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About where it is now, possibly a touch higher. Those who are willing to take us 
at our word can stop reading and head to the pub. For those who want some extra 
zingers for your dinner parties, read on. First, I should say that this edition of The Road 
Ahead is co-authored with my venerable colleague Yash Panjabi. A sharp fellow, as will 
become apparent from the improvement in my usual standards of penmanship.

And secondly, we should pause for breath and rehearse some context. Because 
it’s been quite a ride for bonds. US Treasuries (UST)1 fell 9% in the three months 
through to the end of October 2022, as inflation concerns lingered. They then rose 
8% in the five months through to April 2023, as the lingering stopped and some banks 
exploded, causing classic risk-off price action. The next six months saw a 7% decline 
as UST supply glut became the anxiety du jour. Then the whiplash continued with an 
8% rise through to today, after Jay said it was all going to be okay.

Our message is, PROBABLY, 2024 will be a quieter year. Even a modest recession 
shouldn’t cause a dramatic decline in UST10 yields. For the descent to be more 
precipitous would require a bad recession. Equally, a significant move higher would 
require a resurgence in inflation. While both scenarios are underpriced by a currently 
complacent market, the base case (for us) is a mild downturn. In that eventuality, 
long duration likely returns its carry and not much else besides. What follows 
are two ways to think about where the US 10-year yield should be, interspersed 
with a short detour to consider the extent to which surprise rate moves 
impact yields.  

Method #1: The Precedent of Historic Fed Easing Cycles
Figure 1 shows cash rates (top panel) and the 10Y-cash yield curve (bottom) for 
the last 80 years, overlaid with Federal Reserve (Fed) tightening cycles (shaded 
yellow). The numbers on the charts denote the change in each through the 12 months 
following the last hike. Eagle-eyed regular readers will notice that this material is 
recycled from the last note, but it is worth repeating.
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1. As proxied by the Bloomberg Barclays US Treasury Aggregate Index. The index provides a measure of the performance of the US dollar denominated investment grade 

bond market, which includes investment grade government bonds, investment grade corporate bonds, mortgage pass through securities, commercial mortgage-backed 

securities and asset backed securities that are publicly for sale in the US.
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Figure 1. US Cash Rates and the Yield Curve Overlaid with Fed Tightening Cycles 
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12 months from the final Fed hike in the current cycle would be July of this year. By 
that point the market thinks the Fed will have cut three times. Let’s take this pricing as 
gospel for the time being. This would imply -75bps in the 12 months following the final 
rise. That would look normal (perhaps slightly on the light side) if it was added 
to the top panel of Figure 1. 

What would be more unusual would be if such a tightening occurred without 
a notable steepening of the curve. When the Fed finished hiking in July 2023, the 
10Y-3M curve was -116bps. Today it’s not much different. So, assuming the Fed cuts 
in line with the market, and we get the 103bps average steepening indicated in the 
bottom panel of Figure 1, that would put the UST10 yield around 4.3%. As we said at 
the start, a bit higher.

The Short Detour: The Link Between Surprise Rate Moves 
and Changes in UST10 is Inexact
This does not follow the flow of the narrative, but it’s an important point nonetheless. 
Beware the man who tells you that long end yields follow surprise short rate 
moves. The link is curiously inexact. This is pertinent because, though we were 
earlier taking the market’s expectations as gospel, they’re probably not. If we don’t 
have a recession, or even if we do but it’s a mild one, the expectation that the Fed 
will cut six times this year looks to be on the high side. Will they really cut in the 
September meeting knowing a certain someone might question their independence 
with the election looming?  Speaking of which, will there not be a temptation for the 
FOMC to sit on their hands in the November meeting, which is just two days after the 
poll? Perhaps better to see how the dust settles. Anyway, you get the point, there’s 
an easily imagined pathway where the Fed is having to carry out a cut at every 
single meeting, assuming they stick to 25bps increments, which seems likely in 
a non-extreme scenario.
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All this might make you quite bearish duration, but the recent past says 
it’s not so simple. We illustrate this in Figure 2. The light yellow diamonds on the 
right hand vertical axis show, at the start of each calendar year, the number of rate 
moves the derivatives market was expecting. This is compared with the darker yellow 
triangles which denote what actually happened. On the left-hand axis, we show the 
difference between the two in basis points as the navy blue bars, being in effect 
the surprise move in rates. In light blue we show the change in the UST10 yield 
over the same time period.

Figure 2. US Calendar Year Surprise Rate Hikes versus Change in UST10 Yield

Surprise bps rates move (LHS) Bps move in UST10 yield (LHS)
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Source: Bloomberg, as at 31 December 2023.

It’s a relationship, but not one without noise. 2023 was a good example. At the 
start of the year the market was pricing in one hike. It got four. So 75bps of surprise 
hikes. But the 10-year yield was up… almost exactly zero. Okay, there were intervening 
pyrotechnics. In 2022 there were 350bps of surprise hikes but UST10 only rose 236. 
And so on. 

It’s a basic observation but one that bears reiterating. Bond yields move, not 
because rate expectations are disappointed or surpassed, but because those 
perceptions of the future evolve. 

Method #2: Disaggregating the UST10 Yield into Component 
Parts
As I have elaborated in previous notes (see https://www.man.com/maninstitute/
road-ahead-five-reasons-to-buy-bonds), one can think about the 10-year yield 
being comprised of trend real growth, long run inflation expectations and the 
term premium. We have trend real growth for the US at 1.8%2, and inflation at 2.4%. 
We show the latter and its components in Figure 3. Hold the phone, we’ll come back to 
this in the conclusion.

2. We take the average of the Laubach-Williams R*, the L-W trend growth estimate, the Richmond Fed R* estimate and the long-term GDP growth estimate from the Street.

https://www.man.com/maninstitute/road-ahead-five-reasons-to-buy-bonds
https://www.man.com/maninstitute/road-ahead-five-reasons-to-buy-bonds
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Figure 3. US Long Run Inflation Estimates
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Source: Bloomberg, University of Michigan, Cleveland Fed, as at 31 December 2023.

1.8% trend real growth is reasonable to us, at least until we get some proven 
use cases of the promised AI productivity revolution. 2.4% long-term inflation, 
broadly fair, with one important caveat which we’ll come back to. Run with us 
for now. This gets us to 4.2%. So what’s the term premium? According to Tobias 
Adrian, Richard Crump and Emanuel Moench, it’s -17bps. According to Don Kim and 
Jonathan Wright, it’s -15bps. Now far be it for us to disagree with such luminaries of 
quantitative finance… but… how else to put it, we think those numbers are rubbish.

What is the term premium? No doubt the deep econometricians have an overworked 
formula somewhere. Here’s something simple: that which is left over once trend 
growth and expected inflation have been accounted for. In other words, a catch-
all for all the other uncertainty that time brings. Perhaps USDs stop being accepted in 
certain geographies. Perhaps the Fed decides to do yield curve control. Perhaps asset 
and liability management (ALM) frameworks become more important. Or less. And so 
on. Maybe these risks are very unlikely. Maybe you shouldn’t be paid (much) for 
taking them on, but should you pay to take them? We’d say no.

And this story’s got further to run. Because for the last decade the term premium 
has been utterly ignored, but such ignorance is just starting to dissipate. Baby’s 
deep in the corner, but Patrick Swayze’s about to saunter over. Consider Figure 4 
as an illustration of the waning of this nonchalance. The charts show volatility and 
drawdown for the Austria century bond and Bitcoin (a perceived high-risk asset). Point 
being, they used to be very different, but now they’re the same.

Figure 4. Two Measures of Risk for the Austria Century Bond and Bitcoin
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Indeed, when the second of the two century bonds was issued in June 2020, 
it garnered a yield of just 0.9%. Even the most ardent Eurosceptic would struggle 
to argue for a nominal growth rate much below 1.5% over that kind of look-forward. 
Which would have put the term premium at -60bps. Today that same piece of paper 
is trading at 2.3%.3 So a term premium of +80bps on the same assumption. Back 
to the 10-year term premium, we’d take a punt for +10bps, with risks higher. That 
would take us to 4.3% base case on UST10, on the growth and inflation expectations 
already discussed.

A Word in Conclusion: Upside Tail Risk = BAD Recession, 
Downside = Inflation
The 10-year yield could drift 20-30 basis points higher through the year. 
With duration of eight and a yield of four, that gives you a total return of about 
2% nominal.  

So, in conclusion, we will briefly discuss some parameters on the upside and downside 
risks for 2024.

The upside case is a conventional recession. In this eventuality, the Fed would 
carry out a whole lot more than the six cuts the market is expecting for calendar year 
2024. To give some context, in March 2020 they made six cuts in two weeks, and from 
a starting point 375bps lower. In a bad recession it is not inconceivable that we 
see double the number of cuts currently priced.

The downside case is the return of inflation. Figure 3 shows that, while long-run 
inflation expectations have moved up significantly from their Covid lows, they are now 
not wildly different to where they were before the pandemic. Call it 2.5% plays 2.3%. 
I went to Morgan Stanley’s Global Insights Day the other week. One of the audience 
polling questions was: “US core CPI is currently 3.1%, where do you think it will be at 
the end of 2024?”. 90% answered below 3%. In a room of around 250, not a single 
person thought it would be above 4%. If this heavy consensus is upset – for the 
second time this decade – then the long-term inflation expectation could take a 
proper step higher, one measured not in basis but percentage points.

3. As a by-the-by, that puts the compound annual growth rate (CAGR) on the ‘trade’ for the Austrian Treasury at 24%. Those guys should start a macro hedge fund.



The Road Ahead | 6

Authors

Henry Neville, CFA 
Portfolio Manager, Man Solutions

Henry Neville is a multi-asset portfolio manager at Man Solutions. 
Prior to joining Man Group in 2016, Henry completed the graduate 
program at Hoares Bank. Henry writes The Road Ahead, a regular 
series of macroeconomic commentary, published on Man Institute. 
He is also the co-author of The Best Strategies for Inflationary 

Times, winner of the prestigious 2022 Bernstein Fabozzi/Jacobs Levy Best Article 
Award. Henry studied History and Economics at St. Andrew’s University. He is a 
CFA charterholder.

Yash Panjabi 
Client Portfolio Management Analyst, Man AHL

Yash Panjabi is a Client Portfolio Management Analyst at Man AHL, 
responsible for client communication across Man AHL’s range of 
quantitative strategies. Prior to joining Man AHL in 2023, Yash 
worked in investment consulting, advising large defined-benefit 
pension schemes on strategic asset allocation. He previously 

completed internships in private equity due diligence and equity research. Yash holds 
an MSc in Finance from the London School of Economics and a BSc in Information 
Management from University College London.



The Road Ahead | 7

Important Information

This information is communicated and/or distributed by the relevant Man entity identified below (collectively the ‘Company’) subject to the following 
conditions and restriction in their respective jurisdictions.

Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change 
without notice, are for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or in any 
product to which the Company and/or its affiliates provides investment advisory or any other financial services. Any organisations, financial instrument or 
products described in this material are mentioned for reference purposes only which should not be considered a recommendation for their purchase or 
sale. Neither the Company nor the authors shall be liable to any person for any action taken on the basis of the information provided. Some statements 
contained in this material concerning goals, strategies, outlook or other non-historical matters may be forward-looking statements and are based on 
current indicators and expectations. These forward-looking statements speak only as of the date on which they are made, and the Company undertakes 
no obligation to update or revise any forward-looking statements. These forward-looking statements are subject to risks and uncertainties that may 
cause actual results to differ materially from those contained in the statements. The Company and/or its affiliates may or may not have a position in any 
financial instrument mentioned and may or may not be actively trading in any such securities. Past performance is not indicative of future results.

Unless stated otherwise this information is communicated by the relevant entity listed below.

Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL 
240581, which is regulated by the Australian Securities & Investments Commission (ASIC). This information has been prepared without taking into 
account anyone’s objectives, financial situation or needs.

Austria/Germany/Liechtenstein: To the extent this material is distributed in Austria, Germany and/or Liechtenstein it is communicated by  
Man (Europe) AG, which is authorised and regulated by the Liechtenstein Financial Market Authority (FMA). Man (Europe) AG is registered in  
the Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an associated participant in the investor compensation scheme, which 
is operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with EU law. Further 
information is available on the Foundation’s website under www.eas-liechtenstein.li. This material is of a promotional nature.

European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Asset Management 
(Ireland) Limited (‘MAMIL’) which is registered in Ireland under company number 250493 and has its registered office at 70 Sir John Rogerson’s 
Quay, Grand Canal Dock, Dublin 2, Ireland. MAMIL is authorised and regulated by the Central Bank of Ireland under number C22513.

Hong Kong SAR: To the extent this material is distributed in Hong Kong SAR, this material is communicated by Man Investments (Hong Kong) 
Limited and has not been reviewed by the Securities and Futures Commission in Hong Kong. This material can only be communicated to 
intermediaries, and professional clients who are within one of the professional investors exemptions contained in the Securities and Futures 
Ordinance and must not be relied upon by any other person(s).

Japan: To the extent this material is distributed in Japan it is communicated by Man Group Japan Limited, Financial Instruments Business Operator, 
Director of Kanto Local Finance Bureau (Financial instruments firms) No. 624 for the purpose of providing information on investment strategies, 
investment services, etc. provided by Man Group, and is not a disclosure document based on laws and regulations. This material can only be 
communicated only to professional investors (i.e. specific investors or institutional investors as defined under Financial Instruments Exchange Law) 
who may have sufficient knowledge and experience of related risks.

Switzerland: To the extent the material is made available in Switzerland the communicating entity is:

–   For Clients (as such term is defined in the Swiss Financial Services Act): Man Investments (CH) AG, Huobstrasse 3, 8808 Pfäffikon SZ, Switzerland. 
Man Investment (CH) AG is regulated by the Swiss Financial Market Supervisory Authority (‘FINMA’); and

–   For Financial Service Providers (as defined in Art. 3 d. of FINSA, which are not Clients): Man Investments AG, Huobstrasse 3, 8808 Pfäffikon SZ, 
Switzerland, which is regulated by FINMA.

United Kingdom: Unless indicated otherwise this material is communicated in the United Kingdom by Man Solutions Limited (‘MSL’) which is a 
private limited company registered in England and Wales under number 3385362. MSL is authorised and regulated by the UK Financial Conduct 
Authority (the ‘FCA’) under number 185637 and has its registered office at Riverbank House, 2 Swan Lane, London, EC4R 3AD, United Kingdom.

United States: To the extent this material is distributed in the United States, it is communicated and distributed by Man Investments, Inc.  
(‘Man Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority 
(‘FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned 
subsidiary of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC, 
FINRA or the SIPC have endorsed Man Investments. Man Investments, 1345 Avenue of the Americas, 21st floor, New York, NY 10105.

This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent.  
Any data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is 
not warranted or guaranteed. © Man 2024.

MKT010441/ST/GL/W

 

Source: Bloomberg, unless otherwise stated. 


