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Central banks willing to cut

The communication from Central Banks helped to realign market expectations towards a scenario of rate 

cuts more in line with growth and the risk of persistent inflation. Price inertia remains the main obstacle to 

a faster pace of easing. Monetary relief should take a more concrete form with a likely reduction in the 

Fed's quantitative tightening soon. US growth is in line with potential. In the euro area, surveys show an 

improvement despite the protracted recession in Germany. The absence of fiscal stimulus is holding back 

growth in Germany. China will once again aim for growth of 5% in 2024, betting on an ambitious new 

industrial policy. 

As inflation surprised upwards, long-term rates returned to around 4.30% on the T-note and 2.50% at their 

highest on the Bund. These levels have revived the interest of investors so that 10-Yr yields hover about 

4.05% and 2.25% respectively. The swap spread remains at its lowest around 35 bp, a sign of a low risk 

aversion. We observe a generalized narrowing in sovereign spreads. Italy is trading at 135bps, its tightest 

level since Russia invaded Ukraine. 

The market environment remains very favorable for risky assets. Volatility is remarkably low in stocks, 

credit or currencies. Equity markets are showing gains of 5 to 10% in 2024. However, earnings are slipping. 

At the same time, the tightening of credit spreads is fading somewhat but the absence of issuance 

premiums still indicates excess demand for the asset class. As a result, the high yield market is 

outperforming thanks to the low default rate in Europe. 

Ibrahima Kobar, CFA

CIO, Head of Fixed Income & Research
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ECONOMIC VIEWS

Three themes for the markets 

1- Monetary policy 

Market rate expectations now seem better aligned with the policy stance of central banks. 

However, the Fed is expected to provide monetary relief by downsizing quantitative tightening in the near future. 

The ECB remains attentive to the evolution of wages which still seems inconsistent with a lasting return to price 

stability. 

China is pursuing a monetary easing policy while the BoJ could end its negative rate policy in March or April. 

2- Inflation 

Inflation is resisting monetary tightening. 

In the United States, inflation decelerated somewhat to 3.1% in January. Core inflation has stabilized at 3.9% 

since October, due to high shelter costs. The PCE  deflator is however close to the target at 2.4%. 

In the euro area, inflation has slowed to 2.6% according to the February flash estimate. Core inflation remains 

above 3%.  

Conversely, in China, inflation remains very low. The fall in food prices continues. 

3- Growth 

The global manufacturing sector is showing signs of recovery at the start of the year. 

The US economy is close to its potential in Q1. 

The euro area is finally emerging from a prolonged period of stagnation. Surveys describe an improvement 

since the beginning of autumn. 

In China, activity is stabilizing, thanks to the service sector and a rebound in exports helped by a weak yuan. 

Japan and the United Kingdom are growing modestly. 
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KEY MACROECONOMIC SIGNPOSTS 

United States 

● US growth remained strong at the end of the year with 3.2% growth in the 4th quarter. Consumption 

and public spending support demand. Investment (equipment, R&D) is up slightly. GDP expansion in the 

1st quarter should be around 2%. At the end of February, the Atlanta Fed GDP growth nowcast estimate 

was 2.1% in 1Q 2024. 

● The federal deficit remains under discussion but is expected to be around $1,600 billion in 2024. There 

is still a risk of a government shutdown in late March. The Republicans killed the budget bill in the Senate 

arguing that it did not provide sufficient funds for securing the Mexican border. Immigration will be the 

main issue of the November Presidential election. 

● The risks of financial crisis appear contained. Household balance sheets remain healthy. Be careful, 

however, with the poorly regulated non-banking sector. The NYCB episode is a ripple from the Signature 

Bank event and not a harbinger of a banking crisis. 

● The unemployment rate remains below its equilibrium level (4-4.5%). The Fed would probably “like” to 

see unemployment rise towards 4.5% to ease wage pressures. The increase in the active population is, 

however, a boon for the economy. 

● Disinflation continues but is bumpy. Underlying inflation should hover about 3% at the end of 2024. 

Housing and energy are two key items for inflation, but the Fed will focus on the PCE deflator which has 

a lower weight on housing. The Fed will also facilitate the refinancing of the Treasury. 

Euro area 

● After sluggish growth in 2023, a timid recovery should begin in the Euro zone in the first half of 2024 

and strengthen in the second. 

● This is perceptible through the improvement of surveys carried out among business leaders. This is 

linked to peripheral countries, Spain and Italy in particular, which are benefiting from an increase in 

their order books. 
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● France, on the other hand, has not found a source of impetus and Germany remains penalized by the 

consequences of the energy shock and its strong past dependence on Russian energy as well as by the 

disappointing growth of China which is weighing on its exports. 

● Households will benefit from an increase in their real income given the fact that wages are expected to 

continue to grow at a sustained pace in a context of more moderate inflation. Combined with the 

maintenance of a robust labor market, this will support consumption. 

● Internal demand should also benefit from a monetary policy that will become less restrictive and exports 

from a strengthening of world trade. 

● On the other hand, fiscal policy will not support growth. After being suspended since 2020, the 

budgetary rules were reinstated at the start of the year and a reform was adopted. 

● Inflation will no longer benefit from the strong negative contribution of energy prices, governments will 

stop measures aimed at containing the rise in energy bills and wages should continue to increase at a 

sustained pace. In a context of falling productivity, company margins will have an essential role to play 

in partly absorbing wage costs. 

China 

● The first meeting of the C.P.C., under the leadership of Premier Li Qiang, set the growth target for 2024 

at 5% as in 2023. 

● The Chinese authorities should therefore accelerate the country’s economic transformation towards 

better growth. The «3 new industries»: electric vehicles, batteries and solar energy, which contributed 

8% of GDP last year, must quickly replace the real estate sector that contributed to ¼ of China’s growth.  

● For 2024, we expect growth of about 5%, above consensus expectations, as we believe the policy mix 

should support activity. The negative contribution of the real estate sector is also expected to be more 

limited than in 2023. 

● The real estate sector is showing signs of stabilization. The authorities should continue to reduce 

financial pressures on the sector.  

● Monetary policy took an accommodative turn at the beginning of the year, reflecting the surprise 50 

bps fall in the reserve requirement rate to 10% and a 25 bps drop in the 5-year prime rate to support 

the real estate sector. We expect a further reduction in the reserve requirement rate in the second half 

of the year to boost growth in the middle of the US election. 

● Fiscal policy should manage local government debt risk in coordination with monetary policy. On the 

other hand, the focus will be on social protection spending by targeting low-income households in rural 

areas to allow families to settle in cities. Orderly urbanization should support consumption. 

● Inflation (0.7% in February) probably hit a low point, not a short-term problem. The 2024 inflation target 

was maintained at 3% to anchor inflation expectations; however, 3% is more of a ceiling than a target.  
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MONETARY POLICY 

Towards a rate cut by the summer from the Fed and the ECB 

1- The Fed is not far from being confident enough to cut rates 

During his semiannual speech to Congress, Jerome Powell reiterated the remarks made at the end of the January 

31 meeting. The Fed must become even more confident of the sustainable convergence of inflation towards the 

2% target to make its monetary policy less restrictive. During the press conference, he indicated that the Fed was 

not far from having reached this level of confidence. This is consistent with our scenario of a first rate cut in May 

which should be followed by 3 others over the rest of the year. The Fed should probably announce at the March 

20 meeting the terms of a reduction in the pace of contraction of its balance sheet (QT) to pave the way for rate 

cuts. 

2- The ECB awaits wages and company margins for the 1st quarter 

The ECB left its rates unchanged for the 4th consecutive time in March, indicating that it needed to be more 

confident in the disinflation process at work. Despite continued pressure on domestic prices, mainly linked to 

wages, the ECB has revised its inflation outlook downwards, especially for 2024, to 2.3%, compared to 2.7% 

forecast in December and 3.2%. % in September. The ECB is not expected to lower its rates before June in order 

to have the results of the spring wage negotiations and to assess the extent to which companies are absorbing 

part of the increase in wage costs within their margins. We anticipate 3 key rate cuts over the year. At the same 

time, the contraction of the balance sheet will accelerate from the 2nd half of the year, with the Central Bank 

reinvesting only half of the PEPP payments from July (at the rate of 7.5 billion euros on average per month) 

before ending it at the end of 2024. 
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MARKET VIEWS 

● US rates: the Fed looks committed to lower rates despite inflation.  The effective start of the easing 

cycle should bring T-note yields down to the 4% area.  

● European rates: the Bund rose slightly beyond our short-term yield targets. The end-of-year target is 

2.20%. The yield curve is expected to steepen.  

● Sovereign spreads: spreads have tightened sharply. Italy and France are trading below their equilibrium 

levels, but offer relative value against swap. 

● Eurozone inflation: breakeven inflation rates are close to central bank targets. 
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● Euro credit: swap spreads keep tightening through our target levels, as the shortage of collateral has 

been reduced thanks to quantitative tightening. IG credit should syabilise after a strong start of year. 

● Change: the euro has depreciated towards $ 1.09. The euro exchange rate is trading with a tight range 

under  $ 1.10. 

● Equities: sharp gains since the start of the year should wane somewhat as margins level out. Higher PE 

multiples will mitigate the downside. 

● Emerging debt: emerging market spreads participated in the global rally. Consolidation around 360 bp 

appears overdue. 

Source: Ostrum AM. The analyses and opinions mentioned represent the point of view of the author(s) referenced. 

They are issued on the date indicated, are subject to change and cannot be interpreted as having any contractual 

value.  

Written as of 15/03/2024 
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Additional notes 
Ostrum Asset Management 

Asset management company regulated by AMF under n° GP-18000014 – Limited company with a share capital of 50 938 997 €. 
Trade register n°525 192 753 Paris – VAT: FR 93 525 192 753 – Registered Office: 43, avenue Pierre Mendès-France, 75013 Paris 
– www.ostrum.com 
This document is intended for professional, in accordance with MIFID. It may not be used for any purpose other than that for which it 
was conceived and may not be copied, distributed or communicated to third parties, in part or in whole, without the prior written 
authorization of Ostrum Asset Management.  
None of the information contained in this document should be interpreted as having any contractual value. This document is produced 
purely for the purposes of providing indicative information. This document consists of a presentation created and prepared by Ostrum 
Asset Management based on sources it considers to be reliable.  
Ostrum Asset Management reserves the right to modify the information presented in this document at any time without notice, which 
under no circumstances constitutes a commitment from Ostrum Asset Management. 
The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown 
and are subject to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in 
this material. This simulation was carried out for indicative purposes, on the basis of hypothetical investments, and does not constitute 
a contractual agreement from the part of Ostrum Asset Management. 
Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained 
in this document, nor in the use that a third party might make of the information. Figures mentioned refer to previous years. Past 
performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future 
performance and is not constant over time. Reference to a ranking and/or an award does not indicate the future performance of the 
UCITS/AIF or the fund manager. 
Under Ostrum Asset Management’s social responsibility policy, and in accordance with the treaties signed by the French government, 
the funds directly managed by Ostrum Asset Management do not invest in any company that manufactures, sells or stocks anti-
personnel mines and cluster bombs. 

Natixis Investment Managers  

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified 
or Institutional Investors and, when required by local regulation, only at their written request.  This material must not be used with 
Retail Investors.  
To obtain a summary of investor rights  in the official language of your jurisdiction, please consult  the legal documentation section of 
the website (im.natixis.com/intl/intl-fund-documents) 
In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment 
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial 
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and 
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. Italy: Natixis 
Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands: 
Natixis Investment Managers International, Nederlands (Registration number 000050438298). Registered office: Stadsplateau 7, 
3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en España, Serrano n°90, 6th 
Floor, 28006  Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration number 516412-8372- 
Swedish Companies Registration Office). Registered office: Natixis Investment Managers International, Nordics Filial 
Convendum Stockholm City AB Kungsgatan 9, 111 43 Stockholm Box 2376, 103 18 Stockholm Sweden. Or, 
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a 
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated 
under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean 
Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers International, 
Zweigniederlassung Deutschland (Registration number: HRB 129507): Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: 
Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.  
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.  
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial 
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, Level 4, Cannon Bridge House, 
25 Dowgate Hill, London, EC4R 2YA. When permitted, the distribution of this material is intended to be made to persons as described 
as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and 
professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; 
in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a license 
from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at 
professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services 
providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance 
Act 2008.  
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is 
regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience 
and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties 
as defined by the DFSA. No other Person should act upon this material.  Registered office: Unit  L10-02, Level 10 ,ICD Brookfield 
Place, DIFC, PO Box 506752, Dubai, United Arab Emirates 
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment 
Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, 
Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 
2788. 

http://www.ostrum.com/
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In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, #22-
05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for information 
purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services Licence to 
conduct fund management activities and is an exempt financial adviser. Mirova Division is part of NIM Singapore and is not a separate 
legal entity. Business Name Registration No. of Mirova: 53431077W.This advertisement or publication has not been reviewed by the 
Monetary Authority of Singapore. 
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.  
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended 
for the general information of financial advisers and wholesale clients only.   
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not 
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is 
only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. 
Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. 
In Colombia: Provided by Natixis Investment Managers International Oficina de Representación (Colombia) to professional clients for 
informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are 
rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is addressed to less 
than 100 specifically identified investors.  
In Latin America: Provided by Natixis Investment Managers International. 
In Chile: Esta oferta privada se inicia el día de la fecha de la presente comunicación. La presente oferta se acoge a la Norma de 
Carácter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos 
en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los 
valores sobre los cuales ésta versa, no están sujetos a su fiscalización. Que por tratarse de valores no inscritos, no existe la 
obligación por parte del emisor de entregar en Chile información pública respecto de estos valores. Estos valores no podrán ser 
objeto de oferta pública mientras no sean inscritos en el Registro de Valores correspondiente. 
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an 
investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the 
Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to 
herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in 
the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore 
the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the 
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein 
to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are 
also not authorized by or registered with the CNBV or any other Mexican authority.  
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised 
by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund 
qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.   
In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers 
International. This communication cannot be distributed other than to the identified addressee. Further, this communication should 
not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers International is 
a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) 
under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under 
no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse 
line-up of specialised investment management and distribution entities worldwide. The investment management subsidiaries of 
Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or 
authorised. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of 
each investment service provider to ensure that the offering or sale of fund shares or third-party investment services to its clients 
complies with the relevant national law. 
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute 
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. 
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses, 
opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as 
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no 
assurance that developments will transpire as may be forecasted in this material. The analyses and opinions expressed by external 
third parties are independent and does not necessarily reflect those of Natixis Investment Managers. Although Natixis Investment 
Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee 
the accuracy, adequacy, or completeness of such information. May not be redistributed, published, or reproduced, in whole or in part. 
Amounts shown are expressed in USD unless otherwise indicated.  
Natixis Investment Managers may decide to terminate its marketing arrangements for this fund in accordance with the relevant 
legislation
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