KBC Economics — Markets, Havenlaan 2, 1080 Brussel

Sunrise

Moving forward
KBC together.

Tuesday, 18 June 2024

KBC Sunrise Market Commentary

Markets

o The European risk-off from last week shifted into a lower gear. Markets pondered comments from Marine Le Pen of
the far right Rassemblement National as she indicated she would respect France’s institutions and was prepared to
cooperate with President Macron after the elections. Bunds returned part of their safe haven gains with yields
rebounding 5-6 bps across the curve. Bund yields also rose more than swaps. The French 10-y yield spread vs Bunds
still widened slightly further (+2 bps to 0.79%). Spreads of other South-European bonds (ltaly, Spain, Portugal,
Greece) that faced material collateral damage last week narrowed about 3-4 bps (vs Bunds). European equities
(EuroStoxx 50 + 0.85%, CAC 40 + 0.91%) tried a bottoming out process after recent sell-off. ECB policymakers
including Chief Economist Lane still labelled last week’s repositioning as orderly. The ECB currently has no intention
to step in/activate the TPl mechanism. US yields which are still mainly driven by monetary policy considerations
rather than by risk sentiment, also rebounded after last week’s soft May price data. A better than expected Empire
Manufacturing survey helped US yields to cautiously move away from recent lows/key support levels. US yields rose
5.5-6.5 bps across the curve. In an outright disconnect from European markets, the S&P500 (+0.77%) and the
Nasdaq (+ 0.95%) continued their record race. The dollar took a breather (DXY 105.32 from 105.51) but shows
resilience despite a more constructive risk sentiment overall. EUR/USD closed at 1.0734 from 1.07 at the open. Still,
the picture looks fragile. EUR/GBP also tries to move away from the 0.84 support area (close 0.845) as markets
prepare for tomorrow’s UK CPI data and Thursday’s Bank of England policy decision.

o This morning, Asian equities join the constructive sentiment on WS yesterday, mostly rising 0.5%-1.0%. Dollar gains
marginally (EUR/USD 1.072, DXY 105.45). Later today, US May retail sales are scheduled for release. After a poor
showing in April (0.0% M/M headline) markets look out whether the US consumer is able to keep growth afloat
(headline 0.2% expected, control group +0.4%). After last week’s softer than expected price data (CPI, PPl and import
prices) markets already frontloaded more easing, both for this and next year, than what the Fed is guiding. Still we
see an asymmetrical risk for yields to again test the downside in case of a poor outcome. In Europe, political
uncertainty will continue to linger. EUR/USD probably remains captured in a sell-on-upticks dynamics.

News & Views

o Australia’s central bank left its policy rate unchanged at 4.35%. The pace of disinflation is slowing, but inflation still
stays some way above the midpoint of the 2—-3 per cent target range. The April CPI indicator rose by 3.6% y/y (up
from 3.5% the month before) and core (ex. volatile items and holiday travel) by 4.1%. The May forecast assumed a
return within the target in H2 2025 and to the midpoint in 2026. The economy remains in a state of excess demand
and domestic cost pressures stay elevated. Labour market conditions eased but remain tighter than is consistent with
full employment and inflation at target. The RBA concludes that while recent data have been mixed, they have been
reinforcing the need to be vigilant for upside risks to inflation. The RBA ended the statement with the small yet
meaningful addition that it will do what is necessary to achieve its goal. Board chair Bullock during the press
conference later revealed they discussed the case for a rate hike. These hawkish tweaks pushed up Australian swap
yields marginally intraday, allowing the curve to pare net daily declines to 0.5-1.9 bps with the long end
outperforming. Money markets have changed little to their policy rate expectations and still pencil in a first cut in
February next year. The Australian dollar trades basically unchanged just north of AUD/USD 0.66.

o Germany’s electrical and metal workers union, the country’s largest industrial one, is upping the ante ahead of
wage negotiations due to kick off this September. It is demanding a 7% increase for a 12-month period for the
roughly 4 min workers in a sector that’s a bellwether for wage agreements in other sectors. Given the industrial
malaise in Germany and the fact that inflation was only 2.8% in May, the demand showcases ongoing efforts of
union to recover some of the lost purchasing power over the previous years. It’s also closely watched by the ECB as
it seeks signs for wage growth to slow down to help bringing back inflation sustainably to its 2% target.
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Calendar & Table

Tuesday, 18 June Consensus Previous
us

14:30 New York Fed Services Business Activity (Jun) -- 3
14:30 Retail Sales Advance MoM {May) 0.30% 0.00%
14:30 Retail Sales Ex Auto Mol (May) 0.20% 0.20%
14:30 Retail Sales Ex Auto and Gas (May) 0.40% -0.10%
14:30 Retail Sales Control Group (May) 0.50% -0.30%
15:15 Industrial Production MoM {May) 0.30% 0.00%
15:15 Capacity Utilization (May) 78.60% 78.40%
15:15 Manufacturing (SIC) Production (May) 0.30% -0.30%
16:00 Business Inventories (Apr) 0.30% -0.10%
22:00 Net Long-term TIC Flows (Apr) -- $100.5b
EMU

11:00 ZEW Survey Expectations (Jun) -- 47
11:00 CPI MoM/YoY (May F) 0.20%,/2.60% 0.20%/-
11:00 CPI Core YoY (May F) 2.90% 2.90%
Germany

11:00 ZEW Survey Expectations (Jun) 50 47.1
11:00 ZEW Survey Current Situation (Jun) -65 -72.3
Australia

06:30 RBA Cash Rate Target 4.35%A 4.35%
Hungary

14:00 Central Bank Rate Decision 7.00% 7.25%
Events

11:00 ECB's Knot Speaks

11:30 Germany to Sell EU4 Billion of 2.1% 2029 Bonds

14:00 ECB's Cipollone Speaks

15:30 ECB's Guindos Speaks

16:00 Fed's Barkin Discusses US Economy, Fed

17:40 Fed's Collins Gives Keynote Address

17:00 ECB's Knot Speaks

18:00 Villeroy speaks in Paris

19:00 Fed's Logan Speaks in Q&aA

19:00 Fed's Kugler Speaks on Economy, Monetary Policy

19:20 Fed's Musalem Gives Speech on Economy, Monetary Policy

20:00 Fed's Goolsbee Speaks in Panel Discussion

23:00 RBNZ Chief Economist Paul Conway Speaks on Inflation
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10-year Close -1d 2-year Close -1d Stocks Close -1d
us 4,28 0,06 us 477 0,06 Dow 387781 188,94
DE 2,41 0,05 DE 2,81 0,05 NASDAQ 17857,02 168,14
BE 3,09 0,02 BE 3,08 0,06 MNIKKEI 38384,45 282,01
UK 4,12 0,06 UK 4,21 0,04 DAX 18068,21 66,19
P 0,94 0,01 IP 0,29 -0,01 DJ euro-50 4880,42 41,28
lirs EUR usD GBP  |EUR -1d -2d  |usD -1d -2d
3y 3,00 4,32 4,26 £€5TR 3,6620 0,0000
S5y 2,82 4,04 3,95 Euribor-1 3,6020 0,0230 |SOFR-1 5,3440 0,0064
10y 2,75 3,88 3,80 Euribor-3 3,7110 -0,0040 |SOFR-3 5,3561 0,0066
Euribor-6 3,7110 -0,0240 |SOFR-8 5,2955 0,0160
Currencies Close -1d Currencies Close -1d Commodities Close -1d
EUR/USD 1,0734 0,0031 EUR/IPY 165,31 0,88 CRB 293,07 -0.96
usD/IPY 157,74 0,34 EUR/GEP 0,8449 0,0011 |Gold 2329,00 -20,10
GEP/USD 1,2705 0,0018 EUR/CHF 0,9548 0,0020 |Brent 84,25 1,63
AUD/USD 0,6613 -0,0002 EUR/SEK 11,2493 -0,0099
usp/caD 1,3724 -0,0010 EUR/NOK 11,4431 0,0160
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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
data of the report and are subject to change without notice.
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