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This document is intended for professional clients in accordance with MIFID 

N° 148 // March 4, 2024 

 
   Topic of the week: QT reduction to be Fed’s first move 

• At the same time as rate increases, the Fed is piloting the reduction of 
its balance sheet by reinvesting only part of the proceeds from its 
portfolio made up of Treasuries and MBS; 

• Given the difficult budgetary discussions and the risk of congestion in 
the Treasuries market, the Fed should reduce the portfolio maturities 
by half; 

• The liquidity thus freed would reduce the risk of tensions on the repo 
market and all the financial plumbing linked to the financing of the US 
federal deficit;  

• The QT cutback will be the first easing measure before interest rate 
cuts begin in May at the earliest. 

 
   Market review: As good as it gets?

   Chart of the week  

 

 

The US presidential election will undoubtedly be 

a major event at the end of the year, especially 

since the clear-cut positions of Donald Trump, 

the likely Republican candidate, may generate 

high volatility across financial markets. 

The foreign exchange market already seems to 

be factoring in greater volatility after the 

November 5 election. The slope of the implied 

volatility of the euro-dollar exchange rate over 

the 6 to 9 month horizon therefore has moved up 

significatly. 

 

 

   Figure of the week

• US growth revised to 3.2% in 4Q 2023;  

• Euro Stoxx 50 as an alternative to the Magnificent 7? 

• Bund yields hot briefly 2.50%; 

• The credit rally is slowing.  
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   Topic of the week 

QT reduction is Fed’s 

next move 

The Fed is announcing an easing of monetary 

policy in 2024. Whilst market participants 

focus mainly on the number of rate cuts, the 

first easing measure may relate to the 

quantitative tightening (QT). A reduction in 

the pace of contraction of the balance sheet 

has been under study for several months. We 

believe that a decision will be made at the 

March FOMC for implementation in the 

spring. 

 

The all-important Fed policy for 

markets 
 

The only game in town 

 

The only game in town: This is how Mohamed El-Erian 

describes the monetary policy of the US Federal 

Reserve in his 2016 book. It is undoubtedly the most 

important economic policy decision for the direction of 

global financial markets. Changing expectations of 

upcoming Fed funds rate movements is a source of 

recurring volatility on the USD bond yield curve, 

affecting consequently the valuation of all financial 

assets. 

 

The change in the Fed’s communication, which took 

place in October 2023, generated expectations of 

monetary relief of up to 7 rate cuts of 25 bp in 2024, 

i.e. a reduction at each FOMC starting in March. But if 

interest rate policy attracts all the pundits’ comments 

and market attention, the first measure of policy 

easing should come from the quantitative policy. Since 

the start of the monetary tightening, the Fed has 

stopped reinvesting part of the proceeds from its 

portfolio made up of Treasuries and MBS (mortgage-

backed securities or bonds backed by residential 

housing loans). This action reduces available liquidity 

including bank reserves. 

 

The policy implemented since April 2022 is calibrated 

so that the Fed passively reduces its holdings of 

Treasuries by $60 billion each month. When repay-

ments are below this monthly threshold, the Fed does 

not sell the supplement. With regard to mortgage debt, 

the objective of reducing the portfolio by $35 billion 

proved unattainable, with the rise in rates slowing 

down prepayments. Indeed, mortgage refinancing no 

longer lures borrowers who benefited from very low 

interest rates in 2020-2021. 

 

Since spring 2022, the Fed’s Treasuries portfolio has 

decreased by $943 billion as of February 14, 2024. 

The non-reinvestment of maturities induces a need for 

additional financing for the US federal government. 

The net funding requirement from the private sector 

has increased due to the Fed’s divestments. In 2024, 

the current QT policy would result in an additional 

financing need of $720 billion. Given a deficit forecast 

of around $1,600-1,700 billion (the budget has not yet 

been finalized at this stage), the total to be issued will 

reach $2,500 billion this year. 

 

The risk of tensions on the repo market 

 

In this context, the risk of congestion in the Treasuries 

market appears significant. The financial plumbing 

links the primary bond market (on which the US 

Treasury issues the bonds) to the repo market (which 

finances the purchase of bonds) and the arbitrageurs, 

providing liquidity through basis trades between the 

physical bonds and derivatives like bond futures 

contracts (which distributes financial risks across 

market participants). 

 

The international financial system is thus based on this 

fragile equilibrium. In September 2019, the repo 

market suddenly seized up. The reduction in liquidity 

induced by monetary tightening had caused an excess 

demand for short-term liquidity, pushing the SOFR 

rate beyond levels consistent with the monetary policy 

desired by the Fed. The Central Bank intervened by 

purchasing securities in excess (mainly T-bills) in 

order to ease the liquidity constraint. 
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The federal government debt totals $34,000 billion at 

present. The US rating was downgraded last year by 

Fitch whilst Moody’s, like the CBO, warns of a negative 

outlook for public finances. The Treasury’s refinancing 

strategy has so far focused on maturities of less than 

5 years, which implies a significant refinancing risk if 

inflation prevents the Fed from cutting rates. The Fed 

will likely aim at minimizing the risk of financial stress, 

in what is considered the bedrock of global financial 

markets. The simplest way to achieve this is to reduce 

the pace of quantitative tightening. The amounts not 

reinvested by the Fed could be halved to $30 billion a 

month. This would closely match the 2024 maturity 

profile of Treasuries held in the Fed’s SOMA portfolio. 

 

 
 

The purple line reflects a scenario of slowing balance 

sheet contraction starting in April. A threshold lowered 

to $30 billion would remain below the maturities 

amounts projected until the end of 2024 and would not 

require additional reductions in T-bills holdings. This 

announcement could come at the next FOMC on 

March 20. The restrictive bias of monetary policy will 

thus be reduced. 

 

Furthermore, Fed governor Christopher Waller alluded 

to changes in the composition of the SOMA portfolio. 

The Fed would preferably only own US Treasury 

securities and assume little duration or MBS risk. One 

change in the reinvestment policy could be to focus 

Treasury bond reinvestments on T-bills or short-term 

bonds. It would also help the Treasury to deal with the 

significant refinancing risk over the next few years 

(along with relief from rate cuts). Active sales of MBS 

to fund the SOMA portfolio reshuffling remains a 

remote possibility. 

 
 

The calibration of quantitative tightening must also 

consider the amount of liquidity necessary for the 

proper functioning of the financial system given the 

regulatory requirements. Bank reserves today total 

around $3.5 trillion, or around 15% of the balance 

sheets of commercial banks. The average since 2008 

would correspond to $3 trillion. We reached this total 

of $3 trillion after 9 months of $30 billion QT. Thus, a 

halving of the QT from April would have the double 

advantage of reducing the restrictive bias of monetary 

policy while ultimately normalizing excess liquidity in 

the financial system. 

 

Conclusion 
The Fed is reducing its securities portfolio at 

a predetermined speed of a maximum of $95 

billion per month, including $60 billion for 

Treasuries. The deleterious political situation, 

linked to the presidential election in the fall 

and a significant federal deficit, calls for a 

reduction to $30 billion per month of the 

amounts not reinvested to avoid the return of 

tensions on the repo market and a glut in the 

US bond market. This is the first concrete 

decision to ease monetary policy before the 

rate cuts which should take place from June.  

Axel Botte 
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   Market review 

As good as it gets? 
 

After a strong start to the year, the rally in 

risky assets weakened at the end of the 

month. Inflation remains a concern. 

 

The first two months of the year resulted in very strong 

performance from risky assets. The Euro Stoxx 50 

equity index competes with the Nasdaq. Like the 

Magnificent 7 across the Atlantic, the European mega-

cap stocks offer good visibility on their profit margins 

at lower valuation multiples than US technology stocks 

for instance. These growth stocks resisted the rise in 

long-term rates linked to the upward revision of key 

rate expectations. Robust growth in the United States, 

and the inertia of inflation have helped to reduce 

expectations of monetary easing. Central bankers also 

continue to call for caution. Their message helped 

realign expectations with the trajectory projected by 

the Fed whilst reducing the likelihood of a rapid move 

by the ECB. The 10-year T-note hovers around 4.30%. 

In the euro zone, the level of 2.50% on the Bund has 

revived investor interest. 

 

The second estimate of US GDP for the 4th quarter 

comes out to 3.2%. Household consumption was 

revised upwards to 3% as residential investment 

gathered pace. Corporate equipment spending 

appears somewhat disappointing, given the rebound 

in business investment in structures (+7.5%). The 

trade balance added 0.3 pp to quarterly growth in 

annualized terms. The January income and spending 

data indicates a slowdown in household consumption 

(-0.1% in real terms). Household confidence seems to 

be affected by the deleterious political backdrop. 

However, monthly nominal income increased by 1%, 

which suggests a rebound in spending in February. 

The PCE deflator stood at 2.4% in February. The ISM 

manufacturing survey, however, fell to 47.8 last 

month.  

 

In the euro area, the monthly PMI readings point to 

modest economic improvement. The manufacturing 

sector seems to be gradually recovering from a 

prolonged period of contraction. In the wake of the 

upside surprise on the US CPI in January, inflation in 

the euro area appears to moderate only slowly. The 

increase in the harmonized price index reached 2.7% 

in February, or even 3.1% excluding volatile elements. 

The market trend remains que positive. The decrease 

in rate cut expectations has not resulted in distrust 

towards risky assets even as the broad-based rally 

since the end of October had been largely fueled by 

hopes for monetary relief. European stocks gain up to 

8% for the Euro Stoxx 50, which is an alternative to the 

Magnificent 7. The Nikkei is making record highs, now 

eyeing the 40,000 level thanks to a still weak yen (150 

against the greenback). In the United States, the 

earnings season ends with more favorable surprises 

on profits than on sales. The S&P 500’s aggregate 

profits increased by 7% over one year. 

 

On the fixed income markets, the T-note yield has 

found equilibrium around 4.30% at the end of the 

week. Market rate expectations are now in line with 

FOMC projections. There is nevertheless a slight 

steepening pressure. The Bund attracted buying 

interest around 2.50%. The German benchmark yield 

seems unlikely to return to the level of 3% which 

coincided with a peak above 5% on the US 10-year 

bond. At the same time, swap spreads have narrowed 

to 35 bp. Sovereign spreads are stable at tight levels. 

The successful issuance of BTP Valore (attracting 

more than €18.3 billion demand) is keeping a lid on 

Italian BTP spreads (143 bp). The maturities of BTP 

Italia, in April and October 2024, will allow the Italian 

Treasury to tap household savings again. The 10-year 

OAT spread remains within 50 bp. The market still 

seems to ignore the downgrade risk (to the rating 

outlook) as Moody's and Fitch will update their 

sovereign credit opinions on April 26. 

 

The credit market is consolidating at tight levels. The 

European credit swap spread has risen to 86 bps. 

Flows on specialized ETFs point to profit taking at this 

juncture. However, the iTraxx level (55 bp) seems to 

indicate that some spread tightening potential 

remains. The performance of high yield is also fading 

after a 50-bp reduction in yield premiums since the 

start of the year. 

 

Finally, the US greenback remains solid with the euro 

at around $1.08. On the other hand, the yen plunged 

back. The BoJ is struggling to convince market 

participants of a rapid exit from the negative rate 

policy. 

 

Axel Botte 
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Main market indicators  

 

G4 Government Bonds 04-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

EUR Bunds 2y 2.87% -5 +30 +47

EUR Bunds 10y 2.39% -5 +15 +36

EUR Bunds 2s10s -48.7bp 0 -16 -10

USD Treasuries 2y 4.55% -17 +18 +30

USD Treasuries 10y 4.2% -8 +18 +32

USD Treasuries 2s10s -35.2bp +9 0 +2

GBP Gilt 10y 4.09% -7 +18 +56

JPY JGB  10y 0.72% +3 -7 -20

€ Sovereign Spreads (10y) 04-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

France 48bp +1 +1 -5

Italy 144bp -2 +0 -24

Spain 88bp -1 +1 -8

 Inflation Break-evens (10y) 04-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

EUR 10y Inflation Swap 2.22% +4 +3 +9

USD 10y Inflation Swap 2.51% +2 +9 +10

GBP 10y Inflation Swap 3.62% +3 +3 +9

EUR Credit Indices 04-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

EUR Corporate Credit OAS 121bp +3 -12 -17

EUR Agencies OAS 63bp +1 -6 -7

EUR Securitized - Covered OAS 69bp 0 -9 -10

EUR Pan-European High Yield OAS 351bp +6 -91 -48

EUR/USD CDS Indices 5y 04-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

iTraxx IG 54bp 0 -5 -4

iTraxx Crossover 301bp -4 -27 -13

CDX IG 52bp -1 -3 -5

CDX High Yield 335bp -6 -19 -21

Emerging Markets 04-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

JPM EMBI Global Div. Spread 369bp -5 -32 -15

Currencies 04-Mar-24 1wk (%) 1m (%) 2024 (%)

EUR/USD $1.085 0.028 1.015 -1.7

GBP/USD $1.268 -0.008 1.109 -0.4

USD/JPY JPY 150 0.293 -1.138 -6.2

Commodity Futures 04-Mar-24 -1wk ($) -1m ($) 2024 (%)

Crude Brent $83.5 $1.8 $6.4 8.7

Gold $2 084.8 $56.0 $59.1 1.1

Equity Market Indices 04-Mar-24 -1wk (%) -1m (%) 2024 (%)

S&P 500 5 137 0.95 3.60 7.7

EuroStoxx 50 4 907 0.87 5.42 8.5

CAC 40 7 933 0.04 4.48 5.2

Nikkei 225 40 109 2.23 10.93 19.9

Shanghai Composite 3 039 2.09 11.32 2.2

VIX - Implied Volatility Index 13.53 -1.53 -2.31 8.7

Source: Bloomberg, Ostrum AM
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Additional notes 

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: Covendrum 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 S.A., 
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: 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, One Carter Lane, London, 
EC4V 5ER. 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 
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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 Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local 
Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment 
advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business Operator.  
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. 
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 (Business Name Registration 
No.: 53431077W) and Ostrum Division (Business Name Registration No.: 53463468X) are part of NIM Singapore and are not 
separate legal entities. 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 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 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 securi ties 
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 author ity. 
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 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 authorized. 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. 
Past performance information presented is not indicative of future performance.  
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. This material may not be 
distributed, published, or reproduced, in whole or in part. 
All amounts shown are expressed in USD unless otherwise indicated. 
Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the 
relevant legislation 
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