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Berenberg Macro Flash 

AAAA    Fed rate hike in June would be a major surpriseFed rate hike in June would be a major surpriseFed rate hike in June would be a major surpriseFed rate hike in June would be a major surprise, but one later this summer was still on the cards according 
to the minutes of the Fed’s 28/29 April meeting. Only a few members saw it likely that economic data would be 
strong enough by the June meeting to warrant a first hike, while many expected they would not be. Key trigger for 
the timing of the first hike remains how strong and fast the economy will rebound from the Q1 weakness - with 
GDP growth coming to a standstill and additional March data pointing to a potential downrevision into negative 
territory. Fed policy makers seemed to have little doubt that the Q1 weakness was “partly or even largely” transi-
tory due to weather effects, port strikes and deseasonalisation techniques. Even the longer-lasting drags on the 
economy from the impact of dollar strength on exports, or the lack of consumer response to cheap oil are ulti-
mately temporary. They should not cloud the observation that the unemployment rate is closing in on pre-crisis 
levels, which does not warrant near-zero interest rates much longer. 
 
HoweverHoweverHoweverHowever, a strong , a strong , a strong , a strong growth growth growth growth rebound has so far not emerged in the datarebound has so far not emerged in the datarebound has so far not emerged in the datarebound has so far not emerged in the data since the Fed meeting, with a few ex-
ceptions such as the data on April housing starts and building permits. Q2 GDP growth is still likely to have been 
much better than Q1, with jobs growth resuming a more normal pace in April. However, consumer confidence has 
dropped in recent releases, partly reflecting the oil price rebound, so it is questionable whether consumption will 
grow very strongly. As a result, the Fed has a bit more time and will probably wait until September for the first 
hike. 
 
Fed policy makers were concerned that Fed policy makers were concerned that Fed policy makers were concerned that Fed policy makers were concerned that the 2013 taper tantrumthe 2013 taper tantrumthe 2013 taper tantrumthe 2013 taper tantrum could be repeatedcould be repeatedcould be repeatedcould be repeated, as markets had priced in 
far fewer rate hikes over the next years than most Fed members expect. The surprise could lead to sudden and 
volatile market reactions once the first hike does happen. However, as if on cue, treasury yields have risen mark-
edly since the late April meeting, for example by 30bp for the 10-year bond. That may partly reflect the realisation 
that the Fed is serious. However, it may still not mean that a first Fed hike in nearly 10 years would not spark any 
volatility. We expect the Fed to communicate extensively that it would be very careful with further hikes after the 
first one to avoid major volatility with a potential real economic impact. 
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