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Good afternoon. It’s a pleasure to be back here in Boise and to be on campus at Boise State.
So, thank you very much for the opportunity. | look forward to your questionsand to our
discussion.

I’d like to start by talking briefly about the Federal Reserve’s congressionally mandated goals,
which togetherform what is known as our dual mandate. One part of that mandate is full
employment. The otheris price stability.!

Now, these goals are often characterized as tradeoffs. More of one means less of the other.
But for most people, they are deeply intertwined.

| know this from my many years as a policymaker. But | also know it from experience.

| grew up in Ballwin, Missouri, during the Great Inflation of the 1970s. Rapidly rising prices
made it hard for working families like mine to afford the things we needed. Eventually, the
Federal Reserve raised interest rates and inflation came down. But the abruptness and
magnitude of the response caused two painful recessions. Unemploymentsoared. Jobs
became tough to find. And one impossible situation gave way to another.

| didn’t know it then, but this experience would teach me an enduring lesson, one that | would
carry with me over the course of my career as a policymaker. The lessonis that economic
security dependson both jobs and stable prices. Together, these two pillars form the
foundation for everythingelse.

lin August of 2020, the Federal Open Market Committee (FOMC) released a long-run statement that defined full employment
and price stability goals (see Board of Governors 2022a).



Seenin this light, the Federal Reserve actually has a singular purpose:to keep the economy on
a sustainable path by delivering low, stable prices and durable labor market strength.

Today, | am going to discuss this singular purpose and how price stability and full employment
work together to supportit. But before | continue, let me remind you that the views | will
expressare my own and do not necessarily reflect those of anyone else within the Federal
Reserve System.

Inextricably Linked

If you travel almost anywhere in the United States these days, you’ll hear two things about the
economy. The firstis that the labor market is strong. The second is that inflation is high.

Both of these things are true.

Virtually anyone who wants a job can find one.2 Unemploymentis extremely low and has been
so for some time. Job growth continues to run well above 300,000 per month, about 200,000
jobs more than we needto keep pace with new graduates and others entering the labor force.3
All of this adds up to about twice as many vacant positions nationwide as there are people
wanting to fill them. As any business owner will tell you, this puts considerable pressure on
wages and salaries.

Soit’s a great time to be a worker, right?

Well, not so much. Inflation is high, running well overthe Fed’s average 2 percent target for
well over a year now. This can be traced back to a number of factors, but it boils down to a
large and persistent imbalance between demandand supply. Demand has been supported by
pandemic-related monetary and fiscal relief, robust household savings and, over the past year,
a verystrong labor market. Atthe same time, domestic and global supply have been highly
constrained, hit by a series of negative shocks, including the pandemic, the war in Ukraine, and
severe labor shortages.

Persistent high inflation across a broad range of goods and services is eroding the purchasing
power of earnings, eventhose that are rising. This erosion is insidious—a gradual, but
persistent chipping away of living standards. The picture makesthis clear (see Figure 1). Price
inflation measured by the consumer price index, or CPI, has beenrising far fasterthan average

2 Asofluly 2022, there were 1.98 job openings per unemployed worker. And the economy has beenaddingabout
487,000jobs permonth on average overthe pastyear.

3 About 80,000 new jobs are needed to keep the unemployment rate at 3.7 percent overthe nextyear, according
to the Atlanta Fed Job Calculator (https://www.atlantafed.org/chcs/calculator).



hourly earnings. Indeed, average real wages, which take account of inflation, have declined by
9 percent overthe past two years. This meansthat the average worker in the U.S. economy has
lost rather than gained ground, all while the labor market remains historically strong.

Workers are falling behind
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The story is even starker when we look at prices for basic necessities like food and energy.
These prices have been climbing about twice as fast as overall inflation and around three times
as fast as average hourly earnings. The toll of this type of inflation falls on everyone, but it does
not fall uniformly.4 It lands hardest on those with low and moderate incomes, who spend a far
larger fraction of their monthly budget on basic needs.>

This corroding of real wages is more than just painful. It also undermines the basic American
promise, which says that if you work hard, you can get ahead. Inflation traps peoplein an

endless loop of running fast and falling behind, unrelated to effort or input.

Eventually, this sense of falling behind starts to affect decisionmaking.

4 Low-and moderate-income families spend, on average, about 75to 80 percent of their budgets on necessities,
compared to 65 percent for high-income families (see Council of Economic Advisors and Office of Management
and Budget2021).

> Inflation also erodes savings in fixed-income assets. This costis notsharedequally across the population since
portfolio compositions differ acrossgroups (see, for example, Diwan, Duzhak, and Mertens 2021). In particular,
older and less wealthycitizens tend to have a highershare of checkable deposits as a fraction of theirfinancial
assets (see Board of Governors 2022c).



Distortions and Decisions

As people struggle to keep up with rising prices, earning money becomes the central factor in
determining which jobs they choose.

Now, in some ways this seemsfine. We work so we can buy things—to support ourselves, take
care of our families, and give back to our communities. But whenwages dominate all other
considerations, like the type of job we do or the chance for future mobility, they become a
wedge —putting space between what people need today and what they want for their future.

Workers everywhere are facing these choices. |recently heard an example at a gathering of
local business leaders. One of them was from a large restaurant group with locations in
multiple cities. It offered competitive salaries, health benefits, and lots of opportunities for
professional growth. But longtime employees who had been advancing through the ranks and
building careers with the organization were suddenly leaving. When the owner asked them
why, he learned they were no longer able to afford rent near the city and had to move much
farther away. Then gas prices started to rise and commuting so far became unsustainable. So
many of them left to take lower-paying fast-food jobs nearerto where theylived. These jobs
had fewerbenefitsand little opportunity for upward mobility. But what choice did they have?
They had to manage their short-term budget pressures, even when it meant giving up jobs with
brighter long-term prospects.

The effect of these choices, multiplied across large numbers of workers, has an impact on firms.
Businesses are experiencing considerable churn in their employee base, often losing workers as
fast as they can train them.® Their response is predictable: raise wages as much as possible to
try and retain staff; divide jobs into simpler tasks that require less training; and accelerate the
search for ways to automate or outsource in order to reduce future worker demand. In the
meantime, produce less and expand more slowly.

Unfortunately, the distortions from high inflation don’tstop there. They also influence longer-
term decision making in a way that lingers well afterinflation has come down. One of the
clearest examples of this long-term impact can be seenin trendsin postsecondary schooling.
Enrollments in two and four-year colleges, certification programs, and technical training are all
falling.” This is happening for many reasons, but two key factors are affordability and
opportunity cost. Postsecondary education is already expensive. But it is even more costly
when people have to give up earnings and still pay more for gas, food, and rent. And when

6 Accordingto the BLS Job Openings and Labor Turnover Survey (JOLTS) report, more people have been quitting
their jobs over the pastyearthan in any yearsince the survey startedin December2000
(https://www.bls.gov/jlt/).

7 Enrollmentin postsecondary educationhas declined as of the spring of this year (see National Student
Clearinghouse Research Center 2022).
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firms are avidly bidding up wagesto compete for workers, the equation just doesn’tadd up.
And so young people are taking jobs and delaying or opting out of school.®

And here again, these individual choices bubble up to firms. Their strategic decisions about
where to locate, expand, and invest are shaped by the projected availability of workers,
especially skilled ones. As they plan for their future, declining school enrollments will factor
into all of these decisions.

In other words, persistently high inflation is painful and it's disruptive. It seepsinto everything,
including investment, production, and growth. Over time, it accumulates into a mountain of
misallocations and lost opportunities. And it adds up to a smaller economic pie for all.

And this is why price stability is so crucial. It allows householdsand businessesto make
decisions based on preferences, ideas, drive, and talent and lays the foundation for sustainable
growth and durable expansion now and in the future. Price stability is like an asset that pays
dividends year after year. And protecting it supports everyone.

Returning to Two Percent

But when you have been far away from something for a while, it can seem hard to find your
way back. And this is the concern that many have about inflation. People worry that
something has been lost, and the only way to regain it is to induce a painful recession like the
ones we saw in the 1980s.°

But the circumstances back then were different. Policymakers had two major problems. One
was that inflation was high and rising. Another was that inflation had been elevated for more
than a decade and had seepedinto the psychology of American consumers and businesses.
Everyone expected high inflation to continue. So as inflation wentup, longer-term inflation
expectations went up with it.19 The Fed had no choice but to “rip the Band-Aid” off and
dramatically slow the economy in order to reset inflation psychology.1!

8 A hot labor market can tiltincentivestowards short-run economic gains at the expense of longer-term
sustainable progress (Aaronson etal. 2019). Forexample, as shown by Blom, Cadena, and Keys (2021), business
cycle conditions affect college students’ choice of their major. And changes in labor markets and overall economic
activity affectenrollmentrates (see, for example, Dellas and Koubi 2003 and Dellas and Sakellaris 2003).

9 Goodfriend and King(2005) describe the recessionsin the early 1980sthat followedthe pursuitto lower therate
of inflation.

10 The co-movement betweeninflation expectations and inflation can be found in Daly (2022). Ercegand Levin
(2003) show thatlearning about persistent versus transitory shifts in the interest rate rule can account for this
effect.

11 For an account of the Volcker disinflation, see Silber (2012).



Today, we are in a better place. Of course, inflation has beentoo high for too long, coming in
above target for more than a year. But inflation expectations, especially at the longer end,
have remained stable and well anchored around the Fed’s 2-percent inflation goal. This means
that, so far, inflation psychology has not been lost and the public continues to believe the Fed
has the tools and the resolve to restore price stability.12

But we cannot take this for granted. The longer inflation remains high, the more likely it is to
change people’s expectations and undermine confidence.® 14 Andthat is a problem we must
avoid.

The question of course, is how?

Navigating the economy toward a more sustainable path necessitates higher interest rates and
a downshiftin the pace of economic activity and the labor market. But for now, inducing a
deeprecession does not seem warranted by conditions, nor is it necessary to achieve our
goals.

And this is crucial. Decades of research show the heavytoll that deep recessions take on
people and families.’> Whole generations of workers feel lasting effects. The impact is striking
(see Figure 2). People who enterthe labor market during a recession come in on lower rungs of
the career ladder and earn wages well below their peers who enter during expansions.16
Everyone is affected; college graduates, non-college graduates, all genders and races. But
those historically less advantaged, including those with less than a high school education and
people of color, are especially hard hit.17 And these effectsare not short-lived. They persist
throughout an individual’s career. The more severe the recession, the greater the potential
harm.

12 Empirical evidence points to anchoredlong-terminflation expectations(see, for example, Armantieretal.
2022).

13 people tendto forminflation expectations based on the inflation experience during their lifetime (see
Malmendierand Nagel 2016).

4 For example, Jorda etal. (2022) shows that wage inflation responds to inflation expectations. Lansing (2022)
points outthe risk thatinflation might become more persistent.

15 There isalongliterature on the cost of economicfluctuations (see, for example, Okun 1973, Lucas 1987, and
Hassan and Mertens 2017). The cost of recessions falls primarily on households at the lower end of the wealth
spectrum (see Krueger, Mitman, and Perri 2016).

16 Recessions have a particularlydetrimental and long-lasting effect on the career trajectoriesof young workers
(for example, vonWachter 2012, Altonji, Kahn, and Speer 2016, and Schwandtand von Wachter 2019). People
entering the labor market during a recessionearn persistently lower wages throughout their careerand enter into
lower-level occupations (see Kahn2010and Oreopoulos, von Wachter, and Heisz 2012).

7 For increases in unemployment rates across subgroups, see Duzhak (2021). Hoynes, Miller, and Schaller (2012)
study the Great Recessionin comparison to previous recessions.



Lasting penalty when graduating during a recession
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Source: Schwandt and von Wachter (2019) and FRESF staff calculations.

Avoiding this kind of harsh recession will not be easy, but we must try.

And we’ve done it before. The expansionthat started in the 1990s is a notable example.18
Afterthe Fed tightened policy to keep prices stable, growth slowed but no recession ensued.
And a decade of sustained growth followed.

No doubt, the job will be harder this time. We are facing a myriad of risks. Ongoing battles
with COVID globally, the war in Ukraine, and impending recession in Europe, all while central
banks across the globe are tightening monetary policy to combat high and rising prices.?® These
risks, combined with stubbornly persistent supply chain issues, ongoing strength in the labor
market, and robust consumer spending, narrow the path for a smooth landing. But they do not
close it.20

Resolute to our goals, the Fed has raised the benchmark interest rate rapidly this year, and
projects additional increases will be needed.?! These are necessary and appropriate
adjustments, taken to put the economy back on a solid footing.

18 For an account of the end of tightening cycles, see Blinder (2022).

19 Policy tightening by central banks around the world can lead to morerestrictive policy in the United States (see
Obstfeld 2022).

20 pastrecessions have been preceded by an inversion of the yield curve (see Bauerand Mertens 2018). The most
reliable measure currently does notindicate an inversion, suggesting that a relativelysoft landing is still possible
(see Bauer and Mertens 2022). Bok etal. (2022) discusses the possibility of a reduction in the number of
vacancies withouta pronounced increase in the number of unemployed workers.

21 See the latest Summary of Economic Projections (Board of Governors 2022b). The FOMC has raised the federal
fundsrate in 75 basis-point steps three times and, together with other rate hikes, by a total of 3 percentage points
this year.



We are already starting to see the effects—housing markets are cooling, the labor market is
easing, and projections of future growth are softening. Of course, the full impact of our policies
will unfold over time.22 So, we will need to remain attentive to the data, and recognize the
signs that enough has been done or more is needed. History tells us that the costs of errors are
high. Too little could allow inflation expectations to drift, requiring even more difficult policy
actions in the future. And too much could endin overtightening and an unnecessary and
painful downturn. Successful policy will require vigorous analysis, extreme data dependence,
and a resolute commitment to delivering on our mandate.

Two Mandates, One Goal

The enduring lesson of my childhood is that people need both jobs and stable prices. That is
why the dual mandate is not a choice between two desirable things. It is a balance meant to
deliver on a singular goal—a sustainable and expanding economy that works for everyone.

That is the foundation of economic security. And that is what the Federal Reserve is working to
achieve.

Thank you.

22 For adiscussion of the lagin monetarypolicy, see, for example, Greenspan (2004). Empirical estimates can be
foundin Barnichon and Matthes (2018).
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