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Thank you, Tiago, and thank you for the opportunity to speak to you today. I am
delighted to be at the Bank of Portugal, among friends, including Governor Centeno, and
to be speaking at a conference focusing on matters I deeply care about—monetary policy
and labor markets.! Before I became a monetary policymaker, a large share of my work
as an academic researcher addressed the effect on labor markets from policy choices such
as payroll taxation, employment protections, occupational licensing, and unemployment
insurance (UI). I was able to apply some of these insights in my work as the chief
economist at the Department of Labor, analyzing the labor market and supporting
research on policies and their effectiveness.

And, of course, labor markets are central to carrying out the Federal Open Market
Committee’s (FOMC) dual mandate of maximum employment and stable prices.
Recently, labor supply and demand in the United States have been roughly in balance,
and the unemployment rate has been running close to the estimates of FOMC participants
for its longer-run rate, which is consistent with the Committee’s maximum-employment
goal.

Today’s employment report for February corroborates this view. The net number
of new jobs created was 151,000, not too far from the 177,000 average of the previous six
months. The unemployment rate was 4.1 percent, still in the narrow range between 4
percent and 4.2 percent that it has remained in since last summer. Labor force
participation was 62.4 percent—Ilikewise within the range of values observed in the past
year. Consistent with this stability and evidence of balanced labor supply and demand,

average hourly earnings are up 4 percent in the past 12 months, and with strong

! The views expressed here are my own and are not necessarily those of my colleagues on the Federal Open
Market Committee.
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productivity growth in recent quarters, I do not believe wages are a significant source of
inflation pressure.

On the price side of the FOMC’s dual mandate, inflation has fallen significantly
since its peak in mid-2022, and we have lowered our policy rate accordingly, with a
reduction of 100 basis points since last September. Still, inflation has moved sideways
since the second half of last year, with uneven progress across its major categories.
Inflation for market-based core services excluding housing has stepped down to an
estimated 2.4 percent in January from a level of about 3.5 percent in the first quarter of
2024. Housing inflation, which has stubbornly hovered above 5 percent for most of last
year, has finally come down to an estimated 4.5 percent in January. Adding to that,
measures of new rents, such as those published by CoreLogic, suggest further progress in
housing inflation going forward.

Unfortunately, one category of prices that has put upward pressure on inflation is
“non-market-based” core services, which are imputed rather than observed. Although
some of the components in that category may be affected by difficulties in measurement,
others, such as prices for some financial services, are tied to the stock market and may
have been signaling wealth effects that helped push up aggregate demand. Core goods
inflation has also been slowly rising. In the first half of 2024, core goods inflation was
negative 0.6 percent on average, close to its pre-COVID rate. But, starting in May, core
goods inflation has stepped up, and it was estimated to be about 0.3 percent in January.
Consistent with an increase in goods prices, the releases of manufacturing and
nonmanufacturing surveys this week, including those by the Institute for Supply

Management, showed a jump in prices paid for purchases inputs. This rise is not a
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welcome development because, over the long term, goods price deflation has offset price
increases in other categories and kept a lid on overall inflation.

Notwithstanding the well-balanced labor market, there are important upside risks
to inflation. Some measures of inflation expectations have risen significantly in the past
couple of months, including those from the Michigan survey, the Conference Board, and
the Atlanta Fed’s survey of businesses. For example, the measure of inflation
expectations 1 year in the future from the University of Michigan Surveys of Consumers
rose from 3.3 percent in December to 4.3 percent in January, while the expectations in the
next 5 to 10 years rose over the same period—from 3.2 percent to 3.5 percent. There is
also considerable uncertainty about the inflationary effects of new policies and policy
proposals. With all these factors in mind, I strongly supported the FOMC’s decision at
our January meeting to maintain the target range for the federal funds rate at 4-1/4 to 4-
1/2 percent. Given the recent increase in inflation expectations and the key inflation
categories that have not shown progress toward our 2 percent target, it could be
appropriate to continue holding the policy rate at its current level for some time. Going
forward, I will continue to closely monitor the effects of policies on the economy, and |
will carefully assess incoming data, the evolving outlook, and any changes in the balance
of risks.

Let me now take a step back. To understand the recent experience of a resilient
and balanced U.S. labor market, it is helpful to look outward and consider how labor
markets behaved around the world after the advent of the COVID-19 pandemic and its
significant effects on employment. In the remainder of my remarks, I will discuss

similarities and differences in labor market recoveries in different countries, with a
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special emphasis on the possible factors that helped the United States achieve a
rebalancing of its labor market and rapid disinflation, and I will also address the potential
for changes in these trends moving forward.

The worldwide pandemic disrupted the global economy and immediately caused
high levels of unemployment and other forms of slackness in labor markets. While the
timing and extent of job losses and recovery from the pandemic varied widely across
advanced and emerging economies, there were some commonalities. By the spring of
2021, lower-skilled and younger workers had been hit harder than other groups, with
larger increases in unemployment rates and larger declines in labor force participation.?
Across different countries, there was also considerable variation in labor market policies
enacted in response to the pandemic disruptions. For example, while the United States
pursued, among other initiatives, its usual approach of extended unemployment benefits
to displaced workers, supplemented with unprecedented extra benefits to individuals,
Australia and several European countries used short-term subsidies to employers to keep
workers in their jobs. After accounting for these policy variations, which were, in some
cases, rooted in longstanding differences in how different governments try to stabilize
employment, academic research has also found significant variation in the reasons why
people were not working during the acute phase of the pandemic.? For instance,

researchers found that, in the United States, a greater share of the unemployed had lost

2 See chapter 3, “Recessions and Recoveries in Labor Markets: Patterns, Policies, and Responses to the
COVID-19 Shock,” in International Monetary Fund (2021), World Economic Outlook: Managing
Divergent Recoveries (Washington: IMF, April),
https://www.imf.org/en/Publications/WEO/Issues/2021/03/23/world-economic-outlook-april-2021.

3 See Robert Breunig, Wei Cheng, Laura Montenovo, Kyoung Hoon Lee, Bruce A. Weinberg, and
Yinjunjie Zhang (2024), “Cross-Country Analysis of Labor Markets during the COVID-19

Pandemic,” NBER Working Paper Series 33029 (Cambridge, Mass.: National Bureau of Economic
Research, October), https://www.nber.org/papers/w33029.


https://www.imf.org/en/Publications/WEO/Issues/2021/03/23/world-economic-outlook-april-2021
https://www.nber.org/papers/w33029
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their jobs recently, while in Europe and Australia, it was more common for people to be
absent from work; in South Korea, a larger share of those not working had dropped out of
the labor force.

The decrease in labor supply around the world also affected different types of
workers in different countries. Net immigration fell in North America and Europe. In
the United States and the United Kingdom, people retired at greater rates than had been
experienced before the pandemic.* In the U.S., many workers caring for elderly or ill
relatives or children out of school left their jobs and the labor force or curtailed the
number of hours they worked.” In one study that looked at the United States, Canada,
and four European countries, the declines in employment and hours worked were
particularly large among women, with this gender gap being at least partially explained
by childcare needs. ® While this difference between men and women was significant in
the United States for both employment and hours, in other countries, such as Germany, it
only generated a gender gap in hours worked, probably because Germany’s policies were
aimed at keeping workers in their jobs and minimizing dislocation. Across the world, the
number of younger workers neither in school nor in the labor force also rose, with larger

increases in North America relative to Western Europe—for example, the 3.5 percentage

4 For evidence on the U.S., see Joshua Montes, Christopher Smith, and Juliana Dajon (2022), “‘The Great
Retirement Boom’: The Pandemic-Era Surge in Retirements and Implications for Future Labor Force
Participation,” Finance and Economics Discussion Series 2022-081 (Washington: Board of Governors of
the Federal Reserve System, November), https://doi.org/10.17016/FEDS.2022.081. For evidence on the
UK., see Bee Boileau and Jonathan Cribb (2022), “The Rise in Economic Inactivity among People in Their
50s and 60s,” IFS Briefing Note BN345 (London: Institute for Fiscal Studies,

June), https://doi.org/10.1920/BN.IFS.2022.BN0345.

5 See Joshua Montes, Christopher Smith, and Isabel Leigh (2021), “Caregiving for Children and Parental
Labor Force Participation during the Pandemic,” FEDS Notes (Washington: Board of Governors of the
Federal Reserve System, November 5), https://doi.org/10.17016/2380-7172.3013.

6 See Titan Alon, Sena Coskun, Matthias Doepke, David Koll, and Michéle Tertilt (2022), “From
Mancession to Shecession: Women’s Employment in Regular and Pandemic Recessions,” NBER
Macroeconomics Annual, vol. 36 (1), pp. 83—151, https://doi.org/10.1086/718660.


https://doi.org/10.17016/FEDS.2022.081
https://doi.org/10.1920/BN.IFS.2022.BN0345
https://doi.org/10.17016/2380-7172.3013
https://doi.org/10.1086/718660
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point increase in the United States from 2019 to 2020 compared with the 1.1 percentage
point rise in Portugal during the same period.” While there were larger declines in the
number of people working in the U.S., there was a larger decrease in labor supply in the
euro area relative to the United States because of the substantial decline in total hours
worked in Europe, which was at least partially due to retention and work-sharing
programs during the pandemic.

As restrictions to contain the spread of COVID-19 were eased and economies
reopened, there were large imbalances between labor supply and demand. With a
surprisingly rapid recovery in economic activity in most countries, labor demand surged,
but labor supply continued to be hampered by many lingering factors, including illness,
voluntary social distancing, early retirements, and still-low levels of net immigration.®
As economies reopened, the imbalance between supply and demand was amplified by
consumers, who had been prevented from spending on many in-person services, abruptly
switching their spending from goods to services.” This substitution induced a large
increase in the demand for workers in the services sector, leading to acute labor shortages
in some industries. The labor shortage throughout the economy was reflected in low
employment-to-population ratios and labor force participation rates (LFPRs) for many

advanced economies. Tighter labor markets lowered unemployment rates and boosted

7 See International Labour Organization (2024), Global Employment Trends for Youth 2024: Decent Work,
Brighter Futures (Geneva: ILO, August), https://doi.org/10.54394/7ZUUI5430. The International Labour
Organization typically uses the term “youth” to encompass people aged 15 to 24, but in some of its
analyses it also uses the range between 15 and 29.

8 See Danilo Cascaldi-Garcia, Musa Orak, and Zina Saijid (2023), “Drivers of Post-Pandemic Inflation in
Selected Advanced Economies and Implications for the Outlook,” FEDS Notes (Washington: Board of
Governors of the Federal Reserve System, January 13), https://doi.org/10.17016/2380-7172.3232.

% See Francesco Ferrante, Sebastian Graves, and Matteo lacoviello (2023), “The Inflationary Effects of
Sectoral Reallocation,” Journal of Monetary Economics, vol. 140, supplement (November), pp. S64-S81,
https://doi.org/10.1016/j.jmoneco.2023.03.003.


https://doi.org/10.54394/ZUUI5430
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wage growth in many economies in the second half of 2020, and, by the end of 2021,
vacancy and quits rates were high.! While this tightness in labor markets was in
evidence on both sides of the Atlantic, it was more acute in the United States, where we
saw the vacancies-to-unemployment (V/U) ratio reach a historical peak of 2 in early
2022, two-thirds higher than its 2019 level. In the euro area, where the V/U ratio has
traditionally been lower, Federal Reserve staff estimate that it also reached a historical
high of 0.45 in the second quarter of 2022, more than 50 percent higher than its 2019
level.

To understand the cross-country differences in the rebalancing from tight to
looser labor markets, I want to highlight three important factors that contributed to the
cross-country performance of labor markets over the past few years: first, the increases
in LFPRs, especially for prime-age workers; second, increased labor productivity; and
third, an increase in net immigration and also the absorption of these immigrants into
labor markets.

Let’s start with LFPRs. In the United States, after participation by prime-age
workers fell early in the pandemic, its recovery was quite strong until last year, and it
reached levels not seen since the late 1990s. A notable contributor to this recovery was
the LFPR of prime-age women, which reached historical highs last year, likely due to
additional help in childcare responsibilities from other family members and flexible work

arrangements.'! While prime-age worker participation recovered, the LFPR for all

10 See chapter 2, “Wage Dynamics Post-COVID-19 and Wage—Price Spiral Risks,” in International
Monetary Fund (2022), World Economic Outlook: Countering the Cost-of-Living Crisis (Washington:
IMF, October), https://www.imf.org/en/Publications/ WEO/Issues/2022/10/11/world-economic-outlook-
october-2022.

1 See Camilo Garcia-Jimeno and Luojia Hu (2024), “Female Labor Force Participation in the Post-
Pandemic Era,” Chicago Fed Insights (Chicago: Federal Reserve Bank of Chicago, July),
https://www.chicagofed.org/publications/chicago-fed-insights/2024/female-labor-force-participation.


https://www.imf.org/en/Publications/WEO/Issues/2022/10/11/world-economic-outlook-october-2022
https://www.imf.org/en/Publications/WEO/Issues/2022/10/11/world-economic-outlook-october-2022
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workers has remained stubbornly below its pre-pandemic level in the U.S. and other
advanced economies. In the case of the United States, unusually high rates of retirement
during the 2021-22 period played an important role, a phenomenon driven by, among
other factors, increases in wealth fueled by gains in the stock market and rising home
prices.!? Of course, another factor driving the drag in U.S. participation has been the
aging of the population and the expected ongoing retirement of baby boomers.

By contrast, the euro area saw the LFPRs surpass their pre-pandemic levels by
early 2022, as policies in these countries promoted job retention. Moreover, because far
fewer Europeans continue working after the age of 65, the participation rate of older
workers did not fall as much during the pandemic.

Differences in labor market policies likely contributed to the different recovery
paths of the LFPR across advanced economies. In the United States, estimates show that
unemployed workers leave the labor force at a rate about 10 times higher than that of
employed workers.!® After leaving the labor force, a typical worker remains there for a
significant period and may never again look for work. Thus, one might expect that labor
market policies that have different effects on the severity of spikes in unemployment
would also affect labor force participation differently.!* As many European countries

that faced lower increases in unemployment also faced lower decreases in the LFPR, it

12 See the box “Why Has the Labor Force Recovery Been So Slow?” in Board of Governors of the Federal
Reserve System (2023), Monetary Policy Report (Washington: Board of Governors, March), pp. 13—16,
https://www.federalreserve.gov/monetarypolicy/files/20230303 mprfullreport.pdf.

13 See Bart Hobijn and Aysegiil Sahin (2021), “Maximum Employment and the Participation Cycle,”
NBER Working Paper Series 29222 (Cambridge, Mass.: National Bureau of Economic Research,
September), https://www.nber.org/papers/w29222.

14 Cajner, Coglianese, and Montes document sluggish cyclical behavior of the LFPR relative to the
unemployment rate for the U.S.; see Tomaz Cajner, John Coglianese, and Joshua Montes (2021), “The
Long-Lived Cyclicality of the Labor Force Participation Rate,” Finance and Economics Discussion Series
2021-047 (Washington: Board of Governors of the Federal Reserve System, July),
https://doi.org/10.17016/FEDS.2021.047.


https://www.federalreserve.gov/monetarypolicy/files/20230303_mprfullreport.pdf
https://www.nber.org/papers/w29222
https://doi.org/10.17016/FEDS.2021.047
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seems that unemployment spells during the COVID-driven downturn might have
contributed to exits from the labor force. So, to the extent that the emphasis on job
retention in Europe helped limit such exits, this policy choice may have helped explain
the higher rates of labor force participation in the euro area relative to the United States.

The second factor I want to highlight that boosted labor supply during the
economic recovery from the pandemic is productivity growth, which in a way acts like an
increase in labor supply, as it increases the output that each worker can produce. It seems
likely that U.S. labor market policies spurred the higher rates of productivity growth in
the United States relative to the euro area.

On the one hand, worker retention policies in Europe preserved the human capital
of those specific firm—worker relationships. These relationships are quite valuable when
job-finding rates are low, and workers may spend longer times being unemployed. !>
Indeed, euro-area businesses have been reluctant to let go of workers, and indicators of
labor hoarding are higher than their pre-pandemic levels. '® One consequence of this
hoarding is that hours per worker remain below pre-pandemic levels, pointing to a lower
output per worker.

On the other hand, in economies such as the United States that have relatively
higher job-finding rates, UI promotes the flow of workers to more-productive sectors of

the economy and results in less labor hoarding. Research by Federal Reserve staff shows

15 For a comparison on the duration of unemployment spells between the U.S. and Europe, see Olivier
Blanchard and Pedro Portugal (2001), “What Hides behind an Unemployment Rate: Comparing
Portuguese and U.S. Labor Markets,” American Economic Review, vol. 91 (March), pp. 187-207,
https://doi.org/10.1257/aer.91.1.187.

16 For an analysis on labor hoarding in the euro area, see Vasco Botelho (2024), “Higher Profit Margins
Have Helped Firms Hoard Labour,” ECB Economic Bulletin, no. 4, pp. 54-58,
https://www.ecb.europa.eu/pub/pdf/ecbu/eb202404.en.pdf.


https://doi.org/10.1257/aer.91.1.187
https://www.ecb.europa.eu/pub/pdf/ecbu/eb202404.en.pdf

-10 -

more sectoral reallocation of workers in the United States compared with the euro area.!”

As I argued in a speech in October at the European Central Bank, this pattern is very
likely a major reason why productivity growth has been higher in the United States
relative to other advanced economies. '®

U.S. labor market policies that rely more heavily on Ul may have contributed to
higher productivity growth in the United States, and to our recovery from the effects of
the pandemic, by better matching the skills of individuals with jobs that make the best use
of those skills. Research finds that longer durations of UI allow workers to search for
longer and find better job matches, even within the same industry. That is the conclusion
of research that I conducted with academic colleagues before I joined the Federal Reserve
Board, and it can also be applied to the pandemic period because of the extended UI that
individuals received during the period.!® These larger benefits may have improved the
efficiency of the U.S. labor market by also freeing up jobs that Ul recipients would have
taken but that would not have been as good a fit for them. These openings may have
allowed other UI nonrecipients to also match up with better employers given their

qualifications and may have improved labor market efficiency. Consistent with this idea,

U.S. workers switched jobs at higher rates than in past recoveries, as reflected in higher

17 See Joaquin Garcia-Cabo, Anna Lipinska, and Gaston Navarro (2023), “Sectoral Shocks, Reallocation,
and Labor Market Policies,” European Economic Review, vol. 156 (July), 104494,
https://doi.org/10.1016/j.euroecorev.2023.104494.

18 See Adriana D. Kugler (2024), “Global Fight Against Inflation,” speech delivered at the Conference on
Monetary Policy 2024: Bridging Science and Practice, European Central Bank, Frankfurt, Germany,
October 8, https://www.federalreserve.gov/newsevents/speech/kugler20241008a.htm.

19 See Ammar Farooq, Adriana D. Kugler, and Umberto Muratori (2020), “Do Unemployment Insurance
Benefits Improve Match and Employer Quality? Evidence from Recent U.S. Recessions,” NBER Working
Paper Series 27574 (Cambridge, Mass.: National Bureau of Economic Research, July; revised April 2022)
https://www.nber.org/papers/w27574. For a study using European data, see Arash Nekoei and Andrea
Weber (2017), “Does Extending Unemployment Benefits Improve Job Quality?”” American Economic
Review, vol. 107 (February), pp. 527-61, https://doi.org/10.1257/aer.20150528.


https://doi.org/10.1016/j.euroecorev.2023.104494
https://www.federalreserve.gov/newsevents/speech/kugler20241008a.htm
https://www.nber.org/papers/w27574
https://doi.org/10.1257/aer.20150528
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quits rates. It seems very likely that the emphasis on Ul in the United States, relative to
its European peers, in the recent downturn contributed to higher productivity rates
through better job matching.

The third important factor boosting labor supply since the pandemic was
increased immigration in a number of countries. While immigration flows into some
European countries were comparable in proportion to those into the United States in 2022
and 2023, new immigrants often integrate more quickly into the labor force in the U.S.,
relative to European countries, possibly because of the higher flexibility of U.S. labor
markets.?’ More broadly, because immigrants often have different backgrounds, cultures,
and experiences, they bring a diverse set of skills to the labor market, which also leads to
better matches between firms and workers, and, hence, a more efficient labor supply, a
theory supported by recent research.?! For these reasons, immigrants probably boosted
the U.S. labor supply compared with other countries.

I have had a lot to say about labor supply across countries, but labor demand has
also been a factor in the rebalancing of labor markets. Central banks responded to the
worldwide surge of inflation starting in 2021 with the most synchronized tightening of
monetary policy since 1970.2% Restrictive policy worked, and by 2022, labor demand

began to soften, and vacancy rates decreased across advanced economies. We also saw

20 See Courtney Brell, Christian Dustmann, and Ian Preston (2020), “The Labor Market Integration of
Refugee Migrants in High-Income Countries,” Journal of Economic Perspectives, vol. 34 (Winter), pp. 94—
121, https://doi.org/10.1257/jep.34.1.94.

2l See Gianluca Orefice and Giovanni Peri (2024), “Immigration and Worker-Firm Matching,” Review of
Economics and Statistics, pp. 1-45, https://doi.org/10.1162/rest a 01476.

22 See Kristin Forbes, Jongrim Ha, and M. Ayhan Kose (2024), “Rate Cycles,” paper presented at
“Monetary Policy in an Era of Transformation,” ECB Forum on Central Banking, Sintra, Portugal, July 3,
https://www.ecb.europa.cu/pub/pdf/sintra/ecb.forumcentbankpub2024 Forbes paper.en.pdf. See also
Dario Caldara, Francesco Ferrante, Matteo Iacoviello, Andrea Prestipino, and Albert Queralto (2024), “The
International Spillovers of Synchronous Monetary Tightening,” Journal of Monetary Economics, vol. 141
(January), pp. 127-52, https://doi.org/10.1016/j.jmoneco0.2023.10.017.


https://doi.org/10.1257/jep.34.1.94
https://doi.org/10.1162/rest_a_01476
https://www.ecb.europa.eu/pub/pdf/sintra/ecb.forumcentbankpub2024_Forbes_paper.en.pdf
https://doi.org/10.1016/j.jmoneco.2023.10.017
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hiring rates and quits rates trend down in the United States. The better balance between
labor demand and supply has been seen in lower V/U ratios across many advanced
economies. As I mentioned before, in the United States, this ratio went from the all-time
high of 2 in early 2022 to 1.1 in January 2025, which is currently below the average
observed in 2019, just before the pandemic. The rebalancing of the labor market is also
evident in the moderation in wage growth since 2021, a big factor in the significant
progress toward the FOMC’s 2 percent inflation target. However, because different
countries experienced different cumulative increases in their consumer prices in the
recent episode of high inflation, wage growth has been “catching up” with inflation at
different rates across countries, as workers aim to recover real income losses.

I should mention some other differences in the structure of labor markets that
could explain differences in wage growth. A larger share of workers in Europe
negotiates wages through labor unions. The euro area experienced a larger energy shock
after Russia’s attack on Ukraine, which led to union-driven wage negotiations aiming to
recoup real income losses and more persistent wage growth in the euro area. Putting
welfare and humanitarian aspects aside, which are quite important, the fact that many
immigrants do not enter the labor force in the euro area when they first arrive because,
among other reasons, they get support from government programs, also likely impedes
the downward pressure from immigration on wage growth. Moreover, those immigrants
who do enter the euro-area labor force may enter the pool of unionized workers and not
bargain unilaterally for their wages, thus not putting downward pressure on wage growth.
Additionally, higher productivity will allow wage growth to settle at higher levels

without adding inflationary pressures to our economies, and with productivity growth in
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the U.S. running at a faster pace than in Europe, U.S. wage growth may end up settling at
a higher level. Thus, I see the recent pace of U.S. wage growth as being consistent with
our 2 percent inflation target once we account for catch-up effects and productivity
growth.

As in some other parts of the world, I see the U.S. labor market as having
substantially rebalanced, and conditions have stabilized at a level that I believe is close to
the FOMC’s goal of maximum employment. Still, I am closely monitoring any signs of
changes in the labor market so that we can keep it in the good place that it is now while
bringing down inflation to our target.

Thank you.



