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KBC Sunrise Market Commentary

Markets

. Disappointing April US PMI’s triggered some short covering in US Treasuries. The composite PMI declined from 52.1
to 50.9 (vs 52 consensus) with both manufacturing (49.9 from 51.9) and services (50.9 from 51.7) contributing.
Details showed inflows for new business falling for the first time in six months and firms’ future output expectation
slipping to a 5-month low. Both suggest that the US economy could lose some further momentum in the second
quarter of the year. Companies cut payrolls numbers (48.5 from 51.2) at the fastest pace since May 2020. Weaker
demand and a less tight labour market fed through to an easing in rates of increase of selling prices. Details show
dynamics of inflation changing from wage-related services-led price pressures to intensifying factory cost pressures
(higher raw material and energy). Markets went into yesterday’s PMI’s following a string of strong activity/labour
market data and higher CPI releases. This context made markets vulnerable to some milder positioning going into
next week’s FOMC meeting. We don’t expect PMI’s to be trend-reversers though. Daily changes on the US yield
curve eventually varied between -3.9 bps (2-yr) and +1.4 bps (30-yr) with yields closing off intraday lows. European
bonds yesterday underperformed following consensus-beating PMI’s. The context was obviously different with
Europe coming from a period of weakness. German yields added 1.5 bps to 2.5 bps. The combination of better EMU
and worse US numbers propelled EUR/USD from 1.0639 to 1.0701 with the pair trying to sustainably regain the
previous YTD low at 1.0694. Sterling was yesterday’s outperformer in FX space as BoE chief economist offered some
counter weight to recent soft comments by BoE Baily and Ramsden, suggesting that the MPC is currently split on
how long policy rates should remain at their current peak levels. EUR/GBP returned below 0.86. Today’s eco calendar
contains German Ifo business climate, US durable goods orders, a record-volume $70bn 5-yr Note auction and an
avalanche of Q1 earnings. After yesterday, we expect the yields and the dollar to temporarily lose some momentum.

News & Views

. The National bank of Hungary (MNB) yesterday slowed the pace of rate cuts. The base rate was reduced by 50 bps
to 7.75% compared to a 75 bps reduction in March. The MNB sees persistently moderating inflation. Rising real wage
growth and strengthening confidence support a gradual economic recovery, mainly driven by domestic demand. (2-
3% growth this year). Headline CPI inflation fell within the MNB'’s tolerance band (3.6% Y/Y in March). Core inflation
remained higher at 4.4%, but in line with the MNB March projection. The MNB expects the pace of price increases to
rise temporarily in the middle of this year. The decline in core inflation might stop in Q2 and is expected to fluctuate
between 4.5% and 5% in the remainder of the year. Financial stability considerations remain important in the
MNB’s policy assessment. High FX reserves and the persistent improvement in the current account balance have
contributed to the strengthening of the country's risk perception. Still, the risk premium on Hungarian assets has
risen recently in a deteriorating international sentiment. The outlook for inflation combined with a volatile risk
environment warrant a carful, patient approach to monetary policy, resulting in a slower pace or rate reductions
than was the case earlier. KBC expects two additional 50 bps rate cuts in May and June, before a further slowdown
of easing in H2. The forint yesterday gains modestly to close the session near EUR/HUF 393.

. Australian Q1 CPI printed at 1.0% Q/Q and 3.6% Y/Y, compared to 0.6% Q/Q and 4.1% Y/Y in the final quarter of last
year. The outcome disappointed expectations for a faster disinflation. Also underlying measures of inflation
(trimmed mean 1.0% Q/Q and 4.0% Y/Y) printed higher than expected. In a quarterly perspective, price increases
for food (+0.9%), housing (+0.7%), health (2.8%) and education (+5.9), contributed to the rise. Prices for clothing and
footwear declined 1.1% Q/Q. Good prices were up 0.5% Q/Q, but services inflation still printed at a strong 1.4%
Q/Q. Both headline and core (trimmed mean) inflation stay well above the RBA’s 2-3% target band. Stubbornly high
inflation, especially for the likes of services/non-tradeable goods, doesn’t allow the RBA to cut interest rates
anytime soon. Australian yields jumped higher this morning with the 3-y government bond yield adding 17 bps (to
4.01%). Markets now see only a small chance (< 30%) for a fist rate cut by the end of the year. The prospect for
protracted interest rate support also propelled the Aussie dollar with AUD/USD regaining the 0.65 mark (0.652).
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GE 10y yield

ECB President Lagarde clearly hinted at a summer
(June?) rate cut and seems to have broad backing.
EMU disinflation will continue the next two months
and bring headline CPI (temporary) at/below the 2%
target. Together with weak growth momentum, this
gives backing to deliver a first 25 bps rate cut. A
more bumpy inflation path in H2 2024 and the Fed’s
higher for longer strategy make follow-up move
difficult.

US 10y yield

The March dot plot contained several hawkish
elements including a symbolically higher neutral
rate. In our view they set the stage for a later
(September at the earliest) start of a possibly
shallower cutting cycle. Upcoming CPI readings
(through base effects) and resilient eco data should
confirm this. US yields continue to enjoy a solid
bottom across the maturity spectrum, setting fresh
YTD highs.

EUR/USD

Economic divergence (US > EMU) and a likely
desynchronized rate cut cycle with the ECB
exceptionally taking the lead pulled EUR/USD towards
the YTD low at 1.0695. Stronger-than-expected US
March inflation figures forced a technical break,
opening the path to last year’s low at 1.0494.

EUR/GBP

Debate at the Bank of England is focused at the
timing of rate cuts. Most BoE members align with the
ECB rather than with Fed view, suggesting that the
disinflation process provides a window of opportunity
to make policy less restrictive (in the near term).
Sterling’s downside turned more vulnerable with the
topside of the sideways EUR/GBP 0.8493 - 0.8768
trading range serving as the first real technical

reference.
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Calendar & Table

Wednesday, 24 April Consensus Previous

us

13:00 MBA Mortgage Applications = 3.30%

14:30 Durable Goods Orders (Mar P) 2.50% 1.30%

14:30 Durables Ex Transportation (Mar P) 0.20% 0.30%

14:30 Cap Goods Orders Nondef Ex Air (Mar P) 0.20% 0.70%

14:30 Cap Goods Ship Nondef Ex Air (Mar P) 0.20% -0.60%

Japan

01:50 PPI Services YoY (Mar) 2.30%A 2.20%R

Germany

10:00 IFO Business Climate (Apr) 88.8 87.8

10:00 IFO Current Assessment (Apr) 88.7 88.1

10:00 IFQ Expectations (Apr) 88.9 87.5

Italy

10:00 Consumer Confidence Index (Apr) 96.8 96.5

10:00 Manufacturing Confidence (Apr) 89.2 88.6

10:00 Economic Sentiment (Apr) - 97

Belgium

15:00 Business Confidence (Apr) 9.4 -10.4

Sweden

08:00 Unemployment Rate SA (Mar) B.20% 8.00%

Events

Q1 earnings ATET (bef-mkt), Boeing (bef-mkt), Chipotle (22:10), IBM (aft-mkt), Ford (aft-mkt), Meta Platforms (aft-mkt] ...

09:00 Bundeshank Chief Nagel Speaks on Central Bank Money

09:35 ECB's Cipollone Speaks in Frankfurt

11:30 Germany to Sell EU4 Billion of 2.2% 2034 Bonds

16:00 ECB's Schnabel Speaks in Frankfurt

19:00 U.5. To Sell USD70 Bln 5-Year Notes
10-year Close -1d 2-year Close -1d Stocks Close -1d
us 4.60 -0.01 us 4.93 -0.04 Dow 38503.69 263.71
DE 2.50 0.02 DE 2.93 -0.04 NASDAQ 15696.64 245.33
BE 3.06 0.02 BE 3.04 0.02 NIKKEI 38402.57 850.41
UK 4,24 0.04 UK 4.35 0.03 DAX 18137.65 276.85
IP 0.89 0.00 IP 0.30 0.01 DJ euro-50 5008.17 71.32
IRS EUR usp GBP EUR -1d -2d uso -1d -2d
3y 3.09 4.62 4.39 Ester 3.9080 -0.0020
S5y 2.88 4.38 4.11 Euribor-1 3.8150 -0.0040 |SOFR-1 5.3180 0.0021
10y 2.81 4.23 3.96 Euribor-3 3.8820 -0.0090 |SOFR-3 5.3227 -0.0017

Euribor-6 3.8440 -0.0060 |SOFR-6 5.2884 -0.0115

Currencies Close -1d Currencies Close -1d Commodities Close -1d
EUR/USD 1.0701 0.0046 EUR/IPY 165.71 0.73 CRB 297.54 -0.57
usD/IPY 154.83 -0.02 EUR/GBP 0.8596 -0.0031 |Gold 2342.10 -4.30
GBP/USD 1.2449 0.0099 EUR/CHF 0.9760 0.0043 |Brent 88.42 1.42
AUD/USD 0.6487 0.0037 EUR/SEK 11.577 -0.0256
UsD/CAD 1.3663 -0.0038 EUR/NOK 11.6765 -0.0318
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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

ormation has been obtained from and is based upon sources KBC believes to be reliable, KBC does not

investments described herein. Although in
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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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