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FOMC decision
As we expected, the Federal Open Market Committee (FOMC)
raised the federal funds rate target by 25 basis points (bps),
to 2-1/4% to 2-1/2%, the ninth such hike in this cycle. Of key
importance is the messaging that accompanied today's move.
Here, I see several important takeaways:
FOMC participants still judge the economy as performing quite well,
and see the economic outlook as solid, consistent with achieving
their dual-mandate objectives (if not a bit beyond in terms of full
employment). And they still judge monetary policy as (slightly)
accommodative. That's why they felt it appropriate to take another
modest step to reduce that accommodation today.
But they also acknowledged a number of developing crosscurrents
– most notably, the recent tightening of financial conditions, and
some moderation or uncertainties abroad – that, if sustained, may
weigh slightly on the base-case outlook for the U.S. economy,
and raise some downside risks. Also, after today's move they now
judge the federal funds rate to be back at least at the bottom
of the (admittedly uncertain) range of estimates of neutral. These
developments imply two main things going forward: policymakers
expect they will need to do slightly less in terms of rate hikes
from here (largely because of the impact of the recent tightening
of financial conditions and moderation abroad); and they are apt
to be even more data dependent than before. Of course, the
U.S. Federal Reserve (Fed) policy is never on a pre-set course.
But with the increased uncertainties caused by tighter financial
conditions and developments abroad, and with policy no longer so
clearly accommodative, the case for treading carefully, monitoring
developments closely, and letting incoming information dictate the
pace and timing of future moves, is even stronger. Little sign of an
inflation overshoot gives the Fed still greater latitude to be patient.
A few more details reinforce these conclusions. In the statement,
the Committee now "judges" rather than "expects" that "some
further gradual increases in the target range for the funds rate…" adding the modifier “some" to the prior meeting's statement. These
changes are Fedspeak1 for slightly tempering the pace, magnitude,
and likelihood of hikes they anticipate. Consistent with that, the
median "dots" slipped to two hikes from three in 2019 (the average
fell as well), and though holding at one further hike in 2020, the
long-run median estimate of neutral edged down slightly.
Also, the statement added that the FOMC "… will continue to
monitor global economic and financial developments and assess
their implications for the economic outlook." This is a nod to
acknowledging the recent tightening of financial conditions and
moderation or uncertainty abroad, which was why the median
1

Informal term which is used to refer to the statements and the language that the Federal Reserve uses to describe future changes in Federal
Reserve Policy.
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year ago
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expectation for gross-domestic-product (GDP) growth came down
0.2% in 2019 to 2.3% (albeit unchanged beyond that). The forecast
for core inflation was trimmed 0.1% for each year of the forecast
(reaching but no longer exceeding the 2% target). Growth is still
expected to be strong enough next year to edge the unemployment
rate lower, before beginning a gradual modest rise beyond that
(albeit remaining below the median estimate of the natural rate,
though that edged down 0.1%, suggesting they judge the labor
market overshoot to be a shade smaller).
Finally, in a purely technical move, with no policy import, the Fed
raised the interest rate paid on reserves by just 20 basis points, to
2.40%, 10 basis points below the top of the federal funds rate target
range, the better to ensure that the funds rate trades within that
range, rather than near the upper end, as has been the case of late.
I continue to expect the Fed balance sheet to run off passively in the
background, according to the schedule the Fed laid out more than a
year ago. The federal funds rate will remain the primary active tool
used to adjust the stance of policy. That is, the first line of response
to changes in the outlook will be changes in the funds rate path.
Barring a shock, I expect the balance runoff to continue into early
2020 or so, by which time about $1 trillion of securities will have
been shed cumulatively (about 2/3 Treasuries), leaving the Fed with
still a bit more than $3 trillion. That will take reserve balances down
to about $1 trillion or so, and if the Fed judges that to be roughly
what banks want to hold, they will stop the runoff. The key driver
of when the runoff stops – barring a shock where the Fed has to go
back into "all hands on deck rate slashing/balance sheet expanding"
mode again – is when the Fed judges reserve levels to be in line
with banks' demand.
As for markets, I am not sure why they would suddenly focus on
balance sheet runoff as a concern as this plan has been known
about for over a year, and has proceeded methodically. And when it
is all over, the Fed will likely still end up holding a lot more securities
than suggested by pre-crisis trends.
As for the federal funds rate, I think the Fed will hold steady for a
while, waiting for greater clarity on how the tug of war between
still-sound economic fundamentals and the tightening of financial
conditions plays out. Also, with the federal funds rate now back at
least within the range of estimates of neutral, and inflation in check,
policymakers can afford to be patient. But when the dust settles,
we still expect the economy to perform in a way that induces the
Fed to raise rates modestly further.
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Glossary
Accommodative
The aim of an accommodative monetary policy is to support the
economy by means of monetary expansion.
Balance sheet
A balance sheet summarizes a company's assets, liabilities and
shareholder equity.
Basis point
One basis point equals 1/100 of a percentage point.
Federal funds rate
The federal funds rate is the interest rate, set by the Fed, at which
banks lend money to each other, usually on an overnight basis.
Federal Open Market Committee (FOMC)
The Federal Open Market Committee (FOMC) is the committee
that oversees the open-market operations (purchases and sales
of securities that are intended to steer interest rates and market
liquidity) of the U.S. Federal Reserve.
Gross domestic product (GDP)
The gross domestic product (GDP) is the monetary value of all the
finished goods and services produced within a country's borders in
a specific time period.
Inflation
Inflation is the rate at which the general level of prices for goods
and services is rising and, subsequently, purchasing power is
falling.
Monetary policy
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).
U.S. Federal Reserve (Fed)
The U.S. Federal Reserve, often referred to as "the Fed", is the
central bank of the United States.
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Hong Kong
The contents of this document have not been reviewed by any
regulatory authority in Hong Kong. You are advised to exercise
caution in relation to the investments contained herein. If you are
in any doubt about any of the contents of this document, you
should obtain independent professional advice. This document has
not been approved by the Securities and Futures Commission in
Hong Kong nor has a copy of this document been registered by
the Registrar of Companies in Hong Kong and, accordingly, (a)
the investments (except for investments which are a “structured
product” as defined in the Securities and Futures Ordinance
(Cap. 571 of the Laws of Hong Kong) (the “SFO”)) may not be
offered or sold in Hong Kong by means of this document or
any other document other than to “professional investors” within
the meaning of the SFO and any rules made thereunder, or in
other circumstances which do not result in the document being
a “prospectus” as defined in the Companies (Winding Up and
Miscellaneous Provisions) Ordinance (Cap. 32 of the Laws of Hong
Kong) (“CO”) or which do not constitute an offer to the public within
the meaning of the CO and (b) no person shall issue or possess
for the purposes of issue, whether in Hong Kong or elsewhere, any
advertisement, invitation or document relating to the investments
which is directed at, or the contents of which are likely to be
accessed or read by, the public in Hong Kong (except if permitted
to do so under the securities laws of Hong Kong) other than with
respect to the investments which are or are intended to be disposed
of only to persons outside Hong Kong or only to “professional
investors” within the meaning of the SFO and any rules made
thereunder.
Singapore
Singapore Interests in the funds mentioned herein are not allowed
to be made to the public or any members of the public in Singapore
other than (i) to an institutional investor under Section 274 or 304
of the Securities and Futures Act (Cap 289) (“SFA“), as the case
may be, (ii) to a relevant person (which includes an Accredited
Investor) pursuant to Section 275 or 305 and in accordance with
other conditions specified in Section 275 or 305 respectively of
the SFA, as the case may be, or (iii) otherwise pursuant to, and in
accordance with the conditions of, any other applicable provision
of the SFA.
Important Information
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
All articles are available on https://go.dws.com/cio-view-articles
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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, recommendation or solicitation to conclude a
transaction and should not be treated as giving investment advice.
DWS Group does not give tax or legal advice. Investors should
seek advice from their own tax experts and lawyers, in considering
investments and strategies suggested by DWS Group. Investments
with DWS Group are not guaranteed, unless specified.
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.
Although the information herein has been obtained from sources
believed to be reliable, DWS Group does not guarantee its accuracy,
completeness or fairness. No liability for any error or omission is
accepted by DWS Group. Opinions and estimates may be changed
without notice and involve a number of assumptions which may
not prove valid. All third party data (such as MSCI, S&P, Dow
Jones, FTSE, Bank of America Merrill Lynch, Factset & Bloomberg)
are copyrighted by and proprietary to the provider. DWS Group or
persons associated with it (“Associated Persons”) may (i) maintain
a long or short position in securities referred to herein, or in related
futures or options, and (ii) purchase or sell, make a market in, or
engage in any other transaction involving such securities, and earn
brokerage or other compensation.
The document was not produced, reviewed or edited by any
research department within Deutsche Bank and is not investment
research. Therefore, laws and regulations relating to investment
research do not apply to it. Any opinions expressed herein
may differ from the opinions expressed by other Deutsche Bank
departments including research departments. This document may
contain 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 material. 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
All articles are available on https://go.dws.com/cio-view-articles
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indicated. Therefore, actual results may vary, perhaps materially,
from the results contained herein. No representation or warranty is
made by Deutsche Bank as to the reasonableness or completeness
of such forward looking statements or to any other financial
information contained herein.
This document may not be reproduced or circulated without
DWS Group’s written authority. The manner of circulation and
distribution of this document may be restricted by law or regulation
in certain countries, including the United States.
This document is not directed to, or intended for distribution to or
use by, any person or entity who is a citizen or resident of or located
in any locality, state, country or other jurisdiction, including the
United States, where such distribution, publication, availability or
use would be contrary to law or regulation or which would subject
DWS Group to any registration or licensing requirement within such
jurisdiction not currently met within such jurisdiction. Persons into
whose possession this document may come are required to inform
themselves of, and to observe, such restrictions.
Unless notified to the contrary in a particular case, investment
instruments are not insured by the Federal Deposit Insurance
Corporation (”FDIC“) or any other governmental entity, and are not
guaranteed by or obligations of DWS Group.
© 2019 Deutsche Asset Management (Asia) Limited
Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17,
60329 Frankfurt am Main, Germany
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