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Markets

o RIP NIRP. The Bank of Japan ditched the world’s last negative policy rate this morning, raising it from -0.1% to a
target range between 0% and 0.1%. The first hike since 2007 ended an 8-year experiment of sub-zero rates. It also
scrapped the (soft) 1% cap on the 10-year yield and formally ended ETF and J-REIT purchases. The decisions followed
last week’s Rengo wage negotiation outcome which offered the BolJ the final piece of the puzzle. The 5.28% pay
raise was the biggest since 1991 and will establish a virtuous wage price spiral that brings inflation sustainably at 2%
after decades of deflation. All of it sounds like a seismic monetary policy shock but it comes with a few nuances.
The BoJ stresses that the still-accommodative policy stance won’t go anywhere anytime soon. Indeed, the lack of
guidance means today’s hike probably won’t be followed by rapid follow-through action. Policymakers including
governor Ueda hinted at that long before this morning. It wasn’t a unanimous decision either (7-2). Second: the 1%
soft cap on the 10-year yield was removed but the BoJ will still buy JGB’s with roughly the same amount as before
(JPY 6tn per month) with the maturities higher than 5 and up to 10 years the focal point. In addition, the central bank
said it can step in with “nimble responses” in case of a rapid rise in long-term yields. Lastly, the formal end to riskier
ETF and J-REIT purchases is merely symbolical as the BoJ barely bought anything already since 2023. Japanese
markets were clearly hoping for more. The yen nears the recent lows against the dollar (USD/JPY back above 150)
and the euro (EUR/JPY 163.4). Japanese bond yields ease between 0.7 (2-y) and 2.7 bps (10-y). The Reserve Bank of
Australia also met this morning (see below). A dovish tweak suppresses the Aussie dollar compared to peers as well.
The likes of the dollar and the euro generally trade strong with the former having a slight edge over the latter.
EUR/USD lost some ground yesterday. The downleg coincided with a sharp uptick in oil prices to the highest level
since November around $87/b amid supply cuts/worries and ebbing concerns about global as well as Chinese
demand. The pair continues down the same path this morning, confirming a break below the 1.0875 support zone
(38.2% retracement on 2023 Q4 rally). DXY is readying an assault of the 104 big figure. Core bonds hold Monday’s
losses that pushed yields no more than 2 bps higher.

o The BoJ and RBA were today’s key events. The economic calendar for the remainder of the day won’t inspire markets
(ex. Japan) into any directional movement. That’s even more so given looming event risk, including coming from
tomorrow’s Fed meeting. If anything, we expect a solid bottom below core bond yields and see a slight advance of
the USD compared to peers.

News & Views

o The Reserve Bank of Australia kept its policy rate unchanged at 4.35% this morning, but dropped forward guidance
that a further increase in interest rates cannot be ruled out. They changed it by indicating that the path of interest
rates that will best ensure that inflation returns to target in a reasonable timeframe remains uncertain and that the
Board doesn’t rule anything in or out. There are encouraging signs that inflation is moderating, but the economic
outlook remains uncertain. The central forecasts are for inflation to return to the target range of 2%-3% in 2025,
and to the midpoint in 2026. Household consumption growth remains particularly weak but real incomes are
expected to rise and support consumption later in the year. Conditions in the labour market continue to ease
gradually, although they remain tighter than is consistent with sustained full employment and inflation at target.
AUD swap rates drop 5 to 8 bps this morning with the front end of the curve outperforming. The Aussie dollar slips
from AUD/USD 0.6560 to 0.6520. First real support stands around 0.6450.

. Bulgarian FM Vassilev says that he didn’t give up on January 1st to adopt the euro, but warned that the start-of-
the-year target is very close. He said that a March or July date would also be possible. Eurogroup president Donohoe
said it’s up to the government to request a further economic evaluation. Meeting the inflation test will be key. Apart
from that, political turmoil is delaying efforts to carry out structural reforms.
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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 to rate cuts. However,
a strong February CPI validated recent ECB guidance

that more confirmation is needed to decide on the
timing of the first ECB rate cut, probably in summer.

The 10-y German yield came close to the 2.50%
barrier, but the move ran into resistance due to the
poor EMU economic performance.

US 10y yield

Fed chair Powell at the January press conference
stressed that March wasn’t the base case for a rate
cut (but perhaps for a tweak to QT). Stellar payrolls

and a big beat in the January/February US CPI, forced
investors to abandon hopes on an early/aggressive
Fed rate cut. US yields revisit the YTD highs.
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EUR/USD

The dollar lost out during the end of 2023 bond rally,
but the 2023 high (1.1276) stayed out of reach. The
2024 comeback thereafter lost momentum mid-
February after the USD failed to overcome resistance
in the 1.07 area. Return action higher allowed
; ; EUR/USD to escape from the downward channel. Low
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Calendar & Table

Tuesday, 19 March Consensus Previous
us
13:30 Building Permits MoM/Total (Feh) 0.50%/1496k -0.30%R/1489kR
13:30 Housing Starts MoM/Total (Feb) 8.20%/1440k -14.80%/1331k
21:00 Net Long-term TIC Flows (Jan) - $160.2b
Canada
13:30 CP1 NSA MoM/YoY (Feb) 0.60%/3.10% 0.00%/2.90%
13:30 Median YoY% (Feb) 3.30% 3.30%
13:30 Trim YoY% (Feb) 3.40% 3.40%
Japan
19MAR BOJ Policy Balance Rate 0.00%Af0.10%A  -0.10%
19MAR BOJ 10-Yr Yield Target SCRAPPED 0.00%
EMU
11:00 ZEW Survey Expectations {Mar] - 25
Germany
11:00 ZEW Survey Expectations {Mar] 20.5 15.9
11:00 ZEW Survey Current Situation {Mar) -82.0 -81.7
Awustralia
04:30 RBA Cash Rate Target 4.35%A 4.35%
Events
09:30 ECB's Guindos Speaks
15:00 FOMC Begins Two-Day Meeting
10-year Close -id 2-year Close -ld  [Stocks Close -id
us 432 0.02 us 473 0.00 DOW 3879043 75.60
DE 246 0.02 DE 2485 0.01 MNASDAQ 1610345 13028
BE 298 0.01 BE 298 -0.01 MIKKEI 40003 .5 263.16
UK 4.09 -0.01 UK 4.30 -0.03 DAX 17932 68 -397
I 0.74 -0.03 P 0.18 -0.01 D) euro-50 4982 .76 -3.26
IRS EUR UsD GBP EUR -1d -2d usD -1d -2d
3y 3.01 436 431 Ester 3.9090 0.0000
S5y 281 410 400 Euribor-1 3.8550 -0.0070 (SOFR-1 53252 0.0007
10y 272 354 3.81 Euribor-3 39280 0.0000 |SOFR-3 5.3341 0.0003
Euribor-6 39150 0.0070 |SOFR-6 52811 0.0005
Currencies Close -1d Currencies Close -1d Commodities Close -1d
EUR/USD 10872 -0.0017 EUR/IPY 162.17 -0.14 |CRB 28724 261
UsD/IPY 14915 011 EUR/GBP 0.8542 -0.0008 (Gold 218590 2.80
GBPfUSD 12725 -0.0007 EUR/CHF 09653 0.0021 |Brent 86.89 155
AUDSUSD 0.656 0.0000 EUR/SEK 11.3435 0.0615
UsD/CAD 1.3534 -0.0008 EUR/NOK 11.584 0.0237
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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
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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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