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Markets

o Friday’s payrolls were better than expected on face value. It caused yields to temporarily jump after already trending
higher throughout the day. As markets digested the report, evidence of a labor market cooling emerged. The sharp
and contrasting drop in employment measured by the household survey, for one, could be a reason for caution. The
same goes for an unexpected decline in the participation rate. Either way, combined with a disappointing US
services ISM later, yields even spiked in the opposite direction. The December headline number retreated from 52.7
to 50.6, signaling an only minor expansion. While prices paid stayed at a fairly high 57.4, new orders unexpectedly
dropped from 55.5 to 52.8. Together with the employment series falling off a cliff into contraction territory (from
50.7 to 43.3) it could spell trouble ahead. But in what is possibly testament to markets’ new reaction function after
having discounted more than enough monetary easing, yields recovered from the dip lower. Fed’s Lorie Logan hinted
the debate on slowing QT (currently $95bn/month) may start in the near term but that didn’t stop the intraday
comeback either. US yields eventually finished between flat (2-y) and 5 bps (30-y) higher. German yields partially
missed out on the US recovery but nonetheless rose 2.6-3.8 bps across the curve. The US dollar whipsawed but in the
end it’s as both the payrolls and ISM report never were released. EUR/USD finished unchanged at 1.094. DXY held
steady at 102.41 and USD/JPY close to but below 145. Sterling outperformed global peers, sending EUR/GBP further
lower towards the 0.86 big figure. European equities pared 1%+ losses to 0.2% and Wall Street finished a poor week
on slightly positive footing. It offers little respite to Asian stocks though. Many of them trade in the red, especially in
China and Hong Kong. Today’s economic calendar offers little to guide markets. The European Commission’s
economic confidence indicator is due and Fed’s Bostic addresses the economic outlook. US CPI on Thursday marks
this week’s apex with speeches from Fed’s Williams and ECB’s Lane, Schnabel and Villeroy scattered across the week
worth mentioning as well. For today we expect technical trading to take hold. We stick to the view that markets have
priced in too much Fed and ECB easing and a countermove may be in the process of materializing. The US 10-y yield
finishing last week above 4% is a technical win. Next resistance is located around 4.08% which marked the upper
bound of a sideways trading range that dominated the first half of 2023. Taking out 4.25% would further substantially
improve the picture. Germany’s 10-y is looking at first resistance around 2.20%. EUR/USD’s short term fate is
confined to a narrow 1.09/1.10 trading range.

News & Views

o KPMG and REC published their latest Report on Jobs survey. Especially permanent placements, but also temp
billings declined again in December, though at softer rates than in November. Weak economic demand weighs on
hiring decisions. Overall vacancies fell slightly for the third time in the past four months. Candidate availability
continued to rise at rapid levels with redundancies and a slowdown in hiring pushing up labour supply. Hotel &
Catering saw by far the steepest increase in short-term vacancies. The Construction and Retail categories meanwhile
recorded the sharpest declines in demand for temporary workers. The rate of starting salary inflation picked up from
November and was sharp overall though nevertheless the second-slowest since March 2021.

o Czech National Bank vice-governor Zamrazilova said yesterday that the CNB could stick with small 25 bps policy
rate decreases if the decline towards inflation is slower that it thinks. If it falls faster, she argues to sometimes
make a more significant lowering. The CNB conducted an inaugural 25 bps rate cut at its final policy meeting of 2023
(6% to 5.75%). Minutes of that meeting last Friday showed some internal divergence of the pace of rate cuts.
Zamrazilova added that the risk of wage-price spiral occurring in the near future has probably decreased further with
the likelihood of stronger-than-expected repricing in January being fairly low. Czech public finances on the other
hand represent a long-term inflationary risk.
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GE 10y yield

Huge December bond rally on goldilocks scenario:
avoiding a recession while the disinflationary process
allows central bankers to pivot away from rate hikes
to rate cuts. The German 10-yr yield tested 2023 low
at 1.92%. ECB members push back against aggressive

market pricing (150 bps cumulative rate cuts over
2024 and first 25 bps as early as April), but their
efforts are in vain for now. Structurally, we think the
bond rally went too far.

US 10y yield

The Fed’s December gathering was a U-turn. Powell
didn’t fight market positioning with the updated
FOMC dots pencilling in 75 bps of rate cuts this year.
Market currently discount double that amount,
starting the cutting the cycle in March. Market focus
might switch from inflation to activity data. The
December low at 3.78% is first (weak) support. A
return above 4% is needed to change the technical
picture.

EUR/USD

The dollar lost out during the core bond rally as the
Fed is more likely to start with policy rate cuts than
the ECB, taking away interest rate support. Last
year’s high at 1.1276 is next important resistance for
EUR/USD. A change of dynamics on bond markets is
needed to improve the dollar’s prospects.

EUR/GBP

Going nowhere. Extremely narrow trading range
defined by 0.8493 and 0.8768 in place since May.
Bank of England faces the most daunting challenge
given more subdued eco outlook and higher inflation
compared with the EU and the US. Erring on the
dovish (monetary policy) side could translate in a
weaker UK currency, bringing EUR/GBP back in the

early 2023 range, roughly between 0.8750 and 0.90.
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Calendar & Table

Monday, 8 January Consensus Previous

us

17:00 MY Fed 1-¥r Inflation Expectations (Dec) - 3.36%

21:00 Consumer Credit (Nov) £9.000b £5.134b

EMU

10:30 Sentix Investor Confidence (Jan) -15.8 -16.8

11:00 Retail Sales MoM,YoY (Mov) 0.30%/-1.50% 0.10%/-1.20%

11:00 Consumer Confidence {Dec F) - -15.1

11:00 Economic Confidence (Dec) 94.2 93.8

11:00 Industrial Confidence {Dec) -9.5 -85

11:00 Services Confidence (Dec) 52 49

Germany

082:00 Factory Orders MoM/WDA Yo (Nov) 1.10%:/-3.40% -3.70%:/-7.30%

08:00 Trade Balance 54 (Nov) 18.0b 17.7bR

08:00 Exports/Iimports 54 MoM (MNov) 0.50%,/0.40% -0.10%R,/-1.00%R

Events

081AN lapanese markets closed for Coming-of-age Day

18:00 Fed's Bostic Speaks on the Economic Outlook
10-year Close -id 2-year Close -ld  [Stocks Close -id
us 4.05 0.05 us 438 0.00 DOW 3746611 2577
DE 216 0.03 DE 257 0.04 MNASDAQ 1452407 13377
BE 274 0.03 BE 261 0.03 MIKKEI 3337742 0.00
UK 379 0.06 UK 424 0.05 DAX 1659421 -23.08
I 0.61 0.00 P 004 0.00 D) euro-50 445351 -10.50
IRS EUR UsD GBP EUR -1d -2d usD -1d -2d
3y 271 392 393 Ester 3.9050 0.0030
S5y 257 371 3.65 Euribor-1 3.8780 0.0200 |SOFR-1 5.3370 -0.0020
10y 2.60 3.65 3.57 Euribor-3 39360 0.0140 |SOFR-3 5.3230 -0.0068

Euribor-6 39120 0.0390 |SOFR-6 51787 -0.0177

Currencies Cloze -1d Currencies Cloze -1d Commaodities Cloze -1d
EUR/USD 1.0943 -0.0002 EUR/IPY 15825 -005 (CRB 26591 091
UsD/IPY 144 63 0.00 EUR/GBP 0.8603 -0.0027 (Gold 2045 80 -0.20
GBPfUSD 1272 0.0038 EUR/CHF 09303 -0.0003 (Brent 7876 117
AUD/USD 0.6713 0.0006 EUR/SEK 11,2274 0.0430
UsD/CAD 1.3363 0.0013 EUR/NOK 11.27 -0.0032
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This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. KBC Bank cannot guarantee
that these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its
content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold
investments described herein. Although information has been obtained from and is based upon sources KBC believes to be reliable, KBC does not
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guarantee the accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the
data of the report and are subject to change without notice.
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