THE ECONOMIC OUTLOOK GROUP

475 Wall Street
PRINCETON, NEW JERSEY 08540 Tel: 609 - 529 - 1300
www.EconomicOutlookGroup.com

ECONOMIC TALKING POINTS
Bernard Baumohl
Chief Global Economist
February 10, 2022

Commentary: The March Fed Meeting Will Be Among the Most
Consequential in History
Given January’s sharp acceleration in inflation, to a 40‐year high of 7.5%, the Fed
meeting next month is destined to become the most important since the Volcker era.
Global financial markets and central bankers everywhere will want to see how
vigorously Jerome Powell and his Fed colleagues will attack this inflation surge.
There are two strategies the Fed will need to announce next month if they want to
successfully cool inflation pressures.
First, begin to tighten monetary policy with a 50 basis point increase. Second,
announce a clear plan on when and by how much they will run down the Fed’s
balance sheets.
Powell needs to demonstrate in concrete terms that the Federal Reserve is ready
and willing to act aggressively against inflation. Doing so now will prevent them
from hiking a great deal more later and risk choking off economic activity entirely.
Look, there is always a tug of war among the forces that drive inflation. At this
moment, the winning side pushing prices higher consists of rising energy costs,
scarcities in supplies due to supply chain bottlenecks and escalating wages.
We expect the latter two to ease as goods begin to flow more easily through the
economy and with more Americans re‐enter the workforce. (The number of people
applying for unemployment benefits just dropped for the third week in a row.)
The outlook for energy costs is far more difficult to assess because it is often
influenced by geopolitical events.
The best news we can distill from January’s CPI and other recent economic reports
is that inflation will likely peak in the 1Q ‐‐‐ if, that is, the Fed is ready to show more
muscle in wrestling inflation. A meek Fed response, namely a 25 bp increase with

little fresh news on plans to reduce its balance sheet, runs the risk of inflation
escalating past 8% this summer.
There is, of course, one looming threat that is out of the Federal Reserve’s control
and could change everything: A major war in Eastern Europe. Should Putin proceed
with a military assault against Ukraine, our analysis shows the US and world
economy would face a serious bout of stagflation, specifically depressed economic
conditions along with higher inflation.
Historians may well look back at this March meeting as one of the most
consequential in recent history.
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