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Summary 

 Today, Powell explained his pivot to inflation fighting when he testified to the Senate on 

November 30, based on three data points that were published before President Biden took 

his decision on the nomination for Fed Chair. 

 The FOMC statement deleted “transitory” from its description of elevated inflation. 

 The FOMC decided to double the pace of tapering, ending it in March. This will give the 

Committee the option to hike as soon as on March 16. 

 The upward shift in the dot plot was more hawkish than expected, implying three rate hikes in 

2022. 

 Today’s FOMC projections and Powell’s press conference suggest that the risks to our 

forecast of two hikes in 2022 are clearly toward earlier and more hikes. It does appear that the 

FOMC is finally taking inflation seriously. Having said that, we still have some doubts about 

the Fed’s resolve. The Fed has a long history of not delivering on its projected rate hikes. 

Introduction 

Today (December 15), Powell explained the pivot he made before Congress on November 30 and 

December 1, when he dressed up as an inflation hawk and retired the “transitory” mantra. Today’s 

formal statement simply talks about “elevated levels of inflation” and removed the qualification 

“largely reflecting factors that are expected to be transitory.” The FOMC decided to double the 

pace of tapering. Today’s decision was unanimous. The new dot plot implies three rate hikes for 

2022. The FOMC expects inflation to fall back to 2.6% in the final quarter of next year.  

Press conference: Powell explains his pivot 

As we warned earlier this year in Is the Fed going to be blindsided by inflation? the Fed spent too 

much time on inflation expectations management (repeating that inflation is transitory) instead of 

trying to understand the changes that are taking place in the economy. However, today 

“transitory” was deleted from the FOMC statement. During the press conference, Powell denied 

that political influence played a role in his pivot to inflation fighting on November 30. He said that 

three data points made him decide to taper faster: the high Employment Cost Index at the eve of 

the November meeting of the FOMC, the strong Employment Report two days after the meeting, 

and the strong CPI the Friday after that (it was actually a Wednesday). Powell said this was ten 

days before President Biden made his decision. We would like to add that Fed Vice Chair Clarida 

opened the door to faster tapering on November 19. We have summarized the timeline of 

Powell’s pivot in table 1. 
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Table 1: Timeline of Powell’s pivot 

Date Data/Event Actual Prior 

Oct 29 Employment Cost Index (Q3) 1.3% 0.7% 

Nov 2-3 FOMC meeting   

Nov 5 Employment Report: NFP (Oct) 531K 379K 

Nov 5 Employment Report: U3 (Oct) 4.6% 4.8% 

Nov 10 CPI (Oct) 6.2% 5.4% 

Nov 19 Clarida opens door to faster tapering   

Nov 22 Biden announces Fed Chair nomination   

Nov 30 Powell testifies before Senate   

Source: Powell, Bloomberg 

 

The new taper schedule 

As I said to Bloomberg earlier this week: “The tapering process has become a straightjacket, 

preventing the Fed from responding to the higher than expected level and persistence of 

inflation. Therefore, they are likely to double the pace of tapering to create the option to hike as 

early as in March.” And indeed, the FOMC took that optionality. In their formal statement they 

said: “In light of inflation developments and the further improvement in the labor market, the 

Committee decided to reduce the monthly pace of its net asset purchases by $20 billion for 

Treasury securities and $10 billion for agency mortgage-backed securities. Beginning in January, 

the Committee will increase its holdings of Treasury securities by at least $40 billion per month 

and of agency mortgage‑backed securities by at least $20 billion per month. The Committee 

judges that similar reductions in the pace of net asset purchases will likely be appropriate each 

month, but it is prepared to adjust the pace of purchases if warranted by changes in the economic 

outlook.” 

 

Table 2: Possible taper schedules in 2022 ($bn) 

Pace: -15 -20 -25 -30 

Oct 2021 120 120 120 120 

Nov 2021 105 105 105 105 

Dec 2021 90 90 90 90 

Jan 2022 75 70 65 60 

Feb 2022 60 50 40 30 

Mar 2022 45 30 15 0 

Apr 2022 30 10 0 0 

May 2022 15 0 0 0 

Jun 2022 0 0 0 0 

First hike: June 15 May 4 May 4 Mar 16 

Source: Rabobank 

Federal%20Reserve%20Seen%20Delivering%20One%20of%20the%20Most%20Hawkish%20Pivots%20in%20Years%20-%20Bloomberg
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The acceleration of the taper process is about sound risk management, creating an option to hike 

in the spring of 2022. However, it is not a pre-commitment. As the FOMC has said repeatedly, the 

end of tapering does not automatically mean the start of hiking. Nevertheless, at the press 

conference Powell said that he did not anticipate a long wait between the end of tapering and the 

start of hiking, because the economy is so much stronger than before the start of the previous 

hiking cycle. He did however confirm that he still does not want to hike before the end of 

tapering. 

In his prepared statement Powell said he expects that maximum employment will be reached in 

2022 and inflation to fall by the end of 2022. However, during the Q&A, he said “if inflation is 

high, we could hike before reaching maximum employment.” Powell said that “by March we will 

be able to move if needed, but we will have several months of data.” 

Although our forecast for the first rate hike is for the spring, June 15 to be precise, this reaction 

shows that the risk to our forecast is clearly toward an earlier hike, May 4 or even March 16. 

 

Projections: more inflation, more hikes 

The new dot plot implied three hikes (of 25 bps) in 2022, followed by another three hikes in 2023, 

and two hikes in 2024. While an upward shift in the dot plot had been widely anticipated, this was 

more hawkish than expected. For example, the Bloomberg survey, in which we also participated, 

expected only two hikes for 2022 in the new plot. 

The three hikes in 2023 were in line with the September projections and the FOMC participants 

still anticipate a longer run federal funds rate of 2.5%. However, they likely anticipate to arrive 

there sooner, with a 2.1% federal funds rate by the end of 2024, instead of 1.8%. This implies two 

hikes in 2024. From there it is 1.5 hike until the terminal rate. 

 

Table 3: Median projections of FOMC participants (December 2021) 

Variable 2021 2022 2023 2024 Longer run 

GDP growth 5.5 

(5.9) 

4.0 

(3.8) 

2.2 

(2.5) 

2.0 

(2.0) 

1.8 

(1.8) 

Unemployment 4.3 

(4.8) 

3.5 

(3.8) 

3.5 

(3.5) 

3.5 

(3.5) 

4.0 

(4.0) 

PCE inflation 5.3 

(4.2) 

2.6 

(2.2) 

2.3 

(2.2) 

2.1 

(2.1) 

2.0 

(2.0) 

Core PCE 

inflation 

4.4 

(3.7) 

2.7 

(2.3) 

2.3 

(2.2) 

2.1 

(2.1) 

 

Federal funds 

rate 

0.1 

(0.1) 

0.9 

(0.3) 

1.6 

(1.0) 

2.1 

(1.8) 

2.5 

(2.5) 

Source: FOMC, December 15, 2021 (September 22, 2021) 

 

The PCE inflation forecasts were revised upward, by more than a percentage point in 2021. The 

FOMC now expects PCE inflation in 2022 at 2.6% instead of 2.2% previously. However, they expect 

inflation to fall to 2.3% by 2023 (instead of 2.2%). The expectations for headline and core PCE 

inflation for 2024 remained unchanged at 2.1%. So the FOMC now expects inflation to be higher 
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and more persistent through 2022 and 2023, but by 2024 it should be close to target again. Keep 

in mind that we should interpret the inflation projections as conditional on the rate projections. In 

other words: the FOMC anticipates that if they carry out this more aggressive hiking cycle, 

inflation will be close to target by 2024. 

The unemployment rate projections for 2021 and 2022 were revised downward. The FOMC now 

expects unemployment to reach 3.5% by the final quarter of 2022 and remain there through 2024. 

The longer run unemployment rate was unchanged at 4.0%. 

The projections for GDP growth were revised downward for 2021, upward for 2022, downward for 

2023, and remained unchanged for 2024. The longer run growth rate is still 1.8% according to the 

FOMC. 

Conclusion 

Today, the FOMC opened the door to a first rate hike as soon as in March 2022. We explained in 

our FOMC Preview why we expect the Fed to hike twice in 2022, in the spring, and in the second 

half of the year. Most likely, in June and December. Today’s FOMC projections and Powell’s press 

conference suggest that the risks to our forecasts are clearly toward earlier and more hikes. It 

does appear that the FOMC is finally taking inflation seriously. 

Having said that, we still have some doubts about the Fed’s resolve. The Fed has a long history of 

not delivering on its projected rate hikes. How much of this hawkish posturing will remain if the 

economic recovery faces another setback? Or if markets get nervous?  

What’s more, our use of the term ‘hawkish’ should be seen in the current context. Historically, 

continuing asset purchases for three more months, and following that up with three hikes before 

the end of next year, when CPI inflation has already jumped to 6.8%, can hardly be called hawkish. 

This is probably the most dovish Fed since the 1970s and it remains to be seen whether they will 

have the stomach to deliver those three hikes that are now in the dot plot. 
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