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Illumination from Jackson 
Hole? 
The US Fed has persistently indicated that the normalization of 
monetary policy would be gradual. This strategy takes account 
of the risks of reacting too late or too early. Markets currently 
appear to be assuming that the Fed’s main fear is that further 
rate hikes could prove to be premature. It would certainly be 
helpful if Janet Yellen were to crystallize the Fed’s 
normalization strategy once again in her speech in Jackson 
Hole. We think a further hike in the key rate is warranted. 
Positive economic numbers for the third quarter, rising wages 
and a brighter global backdrop all argue in favor of such a 
move. 

The recent softness of the US dollar and yields on 10yr Treasuries of only 1.5% 
for a while now suggest that the financial markets see little likelihood of 
further monetary policy normalization in the near future. Indeed, on the 
federal funds futures market a further rate hike was of late not fully priced in 
until July 2017. And yet the economic data are not out of kilter with the trend 
outlined for 2016 by the Fed in its June projections. 

The reasoning behind subdued rate hike expectations are probably manifold. 
Among other things, the markets appear to have concluded from recent Fed 
communication that the central bank fears that further rate moves could 
prove premature. 

On the one hand the discussion documented in the minutes of the FOMC 
meeting in July might have created the impression that the Fed was keen to 
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wait with further rate hikes until inflation has picked up substantially. Against 
this backdrop, a paper by the president of the Federal Reserve Bank of San 
Francisco, John Williams, in which he discussed inter alia the option of 
pursuing a somewhat higher inflation target, attracted great attention. 

Tellingly, in a recent speech the central banker nevertheless argued for a 
gradual normalization of key rates. Strikingly, he also presented arguments 
against waiting too long, i.e. until inflation has reached 2% or even more. 
Highlighting overinvestment in tech-related industries in the late 1990s and in 
the residential real estate sector in the middle of the last decade, he stressed 
the additional potential risks of keeping monetary policy too loose for too long. 
Overall, these statements are consistent with the current normalization 
strategy aimed at changing course gradually and thus weighing up the risks of 
reacting too early as well as too late. They are also in line with recent 
statements by other Fed representatives that rate hikes might be appropriate 
this year. 

It would certainly be helpful if Janet Yellen were to emphasize this expectation 
management prominently in her Jackson Hole speech. This would presumably 
prompt corrections on the markets. But these would probably be far less severe 
than those seen for instance in mid-2013. At that time hints by then Fed 
president Bernanke that the Fed might reduce its asset purchases caught the 
markets off guard, sending government bond yields up sharply in a short 
space of time. In our view, a further hike in the key rate is warranted. Positive 
economic numbers for the third quarter, rising wages and a brighter global 
backdrop all argue in favor of such a move.  
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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. 


