gaining conflidence that inflation is on a sustainablc path down Lo
2 percent,

MICHELLE SMITH. Howard.
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HOWARD SCHNEIDER. Hi. Thanks, Chair Powcll. I'd like vou 1o, 1o key in on the
usc of the word in, in the stalement that inflation still “remains clevaled.” You've pledged o cul
rates before inflation reached 2 percent. So that implies that there’s some sort of intermediate
step here on, on inflation and that a, a cut would be consequent with a change in the statement
language that inflation “remains clevated.” What's the step-down [rom there?

CHAIR POWELL. Ycah, I, I don’t know that we’ve worked out the particulars—
statement language and that kind of thing. [ would just say, if vou look at—yvou know, look at
where, where 12-month inflation is, and it’s, vou know, it’s still well above—core 1s 2.9 percent,
for example—12-month—which is way down [rom wherc il was. Very, very posilive
developmeni—syery [ast decline—and, and, vou know, the, the casc is likely that it will continue
to come down. So, so that’s where—that’s where 1t 1s. But we’re, vou know, we’re wanting to
sce, vou know, more daia.

HOWARD SCHNEIDER. So, il I—i[ I could lollow up on that, the staicment allows
that vou want greater confidence on inflation falling before vou cut, but it dogsn’t mention the
other side of the mandate—a slide in emplovment. Would a slide in emplovment also bring vou
10 the point of, of culling rates?

CHAIR POWELL. Yes. Solct me say thal we're not looking [or that. That’s not
something we're looking for. But, ves, if vou think about, vou know—in, in the base case, the
economy 1s performing well—the labor market remains strong. 1f we saw an unexpected
weakening in, in—ccrtainly in the labor market, that would cerlainly weigh on culling sooncr.
Absolutely. And il we saw infllation being stickier or higher or those sorts ol things—would
argue for moving later, In the base case, though, where, where the economy is healthy and we

have, vou know, we have ongoing growth—solid growth—we have a strong labor market—we
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have inflation coming down—thal’s whai peoplc arc writing their SEP [submissions] around.
And in thal casc, whal we're saying is, based on thal, we think we can and should take advanlage
of that and, and be careful as we approach that question of when to begin to dial back restriction.

MICHELLE SMITH. Claire.

CLAIRE JONES. Clairc Jones, Financial Times. Jusl 1o circle back to the “grealer
conlidence™ aspecl of the statement, there’s been a lot of unanimity in recent meetings. ['m just
wondering, going forward, when it comes to all needing greater confidence, is there unanimity
or, at least, consensus among FOMC members about what the threshold for that greater
conlidence is? And il nol, could vou maybe (ell us a litle bit about the discussion woday on, vou
know, whal the variations between FOMC members was on whal conslitules enough conlidence
to cut rates and also if there was any variation on how quickly that “greater confidence™
threshold could be reached? Thank vou.

CHAIR POWELL. So we’re nol—wce re not really al that stage. You know, we're—
we re—there was no proposal to cut rates. Some people did, vou know, talk about their view of
the rate path. [ would point vou to the | December 2023] SEP as, as, vou know, as good evidence
of where people are, although it is—il is [now] onc [FOMC meecting] cycle later. So, you know,
we're nol—we’re nol al a place of, ol really working oul those kinds of details, because we
weren’t actively considering, vou know, a—moving, moving the federal funds rate down, 1 will
sav, there is a—there i1s a wide disparity—a healthy disparity—of views, and vou see that in
public, public stalements, in the minutes, and the transeripts when they "re released every five
years. So wce do have a healthy set of differences, and I think that’s actually cssential for making

good policy. We're also able to reach agreement, generally, because we listen to each other—
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we, we compromisc. And cven though not evervbody loves what we do, they 're able io—T[or the
mosl parl—able Lo join in. To me, that’s a well-funclioning public institution.

MICHELLE SMITH. Rachel.

RACHEL SIEGEL. Hi, Chair Powell. Rachel Siegel from the Washington Post. Thanks
[or taking our questions. So, over the past [ew vears, there have been all these real-time
indicators thai helped us gain a sharper understanding of where the economy was, like
OpenTable data or office attendance. You've talked about vacancies in the past. And ['m
wondering, at the start of this vear, what might be on that dashboard for vou that’s giving vou the
clearcst piclure of the ceonomy—including on renis—il you could touch on that.

CHAIR POWELL. Including?

RACHEL SIEGEL. Rent. Rent costs.

CHAIR POWELL. Yecah. Well, so we’re nol—vou know, it’s nol the pandemic, so we
can actually rely on morc, more traditional forms. Pcople arc working. They 're gelling wages,
and, and the economy has largely reopened and is broadly normalizing, as vou see. So |
wouldn’t say we’re looking at that, that sort of more innovative data as much. You know_vou
poini 1o rents. So, of course, we lollow the, the components of inflation very carclully. Which
would be: Goods infllation—I 1alked aboul that a litile bit: you mentioned housing inflation. So
the question is, when will these lower market rents find their way into measured rents, as
measured, measured in PCE inflation?

And we think that’s coming, and we know ii’s coming. I1’s just a question of when and,
and how big it’ll be. So—bul thal’s in, in evervone’s forecast, I would say. So that will—that
will help. But at the same time, we think goods inflation will probably—it’s been giving a lot of

disinflation to the effort—and probably that declines over time, but it mayv well have some, some
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more time to run. You know, these—ihe supply chains are not perfectly back 1o where they
werce. In addition, it takes time for the, the healing process Lo gel inlo prices. So there may be
still a tailwind. We’ll find out with, with that. So we look at the things that relate to our
mandate very carefully, and—as vou would imagine.

RACHEL SIEGEL. T guess, just as a quick [ollow-up—do you [eel comloriable al this
poini saying the cconomy has rcached a soli landing, or is thal part of looking [or more
confidence?

CHAIR POWELL. No, [ wouldn’t—I1 wouldn’t say we’ve achieved that. And 1, [ think
we have—we have a ways Lo go. Inflation is still—you know, core inflation is still well above
larget on a 12-month basis. Twelve months is our, our largel, cerlainly. I'm encouraged, and
we re encouraged by the progress. But, vou know, we're, we’re not—we’re not declaring
viciory al all at this point. We think we have a wavs 1o go.

MICHELLE SMITH. Steve.

STEVE LIESMAN. Thank vou, Mr. Chairman. You've said that vou would know the
neutral rate by its works. So I'm wondering what vou could tell me—how do vou believe the
necultral raie is working or Lelling vou right now that growth is stronger? In other words, how
much is the economy really being restrained right now by the current funds rate? And how much
restraint does it really need, additionally, if inflation is still coming down?

CHAIR POWELL. So it's—] think vou, vou do see in the interest-sensitive parts of the
ceconomy—you do see, [or example, housing. You sce the cllects. You do. Your, your sccond
question, though, rcally, I think, is important, and that is, a loi of this has come through—a lot of
the disinflationary process has come through the healing ot supply chaing and also of the labor

market. So vou've seen the—vou know, that other set of factors 1s really different from other
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cycles and has brought thal working with tighier, tighter policy, which has cnabled the supply
side o recover—I think is that, that mixture has been behind whai has ecnabled this. So, no—we
really do think that we’re having an effect broadly across the economy. [ would point to the
interest-sensitive parts of the economy as well as spending, senerally, Butit's a—it’s a joint
story. IU's a complicalced story.

STEVE LIESMAN. But, but how much restraint arc you actually imparting 1o the
economy, would vou sav, relative to the neutral rate?

CHAIR POWELL. [t’s—so [ think it’s, 1t’s—of course, vou know that it’s not something
you can identify with any precision. Bul if vou—a standard approach would be o take the
nominal ralc—>3.3 pereent, lel’s say—and subiract sort of a, a [orward measure ol infllation. I
vou do that—and there are many, many ways to calculate the neutral rate—but that's one [ like
1o do. And, you know, vou're going 1o gel 1o something that is malcrially above mainsircam
cslimales of ncutrality—of the neutral ralc—vou will. And—but at the same time, vou look al
the economy, and vou say, “This is an economy that grew 3.1 percent last vear.”” And, and vou
sav, “What does that tell vou about the neutral rate? What's happening, though, is, the supply
side has been recovering in the middle of this. So that, that won’L go on [orever. So alol of the
growlh we're seeing 18 nol—is—il isn’1 just a g of war belween, beiween inicrest rales and
demand. You're getting, vou know, more activity because of the—of labor market healing and
supply chains healing. So [ think the question is, when that peters out, 1 think the, the, vou
know, the, the restriction will show up probably more, more sharply.

MICHELLE SMITH. Rich.

RICH MILLER. Thank vou—sorry. Thanks for taking the question, Mr, Chairman,

You mentioned earlier we're not seeking a weaker labor market, [ think vou, vou said. Can vou
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lalk a litile bit more aboul that? Do you—do vou think the labor markel now 1s back 1o quoic,
unquole, “normal” and that the—we¢ can achicve the inflation largel withoul wage gains coming
back down to what they were pre-pandemic? Even with today’s ECI levels, they were still above
those pre-pandemic levels.

CHAIR POWELL. L I think the labor market by many measurces is al or ncaring
normal—bul not 1otally back to normal. And vou poinicd 1o onc or morc of them. So I think,
vou know, job openings are not quite back to where they were. Wages—wage increases, rather,
are not quite back to where thev—to where they would need to be in the longer run. 1, [ would
look at it this way, though. The, the economy is broadly normalizing, and so is the labor markel.
And that process will probably lake some lime. So wage scliing 18 something thatl happens—il’s,
it’s—vou know, probably will take a couple of vears to get all the wav back. And that’s okay.
That’s okay. Bul we do see—vou saw today’s ECI reading—you know, the evidence is that, that
wage increascs arc slill ai a healthy level—very healthy level—but they 're gradually moving
back to levels that would be more associated—given, given assumptions about productivity, are
more typically associated with 2 percent inflation. It's, it’s an ongoing process—a healthy one—
and, and, vou know, I think we’re, we’re moving in the right direclion.

RICH MILLER. So thal process can coniinuc withoul a weakening ol the labor market,
basically, vou're saving?

CHAIR POWELL. [ think the, the Tabor market is—it—1 don’t know if I'd—it’s
rebalancing. Clearly, that the—therc was a [airly severe imbalance between demand for workers
and supply al the beginning of the pandemic. So we lost several million workers al the
beginning of the pandemic from people dropping out of the labor force. And then when the

economy reopened—vou remember 202 1—vou had a severe labor shortage, and 1t was just—it
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was cvervwherc—panic on the part of businesscs—couldn’t, couldn’t find people. So, what’s
happened is—we expecied labor—ihe labor supplv—Iabor market 1o come back quickly, and it
didn’t. And 2022 was a disappointing vear, and, vou know, we were kind of thinking, “Well,
mavbe we won't get it back.” And then 2023, we did. as vou know—so labor force participation
camc back strongly in "23, and so did immigration. Immigration camc 1o a halt during the
pandemic.

So—and so those two forces have significantly lowered the temperature in the labor
market to what is still a very strong labor market. It’s still a good labor market for wages and for
finding a job, bui it’s getling back inlo balance, and that’s whal we want 1o sce. And, you know,
onc grcal way 1o look al that is what’s happening with, with wage increases. And vou see il now
across the, the major things that we—that we track. It isn’t everv quarter, but, overall, there’s a
clear trend—sitill at high levels, bul back down 1o where—whal would be consisient with, with
where we were beflore the pandemic and with 2 percent inflation.

MICHELLE SMITH. Chris.

CHRISTOPHER RUGABER. Hi, Chris Rugaber at Associated Press. Thank vou. [
wanled 1o [ollow up on Rich’s question. It sounded like vou suggesied that vou’re nol worried
aboul [aster growth so much—so wanied 1o sce il you're sceing anyihing thal suggests that
inflation could reaccelerate from here. And it sounds like vou're saving vou’'re not worried that
solid growth from here on out poses any risk to inflation. Thank vou.

CHAIR POWELL. No, I think thai that is a risk—the risk that inflation would, would
reaccclerate. 1 think the, the greater risk is that it would—that it would stabilizc al a level
meaningfully above 2 percent. That’s, that’s, to me, more likely. Of course, it—if inflation were

to surprise by moving back up, that would—we would have to respond to that, and that would—
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that would bc a surprise al this poinl. Bui I have o tell you, that’s why we keep our oplions open
here and why were nol, vou know, rushing. So I, T think both of those are risks, bul I think the
more likely risk is the one that [ mentioned, which 1s, vou've had six good months—very good
months—but what, what’s really going to “shake out” here? You know, where—what will—
when we look back, what will we see? Will, will inflation have dipped and then come back up?
Arc the lasi six months (lattered by laclors thal arc—that arc onc-olf [actors thai won’i repcal
themselves? We don’t think so. We don’t—vou know, that’s not what we think, but that’s the
question we are asking. We have to ask |that|, and we want to get comfort on that.

CHRISTOPHER RUGABER. And jusi one quick [ollow-up—Governor Waller had
mentioned the revisions that are coming on February 9th [or the CPI data. Is that something
vou're watching as well? And if, if we see those revisions fairly minor, is that going to give you
more conlidence where things arc going?

CHAIR POWELL. We'll just have o see. Yeah. We'll—we look al those. Last vear
Was a—was a, a Surprise.

MICHELLE SMITH. Mike.

MICHAEL MCKEE. Michacl McKcee, Bloomberg Radio and Television. I you don’t
wanl Lo use the term “sofi landing,”™ would vou say, al least, that, from vour point of view now,
the other scenario of a hard landing caused by the Fed is off the table or the risks have
diminished very much? And vou mentioned below—2 percent inflation for—on a three-month
basis, corec PCE has been running at 14 percent. And there are those on Wall Street who think
that 1l you maintain the level of restriction vou have right now, you could end up with inflation

running below vour target. How do vou see that?
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CHAIR POWELL. So, how lo—your [irst question—how Lo describe where we are? So
I gucss I would just say this—exceulive summary would be that growth is solid Lo sirong over
the course of last vear. The labor market—3.7 percent unemplovment indicates that the labor
market 15 strong. We've had just about two vears now of, of unemplovment under 4 percent,
That hasn’1 happened in 30 years. So it's a good labor market. And we’ve scen inflation come
down. We've Lalked aboul that. So we’ve gol six months of good inflation dala and an
expectation that there’s more to come. So this is a—this is a good situation. Let's be honest.
This is a—this is a good economy,

Bul what’s the outlook? That’s looking in the rearview—the outlook—we do expect
growlh Lo moderale. Of course, we have expecled il [or some time, and it hasn’t happened, but
we do expect that it will moderate as supply chain and labor market normalization runs its
course. The labor markel is rebalancing, as, as I mentioned. Job crcation has slowed. The base
of job growth has narrowed. And, of course, 12-month inflation is, is above Largel and gelling,
vou know, getting down closer to target. 1t’s not guaranteed, but we do seem to be getting on
track for that. So those are the risks and, and questions we have to answer. But, overall, thisisa
preity good piclure. Ti, it is a good piciure. Your sccond question was—sorry.

MICHAEL MCKEE. Could you get infllation thai is below largeli—end up with inflation
below target, and vou have to do something about that?

CHAIR POWELL. So we—the thing is, we’re not looking for inflation to tap the
2 percenl basc once. We're looking for it Lo scitle oul over time al 2 pereent. And the same
thing is truc il we have a month or two of lower—and we have that now—ol; of in(lation that’s
annualized at a—at a lower level—that wouldn’t be good. We're not—vou know, we’re not

looking to have inflation anchor below 2 percent. We're looking to have it anchor at 2 percent,
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So il we do lace those circumstances, then we’ll have 1o deal with that. T think—T think as of
now, you know, the, the question, which—we wanl o take advanlage of this situation and (inish
the job on inflation while keeping the labor market strong,.

MICHELLE SMITH. Edward.

EDWARD LAWRENCE. Edward Lawrence from Fox Business. Thank you,

Mr. Chairman, for laking this. So, as I've—as I"vc heard from some District Fed presidents, is
it, in vour view, a little premature to think that rate cuts are right around the corner? And then
when we do see that first rate cut, is that—should we interpret that as the beginning of a rate-cut
cycle, or is il a onc-oll?

CHAIR POWELL. SoT’ll point vou 1o that language on vour [irst question. We, we
included that language in the statement to signal clearly that—with strong growth, strong labor
market, inflation coming down—the Commiitee intends 1o move carclully as we consider when
1o begin 1o dial back the resiriclive slance that we have in place. So il vou lake that Lo the current
context—current context, we're going to be data dependent. We're going to be looking at this
meeting by meeting. Based on the meeting today, | would tell vou that 1 don’t think it's likely
that the Commiltee will reach a level of conflidence by the time of the March mecling io identily
March as the time (o do that. Bul that’s, that’s to be seen. So I wouldn’i call—you know, when
vou sav—when vou ask me about “in the near term,” [’m hearing that as March. 1 would say [
don’t think that’s—that’s, that’s probably not the most likely case or what we would call the base
case. And your sccond question is—

EDWARD LAWRENCE. Omn, on the—is this the starl of a—when we sce a cul, 18 1t the

start of a cutting cvcle, or is it—could it just be a one-off?
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CHAIR POWELL. You know, thal’s going Lo depend on the data. The whole thing is,
this is going 1o depend on the data. We're going Lo be looking at the ceconomic dala as il aflects
the outlook and the balance of risks. And we're going to make our decisions based on that. And
it could wind up—vou know, we’ll, we’ll have another SEP at the March meeting, and, and
people will wrile down whal they think. Bul, in the end, it’s really going io depend on how the
cconomy cvolves. We lalked aboul, there are risks thal would cause us 1o go slower—(or
example, stronger inflation—more, more persistent inflation. There are risks that would cause us
to—if they happen—that would cause us to go faster or—and sooner. And that would be a
weakening in the labor markel or, for thal maller, very, very persuasive lower inflation. Those
arc the kinds of things. So we’re just—we’re just going 10 be reacting Lo the data. That’s the—
that’s really the onlv way we can do this.

MICHELLE SMITH. Vicloria.

VICTORIA GUIDA. Hi. Vicloria Guida with Polilico. Could you talk a litile bit more
about productivity growth? You know, vou ve mentioned multiple times about, vou know, the
level of wage prowth that’s consistent with 2 percent inflation. We've obviously seen, vou
know—you were lalking about ECI this morning, in which it’s cooled a little bit but still sort of
abovc what you wanled 1o scc. Growih has been very sirong. How much of those numbers do
vou attribute to productivity? And do vou see that productivity as sort of just temporary because
of the factors—the labor and supply chain factors vou were talking about—or do vou think that
productivily growth will, will fadc over time?

CHAIR POWELL. So this is a rcally interesting question. And T think—my, my own
view 1s—1 think if vou look, look back to the pandemic, vou, vou saw a spike in productivity as

workers were laid off, and, and activity didn’t decling as fast. And then vou saw a deep trough
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of productivily. And then, over the lasi—vou saw high productivity last vear, in “23. T think
we're, we're basically in the throes of gelting through the pandemic cconomy. And the question
will be, what, what is it that has changed the—svou know, the productivity tends to be based on,
vou know, fundamental aspects of our economy. s there—is there a case—will it be the case
that we come out of this morc produciive on a sustained basis? And I don’t know. Idon’t know.
What would it take? I1 would take—vou know, people 1alk about AT, bul T would—my gucss is
that we mayv shake out and be back where we were, because 1 don’t—["m not sure | see—work
from home doesn’t seem like it’s a big productivity increase. Or Al, artificial intelligence—
generalive il may be, bul probably not in the short run—probably, maybe in the longer run. So
I'm not—I"m not sccing why il would, bul, vou know, right—you know, right now I would say
that productivity is kind of what falls out of the, the broader forces that are driving people in and
out of the labor [orce and, and activily returning and supply chains gelting fixed.

VICTORIA GUIDA. Righi. So would that be behind why we™ve scen such strong
growth, but we've also seen inflation fall—that mavbe there’s just a higher level of productivity?

CHAIR POWELL. That’s one wayv to look at it. Yeah,

MICHELLE SMITH. Nancy.

NANCY MARSHALL-GENZER. Hi, Chair Powell. Nancy Marshall-Genzer with
Marketplace. [ want to ask a little bit more about housing. 1'm wondering—how ¢losely are vou
watching rent and housing prices as vou evaluate whether and when to cut rates? And it seems
like housing prices arc nol coming down as quickly as you expected.

CHAIR POWELL. So when we think about, vou know—our, our slaiutory goals are
maximum emplovment and price stability, and that's what we’re targeting. We’re not targeting

housing price inflation, the cost of housing, or any of those things. Those are very important
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things for people’s lives. Bul they re nol—yvou know, those arc not the things we're Largeling.
We're also well aware thal when we cul rales at the beginning of the pandemic, [or example, the
housing, housing industry was helped more than any other industry. And when we raise rates,
the housing industry can be hurt, because it’s a very interest-sensitive sector,

On 1op of thal, we have longer-run problems with the availabilily of housing. You know,
we have a, a buill-up set of cilies, and, and, you know, pcople arec moving [urther and [urther oul.
So there’s—there hasn’t been enough housing built. And these are not—these are not things that
we have any tools to address. But, vou know, where it comes into play very specifically in our
work is inflation, which is a combination. I1's, it’s really rental inflation. You're taking owners’
cquivalent rent and then aclual rent paid by ienants. And you’re, you’re running that through the
CPI calculation. Or the PCE |inflation] calculation—the one we look at. And what that’s telling
you is thal market rents are incrcasing al a much lower raic or cven being (lal and that that will
show up in inflation over time. It has 1o as long as thal remains the case.

NANCY MARSHALL-GENZER. And just real quick—what 1s your response to the
letter that was sent to vou by some members of Congress asking the Fed to lower interest rates to
make housing more allordablc?

CHAIR POWELL. My response is whal I staried with, which is that our, our job—the
job Congress has given us is price stability and maximum emplovment, Price stability is
absolutely essential for people’s lives, most importantly for—well, not most importantlv—most,
mostly for people at the lower end of the income specirum who are living at the edges—al the
marging. And so somcone—for someonc like that, high infllation in the—in the neeessitics of
life—right away, vou're in trouble, whereas even middle-class people have some, vou know,

some scope to absorb higher costs. So we have to get—it’s our job. 1t’s what society has asked
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us 1o do, is Lo get inflation down, and the 1ools thal we use to do it arc inlercst raies. So thal’s
how we think aboul thal.

MICHELLE SMITH. Courtenay.

COURTENAY BROWN. Courtenay Brown from Axios. Can vou give us some insight
into whether the Commitice discussed the possibility of slowing balance sheet runoll in the
months ahcad?

CHAIR POWELL. Yes. So [ would start by saving that balance sheet runoft so far has
gone very well. And as the process has continued, vou know, we’re getting to that time where
questions are beginning (o come inlo greater focus aboul the pace of runoll and all that. So at
this meeiing, we did have some discussion of the balance sheet, and we’re planning Lo begin in-
depth discussions of balance sheet issues at our next meeting in March. So those, those
questions are all coming into scope now, and we’re focusing on them. Bul we're, we’re al the
beginning of that process, I would say.

COURTENAY BROWN. Quick follow-up—is it the case that the Fed would decide to
lower rates and make adjustments to the balance sheet runoff in tandem?

CHAIR POWELL. Yes, wc do—we scc those as independent iools. And so they
don’t—[lor example, il you're—il vou’re normalizing policy, vou might be reducing raics but
continuing to run off the balance sheet. 1n both cases, that’s normalization, but from a strict
monetary policy standpoint, vou could say we're loosening along with tightening. So that, that
could happen. Ii’s notl something we're planning or thinking about, but right now, we’re
thinking aboul gelling Lo a place where—wce're going Lo scc the balance sheel runolT 1o continue.
We're watching it carefully, and, as [ said, we'll—we 1l be looking into that as a Committee

starting in March.
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COURTENAY BROWN. Thanks.
MICHELLE SMITH. Simen.

SIMON RABINOVITCH. Simon Rabinovitch with the Acoromist. Thank you, Chair

Powell. You've mentioned six good months of inflation data, but that not being enough to build

up confidence. Based on vour previous response thal vour base case 1s you probably wouldn’
starl casing vel in March, the implication is that cight good months might not be cnough, cither.
Roughly how many months do vou think vou might need of, of good inflation data to be—to be
confident?

CHAIR POWELL. I'm, I'm nol in a posiiion Lo pul a number onit. I'm just going 1o
say—and ii’s not thal we don’t have any conlidence. We, we have growing confidence, bul not
to the point where we—where we feel like—it’s a highly consequential decision to start the
process of, of dialing back on restriction. And we wani 1o get thal right, and we feel like the
sirong cconomy, strong labor market, infllation coming down—il gives us the ability 1o do that.
We think that's the best way we can serve the public, because, ultimately, we, we ve made a lot
of progress on inflation. We just want to make sure that we do get the job done in a sustainable
way. Thal’s how we're thinking about it. In terms of when that’ll be, you know, thal, that’ll all
come oul of our communications, and, you know, we won’tl—we won’L keep thal a seerel.

MICHELLE SMITH. Evan.

EVAN RYSER. Hi, Chair Powell. Evan Ryser with MN] Market News. Can vou

cxplain a litle bil more on whal vou're considering when tapering QT? Do vou need 1o sec the

overnight reverse repo [acility all the way down Lo zero, or is il something thal vou can starl with

a couple hundred billion dollars there?
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CHAIR POWELL. Noi a decision that we™ve made, but I, I wouldn™ think we™d, we'd
be—we wouldn’1 be taking a position that it’s got 1o go o zero. I mean, il it—il il were Lo
stabilize at a different level—but that's, that’s not a decision that we’ve made. That’s, that’s
what we’11 be talking about at the March meeting. A whole range of issues will be briefed up,
and the Commiiiee will gel into—get into all of the issucs that will be arising over the course of
the next, let’s say, year or so.

MICHELLE SMITH. Greg.

GREG ROBB. Thanks. Greg Robb from MarketWatch. Chair Powell_ 1 want to change
gears a litlle bit. In the presidential primary campaign thai’s been going on for the last nine
months or so, vour name has come up oficn, and many Republican candidates had said that they
probably wouldn’t want to give vou a third term. So I wanted to give you a chance to talk about
that. Do you wanl another ierm—vou’ve had—on the Fed? Whali, what’s vour stance on that?

CHAIR POWELL. Idon’t have a stance on thal. IU's not something I'm focused on.
|We’re]| focused on doing our jobs. We have—this vear is going to be a highly consequential
vear for, for the Fed and for monetary policy. And we're, all of us, very buckled down, focused
on doing our jobs.

MICHELLE SMITH. Jennifer.

JENNIFER SCHONBERGER. Thank vou, Chair Powell. Jennifer Schonberger with
Yahoo Finance. As vou mentioned, core PCE |inflation] has been running at 1.9 percent over
the past six months. And vou guys are aclually cxpecling core inllation higher this year, at 2.4
percent, comparcd 1o that six-month mcasure. Given thal forccast and that the median is [or
three rate cuts this vear, what happens it inflation stavs where it’s been over the last six months

for the next six months?
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CHAIR POWELL. So I—you know, we’re going 1o do—we’ll updalc our, our inflation
lorecasts al the next mecling. You refcrred 1o the December meeting. Thal’s, thal’s, vou know,
three months old |by March|, so it might be lower now, given the data we’ve gotten. So, look, as
| mentioned, we’re going to be reacting to the data. 1If, if we get—if we get very strong inflation
data and iL, it kicks back up, then it’ll—then we’ll go slower or later or both. I we gol really
good inflation data soon, that would maticr [or both the—that, thal would tell us that, thal we
could go sooner and perhaps go faster. So we’re just going to be—but, of course, we’ll weigh
that with all the other factors. We're setting policy based on the totality of, of the data.

JENNIFER SCHONBERGER. But just to [ollow—il infllation stays where il is currenily,
that would probably mean that the real inlerest raic becomes more resirictive. Would that mean
vou’d have to trim more, perhaps, than vou already have factored in?

CHAIR POWELL. Well, I think 1f we—il we came 10 the view thal, that mflation
werc—that the six-month infllation numbecrs, which arc very closc Lo 2 [percent], were, in “PCE
world”—if we came to—if that’s—if we thought that is really where we’re going to be, then,
ves, our policy would be in a different place. It would. But, vou know, that's the whole point is,
we're irying Lo gel comlforlable and gain conlidence that that is where—thai inflation is on a
suslainable path down 1o 2 pereent or loward 2 pereent.

MICHELLE SMITH. Daniel.

DANIEL AVIS, Hi, Chair Powell. Daniel Avis, Agence France-Presse. 1 just wondered
il'T could gel vour comment on the recent consumer conflidence data. It seems Lo suggest that
consumers arc sorl of moving lowards a much more oplimisiic view of the cconomy. 1 just

wonder—is it fair to say that they re moving towards where the Fed appears to have been in
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recenl months? And, vou know, do you think that inflation and [alling in{lation perhaps has
plaved a role in that? And whal challenges do vou sce, going lorward? Thank vou.

CHAIR POWELL. Yeah, soit’s been—it’s been interesting that confidence survevs
have been weak, at a time when unemplovment has been low—very low, historically low—for a
couple of vears. And—bul, nonctheless, that’s been the case. And we’ve asked oursclves why
that is. And, vou know, onc obvious answer—we don’t pretend Lo have perleel wisdom on
this—is—but one obvious answer is that the price level is high. So prices went up much more
than 2 percent for vear—per vear for a couple of vears. And people are going to the store, and
they re paying much more for the basics of lifc than they were two vears ago—three years ago.
And they’re nol happy about il. And iU’s [ine that inllation is coming down, bul the pricc—the
prices thev e paving are still high.

So that, that is what—that, thal has (o be some parl of why people arc unhappy. And
they're, theyre right Lo be unhappy. You know, this is why we need 1o keep price stability. It's
why we need to do our jobs—so that people don’t have to deal with things like this.

[n terms of [survevs|—vou’re right. In, in recent, recent survevs, a couple of—vou've
seen a couple of significani increascs in, in consumer conlidence or, or happiness with the
cconomy. I guess thal’s a good thing. That can—thal can supporl spending—can support
economic activity. There’s some evidence of that. But it is—it is a fact that we have seen, vou
know, a meaningful increase. 1 think levels of confidence are still mavbe not as high as theyv’ve
been al various times. Bul it’s—they ceriainly have come up.

MICHELLE SMITH. Brvan.

BRYAN MENA. Thank vou for taking our questions. Brvan Mena, CNN Business.

Committee members have said thev’d like to meet with business leaders and stakeholders in
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person 1o learn more aboul the economy in real time, given thai some dala is subjecl 1o large
revisions, the issuc of scasonal adjusimenis being thrown ol balance, and many readings of the
economy being quarterly. So did any members sav thev've learned anvthing not reflected in the
data? Or have vou vourself learned anvthing through anecdotal evidence that hasn’t been
caplured in the data yet?

CHAIR POWELL. Well, ves. I'm, I'm a big belicver thai—ves. So we, we do mecl
with outside groups who come from all different parts of the economy. And | always feel like
vou—I mean, [ spent most of my life in the private sector looking at companies—individual
companics—individual management lecams—and then building out from that. And so, slarling
with GDP daia is—and working into what’s aciually alfceting people’s lives is—is challenging.
1t’s very hard. So [, [ really like anecdotal data. 1n addition, as vou know, the 12 Reserve Banks
have rcally the best network of anyone. In all their Distriets, they “re lalking 1o, you know, not
just the business community, bul the educational, medical, all, all—you know, nonprofit
community. They have arms into all of that. And so when thev come back—that’s what goes
into the Beige Book. But they come back, and what each Reserve Bank president does is, during
the outlook go-around, they’ll say, “In my Districi . . .” And they’ll talk about 100 conversalions
thev—not—they won’t talk—they, they will give vou inpul, based on 100 conversations thal
they ve had with people of all different walks. And it’s—] personally find it very helpful in
understanding what’s going on. And also, [ think vou hear things before they show up in the
dala sometimes.

BRYAN MENA. Dxd any of them—did any of them notice slowing cconomy based on

what thev've heard from, like, their District?
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CHAIR POWELL. Yes. I mean, il vou—il vou look back at the lasi—nol this Beige
Book, but the one belore, it was more—ihere was a lot of “slower activily.” I think that, that
what vou re hearing now 1s, is, things are picking up a bit. You’re hearing—not, not in gvery
District and not every, every person that we talk to, but vou’re—overall, it feels like vou're
hearing things picking up al the margin. So that’s what comes through.

MICHELLE SMITH. Let’s go Lo JelT Cox for the last question.

JEFF COX. Thank vou, sir. Jeff Cox from CNBC.com. Just kind of looking to put it all
together: You talked about basically the, the economy looking strong with 3.3 percent
annualized growth in the fourth quarter. Doces the strength of the cconomy speak more loudly Lo
you now than any inflation threat might? That, vou know—syou’re in a position, in other words,
to keep rates elevated as long as the economy stavs strong, and vou're more—vou’re more tilted
lowards that. And also, perhaps, arc you worried at all that the cconomy is maybe a little 100
strong right now and that infllation could come back al some point?

CHAIR POWELL. [’m not so worried about that, You know, it's—again, we've had
inflation come down without a slow economy and without, vou know, important increases in, in
uncmployment, and there’s no reason why we should want 1o get in the way ol thal process, il
il’s going Lo continue. So I, T am—uvou know, I think—I think deelining inflation—continued
declinegs in inflation are, are really the main thing we’re looking at. Of course, we want the labor
market to remain strong, 100.

We don’t have a growth mandatc. We've gol a, a maximum-cmployment mandaie and a,
a pricc-siability mandale, and those are the two things we look al. Growth only mallers o the
extent it influences our achievement of those two—of those two mandates.

Thank you very much.

Page 27 of 27

1460



Lo¥lL

I

MARKETS BUSINESS

ECONOMY

The U.S. economy grew at blistering 3.3%

Search quates, news & videos Q WATCHLIST | SIGNIN

INVESTING TECH POLITICS CNBCTV INVESTING CLUB PRO

pace in Q4 while inflation pulled back

PUBLISHED THU, JAN 25 2024.8:30 AM EST | UPDATED THU, JAN 25 2024.10:21 AM EST

- Jeff Cox
i #JEFF.COX.7528

@JEFFCOXCNBCLCOM

KEY POINTS

siare F W in =4

GDP, a measure of all the goods and services produced, increased at a 3.3%
annualized rate in the fourth quarter of 2023, Wall Street had been locking for a
2% gain.

The U.S. economy for all of 2023 accelerated at a 2.5% annualized pace, well
ahead of the Wall Street outlook at the beginning of the year for few if any gains
and better than the 1.9% increase in 2022.
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expenditures rose 2% for the period, while the headline rate was 1.7%.
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torecasters had thought was inevitable, the Commerce Department reported

Thursday.

Gross domestic product, a measure of all the goods and services produced,

increased at a 3.3% annualized rate in the fourth quarter of 2023, according to

data adjusted seasonally and for inflation.

That compared with the Wall Street consensus estimate for a gain of 2% in the

final three months of the year. The third quarter grew at a 4.9% pace.
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In addition to the better than expected GDP move, there also was some progress

on inflation.

Core prices for personal consumption expenditures, which the Federal Reserve
prefers as a longer-term inflation measure, rose 2% for the period, while the

headline rate was 1.7%.

On an annual basis, the PCE price index rose 2.7 %, down from 5.9% a year ago,
while the core figure excluding food and energy posted a 3.2% increase annually,

compared with 5.1%.
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a lot of recreation spending as well as taking trips. We’ve been expecting a soft

landing for some time. This is just one step in that direction.”

The U.S. economy for all of 2023 accelerated at a 2.5% annualized pace, well
ahead of the Wall Street outlook at the beginning of the year for few if any gains
and better than the 1.9% increase in 2022.

Ashad beenthe case through the year, a strong pace of consumer spending helped
drive the expansion. Personal consumption expenditures increased 2.8% for the

quarter, down just slightly from the previous period.

State and local government spending also contributed, up 3.7%, asdida 2.5%
increase in federal government expenditures. Gross private domestic investment

rose 2.1%, another significant factor for the robust quarter.

The chain-weighted price index, which accounts for prices as well as changesin
consumer behavior, increased 1.5% for the quarter, down sharply from 3.3% in

the previous period and below the Wall Street estimate for a 2.5% acceleration.

“This year has been like Rock ‘Em Sock ‘Em Robots, and the economy is knocking
the blocks off the economists, always outperforming,” said Dan North, senior

economist with Allianz Trade Americas. Fed Chair Jerome Powell “has got to have
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Markets showed only a modest reaction to the report. Stock tutures gained slightly
while Treasury yields moved lower. Futures markets continued to reflect the
likelihood that the Fed will enact its first rate cut in May, though the CME Group’s
FedWatch gauge put the odds of a March cut at 47.4% around 10 a.m. ET.

“It was a great report, but you didn’t see the market move much because GDP is
backward-looking. It told us what happened in October and November and
December,” North said. “It’s great for historical patterns, but it doesn’t really tell

us much about where we're headed.”

In other economic news Thursday, initial jobless claims totaled 214,000, an

increase of 25,000 from the previous week and ahead of the estimate for
199,000, according to the Labor Department. Continuing claims rose to 1.833

million, an increase of 27,000.

The GDP report wraps up a year in which most economists were almost certain the
U.S. would enter at least a shallow recession. Even the Fed had predicted a mild

contraction due to banking industry stress last March.

However, a resilient consumer and a powerful labor market helped propel the
economy through the year, which also featured an ongoing pullback in
manufacturing and a Fed that kept raising interest rates in its battle to bring down

inflation.
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Concerns remain, however, that the economy faces more challenges ahead.

Some of the worries center around the lagged effects of monetary policy,
specifically the 11 interest rate hikes totaling 5.25 percentage points that the Fed
approved between March 2022 and July 2023. Conventional economic wisdom is
that it can take as long as two years for such policy tightening to make its way

through the system, so that could contribute to slowness ahead.

Other angst centers around how long consumers can keep spending as savings
dwindle and high-interest debt loads accrue. Finally, there’s the nature of what is
driving the boom beyond the consumer: Government deficit spending has beena
significant contributor to growth, with the total federal IOU at $34 trillion and
counting. The budget deficit has totaled more than half a trillion dollars for the
first three months of fiscal 2024.

There also are political worries as the U.S. enters the heart of the presidential

election campaign, and geopolitical fears with violence in the Middle East and the

continuing bloody Ukraine war.

Correction: The price index for personal consumption expenditures rose 2.7% on an

annual basis, down from 5.9% a year ago. An earlier version mischaracterized the

figures.
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Job Market Starts 2024 With a Bang

U.S. employers added 353,000 jobs in January, far exceeding forecasts, and revised figures showed last

year was even stronger than previously reported.

?i __g% By Lydia DePillis

Feb. 2, 2024

Monthly change in jobs
+353,000 jobs
+400,000 jobs | in January
+300,000 N
+200,000 .
+100,000 —:
lan. 23 April July Oct..; Jan. 24

Note: Data is seasonally adjusted. « Source: Bureau of Labor Statistics « By Ella Koeze
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The United States produced an unexpectedly sizable batch of jobs last month, a boon for American workers
that shows the labor market retains remarkable strength after three years of expansion.

Employers added 353,000 jobs in January on a seasonally adjusted basis, the Labor Department reported on
Friday, and the unemployment rate remained at 3.7 percent.

The report also put an even shinier gloss on job growth for 2023, including revisions that added more than
100,000 to the figure previously tallied for December. All told, employers added 3.1 million jobs last year,
more than the 2.7 million initially reported.

After the loss of 14 percent of the nation’s jobs early in the Covid-19 pandemic, the labor market’s endurance
despite aggressive interest rate increases has caught economists off guard.

“I think everyone is surprised at the strength,” said Sara Rutledge, an independent economics consultant.
“It’s almost like a ‘pinch me’ scenario.”

Ms. Rutledge helped tabulate the National Association for Business Economics’ latest member survey, which
found rising optimism that the country would avoid a recession — matching a turnaround in measures of
consumer sentiment as inflation has eased.

January’s crop of added jobs, nearly twice what forecasters had expected, mirrors the similarly surprising
strength in gross domestic product measurements for the fourth quarter of 2023. It is also likely to reinforce
the Federal Reserve’s patient approach on interest rates, given the risk that increased wages might push
prices up faster.

Jerome H. Powell, the Fed chair, signaled this week that rate cuts would not begin until at least May, citing a
desire to see more evidence that inflation is falling back to its target.
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Unemployment has been under 4 percent for 24 months

Unemployment rate
14%
12

10

2019 2020 2021 2029 [ 2003 2004

Note: Data is seasonally adjusted. « Source: Bureau of Labor Statistics « By Ella Koeze

The latest job data prompted a victory lap from Biden administration officials, who highlighted an
unemployment rate only a few ticks above a 70-year low.

“The fact that that’s been below 4 percent for two years running now is just a very clear and reliable signal
that this is not just a tight labor market, but a reliably and persistently tight labor market,” said Jared
Bernstein, chair of the White House Council of Economic Advisers.
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January's gains were also broader than has been the case in other recent reports: Professional and business
services accelerated to pile on 74,000 jobs, while health care added 70,000. The only major sector to cut
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workers was mining and logging.
Average hourly earnings also grew swiftly, at 0.6 percent from December.

Still, analysts cautioned against reading too much into the month’s overall gain, given recent volatility in
initial survey estimates. Last January, for example, was much stronger than the full-year average. And the
latest report contains a few oddities, as well.

The survey window was interrupted by bone-chilling cold and snowstorms, possibly shortening the
workweek and raising hourly wages. Also, the addition of so many relatively well-paid white-collar workers
may have pulled up the average. Hotels and restaurants, where pay is lower, shed a few thousand jobs.

Agron Nicaj, a U.S. economist at the banking and financial services firm MUFG, noted that job postings had
been elevated in professional and business services for the past few months. That may mean January’s
surge will be short-lived, especially given the latest report from outplacement firm Challenger, Gray &
Christmas that found layoff announcements surged last month after a quiet quarter.

“I wouldn’t expect a reacceleration because of the relationship with the industries that grew this month and
the openings,” Mr. Nicaj said. “I think this month reflects a refilling of jobs that they couldn’t fill.”

Wage growth sped up in January

Year-gver-year percentage change in earnings vs, inflation

+8%
AVG. HOURLY

+6 EARNINGS

" CONBIBAR
PRICEINDEX

+2 + e
in Dec.

2014 20720 20721 20777 20773 2N74
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Note: Earnings data is seasonally adjusted. « Source: Bureau of Labor Statistics « By Ella Koeze

And yet it’s clear that the new year dawned on what has been an exceptionally good economy for many
workers. Wages have been growing faster than their historical rates, and a strong increase in productivity
over the last three quarters has helped keep those fatter paychecks from fueling higher prices. The number
of open jobs still exceeds the stock of people looking for positions, even as new immigrants and women have
joined or rejoined the work force in unexpected numbers.

That trend may continue if higher wages keep bringing people off the sidelines. The number of people not in
the labor force who want a job has surged in recent months, to 5.8 million, suggesting that they could jump
back in if pay outweighed the cost of child care or a long commute.

Over the past year, most gains have been powered by sectors that either took longer to recover from the
pandemic — including hospitality and local governments — or have outsize momentum because of
structural factors, such as aging demographics and pent-up demand for housing. Construction firms have
kept hiring even in the face of high interest rates, because homeowners with low-rate mortgages are
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generally staying put, leaving new homes as the only option for would-be buyers.

The education and health sector leads in job gains
Change in jobs in January 2024, by sector

Education and health +112,000 jobs
Business services +74,000

Retail +45,200

Government +36,000

Manufacturing +23,000

Leisure and hospitality +11,000

Construction +11,000

Note: Data is seasonally adjusted. « Source: Burean of Labor Statistics « By Ella Koeze

Other categories that experienced supersize growth during 2021 and 2022, including transportation,
warehousing and information technology, have been falling back to their prepandemic trends. Another
handful of sectors, such as retail, have been largely flat.

One of those who jumped from a shrinking sector into a more stable one is Galvin Moore, 33, who worked in
information technology for a freight broker until last fall, when he noticed the trucking sector contracting

glog abegq
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around him.

“It’s not just job security — it’s also the fear that you own career growth becomes limited by the industry,”
said Mr. Moore, who is married with three children in a Houston suburb. He left for a position at an oil and
gas services firm that is moving into technologies like geothermal energy and carbon capture. “They’re in
growth mode, too,” Mr. Moore added, “It’s just a different phase of the cycle.”

The new gig also came with a 40 percent pay increase, which has allowed him to start paying down debt and
think about buying a new house. “It’s like night and day,” Mr. Moore said.

Despite the prominent announcements of layoffs at companies like UPS, Google and Microsoft, most
employers have been loath to part with workers, worried about being short-staffed if business picks up
again. Although the share of workers quitting their jobs has fallen back to normal levels after a surge in
2022, Americans seem comfortable enough with their financial futures to keep spending money.

That has led to splurges on services like travel agencies, which saw their revenues sink almost to zero
during the worst of the pandemic. While still a few thousand employees shy of 2019 levels, the American
Society of Travel Advisors says the Bureau of Labor Statistics data does not reflect a surge of workers who
have joined the industry as independent contractors, often working part time to supplement other jobs.

Kareem George, who runs a 10-person agency near Detroit that designs custom vacations, said his bookings
were 20 percent above 2019 levels, with clients increasingly asking for luxury experiences like high-end
dinners and private tours.
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“I think there’s more confidence that they can plan longer term,” said Mr. George, who expects to hire two
more people in the year ahead. “So they’re not thinking so much of, ‘I deserve it, I need to do it now, but also
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‘I can also think about next year and the year after.

In the coming months, economists had expected the labor market to become more like its prepandemic self,

without the giant job growth that followed the pandemic lockdowns. The latest numbers may call that
assessment into question.

Even manufacturing, which has been in a mild recession for about a year, added 23,000 positions. That
reflects optimism in the latest purchasing managers index for manufacturing, which jumped unexpectedly
last month. Timothy Fiore, the chair of the Institute for Supply Management committee that oversees the
survey, said it seemed like the beginning of a turnaround, even if a slow one.

“Now we’re starting to gain altitude,” Mr. Fiore said. “It’s not a fighter pilot gain; it’s a cargo plane gain.”

Jim Tankersley contributed reporting.

Lydia DePillis reports on the American economy. She has been a journalist since 2009, and can be reached at lydia.depillis@nytimes.com.

More about Lydia DePillis

A version of this article appears in print on , Section A, Page 1 of the New York edition with the headline: Labor Market Starts the Year With Big Gains
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Policy Tools

Open Market Operations

Open market operations {OMOs)--the purchase and sale of securities in the open market by a
central bank--are a key tool used by the Federal Reserve in the implementation of monetary
policy. The short-term objective for open market operations is specified by the Federal Open
Market Committee (FOMC). Before the global financial crisis, the Federal Reserve used OMOQOs
to adjust the supply of reserve balances so as to keep the federal funds rate--the interest rate at
which depository institutions lend reserve balances to other depository institutions overnight--
around the target established by the FOMC.

The Federal Reserve's approach to the implementation of monetary policy has evolved
considerably since the financial crisis, and particularly so since late 2008 when the FOMC
established a near-zero target range for the federal funds rate. From the end of 2008 through
October 2014, the Federal Reserve greatly expanded its holding of longer-term securities
through open market purchases with the goal of putting downward pressure on longer-term
interest rates and thus supporting economic activity and job creation by making financial
conditions more accommodative.

During the policy normalization process that commenced in December 2015, the Federal
Reserve first used overnight reverse repurchase agreements (ON RRPs)--a type of OMO--as a
supplementary policy tool, as necessary, to help control the federal funds rate and keep it in the
target range set by the FOMC.

In September 2019, the Federal Reserve used term and overnight repurchase agreements
(repo) to ensure that the supply of reserves remain ample even during periods of sharp
increases in non-reserve liabilities, and to mitigate the risk of money market pressures that
could adversely affect policy implementation. The Federal Reserve continued to offer overnight
repos and, amid the COVID-related stress around March 2020, term and overnight repos played
an important role in ensuring that the supply of reserves remained ample and supporting the
smooth functioning of short-term U.S. dollar funding markets.

In the Statement Regarding Repurchase Agreement Arrangements released on July 28, 2021,
the Federal Reserve announced the establishment of a domestic standing repo facility (SRF).
Under the SRF, the Federal Reserve conducts daily overnight repo operations against eligible
securities. The SRF serves as a backstop in money markets to support the effective
implementation of monetary policy and smooth market functioning.

For additional information, see:
http://www federalreserve.gov/monetarypolicy/bst_openmarketops.htm

The Federal Reserve Bank of New York publishes a detailed explanation of OMOs each year in
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its Annual Report [§ . For a description of open market operations during the 1990s, see the
article in the Federal Reserve Bulletin (102 KB PDF).

For additional information on how the Federal Reserve will use ON RRPs during the policy

normalization process, see: hitp://www.federalreserve.gov/monetarypolicy/overnight-reverse-
repurchase-agreements.htm

FOMC's target federal funds rate or range, change (basis points) and level

2023|2022 ]2020 | 2019|2018 | 2017 | 2016 | 2015 | 2008 | 2007 | 2006 | 2005 | 2004 | 2003 |
Historical Archive

2023
Date : Increase ) Decrease Level (%}
July 27 25 0 5.25-5.50
May 4 25 0 5.00-5.25
March 23 25 0 4.75-5.00
February 2 _'25 Q0 4.50-4.75

Back to year navigation

2022
Date Increase Decrease Level (%)

December 15 50 0 4.25-4.50
November 3 75 0 3.75-4.00
September 22 75 0 3.00-3.25
July 28 75 0 2.25:2.50
June 16 75 0 1.50-1.75
May 5 50 0 0.75-1.00
March 17 25 0 0.25-0.50

Back to year navigation

2020

Date Increase _ Decrease _ Level (%}
March 16 0 100 0-0.25
‘March 3 0 50 1.00-1.25

Back to year navigation
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2019

Date ) Increase Decrease _ Level (%)
October 31 0 25 1.50-1.75
September 19 0 25 1.75-2.00
August 1 0 25 2.00-2.25
Back to year navigation
2018

Date Increase _ Decrease Level (%)
December 20 25 0 ;2.25-2.50
September 27 25 0 2.00-2.25
June 14 25 0 1.75-2.00
March 22 25 0 1.50-1.76
Back to year navigation
2017

Date Increase _ Decrease Level {%)
December 14 25 0 1.25-1.50
June 15 25 0 1.00-1.25
March 16 25 0 0.75-1.00
Back to year navigation
2016

Date _ Increase Decrease _ Level {%)
December 15 25 (¢ 0.50-0.75
Back to year navigation
2015

Date _ Increase Decrease _ Level {%)
December 17 25 0 0.25-0.50

Back to year navigation

2008
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Date Increase Decrease Level {%)
December 16 75-100 0-0.25
October 29 50 1.00
October 8 50 1.50
April 30 25 2.00
March 18 75 2.25
January 30 80 '3.00
January 22 75 3.50
Back to year navigation
2007
_ Date Increase _ Decrease Level {%)
December 11 25 4,25
October 31 25 4.50
September 18 50 4.75
Back to year navigation
2006

Date Increase Decrease _ Level {%}

June 29 25 5.25
May 10 25 5.00
March 28 25 475
January 31 25 4.50
Back to year navigation
2005

Date Increase Decrease Level {%)
December 13 25 4.25
November 1 25 4.00
September 20 25 3.75
August 9 25 3.50
June 30 25 3.25
May 3 25 3.00
March 22 25 2.75
February 2 25 2.50

Back to year navigation

2004
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Date Increase _ Decrease _ Level (%)
December 14 25 225
November 10 25 2.00
September 21 25 1.75
August 10 25 150
June 30 25 1.25
Back to year navigation
2003
' Date Increase ) Decrease ) Level (%)
June 25 25 1.00

Back to year navigation

Basis points: 1/100 percentage point Return to Text

Last Update: July 26, 2023
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Big Money Pros Are Split on the
Outlook for Stocks. But They Are
Fans of Bonds.

Nearly half of poll respondents consider the U.S. stock market
overvalued at current levels.

By Nicholas Jasinski

Updated October 27, 2023/ Original October 27, 2023

his year has posed an unusual array of challenges for
T investors, and more could be in store. The major stock market
indexes are still up in 2023, powered by a narrow slice of
technology stocks, but have been losing ground rapidly. Bond yields
have risen sharply, topping 5% on some government debt. The
economic outlook is uncertain, the U.S. government has been in
turmoil, and wars and conflict are spreading across the globe.

“Rarely have I seen such disarray in the world, with financial markets,
politically, and otherwise,” says William Priest, executive chairman
and co-chief investment officer at Epoch Investment Partners in New
York, and a respondent to our fall 2023 Big Money poll.
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This fall, there is no predominant mood among the professional
money managers surveyed by Barron’s. Some 38% of Big Money
respondents say they are bullish about the prospects for equities in
the next 12 months. That compares with 38% in the neutral camp, and
24% who call themselves bears.

The bulls see a 14% rise for the S&P 500 index by the end of 2024,
and a 12% gain by the Dow Jones Industrial Average. The bears
forecast losses of 3% for the S&P 500 and 2% for the Dow.

Based on their mean forecasts, the bulls project a 15% gain by the end
of 2024 for the Nasdaq Composite, while the bears expect the tech-
heavy Nasdaq to decline 4%.

The latest Big Money Poll closed on Oct. 13 and elicited responses
from more than 100 professional investors from across the country.
Barron’s conducted the poll with the help of Erdos Media Research in
Ramsey, N.J. (Complete results are at the bottom of this article.)

High-quality bonds and value stocks have the most fans in our survey.
Investors expect a tough year ahead for the more growth-oriented
areas of the stock market. Nearly half of poll respondents consider the
U.S. stock market overvalued at current levels.

One reason is the recent ramp-up in bond yields, which raises the
competition for equities. The Federal Reserve’s policy committee has
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increased its interest-rate target by more than five percentage points
in the past 19 months to cool the economy and bring down inflation,
while market forces have pushed up yields on long-term bonds. The
yield on the benchmark 10-year U.S. Treasury note approached 5%
this month, up from a paltry 0.5% at its pandemic-era low.

Yields along the Treasury curve are at their highest levels since before
the global financial crisis of 2008-09. It’s a return to the pre-2008
world as far as investors are concerned—not the low-growth, low-
interest-rate, low-inflation, growth-stock-dominated decade that
ended in 2022, two years after the start of the Covid-19 pandemic.

“The single most important variable in investing is interest rates,”
says Priest, a member of the Barron’s Roundtable, whose firm
manages about $28 billion. “Earnings may be fine next year and
beyond, but it’s the present value of those numbers that’s going to be
the problem.”

Two-thirds of Big Money respondents say value investing will
outperform growth-stock investing in the next 12 months.

And a majority of Big Money investors predict bonds will provide a
higher return than stocks in the coming 12 months. While bonds have
become cheaper this year (prices move inversely to yields), stocks
remain relatively expensive: The S&P 500 trades for 17 times analysts’
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2024 consensus earnings estimate.

On average, Big Money respondents have allocated about 20% of their
portfolios to fixed income today. “We like bonds, especially when
looking at equities that are trading at above-average [valuation]
multiples,” says Matt Dmytryszyn, chief investment officer at Telemus
Capital, with $3.5 billion in assets under management. “It has been a
while since we've been able to get this excited about bonds.”

Fixed income might be in greater favor now, but few money managers
expect a lost half-decade for U.S. stocks. Indeed, 95% expect to reap a
higher return from stocks than bonds in the next five years.

Among fixed-income categories, 40% of managers prefer U.S.
Treasuries. They have little credit risk, and yields are at 16-year highs.
Another 24% like U.S. investment-grade corporate bonds. Spreads—
or the premium yield on riskier bonds over Treasuries or another
benchmark—are narrow, given the potential for a recession in 2024,
which argues for favoring higher credit quality.

Big Money managers don’t have much duration risk in their
portfolios, or sensitivity to changing interest rates. An average of 61%
of their fixed-income exposure is in short-term securities maturing in
less than three years, and just 8% is in bonds maturing in more than
10 years.
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“We're not sticking our neck out too much on a duration basis,” says

Zach Jonson, CIO at Stack Financial Management in Whitefish, Mont.

“An inflation spike or some kind of stagflation can happen, and you
just have to be more careful than you normally would with duration.”

It's hard to argue with yields pushing 5.6% on T-bills or 5.1% on the
two-year U.S. Treasury note. As for where to park cash, short-term
U.S. government bonds and money-market funds are best, according
to the survey results.

Nearly two-thirds of Big Money respondents expect the 10-year
Treasury note to yield at least 4.5% a year from now, versus a recent
4.8%. The yield still might rise a bit more before trending lower, some
respondents say, while noting that it is at, or close to, levels at which
locking in yields for the longer term makes sense.

“If we can get a Treasury yielding 5% or above for a decade, that’s
pretty darn attractive,” says Jack DeGan, CIO at Harbor Advisory in
Portsmouth, N.H. “We haven’t seen that opportunity in portfolios for
a long time.”

There is also value in longer-term bonds as a hedge against broader
market declines. A broad flight to safety among investors would push
bond prices up and yields down.

Investors are split on the odds of a recession in 2024. Some give the
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Federal Reserve ample credit for managing inflation down without
sacrificing the economy, and see a so-called soft landing next year.
Others are less sanguine, however, arguing that the impact of higher
interest rates has yet to fully hit the real economy and that a recession
is a question of when, not if.

Forty-six percent of respondents expect the economy to enter a
recession in the next 12 months. But it needn’t be a crisis-level
downturn: Just 6% of investors expect U.S. real gross domestic
product to contract by 2% or more next year.

“It’s really hard to generate a big recession when there’s that much
money flowing into the economy,” says Harbor’s DeGan, pointing to
pandemic-era stimulus spending and newer government programs
such as the Infrastructure Investment and Jobs Act. “The Fed has
raised interest rates dramatically, but our economy is less interest-
rate sensitive than it has been in my 40 years in business.”

Both consumers’ and businesses’ balance sheets are in good shape, he
says, supporting spending but adding to the upward pressure on
inflation. Only 15% of Big Money respondents expect inflation, as
measured by the consumer price index, to come in at or below the
Fed’s 2% target in 2024. Most see the CPI hanging around 4% this
year and slipping to 3% in 2024.
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David Poarch, of Native American Fund Advisors in Tulsa, Okla., is
concerned about sticky or potentially reaccelerating inflation, noting
the trillions of dollars of monetary and fiscal stimulus pumped into
the economy during and since the Covid pandemic. That flood of
money is still working its way through the real economy, he says,
despite the Fed’s rate hikes over the past year and a half. “It’s like the
python that ate the pig—the economy needs some time to digest it,”
Poarch says.

Stack Financial’s Jonson points to several long-term trends that are
inherently inflationary, including the so-called reshoring of supply
chains, the costly transition to renewable energy, and aging
demographics that are leading to a shortage of labor in many
developed markets.

What is the biggest risk facing the stock market? Twenty-eight percent
of managers worry most about a potential recession, 26% point to the
possibility of higher interest rates, and 16% cite resurgent inflation.
This highlights the delicacy of the Federal Reserve’s balancing act.
The central bank must tap the brakes on the economy enough to ease
the upward pressure on inflation, but not so much as to break things
and cause a significant recession.

“The Fed is right to be proactive and [keep rates] higher for longer, so
that inflation doesn’t come back,” says Dmytryszyn of Telemus
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Capital, headquartered in Southfield, Mich.

Most Big Money managers approve of the Fed’s moves to date, with
62% saying its current policy stance is just right. But half that
percentage thinks the Fed has tightened too much and risks pushing
the economy into a recession.

Nearly all survey respondents think the Fed is just about done raising
interest rates, and that rate cuts could be coming next year. More than
80% predict that Fed officials will lower the current federal-funds
target range of 5.25% to 5.50% next year by at least a quarter of a
percentage point, while 35% expect rate cuts of more than half a
point.

Joe Frohna, founding principal and portfolio manager at 1492 Capital
Management, based in Milwaukee, notes that the Fed’s first rate
decrease of a cycle historically has followed the central bank’s last
hike by an average of 7.5 months. That pattern implies a rate cut
sometime around the middle of next year.

“For the stock and bond markets to work in 2024, you're going to need
the Fed to step out of the way,” says Frohna. “At a minimum, that
means they say they’re pausing, if not [cutting] outright.”

Broader participation in the market beyond the largest stocks would
help to extend any rally. The S&P 500’s 9% gain year to date is almost
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entirely due to advances in a handful of megacap tech stocks

...................................

and Alphabet (GOOGL).

“It’s hard to get excited about a rally when it’s being led by such a
narrow group,” says Todd Jones, CIO of Gratus Capital in Atlanta,
with about $3 billion in assets. “The valuations of the top 10
companies in the S&P 500 are super-elevated versus bottom 490.”

About 60% of Big Money respondents expect small- or mid-cap stocks
to outperform large-caps over the next 12 months. The iShares Core
S&P Small-Cap exchange-traded fund (IJR) and the SPDR S&P

..........................

Weatherly Asset Management’s Carolyn Taylor is sticking with Big
Tech stocks for now, and waiting for better opportunities to present
themselves. These companies have pristine balance sheets and wide
competitive moats, and generate a ton of free cash flow, she notes.
Should rates fall, however, more-speculative areas in the technology
sector could become more attractive, namely shares of the fast-
growing but richly valued companies expected to generate the bulk of
their profits far in the future.

“We have dry powder in the form of cash and short-term fixed income
and are a bit lighter than usual on equities,” says Taylor, whose Del
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Mar, Calif.—based firm manages about $1.2 billion. “So, if we do have

a recession and the Fed starts to cut interest rates, we have the ability
to shift.”

Epoch’s Priest is also bullish on Microsoft and Alphabet, both plays
on 2023’s hottest investing theme: artificial intelligence. “They’re
going to win with Al,” he says. “From a long-term investment
perspective, you want to be exposed to those.”

Nvidia stock has rallied more than 175% this year, also fueled by
enthusiasm for Al. But the stock isn’t so popular with the Big Money
crowd: 29% of managers call it the market’s most overvalued stock.
Nvidia sports a price/earnings ratio of 27 times the next year’s
estimated earnings.

Energy stocks are Big Money investors’ favorite sector for the year
ahead, designated as such by 33% of respondents. They like the sector
for its relatively discounted valuation, high cash-flow yields, and
generous dividend and share-buyback policies. Exposure to a
potential spike in oil and gas prices also makes energy a defensive

play.

Poll respondents see West Texas Intermediate, the U.S. benchmark
oil price, rising to $91 a barrel in a year from the mid-$8o0s today.
“Energy is both cheap and attractive as a hedge,” says Jonson, whose
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firm has about $1.8 billion in assets under management.

Gratus’ Jones also likes midstream energy companies for their
dividends and contractual cash flows tied to the volume of oil and
natural gas that flows through their pipelines. Midstream companies

............................................

yielding 5.7%; and Kinder Morgan (KMI), yielding 6.7%.

Higher interest rates and bond yields have weighed on other income-
generating assets, including dividend stocks. DeGan sees
opportunities in the shares of quality companies with durable
businesses that have seen their valuations fall and dividend yields rise
this year. He points to Brookfield Infrastructure Partners (BIP), with a

oooooooooooooooooooooooooooooooo

yielding 3.4%.

Plenty could go wrong for the markets and world in the next year. For
investors in stocks and bonds, a focus on attractive yields and
undervalued assets seems like a sensible game plan.

The Markets
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Describe your investment outlook for U.S. equities in the

next 12 months.
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Where do you expect the following market measures to
trade as of June 30, 2024, and Dec. 31, 2024?

BULLISH 6/30/2024 12/31/2024
DJIA 35,563 36,923

S&P 500 4583 4760
Nasdaq 13,844 14,521
BEARISH 6/30/24 12/31/24
DJIA 31,300 32,179
S&P 500 3949 4037
Nasdaq 11,741 12,123
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Is the U.S. stock market overvalued, undervalued, or fairly

valued at current levels?
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Are your clients bullish, bearish, or neutral about U.S.

stocks?
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What is the biggest risk the stock market will face in the next

six months?
Economic slowdown / recession 28%
Higher interest rates 26%
Resurgent inflation 16%
Systemic financial problems 7%
Geopolitical turmoil 6%
Other 17%

Which asset class will provide a higher returnin the next 12
months? The next five years?

Bonds
Stocks

12 Months Five Years

Investing
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Describe your current asset allocation.

Other

Cash

Fixed Income

Equities
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