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Did we reach the bottom of the rate cycle at the 4 big central
banks or does the BoE surprise with another rate cut at the
end of the year?
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Euribor rates stabilized over the past month. US Libor rates
rose to a new cycle high in anticipation of a (December?)
rate hike.
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EUR and US 5yr swap rate: Bottoming out process as the end
of the ECB easing cycle could be near and the Fed is expected
to continue its tightening cycle.
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[ ==september ECB meeting (08/09) _ ——July ECB Meeting (21/07) _—==Today (1010) |

The Euribor forward curve shifted significantly higher since
the September meeting as the ECB seems no longer willing to
ease monetary policy at whatever cost, while first QE
tapering rumours already hit the screens.
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Euro Swap Curve

Intra-EMU Yield Spreads (10Yr)
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The European swap curve shifted higher and steepened as
some investors position for ECB QE tapering after March
2017.
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Italy underperforms Spain as uncertainty over the outcome of
Renzi’s referendum rises and as the Italian banking sector
remains very fragile.

Currencies

EUR/USD

1,4

= MR

EUR/GBP

0,92

|
0,88
0,84 Ad LA/

0,8

" s MWMP_ML&
1,05
1

RN N 60 0 6 6 0 e 6 e e e
FF I E T AT I T IR TE S

During summer, EUR/USD held a tight sideways range as the
relative policy shifts between the Fed and ECB were limited.
Currently, Fed rate hike expectations prevail again, pushing

EUR/USD lower in the range
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Sterling was hammered immediately after the Brexit vote.
The UK economy withstood the first Brexit shock well, but
the prospect of further BoE easing and uncertainty on a
“hard Brexit” keep sterling in the defensive .
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The yen didn’t weaken after the September BOJ policy
meeting. However, USD/JPY finally gained ground on overall
USD strength as US bond yields trended higher. A break
above first resistance at 104.32 didn’t occur.
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The Norwegian Krone strengthened as higher inflation
reduced the chances for further policy easing. Rising oil prices
helped the pair return to the EUR/NOK 9.00.barrier
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The zloty rebounded as market fears on the appointment of
new NBP members by the government eased. The
fundamentals are modestly PLN supportive. The zloty
probably won’t lose any further interest rate support
anymore.
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The forint was already better bid earlier this year as the MNB

easing cycle halted. The currency was additionally supported

by improving economic fundamentals. This improvement was
illustrated by a credit rating upgrade.
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Others

Brent Crude Oil (Future) - ($/barrel) Gold (Future) - $/ounce
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Quite surprisingly, OPEC reached a preliminary deal to curb Gold prices dropped sharply lower early October as the
production. The details are still unclear, but will be worked out stronger US dollar weighs and as markets anticipate on a
ahead of the November meeting. The agreement supported oil next Fed rate hike later this year. Gold hovers currently
prices with the Brent now hovering at its highest level in one around $1250/ounce.

year, around S53/barrel.
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The CRB commodity index extended its rebound too, led by European shares continued to hover sideways late
higher oil prices. While metals are generally off their lows, soft ~ September and early October. Fed rate hike expectations and
commodity prices stay close to their lows. speculation that the ECB might start to taper its purchases

after March capped the topside for equities.
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Eurozone
Euro zone GDP (Q/Q contribution to growth) Euro zone PMI Manufacturing & Services
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Euro zone economic growth slowed to 0.3% Q/Q in the
second quarter, down from 0.5% Q/Q at the start of the
year. Growth in personal consumption slowed, but export
growth picked up, which was however offset by a bigger
drag from inventories.
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| ==PMI| Manufacturing ==PMI Services ‘

Growth in the euro zone services sector slowed further in
September, to its weakest pace since the end of 2014.
Sentiment in the manufacturing sector however picked up,
above the services sector’s measure.

Euro zone Inflation
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==CPI - Y/Y (Left axis)
Core CPI - Y/Y (Left axis)
==EC Industrial confidence - selling price expectations (Right axis)

EMU headline inflation extended its uptrend in September as
the drag from energy prices eases. Headline inflation rose
from 0.2% Y/Y to 0.4% Y/Y, its highest level since January. Core
inflation stabilized at 0.8% Y/Y.

Euro zone Unemployment
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The downtrend in the euro zone unemployment rate has
stalled. In August, the unemployment rate stabilized at
10.1%, for a fourth straight month. Most survey data show
labour market conditions continue to improve, suggesting
that the unemployment rate will trend further down.
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Euro zone Industrial Production
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==Industrial Production Y/Y

Euro zone industrial production showed a strong rebound in
August, rising by 1.6% M/M. Annually, industrial production
increased by 1.8%, after a few sluggish months.
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Euro zone Retail Sales
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—Retail Sales Y/Y

Growth in euro zone retail sales slowed in recent months to
only 0.6% Y/Y in August, the weakest pace of growth in more
than two years. The data suggest that consumer spending

might have slowed further in Q3.
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Surprise index: measures the difference (in standard deviations) between the (median) Bloomberg consensus and the actual outcome of
EMU economic data.

Euro zone economic data came out rather close to consensus at the end of August and early September. Overall, the data
were slightly stronger than forecast.
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US GDP (Q/Q Annualized - contribution to growth)

US PMI Manufacturing - Services
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==|SM non-manufacturing (Left Axis) ~==|SM Manufacturing (Left Axis)

==NFIB Small Business Optimism (Right Axis)

US economic growth picked up only marginally in the second
quarter, to 1.4% Q/Qa from 1.1% Q/Qa at the start of the
year. Growth in personal consumption picked up again, but
the drag from inventories increased too.

After very poor August figures, both the US manufacturing and
non-manufacturing ISM rebounded in September. Especially
the rebound in the non-manufacturing ISM was impressive,
suggesting that the upcoming elections are not yet weighing

on sentiment.
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==Manufacturing ISM - prices paid index (Left Scale)
—US Core CPI Y/Y (Right Scale)

US headline inflation picked up from 0.8% Y/Y to 1.1% Y/Y in
August as the drag from energy prices is easing, which will
push the headline rate further up in the coming months.
Core inflation picked up too, from 2.2% Y/Y to 2.3% Y/Y.
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\ ==Change in private payrolls (Left Scale) ==US unemployment rate (Right Scale) \

In September, the payrolls report failed again to convince.
Private sector payrolls picked up from 144 000 to 167 000,
broadly in line with the recent trend. The unemployment rate
picked up from 4.9% to 5%, but the underlying picture
strengthened.

P.7



Monthly Chartbook

Wednesday, 12 October 2016

US Production US Retail Sales
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US industrial production remained sluggish in September, US retail sales disappointed again in August, suggesting that
but there are tentative signs of improvement in orders and growth in consumer spending might have slowed in the third
survey data. quarter. A significant rebound is however expected for
September.
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Surprise index: measures the difference (in standard deviations) between the (median) Bloomberg consensus and the actual outcome of
US economic data.

US economic data continued to show a mixed picture late in September and early October. There were however a few
remarkable upward surprises in survey data, boding well for the coming months.
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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 data of the
report and are subject to change without notice.
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