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This time Europe has shown the way. The Federal Re-

serve's (Fed's) interest-rate decision on Wednesday had 

many parallels with the European Central Bank's (ECB's) 

decision on March 7 (see CIO Flash of March 8, 2019). 

Both central banks proved even more dovish than the al-

ready dovish markets expected. Bond and currency markets 

celebrated and stock markets initially welcomed the deci-

sion before getting cold feet from the reasons given for the 

unexpectedly dovish turn in monetary policy. Following a 

similar trajectory to the Stoxx 600 Europe, the S&P 500 

initially rose before going into reverse after about an hour. 

The financial sector in particular pulled the overall market 

down.  

The Fed's most important signals from our point of view 

were that the median forecast for gross-domestic-product 

(GDP) growth was revised downward by 0.2 percentage 

points for 2019 and by 0.1 percentage points for 2020, to 

2.1% and 1.9% respectively. Inflation expectations for 2019 

were reduced by 0.1 percentage points and for 2020 by 0.2 

percentage points, to 1.8% and 1.9% respectively. Fed 

Chairman Jerome Powell commented that "growth is slow-

ing somewhat more than expected". And the Federal Open 

Market Committee (FOMC) members lowered their interest-

rate projections (the dots). This year the dots now point on 

average to no interest-rate hikes, and only one in 2020. This 

means the federal funds rate is expected to peak at 2.5% to 

2.75% probably in 2020, a reduction of 0.5 percentage 

points in the past three months. Another important change 

was to the planned reduction in the Fed's balance sheet. 

The run-off of the Fed’s bond holdings is to be reduced from 

30 to 15 billion dollars a month from May onwards and will 

only continue until September. The fact that the Fed is stick-

ing to its wait-and-see mode for the coming months, that it 

has made further data-dependent decisions and that it has 

left the current key interest rate at 2.25% to 2.5% are  com-

parative side notes.  

Overall, we believe that the Fed's policy is unlikely to 

change in coming quarters, unless there is an exceptional 

shock. The hurdle for a rate hike is now quite high, but that 

is also the case for a rate cut. To justify a further interest-

rate hike there would need to be clear indications that the 

economy can again grow above trend, with corresponding 

impacts on the labor market and inflation expectations. For 

interest rates to be lowered, the economic outlook would 

have to deteriorate significantly and thus be well below our 

core forecast (and the Fed’s). In the past, cycles of interest-

rate cuts have always begun when unemployment rates 

were above the non-accelerating inflation rate of unemploy-

ment (NAIRU) (see Chart of the Week of March 15, 2019), 

from which we are currently far off. In fact, we continue to 

believe the economy will recover in the course of the year 

and that an interest-rate hike is more likely than rate cuts, 

even if we do not expect them in the near future. We would 

not over-interpret the new framework for balance-sheet re-

duction. Although this plan implies a somewhat slower than 

expected reduction, we do not believe this is less a mone-

tary-policy signal than a technical decision relating to the 

management of central-bank reserves. The balance sheet is 

currently not an active instrument of monetary policy 

(although it could become one again, if necessary). 

The market reaction shows investors' restrained delight in a 

Fed that is now even more accommodative than planned. 

Even though the Fed spoke in its communiqué of a healthy 

economy and a still strong labor market, the idea that inter-

est rate rises have already come to a halt with a real inter-

est rate close to zero is not very reassuring for anyone. The 

yield curve will now also be watched again suspiciously by 

many. Following the Fed's decision, U.S. government bonds 

with maturities of up to seven years are now trading below 

the effective fed funds rate. We maintain our forecast that 

there will not be a profit recession this year and that eco-

nomic growth should pick up again in the second half of the 

year. However, in most asset classes this positive scenario 

already appears to be largely priced in.  

THE FED SWEETENS AS ITS VIEW SOURS 

The U.S. Fed succeeded in surpassing already dovish market expectations.  

Don’t get too excited about it. 
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GLOSSARY 

Dove 

Doves are in favor of an expansive monetary policy. 

European Central Bank (ECB) 

The European Central Bank (ECB) is the central bank for the Euro-

zone. 

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 se-

curities 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. 

 

Key interest rates 

Key interest rates stated by central banks to determine the 

most important rates of borrowing. 

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). 

Non-Accelerating Inflation Rate of Unemployment (NAIRU) 

The Non-Accelerating Inflation Rate of Unemployment (NAIRU) 

refers to a level of unemployment below which inflation accelerates. 

S&P 500 

The S&P 500 is an index that includes 500 leading U.S. companies 

capturing approximately 80% coverage of available U.S. market 

capitalization. 

Stoxx Europe 600 

The Stoxx Europe 600 is an index representing the performance of 

600 listed companies across 18 European countries. 

U.S. Federal Reserve (Fed) 

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

central bank of the United States. 

https://go.dws.com/cio-view-articles


CIO Flash  /  March 21, 2019 CIO I VIEW 

/ 3 All articles are available on https://go.dws.com/cio-view-articles CRC 066065 (03/2019) 

IMPORTANT INFORMATION: EMEA 

The following document  is intended as marketing communication. 
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IMPORTANT INFORMATION: UK 

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 
document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 
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. 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 
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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 inde-
pendent 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 invest-
ments 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 purpos-
es 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: 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-
ommendation 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 invest-
ments 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, com-
pleteness 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) pur-
chase 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 opin-
ions expressed by other Deutsche Bank departments including research departments. This document may contain forward looking state-
ments. 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 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 for-
ward 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 con-
trary 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. 
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