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US: Fed’s Powell suggests bias for rate hikes
New Fed Chair Jay Powell's testimony to Congress suggests ongoing
gradual policy tightening, but there are hints of upside risks for rates

Powell's key messages
Jay Powell’s first testimony before Congress as Fed Chair emphasises continuity from Chair Janet
Yellen with a repeat of the policy of gradual rate hikes. Ahead of his testimony, there was some
speculation that he could adopt a slightly more dovish stance, but the written submission doesn’t
back this up. Instead, Powell suggests the economic outlook “remains strong” while stating ”some
of the headwinds the U.S. economy faced in previous years have turned into tailwinds”, namely
fiscal policy and foreign demand.
He also hints that inflation is likely to rise, repeating Yellen’s position that some of the “shortfall” in
inflation likely reflects “transitory influences that we do not expect will repeat”. He also sounds
fairly relaxed about the recent market volatility, saying that despite this, “financial conditions
remain accommodative”. Moreover, financial conditions are not “weighing heavily” on the
economy.
Interestingly, he also addresses prescriptive monetary policy rules, which many Republicans
wanted the Fed to adopt formally when setting interest rates. He acknowledged that they can be
helpful, but then repeated the standard criticism that when setting policy “careful judgments are
required about the measurement of the variables used, as well as about the implications of the
many issues these rules do not take into account”.

We look for four rate hikes this year
As such, the tone of Powell’s written testimony suggests that the Fed position hasn’t really
changed under its new leadership with gradual hikes remaining the theme. However, his hints at
the upside potential for inflation and the increasing positives for growth suggest the risks are
skewed towards a more aggressive monetary policy response. At the moment the Fed is
projecting three rate hikes this year while financial markets are currently pricing in around 80bp of
rate hikes. Given our above-consensus 3% GDP growth forecast for 2018 and the potential for
inflation to rise more quickly than many in the market anticipate (wages, dollar weakness, medical
care costs, cell phone data distortions, commodity prices), we are now forecasting four rate rises
this year. We look for one every quarter – starting with the March 21 FOMC meeting.
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Disclaimer
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ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
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is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
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subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
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