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KBC Sunrise Market Commentary

Markets

. Markets yesterday staged some follow-through price action on Friday’s post-payrolls/ISM easing, but the move
gradually slowed in US dealings. Fed governors Williams and Barkin confirmed last week’s view of Chair Powell that
the next Fed move will likely be a rate cut. A restrictive policy is bringing the economy in a better balance and at
some point should return inflation back to 2%. Data will decide on the timing. The Fed’s quarterly Senior Loan Officer
Opinion Survey on bank lending also indicated that tighter financial conditions are working through toward lending
(cf infra). This should gradually slow demand and inflation. At the end of the day, the US 2-y yield rose 1.5 bps.
Yields at the long end of the curve still declined up to 3.0 bps (30-y). German yields eased between 1.2 bps (2-y) and
2.7 bps (10-y). Fed guidance that, despite sticky inflation, its next step will likely be a rate cut continues to give
comfort to equity investors. US indices added up to 1.19% (Nasdagq). The dollar basically didn’t go anywhere. The
DXY index closed unchanged (105.05). EUR/USD gained marginally (close 1.0769). USD/JPY was the exception to the
rule, rebounding to 153.9. The US-Japan interest rate differential clearly remains too big to prevent yen selling.

. Asian markets mostly join the risk-on sentiment from WS yesterday. Yields decline marginally. The dollar gains a few
ticks. The yen remains in the defensive. Headlines of Japan’s currency official Masato Kanda that no interventions
are needed when markets move orderly, suggest that any interventions might remain rather selective. The yen
weakens further this morning (USD/JPY 154.5). Later today, the eco calendar only contains second tier data.
German factory orders and EMU retail sales might bring some additional insight on the EMU recovery. ECB governors
De Cos and Nagel are scheduled to speak. The US Treasury will kickoff this week’s refinancing operation with the sale
of $58 bln of 3-year notes. It will be interesting to see demand in the wake of last week’s decline in yields. We expect
some more technical trading ahead of the April US inflation data to be published next week. We see 4.70% and
4.37% as tough support for the US 2 and 10-y yield respectively. The yield correction slowing also might help to put a
floor for the dollar. EUR/USD 1.0807/11 (38% retracement Dec-April decline/ correction top) remains first reference
on the EUR/USD chart.

News & Views

. The Fed’s latest Senior Loan Officer Opinion Survey (SLOOS) showed that banks grew more cautious about lending
while higher interest rates continued to weigh on loan demand. Standards were raised for all loan categories except
some residential real estate products. Higher standards were applied to commercial real estate loans in particular.
That said, the net share of banks tightening conditions fell for most loan products in what is potentially a sign of loan
growth moving beyond the trough. More banks reported tighter conditions for commercial and industrial loans but
the net share remains well below last July’s peak. The share of banks tightening standards for auto loans ticked up
but a smaller proportion reported higher standards for credit card and other consumer loans. Demand for all types
of consumer loans remains in retreat.

. The Reserve Bank of Australia (RBA) kept the policy rate stable at 4.35% this morning. The status quo followed the
observation that inflation was declining more slowly than expected (3.6% g/q in Q1 this year from 4.1%). Underlying
inflation was higher and declined by less, in large part due to services inflation. The RBA said there’s still excess
demand while labour market conditions are tighter than is consistent with inflation at target. New forecasts are
based on a market-implied policy rate path which assumes a steady rate through mid-2025. This compares to the
February projections assuming rate cuts from 2024H2 on. Yet, inflation was revised higher across the horizon with
an EoY target of 3.8% (vs 3.2%) only to enter the RBA’s 1-3% band in December 2025 (2.8%). The RBA singled out
the persistence of services inflation as a key uncertainty to this trajectory. GDP growth was marginally cut to 1.6%
this year amid particularly weak household consumption. The central bank repeated that it does not rule anything
in or out in terms of rates and sticks to a data-dependent approach. Markets were clearly hoping for something a
little more aggressive after the recent string of strong labour and inflation data. The Aussie dollar loses some ground
to AUD/USD 0.661 and swap yields ease up to 9 bps at the front end of the curve.
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GE 10y yield

ECB President Lagarde clearly hinted at a summer
(June) rate cut which has broad backing. EMU
disinflation continued in April and brought headline
CPI closer to 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 moves difficult. Markets have come
to terms with that.

US 10y yield

The Fed in May acknowledged the lack of progress
towards the 2% inflation objective, but Fed’s Powell
left the door open for rate cuts later this year. Soft US
ISM’s and weaker than expected payrolls supported
markets’ hope on a first cut post summer, triggering
a correction off YTD peak levels. Sticky inflation
suggests any rate cut will be a tough balancing act.
4.37% (38% retracement Dec/April) already might
prove strong support for the US 10-y yield.

EUR/USD

Economic divergence, a likely desynchronized rate
cut cycle with the ECB exceptionally taking the lead
and higher than expected US CPI data pushed
EUR/USD to the 1.06 area. From there, better EMU
data gave the euro some breathing space. The dollar
lost further momentum on softer than expected
early May US data. Some further consolidation in the
1.07/1.09 are might be on the cards short-term.

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).
Anticipating a repricing eventually, sterling is more
vulnerable. The topside of the sideways EUR/GBP
0.8493 - 0.8768 trading range serves as the first real
technical reference.
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Calendar & Table

Tuesday, 07 May 2024

Tuesday, 7 May Consensus Previous
us
21:00 Consumer Credit (Mar) $15.000b 514.125b
Japan
02:30 Jibun Bank Japan PMI Composite (Apr F) 52.3A 52.6
02:30 Jibun Bank Japan PMI Services (Apr F) 54.3A 54.6
UK
01:01 BRC Sales Like-For-Like YoY (Apr) -4.4%A 3.20%
10:00 New Car Registrations YoY (Apr) - 10.40%
10:30 5&P Global UK Construction PMI (Apr) - 50.2
EMU
11:00 Retail Sales MoM/YoY (Mar) 0.70%/-0.20% -0.50%,/-0.70%
Germany
08:00 Factory Orders MoM/WDA YoY (Mar) 0.40%/-0.70% 0.20%/-10.60%
08:00 Trade Balance SA (Mar) 22.4b 21.4b
08:00 Exports/Imports SA MoM (Mar) 0.30%/-1.00% -2.00%,/3.20%
05:30 HCOB Germany Construction PMI (Apr) - 38.3
France
08:45 Current Account Balance (Mar) - 0.5b
08:45 Trade Balance (Mar) - -3244m
Australia
06:30 RBA Cash Rate Target 4.35%A 4.35%
Events
06:30 RBA-Statement on Monetary Policy
15:00 ECB's De Cos, MAS's Chia, HKMA's Yue Speak at BIS Summit
16:00 ECB's Nagel Speaks on Panel
17:30 Fed's Kashkari Participates in Fireside Chat
17:30 ECB's Nagel Speaks
15:00 .5, To Sell USD38 Bln 3-Year Notes
10-year Close -1d 2-year Close -1d Stocks Close -1d
us 4,49 -0,02 us 4,83 0,01 DOW 38852,27 176,59
DE 2,47 -0,03 DE 2,91 -0,01 NASDAQ 16349,25 192,92
BE 3,01 -0,02 BE 3,03 -0,01 NIKKEI 38771,77 535,70
JUK 4,22 0,00 UK 4,36 0,00 DAX 18175,21 173,61
JP 0,87 -0,03 JP 0,28 -0,01 DJ euro-50 4956,96 35,48
|IRS EUR UsD GBP EUR -1d -2d usb -1d -2d
3y 3,05 4,50 4,37 €STR 3,9090 0,0010
Sy 2,84 4,25 4,08 Euribor-1 3,8520 -0,0130 |[SOFR-1 5,3210 0,0001
10y 2,76 4,11 3,94 Euribor-3 3,8240 -0,0030 |[SOFR-3 5,3255 0,0025
Euribor-6 3,7910 -0,0110 |SOFR-6 5,2967 0,0096
Currencies Close -1d Currencies Close -1d Commodities Close -1d
EUR/USD 1,0769 0,0008 EUR/JPY 165,74 1,02 CRB 287,61 1,10
USD/JPY 153,92 0,87 EUR/GBP 0,8573 -0,0005 |Gold 2331,20 22,60
GBP/USD 1,2562 0,0015 EUR/CHF 0,9760 0,0019 |Brent 83,33 0,37
AUD/USD 0,6625 0,0015 EUR/SEK 11,6477 0,0078
|USD/CAD 1,3666 -0,0020 EUR/NOK 11,6699 -0,0317
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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
guarantee the accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the
ata of the report and are subject to change without notice.
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