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Fed not yet budging from two 
rate hikes this year 
At its fourth meeting this year the Federal Reserve’s Open 
Market Committee remained on hold. The key rate has thus 
been standing at 0.25%-0.5% since December. We nevertheless 
view two rate hikes this year as appropriate and likely. 
Assuming that the UK votes to remain in the EU, a rate hike in 
July is by all means on the cards. 

Alongside the uncertainty surrounding the outcome of the referendum in the 
UK, the weak May jobs report was doubtless a key factor behind the decision to 
leave the federal funds rate unchanged. It had raised the question whether it 
signaled persistent reticence by businesses on the hiring and capital spending 
fronts. 

Essentially, the Fed appears to be assuming a temporary lull on the labor 
market. With its updated economic projections, the Fed is sticking to its 
fundamentally positive picture for the economic outlook: moderate growth, 
improvement in the labor market situation and a pickup in inflation to 2% over 
the medium term. Hence, the signal of a gradual correction in monetary policy 
remains in place, even if, at 200 basis points, the scale of rate hikes deemed 
appropriate over the forecast horizon (to end-2018) has been tempered 
compared with the March projection. This change largely reflects the 
assessment of a lower “neutral” interest rate level. However, the Fed continues 
to indicate that the federal funds rate could be lifted to a target range of 0.75%-
1% by the end of this year. At the subsequent press conference Janet Yellen 
stated that a rate hike in July was not impossible should the data – above all 
the labor market indicators for June – be convincing.  
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We incline to the view that recent subdued jobs growth and the concomitant 
stagnation in aggregate hours worked represent a reaction to the slowdown in 
the pace of growth in the winter months. Labor productivity slipped both in 
the final quarter of 2015 and at the start of this year. 

With the pace of growth picking up again in the current quarter on the back of 
brisk consumption in particular, the weak performance in the previous 
quarters looks set to go into reverse. To this extent the prospects are good that, 
amid ongoing solid economic momentum, jobs growth will bounce back.  

Inflation could also serve up a surprise in the months ahead. With the drop in 
the US dollar compared with the start of the year, import prices (ex petroleum 
products) have of late shown signs of picking up for the first time since early 
2014. Although the Fed has nudged up its projection for the core inflation rate 
of the price index for personal consumption expenditures in the final quarter 
of 2016 (1.7%, median value), this correction looks to be on the cautious side.  

All in all, we do not think a rate hike in July would be premature. And also 
considering that the Fed had already raised the prospect of an early rate hike 
prior to the publication of the May jobs report. 
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  
Together with its customers and sales partners, Allianz is one of the strongest financial communities. About 
85 million private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength 
and solidity to help them make the most of financial opportunities and to avoid and safeguard themselves against 
risks. In 2015, around 142,000 employees in over 70 countries achieved total revenues of 125.2 billion euros and an 
operating profit of 10.7 billion euros. Benefits for our customers reached 107.4 billion euros. 
This business success with insurance, asset management and assistance services is based increasingly on customer 
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency 
and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-
looking statements that are based on management's current views and assumptions and involve known and 
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed 
or implied in such forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and 
competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 
financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured 
loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity 
levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) 
interest rate levels, (viii) currency exchange rates including the euro/US-dollar exchange rate, (ix) changes in laws 
and regulations, including tax regulations, (x) the impact of acquisitions, including related integration issues, and 
reorganization measures, and (xi) general competitive factors, in each case on a local, regional, national and/or 
global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities 
and their consequences.  

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, save 
for any information required to be disclosed by law. 


