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Volatility will move up as we get closer to the first Fed hike
Yield %

Yield curve with dovish Fed forward guidance

Yield, %

Yield curve with dovish Fed forward guidance
Yield curve with hawkish Fed forward guidance

Once the Fed turns hawkish the 
standard deviation of outcomes 

Dovish Fed forward guidance pushes the

will increase, ie vol will go up

Dovish Fed forward guidance pushes the 
yield curve closer to zero, which lowers the 
standard deviation of potential outcomes
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10y has moved closely with 
Fed expectations – except in 2014Fed expectations except in 2014

Months %
Months to first Fed hike based on fed funds futures (ls)
10 year Treasury yield (inverted, rs)
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Has the FedHas the Fed 
done a good job?done a good job?
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The Fed has done a better job than these 
five central banks. They raised rates too early.

Central bank policy rates
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The FOMC has been too optimistic about the recovery

% %

Actual GDP growth June 10 FOMC projection
Nov 11 FOMC projection Sep 12 FOMC projection
Sep 13 FOMC projection Sep 14 FOMC projection
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Note: Actual GDP is annual data and the observation for 2014 is the latest consensus estimate
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Note: Actual GDP is annual data and the observation for 2014 is the latest consensus estimate. 

Source: FRB, BEA, DB Global Markets Research



We are getting close to full capacity in the US economy

Capacity
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Inflation rising
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Can the US economyCan the US economy 
handle higher rates?handle higher rates?
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The Fed can easily begin to hike rates:
The taper tantrum had no impact on the speed of the recovery
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