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Dear reader,

There will be no KBC Economics-Markets report from Monday, August 5 to Monday August 12. We resume our publications
on Tuesday, August 13.

KBC Sunrise Market Commentary

Markets

. And the summer slide continues. Core bond yields yesterday dropped another 2.7-10.8 bps in the US & 4.9-7.8 bps in
Germany. The front outperformed after a series of US economic data disappointed across the board. Weekly jobless
claims rose to the highest in 11 months, Q2 unit labor costs eased sharply to 0.9% and the manufacturing ISM hit a
YtD low of 46.8 with subseries such as new orders (47.4) and employment (43.4) suggesting little improvement going
forward. The numbers came after the Fed on Wednesday paved the way for rate cuts soon (September). With the
central bank’s “go”, the front-end of the curve is now adjusting towards the estimated terminal rate. Market
expectations are currently around <3.25% by end 2026. That’s a huge shift from just a month ago (>3.75%) but it is a
more realistic view assuming the Fed is headed towards neutral (+/- 3%). Long tenors join the trend lower as the
recent slew of sub-par eco data makes markets ponder the risks of a sharper economic slowdown than they had
expected thus far. That’s also being reflected in stock markets. Both US and European equities are under selling
pressure lately. Yesterday’s 2% sell-off meant the lowest close in the EuroStoxx50 since mid-February. The S&P500
and Nasdaq wiped out post-Fed gains to close back around the July lows. European yields suffer from US spillovers
while economic data (e.g. PMIs) on the bloc were not very convincing either. Here, too, money markets have come to
entertain a more realistic idea of an ECB terminal rate just north of 2% instead of >2.5% one month ago. US payrolls
are in focus today. We don’t think they’ll alter current market forces. The US 2-yr yield is currently hovering near the
YtD lows of 4.11%. A break looks imminent in case of a further moderating labour market. 3.95-4% is then the next
reference to watch. After breaking sub 4.03%, the next technical zone to watch in the US 10-yr is located at 3.78-
3.81%. Unless a dramatic payrolls report sparks outright recessionary fears, we don’t assume these levels to appear
on the screens today. The dollar story is a nuanced one. UST outperformance yesterday was more than offset by the
risk-off on equity markets, pushing EUR/USD eventually below 1.08 again. Similar trading dynamics could play out
today. The EUR/USD 1.07 zone acts as first meaningful support. EUR/GBP jumped to 0.847 yesterday. Risk sentiment
was yesterday’s main driver of GBP, outplaying the BoE and is probably going to be key for GBP today too.

News & Views

. The Czech central bank cut policy rates yesterday by 25 bps to 4.5%. In the policy statement published afterwards, it
noted that it still sees inflationary pressures in the economy. A restrictive policy stance is still deemed necessary
and as such further rate cuts are approached “with great caution”. Headline inflation is expected to average 2.2%
this year and 2% in 2025. Core inflation will still be at 2.3% next year. Its policy is working though and the CNB sees
the economy below potential amid weak domestic and external demand. Czech GDP is expected to grow by 1.2% this
year and accelerate to 2.8% next year on a recovery of household consumption. The forecasts are made on the
assumption of a further modest decline in interest rates to around 4% end 2024/early 2025. The Czech crown,
which appreciated yesterday from a 2.5 year low in the wake of the decision, is seen around current levels (EUR/CZK
25.3) for the remainder of the year before appreciating gradually through 2025.

o South Korean inflation rose 0.3% m/m and picked up on a yearly basis from 2.4% to 2.6% in July, snapping a cooling
streak that was in place since February. Core inflation matched June’s 2.2% y/y, defying expectations for a slight
easing to 2.1%. While the Bank of Korea blamed temporary factors for the uptick and sees inflation resuming the
downtrend this month, it remains wary for easing policy from the current 3.5% level. It is awaiting evidence for
inflation to cool as expected (and sustainably to the 2% target) while they are worried that a less restrictive stance
would prompt an increase in household debt. The South Korean won slightly gains this morning to USD/KRW 1370.
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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. After breaking below 2.34%-

2.4% eyes now turn to 2.12-2.16%.

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 market pricing back then (75 bps
cuts in 2024, 100 bps in 2025). The pivot weakened
the technical picture in US yields with another batch
of weak eco data pushing the 10-yr sub 4%

EUR/USD

EUR/USD tested the topside of the 1.06-1.09 range
as the dollar lost interest rate support at stealth
pace. A September rate cut is highly likely and
markets increase bets on future easing on incoming
weak US data. The risk-off these data trigger (sharper
than expected slowdown?) offset the interest rate
losses for USD. EUR/USD is moving south within the
1.07-1.09 range.

EUR/GBP

The Bank of England delivered a hawkish cut in
August. Policy restrictiveness will be further unwound
gradually and on a pace determined by a broad range

of data. The strategy similar to the ECB’s balances
out EUR/GBP in a monetary perspective. Risk-off
proved a more important driver of GBP recently. We
may see a return to the 0.85-0.86 sideways trading
range that dominated 2024H1.
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Calendar & Table

Friday, 02 August 2024

Friday, 2 August Consensus Previous

us

14:30 Change in Nonfarm Payrolis (Jul) 175k 206k

1430 Change in Private Payrolls (Jul} 140k 136k

14:30 Change in Manufact. Payrolls [Jul) -5k -Bk

14:30 Unemployment Rate (Jul) 4.10% 4.10%

14:30 Average Hourly Earnings MoM/YoY (Jul) 0.30%/3.70% 0.30%:/3.90%

14:30 Average Weekly Hours All Employees (Jul) 343 343

14:30 Labor Force Participation Rate (Jul) 62605 62 605

14:30 Underemployment Rate (Jul) - 7.40%

16:00 Factory Orders {Jun) -3.20% -0.50%

16:00 Factory Orders Ex Trans (Jun) - -0.70%

16:00 Durable Goods Orders (Jun F) -6.60% -6.60%

16:00 Cap Goods Ship Nendef Ex Air (Jun F) - 0.10%

Japan

01:50 Monetary Base Yol (Jul) 1.00%A 0.60%

France

0845 Industrial Production MoM,/YoY (Jun) 1.00%/-1.10% -2.10%/-3.10%

08:45 Manufacturing Production MoM/YoY (Jun) - - -2.70%,/-3.90%

Italy

1000 Industrial Production Mabd/WDA YoY (lun) 00056 0.50%/-3.30%

11:00 Retail Sales Mol Yo [Jurn) - 0.40%/0.40%

Events

13:15 BOE Chief Economist Huw Pill speaks
10-year Cloze -1d 2-year Close -1d Stocks Cloze -1d
us 3.98 -0.05 us 415 -0.11 DoOwW 4034797 -494 .82
DE 2.24 -0.06 DE 2.45 -0.08 MNASDAQ 1719414 -405.26
BE 2.86 -0.03 BE 2.64 -0.05 MNIKKEI 3592301 -2203.32
UK 3.88 -0.09 UK 372 -0.11 DAX 18083.05 -42560
1P 0.96 -0.08 P 0.42 -0.06 D) euro-50 476572 -107.22
IRS EUR USD GBP EUR -1d -2d usD -1d -2d
3y 2.63 373 3.88 €5TR 3.6640 0.0110
S5y 2.52 3.56 3.65 Euribor-1 3.6060 -0.0240 (SOFR-1 5.3415 -0.0086
10y 2.54 3.55 3.61 Euribor-3 3.6380 -0.0090 |SOFR-3 5.2064 -0.0377

Euribor-6 35630 -0.0160 |(SOFR-6 4 9585 -0.0971

Currencies Close -1d Currencies Close -1d Commodities Cloze -1d
EURSUSD 10791 -0.0035 EUR/IPY 161.18 -1.18 |CRB 27359 -453
usD/IPyY 14536 -0.62 EUR/GBP 0.8471 0.0050 (Gold 2430.80 7.80
GBP/USD 12739 -0.0117 EUR/CHF 09421 -0.0086 |(Brent 7952 -132
AUDSUSD 0.6501 -0.0041 EUR/SEK 11.5807 0.0032
usD/CAD 13874 0.0066 EUR/NOK 11.8193 0.0178
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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 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

+32 2417 45 82
+322417 46 25
+322547 1951
+322417 3265
+44 207 256 4848
+65533 34 10
+86 21 68236128
+852 2525 9232
+420 2 6135 3535

+421 2 5966 8820

+36 1328 99 85

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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