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KBC Sunrise Market Commentary

Markets

. The post payrolls rise in US yields and by extension in yields on other core markets yesterday shifted into a lower
gear. Uncertainty whether China (fiscal and monetary) stimulus would be able to kickstart a genuine reacceleration
of Chinese growth also left European markets with a risk-off start and modestly lower yields. Sentiment temporarily
changed in the US, with yields trying to fight back early in US dealings. The $58 3-y Note action tailed slightly and
other metrics also suggested guarded investors interest even after recent sharp rise in yields. Afterall, the impact on
the market was limited. At the end of the day, US yields in technical trading eased between 3.7 bps (2-y) and 1.1 bp
(30-y). Fed speakers including board member Jefferson repeated that risks to the Fed dual mandate of price stability
and maximum employment have been roughly brought into balance. Decisions on further easing will be made on a
data-dependent, meeting by meeting approach. Bost Fed president Collins took gave a similar assessment, but
apparently is giving a bit more weight to the Fed supporting favourable economic conditions and not putting
unnecessary restraint on demand. Aside from market policy expectations, an intraday decline of the oil price maybe
also helped to cap the rise in US yields. Moves in German yields were modest (2-y -1.9 bps, 30-y +0.2 bps) as
markets see the debate on to additional 25 bps cuts this year as ‘settled’. US equities ignored the China-driven
uncertainty data weighted on European indices (S&P 500 +0.97, Nasdaq + 1.45%). The dollar maintained its post-
payrolls gains, but nothing more than that (DXY 102.55, EUR/USD even marginally higher at 1.098). After some
intraday volatility, sterling gained modestly against the euro (EUR/GBP 0.848) and the dollar (1.3104), but
uncertainty on the UK fiscal situation/end October budget might hamper sustained further gains.

. This morning, mainland China indices (CSI 300 -3.0%) suggest ongoing market doubts of the efficacy and the amount
of stimulus from both monetary and fiscal authorities. Even so, spill-over effects to other regional markets stay
limited. US yields are marginally higher. The dollar shows no clear trend (EUR/USD 1.097). Later today, there are no
important eco data in Europe or the US. The US Treasury will sell $39 bln US 10-y Notes. Investors will also keep an
eye at the Fed minutes of the September 17-18 meeting. Officially there was only one dissenting vote (Michelle
Bowman) on the 50 bps rate cut, but especially given the strong payrolls report Friday, markets will look for other
MPC members making reservations on the bold start of the easing cycle. For now we expect yields to hold near
current levels in the run-up to tomorrow’s US CPI data. The technical picture on the dollar improved (e.g. EUR/USD
below 1.1002 neckline), but for now there is no convincing trigger to extend further USD gains.

News & Views

. The Reserve Bank of New Zealand cut its policy rate for a second consecutive time this morning, upping the pace
from an inaugural 25 bps to 50 bps today. The Official Cash Rate now stands at 4.75% which the RBNZ still sees as
being restrictive, leaving monetary policy well-placed to deal with any near-term surprises. The central bank sticks
with a data-dependent approach going forward. At the next meeting, a new set of economic forecasts will be
available. Money markets discount another 50 bps rate cut. Headline CPI is expected to be withing the 1%-3% target
band in Q4 2024 and to remain around the midpoint in the medium-term. Weak demand is restricting the pass-
through of increased input costs to prices faced by consumers. Apart from weak consumer growth, also weak
business investments and low productivity growth slow the economy. Employment conditions continue to soften.
The kiwi dollar extends this month’s losses against a reviving dollar with NZD/USD currently changing hands at 0.61
coming from levels around 0.6350 at the end of Q3.

. The US federal budget deficit was $1.8tn in fiscal year 2024 (about 6.4% of GDP) according to estimates by the
Congressional Budget Office. That’s $139bn more than the official shortfall recorded during fiscal year 2023. If not
for the Supreme Court’s decision to overturn a plan to cancel many borrowers’ outstanding student loans, the 2023
deficit would have been $2tn. Revenues increased over the past year by an estimated $479bn (or 11% to $4.92tn).
Outlays rose by an estimated $617bn (or 10% to $6.75tn). The US spent $950bn on interest, up 34% from the prior
year, mostly because of higher interest rates. Interest costs surpassed military spending.
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GE 10y yield

The ECB cut policy rates by 25 bps in June and in
September. Stubborn inflation (core, services) still is a
source of concern, but very weak PMI’s and soft
comments of Lagarde (and other MPC members)
suggest the ECB is likely to step up the pace of easing
with an October cut. Spill-overs from strong US data
prevented a test of the 2.0% barrier. 2.00-2.35%
might serve as a ST consolidation range.

US 10y yield

The Fed kicked off its easing cycle with a 50 bps
move. The Fed shifting focus from inflation to a
potential slowdown in growth/employment made
markets consider more 50 bps steps. Strong US
September payrolls suggest the economy doesn’t
need aggressive Fed support for now, but the debate
might resurface as the economic cycle develops. For
the US 10-y, 3.60% serves as strong support. The
steepening trend is taking a breather.

EUR/USD

EUR/USD moved above the 1.09 resistance area and
twice tested the 1.12 big figure as the dollar lost
interest rate support at stealth pace. Bets on fast
and large rate cuts trumped traditional safe haven

flows into USD. An ailing euro(pean economy)
partially offset some of the general USD weakness.
After solid early October US data, the dollar
regained traction, with EUR/USD breaking the
1.1002 neckline. Targets of this pattern are near 1.08.

EUR/GBP

The BoE delivered a hawkish cut in August. Policy
restrictiveness was indicated to be further unwound
gradually. The economic picture between the UK and
Europe also was increasingly diverging to the benefit

of sterling, pulling EUR/GBP below 0.84 support.

Dovish comments by BoE Bailey ended by default

GBP-strength.
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Calendar & Table

Wednesday, 09 October 2024

‘Wednesday, 9 October Consensus Previous
us
13:00 MBA Mortgage Applications - -1.30%
16:00 Wholesale Trade Sales MoM (Aug) 0.40% 1.10%
20:00 FOMC Meeting Minutes
Japan
08:00 Machine Tool Orders YoY (Sep P) - -3.50%
Germany
08:00 Trade Balance SA (Aug) 18.5b 17.0bR
08:00 Exports/Imports SA MoM (Aug) -1.00%/-2.00% 1.90%R,/5.50%R
New Zealand
03:00 RBNZ Official Cash Rate A.75%A 5.25%
Events
02:00 RBA's Kent-Speech
03:00 RBNZ Monetary Policy Review
11:30 Germany to Sell 0% 2036 Bonds, 2.6% 2041 Bonds
14:00 Fed's Bostic Gives Welcome Remarks
15:15 Fed's Logan Speaks at Houston Energy Conference
16:30 Fed's Goolshee Gives Opening Remarks at Payments Conference
18:00 ECB's Villeroy speaks in Paris
15:00 U.5. To Sell USD39 Bln 10-Year Notes
23:00 Fed's Collins Speaks at Worcester Event
10-year Close -id 2-year Close -id Stocks Close -id
us 4,01 -0,01 us 3,96 -0,04 DOW 42080,37 126,13
|DE 2,24 -0,01 DE 2,23 -0,02 |NASDAQ 1818292 259,02
BE 2,86 -0,01 BE 2,35 -0,01 |NIKKEI 393519 414,36
JUK 4,18 -0,02 UK 4,19 -0,03 |DAX 19066,47 -37,63
P 0,94 0,01 P 0,41 0,00 DJ euro-50 4949 -20,71
|IRS EUR UsD GBP EUR -id -2d usb -id -2d
3y 2,39 3,63 3,95 €STR 3,4140 0,0010
Sy 2,38 3,53 3,83 Euribor-1 3,2720 -0,0100 |[SOFR-1 4,8270 0,0007
10y 2,48 3.55 3,81 Euribor-3 3,2650 -0,0030 |SOFR-3 46703 -0,0085
Euribor-6 3,0580 0,0100 |[SOFR-6 4,4502 -0,0138
Currencies Close -id Currencies Close -id Commodities Close -id
|EUR/USD 1,0980 0,0004 EUR/IPY 162,72 0,08 |CRB 287,28 -6,29
UsSD/IPY 1482 0,02 EUR/GBP 0,8379 -0,0009 |Gold 2635,40 -30,60
GBP/USD 1,3104 0,0021 EUR/CHF 0,9413 0,0037 |Brent 77,18 -3,75
AUD/USD 0,6744 -0,0013 EUR/SEK 11,3456 -0,0206
JUSD/CAD 1,3647 0,0027 EUR/NOK 11,7533 0,0765
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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
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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
ata of the report and are subject to change without notice.
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