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What does QT do? Broad range of answers

5

▪ Ask market participants

– BoE survey says first year BoE QT raised Gilt yields by 10bps

▪ Yield curve model

– ECB says QT raised 10-year yields by 60-70bps

▪ Reverse engineer estimate from ECB QE VAR model (T. Rowe Price approach)

– ECB pre-pandemic QE implemented in calm times – no market stabilising channel 

– Removing signalling channel from pre-pandemic ECB QE estimate gives QT effect of 24bps

▪ Central banks want to accelerate QT, but yield effect estimates very uncertain
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Can QT affect markets via supply & term premia?

5

▪ Is QT fully priced into bond markets? Not if net supply matters

– Theory says supply shouldn’t matter, but then QE can’t work via portfolio rebalancing 

– There is a correlation of Bund free float and real 10-year Bund yield in the pandemic

– Large Bund net supply expansion in 2023 will become smaller in 2024

▪ Term premia collapsed at the ZLB. Are they about to come back?

– QE compressed term premia across the world in the very beginning of asset 

purchases. Perhaps term premia will therefore only come back at the end of QT.

– Term premia rose a bit due to inflation term premia. Real rates term premia?
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International transmission stronger than expected?

5

▪ QT international transmission probably stronger than with policy rates

– 10-year Bund beta on UST higher than 2-year Bund beta on UST

– FX is likely a smaller release valve for the long end of the curve

▪ Relative free float of sovereign bonds likely to matter across countries

– Excess UST free float over Bund free float can explain US-Bund 10-year real rate 

differential in recent years ➔ Greater risk of spillovers down the line?

▪ Are central banks & market participants underestimating these channels? 
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Open Questions

5

▪ What is the effect of ECB QT in your view?

▪ Does net supply matter more than pre-QE?

▪ BTP net supply will increase vs Bund net supply in 2024. Will spreads 

widen significantly?

▪ How large are international spillover effects?

▪ Could the QT effect via term premia come further down the line?

▪ Will QT continue, even as central banks begin to cut policy rates?
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Important Information
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Important Information

This material is being furnished for general informational purposes only. The material does not constitute or undertake to give advice of any nature, including 

fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 

legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates 

receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an 

investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any 

jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources' 

accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date noted on the material 

and are subject to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances 

should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.
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