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* * *
Chairwoman Waters, Ranking Member McHenry, and other members of the Committee, I am
pleased to present the Federal Reserve’s semiannual Monetary Policy Report.
My colleagues and I strongly support the goals of maximum employment and price stability that
Congress has set for monetary policy. Congress has given us an important degree of
independence to pursue these goals based solely on data and objective analysis. This
independence brings with it an obligation to explain clearly how we pursue our goals. Today I will
review the current economic situation before turning to monetary policy.

Current Economic Situation
The economic expansion is well into its 11th year, and it is the longest on record. Over the
second half of last year, economic activity increased at a moderate pace and the labor market
strengthened further, as the economy appeared resilient to the global headwinds that had
intensified last summer. Inflation has been low and stable but has continued to run below the
Federal Open Market Committee’s (FOMC) symmetric 2 percent objective.
Job gains averaged 200,000 per month in the second half of last year, and an additional 225,000
jobs were added in January. The pace of job gains has remained above what is needed to
provide jobs for new workers entering the labor force, allowing the unemployment rate to move
down further over the course of last year. The unemployment rate was 3.6 percent last month
and has been near half-century lows for more than a year. Job openings remain plentiful.
Employers are increasingly willing to hire workers with fewer skills and train them. As a result,
the benefits of a strong labor market have become more widely shared. People who live and
work in low- and middle-income communities are finding new opportunities. Employment gains
have been broad based across all racial and ethnic groups and levels of education. Wages have
been rising, particularly for lower-paying jobs.
Gross domestic product rose at a moderate rate over the second half of last year. Growth in
consumer spending moderated toward the end of the year following earlier strong increases, but
the fundamentals supporting household spending remain solid. Residential investment turned up
in the second half, but business investment and exports were weak, largely reflecting sluggish
growth abroad and trade developments. Those same factors weighed on activity at the nation’s
factories, whose output declined over the first half of 2019 and has been little changed, on net,
since then. The February Monetary Policy Report discusses the recent weakness in
manufacturing. Some of the uncertainties around trade have diminished recently, but risks to the
outlook remain. In particular, we are closely monitoring the emergence of the coronavirus, which
could lead to disruptions in China that spill over to the rest of the global economy.
Inflation ran below the FOMC’s symmetric 2 percent objective throughout 2019. Over the 12
months through December, overall inflation based on the price index for personal consumption
expenditures was 1.6 percent. Core inflation, which excludes volatile food and energy prices,
was also 1.6 percent. Over the next few months, we expect inflation to move closer to 2 percent,
as unusually low readings from early 2019 drop out of the 12-month calculation.
The nation faces important longer-run challenges. Labor force participation by individuals in their
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prime working years is at its highest rate in more than a decade. However, it remains lower than
in most other advanced economies, and there are troubling labor market disparities across racial
and ethnic groups and across regions of the country. In addition, although it is encouraging that
productivity growth, the main engine for raising wages and living standards over the longer term,
has moved up recently, productivity gains have been subpar throughout this economic
expansion. Finding ways to boost labor force participation and productivity growth would benefit
Americans and should remain a national priority.

Monetary Policy
I will now turn to monetary policy. Over the second half of 2019, the FOMC shifted to a more
accommodative stance of monetary policy to cushion the economy from weaker global growth
and trade developments and to promote a faster return of inflation to our symmetric 2 percent
objective. We lowered the federal funds target range at our July, September, and October
meetings, bringing the current target range to 1-1/2 to 1-3/4 percent. At our subsequent
meetings, with some uncertainties surrounding trade having diminished and amid some signs
that global growth may be stabilizing, the Committee left the policy rate unchanged. The FOMC
believes that the current stance of monetary policy will support continued economic growth, a
strong labor market, and inflation returning to the Committee’s symmetric 2 percent objective. As
long as incoming information about the economy remains broadly consistent with this outlook,
the current stance of monetary policy will likely remain appropriate. Of course, policy is not on a
preset course. If developments emerge that cause a material reassessment of our outlook, we
would respond accordingly.
Taking a longer view, there has been a decline over the past quarter-century in the level of
interest rates consistent with stable prices and the economy operating at its full potential. This
low interest rate environment may limit the ability of central banks to reduce policy interest rates
enough to support the economy during a downturn. With this concern in mind, we have been
conducting a review of our monetary policy strategy, tools, and communication practices. Public
engagement is at the heart of this effort. Through our Fed Listens events, we have been hearing
from representatives of consumer, labor, business, community, and other groups. The February
Monetary Policy Report shares some of what we have learned. The insights we have gained
from these events have informed our framework discussions, as reported in the minutes of our
meetings. We will share our conclusions when we finish the review, likely around the middle of
the year.
The current low interest rate environment also means that it would be important for fiscal policy
to help support the economy if it weakens. Putting the federal budget on a sustainable path when
the economy is strong would help ensure that policymakers have the space to use fiscal policy to
assist in stabilizing the economy during a downturn. A more sustainable federal budget could
also support the economy’s growth over the long term.
Finally, I will briefly review our planned technical operations to implement monetary policy. The
February Monetary Policy Report provides details of our operations to date. Last October, the
FOMC announced a plan to purchase Treasury bills and conduct repo operations. These actions
have been successful in providing an ample supply of reserves to the banking system and
effective control of the federal funds rate. As our bill purchases continue to build reserves toward
levels that maintain ample conditions, we intend to gradually transition away from the active use
of repo operations. Also, as reserves reach durably ample levels, we intend to slow our
purchases to a pace that will allow our balance sheet to grow in line with trend demand for our
liabilities. All of these technical measures support the efficient and effective implementation of
monetary policy. They are not intended to represent a change in the stance of monetary policy.
As always, we stand ready to adjust the details of our technical operations as conditions warrant.
Thank you. I am happy to take your questions.
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