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After a fourth consecutive 75 bps
hike, the Fed is expected to slow
down the pace of tightening to 50
bps in December. The ECB will
probably follow suit after having
delivered 150 bps of tightening
during the past two meetings. The
BoE’s 75 bps hike in November was
likely a one-off given rising internal
division. More tightening is to
follow though.

Short term money market rates
continue to rise as markets further
adjusted expectations on central
bank tightening. Tentative signs of
topping out begin to emerge in the
US, where investors expect the Fed
to hike to 4.75/5%.

Yields on longer maturities have
eased in recent weeks. As we move
further into the tightening cycle,
markets become increasingly
sensitive to (weakening) economic
data and start pricing in a
slowdown/recession. In addition,
they (in our view wrongly) assume
that central banks will save the day
once again and start anticipating
rate cuts already, especially in the
US, even as inflation remains sky
high.
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ECB tightening bets were
significantly scaled back amid
deteriorating eco data, the first
decline in headline inflation in 1,5
years and spill-over effects from
similar repositioning happening in
the US.

The European yield curve joined the
US in becoming inverse in almost
every segment. Together with a
slowing economy, markets are also
anticipating an end to the ECB
hiking cycle that is only just
underway. Assuming a terminal
rate of 3%+ for longer, yields across
the curve have no business
whatsoever below that level.

Peripheral yield spreads have
declined dramatically lately.
Markets have pared ECB tightening
bets, bringing relief to core and
even more to peripheral bonds. It
also suggests that markets see no
major issues arising from the
central bank moving from QE to QT
early next year.
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B EUR/USD 1.0492 F1.2500 A sharp dollar correction kicked in
I as Fed tightening bets were scaled
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B EUR/GBP 0.86325 [0.96000  GBP was on sale end of September
0.94000 after the now-previous UK
government presented gigantic
i unfunded fiscal stimulus plans. The
0.90000 new government tossed all that to
F the bin, bringing back some calm.
i —i-0.88000  FUR/GBP tested the 0.857 support
R _- area several times. A break seems
— - unlikely given the very poor fiscal
| e 0.84000  (twin deficits) and economic state
I ~y oo I of affairs in the UK.
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llUSD/JPY 137.64 J/// r One-way directional trading -
e W 150 despite JPY interventions - in
. M/ r USD/JPY abruptly ended following
W// '/\, the broad dollar correction. The
4 I pair retreated from multi-decade
W// 130 highs around 150 to 135, where it
/ I met resistance from a.o. the
a7 120 200dMA. Technically the USD/IPY

A M | 110 correction has room to around 130.
NVMW e A break lower is unlikely given that

the Bank of Japan isn’t planning on

100 . . . .
tightening policy anytime soon. The
2020 2021 2072 monetgry gap ?etweerf the US and
Copyright® 2022 Bloomberg Finance L.P. Japan is and will remain very large.
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The CNB has kept the policy rate
steady at 7% since August and is
showing little appetite for further
increases. Markets’ focus
meanwhile shifted to a weakening
eco momentum and inflation
“easing” to 15.1% - thanks to a
statistical quirk. First rate cuts are
priced in for 2023H2. The Czech
crown meanwhile is still strongly
protected to the downside thanks
to the CNB’s standing FX
intervention threat.

The forint weakened dramatically
in the wake of the central bank’s
(MNB) decision to stop tightening
prematurely. After hitting a record
low of EUR/HUF 430, the MINB
introduced an emergency policy
rate of 18%, to remain in place until
the forint is durably stronger.
Ongoing uncertainty about some
€13bn of European funds (rule of
law dispute) is only one factor
thwarting this hoped-for forint
rebound.

The National Bank of Poland’s
tightening pause (at 6.75%) since
October probably turned into a full
stop. The NBP became more
growth-sensitive while inflation in
November was lower than
expected. Meanwhile the zloty held
relatively stable (a.o. thanks to
behind-the-scenes liquidity
tightening measures). EUR/PLN
4.63 serves as first important
support level.
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2100 The sharp repositioning in

r (especially long-term) core bond
yields caused gold to rally in recent
weeks. $1800 serves as an
important resistance level.
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While oil prices experienced a sharp
correction lower, the broader

”Mﬁ e _
g W commodity market turned out to be
> : - F more resilient. Especially metal
T

prices have rebounded, anticipating
3 a Chinese revival after the

g 7 200 government is preparing an exit
Sy - .._ | from zero-Covid and announced
R w-";'" e 150 measures to support the property
Ilﬂl\."f e L sector.
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B NY Fed Supply Chain Index 1.20 ] H The New York Fed’s supply chain

index (0 = historical average)
confirms recent ISM/PMI survey
findings. Supply-side bottlenecks
have dramatically eased in recent
months, helping to restore the
supply/demand balance .
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Euro zone GDP (Q/Q contribution to growth)
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The euro area economy was again
stronger than expected, growing
0.3% q/q (2.3% y/y) in Q3. Imports
(-2 ppts) acted as a huge drag as
energy prices soared. For the same
reason, a recession is expected
from the current quarter on though
European resilience suggests it may
be a mild one.

Output levels across the euro area
and across sectors shrank again in
November, though the rate of
contraction eased for the first time
in five months. Demand was
subdued while the energy crisis
dampened output at some
companies. While still at historically
elevated levels, input costs and
output charges rose at slower levels
than before. PMI owner S&P Global
estimates the GDP contraction at
0.2% in Q4.

Headline inflation in November
eased for the first time in 1.5 years.
The underlying gauge stabilized at
5%, confirming broad and
persistent price pressures that may
take a long time to ebb. ECB Chief
economist Lane warned second
round effects will be an important
driver for inflation in 2023 and
2024.
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Eurozone

The euro zone unemployment rate
fell to a new series low of 6.5% in

204 M Eurozone Unemployment rate on 10/31/22 (R1) 6.5
1 ¥ Services Confidence - Employment Exp. (L1) 10.8
Industrial Confidence - Employment Exp. (L1) 6.9 October. The labour market

\ [ remains the economy’s stronghold.
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L Retail sales displayed a broad-
20 based drop in October, falling 1.8%
/ | m/m as European consumers

\ experience a large purchasing

/ \ \/\ /\ 10 power squeeze amid negative real
r income growth. Among the biggest
—_ JUA 4V N \ g g the bigg

\'4 N countries, France and Germany
\ / \/ h recorded drops of almost 3%.
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Eurozone

Surprise index: measures the difference (in standard deviations) between the (median) Bloomberg consensus and the actual
outcome of EMU economic data. Data variables are time ordered with oldest release to the left, most recent to the right.

PMI PMI BD France Unempl. Car Retail P
. Cons. conf. (EC) IFO expect. . .
manuf. services sentiment rate registr. sales (% y/y)
Dec-20 -12.2 . 100.12 -3.3 1.8 2
Jan-21 2.2
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US growth picked up again after
the economy entered a recession in
all but name. The 2.9% q/q
(annualized) expansion was
supported by personal consumption
(1.2 ppts) and especially net
exports (2.9 ppts). Private
investments (-1.7 ppts) were the
main drag on growth in Q3.

The manufacturing sector in the US
is slowing and even contracted for
the first time since May 2020.
Production lives off backlogs amid
subdued demand. The more
important services sector however
is holding up very well for now.
Activity surged in the November
holiday season.

US inflation eased slightly more
than expected in October. This was
the cue markets have been waiting
for so long. The Fed however warns
against reading too much in one
monthly figure. It remains to be
seen how quickly inflation declines
further out ...
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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. Data variables are time ordered with oldest release to the left, most recent to the right.

IsmM ISM NFIB Cons. conf. Non- Housing P Retail
manuf. services o Starts (% y/y) sales
Dec-20 60.5 57.8 ;
Jan-21 59.4 58.5 95
Feb-21 60.9
Mar-21 62.2
Apr-21 60.6 62.7
May-21 61.6
Jun-21 60.9
Jul-21 59.9
Aug-21 59.7
Sep-21 99.1 72.8 76 424 1559 3.93 14.4
Oct-21 098.2 4.68 16.6
Nov-21 098.4 4.99 18.6
Dec-21 - 98.9 3.69 16.8
Jan-22 57.6 59.9 97.1 67.2 83 504 1666 13.7
. 17.7
4.4 8.7
3.88 8.8
3.85 10
3.79 9.7
4.96 8.6
3.28 8.3

P.12




Monthly Chartbook

Thursday, 08 December 2022

KBC Economics — Markets Brussels Global Sales Force

Mathias Van der Jeugt +3224175194 Corporate Desk(Brussels) +32 2417 45 82

Peter Wuyts +322417 3235 Institutional Desk(Brussels) 4322417 46 25

Mathias Janssens 43224175195 CBC Desk (Brussels) +32254719 19
France +32 2417 32 65
London +44 207 256 4848
Singapore +65 533 34 10

CSOB Economics — Markets Prague Prague +420 2 6135 3535

Jan Cermak +420 2 6135 3578

Jan Bures +420 2 6135 3574

CSOB Economics — Markets Bratislava

Marek Gabris +4212 5966 8809 Bratislava +421 2 5966 8820

K&H Economics — Markets Budapest

David Nemeth +3613289989 Budapest +36 1328 99 85

1y
Discover more economic insights at www.kbceconomics.be E

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 ?ersonallzed 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 KBCJudgment as of the
data of the report and are subject to change without notice.
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