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Thank you, Mark, for the kind introduction, and good morning to all of you.! 1
am happy to be here. Today, I will do three things. First, I’ll share with you my current
outlook for the US economy. Second, I’ll discuss my thinking on the current stance of
monetary policy. Third, I’ll review the dynamics of housing prices which can feed into
the persistence of inflation.

My focus on housing price dynamic stems from the role housing plays in the
American economy. For most families, a home is their largest-ever purchase and their
most valuable asset. Capital markets professionals in real estate finance, like you, are
crucial to the smooth operation of the housing sector. Families making housing decisions
rely on a healthy and productive housing finance sector.

The housing sector is also one of the most interest rate—sensitive sectors of the
economy. As such, it’s an important channel of monetary policy transmission.
Understanding the various channels of monetary transmission is crucial to fulfillment of
the dual mandate given to the Federal Reserve by the Congress: maximum employment
and stable prices. This mandate guides my thinking about monetary policymaking.

With that, I’ll turn to my outlook for the US economy.

Aggregate Economic Activity

The U.S. economy continues to grow at a solid pace. Adjusted for inflation, GDP
was reported to have increased at a 1.6 percent annual rate in the first quarter of 2024.
That was a moderation from a 3.4 percent expansion in the fourth quarter of last year.
However, private domestic final purchases—which excludes inventory investment,

government spending, and net exports and usually sends a clearer signal on underlying

! 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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demand—grew 3.1 percent in the first quarter. That was about as strong as the second
half of 2023.

Indeed, consumer spending has been robust over the past several quarters.
Nevertheless, I expect spending growth to slow later this year as restrictive monetary
policy weighs on demand, particularly on interest-sensitive spending.

Another reason for the strong performance of the U.S. economy over the past year
is improving supply conditions as pandemic bottlenecks have unwound. I will be
monitoring incoming data to understand better how much more help we will get from the
supply side to bring inflation down further.

The Labor Market

The labor market remains solid. Monthly payroll gains slowed in April, with
employers adding 175,000 jobs. Still, employers added an average of 242,000 jobs in the
three months ended in April, and the unemployment rate remained below 4 percent last
month.

The supply of workers and the demand for labor continue to come into better
balance. The labor force participation rate of individuals aged 25 to 54 is now higher
than before the pandemic began, as shown in figure 1. Employers’ need for workers, as
measured by job openings, declined 12 percent from a year earlier, as shown in figure 2.
This rebalancing of the labor market has resulted in nominal wage growth easing even as
unemployment remains historically low.

Inflation
Of course, I have been keeping a close eye on inflation. The good news is that

inflation has eased dramatically from the peak reached almost two years ago, as shown in
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figure 3. However, inflation remains above the Federal Open Market Committee’s
(FOMC) 2 percent inflation objective.

Core personal consumption expenditures (PCE) prices, which exclude volatile
food and energy costs, rose at a faster pace over the first three months of the year than
they did in the latter part of 2023. The April consumer price index and producer price
index data point to a more modest increase last month. Even so, Federal Reserve staff
estimate that core PCE prices rose at an annual rate of 4.1 percent over the first four
months of the year. That is well above the 12-month change, which we estimate at 2.75
percent. It is too early to tell whether the recent slowdown in the disinflationary process
will be long lasting. The better reading for April is encouraging.

Fortunately, data on expectations suggest that the FOMC’s inflation-fighting
credibility remains intact. While there has been a recent uptick in Americans’ inflation
expectations over the next 12 months, long-term inflation expectations, over the next 10
years, remain close to pre-pandemic levels. That shows the American people believe that
we will make good on our commitment to bring inflation fully back to our objective. 1
am acutely aware that high inflation imposes significant hardship as it erodes purchasing
power, especially for those on fixed incomes and those least able to meet the higher costs
of essentials, including housing, transportation, and food. That is why my colleagues at
the Fed and I are so committed to returning inflation to our target.

Monetary Policy

So, what does the current state of the economy mean for the policy rate we set at

the Fed? At the most recent meeting, three weeks ago, my colleagues and I on the

FOMC decided to maintain the target range for the federal funds rate at 5-1/4 to 5-1/2



-4 -

percent. I believe that our policy rate is in restrictive territory as we continue to see the
labor market come into better balance, and inflation decline although nowhere near as
quickly as I would have liked. The FOMC noted that it does not expect it will be
appropriate to reduce the target range until it has gained greater confidence that inflation
is moving sustainably toward 2 percent. In making judgements about the appropriate
stance of policy rate over time, I will be carefully assessing the incoming data, the
evolving outlook, and the balance of risks.

At its last meeting, the FOMC also decided to continue the process of reducing
our balance sheet, but at a slower pace. The cap on Treasury redemptions will be
lowered from the current $60 billion per month to $25 billion per month as of June 1.
Consistent with the Committee’s intention to hold primarily Treasury securities in the
longer run, we’re leaving the cap on agency securities redemptions unchanged at $35
billion per month. We will reinvest any proceeds in excess of this cap in Treasury
securities, as detailed in the May 1, 2024 operating policy statement published by the
Federal Reserve Bank of New York.?

The Housing Market

The Fed sets policy to promote its dual-mandate objectives of maximum
employment and price stability, and employment and inflation depend on conditions in
the entire economy. Still, given our gathering today, I thought it would be appropriate to

dive a bit deeper into the housing and home finance markets.

2 See Federal Reserve Bank of New York (2024), Statement Regarding Reinvestment of Principal
Payments from Treasury Securities, Agency Debt, and Agency Mortgage-Backed Securities, May 1,
https://www.newyorkfed.org/markets/opolicy/operating_policy 240501.
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As I said earlier, the housing sector is one of the most interest rate—sensitive parts
of the economy. We have seen that sensitivity in mortgage rates and mortgage
originations. As shown in figure 4, 30-year fixed-rate mortgage rates were close to 3
percent when the federal funds rate was near the zero lower bound in 2020 and 2021.
Rates surged in 2022 as the federal funds rate increased. Consistent with the increase in
mortgage rates, mortgage origination volume has fallen significantly.

The current restrictive stance of monetary policy has weighed on the housing
market. That is helping to bring supply and demand into better balance and put
downward pressure on inflation. One aspect of inflation that has gotten a fair amount of
attention is housing and rental costs. This is because housing costs make up such a large
share of household budgets. To calculate housing services inflation, government
statistics don’t use home prices because a home is partly an investment. Instead, housing
services inflation is computed using monthly rents that capture what tenants pay to rent a
house or apartment and what homeowners would, in theory, pay to rent their own home.
The way this calculation is derived means changes in market rents—or what a new tenant
pays to rent—take a long time to pass through to PCE housing services prices, as shown
in figure 5. In this figure, notice that increases in market rents, the blue and red lines,
peaked in 2022, and PCE housing services inflation, the black line, lagged market rents
and peaked in 2023.

Lags in Housing Services Inflation

The primary reason for this lag is that market rents adjust more quickly to

economic conditions than what landlords charge their existing tenants. This lag suggests

that the large increase in market rents during the pandemic is still being passed through to
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existing rents and may keep housing services inflation elevated for a while longer. This
observation is important because it is an example of one of the underlying sources of lags
with which monetary policy affects inflation.

Another factor affecting pass-through of restrictive monetary policy is that fixed-
rate mortgages are common in the U.S. It is often argued that this loan structure dampens
the effect of monetary policy. Figure 6 shows that the 30-year fixed mortgage rate is
about 7 percent, while the average outstanding mortgage rate is about 4 percent. This
lower outstanding mortgage rate is due to households who locked in rates during lower-
interest periods, including when the Fed cut the target range for the federal funds rate to
near zero shortly after the pandemic took hold. Fixed-rate mortgages do dampen the
effect of monetary policy, but, according to recent research, not as much as previously
thought.’

There is a delay between when mortgage rates go up and when household
mortgage payments go up, as shown in figure 7. Board staff research documents that
mortgage payments go up over time because many households continue to refinance their
mortgage or move. Despite higher rates, households in the U.S. borrowed over $1.5
trillion in new mortgage loans in 2023. These borrowers include first-time homebuyers,
existing homeowners moving between homes, and homeowners obtaining cash-out
refinances. The payment they owe on that recently obtained mortgage is higher than it
would have been had lower rates been maintained, and their consumption may be
correspondingly lower. The cumulative effect of a higher interest rate on aggregate

mortgage payments grows over time as more new loans are originated at the higher rate.

3 See, for example, Daniel Ringo (2024), “Inframarginal Borrowers and the Mortgage Payment Channel of
Monetary Policy,” working paper, May.
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The staff’s research documents that, historically, borrowers like these who are not
deterred by higher rates are responsible for a little over half of the pass-through of
interest rates to mortgage payments.

Conclusion

In closing, let me reiterate why we care about housing. The housing sector is
where many households have made, or will make, their largest investment. Therefore,
the prices that families pay for that housing can affect their overall well-being. The work
you do to make housing accessible is an important part of the economy.

The housing sector is also a key part of the transmission mechanism of monetary
policy. That is one reason why policymakers will continue to pay close attention to this
vital sector. Of course, no one sector dictates monetary policy. We look at the totality of
the data to set policy and achieve the objectives given to the Fed by Congress: maximum
employment and price stability. Considering the lagged effects of monetary policy, I am
encouraged that over the past two years, we have made good progress toward our dual-
mandate objectives.

Thank you for your time and attention today.



Figure 1: Prime—Age Labor Force Participation Rate Index
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Note: Labor force participation rate of workers aged 25 to 54, indexed by the difference from the February 2020 value. The
gray shaded bar indicates a period of business recession as defined by the National Bureau of Economic Research. The shaded
recession period extends from February 2020 through April 2020.

Source: Bureau of Labor Statistics Employment Situation Report, Current Population Survey.




Figure 2: Job Opening Counts Index
VEkly 2019 =100

— 160

— 140

— 120

— 100

[ R R l 60
2019 2020 2021 2022 2023 2024

Note: JOLTS job opening counts at the end of each week divided by the average job opening counts in the year 2019. The
gray shaded bar indicates a period of business recession as defined by the National Bureau of Economic Research. The shaded
recession period extends from February 2020 through April 2020.

Source: Bureau of Labor Statistics, Job Openings and Labor Turnover Survey (JOLTS).




Figure 3: PCE and Core PCE inflation
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Note: Percent change in the personal consumption expenditures (PCE) price index from 12 months ago. Core refers to the
price index excluding food and energy. The gray shaded bar indicates a period of business recession as defined by the National
Bureau of Economic Research. The shaded recession period extends from February 2020 through April 2020. The data for the
most recent month (April) are a staff projection.

Source: Bureau of Economic Analysis, Personal Consumption Expenditures Price Index.



Figure 4: Measures of Household Borrowing Rates
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Note: The effective federal funds rate frequency is daily, and the 30-year fixed-rate mortgage average in the U.S. is weekly.
The gray shaded bar indicates a period of business recession as defined by the National Bureau of Economic Research. The

shaded recession period extends from February 2020 through April 2020.
Source: Federal Reserve Board; Freddie Mac.



Figure 5: Market Rents and Housing Services Inflation
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Note: Personal consumption expenditures (PCE) housing services inflation shows the end-of-the—quarter 12-month change
in the PCE housing services price index. CoreLogic and Zillow market-rate rents are single—family rents for a new lease by a
new tenant at the end of the month. The gray shaded bar indicates a period of business recession as defined by the National

Bureau of Economic Research. The gray shaded recession period extends from February 2020 through April 2020.
Source: Bureau of Economic Analysis, Personal Consumption Expenditures Price Index; Zillow observed rent index;

CoreLogic single family rent index (SFRI).
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Figure 6: Measures of Household Borrowing Rates
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Note: The gray shaded bar indicates a period of business recession as defined by the National Bureau of Economic
Research. The shaded recession period extends from February 2020 through April 2020.
Source: Federal Reserve Board
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Figure 7: Average Monthly Mortgage Payment and Prime Rate
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Note: The solid line shows the average monthly payment on first-lien mortgages for households with a mortgage, by quarter,
in real 2023 dollars; the series is based on data from the Federal Reserve Bank of New York/Equifax Consumer Credit Panel.
The dashed line shows the quarterly average prime rate for 30—year fixed—rate mortgages reported in Freddie Mac's Primary

Mortgage Market Survey.

Source: Federal Reserve Bank of New York/Equifax Consumer Credit Panel; Freddie Mac.



