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1 Go your own way – April 2024  

CENTRAL BANK WATCHER  

Go your own way 

 

 Fed: cut it out 

 ECB: one step at a time 

 PBoC: creative expansion 

 BoJ: one small step or giant leap 

 

With the hump in US services inflation looking more protracted, markets seem to have concluded that the Fed 

won’t be among the first of the developed market’s central banks to reduce interest rates. We concur that the ECB 

will ‘go its own way’ and begin easing monetary policy sooner, likely starting with a 25 bps reduction at the June 

meeting, which seems to be the current working assumption of the council.  A more constructive stance on 

duration in the Eurozone hence makes sense. What is more, if history is any guide, yield curves in markets where 

central bank rate cuts are imminent, such as in Sweden, should show a steepening bias – with a spike in 

commodity prices arguably posing a risk to this. 
 

The notion that the Fed’s next move will be a rate hike rather than a cut appears to be hasty from our perspective. 

We maintain that the Fed is capable of implementing cuts in the third and fourth quarters, but this is contingent 

upon receiving favorable inflation data soon or observing signs of weakening in the US’s economic fortitude. A 

more immediate change is to be expected in the Fed’s balance sheet policy, where the pace of QT seems set to be 

reduced soon. 
 

Elsewhere, both the PBoC and the BoJ will likely continue to ‘go their own way’ in setting monetary policy. While 

foreign exchange pressures may postpone an additional reduction in the policy rate corridor until the third quarter, 

we anticipate that the PBoC will introduce further balance sheet expansion measures soon. As for the BoJ, we 

anticipate two additional rate hikes later in the year, with the timing of these increases dependent on the 

performance of the Japanese yen. 

Figure  1 – Outlook for central banks’ policy rates 

 
Source: Bloomberg, Robeco, change by end 2024, based on money market futures and forwards; 15 April 2024 
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The Federal Reserve: cut it out 

 

 Services inflation acceleration derails the prospect of a June rate cut  

 Central scenario now envisages only one to two cuts this year 

 Cautious with OW UST positions so long as nominal GDP growth stays solid 

Services inflation too hot to handle? 

Although no longer growing at the >3% pace seen in 2H of last year, the US economy retains significant forward 

momentum. Meanwhile, despite meaningful signs of a slowdown in the hiring plans of small companies, overall 

jobs growth according to the Establishment Survey has remained solid – seemingly supported by an immigration-

led increase in labor supply. The latter helps explain why measures of wage growth have remained on a 

downtrend.  

 

Slower wage growth is not translating into much slower services inflation yet. On the contrary, for the third month 

in a row US core CPI came in hotter than expected in March thanks to lingering pricing power in services, helping 

to push the 6-month annualized rate to nearly 4% (see Figure 1). Admittedly the preferred PCE metric does not look 

as worrisome. But we agree with markets that a first Fed rate cut in June is now off the table (baring a sudden 

sentiment shock). Fed governors probably need a string of favorable core inflation prints before they become 

sufficiently confident that inflation will return to its target and start to dial back on monetary tightening.   

 

This should still ensue by the September meeting – perhaps helped by a slowdown in jobs growth if the signal 

from small companies’ hiring plans proves correct. Another cut in December, after the US elections in early 

November, is also incorporated in our revised baseline scenario. However, we now ascribe a bigger weight (of 

around 40%) to a scenario where the Fed does not cut rates at all this year1.  

 

At the same time, we have lowered the odds assigned to an economic-downturn scenario under which faster rate 

cuts would emerge. Weighing the three scenarios (see Figure 2), our probability-weighted average Fed funds rate 

path is broadly in line with market pricing for the remainder of this year (see Table 1 below). 

 

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

Fed funds rate (% upper bound) 5.50 Jun-24 Sep-24 Dec-24 Mar-25 

Change implied by FF Futures (bps)  -5 -23 -40 -58 

Our probably-weighted expectation (bps)  -3 -19 -41 -78 

Our central scenario (bps)  0 -25 -50 -75 

Fed funds rate central scenario (% upper bound)  5.50 5.25 5.00 4.75 

Source: Bloomberg, Robeco; 15 April 2024 

 

For 2025, our path is somewhat below markets (Figure 3), which largely stems from the fact that our estimate 

range for the long-run ‘neutral’ rate (of 3.0-3.5%) – albeit well above the Fed’s median projection of 2.6% – lies 

below what market pricing currently implies. We also suspect that over time leveraged high yield companies, 

SMEs, and lower-income households with sizable consumer loans will increasingly feel the pinch from a ‘higher-

for-longer’ Fed.  

QT taper by June 

The March FOMC meeting minutes reiterated that QT would be slowed "fairly soon". We suspect that the FOMC 

will announce either in early May or ultimately by June that the pace of the runoff of USD 60 bln/month for 

Treasury securities will be halved. 

 
1 Obviously, the probability of the next move being a rate hike rather than a cut is not zero as SOFR option pricing demonstrates. But here we focus on the three that 

in our view are the most plausible scenarios.   
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Table 2  - US Treasuries curve  

USTs Spot yield 12m fwd Carry* 

2yr 4.93 4.59 -48 

5yr 4.60 4.48 -29 

10yr 4.56 4.54 -13 

30yr 4.65 4.62 -7 

Source: Bloomberg, Robeco; 15 April 2024; *For a 1pd position over 12 months 

 

Valuations are becoming more appealing, but… 

Valuations of Treasuries arguably have become more appealing, as more and more Fed rate cuts have been priced 

out since the start of the year. This is reinforced by the notion that in our view the OIS market is discounting a too-

high long-term neutral rate (of c. 3.75-4%). Even so, with the underlying pace of GDP growth showing little sign of 

slowing for now, a 10-year Treasury yield of 4.5% does not look excessive, certainly if one factors in the fiscal 

outlook and the still-subdued term premium embedded in long-term yields. Notably, adding the average historical 

10-year UST spread over the Fed funds rate of (c. 120 bps) to the midpoint of our estimated long-run neutral range 

(of 3.25%), exactly yields a rate of 4.5%. 
 

If lead economic indicators would start turning down (rather than up – see Figure 4), this assessment would 

change, but for now we would wait until 5- to 10-year yields are closer to 4.75% before contemplating cross-market 

overweight UST positions.  
 

Curve wise, we retain a steepening bias, but acknowledge that a sharp steepening probably requires either a fiscal 

scare (which could push up long-term yields) or renewed expectations of a more pronounced rate-cutting cycle 

(which in turn requires downward inflation surprises or a financial accident). A risk-off prompted by a spike in oil 

prices poses a near-term risk to curve steepening. 
 

Figure  1 – Faster services inflation pushed up core rate  Figure  2 – Fed Funds Rate scenario analysis 

  
Source: Goldman Sachs, Bloomberg, Robeco; 15 April 2024 Source: Bloomberg, Robeco; 15 April 2024 

  

Figure  3 – Prob.-weighted average path vs market pricing Figure  4 – OECD’s lead indicator for US vs 10y UST yield 

  
Source: Bloomberg, Robeco; 15 April 2024 Source: Bloomberg, Robeco; 15 April 2024 
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European Central Bank: one step at a time 

 

 ECB signals intention to cut rates in June 

 Modest easing steps expected for the coming quarters 

 Curve seen to steepen 

 

Signaling the intention to cut while steering clear of any pre-set path 

At the 11 April meeting the ECB Governing Council kept rates unchanged, while confirming the intention to cut 

rates in June. ECB president Lagarde mentioned that by June there will be “a lot more information” available that 

could reinforce confidence on inflation moving to target. It was also notable that the policy statement sounded 

more positive on wage moderation, which is an important element of the inflation outlook.  

While clearly opening the door to a June rate cut, Lagarde stayed away from pre-committing to such a decision, or 

to any “particular rate path”. Policy remains data dependent.  

 

There was no signaling of any changes in their intended balance sheet policies. The ECB still intends to reduce the 

PEPP portfolio by €7.5 bln per month on average in H2 and end reinvestments at the end of 2024. Reinvestments 

of the APP ceased in July last year. 

 

Wage growth is a key element in the ECB’s inflation outlook and has remained somewhat of a concern for the 

Governing Council. Over the past weeks some positive news on wages came out. The April edition of the ECBs 

quarterly survey of European companies showed a remarkable deceleration in expected wage growth. Over the 

next twelve months a moderation towards 3.8% is expected, which compares to a 4.5% level reported in the 

January edition. Expected price increases by corporates also moderated in the survey, from 4.5 to 3.3%. Other 

positive news came from wage increases in Eurozone job postings (Indeed data), which slowed from 3.7 in 

February to 3.3% in March. 

 

The ECB Bank Lending Survey released in April gave a slightly more optimistic picture on credit developments. 

Lending conditions are being tightened less aggressively, which is seen as a positive. The demand for credit was 

more mixed. Mortgage demand is expected to increase in especially Germany, while corporate loan demand is 

expected to remain weak. 

 

With rates above neutral and inflation pressures gradually moderating, there appears to be room for the ECB to cut 

rates. Still, their rate path remains data dependent and the speed of rate adjustments will, to some degree, be 

influenced by the decisions of its peers. As a central scenario we now expect the ECB to cut rates by 25 bps in 

June, followed by similar steps in September and December. Our probability weighted scenario is currently quite 

close to that base case. While likely, a cut in June is not yet a done deal and in coming quarters we see little room 

for larger or more frequent cuts. After September there might be some room for more stimulus. This pattern is 

reflected in our probability weighted expectation. 

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

ECB deposit facility rate 4.00 Jun-24 Sep-24 Dec-24 Mar-25 

Change implied by OIS (bps)   -19 -54 -81 -104 

Our probability-weighted expectation (bps) -20 -50 -85 -115 

Our central scenario (bps)   -25 -50 -75 -100 

ECB depo rate in central scenario (%) 3.75 3.50 3.25 3.00 

Source: Bloomberg, Robeco; 15 April 2024    

 

Looking beyond this year we see room for continued monetary easing, with policy rates still exceeding the neutral 

level by some margin. 

 



 

 
5 Go your own way - April 2024  

Table 2  - DBR curve 

  Spot yield 12m fwd Carry* (bps) 

2y 2.88 2.14 -88 

5y 2.40 2.12 -42 

10y 2.39 2.31 -15 

30y 2.55 2.47 -8 

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

Source: Bloomberg, Robeco; 15 April 2024    

 

Curve seen to steepen 

 European bond yields were on a rising path between the end of December and March, with the 10-year Bund 

yield bouncing circa 60 bps to a level of 2.5%. In recent weeks yields have stabilized somewhat at around this 

level, in line with more stable expectations for the ECB’s rate path. 

 Market pricing of the ECB depo rate in September 2025 has risen by more than 80 bps to circa 2.7%, the 5-year 

OBL yield is at similar levels (2.5%). This exceeds our estimated long-term ‘neutral’ ECB depo rate range of 

1.75%-2.25%. We remain of the opinion that yields above this level should be seen as attractively valued. In 

case of continued global selling pressures for bonds, we would expect this part of the German curve to remain 

relatively stable, as it is linked to the ECB policy outlook. 

 On the German curve we see potential for further steepening. The curve is still much flatter than historical 

averages for this phase of the monetary policy cycle. Expected upcoming monetary easing should provide 

some support for the front end and belly of the curve. We see less rally potential for bonds at the back end of 

the curve. Elevated global supply of bonds and rising inflation risk premia weigh on the prospects for long-

dated bonds. 

 

 

Figure  1 – Wage growth has been moderating Figure  2 –Producer data have been bottoming out  

  
Source: Bloomberg, Indeed, Robeco; 15 April 2024    Source: Robeco; 15 April 2024  

 
Figure  3 – Corporate lending growth remains weak 

 
Figure  4 – German 2s10s and 10s30s yield curve  

   
Source: ECB, 15 April 2024    Source: Bloomberg, 15 April 15 2024    
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People’s Bank of China: creative expansion 

 

 PBoC retains easing bias even if growth shows tentative signs of life 

 Further rate easing seems likely but balance sheet expansion will keep doing the heavy lifting 

 Bounce in longer-term yields possible if growth recovery ensues, though secular downtrend remains intact  

Preference for balance sheet expansion over rate cuts 

While industrial production has been in recovery mode for a while, as foreshadowed by the OECD Leading 

Economic indicator for China, weakness in other parts of the economy, notably property, has prevented overall 

economic momentum from improving – until recently. Indeed, for the first time in many months, our Economic 

Barometer has started to move higher (see next page). 

 

This does not mean, however, that the PBoC is likely to drop its easing bias anytime soon. After all, the recovery 

remains fragile and inflation pressure is also still too low for their comfort – even though less-negative food 

inflation has helped push the headline CPI rate out of negative territory. Indeed, the PBoC maintained a pro-growth 

stance at its Q1 MPC meeting on March 29. It was notable though that the central bank stressed that it would 

monitor the changes of long-term yields. This new phrase in the statement suggests the PBoC is keen to mitigate 

any significant upward pressure on CGB yields from the increase in long-term CGB supply. 

 

As we anticipated in our previous updates, the PBoC has refrained from cutting the key policy rates (i.e. the 7-day 

reverse repo rate and 1-year MLF rate) further since the cuts that were implemented in Q3 of last year. But in 

addition to implementing another cut in banks’ required reserves in January, it engineered a large, 25 bps drop in 

the 5-year Loan Prime rate (LPR) rate in February – with the aim of making new mortgage loans less costly.  

 

Looking ahead, another RRR cut is likely in the coming months, which, coupled with a greater use by banks of 

relending and rediscounting facilities, points to an ongoing expansion of the PBoC’s balance sheet (Figure 2). We 

also agree with markets that a 10 bps cut in the key policy rate corridor is likely by Q3 (see Table 1 below). 

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

PBoC 7-day reverse repo (%) 1.80 Jun-24 Sep-24 Dec-24 Mar-25 

Change implied by forwards (bps)   -3 -5 -9 -13 

Our probability-weighted expectation (bps)  -3 -7 -11 -18 

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; 15 April 2024 

CGB yields – how low can they go? 

The 10-year CGB yield embarked on a downward trend in early December, but has been moving sideways since 

early March – even as shorter-dated CGB yields have kept falling. At around 2.3%, the 10-year yield is just 50 bps 

above the 1.8% PBoC 7-day reverse repo rate – the last time this occurred was in 2016, and again during the 

outbreak of the pandemic in 2020. As such, while factoring in the tentative signs of growth recovery, we opt to be 

tactically underweight CGBs cross-market against DM government bonds.  

 

If the 10-year CGB yield were to (again) exceed the 1-year MLF rate (currently 2.50%) by at least 10 bps, we would 

turn more constructive again on CGBs, as we remain of the view that the secular downtrend in Chinese rates will 

remain intact. 
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Table 2  - CGB curve 

  Spot 12m fwd 

2yr 1.87 2.11 

5yr 2.11 2.32 

10yr 2.28 2.37 

Source: Bloomberg, Robeco; 15 April 2024 

Economic Barometer: supply side economics 

 Given the data distortions caused by the China Lunar New year holiday, reading the tea leaves of the Chinese 

economy typically is more of a challenge than usual. Nonetheless, the available data suggest that overall 

growth momentum, as captured by our Economic Barometer, has improved somewhat – albeit not yet 

translating into a cyclical pick-up of government bond yields (Figure 4).  

 The Barometer improvement is primarily driven by the Z-score for Producer Behavior, which has jumped back 

into positive territory in the wake of a further rise in the Manufacturing PMI New Orders index, and faster actual 

industrial production and electricity consumption growth.  

 Even so, pockets of weakness persist, as demonstrated by the weak score of the Consumer Behavior 

component, which continues to be held back by weak retail and property sales data, as well as a still-subdued 

marginal-propensity-to-consume metric. What is more, the Lending Conditions component shows new signs of 

weakening due to a rise in China’s CDS spread, as well as a relapse in credit growth and M2 growth. 

 Meanwhile, the low Z score of the Inflation Components is testament to the view that underlying inflation 

pressures in the Chinese economy remain very subdued – as evident from the latest PPI and core inflation 

prints (of, respectively, -2.8% and 0.6%). 

 

Figure  1 – Selected policy and money market rates    Figure  2 – PBoC balance sheet expansion ongoing 

  
Source: Bloomberg, Robeco; 15 April 2024 Source: Bloomberg, Robeco: 15 April 2024 
 
Figure  3 – Economic Barometer: tentative improvement 

 
 Figure  4 – Economic barometer and 5-year CGB yields  

  
 
Source: Bloomberg, Robeco; 15 April 2024 

 
Source: Bloomberg, Robeco; 15 April 2024 
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Bank of Japan: one small step or giant leap 

 

 Growth normalization 

 Dovish stance  

 Stay short JGB but the window is closing 

Weak consumption 

Our current growth outlook for next two to three years can be summarized as a shift from nominal stagnation (the 

famous lost three deflationary decades) to a slow normal growth story (~1.5%-2.0%). We think there is compelling 

evidence that Japan has exited deflation and that in the long run core inflation will settle somewhere around 1%. In 

our view the post-pandemic shift in consumer spending, in tandem with a subtle change in wage setting behavior, 

is sufficient to lift core inflation meaningfully out of deflation. That said, the consensus for Japanese growth and 

inflation is materially higher, with core inflation structurally closer to 2% and growth in excess of 3%. We think 

those expectations are too high. Equally, those expectations fit the consensus and feed into hawkish BoJ outlooks 

that suggest the BoJ will engage in lengthy hiking cycles with high terminal rates. We are not so sure. 

We think there are two things that need to be confirmed for maintaining such optimistic views. First, real 

consumption should pick up in Q2 and Q3. Indeed, consumptions is trailing on the softer side. When looking at the 

BoJ's real Consumption Activity Index after adjusting travel balance (tourism spending adjusted) spending remains 

sluggish. Equally consumer confidence is quite downbeat as well. The BoJ survey shows that Japanese 

households expect prices to rise (e.g. high inflation). While the overall pace of spending has increased since the 

pandemic, the shift in spending is not that large. For growth to move higher structurally spending really needs to 

increase materially higher. Secondly, we need to wait a couple of months to see whether wages will rise more 

meaningfully pushing up services CPI over time. So, wages are key. We think the Shunto results look promising but 

note that the pass through to overall wages was quite low (4.5% Shunto versus 1.8% overall wage growth). 

Secondly, we are skeptical about small firms raising wages meaningfully in the current economy.  

Dovish stance 

The BoJ has made a small step by raising the policy rate by 10 bps but we consider this to be a giant leap. First, 

the BoJ has ended negative interest rates which should be welcomed by the financial sector. NIRP has had an 

outsized negative effect on regional banks and functioning of financial markets. Secondly, this step in itself is 

small but marks the start of a perhaps more meaningful further normalization of monetary policy. And finally, the 

fact that the policy rate has become the primary monetary policy tool again indicates the BoJ has a bit more room 

to influence the yen. Still, we highlight that the current policy stance of the BoJ in our view is dovish. The current 

policy rate, which is just a bit below neutral, in combination with ongoing QE programs means that the BoJ is still 

trying to stimulate the economy. 

 

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

 

Policy balance rate (%) 0.00 Jun-24 Sep-24 Dec-24 Mar-24 

Change implied by OIS (bps)  3 14 23 30 

Our probability-weighted expectation (bps)  3 5 11 11 

Our central scenario (bps) 
 

10 10 25 25 

Policy balance rate in central scenario (%)  0.10 0.10 0.25 0.25 

Source: Bloomberg, Robeco; 15 April 2024 

 

Verbally Governor Ueda has maintained the guidance that the policy setting is tied to structurally get inflation 
above or in line with the target, this has been interpreted by markets as (extremely) dovish as evidenced by the 
price action in JGB’s and the yen. The current policy stance is therefore also quite risky with yen weakness as a 
result. 

Stay short JGB but the window is closing 

We consider all meetings for rest of the year as live for further tweaks to the guidance and we also pencil in two 

additional rate hikes later this year (one 10 bps hike and another 15 bps hike). The timing of those hikes depends 
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on the developments of the yen and how the economy develops further in Q2 and Q3. That said, the state of the 

domestic economy and the fact that inflation is now falling removes the need for the BoJ to make big and bold 

steps near term. Indeed, inflation is cooling/coming off the peak and broader growth is slow. We continue to think 

that the BoJ is slow to take further bold steps and will only do that in the case of further yen weakness.  Further 

YCC steps are dependent on how the JGB market is behaving and how disorderly the yen might trade. 

 

With these potential policy changes, 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 at the end of the year. Near term we expect more weakness in the yen. 

 

Table 2  - JGB curve 

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

2yr 0.27 0.41 23.0 24.7 

5yr 0.48 0.61 13.6 14.3 

10yr 0.86 1.06 17.5 17.9 

30yr 1.91 1.98 10.8 10.9 

 * for 1pd position over 12 months    Source: Bloomberg, 15 April 2024 

 

Figure  1 – Still loose financial conditions Figure  2 – Economic Barometer: Less strong labor momentum 

  
Source: Goldman Sachs, Bloomberg; 15 April 2024 Source: Robeco, Bloomberg; 15 April 2024 
 
Figure  3 – Strong improvement in breakevens 

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

 
 

 
Source: Bloomberg; 15 April 2024 Source: Bloomberg; 15 April 2024 
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