
The schedule of important economic releases was unusually light this week, but 
comments from Fed officials have provided ample fodder for the financial markets. 
The main talking point seems to be that tightening isn’t over, and any policy pivot is 
a long way away. 

Several surprising economic data releases have painted a far different picture than 
Fed officials had reviewed at the February FOMC meeting. In particular, the January 
jobs report showing surging payroll growth and unemployment at a new five-
decade low, in addition to the January ISM non-manufacturing index, which seemed 
to indicate a reinvigorated service sector. Continued economic resiliency would make 
it extremely difficult for the Fed to get a handle on wage inflation. 

In response, Atlanta Fed President Raphael Bostic told Bloomberg News on Monday 
that unexpectedly strong January payroll gains probably means the FOMC will be 
forced to raise rates more than the December dot plot had indicated. Bostic also said 
the committee could consider a half point increase at future meetings, after 25 bp 
hikes in December and February. 

The following day, Fed Chairman Powell told an audience at the Washington 
Economic Club, “The reality is if we continue to get strong labor market reports or 
higher inflation reports, it might be the case that we have to raise rates more." Powell 
went on to warn, "it will take some time, and we’ll have to do more rate increases and 
then we’ll have to look around and see if we’ve done enough.” 

Also on Tuesday, Minneapolis Fed President Neel Kashkari told a CNBC audience that 
the unexpected January payroll gain showed Fed tightening, so far, has had a limited 
effect on the economy. Kashkari went on to say the committee “will need to raise 
rates aggressively” and then “allow policy to work its way through the economy.”

New York Fed President John Williams told the Wall Street Journal on Wednesday 
that a terminal rate between 5.00% and 5.50% is “a very reasonable view.”  Williams 
added that the uncertain outlook means inflation could be even more persistent, and 
indicated the committee will need to attain a “sufficiently restrictive stance of policy 
and maintain it for a few years.” 

That same day, Fed Governor Chris Waller told an Arkansas State audience that the 
January jobs growth indicates “labor income will be robust and buoy consumer 
spending, which could put upward pressure on inflation in the months ahead.” 
Waller indicated that wage growth was still too high, and that the Fed would have to 
maintain tight monetary policy “for some time.” 

Clearly, the January labor report had grabbed the attention of policy-makers …
although it’s still unclear whether the numbers were legitimate. Analysts have 
questioned the impact of seasonal adjustments that inherently expect employers 
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to lay-off seasonal workers in January. The reality seems to be that many employers have 
decided to retain holiday workers given persistent hiring challenges. 

Next week’s economic releases are major, with January CPI on tap for Tuesday and retail 
sales on Wednesday. Both are expected to rebound significantly from December weakness, 
which would only add to the Fed’s too-hot-for-comfort narrative. CPI could get an unfortunate 
boost from used car prices, which seem to have bounced last month, while gasoline prices 
are creeping higher. 

The bond market has taken note of economic strength and Fed caution, with yields 
moving higher this week all along the curve. The futures market is now signaling 25 bp rate 
hikes at both the March and May FOMC meetings. 

Market Indications as of 9:38 A.M. Central Time
DOW Up 56 to 33,756 (HIGH: 36,800) 

NASDAQ Down -44 to 11,745 (HIGH: 16,057)

S&P 500 Up 7 to 4,089 (HIGH: 4,797) 

1-Yr T-bill current yield 4.88%; opening yield 4.84%

2-Yr T-note current yield 4.50%; opening yield 4.49%

3-Yr T-note current yield 4.18%; opening yield 4.16%

5-Yr T-note current yield 3.90%; opening yield 3.86%

10-Yr T-note current yield 3.71%; opening yield 3.67%

30-Yr T-bond current yield 3.79%; opening yield 3.75%
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