Congress of the United States

Washington, DL 20515

October 31, 2022

The Honorable Jerome Powell

Chair

Board of Governors of the Federal Reserve System
20™ Street and Constitution Avenue NW
Washington, DC 20551

Dear Chair Powell:

We are writing to express concern and request additional information about the implications of
the Federal Reserve’s (Fed’s) most recent economic projections, its intention to continue raising
interest rates at an alarming pace, and your disturbing warning to American families that they
should expect “pain” over the coming months as the Fed takes “forceful and rapid steps™ to “get
supply and demand back into alignment...by slowing the economy.”"

On September 21, 2022, the Fed’s Federal Open Market Committee (FOMC) announced it
would raise its target range for the federal funds rate by 75 basis points for the third consecutive
time this year and that it anticipated that “ongoing increases in the target range will be
appropriate” as “supply and demand imbalances related to the pandemic, higher food and energy
prices, and broader price pressures” continue to stoke inflation.” The Fed has raised interest rates
by 3 percentage points since March, “the fastest increase of that size since 1982, which is
already estimated to “have put about 800,000 job losses in the pipeline.”* The FOMC’s
Summary of Economic Projections indicated that the federal funds rate will rise by another 1.25
percentage points before the end of the year, and by another 25 basis points in 2023.°

Consistent with its plan to raise interest rates into next year and weaken economic growth, the
Fed projects that unemployment will rise sharply from 3.7% today to 4.4% in 2023 and 2024,
implying “an additional 1.2 million people losing their jobs.”® In your September 21 press
conference, you noted that “we need to have softer labor market conditions” and that families
should expect “pain” in the form of “[h]igher interest rates, slower growth, and a softening labor
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market” as the Fed takes “forceful and rapid steps to moderate demand so that it comes into
better alignment with supply.”” You also reiterated your desire to “get supply and demand back
into alignment...by slowing the economy” and promised to “keep at it until we are confident the
job is done.”® You continued: “I wish there were a painless way to do that,” but “there isn’t.””

These comments and policy actions come amid concerns raised by “a growing group of
economists from the left and the right arguing that the Fed is braking the economy too hard.”"’ In
contrast to your belief that slower economic growth and higher unemployment are “something
that we think we need to have,”"' “[s]Jome economists question whether crushing the job market
is necessary to bring inflation to heel,”'* with one market economist noting, “The Fed clearly
wants the labor market to weaken quite sharply. What’s not clear to us is why.”"

Others “think the central bank should pause to evaluate the impact of its earlier efforts to slow
the economy before implementing further increases™'* amid fears that the Fed “risks tipping the
United States into a recession and causing widespread joblessness.”'> Moreover, as central banks
around the world simultaneously pursue aggressive interest rate hikes “in a precarious economic
experiment that has never been tried before,”'® “[sJome economists fear they may go too far if
they don’t take into account their collective impact on global demand.”'” Echoing the concerns of
other international economic bodies,'™ a United Nations agency recently warned that the “world
is headed towards a global recession and prolonged stagnation unless we quickly change the
current policy course,” describing the potential for global recession as a “matter of policy

choices and political will.”"

Several of your colleagues on the FOMC have also begun to raise concerns about the costs of
overshooting and, amid ““great uncertainty about how restrictive [monetary] policy must actually
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become,”® the importance of pausing to “learn how economic activity, employment, and
inflation are adjusting” to the Fed’s interest rate hikes.”'

Indeed, private forecasters project that your monetary policy path will push the unemployment
rate even higher than the Fed’s 4.4% forecast for 2023. Bank of America expects that
unemployment will peak at 5.6%, implying a nearly 2 percentage-point jump in the
unemployment rate over the next year and the loss of more than 3 million jobs.” A recent survey
of economists forecasts a 63% probability that the U.S. will enter into a recession in the coming
12 months, with 60% of the forecasters surveyed agreeing that “the Fed will raise interest rates
too much and cause unnecessary economic weakness,” up from 46% in July.” Bloomberg
Economics’ forecast projects that the probability of recession in the next 12 months has grown to
100%.** According to a Bank of America analyst, “[t]he market thinks the Fed’s economic
forecasts are an unrealistic fantasy.””

Your “overarching focus” on “using [the Fed’s] tools to bring inflation back down to our 2
percent goal” no matter the cost is particularly troubling given the limits of interest rate hikes in
addressing key drivers of today’s inflation, including lingering supply chain snarls, corporate
price gouging, and the war in Ukraine.”® As you have previously stated, the Fed’s tools are
limited in slowing these and other dynamics:

¢ In your May 4, 2022 press conference, you said, “So our tools don't really work on
supply shocks. Our tools work on demand... [W]e can’t affect, really, oil prices or other
commodity prices or food prices.””

¢ Inyour June 15, 2022 press conference, you said: “I think that what's becoming more
clear is that many factors that we don’t control are going to play a very significant role in
deciding whether [we can maintain a strong labor market while bringing inflation down
to 2%]. And there I’'m thinking, of course, of commodity prices, the war in Ukraine,
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supply chain [developments], things like that, where...the monetary policy stance doesn’t
affect those things.”*®

* You also noted in your June 15, 2022 press conference that, “There are many things we
can’t affect, and those would be, you know...the commodity price issues that we’re
having around the world due to the war in Ukraine and the fallout from that, and also just
all of the supply-side things that are still pushing upward on inflation.”*

* You also noted in your June 15, 2022 press conference that the Fed “can’t affect, really—
I mean, the energy prices are set by global commodity prices. And most of food—not all
of it, but most food prices are pretty heavily influenced by global commodity prices,
t0o...So we can’t really have much of an effect.”*’

¢ Inresponse to Senator Warren’s questions at a June 22, 2022 hearing of the Senate
Banking, Housing, and Urban Affairs Committee about whether the Fed’s interest rate
increases would bring down gas or food prices, you said, “I wouldn’t say so, no.”!

As one economist noted, the Fed can’t “click its heels three times, raise rates and have inflation
drop. There’s a myriad of factors going on now, and it’s a mistake to think the Fed controls any
more than a handful of those.”** Nevertheless, you continue to double down on your commitment
to “act aggressively” with interest rate hikes and “keep at it until it’s done,” even if “[n]o one
knows whether this process will lead to a recession or if so, how significant that recession would
be.”* These statements reflect an apparent disregard for the livelihoods of millions of working
Americans, and we are deeply concerned that your interest rate hikes risk slowing the economy
to a crawl while failing to slow rising prices that continue to harm families.

To obtain more information about the consequences of your policy decisions and the Fed’s latest
economic projections, we request that you respond to the following questions by November 14,
2022:
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1. The Fed’s September 2022 Summary of Economic Projections forecasts that
unemployment will rise to 4.4% in 2023, up from 3.7% in August 2022.** According to
the Fed’s estimates, how many job losses, in millions, would that forecast imply?

2. The Fed’s September 2022 Summary of Economic Projections suggests that at least one
member of the FOMC projects that unemployment will rise to 5.0% in 2023.% According
to the Fed’s estimates, how many job losses, in millions, would that forecast imply?

3. One private forecaster, Bank of America, projects that the unemployment rate will rise to
5.6% by the end of 2023.’° According to the Fed’s estimates, how many job losses, in
millions, would that forecast imply?

4. Under each unemployment forecast described above, please describe the expected
distributional impact of job losses by:
a. Wage quartile;

b. Race;

c. Sex;

d. Educational attainment; and
e. Sector.

5. Under each unemployment forecast described above, please describe the expected trends
in wage growth for production and nonsupervisory employees by:
a. Wage quartile;

b. Race;

c. Sex;

d. Educational attainment; and
e. Sector.

6. Former Fed Vice Chair Richard Clarida recently stated that “Until inflation comes down
a lot, the Fed’s really a single-mandate central bank.”*’ Do you agree with that
assessment?

7. Has the Fed seen evidence that its monetary policy actions have embedded expectations
of recession among market participants and consumers?

Thank you for your attention to this matter.
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