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Markets

. An uneventful session yesterday put the UK elections in the spotlights. It’s already clear by now that Labour won
enough seats to secure a majority (at least 326 seats of the 650 up for grabs) after being in the opposition for 14
years. Exit polls taken after voting booths closed at 10 PM yesterday suggested it’s going to be a huge one with
estimates going as high as 410, making it a victory comparable to the 1997 landslide under Tony Blair. Outgoing PM
Sunak’s Conservative Party simply imploded. Voter turnout was close to a record low. As Labour’s Starmer is ready to
move in to Downing Street 10, market attention shifts towards the new government’s policy plans. There’s a feeling
that things can only get better in the UK with a hoped-for end to years of political drama that included Conservative
infighting, BYOB lockdown scandals, Scotland’s independence referendum and of course Brexit. Labour’s typically
has spending ambitions though markets assume the Truss-Kwarteng bond crash brought a sense of fiscal
awareness. Chancellor-to-be Rachel Reeves also said that the administration does not plan to raise three key UK
taxes on wages and goods. All that have yet to be formalized in a first official budget though, which could take until
October. Sterling barely budged on the widely anticipated Labour win. EUR/GBP eked out a small gain yesterday to
close at 0.8474. Trading for the next couple of days, perhaps weeks, could remain technically inspired as summer
liquidity conditions kick in.

. The US returns today after having enjoyed the day off for the 4'" of July. They are immediately treated with
important data. The June labour market report is due with the bar set at for a 190k job creation. Hourly earnings
are expected to roll in at 0.3% m/m (3.9% y/y), easing from the 0.4% the month before. Unemployment would
stabilize at 4%. The labour market gained in importance after several Fed governors showed increasing concerns
that it may be nearing an inflection point. Upcoming data would now have to prove them otherwise. Markets will
react accordingly with anything but a significant beat probably triggering higher bond prices and a weaker US dollar.
The US 2-yr yield is trading a few basis points above the June lows of 4.65%. A break lower paves the way for a return
to 4.58-4.60%. Longer maturities including the 10-yr have a bit more wiggle room ahead of similar support areas.
EUR/USD topped the 1.08 yesterday. Next resistance is located at 1.087 before 1.09 shows up. But this may be a
bridge too far for now this weekend’s second round in the French elections looming.

News & Views

. Japanese consumer spending in May showed an unexpected steep decline, the statistical bureau said. Spending still
rose 1.4% Y/Y in nominal terms but was 1.8% lower in real terms while contracting 0.3% M/M. Consensus expected
real spending to have stayed in positive territory (0.3% Y/Y expected from 0.5% in April). The decline originated from
food (-3.1%), housing (-3.5%), utilities (-9.7%) but also from lower discretionary spending in furniture and utensils (-
10.0%) and spending on culture and recreation (-8.4%). Positive growth was registered for education (9.3%) and
medical care (6.4%). If confirmed by other data, the decline would complicated BOJ policy normalization as it seeks
an upward spiral of higher real wages and gradual price rises to support domestic spending. Today’s data are a
factor for the BOJ to wait with a rate hike at the upcoming July 31 meeting. USD/JPY (160.75) this morning eases of
multi-decade highs just below 162 reached earlier this week, but this at least partially due to USD softness.

o The NBP of Poland last Wednesday as expected left its policy rate unchanged at 5.75%. In new projections, inflation
expectations were upwardly revised for this year (3.7% from 3.55%) and specially for next year (5.25% from 3.6%). In
the press briefing commenting the decision yesterday, the new forecast caused governor Glapinski to conclude that
expectations for a rate hike anytime soon are out of question. Inflation might again reach 5.0% at the end of this
year and might even accelerated further on higher energy prices at the start of 2025. In this context, he concluded
that a possibility to cut rates might only take place in 2026 at earliest. The zloty extended this week’s gains with
EUR/PLN closing at EUR/PLN 4.2825).
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GE 10y yield

The ECB cut its key policy rates by 25 bps at the June
policy meeting. A more bumpy inflation path in H2
2024, the EMU economy gradually regaining traction
and the Fed’s higher for longer US strategy make
follow-up moves difficult. Markets are coming to
terms with that. Meanwhile, much of the save haven
bids were reversed after the first round in the French
elections. The 2.34%-2.4% support zone looks solid.

US 10y yield

The Fed needs more evidence than just one slower-
than-expected (May) CPI is providing. Upgraded
inflation forecasts and a higher neutral rate
complicate the timing of a first cut further. June dots
suggest one move in 2024 and four next year. The
long end of the curve is supported by increased odds
of a Trump presidency after the debate with Biden.
The spectre of increased spending (risk premia)
pulled the 10-yr away from the 4.2% support area.

EUR/USD

EUR/USD is stuck in the 1.06-1.09 range. The
desynchronized rate cut cycle with the ECB
exceptionally taking the lead, strong US May payrolls
and a swing to the right in European elections pulled
the pair away from 1.09. The Fed meeting balanced
the weaker than expected US CPl outcome. The
increased probability of a hung French parliament
after the first round offered the euro some relief.

EUR/GBP

Debate at the BOE is focused at the timing of rate
cuts. May headline inflation returned to 2%, but core
measures weren’t in line with inflation sustainably
returning to target any time soon. Still some BoE
members at the June meeting appeared moving
closer to a rate cut. This might cap further sterling
gains. Labour has yet to reveal its policy plans after
securing a landslide election victory. EUR/GBP 0.84 is
solid support.
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Calendar & Table

Friday, 5 July Consensus Previous

us

14:20 Change in Monfarm Payrolls [Jun) 190k T2k

14:30 Change in Private Payrolls (Jun) 160k 229k

14:30 Change in Manufact. Payrolls (Jun) Tk Bk

14:30 Unemployment Rate [Jun) 3.90% 4.00%

14:30 Average Hourly Earnings Mol Yo [Jun) 0.30%,3.90% 0.40%,4.10%
14:30 Averzge Weekly Hours All Employess (Jun) 34.3 343

14:30 Labor Force Participation Rate [Jun) 52.60% 52.50%
14:30 Underemployment Rate [Jun) - 7.40%
Canada

14:30 Met Change in Employment [Jun) 25.0k 6.7k

14:30 Part Time Employment Change {Jun) - 524k

14:30 Full Time Employment Change [Jun) - -35.5k

14:30 Unemployment Rate [Jun) 6.30% 6.20%.

14:30 Hourly Wage Rate Permanent Employees Yol (Jun) 5.30% 5.20%

14:30 Participation Rate [Jun) £5.40% £5.40%
lapan

01:30 Household Spending Yo (May) -1.830%A 0.50%

ERAL

11:00 Retail Sales Mal/YaY {May) 0.20%//0.20% -0.50%,/0.00%
Germany

0800 Industrial Production 54 Mob/WDA YoY (May] 0.30%-3.30% -0.10%-3.90%
France

08:45 Industrial Production Mol YaY [May) -0.50%,-1.10% 0.50%0.30%
08:45 Current Account Balance (May) - -18b

08:45 Trade Balance (May) - -7579m

Italy

10:00 Retail S2les Mald/YaY [May) - _0.10%/-1.90%
Events

09:00 ECB's Mapgel Speaks

11:40 Fed's Williams Gives Keynote Remarks

14:00 National Bank of Poland Publishes Minutes of Rate Meeting

19:15 ECBE's Lagarde Speaks in Aix
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10-year Close -1d 2-year Close -1d Stocks Close -1d
us 436 0.00 us 471 0.00 DOowW 39308 0.00
DE 261 0.02 DE 294 0.02 MASDAQ 181883 0.00
BE 3.17 0.03 BE 3.03 0.00 MIKKEI 4080357 -110.08
UK 420 0.03 UK 419 0.02 DAX 18450.48 75185
1P 1.08 0.00 P 0.35 0.00 DI eurc-50 4587 .48 21.68

IRS EUR UsD GBP EUR -1d -2d usp -1d -2d
3y 3.07 429 426 €5TR 3.6630 0.0000
S5y 291 4.05 4.00 Euribor-1 3.6240 -0.0110 (SOFR-1 5.3287 0.0027
10y 2.85 354 3.89 Euribor-3 3.7080 0.0030 |SOFR-3 5.3075 0.0000
Euribor-& 3.6830 0.0050 |SOFR-B& 5.2242 0.0004
Currencies Close -id Currencies Close -id Commodities Close -id
EURSUSD 10812 0.0026 EUR/IPY 17437 -0.05 CRB 29402 0.00
usDfIPy 161.28 -0.41 EUR/GBP 0.8474 0.0008 (Gold 2369.40 0.00
GBPfUSD 1276 0.0018 EUR/CHF 049731 0.0006 (Brent 87.43 0.09

AUD/USD 0.6726 0.0021
UsDfCAD 13614 -0.0025

EUR/SEK 11.3542 0.0329
EUR/NOK 11.424 0.0383
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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

+36 1328 9989

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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