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KBC Sunrise Market Commentary

Markets

. The Fed kept the policy rate unchanged yesterday at 5.25-5.5%. The new statement featured some important
changes compared to the June one, which are seen as paving the way towards a first, September rate cut. It noted
that there was some further progress of inflation, which they now label as “somewhat” elevated, while striking a less
upbeat tone on the labour market (“moderated” instead of “strong” job gains). The FOMC saw the risks of achieving
its employment and inflation goals continue to move into better balance, culminating in what was the most
important change: the committee turned from being “highly attentive to inflation risks” to “attentive to the risks to
both sides of its dual mandate”. As such, the statement is now capturing what several Fed officials have been voicing
in previous speeches, namely that the weight of the labour market in their assessment is currently as big (if not
bigger) as inflation’s. Fed Chair Powell in the presser afterwards reiterated (as he did before Congress) that the
labour market is no longer a source of inflation risk. The Fed did not cut yesterday because it eventually decided to
first want further evidence of inflation returning to target sustainably. But Powell in the presser afterwards said
they had “a real discussion” about it. So barring any accidents (eg. sharp inflation uptick), September looks like a
done deal. Powell was reluctant to give any hints going forward but the lack of pushing back against current market
pricing (two, close to three cuts this year and four in the next) suggests the FOMC is okay with it. The chair did note
that larger-than-usual 50 bps cuts are not something they are considering right now. As such, Powell isn’t per se
excluding a November cut. “Anything that we do before, during or after the election will be based on the data, the
outlook and the balance of risks, and not on anything else.”, Powell said to dismiss the political sensitivity around
such a decision. The FOMC's pivot was a more explicit one than we and markets expected. US yields dropped
between 9.2 and 12 bps across the curve. 4.33% support in the 2-yr broke & the 10-yr dropped out of the downward
trading range to the March low. Some final data this week, including Q2 unit labor costs and the manufacturing ISM
today and especially US payrolls tomorrow will have a last say on the fate of these technical levels. Money market
odds for 75 bps of cuts this year rose to 95%, the highest since end-March. The expected terminal rate this cycle also
edged slightly lower (end 2026). Wall Street rose up to 2.6% (Nasdaq). The US dollar traded remarkably resilient
given the risk on and yield drop. EUR/USD eked out a small gain to 1.0826 after trading within a narrow 1.08/1.085
trading range all day. USD/JPY finished around 150 on both a stronger yen and weakish USD. The pair extended
losses in Asian dealings this morning by dropping as low as 148.5 before snapping back intraday. The Bank of England
comes into focus today. It’s a knife-edge decision between cutting or keeping the rate stable at 5.25%. We think
odds for the former are slightly bigger. Updated forecasts are a good entry point. Meanwhile, the elections are out of
the way and the BoE could be eager to capitalize the market momentum. The Fed now clearly hinting at cuts soon is
an additional argument, though the UK central bank probably won’t mention it as such.

News & Views

° The US is considering to impose unilateral restrictions on China’s access to the most advanced Al memory chips,
known as HBM2 and HBM3(E), as well as equipment needed for making them. The measures could be implemented
as soon as the end of this month as part of a broader package that also includes sanctions against more then 120
Chinese firms and (new) limits on other various types of chip equipment. Such a move would further escalate the
tech rivalry between the two nations. The US Commerce Department in a statement substantiated the potential
restrictions as needed to protect US national security and the technological ecosystem.

o QOil prices rise for a second day straight today. After hitting the lowest since early June, Brent oil in recent days
jumped from $78.6 per barrel to $81.57 this morning. The rebound follows amid geopolitical concerns flaring up
again. After a Hezbollah attack against Israel in the Golan Heights July 27, the latter retaliated a few days later by
killing a senior Hezbollah official near Beirut in Lebanon. A second (suspected) Israeli strike then killed the political
leader of Hamas in Tehran. Iran is now said to have ordered a direct strike on Israel in response. While the likes of the
US are still pushing for a cease-fire in Gaza, risks over the course of a few days have undoubtedly increased for the
conflict to spread well beyond its borders.
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GE 10y yield

The ECB cut policy rates by 25 bps in June. Stubborn
inflation (core, services) make follow-up moves less
evident. Markets nevertheless price in two to three

more cuts for 2024 as disappointing US and
unconvincing EMU data rolled in, dragging the long
end of the curve down. The 2.34%-2.4% support zone
is being revisited and risks being broken under US

2023
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(yield) pressure.

US 10y yield

The Fed in its July meeting paved the way for a first
cut in September. It turned attentive to risks to the
both sides of its dual mandate as the economy is
continuing to move better in to balance. There was
no pushback against current market pricing (75 bps
cuts in 2024, 100 bps in 2025). The pivot weakened
the technical picture in US yields. The 10-yr is testing
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a final support zone north of 4% ahead of the 2024
low.

EUR/USD

EUR/USD tested the topside of the 1.06-1.09 range
as the dollar lost interest rate support at stealth
pace. Markets consider a September rate cut a done
deal. In the meantime, the euro got rid of the (French)
political risk premium. EUR/USD recently evolved
back to a more neutral positioning but is holding up
rather well despite ongoing poor EMU data.
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EUR/GBP

Debate at the BoE is focused at the timing of rate
cuts. May & June headline inflation returned to 2%,
but core measures do not align a sustainable return

to target soon. Some BoE members at the June
meeting nevertheless appeared moving closer to a
rate cut. Labour revealed a near £22bn of unfunded
commitments, setting the stage for a painful Budget
release on October 30. EUR/GBP 0.84 support is being

tested.
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Calendar & Table

Thursday, 1 August Consensus Previous
us

13:30 Challenger Job Cuts Yoy (Jul) - 19.80%
14:30 MNonfarm Productivity (20 P) 1.80% 0.20%
14:30 Unit Labor Costs (20 P) 1.70% 4.00%
14:30 Initial Jobless Claims 236k 235k
14:30 Continuing Claims 185k 1851k
16:00 Construction Spending Mo (Jun) 0.20% -0.10%
16:00 15M Manufacturing [Jul) 48.8 48.5
16:00 ISM Prices Paid (Jul) 51.8 521
16:00 ISM New Orders (Jul) 490 193
16:00 1SM Employment (Jul) 49.2 49.3
UK

08:00 Nationwide House PX Mol /MNSA YoY (Jul) 0.10%,/1.80% 0.20%,/1.50%
13:00 Bank of England Bank Rate 5.00% 5.25%
15:00 DMP 3M Qutput Price Expectations (Jul) - 3.90%
15:00 DMP 1 Year CPl Expectations (Jul) - 2 80%
EMU

11:00 Unemployment Rate (Jun) 6.40% 6.40%
Belgium

11:00 Unemployment Rate (Jun) - 5.90%
China

03:45 Caixin China PMI Mg [Jul) 49 BA 518
Czech Republic

14:30 Repurchase Rate 4.50% 4.75%
Events

Q2 earnings Moderna, Intel, Amazon, Coinbase, Apple ...

10:00 ECB Publishes Economic Bulletin

13:30 BOE Gowernor Andrew Bailey press conference

15:00 BOE decision maker panel survey

18:00 BOE's Huw Pill speaks
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10-year Close -1d 2-year Close -1d Stocks Close -1d
us 403 -0.11 us 426 -0.10 DOowW 40842 75 99.45
DE 2.30 -0.04 DE 253 -0.02 MASDAQ 17599.4 451 98
BE 2.89 -0.04 BE 2.69 -0.03 MIKKEI 3812633 -97545
UK 297 -0.07 UK 3.83 -0.05 DAX 18508.65 97.47
1P 104 -0.02 P 0.47 002 DI eurc-50 4872594 3154
IRS EUR UsD GBP EUR -1d -2d usp -1d -2d
3y 2.69 3.84 401 €5TR 3.6530 -0.0120
S5y 2.58 3.64 3.75 Euribor-1 3.6300 0.0190 |SOFR-1 5.3501 0.0080
10y 2.59 3.60 3.68 Euribor-3 3.6470 0.0160 |SOFR-3 5.2441 -0.0001
Euribor-& 3.5790 -0.0060 |SOFR-6 5.0556 -0.0145
Currencies Close -id Currencies Close -id Commodities Close -id
EURSUSD 10826 0.0011 EUR/IPY 162.36 -2 89 CRB 27812 338
usDfIPy 149.98 -2.79 EUR/GBP 0.8421 -0.0005 |Gold 2473.00 21.10
GBPfUSD 1.2856 0.0020 EUR/CHF 0.9507 -0.0040 |Brent 20.84 277
AUDSUSD 06542 0.0004 EUR/SEK 115775 -0.0676
UsD/CAD 1.3808 -0.0041 EUR/NOK 11.8015 -0.0473
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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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