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Market

. The rally in US Treasuries was briefly interrupted yesterday after the US House passed a budget resolution in a first
important step towards extending tax cuts, stemming stagflation fears. The US-Ukraine mineral deal and Ukrainian
president Zelensky’s planned trip to Washington helped create a positive risk climate during European dealings.
Even EC von der Leyen’s new Clean Industrial Deal was thrown in the mix. It hopes to cut ties (“high energy costs and
fierce and often unfair global competition”) that still hold European companies back and make a clear business case
for Europe. US stock markets equally took a flying start, recovering from a 3-day setback in the run-up to Q4 earnings
by Al-bellwether Nvidia.

. Enter US President Trump... At the first cabinet meeting of his second term, he said that a decision was made on
plans for EU tariffs and that an announcement would come very soon: “It will be 25% generally speaking, and that
will be on cars and all other things.” EC spokesman Gill said in response that the EU will react firmly and immediately
against unjustified barriers to free and fair trade. “We’re ready to partner if you play by the rules. But we will also
protect our consumers and businesses at every turn.” Trump’s comments were messy though as he suggested that
levies on Canada and Mexico would take effect on April 2, suggesting a delay from the current March 4 deadline, only
to be corrected by commerce secretary Lutnick who noted that neighboring countries still had to satisfy the
president’s demands on fentanyl. Lutnick added that April 2 is the starting date of baseline reciprocal tariffs. All the
tariff comments changes trading vibes after the European closing bell. The S&P 500 lost for example 1% intraday
after the initial comments. US Treasuries swapped losses for gains with a strong $44bn 7-yr Note auction making it
three in a row. US yields eventually lost 2.4 bps to 4.6 bps with the front end of the curve underperforming. EUR/USD
was changing hands just below first resistance at 1.0533 ahead of the tariff comments, to slip back to 1.0470
currently. Overall damage remains contained. European equity futures are crawling back from bottoms set in after-
hours trading yesterday. Nvidia earnings were strong, but didn’t trigger a strong directional move in the company’s
share price afterwards and don’t set the tone for trading this morning. Today’s eco calendar contains Minutes of the
previous ECB meeting and US durable goods orders, but risk sentiment will remain the key market driver. Despite this
morning’s “muted” response, we’d continue to err on the side of caution at the moment.

News & Views

o The EU pushes ahead with plans that were still under discussion last week to relax targets for the intermediate gas
storage levels. Member States currently need to have filled storage capacity at 90% by November 1, ahead of the
winter when gas demand is at its highest. The rule came after Russia’s invasion of Ukraine after which the EU cut
(almost) all of the Russian gas imports. But traders say this distorts the market as countries now are forced to buy all
at the same time. Gas is typically bought in the summer months because it trades cheaper due to lower demand. It
then gets resold at a profit during the winter peak season. Because of the EU rule, however, and due to already
unusually low storage levels (colder weather, low renewable energy production) summer prices are currently trading
at its largest premium ever over the winter. Such a similar disincentive to buy gas to put into storage has required
government intervention back in 2022. The EU has not explained in detail what it plans to do yet but traders say
that lowering the 90% threshold to 80% would help calm down the market. Natural gas prices (Dutch TTF) extended
a sharp decline yesterday. After hitting a 2-yr peak just shy of €60/MWh mid-February, prices trade around €41.

. A major labor union in Japan representing several household name manufacturers such as Toyota, Panasonic and
Nippon Steel, said its members are aiming for a record wage increase in the annual negotiations. They demand a
14% bump, the largest since tracking began in 2014. It’s further evidence of a virtuous spiral between rising wages
and sustainable inflation that the Bank of Japan is seeking to underpin future rate hikes. Japan’s largest labor union,
Rengo, based on early demands of its members, already suggested they aim for a pay increase similar to last year’s
three-decade high. Rengo will release the official requested rise on March 6, followed by an initial report on the
actually agreed terms a month later.
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The ECB is nearing a fine-tuning phase where back-
to-back reductions are over. A rate cut in March (to
2.5%) may be complemented by removing the label
“restrictive” on its policy stance as the debate on the
neutral interest rate kicks off. For the long end of the
curve, the escalating US trade war through risk
aversion/growth worries conflict with upward yield
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pressures stemming from a massive defense
investment wave that’s on the way.

US 10y yield

After three consecutive cuts, the Fed installed a
pause in January which we expect to last at least
through June. The Fed wants to see “serial readings”
suggesting inflation is progressing towards target. A
pause simultaneously offers time to a clearer view on
president Trump’s policies. The prolonged Fed rates
status quo provides a solid bottom beneath front-end
US yields. The long end is more vulnerable on how
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the explosive policy mix could backfire to the US
economy as well.

EUR/USD

Solid US data, reduced Fed rate cut bets and Trump’s
election victory introduced and sustained USD
strength during Q4 2024. The dollar dominated but
tests of the key support at 1.0201 (62% retracement
on 2022/2023 comeback) failed. It is still too soon for
the euro to take over given the wide range of
uncertainty elements. Positive headlines on the war
in Ukraine provided some support with the US yield
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corrections weighing on the dollar.

EUR/GBP

Long end Gilt underperformance due to fiscal risks
weighed on the UK currency at the start of the year.
EUR/GBP tested first resistance near 0.845. Return
action occurred after US president Trump seemed to
be more forgiving towards the UK than the EU when
it comes to tariffs. The Bank of England cut its policy
rate from 4.75% to 4.50% at its February meeting
with accompanying stagflationary message not
boding well for the UK currency.
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Calendar & Table

Thursday, 27 February Consensus Previous

us

14:30 GDP Annualized QoQ (40 5) 2.30% 2.30%

14:30 Durable Goods Orders (Jan P) 2.00% -2.20%

14:30 Durables Ex Transportation (Jan P) 0.30% 0.30%

14:30 Cap Goods Orders Nondef Ex Air (Jan P) 0.30% 0.40%

14:30 Cap Goods Ship Nondef Ex Air (Jan P) 0.30% 0.50%

14:30 Initial Jobless Claims 221k 219k

14:30 Continuing Claims 1871k 1869k

16:00 Pending Home Sales MoM/NSA YoY (Jan) -0.90%/-1.10% -5.50%/-2.90%
17:00 Kansas City Fed Manf. Activity (Feb) -4 -5

EMU

10:00 M3 Money Supply YoY (Jan) 3.80% 3.50%

11:00 Consumer Confidence (Feb F) - -13.6

11:00 Economic Confidence (Feb) 95.9 95.2

11:00 Industrial Confidence (Feb) -12.0 -12.9

11:00 Services Confidence (Feb) 6.8 6.6

France

08:45 PPl MoM/YoY (Feb) —f-—- 1.00%/-3.80%
Italy

10:00 Consumer Confidence Index (Feb) 98.5 98.2

10:00 Manufacturing Confidence (Feb) 87.0 86.8

10:00 Economic Sentiment (Feb) - 95.7

11:00 Industrial Sales MoM/WDA YoY (Dec) —f— 1.50%/-2.60%
Belgium

27FEB CPl MoM/YoY (Feb) -f- 1.39%/4.08%
Spain

09:00 CPI MoM/YoY (Feb P) 0.40%/3.00% 0.20%/2.90%
09:00 CPI Core YoY (Feb P) 2.30% 2.40%

09:00 CPI EU Harmonised MoM/YoY (Feb P) 0.40%/2.90% -0.10%/2.90%
Sweden

09:00 Economic Tendency Survey (Feb) - 97.7

09:00 Consumer Confidence (Feb) - 99.1

09:00 Manufacturing Confidence SA (Feb) - 94.8
Events

Q4 earnings

11:00 Italy to Sell Bonds

13:30 ECB Publishes Account of Jan. 29-30 Policy Meeting

15:15 Fed's Schmid Gives Remarks on Monetary Policy, Economy

16:00 Fed's Barr Speaks on Novel Activity Supervision

17:45 Fed's Bowman Speaks on Community Banking

19:15 Fed's Hammack Gives Keynote Speech at Conference

21:15 Fed's Harker Gives Speech on Economic Outlook
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10-year Close -1d 2-year Close -1d Stocks Close -1d
us 4.26 -0.04 us 4,07 -0.02 pow 43433.12 -188.04
DE 2.43 -0.03 DE 2.07 0.00 NASDAQ 19075.26 48.87
BE 3.00 -0.04 BE 2.20 0.00 NIKKEI 38256.17 113.80
UK 4.50 -0.01 UK 4.18 0.00 DAX 22794.11 383.84
JP 1.39 0.02 JP 0.81 0.01 DJ euro-30 5527.99 80.09
IRS EUR USsD GBP  |EUR 1d -2d  |usD 1d 2d
3y 2.19 3.83 3.88 £5TR 2.6650 -0.0010
Sy 2.23 3.80 3.93 Euribor-1 2.5500 -0.0150 |SOFR-1 4,3238 -0.0001
10y 2.36 3.84 4.01 Euribor-3 2.4950 -0.0310 |SOFR-3 41,3181 0.0021
Euribor-6 2.3890 -0.0180 |SOFR-6 4.2560 0.0006
Currencies Close -1d Currencies Close -id Commaeodities Close -1d
EUR/USD 1.0485  -0.0029 EUR/IPY 156.33 -0.36  |CRB 305.18 -1.32
UsD/IPY 149.1 0.07 EUR/GEP 0.8272 -0.0029 |Gold 2830.60 11.80
GBP/USD 1.2676 0.0010 EUR/CHF 0.9381 -0.0008 |Brent 72.53 -0.48
AUD/USD 0.6305 -0.0039 EUR/SEK 11.1638 0.0221
UsD/CAD 1.4338 0.0025 EUR/NOK 11.6892 0.0032
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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 Personallzed 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
data of the report and are subject to change without notice.
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