
WE BELIEVE THIS IS AN EXCEPTIONAL PERIOD IN 

GLOBAL MARKET MONETARY POLICY. IN REAL TIME 

WE ARE WITNESSING SEVERAL COUNTRIES USING 

YIELD CURVE CONTROL (YCC) POLICIES IN VARYING 

FORMS—DESPITE MANY UNKNOWN FACTORS AND 

POTENTIAL REPERCUSSIONS. 

These YCC policies target a given yield through a mix 

of communications and asset purchases. This is a key 

distinction compared to the quantitative easing (QE) 

approaches implemented after the global financial 

crisis (GFC), which set out to buy a pre-determined 

amount of bonds. As a result, YCC has the potential to 

be more balance sheet efficient.
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YCC is not a new tool. For example, during and after World War II, the Federal Reserve (Fed) set yield caps. 

But in our view, the dramatic evolution of global financial markets makes decades-old examples of YCC 

policies of limited use in terms of implementation and implications. When you couple this with the fact that 

none of the countries currently implementing YCC have attempted to exit the policy, it becomes clear that the 

experiment continues without exit implications being known.

Who to Watch
The Reserve Bank of Australia (RBA) and the Bank of Japan (BoJ) have adopted formal YCC policies. The 

European Central Bank (ECB) is using aspects of the tool as it targets financial conditions. The Bank of 

England (BOE) is expressing wariness about balance sheet size, which could be a precursor to YCC. The 

Bank of Canada and the Fed have discussed the tool, but seem unlikely to use it at this stage. 

Observations from Australia, Japan and Europe 
Financial market structure, broader policy mix and previous use of QE appear to influence a central bank’s 

choice of which sector of the curve to target.

TARGETING THE FRONT END OF THE YIELD CURVE

AUSTRALIA:

The RBA announced in March 2020 that it would buy bonds in unlimited quantities in order to cap the three-

year yield at the overnight cash rate.1 The central bank targeted the three-year point on the yield curve 

because most financial instruments in Australia are priced off of that tenor of the market. 

EURO ZONE:

The ECB has put in place forward guidance on rates. It views its targeted longer-term refinancing operations 

(TLTROs), which offer fixed-rate funds, as reinforcing that guidance. We believe this acts as a form of front-

end control, but with less explicit impact on sovereign rates than that of the RBA model. 

Both Australia and the euro area are incorporating a rate-signaling aspect in their approaches. In these 

cases, the banks intend for YCC and fixed-rate term lending to reinforce that the key policy rate will remain 

at its current level for an extended period. The RBA and ECB approaches are also aimed squarely at 

improving the pass-through of policy rates to borrowing rates.

1 Reserve Bank of Australia: https://rba.gov.au/media-releases/2020/mr-20-08.html 
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TARGETING THE LONG END

JAPAN:

The BoJ’s policy controls its 10-year rate. It actively seeks to allow yield curve steepening beyond that  

point, which in turn helps alleviate pressure on pension investors and insurers relying on returns at the 

longer end of the curve.

The BoJ implemented a traditional QE program in April 2013. The central bank evolved to YCC in  

September 2016 after running out of bonds to buy as part of QE and in response to yield curve distortions 

from the implementation of negative rates.2 In our view, the perceived credibility of the central bank’s 10-

year bond YCC price target allows it to effectively anchor shorter maturities below that level without having 

to buy additional bonds.

EURO ZONE:

Turning to the ECB’s focus on the long end, it has spoken about preventing an “unwarranted” steepening  

of the yield curve. In our view, it could use a mix of communications and asset purchases under its 

Pandemic Emergency Purchase Programme (PEPP). These could suggest its control preferences in terms 

of maturities and rate level even without an explicit target. In effect, the ECB is giving the market a sense of 

what it considers an appropriate level of rates, and pointing the market toward the indicators it is watching.

2 Bank of Japan: https://www.boj.or.jp/en/announcements/release_2016/k160921a.pdf
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3 Bank of Japan: https://www.boj.or.jp/en/mopo/mpmdeci/state_2018/k180731a.htm/
Nikkei Asia: https://asia.nikkei.com/Economy/BOJ-allows-more-flexible-movement-for-long-term-rate-says-Kuroda
Nikkei Asia: https://asia.nikkei.com/Economy/Bond-traders-measure-Bank-of-Japan-tolerance-on-new-flexible-range 

One Tool Among Many
YCC can be used as a complement to negative rates, forward guidance and traditional QE. Or it can be an 

alternative to these. 

For example, the BoJ started with QE, added negative rates and then fine-tuned both with YCC. With the 

introduction of YCC, the BOJ’s QE purchase targets ceased to be binding—the bank implicitly chose to target 

bond price versus bond quantity.

In the RBA’s case, YCC (three-year maturities) and QE (maturities around five to ten years) can coexist. The 

respective programs target different parts of the curve.

The ECB started with negative rates, added traditional QE and then flexible QE with aspects of YCC. The 

bank’s TLTROs apply negative rates across the term of the facility, in effect merging these two tools in a 

form of YCC that also enhances forward guidance.

We believe the RBA may serve as a test case for using front-end YCC instead of negative rates. Perhaps 

it can be a precedent for economies with more stable inflation conditions that also wish to strengthen 

guidance and/or complement QE measures. We believe this seems most relevant to the BOE and Reserve 

Bank of New Zealand, which are considering adding negative rates as a policy option.

Exit Considerations and Policy Fine-Tuning
The only rate adjustment to date under YCC has been the BoJ’s decision to widen the control band (from +/-

10 basis points to +/- 20 basis points) in July 2018.3 This sort of managed float may be a precedent for exiting 

the YCC policy, although the BoJ has given no indications that it is looking to exit. In our view, the adjustment 

may also imply a move to a longer-lasting arrangement. 

If a central bank were to shorten up the tenor of its target point, it would be in effect allowing the market to 

control more of the curve. At the same time, the bank would be sending a signal about future rates, before it 

makes an official step like raising rates. We believe this could reintroduce market drivers and signal views 

about the exit time frame. 

The RBA has said it will end YCC before lifting the cash rate. On February 2, 2021, its most recent meeting, 

the central bank hinted that it will exit YCC via a shortening in the tenor of its YCC target.

4MARCH 2021



Potential Tweaks

Adjustments to other policy tools could also play a role in an exit from YCC. The ECB’s flexible purchase 

program includes corporates. Under the financial conditions approach, it could shift purchases toward 

corporates to contain spreads as sovereign yields are allowed to rise. 

Traditional QE could also play a role in exiting from YCC by setting forth a measured, time-specific exit  

from the sovereign market. For example, the RBA’s QE program runs for six months at a time, giving the 

central bank the option to exit from QE before YCC. The ECB also has an asset purchase program that buys  

a set amount of securities monthly. This could stay in place while it backs away from more explicit efforts  

at influencing the curve through its pandemic-specific purchase program.

Policy Versus Signal

There is a risk that a YCC policy could displace market signals. If the market thinks central banks are late in 

adjusting or ending YCC, the reaction in spreads could be more intense, as credit markets face no resistance 

in repricing the rate path. This risk might be amplified in a particularly strong recovery. Also, central banks 

could encounter greater pressure on their control targets, forcing them to purchase more bonds or adapt 

exit plans.

Conclusion

Analysis of monetary policy tools will surely continue as the US economy continues to respond to  

improving economic growth and inflation rate implications. Additional central banks may turn to YCC for its 

yield curve precision and potential balance sheet efficiency. However, we believe unknowns persist since 

none of these central banks have attempted to exit the strategy as yet—nor has the tool been used outside  

of advanced economies. 

5MARCH 2021



MALR026983

Disclosure
This paper is for informational purposes only and should not be construed as investment 
advice. Information obtained from outside sources is believed to be correct, but Loomis Sayles 
cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed 
without authorization.

Any opinions or forecasts contained herein, reflect the subjective judgments and assumptions 
of the authors only, and do not necessarily reflect the views of Loomis, Sayles & Company, L.P. 
Investment recommendations may be inconsistent with these opinions. There is no assurance 
that developments will transpire as forecasted and actual results will be different. Data and 
analysis does not represent the actual, or expected future performance of any investment 
product. Information, including that obtained from outside sources, is believed to be correct, 
but Loomis cannot guarantee its accuracy. This information is subject to change at any time 
without notice.

Past performance is no guarantee of, and not necessarily indicative of, future results.

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US 
Patent and Trademark Office.

AUTHORS

JON LEVY 
VP,  Senior Sovereign 
Analyst

DARCIE SUNNERBERG 
VP, Associate Director of 
Macro Strategies

KAIMIN KHAW 
Sovereign Analyst

JINGZHOU MENG
Sovereign Analyst

6

One Financial Center Boston, MA 02111 www.loomissayles.com



In the E.U. (outside of the UK and France): 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. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy 
Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis 
Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, 
Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 
50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial 
(Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. 
Spain: Natixis Investment Managers, Sucursal en España. Registered office: Serrano n°90, 6th Floor, 28006 Madrid, Spain. Belgium: Natixis 
Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. In France: Provided by Natixis 
Investment Managers International – 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 registered in the Paris Trade and Companies Register under no. 
329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. In Switzerland: Provided 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 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. In Singapore: Provided by Natixis Investment Managers Singapore 
Limited (company registration no. 199801044D) to distributors and institutional investors only.  In Hong Kong: Provided by Natixis 
Investment Managers Hong Kong Limited to institutional/ corporate professional investors 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. 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 Latin America: Provided by Natixis Investment Managers S.A. 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 Colombia: Provided by Natixis Investment Managers S.A. 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 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. 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.



One Financial Center Boston, MA 02111 www.loomissayles.com

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 shouldconsider  
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. 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 inpart.

All amounts shown are expressed in USD unless otherwise indicated.

This document may contain references to copyrights, indexes and trademarks that may not be registered in all jurisdictions. Third party 
registrations are the property of their respective owners and are not affiliated with Natixis Investment Managers or any of its related or 
affiliated companies (collectively “Natixis”).  Such third party owners do not sponsor, endorse or participate in the provision of any Natixis 
services, funds or other financial products. 

The index information contained herein is derived from third parties and is provided on an “as is” basis.  The user of this information 
assumes the entire risk of use of this information. Each of the third party entities involved in compiling, computing or creating index 
information, disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-
infringement, merchantability and fitness for a particular purpose) with respect to such information.

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.

Natixis Investment Managers serves financial professionals with more insightful ways to construct portfolios. Powered by the expertise of 
more than 20 specialized investment managers globally, we apply Active Thinking® to deliver proactive solutions that help clients pursue 
better outcomes in all markets. Loomis, Sayles & Company helps fulfill the investment needs of institutional and mutual fund clients 
worldwide. The firm’s performance-driven investors integrate deep proprietary research and integrated risk analysis to make informed, 
judicious decisions. Loomis Sayles looks for value across traditional asset classes and alternative investments to pursue attractive, sustainable 
returns. Loomis Sayles is an affiliate of Natixis Investment Managers.

In the United States: Provided by Natixis Distribution, L.P., 888 Boylston St., Boston, MA 02199 for U.S. financial advisors who do 
business with investors who are not U.S. Persons (as that term is used in Regulation S under the Securities Act of 1933) or persons 
otherwise present in the U.S. It may not be redistributed to U.S. Persons or persons present in the U.S. Natixis Investment Managers 
includes all of the investment management and distribution entities affiliated with Natixis Distribution, L.P. and Natixis Investment 
Managers S.A.


	YieldCurveControl
	DD
	Pages from LSWP187-0321_F.pdf




