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1 Running down that hill – December 2023  

CENTRAL BANK WATCHER  

Running down that hill 

 

 Fed: turning the corner 

 ECB: a short plateau 

 PBoC: not in a hurry 

 BoJ: it’s best to be normal 

 

The rise in long-term bond yields since the middle of the year has been fully reversed in the space of six weeks, as 

markets second-guess the ‘higher for longer’ message of DM central banks. This has been mainly driven by 

favourable developments on the inflation front – and less so by worries about a hard economic landing. The next 

leg of the bond rally, however, might well be spurred by negative growth surprises. 

 

We agree with markets that policy rates won’t stay at a plateau for long, even though cuts in the US and the 

Eurozone might not come before Q2 next year, as the Fed and ECB fret about still too-high wage growth. We also 

think the longer these central banks keep rates into restrictive territory, the faster the journey back to neutral. For 

now, before central banks start running down the hill, we enjoy the view from the peak.  

 

Central banks in Japan and in China remain on their own course. The BoJ is still slowly running up that hill and set 

to end its negative rates policy by end Q1 2024. Meanwhile, the PBoC appears in no hurry to embrace the prospect 

of lower policy rates over the medium term, instead turning to balance sheet tools to stimulate the economy. 

 

Figure  1 – Outlook for central banks policy rates 

 
Source: Bloomberg, Robeco, change 12m ahead, based on money market futures and forwards; 19 December 2023 
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The Federal Reserve: turning the corner 

 

 Focus shifts to cutting rates  

 Market moves have exceeded historical precedents 

 Curve could steepen in this environment 

Dovish Fed communication sparks rally 

It is increasingly likely that last hike in this cycle took place in July and that rate cuts could come as soon as mid 

next year. That is the main takeaway from the 13 December FOMC meeting. In this meeting, FOMC members 

surprised the market by penciling in three 25 bps rate cuts for 2024 as a median ‘dot’ in their Summary of 

Economic Projections. For 2025 their median view is for another 100 bps in cuts. Although the SEP is a collection 

of views, and the actual outcome can be quite different, it has an important signaling function. The dovish sign 

from their projections was confirmed in the press conference in conjunction with the meeting, where Fed chair 

Jerome Powell passed on the opportunity to push back against early rate cut expectations. This leaves little room 

for misunderstanding in their communication, although New York Fed chair Williams tried to calm down 

expectations a few days later.  

 

We agree with the notion that a continued decline in inflation should open the door for the Fed to cut rates. In our 

projections core inflation should dive below 3% again in March, or April. While Powell played down the importance 

of having a ‘2-handle’ on inflation before cutting rates, we do think it is a relevant marker. The market is priced for 

almost a full 25 bps Fed cut as soon as the 20 March meeting. In our view, such a quick decision would require an 

abrupt and meaningful decline in jobs growth. In that case the Fed would be ‘forced to’ cut rates, rather than being 

‘allowed to’. We see the May meeting as a more realistic early possibility and have 12 June as our base case for 

the first rate cut (brought forward from July). While we do expect a slowdown in growth towards zero, based on 

lagged effects of credit tightening, we foresee unemployment rising only gradually. Payrolls growth will probably 

remain supported by structural shortages of workers in health care and education. This makes negative numbers 

less likely. Still, managing to keep them above the 110k per month, required for keeping unemployment stable, 

would be quite an achievement. This would at least be at odds with the momentum in leading indicators such as 

job openings, or consumer surveys on jobs.  

Table 1  - What is priced in for the Fed versus our expectations  

Fed funds rate (% upper bound) 5.50 Mar-24 Jun-24 Sep-24 Dec-24 

Change implied by FF Futures (bps) -21 -67 -110 -137 

Our probably-weighted expectation (bps) 0 -20 -70 -115 

Our central scenario (bps)   0 -25 -75 -125 

Fed funds rate central scenario (% upper bound) 5.50 5.25 4.75 4.25 

Source: Bloomberg, Robeco; 18 December 2023 

While the expected timing of the start of the easing cycle matters, the speed at which rates could be reduced, and 

the targeted end point should at least be equally important topics. In our opinion a gradual and predictable rate 

path makes sense in the scenario where the Fed is allowed, but not forced, to cut rates. As a base case we 

therefore assume a rate cutting path of 25 bps per meeting. We assume the Fed would want to reduce rates to the 

upper end of the neutral range. This would be a level of 3¼-3½% in our opinion. At a pace of 25 bps per meeting, 

this would give the Fed a full year, or 8 meetings, to move rates back to that level.  

  

Obviously, the pace would be quicker in the scenario where payrolls would dive persistently into negative territory. 

Alternatively, the Fed could start later, or end earlier if inflation would re-accelerate. Neither of these is our base 

case, but it is good to keep an open mind. 

 



 

 
3 Running down that hill - December 2023  

No change in QT expected for coming quarters 

For now, the balance sheet reduction policy (QT) remains on autopilot. Any serious discussion about this policy will 

probably start around mid-2024. Bank reserves have remained remarkably stable, but around mid-2024 the Fed’s 

reverse repo facility (which is used to park cash at the Fed), should be nearly depleted. As it looks now, the Fed 

could announce the start of reducing QT in Q4 and end it at the beginning of next year. 

Table 2  - US Treasuries curve  

USTs Spot yield 12m fwd Carry* Hedged to EUR 

2yr 4.41 3.67 209 120 

5yr 3.89 3.69 78 41 

10yr 3.89 3.84 46 25 

30yr 4.00 3.93 21 11 

*For a 1pd position over 12 months 

Source: Bloomberg, Robeco; 18 December 2023 

Curve has the potential to steepen 

The expected turn in monetary policy has led to a massive rally in US Treasuries. This fits with the historical 

market response in the run up to a first rate cut, only the pace has been much quicker. Long term forward yields 

(5y5y) for US rates are now close to the upper end of where we see neutral, at around 3½%. This suggests 

maintaining a long bias, but at a smaller position size. Curves have flattened since early November. We expected a 

re-steepening of the US Treasury curve. At this stage of the policy cycle we prefer 5-30 steepeners, which we 

would aim to replace by 2-10s positions when a first rate cut is near.  

 

Inflation data and swaps pricing suggest a further slowing of price changes, while financial conditions have eased. 

Figure  1 – Financial conditions have eased Figure  2 – Barometer stable in showing lower confidence 

 
 Source: Goldman Sachs, Bloomberg, Robeco; 18 December 2023 

 

Source: Bloomberg, Robeco; 18 December 2023 

 

Figure  3 – Inflation swaps in narrow range Figure  4 – Real yields have fallen 

 
 

Source: Bloomberg, Robeco; 18 December 2023 Source: Bloomberg, Robeco; 18 December 2023 
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European Central Bank: a short plateau 

 

 ECB to start reversing course in Q2 2024 

 Delay would imply faster cuts later; depo rate expected to fall back near 2% in 1H 2025 

 Further retracement in yields and curve normalization in 2024  

 

ECB tries to delay the inevitable 

The ECB Governing Council kept policy rates unchanged at the December meeting, as widely expected. But they 

decided “to advance the normalization of their balance sheet” by reducing the PEPP bond portfolio by EUR 7.5bln 

per month in 2H 2024 and discontinuing PEPP reinvestments thereafter (APP reinvestments have already been 

discontinued). This marks a slower pace of passive Quantitative Tightening (QT) than the market had anticipated.  

 

Although markets were braced for a dovish pivot on rates policy, already pricing in 20 bps of easing by March 

heading into the meeting, the ECB was reluctant to endorse this. Indeed, the policy statement acknowledged that 

“underlying inflation [in the Eurozone] has eased further”, but reiterated that “domestic price pressures remain 

elevated.” This is also reflected in the ECB staff projections for core inflation in the Eurozone to remain above 2% 

over the next two years. Moreover, during the press conference President Lagarde stressed that rate cuts were not 

discussed “at all” and that it was too early to lower their guard on inflation.  

 

However, in the end, it is the incoming data not past forward guidance that determines what will happen. Our 

central scenario is for the ECB to indeed remain on hold at the next two meetings, in January and March. But, as 

shown in Table 1,  there is a 50bps of easing envisaged for Q2 2024 (when two meetings will take place, i.e. in April 

and June). We assume that the annual rate of core inflation, which is currently running at 3.6%, will be back below 

2.5%1 in April, and that the Eurozone economy will remain in stagnation or mild recession in the next few quarters. 

Table 1  - What is priced in for the ECB versus our expectations  

ECB deposit facility rate 4.00 Mar-24 Jun-24 Sep-24 Dec-24 

Change implied by OIS (bps)   -14 -69 -121 -158 

Our probability-weighted expectation (bps) -8 -37 -90 -140 

Our central scenario (bps)   0 -50 -75 -125 

ECB depo rate in central scenario (%) 4.00 3.50 3.25 2.75 

Source: Bloomberg, Robeco; 18 December 2023    

 

The risk is that the ECB delivers less easing in Q2, as it awaits the wage settlements in Spring of next year before 

starting to reverse course (or refrains from kicking off its easing cycle with a 50bps cut in June). However, we take 

some comfort from the notion that leading wage data are moving in the right direction (see Figure 1).  

 

In any case, for an assessment of 2-5 year bond valuations, the exact timing of the first cut in the end may not be 

that important. What matters is the trajectory of policy rates over the next few years. We have argued for a while 

that the ECB’s depo rate would be back in ‘neutral’ territory (which we pitch in the 1.75%-2.25% area) sooner than 

markets (and the ECB) anticipated. Following the sharp drop in bond yields over the past weeks, a return to a 2% 

ECB depo rate is now priced by mid-2025 (see Figure 3). This makes more sense to us. If anything, we believe 

there’s room for markets to bring this somewhat forward.  

 

 

 
1 This is still somewhat above the ECB’s medium-term inflation target, but bear in mind that even the Bundesbank cut its key policy rate from above 8% to below 6% 

in 1993 when core CPI inflation was still running above 5%. 
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Table 2  - DBR curve 

  Spot yield 12m fwd Carry* (bps) 

2y 2.51 1.67 -110 

5y 2.00 1.70 -45 

10y 2.02 1.96 -17 

30y 2.21 2.16 -9 

* for a 1pd position in cash bonds over 12 months 

Source: Bloomberg, Robeco; 18 December 2023    

 

Lower yields and further curve normalization into 2024 

 The uptrend in German bond yields came to a sudden stop in Q4, and we find 10-year yields almost 100 bps 

below the 3% peak reached in early October. While short-term bonds have also rallied, they have slightly lagged 

the decline in 10-year yields, as the ECB is not (yet) ensorsing market pricing for imminent rate cuts.  

 Markets now price in a return of the depo rate to 2% within 18 months (Figure 3) and the EUR 5-year OIS rate 5-

year forward – at around 2.5% unadjusted for term premia. This is less out of whack with our  long-term 

‘neutral’ ECB depo rate estimate of 1.75%-2.25%. Even so, there remains scope for markets to price in lower 

terminal policy rates, both on a 2-year and 10-year horizon. In other words: it is too early to fully take-off 

overweight duration postions in our view. That said, we do not rule out some consolidation in the coming 

weeks, as the slide in Eurozone inflation termporarily sputters due to energy base effects and the unwind of 

administered energy price measures.  

 Curve-wise, we remain braced for further re-steepening, although we do see a risk, especially in 2s5s and 

2s10s, of some further re-flattening near term. As for swap spreads over Germany, given the cheapening of 

repo rates, there is some potential remaining for further tightening, especially in 10-year tenors. However, risk-

reward in setting front-end swap spread tighteners has turned less favorable, as such positions are (more) 

vulnerable to bouts of ‘risk-off’ in financial markets.   

 

Figure  1 – lead wage indicator has started to follow inflation lower Figure  2 –10-yr yield changes around last ECB/Buba hike (t=0) 

 
 Source: ECB, Robeco; 18 December 2023    Source: ECB, Robeco; 18 December 2023    

 
 
Figure  3 – ECB policy rate and inflation forwards 

 
 
Figure  4 – German 2s10s and 10s30s yield curve  

   
Source: ECB, Robeco; 18 December 2023    Source: ECB, Robeco; 18 December 2023    
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People’s Bank of China: not in a hurry 

 

 PBoC not in a hurry to cut policy rates further despite low inflation 

 Fiscal, property and balance sheet easing currently doing the heavy lifting  

 Secular downtrend in China bond yields intact  

A preference for balance sheet tools 

While the OECD’s leading indicator for China keeps pointing to a pick-up in (industrial) growth momentum, 

economic conditions have remained subdued according to our Economic Barometer. That said, this is partly due to 

the low inflation backdrop; forward looking components such as Lending Conditions agree that somewhat better 

cyclical times might be ahead.  

 

This is corroborated by the pick-up in mortgage lending (see Figure 3) – which points to property becoming less of 

a drag on activity in 2024, provided more funding support for developers will be forthcoming. Moreover, 

government bond issuance has been stepped up, aimed at supporting infrastructure activity, which has slowed 

noticeably over the past 12 months. To be sure, we remain cautious on the structural economic outlook, given, 

amongst other things, the problems surrounding local government indebtedness.  

 

Meanwhile, inflation pressures in China remain very subdued, with pork price deflation pulling the headline rate 

further into negative territory in November with – the year-on-year core CPI rate held steady at 0.6%. Even so, the 

PBoC does not seem in a hurry to cut interest rates further, as also suggested by the statement after the annual 

Central Economic Work Conference.  

 

Instead, the focus of the PBoC remains on liquidity injections to ensure a smooth issuance of government bonds, 

and on steering money market rates lower, which have been under some upward pressure (see Figure 1). 

Moreover, the PBoC will likely keep expanding its balance sheet via loans to bank in order to address the debt woes 

of local governments and support property developers. However, we do agree with markets that the next move in 

policy rates is likely to be a cut rather than a hike (see Table 1 below). 

Table 1  - What is priced in for the PBoC versus our expectations  

PBoC 7-day reverse repo (%) 1.80 Mar-24 Jun-24 Sep-24 Dec-24 

Change implied by forwards (bps)   -19 -30 -24 -17 

Our probability-weighted expectation (bps) -5 -11 -17 -23 

Our central scenario (bps) 
 

0 -10 -10 -20 

PBoC 7-day reverse repo in central scenario (%) 1.80 1.70 1.70 1.60 

Source: Bloomberg, Robeco; 18 December 2023 

 

Since September, the 10-year CGB yield has hovered in the narrow 10 bps range, even as front-end yields 

continued their rebound and market expectations for additional, near-term rate cuts were (rightly so in our view) 

scaled back. We find the 2s10s curve near the low end of its historic range.  

 

As the 10-year yield hasn’t yet reached levels of around 2.75% or some 25 bps above the 1-year MLF rate, where 

we would turn more constructive again, we opt to stay tactically underweight CGBs cross-market against DM 

government bonds. Perhaps the increased CGB issuance and/or a temporary growth bounce can help bring yields 

to above-mentioned levels, as we remain of the opinion that the secular downtrend in Chinese rates remains intact. 

 

 

https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fengage.alerts.publishing.gs.com%2FCL0%2Fhttp%3A%252F%252Fwww.news.cn%252Fpolitics%252Fleaders%252F2023-12%252F12%252Fc_1130022917.htm%2F1%2F0100018c5eec9719-c6173a04-27ef-4124-978e-eeca8a360fac-000000%2FPHd_akqhAFNamupqKo0qiPtRMbeZHk3oqQx8i9C9h68%3D331&data=05%7C02%7Cm.a.van.vliet%40robeco.nl%7Ca3938b9f3eec48a2b90908dbfb31f29a%7C71dd74e2a6204a8e9ac4a19e1ff9ddff%7C1%7C0%7C638379964188359813%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=h%2FeD1tib6DaagGioPyu25dSHXmxIwMw3N5aq0boNEzI%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fengage.alerts.publishing.gs.com%2FCL0%2Fhttp%3A%252F%252Fwww.news.cn%252Fpolitics%252Fleaders%252F2023-12%252F12%252Fc_1130022917.htm%2F1%2F0100018c5eec9719-c6173a04-27ef-4124-978e-eeca8a360fac-000000%2FPHd_akqhAFNamupqKo0qiPtRMbeZHk3oqQx8i9C9h68%3D331&data=05%7C02%7Cm.a.van.vliet%40robeco.nl%7Ca3938b9f3eec48a2b90908dbfb31f29a%7C71dd74e2a6204a8e9ac4a19e1ff9ddff%7C1%7C0%7C638379964188359813%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=h%2FeD1tib6DaagGioPyu25dSHXmxIwMw3N5aq0boNEzI%3D&reserved=0
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Table 2  - CGB curve 

  Spot 12m fwd 

2yr 2.35 2.43 

5yr 2.48 2.63 

10yr 2.63 2.70 

Source: Bloomberg, Robeco; 18 December 2023 

 

Economic Barometer: no improvement yet, but… 

 Our Economic Barometer for China remains indicative of weak growth circumstances, with all components still 

in subpar territory (Figure 2). However, the stability in the overall reading masks diverging develoments across 

the components. The Financial Health and Inflation components slipped further in recent months, with the 

latter weakening due to slower services and PPI inflation, as well as weaker readings for PMI price indices. 

 This contrasts with the increase in the Z-scores for Producer Behavior and Lending Conditions. The former 

improved thanks to a further pick-up in industrial production as well as perkier electricity usage and railway 

freight traffic. The better Z-score for Lending Conditions reflects a sharp fall in China’s sovereign CDS spread 

and improving momentum in overall credit growth (from an impulse perspective).  

 The signs of recovery in the components discussed above point to some improvement in overall economic 

conditons in the coming months. However, the lingering weakness of the Z-score for Consumer Behavior 

demonstrates that consumer caution is unlikely to dissapate soon. Consumer Behavior continues to be held 

back by weak PMI employment data and the still subdued marginal-propensity-to-consume metric (based on 

household demand deposits relative to savings deposits), and would have been even weaker if not for the pick-

up in car sales in the wake of policy support and sales promotion. 

 

Figure  1 – Selected policy and money market rates    Figure  2 – Economic Barometer: stability masks divergence 

 
 

Source: Bloomberg, Robeco; 18 December 2023 Source: Bloomberg, Robeco: 18 December 2023 
 
Figure  3 – Better momentum in mortgage lending 

 
 Figure  4 – Selected short-term and long-term rates  

  
 
Source: Bloomberg, Robeco; 18 December 2023 

 
Source: Bloomberg, Robeco; 18 December 2023 



 

 

Bank of Japan: it’s best to be normal 

 

 Status quo 

 Groundwork for rate hikes 

 Stay short JGB 

Status Quo 

On December 19, the BoJ held its final monetary policy meeting (MPM) of the year and maintained its status quo 

across all monetary policy settings like Yield Curve Control (YCC), asset purchases and forward guidance. Given 

the market response – JGB yields down a bit and a weaker JPY – market participants were expecting perhaps 

more. Interestingly, the forward guidance was left unchanged. The BoJ said it will patiently continue with monetary 

easing while nimbly responding to developments in economic activity and prices, as well as financial conditions. By 

doing so, it will aim to achieve the price stability target of 2% in a sustainable manner, accompanied by wage 

increases and additional easing measures if necessary. We find this stance quite at odds with recent comments 

and interviews in the press, by not only Governor Ueda, but also Deputy Governor Himino. With both commenting at 

the start of December it seemed that the BoJ was preparing markets for another shift at this meeting. Nonetheless, 

we had a cautious stance on this meeting as we feel the Shunto negotiations and wage developments hold more 

weight when it comes to next steps for the BoJ. We feel more comfortable that in Q1 next year we will see 

meaningful policy changes. 

Groundwork for rate hikes 

The BoJ has retained its current policy stance, and we expect the focus to turn to guidance it needs to give in the 

next meetings around policy rate hikes. The earliest venue for that is an interview with Governor Ueda at the start 

of 2024, although the January meeting is more likely and appropriate. In the policy statement, one potential area of 

revision would be language around the BoJ’s future intentions. In particular changing language on the easing bias 

or scrapping the inflation overshoot commitment. If this were scrapped, it could strengthen expectations for a 

reduction in JGB buying as a pillar of its monetary base expansion. This would be in addition to signalling rate 

hikes. If this happened alongside a sharp reduction in JGB issuance –signalled by the government – we might see 

additional expectations for outright reductions in the size of gross buying auctions, or equally reductions to net 

JGB holdings. We are not calling for outright QT by the BoJ, but we can’t rule out such a scenario. Nonetheless, the 

big message here is that as part of the normalization process, the strategy around the BoJ’s balance sheet should 

not be overlooked. The advantage of this approach is that it could alleviate the impact of negative carry for the BoJ 

as it reduces the payment of interest rates on a smaller subset of current account deposits, while the return 

improves on JGB holdings via higher yields. 

 

Table 1  - What is priced in for the BoJ versus our expectations  

 

Policy balance rate (%) -0.10 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 

Change implied by futures (bps) 2 4 11 18 22 

Our probability-weighted expectation (bps) 8 10 20 26 37 

Our central scenario (bps) 
 

10 10 25 25 35 

Policy balance rate in central scenario (%) 0.00 0.00 0.15 0.15 0.25 

Source: Bloomberg, Robeco; 19 December 2023 

 

The inflation and wage outlook will remain key, in particular the outlook for the core inflation rate is gaining 

attention by the day. Moving forward we expect revisions to gradually increase with regard to core inflation, as 

soon as the January 2024 Outlook report, given the current inflation trend and strong momentum in next year’s 

Shunto spring wage negotiations. If this happens, the inflation outlook will be consistent with the 2% price stability 

target or will come very close and the BoJ can continue its normalization process along the lines described above.  

Stay short JGB 

Shunto results this year and next year are similar to those seen before deflation took hold in Japan. We consider 

this evidence that Japan is shifting towards a new inflation equilibrium with core inflation to settle somewhere 

around 1% structurally. We also think it is important to learn from the post-pandemic lessons in Europe and the US 



 

 

regarding services spending and wage developments. Japan was very late opening up at the start of this year from 

the pandemic and we observe similar post-pandemic spending on services, tourism and core goods. This is quite 

worrying from our view. And the lessons from Europe and US were quite clear – high prices result in high wage 

settlements, which in turn lead to higher prices. The causality runs from prices into wages against conventional 

wisdom. Something we feel the BoJ is underestimating. 

 

We consider all meetings for the next quarter as live for changes in both the YCC and policy rate. With so much 

YCC and policy change, the outcome will be that the 7-year JGB yield trades close to a 1% yield by the end of Q2 

2024, and the 10-year JGB yield close to 1.25%. In all scenarios we expect 10s30s to flatten further given the large 

upward pressure on 10-year JGBs. As JGB yields adjusted higher over the course of 2024, relative to other markets, 

and considering FX hedging costs the 30yr, JGB is the superior investment for domestic Japanese investors 

compared to other global fixed income asset classes. We continue to look for a stronger yen versus other major 

currencies. As the BoJ begins to make changes to YCC, and other global central banks approach their respective 

terminal rates, we see value in taking long positions in the yen. 

 

Table 2  - JGB curve 

JGB Curve Spot yield 12m Fw Carry* Hedged to EUR 

2yr 0.06 0.16 8.8 10.6 

5yr 0.24 0.39 13.5 14.3 

10yr 0.62 0.85 15.1 15.5 

30yr 1.55 1.67 9.2 9.3 

 * for 1pd position over 12 months    Source: Bloomberg, Robeco; 19 December 

 

Figure  1 – Still loose financial conditions Figure  2 – Strong inflation momentum 

  
Source: Goldman Sachs, Bloomberg; 19 December Source: Robeco, Bloomberg; 19 December 
 
Figure  3 – Strong improvement in breakevens 

 
Figure  4 – Markets price in small amounts of tightening 2 years out 

 
 

 
Source: Bloomberg; 19 December Source: Bloomberg; 19 December 
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