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Headlines   

 As expected, the FOMC held the fed funds rate steady during its meeting last 

week, with the official statement noting economic activity remaining “solid” 

and an unemployment rate which appears to be “stabilizing.” Chair Powell 

stressed that policy was not on any “preset course,” but his responses left 

room for additional cuts later this year. PNC expects the Fed to remain on 

hold for the first half of the year before cutting at the July and September 

meetings. 

 

 President Trump tapped former Fed governor Kevin Warsh to be the next Fed 

chair once Chair Powell’s term is up in May. Warsh had a reputation for 

being relatively “hawkish” during his term at the Fed, but more recently has 

advocated for a lower fed funds rate and a smaller Fed balance sheet. 

 

 Another partial government shutdown began on Saturday after Congress 

failed to pass the necessary appropriation bills to keep the government 

funded. The economic fallout is likely to be minimal, but it will delay key 

statistical releases planned for release this week, especially this Friday’s jobs 

report. 

 

 When the government does publish the January jobs report, we expect it to 

show that the economy added 75k jobs in January, with the unemployment 

rate staying at 4.4%. This release will also include downward revisions to 

prior months’ job growth, with the total number of jobs in March 2025 

expected to be revised down by a total of 800k. 
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FOMC keeps rates unchanged  

In line with market expectations, the FOMC left the 

federal funds rate unchanged at last Wednesday’s 

meeting. The decision included two dissents: 

Governors Miran and Waller both favored a 25bps 

cut. This marks the first meeting since last July in 

which the Committee opted to hold rates steady, 

following three consecutive 25bps cuts thereafter. 

The official statement released by the FOMC with 

the decision removed key language from the prior 

statement indicating that “downside risks to 

employment rose in recent months” in favor of 

noting that the unemployment rate has “shown 

some signs of stabilization.” In addition, the 

Committee judged that economic activity has been 

expanding at a “solid” pace, which was seen as an 

improvement over the prior characterization of 

“moderate” growth. 

Since the decision to pause rate cuts was well 

telegraphed, the primary focus was on the post-

statement press conference to gain insight into 

when, or if, the Fed would resume rate cuts. In the 

press conference Powell repeatedly stressed that 

the Fed would remain “data dependent” and make 

the case for addition policy actions on a “meeting-

by-meeting” basis. Chair Powell also resisted 

answering questions around political pressure, 

repeatedly answering “I have nothing for you on 

that” in response to these questions. 

Comments from the second half of the press 

conference were more indicative that the FOMC is 

still inclined to cut later this year. While Powell had 

articulated that there was “no test” for inflation to 

pass before the Fed was comfortable with cutting, 

he proceeded to state “the expectation is that we 

will see the effects of tariffs flowing through goods 

prices peaking, then starting to come down, 

assuming there are no new major tariff increases 

that are begun, and that is what we expect to see 

other the course of this year. If we see that, that 

would be something that tells us that we can loosen 

policy.”  

 

 

“Many of my colleagues think it’s hard to look at 

the incoming data and say that policy is 

significantly restrictive at this time...” 

“We expect to see the effects of tariffs flowing 

through goods prices peaking and then starting 

to come down… if we see that, that would be 

something that tells us we can loosen policy…” 

Chair Powell,  

January 2026 FOMC Press Conference 

 

This reads very much like a test in our view and is the 

harbinger of cuts to come later this year. The FOMC 

expects tariff-related inflation to peak in the near 

term, implying that they expect to see both an 

increase in core goods inflation followed by a 

deceleration (indicative of reaching a peak) 

subsequently. Conditioned on core goods inflation 

behaving in this manner and services inflation not 

increasing, the Fed should then loosen policy rates.  

Given that tariff passthrough is likely to peak in the 

next few months and the Fed will likely need a few 

months of slowing core goods prices after that to 

impute a peak, we expect the earliest the Fed can 

cut is the middle of the year, consistent with PNC’s 

forecast for July and September rate cuts. This of 

course would be pulled up in the event of a rapid 

deterioration in the labor market. 

Trump taps Kevin Warsh as Fed Chair 

President Trump announced Kevin Warsh as his 

nominee for next Fed chair on Friday morning. 

Warsh previously served as a Governor of the 

Federal Reserve from 2006-2011 and was 

considered as a Fed Chair candidate during Trump’s 

first term. Warsh was historically one of the most 

hawkish members of the FOMC during his first 

tenure at the Board. He emerged as advocate for 

rate hikes during the 2008 financial crisis on 

concerns that leaving the policy rate too low at the 

time would trigger inflation. While Warsh voted for 
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the first round of Quantitative Easing, he then 

became critical of continued quantitative easing 

and has since railed repeatedly against the Fed’s 

large balance sheet in the decade since he left the 

Fed. 

Trump has publicly indicated that he would not 

select a Fed Chair who isn’t amenable to lowering 

rates. While Warsh criticized the Fed’s September 

2024 decision to cut rates by 50bps, he more 

recently has publicly advocated for significant rate 

cuts in line with Trump—with the caveat that he’s 

also called for a simultaneous reduction in the Fed’s 

balance sheet size, which would likely be 

contractionary.  

Figure 1: Kevin Warsh’s policy-rate and balance-

sheet stances have recently diverged 

 

The contrast between Warsh’s history as a hawk vs. 

his recent commentary as a dove could lead the rest 

of the FOMC Committee to conclude that Warsh 

has become overly influenced by “elected politics” 

and rebel against his chairmanship. This would limit 

Warsh’s ability to create a consensus, and to the 

degree that the Chair is completely at odds with the 

rest of the committee, significantly muddle FOMC 

communications. The FOMC Chair’s post-meeting 

press conferences would be less helpful if the 

Committee is far away from the Chair’s positioning. 

While Warsh would clearly like to reduce the size of 

the Fed’s balance sheet, it’s extremely difficult to 

affect this without first making significant 

regulatory changes to bank liquidity requirements. 

Bank liquidity requirements in the post-GFC world 

have been written essentially assuming that the Fed 

is running an ample reserve system, and while those 

rules remain in place, the same funding market 

pressures that drove the Fed’s decision to increase 

the balance sheet at the December FOMC meeting 

would reappear in short order in a new Quantitative 

Tightening (QT) program. Regulatory reform must 

precede a larger reform of the Fed’s balance sheet 

management.  

In short, it’s unlikely in our view that Warsh will be 

able to single-handedly make wholesale changes to 

the Fed’s monetary and balance sheet policies in 

the near-term. On the margin, the most likely 

outcomes he might affect are an earlier end of 

reserve management purchases the Fed is currently 

making and being an additional dovish voice on the 

Fed funds rate in the near term. We expect 

economic conditions to evolve to a point where the 

Fed will cut rates this year, but Warsh’s ability to 

deliver rate cuts beyond what the rest of the 

Committee views as appropriate is limited. 

 

“The Fed’s bloated balance sheet, designed to 

support the biggest firms in a bygone crisis era, 

can be reduced significantly. That largesse can 

be redeployed in the form of lower interest rates 

to support households and small and medium- 

size businesses” 

Kevin Warsh,  

November 2025 WSJ Op-ed 

 

Sen. Thom Thillis has stated that while Warsh is 

qualified for the role, he will still hold up the 

nomination in committee until the Department of 

Justice’s investigation into the Fed, and Chair 

Powell, is resolved. If the Senate does not confirm a 

new Chair by the time Powell’s chairmanship is up in 

May, Fed Vice Chair Philip Jefferson will become the 

acting Chair until Congress confirms a permanent 

one. 

The length of Warsh’s term is also unclear for the 

time being. If Powell does not step down from his 
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governorship when his Chair term ends in May, the 

President will have to nominate Warsh to a fresh 14-

year term (currently occupied by Stephan Miran—

while his term has technically expired, he doesn’t 

need to leave until a replacement is confirmed). If 

Powell does leave, Warsh could be nominated to 

finish out the remainder of Powell’s term, ending in 

2028. 

Partial government shutdown starts, 

key data releases delayed 

The federal government shut down on Saturday 

after Congress failed to pass the remaining 

appropriations bills required to keep agencies fully 

funded. Although the Senate approved a funding 

measure on Friday that would have averted a 

shutdown, the House was unable to vote on it until 

representatives returned from recess on Monday. 

While some House members have expressed 

opposition to the bill, betting markets currently 

expect the shutdown to be resolved by Wednesday. 

Figure 2: Betting market odds for the length of the 

government shutdown in days  

 
Figure 3: Length of prior government shutdowns in 

days 

 

The macroeconomic effects of what is anticipated 

to be a brief shutdown are likely to be minimal. 

However, it will disrupt the release of key federal 

data, most notably this Friday’s establishment 

payrolls report from the Bureau of Labor Statistics.  

Jobs report delayed, but “low hire, 

low fire” labor market expected to 

have continued in January 

As mentioned previously, the BLS will not release this 

Friday’s employment report as scheduled given the 

government shutdown. Still, once the report is 

released, we expect it to show that the “low-fire, 

low-hire” labor-market regime persisted into 

January, keeping the unemployment rate stable 

even as payroll growth rebounds from the unusually 

soft prints seen late last year. We look for the 

unemployment rate to hold at 4.4%, while nonfarm 

payrolls to rise 75k in January, driven by an 

equivalent 75k gain in private payrolls.  

Figure 4: Unemployment rate (%) 

 

Figure 5: Nonfarm payroll job growth (m/m change) 
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Risks around the payroll print are two-sided. On the 

upside, January seasonal factors can be unusually 

supportive, potentially lifting the headline even if 

underlying hiring remains restrained. On the 

downside, the report arrives alongside annual 

benchmark and seasonal-factor revisions plus a 

methodological change to the BLS’s birth/death 

model, which estimates employment at new and 

closing establishments. These are expected to 

reveal weaker underlying trends and add noise to 

the month-to-month change. Additionally, 

retirements of federal workers—driven by DOGE 

deferred resignations—could be larger than 

expected, further weighing on payrolls. 

Claims data points to a lack of layoffs 

Weekly claims continue to support the “low fire” 

part of the narrative. Initial claims have been 

running near the low end of the post-pandemic 

range, and the reading of 209k in the week ending 

January 17 is consistent with employers remaining 

reluctant to lay off workers. Continuing claims have 

also moved down materially; the latest level of 

1.827m is the lowest since mid-2024 and suggests 

that, on the margin, job separations are not 

translating into sustained increases in insured 

unemployment.  

Figure 6: Initial claims for unemployment insurance 

benefits (SA)

 

This message aligns with the low layoff rate in the 

JOLTS data: private-sector layoffs were 1.85 million 

in October, and the layoff rate was 1.2% of 

employment—up slightly from earlier in the year but 

still consistent with a historically low, steady-layoffs 

environment. 

However, labor demand is also weak, worsening 

consumer sentiment and dampening wage growth 

Even as layoffs remain low, the job market feels less 

dynamic. In the Conference Board’s Consumer 

Confidence survey, consumers reported fewer jobs 

as “plentiful” (23.9% vs. 27.5% previously) and more 

jobs as “hard to get” (20.8% vs. 19.1%), pushing the 

labor-market differential down to 3.1 percentage 

points, its lowest since early 2021—an outcome that 

has historically tracked movements in the 

unemployment rate. Hard data are consistent with 

softer labor demand as well, with the openings-to-

unemployed ratio in the latest JOLTS data below 1.0 

for the first time since 2018 outside of pandemic 

distortions. 

 

Figure 7: Continuing claims for unemployment 

insurance benefits (SA)  

 

Income growth is also slowing. In the delayed BEA 

release, nominal personal income rose just 0.1% in 

October and 0.3% in November, and real after-tax 

income growth slowed to 1.0% year-over-year in 

November—the slowest pace since the end of 

2022—reflecting much weaker job growth and 

slowing wage gains. This moderation is consistent 

with the Atlanta Fed Wage Growth Tracker’s 

message that wage growth has cooled back 

toward more normal rates. 
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Figure 8: Labor market differential suggests 

pressure on the unemployment rate 

 

Payroll jobs likely revised lower by 

~800k at the March 2025 benchmark 

The January jobs report is likely to be unusually 

challenging to interpret because it will incorporate 

major establishment survey revisions and 

methodology changes. BLS has indicated that, with 

the January 2026 release, establishment survey 

employment/hours/earnings will be revised to 

reflect the annual benchmark process (based on 

more complete data from unemployment insurance 

tax filings) and new seasonal adjustment factors—

specifically revising not seasonally-adjusted data 

back to April 2024 and seasonally-adjusted data 

back to January 2021. In addition, starting with 

January 2026 data, BLS is changing the birth/death 

model approach to incorporate current sample 

information each month. The birth/death model 

estimates net job growth for new firms and those 

that close. These changes can alter both the 

historical path of payroll levels and the 

interpretation of the January m/m change, since 

January will be printed on top of revised levels and 

new seasonal factors.  

Separately, changes to the household survey that 

typically arrive with January—population control 

updates—have been delayed due to the shutdown. 

BLS notes these population controls will instead be 

introduced with February 2026 estimates released in 

March, meaning January’s unemployment rate print 

will not yet reflect the annual population-control 

reset.  

Figure 9: Payroll jobs expected to decline following 

revisions 

 

On the likely direction of revisions, we expect the 

annual benchmark to reduce the March 2025 payroll 

level by roughly 800k. In addition, Chair Powell has 

noted that payroll growth in the post-benchmark 

period may have been overstated by on the order of 

~60k per month on average from April 2025 onward. 

While the January release will incorporate the 

benchmark revision and updated seasonal factors, 

the extent to which it fully closes that post-March 

overstatement is uncertain.  

Taken together, the combination of (i) downward 

level revisions and (ii) softer underlying monthly 

growth implies that “breakeven” job growth may be 

quite low—potentially even negative in some 

months—without forcing a meaningful rise in the 

unemployment rate, especially in a labor market 

where separations remain contained.  

Data Preview 

Data flow will be light this week, with several 

releases delayed due to the government shutdown. 

The ISM Manufacturing Index surprised to the upside 

in January, signaling the first expansion in 

manufacturing activity since early last year. The 

December JOLTS report, Thursday’s unemployment 

claims data, and Friday’s jobs report will all be 

delayed. With official labor data delayed, increased 

attention will turn to Wednesday’s ADP 

private-payrolls report and other private-sector 

indicators, including the ISM Services Index. 

0

5

10

15

20

25

30

35

40

45

503.0

3.2

3.4

3.6

3.8

4.0

4.2

4.4

4.6

4.8

5.0

Jan '23 Jul '23 Jan '24 Jul '24 Jan '25 Jul '25 Jan '26

Unemployment Rate (%), LHS Labor Differential (%-pts), RHS

Source: Conference Board, BLS, PNC Interpolation

-100k

-50k

0k

50k

100k

150k

200k

250k

300k

Jan '23 Jul '23 Jan '24 Jul '24 Jan '25 Jul '25

NFP Change (3MMA) Possible after Revisions*

Sources: BLS,  PNC
* Revisions estimated from the annual BLS CES benchmark revision for Apr '24 through 
Mar '25 and Chair Powell's stated revisions for Apr '25 through Dec '25.



02 February 2026 

Weekly Economic Roundup |  7 

 

PNC Economics Research 

Table 1: Data release calendar 

Release Date Time Period PNC  Consensus  Last actual 

Key Releases       

S&P Global U.S. Manufacturing PMI* Mon 2/2 9:45 AM Jan F -- 51.9 51.9 

ISM Manufacturing* Mon 2/2 10:00 AM Jan 48.1 48.5 47.9 

ISM Prices Paid* Mon 2/2 10:00 AM Jan -- 59.3 58.5 

ISM New Orders* Mon 2/2 10:00 AM Jan --      -- 47.7 

ISM Employment* Mon 2/2 10:00 AM Jan -- 46 44.9 

JOLTS Job Openings Level** Tue 2/3 10:00 AM Dec -- 7250k 7146k 

JOLTS Quits Level** Tue 2/3 10:00 AM Dec -- 3104k 3161k 

JOLYS Layoffs Level** Tue 2/3 10:00 AM Dec --      -- 1687k 

MBA Mortgage Applications Wed 2/4 7:00 AM Fri 1/30 --      -- -8.50% 

ADP Private Employment M/M Wed 2/4 8:15 AM Jan 65k 45k 41k 

ISM Services Index Wed 2/4 10:00 AM Jan 52.8 53.5 54.4 

ISM Services Employment Wed 2/4 10:00 AM Jan --      -- 52 

Challenger Job Cuts Thu 2/5 7:30 AM Jan --      -- 35k 

Initial Jobless Claims** Thu 2/5 8:30 AM Sat 1/31 212k 212k 209k 

Continuing Claims** Thu 2/5 8:30 AM Sat 1/24 -- 1850k 1827k 

Nonfarm Payrolls M/M** Fri 2/6 8:30 AM Jan 75k 65k 50k 

Private Payrolls M/M** Fri 2/6 8:30 AM Jan 75k 75k 37k 

Manufacturing Payrolls M/M** Fri 2/6 8:30 AM Jan -7k -7k -8k 

Average Hourly Earnings M/M** Fri 2/6 8:30 AM Jan 0.4% 0.30% 0.30% 

Average Weekly Hours Worked** Fri 2/6 8:30 AM Jan 34.2 34.2 34.2 

Unemployment Rate** Fri 2/6 8:30 AM Jan 4.4% 4.40% 4.40% 

Univ. of Mich. Consumer Sentiment Fri 2/6 10:00 AM Feb P 53.0 54.9 56.4 

Univ. of Mich. 1Y Inflation Expectations Fri 2/6 10:00 AM Feb P --      -- 4.00% 

Source: Bloomberg 

* Data released. 

** Reports delayed due to the ongoing shutdown. 
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ADP Private Employment 

 65k. Private employment is expected to increase to close to the average monthly gain of 2025. 

 

ISM Services Index 

 52.8. Service sector activity is forecast to slow due to cold January weather. 

 

Initial Jobless Claims 

 212k. Initial jobless claims are projected to edge up but remain low.  

 

Nonfarm Payrolls M/M 

 75k. Despite cold and snowy weather depressing construction jobs, nonfarm payrolls are expected to rebound from a weak 

December.  

 

Private Payrolls M/M 

 75k. Private payrolls are expected to increase by 75k with state and local job gains offsetting federal government job losses. 

 

Manufacturing Payrolls M/M 

 -7k. Manufacturing payrolls are forecast to decline for the ninth consecutive month. 

 

Average Hourly Earnings M/M 

 0.4%. Average hourly earnings growth is projected to accelerate in concert with faster job growth. 

 

Average Weekly Hours Worked 

 34.2. Average weekly hours worked are expected to remain unchanged,  

 

Unemployment Rate 

 4.4%. The unemployment rate is forecast to hold steady. 

 

Consumer Sentiment  

 53.0. Consumer sentiment is projected to slide amid slower job growth, rising unemployment and elevated inflation. 
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Disclosures 

The material presented and the views expressed herein are of a general nature and does not constitute the provision of 

investment or economic advice to any person, or a recommendation of any particular securities, financial instruments, 

strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant 

information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should 

seek the advice of an investment professional to tailor a financial plan to your needs. To the extent that these materials 

reference PNC data, such materials are not intended to be reflective or indicative of, and should not be relied upon as, the 

results of operations, financial condition or performance of PNC. 

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over 

time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and 

uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date 

made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual 

results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as 

from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements. 

“PNC” is a registered mark of the PNC Financial Services Group, Inc. 
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