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Entrenchment 

Powell’s confirmation hearing 

 

 

Summary 

 During Powell’s confirmation hearing before the Senate Banking Committee today, inflation 

was on top of the agenda and it was clear that Powell abandoned the transitory narrative just 

in time. 

 Powell wants to prevent higher inflation from becoming entrenched, which means that the 

Fed is in a hurry to start raising rates and to start reducing the balance sheet. 

 However, questions remain how ‘hawkish’ the Fed will remain if inflation – in line with the 

Fed’s projections – comes down later this year. 

Introduction 

Today, Powell testified before the Senate Banking Committee in a hearing into his nomination for 

a second term as Fed Chair. The questions of the senators during Powell’s confirmation hearing 

made clear that inflation is the main concern of the Senate regarding Fed policy. So Powell’s pivot 

to inflation fighting came just in time for him to convince the Senate Banking Committee to 

support his nomination for a second term as Fed Chair. Imagine what today’s confirmation 

hearing would have looked like if the September 2021 edition of Powell had come to the Hill, 

responding to each question about inflation that it is just a transitory thing. Instead, Powell did his 

best to come across as an inflation hawk, as did his colleagues in the FOMC in recent days in 

various speeches and interviews. They squeaked like good little hawks, although looking at the 

data this is completely incredible: the federal funds rate is at its lower bound, the Fed is still 

expanding the balance sheet, while tomorrow’s CPI release is expected to show that inflation has 

reached 7.0%. The reality is that the Fed dropped the ball on inflation with its misguided flexible 

average inflation targeting strategy and is now playing catchup. Although this could have been 

enough for the Senate to deny Powell a second term, he is likely to be confirmed now that he has 

seen the light and is doing his utmost to comply with the wishes of the Senate. 

Entrenchment 

In his prepared speech Powell said that “the economy has rapidly gained strength despite the 

ongoing pandemic, giving rise to persistent supply and demand imbalances and bottlenecks, and 

thus to elevated inflation. We know that high inflation exacts a toll, particularly for those less able 

to meet the higher costs of essentials like food, housing, and transportation. We are strongly 

committed to achieving our statutory goals of maximum employment and price stability. We will 

use our tools to support the economy and a strong labor market and to prevent higher inflation 

from becoming entrenched.”  

Well, inflation has been elevated since April 2021 when it jumped to 4.2% from 2.6% and the Fed 

kept the federal funds rate near zero and continued to buy assets, but now they want to prevent 

inflation from becoming entrenched. How about that? Anyway, nowadays we call this a hawkish 

statement. 
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During the Q&A most questions were about inflation. Powell explained that the high level of 

inflation was the result of a mismatch between supply and demand. While he acknowledged that 

the Fed could do nothing about supply side issues, monetary policy could affect the demand side. 

He expects supply side constraints to have eased by the end of 2022. However, in the meantime 

there is the risk of inflation getting entrenched. He expects inflation pressures to last well into 2022 

(there was some confusion when Powell said ‘next year’, but that was corrected quickly). However, 

Powell said that if they saw inflation persisting higher than expected, the FOMC would raise rates 

more than currently anticipated. He said the Fed would have to be humble (about the outlook) 

and nimble (in its policy decisions). Powell attributed current inflation largely to supply chain 

disruptions, but said that labor supply issues could cause future inflation.  

 

Figure 1: Elevated inflation 

 

Source: Macrobond 

 

Regarding balance sheet reduction he said it would be sooner and faster (echoing the title of our 

comment on the December minutes) than last time. He said it could begin ‘perhaps later this 

year.’ He also said they tend to use 2-3-4 meetings to work on these issues. So since they started 

in December, they may use the meetings in January, March and possibly May to work out their 

plan for balance sheet normalization. Note that tapering ends in March, opening the door to a 

March rate hike. This would probably make May the first live meeting regarding balance sheet 

normalization. 

Conclusion 

So Powell made his pivot just in time, because of three data points as he explained at the 

December post-meeting press conference. Of course, not because he felt any political pressure. If 

he still had any doubt about his change of mind, today’s hearing made clear that the Fed can no 

longer get away with the transitory narrative. It is clear that the Fed is eager to show its newfound 

inflation fighting belief, which makes March a live meeting for the first rate hike. We could also 

see the start of balance sheet reduction as soon as in May. The FOMC wants to avert inflation 

becoming entrenched so it needs to signal that it is taking the fight against inflation seriously. 

However, if the Fed is right that inflation will ease later this year, the urgency to tighten policy 

may ease as well. After all, they have been ‘hawks’ for only a short time. So while the FOMC has 

worked hard to increase the credibility of their rate projections for 2022, they still have a lot of 

convincing to do for the remainder of their projected rate trajectory.  
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Table 1: 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) 
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Disclaimer 

Non Independent Research 

This document is issued by Coöperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank” 

(“Rabobank”) a cooperative with excluded liability.  The liability of its members is limited.  Authorised by De 

Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiële Markten. Rabobank London 

Branch (RL) is authorised by De Nederlandsche Bank, the Netherlands and the Prudential Regulation Authority, and 

subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 

Authority. Further details are available on request. RL is registered in England and Wales under Company no. FC 

11780 and under Branch No. BR002630.  This document is directed exclusively to Eligible Counterparties and 

Professional Clients.  It is not directed at Retail Clients.  

This document does not purport to be impartial research and has not been prepared in accordance with legal 

requirements designed to promote the independence of Investment Research and is not subject to any prohibition 

on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial 

assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an 

impartial assessment of the value or prospects of its subject matter.  No reliance may be placed by a recipient on 

any representations or statements made outside this document (oral or written) by any person which state or imply 

(or may be reasonably viewed as stating or implying) any such impartiality. 

This document is for information purposes only and is not, and should not be construed as, an offer or a 

commitment by RL or any of its affiliates to enter into a transaction.  This document does not constitute investment 

advice and nor is any information provided intended to offer sufficient information such that is should be relied 

upon for the purposes of making a decision in relation to whether to acquire any financial products.  The 

information and opinions contained in this document have been compiled or arrived at from sources believed to be 

reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or 

correctness. 

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in 

substitution for the exercise of judgement by any recipient.  Any opinions, forecasts or estimates herein constitute a 

judgement of RL as at the date of this document, and there can be no assurance that future results or events will be 

consistent with any such opinions, forecasts or estimates.  All opinions expressed in this document are subject to 

change without notice.   

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any 

liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its 

contents or otherwise arising in connection therewith. 

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs, 

their directors, officers and/or employees may have had or have a long or short position or act as a market maker 

and may have traded or acted as principal in the securities described within this document (or related investments) 

or may otherwise have conflicting interests.  This may include hedging transactions carried out by RL or other legal 

entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described 

in this document.  Further it may have or have had a relationship with or may provide or have provided corporate 

finance or other services to companies whose securities (or related investments) are described in this document.  

Further, internal and external publications may have been issued prior to this publication where strategies may 

conflict according to market conditions at the time of each publication. 

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with 

the prior written consent of RL.  By accepting this document you agree to be bound by the foregoing restrictions. 

The distribution of this document in other jurisdictions may be restricted by law and recipients of this document 

should inform themselves about, and observe any such restrictions.  

A summary of the methodology can be found on our website 
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