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The Fed’s dovish twist is positive but the rate cut timing remains uncertain     

 

Source: Bloomberg 

 

As the US Federal Reserve turned more dovish in its final meeting of 2023, paving the way 
for potential rate cuts in 2024, financial markets received a shot in the arm. The S&P 500 
broke through resistance levels, pushing towards a new high, while bond yields fell notably 
across the board. Globally, most stock markets echoed the positive sentiment with the 
exception of Chinese equities, which continued to lag given persistent negative investor 
sentiment. However, moving into 2024, investors have shifted to a more cautious stance, with 
10yr US Treasury yields edging above 4% and equities correcting after their overextension 
following the Fed's dovish signals. Market expectations for a Fed rate cut in March 2024 
have notably declined, falling from around a 100% probability in December to roughly 60% 
currently.  

After two years of interest rates increasing at the swiftest pace in decades, there is a 
compelling cause for celebration regarding the Fed's latest dovish shift. However, we 
suspect the path to rate cuts will be turbulent. The substantial drop in inflation is undoubtedly 
positive news. Nevertheless, whether or not inflation stabilises comfortably around the Fed’s 
2% target and likewise those of other central banks the situation is still too uncertain to 
declare victory. In fact, the service components of inflation continue to exhibit stickiness, and 
the labour market remains remarkably tight in most developed economies. Taking a different 
approach than the Fed, the European Central Bank has pushed back against aggressive 
market pricing of rate cuts in 2024, maintaining a more risk-averse and balanced view. 

Having experienced consistent outflows throughout last year, Chinese equities remain the 
least favoured by investors globally. Disappointing economic data, combined with a troubled 
property market and regulatory intervention, have pushed investor sentiment to an extremely 
pessimistic level, despite various support measures being announced by the government. 
While we believe that Chinese equities are oversold, leaving room for a potential rebound, the 
key question lies in whether the government's support measures will be substantial enough 
to have a significant impact on revitalising the economy and addressing issues within the 
property market to restore investor confidence. 

Overall, we maintain a neutral stance on equities and bonds and negative view of credit 
markets. While we are encouraged by the latest dovish guidance from the Fed, we exercise 
caution in fully embracing the market narrative of aggressive rate cuts, along with the 
optimism of inflation returning to central banks' targets without any notable damage to jobs 
and growth. In the credit market, we see asymmetric risk-reward dynamics as spreads remain 
tight despite the backdrop of vulnerable fundamentals. 

Market Assessment 

Key developments 

 Global headline inflation 
continues to fall sharply although 
services inflation proves stickier 

 The Federal Reserve has turned 
more dovish, setting the stage for 
rate cuts in 2024 

 Government bond yields have 
notably fallen following the Fed's 
signaling of a policy pivot while 
risk assets rallied. 

Zurich’s view 

The Federal Reserve's latest signals 
of forthcoming easing have ignited 
hope that rates have finally peaked 
and that the US economy is headed 
for a soft landing, characterised by 
falling inflation, a robust labour 
market, and sustained growth as 
interest rate headwinds will soon 
ease. 

While we do not rule out such a 
scenario, we believe that central 
banks will not be as quick to deliver 
rate cuts as suggested by current 
market pricing. Although inflation has 
fallen sharply, the pace of further falls 
is likely to slow. 

Our stance on equities and bonds is 
neutral. Equity markets saw a 
widespread rally into the year end. 
However, technical indicators 
suggest that they are currently 
overextended. While bond yields are 
expected to decrease further over 
time, short-term volatility is likely to 
persists, particularly following such 
an aggressive downward repricing 
over recent weeks.  

Credit market spreads remain narrow 
despite the underlying fragile 
fundamentals. We therefore remain 
cautious on credit, with risks to the 
downside. 
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 Key developments Zurich’s view 

Global  Global growth momentum ticks 
higher as services activity rebounds, 
but manufacturing remains weak 

 Inflation continues to fall, led by 
goods price disinflation, while 
services inflation moves sideways  

 Central banks soften their hawkish 
stance, but further progress on 
inflation will be required before the 
rate cutting cycle can begin 

Global growth continues to track below trend, but conditions have not 
deteriorated further. Manufacturing remains in contraction, and 
improvements in the global tech cycle have not yet translated into a 
broader recovery in the sector. Services momentum, by contrast, 
rebounded at the end of 2023 as solid labour markets continue to 
underpin demand. Inflation has fallen further, led by disinflationary 
global goods prices and a favourable energy base effect. While this is 
encouraging and means that central banks are likely to be done 
tightening, further progress on services inflation will likely be required 
before the rate cutting cycle can begin. Financial markets are already 
pricing in significant policy loosening in 2024 and the focus will 
remain on inflation data in coming months. 

US  The stock market falls back from 
recent highs as interest rates 
rebound 

 The risk for further setbacks remains 
high as earnings estimates look 
rather optimistic 

 Growth is slowing further while the 
labour market continues to cool 

The stock market started the new year on a weak note with the S&P 
500 falling by 1.5% in the first week of trading while Treasury yields 
rebounded from their recent lows. Higher yields were a particular drag 
for the Nasdaq and the Russell 2000, which both lost more than 3% in 
the first few days of the year. The setback is a healthy pause for a 
market that was strongly overbought but it also indicates the risks that 
lie ahead. Despite its dovish signals, the Fed may cut rates less 
aggressively than markets currently expect, particularly if inflation rates 
remain sticky in the coming months. At the same time, earnings 
estimates look rather optimistic given the deteriorating growth 
environment, raising the potential for disappointments and further 
setbacks in the stock market. 

UK  Inflation rates keep falling rapidly 
with headline CPI at the lowest level 
in more than two years 

 Growth headwinds persist, though 
the mood in the service sector 
improved in December 

 Wage growth slows to 7.3% YoY but 
remains uncomfortably high for the 
BoE 

The divergence between manufacturing and service persisted at the 
end of 2023 with the former in contraction every month since August 
2022. While the mood in the service sector improved in December, 
many firms continue to face challenging business conditions due to 
the stagnating economy and strong pressure on margins. Hiring was 
subdued, which will help to reduce price pressure. Growth in weekly 
earnings slowed to 7.3% YoY in October from 7.8% in September. 
Fading price pressure was reflected in another significant drop in 
headline inflation from 4.6%YoY to 3.9% in November, the lowest since 
September 2021. Core inflation also slowed markedly from 5.7% YoY to 
5.1%. The FTSE 100 enjoyed another strong month in December, 
benefitting from lower yields and improving investor sentiment. 

Eurozone  Lower inflation and anticipated rate 
cuts ignite a rally in fixed income 
and equities at the end of 2023 

 Interest rate markets are pricing in 
1.5% of rate cuts for 2024, starting in 
March 2024, but we think this is too 
aggressive 

 Despite a positive performance of 
18.5% in 2023, Stoxx Europe 600 
valuation metrics still look 
reasonable 

Inflation is closing in on the 2% target faster than most forecasters 
anticipated. While Eurozone inflation will likely fall further in 2024, 
pricing for six ECB rate cuts starting in March looks too aggressive. 
We see near-term risks for higher bond yields as the market pushes 
back the first cut, particularly in Germany given comparatively low 
yields. A Eurozone recession likely started in Q4 2023, and we see 
weakness continuing through 2024, consistent with weak sentiment 
indicators. Nevertheless, the labour market has not cracked in earnest. 
Pessimism is high on the economic outlook, but the bar for upside 
surprises is low. While either positive economic news or aggressive 
policy easing could support risk assets, there is danger from stubborn 
inflation pushing back ECB easing amid weak growth. 

Switzerland  Growth remains well below trend, 
though manufacturing activity 
appears to be troughing 

 Inflation edges higher in December, 
but underlying dynamics remain 
benign 

 The SNB leaves rates unchanged in 
December, while opening the door 
for rate cuts later in 2024    

Economic activity remains weak, with the Manufacturing PMI in 
contractionary territory for the twelfth consecutive month in December. 
There was a notable decline in the stocks of finished goods 
component, however, which may indicate that headwinds from the 
inventory drawdown are easing. Services activity also continues to 
hold up better despite subdued consumer confidence, with overall 
demand remaining resilient. As expected, the SNB left rates 
unchanged in the December meeting. The overall stance was dovish, 
however, with a significant cut to the inflation forecast from an already 
benign level. With inflation likely to be sticky in early 2024, rates are 
expected to be kept on hold for the time being, but prospects for rate 
cuts further out in the year have increased. 
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 Key developments Zurich’s view 

Japan  The MSCI Japan keeps moving 
sideways, but is underperforming 
the MSCI World 

 JGB yields have retreated again 
from close to 1% to below 0.6% 

 The six-week long JPY vs. USD 
appreciation pauses 

The MSCI Japan index hovered in a tight sideways range in November 
and December, even though its 200-day moving average kept rising. 
However, this rather dull to slightly positive picture masks the fact that 
Japanese equities underperformed global equities by 10% during this 
two-month period. Due to various national holidays in Japan, which 
closed local markets, and the pull-back in overseas equity markets at 
the start of 2024, it is too early to judge whether the trend is now 
changing. Meanwhile, the 10yr JGB yield has rolled over just below the 
1% mark and fallen back below 0.6%, as expectations that the Bank of 
Japan will end its negative interest rate policy (NIRP) have shifted 
forward to April, in line with our core scenario, which also ended the 
six-week long JPY vs. USD appreciation period. 

China  The MSCI China index suffers 
further absolute and relative losses 
in December 

 Heavyweight index components 
related to the gaming sector suffer 
most 

 The CNH stabilises following its 
recent appreciation 

The MSCI China retreated further in December, losing about 30% over 
the year. Northbound buying continued to subside and regulatory 
announcements by the authorities on gaming related companies 
pulled down index heavyweights like Tencent and NetEase. Though 
the government backpaddled to some extent, the damage was done. 
Sentiment versus Chinese equities has deteriorated further, leaving 
scope to the upside should convincing policy measures to support the 
economy and particularly the property sector be implemented. 
Following the CNY appreciation in November from a 16-year low 
versus the USD, China’s currency stabilised in December. Authorities 
reiterated their stance that a competitive devaluation is not on the 
cards. 

Australia  Inflation is falling but remains 
stickier in Australia than in other 
developed markets 

 Growth slows with consumption 
remaining weak  

 Bond yields fall across the curve, 
reflecting expectations of the RBA’s 
peak rate, while equities experience 
a Santa rally 

In December, the RBA kept its cash rate at 4.35%, as widely expected. 
Q3 real GDP grew by 0.3% QoQ and 1.2% YoY, falling short of 
consensus expectations, with private consumption showing no 
growth. Despite monthly inflation dropping from 5.6% to 4.9% YoY in 
October, the pace of decline was slower than in the US and Europe. 
The RBA is expected to remain hawkish on the policy front. While the 
ASX200 did not perform significantly throughout 2023, it experienced 
a Santa rally, surging over 7% in December, outperforming global 
equities. However, momentum has waned entering the new year. With 
uncertainty surrounding inflation, interest rates and slower growth, the 
macroeconomic environment remains challenging for risk assets, 
which may temper any further gains in equities. 

ASEAN  Inflation is falling across the region 
with Thailand experiencing deflation 

 Central banks are on hold with 
depreciation pressure waning as the 
Fed signals a potential easing 

 Equities show an initial recovery, 
reflecting improved market 
sentiment 

PMI data did not show a convincing rebound in ASEAN's 
manufacturing and export sector. However, the domestic economy is 
holding up, supported by resilient private consumption. Inflation is 
falling across the region, reflecting weaker, though not collapsing 
growth. With the Fed signalling potential easing ahead, depreciation 
pressure on regional currencies is easing, allowing regional central 
banks to maintain their policy rates, with rate cuts likely once the Fed 
initiates its first rate cut. Despite a tough year for ASEAN equities 
marked by capital outflows, stocks are showing signs of recovery, with 
the Philippines and Indonesia leading the way. The outlook for equities 
should improve further as the headwinds stemming from the strength 
of the US dollar subside, while stock valuations appear attractive. 



Appendix 1

Valuation snapshot (MSCI Indices)
Current trainling valuations

Current trainling valuations relative to MSCI world

Source: Bloomberg

Earnings estimates - Full fiscal year

Source: Bloomberg



Appendix 2
Historical margins

Source: Bloomberg

Overbought / Oversold*
* Overbought / Oversold = % of members with price above 10w MA is above 77% / below 23%

Source: Bloomberg



Appendix 3

Yield Curve Steepness (10yr - 2yr)

Source: Bloomberg

Spread Snapshot (Generic Government Yield 10yr, bps)

Spread over US Treasuries (bps) Spread over German Bund (bps)

Source: Bloomberg



Appendix 4
Economic Data

* Trend = Mean last 3m - Mean previous 3m

Source: Bloomberg
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Economic Data

* Trend = Mean last 3m - Mean previous 3m

Source: Bloomberg
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Disclaimer and cautionary statement 

This publication has been prepared by Zurich Insurance Group Ltd and the opinions expressed 
therein are those of Zurich Insurance Group Ltd as of the date of writing and are subject to 
change without notice. 

This publication has been produced solely for informational purposes. The analysis contained 
and opinions expressed herein are based on numerous assumptions concerning anticipated 
results that are inherently subject to significant economic, competitive, and other uncertainties 
and contingencies. Different assumptions could result in materially different conclusions.  
All information contained in this publication have been compiled and obtained from sources 
believed to be reliable and credible but no representation or warranty, express or implied,  
is made by Zurich Insurance Group Ltd or any of its subsidiaries (the ‘Group’) as to their 
accuracy or completeness.  

Opinions expressed and analyses contained herein might differ from or be contrary to those 
expressed by other Group functions or contained in other documents of the Group, as a result 
of using different assumptions and/or criteria. 

The Group may buy, sell, cover or otherwise change the nature, form or amount of its 
investments, including any investments identified in this publication, without further notice for 
any reason.  

This publication is not intended to be legal, underwriting, financial investment or any other type 
of professional advice. No content in this publication constitutes a recommendation that any 
particular investment, security, transaction or investment strategy is suitable for any specific 
person. The content in this publication is not designed to meet any one’s personal situation. 
The Group hereby disclaims any duty to update any information in this publication. 

Persons requiring advice should consult an independent adviser (the Group does not provide 
investment or personalized advice). 

The Group disclaims any and all liability whatsoever resulting from the use of or reliance upon 
publication. Certain statements in this publication are forward-looking statements, including, 
but not limited to, statements that are predictions of or indicate future events, trends, plans, 
developments or objectives. Undue reliance should not be placed on such statements 
because, by their nature, they are subject to known and unknown risks and uncertainties and 
can be affected by other factors that could cause actual results, developments and plans and 
objectives to differ materially from those expressed or implied in the forward-looking 
statements. 

The subject matter of this publication is also not tied to any specific insurance product nor will  
it ensure coverage under any insurance policy. 

This publication may not be reproduced either in whole, or in part, without prior written 
permission of Zurich Insurance Group Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither 
Zurich Insurance Group Ltd nor any of its subsidiaries accept liability for any loss arising from 
the use or distribution of publication. This publication is for distribution only under such 
circumstances as may be permitted by applicable law and regulations. This publication does 
not constitute an offer or an invitation for the sale or purchase of securities in any jurisdiction. 

 


