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Stocks rose over the short trading week on fresh hopes for a quick 
end to the Middle East conflict, while March job growth was 
unexpectedly strong. 

The Standard & Poor’s 500 Index picked up 3.36 percent, while the 
Nasdaq Composite Index gained 4.44 percent. The Dow Jones 
Industrial Average added 2.96 percent. The MSCI EAFE Index, 
which tracks developed overseas stock markets, advanced 2.59 
percent over the four trading days through last Thursday.1 

Stocks Rebound 

Stocks were under pressure to start the week. Investors looked past 
comments from Fed Chair Powell that inflation expectations "appear 
to be well anchored beyond the short term" despite concerns over the 
Middle East conflict's potential inflationary effects.2,3 

However, sentiment shifted on Tuesday with stocks closing out Q1 
on a high note, reflecting renewed investor hope for an end to the 
conflict. The S&P 500 posted its best day since May of last year.4 

Momentum continued into Wednesday, with comments from the 
White House that gave investors more confidence that a resolution 
was coming. A stronger-than-expected retail sales report also buoyed 
enthusiasm. 

Stocks dipped but then rallied on Thursday, ending the session with a 
slight gain and helping stock prices break a 5-week losing streak.5,6 



 



Jobs Update 

U.S. stock markets were closed on Friday, but investors were on 
the lookout for the March jobs report. 

Employers added 178,000 jobs in March, an unexpected 
increase that marked the best month in over a year. Economists 
expected a gain of 59,000 jobs. Unemployment fell to 4.3 
percent from 4.4 percent in February.7 

This Week: Key Economic Data 

Tuesday: Durable Goods (Feb). Chicago Fed President Austan 
Goolsbee speaks. Consumer Credit (Feb). 

Wednesday: FOMC March meeting minutes released. 

Thursday: Personal Consumption Expenditures (PCE) Index 
(Feb). Q4 Gross Domestic Product (GDP), second revision. 
Weekly Jobless Claims. Wholesale Inventories (Feb). 

Friday: Consumer Price Index (CPI). Factory Orders (Feb). 
Consumer Sentiment. 

 

“Never attribute to malice that which is adequately explained by 
stupidity.”  

– Robert J. Hanlon 



 

President Trump’s conflicts with Federal Reserve Chairman 
Jerome Powell and with Board of Governors member Lisa Cook 
have obscured real shortcomings at the Federal Reserve and 
brought little useful change. These conflicts tend to focus on 
whether the Fed’s target interest rate is too high or too low. 
Meanwhile, institutional problems at the Fed have been largely 
overlooked. 

But there is an opportunity here with Trump’s nominee for Fed 
chair, Kevin Warsh. His first task will be navigating a hostile 
Senate. But should he be confirmed, Warsh’s time would be best 
spent cleaning up the Federal Reserve system: its personnel, 
spending, and data. 

The Federal Reserve System employs 24,000 people. The Board 
of Governors has about 3,000 employees, while the 12 district 
banks employ the remaining 21,000. That figure includes 800 to 
1,000 professional economists. While the Fed has recently 
announced plans to reduce its workforce by 10 percent, that 
would still leave it with more than 21,000 employees. But why 
shouldn’t the Fed cut headcount by 20 percent to 30 percent, or 
even more? 

Does the Fed really need that many employees? After all, this 
isn’t the 1960s or 1970s when many things had to be done by 
hand. Not only have there been significant technological 
improvements and greater automation over the past 50 years, the 
development of artificial intelligence will also accelerate this 



trend. As such, the new Fed chair should re-evaluate whether the 
Fed needs so many employees. 

Besides being wasteful, the high number of economists 
employed by the Fed has likely influenced the profession to 
unduly favor the status quo. Those who criticize the Fed or 
question whether it should even exist find themselves in the 
wilderness of monetary economics. Employing fewer 
economists will reduce the Federal Reserve’s gravitational pull 
on the economics profession. 

Along with reducing headcount through reorganization and 
consolidation, the Federal Reserve is ripe for an audit of its 
spending. Ron Paul popularized the idea of auditing the Fed in 
2008. The Federal Reserve is unique in that it can literally create 
money, and in that it sets its budget independent of Congress. 
What would you expect the budget trend to be for a fully self-
funding organization that can print money? If you said up and to 
the right, collect your prize. 

The budget of the Board of Governors of the Fed has grown 
more consistently than the Federal budget for decades. In fact, 
why would any office or department at the Fed ever voluntarily 
reduce its spending? As such, we don’t see examples of 
significant retrenchment or budget cuts across the Board of 
Governors. 

District banks, on the other hand, operate with private-sector 
participation through their member-bank stockholders, yet they 
still suffer from bureaucratic bloat because of limited market 
competition. 

By restructuring staff, streamlining operations, and auditing Fed 
spending, the new Fed chair can couch all of this change in 
terms of modernizing the institution. The Fed has largely failed 
to keep abreast of technological change when it comes to data, 



metrics, and execution. It still relies heavily on surveys and 
anecdotal conversations when it has access to millions of data 
points, nearly in real-time. 

Consider the following key indicators that the Fed officials rely 
on: They measure their key inflation target using the personal 
consumption expenditures price index, as well as the consumer 
price index and the producer price index. Yet these numbers 
come out only once a month. Rather than calling on business 
leaders to get a read on economic conditions, they could use 
real-time measures from sources such as the Adobe Digital Price 
Index or Truflation that use millions of transactions to assess 
economic activity. 

Similarly, most of the key indicators that the Fed uses for 
assessing the strength of the labor market (the unemployment 
rate, nonfarm payrolls, labor force participation rate, and various 
measures of underemployment) tend to be released monthly as 
well. 

The important measure of economic growth, the gross domestic 
product (GDP), comes out only quarterly—although there are 
frequent estimates. Furthermore, the measures of GDP tend to 
be revised often, too. The Atlanta Fed produces a “GDPNow” 
number—but it also relies primarily on estimates rather than 
real-time data. Indicators such as industrial production, retail 
sales, and business investment are not much better. 

One area in which the Fed does make use of real-time data is in 
financial market conditions. Interest rates (e.g., federal funds 
rate, Treasury yields), credit spreads, and asset prices change in 
real time and can be used to assess financial stability and the 
effectiveness of monetary policy. 

In addition to the delays, most of these core metrics, particularly 
GDP and the unemployment rate, are lagging indicators. They 



reflect past economic performance rather than provide real-time 
insights into current or future trends. In a rapidly evolving 
global economy, relying heavily on backward-looking data can 
lead to policy decisions that address emerging challenges too 
slowly or exacerbate existing ones. 

The Federal Open Market Committee’s framework often 
emphasizes aggregate demand management, assuming that 
inflation is primarily a demand-side phenomenon. But recent 
economic shocks (supply chain disruptions, energy price spikes) 
highlight the critical role of supply-side factors. Over-reliance 
on demand-side metrics can lead to inappropriate policy 
responses. 

In fact, many economists argue that the Fed should be less 
reactive in general. Economist Milton Friedman noted that there 
were “long and variable lags” between the implementation of 
monetary policy and its effects. Following predictable monetary 
rules will likely generate more stability and more growth in the 
long run. 

Monetary policy (in terms of target interest rates) matters, but so 
does operational efficiency, utilization of technology, and access 
to good information. Institutional reform may also help the Fed 
rebuild public trust by reassuring people that its decisions reflect 
reality today rather than reality months ago—or not at all. 
Cleaning up the Federal Reserve will be a monumental task, but 
it will also be a legacy. Let’s hope that Warsh is up for the 
challenge.8 
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