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The chairman of the U.S. Federal Reserve (Fed), Powell, 

communicated a very clear message after the last Federal-

Open-Market-Committee (FOMC) meeting this year. De-

spite weak exports and business investments, the economy 

remains in what some might call a 'sweet spot' – especially 

when measured by the latest encouraging labor-market 

developments. Supported by sound monetary and financial-

market conditions, the strong labor market should ensure 

that the growth engine – consumption – will run smoothly. 

And while inflation currently remains sluggish, it is expected 

to converge toward the Fed's target of two percent in the 

course of the next twelve months. Only a development that 

commands a "material change" to the Fed's outlook is likely 

to lead them to alter their monetary-policy stance. 

While we are still optimistic, we are not as cheerful for the 

mid- to long-term.1 Labor markets surprised to the upside in 

November as the negative impact from strikes in the auto-

motive sector reversed almost entirely. However, we do not 

observe a change in the overarching momentum. The trend 

of job gains in the goods-producing sector remains muted. 

The main driver has once again been the service sector. 

And with the unemployment rate back to a cyclical low of 

3.5%, we still miss higher gains in wage growth – the main 

driver for future consumption. Wage growth tends to behave 

as we would expect it in the goods-producing sector, e.g. it 

is currently increasing, service-sector-wage growth exhibits 

an atypical behavior as growth rates declined slightly in the 

course of 2019. 

There are several theories on how wages are determined in 

an economy. The explanation is: wages should reflect at 

least the marginal productivity of a worker. The measure-

ment of productivity in services is pretty tricky, and gets 

even more difficult when one considers the impact of the 

ongoing digital transformation is the usually well-defined 

concept of economic output. While that impact cannot be 

observed directly, we instead can track the inputs to overall 

productivity. We find it striking that the decline of productivi-

ty in the third quarter was driven by a jump of hours worked 

of unincorporated self-employed people. This jump could 

have been caused by the so called gig-economy, e.g. ride-

sharing and delivery services. While representing only a 

smaller fraction of overall employment, by excluding this 

effect, productivity would have increased by 1.5% quarter-

over-quarter annualized instead of falling by 0.2%. It re-

mains to be seen how the measurement puzzle will be 

solved by the statistical number crunchers, our take would 

be that current gig-economy jobs cannot keep up with clas-

sic jobs in terms of productivity and wage growth. 
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 We still believe in lower growth rates in 2020 despite a phase-one trade deal be-

tween the United States and China as we do not anticipate another fiscal impulse. 

 There is still muted wage growth despite unemployment being at cyclical lows. 

This could be caused by low investments and productivity. 
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Another economic rule of thumb is that business invest-

ments increase productivity, which in turn increases 

(potential) output, corporate profits [DWS U.S. Economic 

Outlook as of 11/19/19], employment and eventually wages. 

The chart suggests that the relatively close-fitting relation-

ship between the year-on-year change of overall employ-

ment and business investments broke down in early 2015 – 

just as it did in the mid-80s. Back then oil prices experi-

enced a similar price drop as they did in 2015. This also 

caused concerns whether the world economy is at the brink 

of a downturn. In the 80s, as in recent history, a fiscal stimu-

lus kept the cycle alive and people employed, at least for a 

while, so that the outlook might not be as gloomy.  

Another interpretation of stable employment with declining 

investments evolved in the course of another trade-related 

crisis: Brexit. The hypothesis goes: corporations simply sub-

stitute less business investments with more hiring. In times 

of high uncertainty about future economic regimes as in the 

United States, business investments would be a too serious 

commitment. Employment on the other hand can be adjust-

ed relatively quickly. Neither UK nor U.S. data yet backs this 

hypothesis. However, anecdotal evidence like the often 

cited shortage of skilled labor gives a strong hint to follow 

these thoughts – higher investments could mitigate such 

shortcomings.2  

For the time being we follow the sweet-spot narrative, espe-

cially for the labor market. We again highlight that much of 

the positive momentum in the economy was rooted in the 

last fiscal package – momentum which is fading out. Anoth-

er significant boost from fiscal policy is not expected in an 

election year. Admittedly, the reversal of at least some tar-

iffs could potentially yield some minor upward revisions in 

the growth outlook, but it still does not resolve uncertainty to 

a point where larger committed business investments get 

attractive again. We stick to our view of an ongoing modera-

tion of the economy and lower growth rates in 2020. 

In the short run3, especially while heading into a politically 

challenging election year, the Fed does well to step to the 

sidelines. Recent economic data supports this decision. 

Also there are other topics which should keep the Fed busy 

in the very near term. To name a few: the U.S. repo market 

or simply to maintain the credibility to be independent from 

politics ahead of the elections. 

2 https://www.federalreserve.gov/monetarypolicy/beigebook201911.htm 
3 One to three month(s)  

OVERVIEW: KEY ECONOMIC INDICATORS 

* PCE Price Index 

** Forecast 

  Q3 Q4 Q1 Q2 Q3 Q4F** Q2F Q3F Q4F Q1F 

GDP (% qoq, annualized) 2.9 1.1 3.1 2.0 1.9 1.2 1.6 1.6 1.2 1.8 

Core inflation (% yoy)* 1.9 1.9 1.6 1.6 1.7 1.8 1.9 1.9 1.9 1.9 

Headline inflation (% yoy)* 2.0 1.9 1.4 1.4 1.4 1.6 1.4 1.3 1.4 1.6 

Unemployment rate (%) 3.7 3.8 3.9 3.6 3.6 3.6 3.8 3.9 4.0 3.7 

Fiscal balance (% of GDP) -3.8 -4.2 -4.1 -4.3 -4.6 -4.6 -4.6 -4.8 -4.6 -4.8 
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EMPLOYMENT TENDS TO FOLLOW INVESTMENTS – MOST OF THE TIME… 

Sources: Bureau of Labor Statistics, Bureau of Economic Analysis, National Bureau of Economic Research, DWS Investment GmbH as of 12/17/19 

* seasonally adjusted 

** seasonally adjusted, in U.S. dollar 
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GLOSSARY 

Brexit is a combination of the words "Britain" and "Exit" and de-

scribes the exit of the United Kingdom of the European Union. 

Cyclical is something that moves with the cycle. 

The Federal Open Market Committee (FOMC) is the committee that 

oversees the open-market operations (purchases and sales of se-

curities that are intended to steer interest rates and market liquidity) 

of the U.S. Federal Reserve. 

Inflation is the rate at which the general level of prices for goods 

and services is rising and, subsequently, purchasing power is fall-

ing. 

Monetary policy focuses on controlling the supply of money with the 

ulterior motive of price stability, reducing unemployment, boosting 

growth, etc. (depending on the central bank's mandate). 

A repurchase agreement (repo) is a form of short-term borrowing, 

whereby a dealer commits to repurchase the security shortly after it 

is sold. The dealer pays the repo interest as remuneration. 

The U.S. dollar (USD) is the official currency of the United States 

and its overseas territories. 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 
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provided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, of-

fering materials or other documentation relevant to such products or services. 

The information contained in this document does not constitute investment advice. 

All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice. 

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical 

performance analysis, therefore actual results may vary, perhaps materially, from the results contained here. 

Past performance, [actual or simulated], is not a reliable indication of future performance. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This market-

ing communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading 

prior to the publication of financial analyses. 

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and 

publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited 

in the USA as well as to or for the account of US persons and persons residing in the USA.  
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Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Au-

thority (Registration number 429806). 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH 

& Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and 

on the following basis. 

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for 

your specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase 

or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information 

contained herein. It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a 

transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, 

whether the investments and strategies described or provided by DWS, are suitability and appropriate, in light of their particular investment 

needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to chang-

es in our views. 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 

completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this 
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forth herein, changes or subsequently becomes inaccurate. 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 

the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. 

The relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with 

respect to any tax implications on the investment suggested. 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 

projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s 

judgment as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses 

and changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 

actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 

reasonableness or completeness of such forward looking statements or to any other financial information contained in this document. 
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IMPORTANT INFORMATION – APAC 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents.  DWS Group GmbH & Co. KGaA, 

its affiliated companies and its officers and employees (collectively “DWS Group”) are communicating this document in good faith and on the 

following basis.  

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 

investments and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives 

and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, rec-
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Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income 

and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any 

point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of 

any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. 

When making an investment decision, you should rely on the final documentation relating to the transaction and not the summary contained 

herein. Past performance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or 

warranty as to future performance. 
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