
Price stability and 
credibility
Central bankers choose their words very carefully. And although 
communication accidents can and do happen, they are rare. 
In Federal Reserve Chair Jerome Powell’s press conference 
following the Fed’s September 22 meeting, he described a 
committee that intended to “keep at it” with respect to its 
battle against inflation. That phrasing was intentional and 
echoes back to the title of former Fed Chair Paul Volcker’s 
autobiography, Keeping At It: The Quest for Sound Money and 
Good Government. 1 Powell has said of Volcker: “I don’t think 
there has been a greater public servant in our lifetimes,” 2 and 
his admiration is not unusual. Volcker’s willingness to push the 
economy into recession to defeat inflation is viewed in central 
banking circles as nothing short of legendary. 

As great students of economic and financial market history, 
central bankers of course seek to learn just as much from past 
failures as from triumphs. One of the key failures in the run-up 
to Volcker’s triumph was that monetary policymakers took their 
foot off the brake too early in the 1970s. That lesson will be front 
of mind in policymaking circles over the next year.

Insights from Jackson Hole
As investors, we try to learn from the past as well. A lesson we 
have found valuable over time involves the Kansas City Fed’s 
annual Jackson Hole Economic Symposium. Much more can 
be gained from reading the academic papers selected to be 
presented at the event than from listening only to the Fed Chair’s 
opening address. The array of research is a powerful signaling 
mechanism and provides critical insight into how central bankers 
see the world. The papers identify what hurdles they view as 
most pressing and immediate in guiding monetary policy in the 
near future. Two topics in particular stand out for their relevance 
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to financial markets as we enter the home stretch of 2022. First, central banks likely need to be even 
more hawkish when governments continue to ease fiscal policy, which tends to be counterproductive in 
the fight against inflation. (Apparently, U.K. Prime Minister Liz Truss and Chancellor Kwasi Kwarteng did 
not get that memo.) Second, the supply of aggregate labor (as measured by total hours worked) in the 
U.S. and Europe may have been even more constrained over the past decade than policymakers thought 
until recently. In other words, the unemployment rate may need to rise even more to curb demand and 
thereby tame inflation.

Figure 1: A very tight labor market

Wages and job openings, 2001–2022

Sources: Bureau of Labor Statistics (job openings) and the Atlanta Fed (wage growth). The Wage Growth 
Tracker represents the median percent change in the hourly wage of individuals over 12 months.

The primacy of price stability
The Fed has a dual mandate: to pursue both price stability and maximum employment. Twelve to 
eighteen months ago, there was some uncertainty on the part of market participants over what the Fed’s 
reaction function would look like if the two parts of the dual mandate were in direct conflict with each 
other, but the answer has become increasingly clear over the past several months. Many major central 
banks would claim that without price stability, no other policy works. 3 We can quarrel over what price 
stability means exactly (Is it zero inflation? 1.8%? 2%? etc.). But central bankers are in no mood to debate 
the topic unless and until they are able to declare mission accomplished, lest they risk surrendering the 
credibility that has taken decades to build. After all, many central banks have, in the period between the 
European Sovereign Credit Crisis (2011–12) and the Covid-19 pandemic, proclaimed they needed their 
new quantitative easing toolkit to stave off the big unknown of deflation and its second-order effects. 
They often dismissed associated risks, saying “we already know how to deal with inflation.” Well, they 
had better prove it, and quickly.

There will be a cruel race to watch in the fourth quarter: Will inflation slow enough to satisfy central 
banks before the real economy begins to show signs of substantial slowdown? Recent academic research 
suggests that somewhere in the vicinity of 60%–75% of 2022 inflation has been driven by demand, 4 
much to the dismay of “team transitory.” It seems to us that it will be tough to convince the Fed that 
demand has cooled sufficiently so long as the labor market remains as tight as it is. And while the bulls 
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would argue that inflation is already decelerating, what matters to financial markets is not what the Fed 
should do, but what it will do. The picture painted by more nuanced data, including trimmed mean 
inflation 5 and sticky price inflation, 6 suggests price pressures are broadening out and unlikely to revert to 
a satisfactory level anytime soon (see Figure 2). We should take the Fed at its word when its policymakers 
tell us they will be data dependent. And so far, the data continues to be uncomfortably strong.

Figure 2: Stubborn inflation indicators at multidecade highs

Sticky (slowly changing) components of CPI and alternative core PCE, 1992–2022

Sources: Atlanta Fed and Dallas Fed.

We continue to believe the major central banks, their reasoning reinforced by the research at Jackson 
Hole, are hiking their way into recession, and as such, earnings estimates for 2023 need to come down 
much further. Bear markets typically end with equities becoming undeniably cheap (we are not there yet) 
or with a policy reaction, which may be receding farther in the future.

Also, in the aftermath of the policy response to the pandemic, many governments find themselves in the 
uncomfortable position of inching closer to unsustainable fiscal burdens at a time when rising nominal 
yields are putting upward pressure on debt service costs. This leaves us to echo our message from last 
quarter, which is for investors to continue to exercise caution in risk assets (equity and high-yield credit) 
while being aware that bear market rallies can be violent.

1  Powell famously carried around with him a copy of Volcker’s book for quite some time after he had been appointed 
chair in early 2018.

2  The quote is attributed to Powell from his comments at the 2019 conference for the National Association for Business 
Economics.

3  For a good summary of the history of this debate, see Michael Ng and David Wessel, “The Hutchins Center Explains: 
The framework for monetary policy,” Brookings.edu, January 4, 2018.

4  See Julian di Giovanni, “How Much Did Supply Constraints Boost U.S. Inflation?” on Liberty Street Economics blog of 
the New York Fed, August 24, 2022.

5  The Trimmed Mean PCE inflation rate is an alternative measure of core inflation in the price index for personal 
consumption expenditures (PCE), using data from the Bureau of Economic Analysis (BEA) (source: Federal Reserve 
Bank of Dallas).

6  The sticky price index sorts the components of the consumer price index (CPI) into either flexible or sticky (slow to 
change) categories based on the frequency of their price adjustment (source: Federal Reserve Bank of Atlanta).
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