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Markets

. More volatility: yes. More certainty on the outcome of next week’s Fed meeting: no. Friday’s nonfarm payrolls
couldn’t settle the rate cut size debate (25 bps vs 50 bps). The forecasted decline in the US unemployment rate, from
4.3% to 4.2%, failed to break the real-time recession indicator (Sahm rule) that rang all the alarm bells last month (3-
month moving average of unemployment rate >= 0.50 ppt of the minimum of the 3-month averages from the
previous year). The overall miss in payrolls growth was mainly because of a 86k cumulative downward revision to
June & July with headline August payrolls being solid (142k vs 165k consensus). Wage growth unexpectedly
accelerated by 0.4% M/M to 3.8% Y/Y (from 3.6%). The front end of the US Treasury curve outperformed
significantly in a first reaction. The US 2-yr yield tested the early August low at 3.65%, but data weren’t sufficiently
weak to force the break going into the weekend. Early USD weakness was undone in the aftermath of the payrolls as
well. Especially as US stock markets handled the data badly (-1% to -2.5%), directing some safe haven money into
USD. The failed test of support in the trade-weighted greenback (100.83; Dec23 & Aug24 low) gave some technical
support as well. Once the payrolls dust really settled, comments by heavyweight Fed governor Waller hit the
screens. Renown for his higher-for-longer stance in Q1 of this year, he said amongst others to be open for more
forceful rate cuts. Algos picked up the line resulting in a fresh rally at the front end of the US Treasury curve, this
time with a new cycle low for the US 2-yr yield around 3.60%. Some nuances are needed though. Waller is ready to
act quickly and forcefully (referring to 75 bps rate hikes in inflation battle) should there be a significant
deterioration in the labour market. Waller backs a September rate cut, be it with a careful start. So markets kind of
overdid it on the first headlines with the US 2-yr yield rebound towards 3.70% this morning.

. Today’s eco calendar is uneventful. Wednesday’s US CPl and Thursday’s ECB meeting grab attention later this week.
We keep a close eye on risk sentiment following Friday’s nasty losses. More of the same on global growth slowdown
worries could help USD find a short term bottom. From a momentum perspective, the jury is out whether such
setting could lift core bonds further ahead of key central bank meetings. Both the US and European curves are close
to key support levels across all tenors.

News & Views

. Chinese consumer prices once again underwhelmed, highlighting an ongoing sluggish domestic demand and
underscoring the need for more drastic supportive government measures. CPI rose a mere 0.6% y/y in August, only
marginally picking up from July’s 0.5%. It was less than the 0.7% expected and heavily skewed to the upside by food
prices (2.8% y/y). Excluding the latter, non-food CPI was barely positive (0.2% y/y). Core inflation (ex. food & energy)
came in at 0.3%, slowing from the 0.4% in July. Services inflation amounted to 0.7%, also less than in the month
before. A very weak PPI suggests there is little improvement ahead. Factory gate inflation fell a steep -1.8% y/y
(-1.5% expected), accelerating the trip into deflation from the -0.8% in July. Food producer prices have greatly fallen
in August (-1.3% from -0.7%). This will likely put one of the last remaining solidly rising CPI categories under
downward pressure in the coming months. The Chinese yuan slipped straight at the open this morning. USD/CNY
rose from Friday’s close sub 7.10 to 7.112 currently.

o France has asked the European Commission for more time to submit its debt and deficit reduction plans, both the
Financial Times and Bloomberg reported over the weekend. Such an extension beyond September 20 is foreseen in
the rules with one EU official anticipating the submission by mid-October, alongside the draft 2025 budget. The
request comes after the recent appointment of former Brexit negotiator Michel Barnier as the country’s new prime
minister in the wake of the June elections. Those produced a hung parliament with a lot of ideological divide. The
2025 budget will be presented to parliament for debate by October 1 and its approval won’t come easy. The
excessive debt procedure that France has been put in by the EC requires the country to bring debt on a sustainable
path down through controlling its deficits. Documents last week, however, showed France’s budget gap at risk to rise
from 5.5% in 2023 to 5.6% this year instead of government forecasts projecting a decline to 5.1%.
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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 activity data rolled in, dragging the
long end of the curve down. The move accelerated
during the early August market meltdown.

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
moving to a better in to balance. The pivot weakened
the technical picture in US yields. A string of weak eco
data and a risk-off market climate pushed and kept
the 10-yr sub 4%. We think we could be up to three
50 bps rate cuts this year.

EUR/USD

EUR/USD moved above the 1.09 resistance area as
the dollar lost interest rate support at stealth pace.
US recession risks and bets on fast and large rate cuts

trumped traditional safe haven flows into USD.

EUR/USD 1.1276 (2023 top) serves as next technical

references.

EUR/GBP

The BoE delivered a hawkish cut in August. Policy
restrictiveness will be further unwound gradually 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. Recent better UK activity
data and a cautious assessment of BoE’s Bailey at
Jackson Hole are pushing EUR/GBP lower in the
0.84/0.086 range.
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Calendar & Table

Monday, 09 September 2024

Monday, 9 September Consensus Previous

us

17:00 NY Fed 1-Yr Inflation Expectations (Aug) - 2.97%

21:00 Consumer Credit (Jul) $12.0e00b $8.934b

Japan

01:50 BoP Current Account Adjusted (Jul) ¥2802.9bA ¥1776.3b

01:50 Trade Balance BoP Basis (Jul) -¥A82 7bA ¥556.3b

01:50 Bank Lending Ex-Trusts YoY (Aug) 3.40%A 3.50%A

07:00 Eco Watchers Survey Current SA (Aug) a7.7 47.5

07:00 Eco Watchers Survey Outlook SA (Aug) 438.6 483

EMU

10:30 Sentix Investor Confidence (Sep) -12.2 -13.9

China

03:30 PPI YoY (Aug) -1.80%A -0.80%

03:30 CPI YoY (Aug) 0.60%A 0.50%

09SEP-155EP Money Supply M2 YoY (Aug) 6.20% 6.30%

09SEP-15SEP New Yuan Loans CNY YTD (Aug) 14587.5b 13530.0b

Events

01:01 S&P Global, KPMG and REC UK Report on Jobs
10-year Close -1d 2-year Close -1d Stocks Close -1d
us 3.71 -0.02 us 3.65 -0.10 Dow 40345.41 -410.34
DE 217 -0.04 DE 2.23 -0.07 NASDAQ 16690.83  -436.83
BE 2.77 -0.03 BE 2.40 -0.07 MNIKKEI 36243.56 -147.91
UK 3.89 -0.03 UK 3.95 -0.05 DAX 18301.9 -274.60
JP 0.89 0.04 JP 0.39 0.01 DJ euro-50 4738.06 -77.09
IRS EUR usp GEP EUR -1d -2d uso -1d -2d
3y 2.42 3.26 3.80 £5TR 3.6630 0.0010
S5y 2.38 3.18 3.62 Euribor-1 3.5210 -0.0210 |SOFR-1 5.1335 0.0093
10y 2.43 3.25 3.58 Euribor-3 3.4680 -0.0020 |SOFR-3 4.9582 0.0099

Euribor-6 3.3460 -0.0180 |SOFR-6 4.5764 -0.0264

Currencies Close -1d Currencies Close -1d Commodities Close -1d
EUR/USD 1.1084 -0.0027 EUR/IPY 157.77 -1.61 CRB 266.80 -4.41
usD/IPY 142.3 -1.15 EUR/GEP 0.8442 0.0012 |Gold 2524.60 -18.50
GEP/USD 1.3129 -0.0051 EUR/CHF 0.9348 -0.0029 |Brent 71.06 -1.63
AUD/USD 0.6671 -0.0070 EUR/SEK 11.4199 0.0288

UsD/CAD 1.3573 0.0070 EUR/NOK 11.8812 0.0698
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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
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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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