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Thank you to the Economic Club of Minnesota for the opportunity to speak to you 

today.1  I’m happy to be here for several reasons, one of which is that I have roots in 

Minnesota.  My grandmother was born and raised in Eveleth, where her parents ran a 

small clothing store they opened in 1906 to serve the growing population that came here 

in the iron ore mining boom of that era.  That generation’s hard work and dreams of a 

better future helped build this great state as well as the prosperous economy that this club 

and the Federal Reserve are both dedicated to fostering. 

We are midway between the last meeting of the Federal Open Market Committee 

(FOMC) and our next meeting at the end of this month.  At our last meeting in 

September, we decided to reduce the policy rate by 25 basis points, a decision I 

supported.  My FOMC colleagues and I also updated our projections for the economic 

outlook for the next couple of years and gave our assessments of the likely appropriate 

policy rate path as economic conditions evolve.  In my remarks today, I will share my 

own thinking related to those decisions last month, and how incoming data and other 

developments have subsequently shaped my views as we head into the FOMC’s next 

meeting in three weeks.  That includes the economic implications of various 

developments in Washington including the federal government shutdown, which I 

imagine is on the minds of many of you today. 

We are currently in a challenging position, because the risks to both sides of the 

FOMC’s mandate—employment and inflation—are elevated.  I agree with Chair 

Powell’s succinct view that there is no risk-free path forward for monetary policy.  While 

inflation has come down a great deal since 2021, it is still above our 2 percent target and 

 
1 The views expressed here are my own and are not necessarily those of my colleagues on the Federal 
Reserve Board or the Federal Open Market Committee.  
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is now rising.  And although several data points indicate that the labor market may be 

roughly in balance, we also know there has been a sharp drop in job creation since May, 

which suggests risks to the labor market going forward.  The most difficult circumstances 

for making monetary policy decisions are when both mandate variables are at risk. 

Let me start with inflation.  The latest data show that 12-month headline inflation 

based on personal consumption expenditures (PCE) rose again in August to 2.7 percent.  

Core PCE inflation, which has historically been a good guide to future inflation, was 

2.9 percent.  After falling from its high of 7.2 percent in mid-2022 to 2.3 percent in April 

of this year, PCE inflation has been rising since then. 

That timing is no coincidence.  Research by Federal Reserve staff and others 

indicates that the increase in inflation since April has likely owed largely to the sharp 

increase in tariffs that kicked in around then.  There are various measures of the overall 

level of tariffs.  For assessing how tariffs are affecting inflation, I find it helpful to look at 

tariff collections relative to imports, which gives us a measure of the real effective tariff 

rate paid as goods come into the country.  This rate has risen sharply this year, reaching 

about 11 percent in August, and is likely to rise further in the near term. 

The tariff hikes have boosted core goods inflation, and at the same time progress 

on core services inflation has stalled.  I expect that core PCE inflation will end the year 

over 3 percent. 

The median FOMC participant estimates that headline PCE inflation will not 

return to our 2 percent target until the end of 2027, more than two years from today and 

six and a half years since inflation began rising in 2021.  This would be the longest period 

of PCE inflation above 2 percent since a seven-year stretch that ended in 1993.  I 
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recognize that the economy and the American people have been hit by a series of unusual 

economic shocks in recent years—the COVID-19 pandemic and related shutdowns, 

disrupted supply chains for goods and labor shortages, higher energy costs from Russia’s 

war on Ukraine, and the sudden increase in tariffs this year.  Even so, after the high 

inflation Americans have endured, two more years would be a long time to wait for a 

return to our target, and that possibility weighs on my judgment for appropriate monetary 

policy. 

I am also concerned about further upside risks to inflation and inflation 

expectations.  While the immediate effects of tariffs on inflation have been smaller than 

most economic forecasters had expected, the inventories built up in anticipation of the 

tariffs may have had a role in easing the immediate impact, as have compressed profit 

margins.  While that is good news for inflation, the corresponding bad news is that firms 

will eventually run down those inventories and will only be able to compress margins for 

a while.  Many importers, and firms affected by imports, are reporting that they are 

waiting as long as possible to pass on the costs from tariffs to their customers, mostly by 

temporarily reducing profit margins.2  Normalizing margins over time implies a gradual, 

but longer, upward trajectory for inflation, a pattern of price increases that I fear could 

convince many consumers that higher inflation is going to be more of a permanent 

phenomenon.  This is important because expectations of future inflation affect spending 

 
2 There is little evidence that foreign producers are absorbing the cost of tariffs; see Robbie Minton and 
Mariano Somale (2025), “Detecting Tariff Effects on Consumer Prices in Real Time,” FEDS Notes 
(Washington:  Board of Governors of the Federal Reserve System, May 9), 
https://www.federalreserve.gov/econres/notes/feds-notes/detecting-tariff-effects-on-consumer-prices-in-
real-time-20250509.html. 

https://www.federalreserve.gov/econres/notes/feds-notes/detecting-tariff-effects-on-consumer-prices-in-real-time-20250509.html
https://www.federalreserve.gov/econres/notes/feds-notes/detecting-tariff-effects-on-consumer-prices-in-real-time-20250509.html
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decisions in the near term and can drive a cycle of escalating inflation, as we saw after 

prices began rising in 2021. 

With that experience in mind, I am skeptical of assurances that we should fully 

“look through” higher inflation from import tariffs.  While, in principle, tariffs are a one-

time increase in prices and should not sustainably raise inflation, that may not be the case 

if prices keep rising month after month and affect expectations.  There has been nothing 

“one-time” or predictable about these tariff increases, which have ratcheted upward this 

year on particular countries and particular sectors in a series of steps.  At some point, 

businesses and consumers could start to make pricing, spending, and wage decisions 

based on their belief in higher future inflation, thereby driving a cycle of persistence.  

Measures of near-term inflation expectations are down from peaks in April when tariffs 

were announced, but they are still higher than last year. 

As a result, I believe the Federal Reserve’s price stability goal faces significant 

risks.  That said, there are some factors that mitigate these risks.  In particular, the softer 

labor market could help keep inflation in check by making it harder for workers to 

bargain for higher wages even if people expect their cost of living to increase, and by 

making it harder for businesses to fully pass through price increases to consumers.  In 

addition, the more gradual effect of tariffs on prices has not, to date, led to the type of 

supply chain dislocations that can have pronounced second-round effects on inflation.  

Also, longer-term inflation expectations remain well anchored. 

So let’s turn to the labor market.  While we do not have the full complement of 

labor market data because the government shutdown has delayed the Bureau of Labor 

Statistics’ employment report, we do know that the payroll services firm ADP found that 
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private-sector employment shrank last month, in keeping with a slowdown in job creation 

since May.  Part of the slowing surely reflects developments on the supply side—from 

both reduced net immigration and somewhat reduced labor force participation—but it is 

unclear exactly how much.  As a result, it is challenging to gauge exactly how much labor 

demand has softened.  Growth in labor supply has declined significantly, with perhaps as 

many as a million fewer people in the workforce than would have been expected based 

on the typical pattern of immigration that prevailed in the years prior to the pandemic.  

With a reduced supply of labor, what constitutes a healthy growth rate for employment 

would be smaller.  One can see that slower labor supply growth has been an important 

factor in the weaker job creation, because over the period that job gains have slowed 

significantly, the unemployment rate has only edged up to 4.3 percent, a level typically 

associated with a sound labor market. 

Other measures suggest that labor supply and demand remain in the same rough 

balance they have been in for more than a year.  The ratio of job openings to the number 

of people looking for work is around 1, the level that has persisted since about the middle 

of 2024.  Likewise, the rate of people losing their jobs is running at the same rate that it 

has for the past two and a half years, and there is no sign of an impending jump in the 

unemployment rate in the weekly reports of new claims for unemployment insurance.  

That said, even if the labor market is still roughly in balance, the fact that this balance is 

being achieved from simultaneous slowing in labor supply growth and in hiring suggests 

that the labor market is more vulnerable to negative shocks. 

In addition, despite the low and relatively steady unemployment rate, household 

perceptions of the labor market have deteriorated and are below the level they reached in 



 - 6 - 

the strong labor market immediately before the pandemic.  According to the New York 

Fed’s survey of consumers, people’s perceptions of their chance of finding a new job if 

they lost their current job fell sharply in August to the lowest reading since the survey 

started in June 2013.  It rebounded somewhat in September, but remained at levels seen 

in 2013, when the labor market was weak.  Also, components of the workforce that are 

usually an early indication of cyclical changes in the labor market have deteriorated.  The 

unemployment rate for Black or African American workers, which reached a historic low 

in 2023, is back to its highest level since the pandemic.  Unemployment rates for younger 

workers are also up. 

One reason I take these signals seriously is that experience shows that when labor 

markets turn down, it can happen suddenly.  With job growth near zero for the past 

several months, the labor market could decline precipitously if the economy is hit with 

another shock.  Growth in gross domestic product (GDP) has slowed significantly this 

year; however, earlier concerns of a continued slowdown seem to be fading.  After a 

negative reading in the first quarter, real GDP grew at a 3.8 percent rate in the second 

quarter—smoothing through to a rate of 1.6 percent for the first half of the year.  Strong 

spending and other data for the third quarter indicate that GDP remained strong last 

quarter.  While I expect that tariffs and lower labor supply have weighed on growth and 

will continue to do so, I do not yet see significant risks in the growth data, though I 

remain attuned to risks from a variety of factors.  It is hard to judge at this point whether 

the federal government shutdown will leave a noticeable imprint on economic growth, 

because we don’t know how long it will last, and whether it may result in sustained 

changes in government spending.  Based on past shutdowns, it is most likely that a 
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shutdown would reduce GDP growth in the quarter in which it occurs and then boost 

growth in the subsequent quarter by the same amount. 

As I said earlier, this economic outlook, and the associated uncertainties that 

underlie it, pose challenges for judging the correct stance of monetary policy as well as 

the appropriate path forward, given that the risks to achieving both components of our 

mandate are elevated. 

With the easing in output growth and the likelihood of tariffs and labor supply 

weighing on the economy in the months ahead, we need to be prepared for the possibility 

that the softening in the labor market will become something worse, especially if there is 

a further adverse shock to demand. 

At the same time, inflation, which made steady progress last year toward the 

FOMC’s 2 percent goal, has moved up in 2025, especially after the sharp increase in 

tariffs, which keep rising.  I have laid out my reasons for believing that the so far modest 

impact of tariffs on inflation probably means a much longer-lasting rachet upward, 

potentially affecting expectations in a way that makes the job of taming inflation harder. 

In balancing and managing these risks to the FOMC’s goals, I supported the 

Committee’s decision on September 17 to lower the federal funds rate by 25 basis points.  

Monetary policy was and remains modestly restrictive, so it seemed to me appropriate to 

move the rate a bit closer toward neutral, pending more data and further developments on 

the economy, the forecast, and the balance of risks.  Since that meeting, we have learned 

that consumer spending has been on a notably stronger trajectory than previously 

indicated, leading most observers to revise up estimates of spending and GDP growth for 

the rest of the year.  We also got confirmation that PCE inflation moved up as expected, 
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and that core inflation remains well above the FOMC’s target.  Another development was 

the announcement of new tariffs on imports of heavy trucks, medicine, and furniture. 

There was, and remains, considerable uncertainty about the future course of the 

economy.  It is possible that recent low payroll growth is a harbinger of worse to come, 

or that payroll growth eventually strengthens, consistent with the low unemployment rate 

and sound growth.  It is possible that tariffs will have only a modest impact on the course 

of prices and that progress resumes toward 2 percent inflation next year, but it is also 

possible that both inflation and expectations of future inflation escalate. 

Common sense would indicate that when there is a lot of uncertainty, one should 

move cautiously.  This is validated by past monetary policymaking experience, and a 

particular research insight from nearly 60 years ago.  The Brainard principle, developed 

by economist William Brainard, holds that when there is considerable uncertainty about 

the consequences of a policy action, the recommended course is to move more gradually 

than would otherwise be the case.3  I believe that principle applies now, and that the 

FOMC should be cautious about adjusting policy so that we can gather further data, 

update our forecasts, and better assess the balance of risks.  If we see inflation moving 

further away from our target, then it may be necessary to keep policy at least modestly 

restrictive for longer.  If we see heightened risks in the labor market, then we may need to 

move more quickly to ease policy.  The FOMC can, and I believe would, act forcefully to 

stabilize the economy if necessary. 

I think a cautious approach will help us to balance the risks to both sides of our 

mandate as we continue to assess the economic outlook. 

 
3 See William C. Brainard (1967), “Uncertainty and the Effectiveness of Policy,” American Economic 
Review, Papers and Proceedings, vol. 57 (May), pp. 411–25. 
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Thank you. 

 


