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Markets

o Core bonds sold off into the final trading hours last Friday. We didn’t spot an obvious reason underpinning the move.
Economic data (US PCE deflators, national inflation figures of certain EU member states) printed bang in line with
expectations. But a looming weekend full of event risk (first round of French parliamentary elections) coinciding
with the end of the quarter resulted in overall jittery markets. US Treasuries by the end of the day underperformed
Bunds. Yields erased previous losses of as much as 4.5 bps to close between 4.2 (2-yr) and 13.3 (30-yr) bps higher.
German yields added 2.6 to 5.5 bps across the curve. Stocks struggled in Europe. The French CAC40 underperformed
(-0.7%). Wall Street turned south immediately after opening higher. The dollar and the euro balanced each other out.
EUR/USD finished slightly higher north of 1.07. USD/JPY rose towards a new 34-yr high (160.88).

o Yesterday’s outcome of the first round in the French parliamentary elections turned out to be in line with the polls.
Le Pen’s Rassemblement National (RN) secured the most votes (33.3%) with the left-wing NFP coming in second
(28.3%). Macron’s Ensemble (ENS) was third (21.3%). Some 75 MPs were already elected in the first round. Because
of the exceptionally high voter turnout (67.5%) there are currently around 300 constituencies (representing 52% of
the 577 seats) that potentially face a three-way run-off in the second round Sunday, July 7. Comparing this just one
in 2017 and 8 in 2022 underscores the still high level of uncertainty after the first round. This number will probably
go down a bit still amid suggestions from leaders of NFP and ENS for third-placed candidates to tactically withdraw in
specific situations. But the local candidates do not always heed these calls. We’ll know about the final list of
candidates by Tuesday evening. Both of the above parties already gave voter recommendations as well but here too
a lot depends on how the public responds to them. In any case, it’s too soon to draw firm conclusions. However,
based on the exit polls and this morning’s constructive market reaction, the probability of a hung parliament (where
none of the extremes can push through its agenda via an absolute majority) seems to have increased. EUR/USD rises
towards 1.076, European stock futures point to an opening rally of almost 2% and Bund yields are set for gapping
higher. The economic calendar today features German inflation numbers ahead of tomorrow’s EMU print. ECB
president Lagarde kicks off its Sintra conference with an introductory speech tonight. We have circled Wednesday in
red, with “Drivers of equilibrium interest rates” as one of the hot topics.

News & Views

o The Bank of International Settlements (BIS) encourages central bankers in its annual report to finish the last mile in
restoring price stability. They set a high bar for policy easing, warning that premature action could reignite
inflationary pressures and force a costly policy reversal. Services prices and wage growth are other upside risks.
Falling export prices and waning Chinese demand are disinflationary forces. At the same time, governments have to
step up by consolidating public finances and prioritizing long overdue structural reforms. Unrestrained public
finances threaten macroeconomic and financial stability and make it also harder to bring inflation down.

o The Bank of Japan’s Q2 Tankan survey boost the case for more gradual policy normalization (small rate hike) at its
July meeting. Sentiment at large manufacturers improved from 11 to 13 (vs 11 consensus) while it marginally
weakened for large non-manufacturers (33 from 34 as expected). Optimists also continue outnumbering pessimists
on the outlook for the next quarter. Large firms across all industries on average want to increase their capital
expenditures by 11.1% in the current fiscal year, suggesting back-to-back double digit growth (10.6% in previous
fiscal year). Businesses see CPl inflation at 2.2% in 5 years’ time, up from 2.1% in the Q1 survey. More firms increased
prices from the previous quarter and even more indicated that they plan to do so in the next quarter (especially non-
manufacturing).
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Calendar & Table

Monday, 1 July Consensus Previous

us

16:00 Construction Spending MoM (May) 0.20% -0.10%
16:00 15M Manufacturing (Jun) 49.1 48.7

16:00 15M Prices Paid (Jun) 55.8 57

16:00 15M Mew CQrders (Jun) 49 45.4

16:00 15M Employment {Jun) 50 51.1

Japan

01:50 Tankan Large Mig Index/Outlook [20) 13A/14A 1110

01:50 Tankan Large Non-Wifg Index/Outlook (20) I3AS2TA 34/27

01:50 Tankan Large All Industry Capex (2Q) 11.10%A 4.00%

01:50 Tankan Small Mfg Index/Outlook (2Q) -1A/04 -1/0

01:50 Tankan Small Non-Mfg Index/Outlook (20) 12A/8A 13/8

07:00 Consumer Confidence Index (Jun) 36.4 36.2

UK

08:00 Mationwide House PX MoM/N5A YoY (lun) -0.10%,/1.20% 0.40%/1.30%
10:30 Met Consumer Credit (May) - 0.7b

10:30 Money Supply M4 Mob/fYoY (May) —f-- 0.10%/0.60%
10:30 SEP Global UK Manufacturing PMI (Jun F) 51.4 51.4

EMU

10:00 HCOB Eurozone Manufacturing PMI (Jun F) 45.6 456
Germany

14:00 CPI MoM/YoY (Jun P) 0.20%,/2.30% 0.10%/2.40%
14:00 CPI EU Harmonized MoM,YoY (Jun P} 0.20%/2.50% 0.20%/2.80%
Italy

09:45 HCOB Italy Manufacturing PMI (Jun) 443 456
China

03:45 Caixin China PMI Mfg (Jun) 51.84A 51.7
Spain

09:15 HCOB Spain Manufacturing PMI (Jun) 5249 54

Events

0LIUL-03IUL ECB Forum on Central Banking in Sintra

14:15 ECB's Nagel Speaks

21:00 ECB's Lagarde Speaks in Sintra
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10-year Close -1d 2-year Close -1d Stocks Close -1d
us 4.40 011 us 475 o.04 DOW 3911886 -45 20
DE 250 0.05 DE 283 0.03 MASDADC 177326 -126.08
BE 314 0.01 BE 3.02 0.00 MNIKKEI 38951552 3244
UK 417 0.04 UK 42327 -0.01 DAX 1823545 2490
P 1.06 0.01 IP 0.36 -0.01 D) euro-50 4854 02 -8.58
IRS EUR usD GBP  |EUR -1d -2d  |usD -1d -2d
3y 3.04 435 427 €5TR 3.6560 -0.0060
5y 2 88 410 3940 Euribor-1 36320 -0.0320 (SOFR-1 53344 -0.0034
10y 284 3938 3.88 Euribor-3 37110 00160 (SOFR-3 53219 -0.0022
Euribor-6 36820 0.0040 (SOFR-6 52572 0.0046
Currencies Close -id Currencies Close -1d Commaodities Close -1d
EUR/USD 10713 0.0009 EUR/IPY 17239 031 CRB 29047 -0.83
usD/IPY 160.88 01z EUR/GBP 0.8473 0.0004 |Gold 233960 3.00
GBPfUSD 12645 0.0006 EUR/CHF 059628 0.0009 (Brent 85.00 -0.26
AUD/USD 0.667 0.0023 EUR/SEK 11,3547 -0.0200
UsD/CAD 13679 -0.0022 EUR/NOK 11 4445 0.0358

Contacts

KBC Economics — Markets Brussels Global Sales Force

Mathias Van der Jeugt
Peter Wuyts
Mathias Janssens

+3224175194
+322417 3235
+32 24175195

Corporate Desk(Brussels)
Institutional Desk(Brussels)
CBC Desk (Brussels)

+32 241745 82
+32 2417 46 25
+322547 1951

France +32 2417 32 65
London +44 207 256 4848
Singapore +6553334 10
CSOB Economics — Markets Prague Shanghai +86 21 68236128
Jan Cermak +420 2 61353578 Hong Kong +852 2525 9232
Jan Bures +420 2 61353574 Prague +420 2 6135 3535
Petr Baca +420 2 6135 3570
CSOB Economics — Markets Bratislava Bratislava +421 2 5966 8820
Marek Gabris +421 2 5966 8809
K&H Economics — Markets Budapest Budapest +36 1328 99 85

David Nemeth

Discover more insights at www.kbceconomics.be

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 Fersonalized 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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