Congress of the United States
Washington, BE 20515

May 1, 2023

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 write regarding our concern about the Federal Reserve’s (Fed’s) monetary policy strategy
and its potential to throw millions of Americans out of work. While the labor market has
remained resilient to the Fed’s aggressive interest rate hikes and inflation is down from its peak
last year,' recent turmoil in the banking system following the failures of Silicon Valley Bank and
Signature Bank? and the lagging impacts of the Fed’s earlier rate hikes® leave our economy even
more vulnerable to an overreaction by the Fed. In advance of the Federal Open Market
Committee’s (FOMC’s) May 2-3 meeting,* we strongly urge you to respect the Fed’s dual
mandate, pause your rate hikes, and avoid engineering a recession that destroys jobs and crushes
small businesses.

On March 22, 2023, the FOMC announced it would raise its target range for the federal funds
rate for the ninth-consecutive time in a year.> While the Fed has slowed the pace of its rate hikes
in recent meetings, the March move extended the most extreme rate-hiking cycle in 40 years and
pushed the Fed funds rate to a 15-year high.® The FOMC’s updated Summary of Economic
Projections indicated that the Fed is expecting to continue raising the funds rate this year up to
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5.1%’ — unchanged from the Fed’s December 2022 projection but higher than the September
2022 projection of 4.6%.%

The March interest rate hike came even as the turmoil in the banking system led Fed staff to
project a “mild recession starting later this year.” You acknowledged in your March 22, 2023
press conference that the fallout from the Silicon Valley Bank and Signature Bank failures is
“likely to result in some tightening credit conditions for households and businesses and thereby
weigh on demand, on the labor market, and on inflation. Such a tightening in financial conditions
would work in the same direction as rate tightening. In principle, as a matter of fact, you can
think of it as being the equivalent of a rate hike or perhaps more than that.”!® Indeed, there are
already “signs that small and midsize lenders have begun to tighten their credit standards in
response to the crisis, which, in turn, could push the businesses that are their clients to cut back
on hiring and investment.”!! State governors have noted that the Fed’s rate hikes “are already
proving to be a barrier as [states] look to invest in major infrastructure projects” and have been
“counterproductive” to ensuring families’ access to affordable housing.'?

Recent economic data also suggest that additional rate hikes are unnecessary. Since peaking in
June 2022, the headline year-over-year Consumer Price Index has fallen for nine consecutive
months to its lowest level in nearly two years.!? The Personal Consumption Expenditures price
index has similarly slowed from its peak level in early 2022.!1* While inflation “is showing signs
of dissipating,”!> the labor market has remained resilient, with the economy adding jobs at a
solid though slowing pace.!® The unemployment rate in March fell to 3.5%, with the
unemployment rate for Black Americans falling to its lowest level on record.!” Overall,
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compared to the labor market prior to the pandemic, “More people are working. They are paid
more. The gaps between them — by race, gender, education or income — are smaller.”!8

It is even more difficult to justify such aggressive rate hikes at the moment given that inflation
over the past six months has already declined significantly, averaging just 3.6 percent at an
annualized rate, compared to 6.4 percent for the previous six months.!” Wage growth has also
slowed to 3.2 percent over the last three months, which is widely recognized to be consistent
with the Fed’s 2-percent inflation target, as we witnessed pre-pandemic.?°

Continued interest rate hikes needlessly threatens this progress. As one report noted, the “gradual
rebound in the number of people working or looking for work — and the fact that pay gains have
been easing even as the jobless rate has plummeted — could make some Fed officials question
whether they need to slow down the job market as drastically as they had expected.”?! While the
Fed should remain flexible to incoming data as it assesses the economy’s progress toward
achieving lower inflation, the evidence to date suggests that progress can continue to be made
without slamming the brakes on the economy and costing millions of Americans their jobs.

Your recent comments, however, suggest that you remain committed to the idea that millions of
workers must lose their jobs in order to bring inflation to heel. In your view, the economy is “not
going to have a sustainable return to 2 percent inflation...without a better balance in the labor
market. And I don’t know what that will require in terms of increased unemployment” though
“most forecasters would say that unemployment will probably rise a bit from here.”??

History casts doubt on the Fed’s ability to engineer an unemployment rate that just “rise[s] a
bit.”?* The FOMC’s March forecast shows that the Fed seeks to drive the unemployment rate up
by a percentage point this year, from 3.5% in March?* to 4.5%.2° But analysts note that since
World War II, the unemployment rate has never increased by one percentage point within a year
outside of a recession: the unemployment rate has increased by one percentage point 12 times
since 1945, and in all 12 times that increase has been in the context of a recession.? And every
time the unemployment rate increased by a full percentage point, it continued to increase far
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beyond that level.?” The Fed’s projections that unemployment will essentially stay level in 2024
after pushing the economy into a recession in 2023, warns an economist concerned with
maintaining full employment, “amounts to a convenient delusion.”?®

The Fed’s focus on driving unemployment higher is particularly concerning given your
acknowledgement that inflation has been driven by factors other than labor market dynamics.
You have noted in recent speeches that “a big part of this inflation is actually related to the
pandemic itself, the shut down and then the reopening”?® and that “it is very difficult to forecast
inflation now” because “the situation is so different from the normal one. And...a lot of it is just
that the difficulty is just the supply side constraints that we’ve had.”°

This echoes previous comments you have made in which you recognized that the Fed’s tools
“don’t really work on supply shocks” 3! and that “many factors that we don’t control are going to
play a very significant role in deciding whether” the economy can maintain a strong labor market
while bringing inflation down to the Fed’s target rate.*? Indeed, recent Fed research affirms that
pandemic-induced reallocation shocks®? and corporate price markups** have overwhelmingly
driven the rise in inflation over the last year. European central bankers have warned of the “risks
of a so-called profit-price spiral” in which large corporations “that push up their prices above and
beyond what is necessary to absorb higher costs could be fueling inflation.”> Nevertheless, you
have maintained that the “great labor market” is “too great in a way, because it’s going to be
adding to inflation.”*¢

We strongly agree with FOMC participants who emphasized in your March meeting “the need to
retain flexibility and optionality in determining the appropriate stance of monetary policy given
the highly uncertain economic outlook.”*” But we remain deeply concerned that the Fed risks
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throwing millions of Americans out of work in its drive to raise interest rates even higher — even
as Fed staff have already projected a recession this year amid financial market headwinds and
even as you have acknowledged that inflation can slow without destroying the labor market, that
the most significant drivers of inflation are not demand-based, and that the economy has not yet
experienced the full impact of its earlier rate increases.

While we do not question the Fed’s policy independence, we believe that continuing to raise
interest rates would be an abandonment of the Fed’s dual mandate to achieve both maximum
employment and price stability*® and show little regard for the small businesses and working
families that will get caught in the wreckage. Small businesses “have historically been the first
hit during economic downturns and generally suffer more-significant losses. Data show the hits
have already started.”*® Moreover, “If there is a recession, the pain will probably be felt most
acutely by those on the margins.”*° As economist William Spriggs notes, “There is no period in
which the Fed pursued a deflationary policy in which low-income people won. The median
income of Black families falls, and it takes years to come back. Child poverty spikes.”*!

We urge you to carefully consider these consequences and ensure that the Fed does not lose sight
of its mandate to achieve maximum employment. The Fed should pause its rate hikes at the
upcoming FOMC’s policy meeting.

Additionally, to obtain more information about the implications of the Fed’s latest economic
projections, we request that you respond to the following by May 15, 2023:

1. The Fed’s March 2023 Summary of Economic Projections forecasts that the
unemployment rate will rise to 4.5% by the end of 20232, up from 3.5% in March
2023.% According to the Fed’s estimates, how many lost jobs does that forecast imply?

2. The Fed’s March 2023 Summary of Economic Projections forecasts that unemployment
will rise to 4.6% by the end of 2024.** According to the Fed’s estimates, how many lost
jobs does that forecast imply?
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3. The Fed’s March 2023 Summary of Economic Projections suggests that at least one
member of the FOMC projects that unemployment will rise to 5.2% by the end of 2024.%°
According to the Fed’s estimates, how many lost jobs in millions, would that forecast
imply?

4. Under each unemployment forecast described above, please describe the expected
distributional impact of lost jobs 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. The past three months for which we have data demonstrate a slowing of wage growth,
now measured at an annualized 3.2% rate. Does the Fed believe this wage growth is
consistent with accelerating inflation?

Thank you for your attention to this matter.

Sincerely,
ﬂ«W Lol 7 &/A /WW
Elizabeth Warren Brendan F. Boyle Pramila Jayapal
United States Senator Member of Congress Member of Congress
Sheldon Whitehouse Bernie Sanders Jerrold Nadler
United States Senator United States Senator Member of Congress
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