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Headlines

o US stock markets ended a fairly dull session 0.3% to 0.5% lower, ignoring a late night drop in US yields and the
dollar on comments by US president Trump. Overnight, Asian stock markets withstand dollar weakness rather well
with Japan underperforming though (-1%).

. US President Trump said the US dollar “is getting too strong” and he would prefer the Federal Reserve keep
interest rates low. Mr. Trump, in an interview with The Wall Street Journal, also said his administration won’t label
China a currency manipulator in a report due this week.

o US President Trump said he has offered President Xi Jinping more favorable trade terms for Beijing in exchange for
help on confronting the threat of North Korea, raising the prospect of a new pact that does less than Mr. Trump
would otherwise like to address the US trade deficit with China.

o The Australian economy added 60,900 jobs in March (+74,000 full time jobs; -13,600 part-time jobs), up from a
revised 2,800 gain (previously a 6,400 loss) the previous month and compared to a 20,000 forecast. The
unemployment rate held steady at 5.9%, in line with expectations.

o China's exports rose at the fastest pace in a little more than two years in March, climbing 16.4% Y/Y in a further sign
that global demand is picking up. Import growth remained strong at 20.3% Y/Y, driven by the country's voracious
appetite for oil, copper, iron ore, coal and soybeans, whose volumes all surged from February despite worries about
rising inventories. Crude oil imports hit a record high.

. The Bank of Canada did not even consider cutting interest rates as it left monetary policy unchanged at 0.5%
amid signs of strong growth, but it is too early to conclude the economic growth is sustainable, Governor Poloz said.

o Brazil’s central bank slashed interest rates by 100 bps in a decision that could help spur a recovery from the worst
recession on record to hit Latin America’s biggest economy. The central bank cut the benchmark Selic rate from
12.25% to 11.25%, stepping its easing cycle.

o South Korea’s central bank stood pat on interest rates amid heightened geopolitical tensions on the Korean
peninsula. The Bank of Korea held its 7-day repo rate at 1.25%, where it has been since the bank cut the key interest
rate by 25 bps in June 2016.

o Australia's central bank highlighted vulnerabilities in the country’s skyrocketing property market, warning
regulators would consider further tightening lending rules to head off a debt-fuelled bubble in home prices.
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Trump shocks markets

Global core bonds traded sideways yesterday amid an empty eco calendar
until comments by US President Trump shocked US markets in the final trading
hour. Trump said that he would prefer the Fed to keep interest rates low,
suggesting that he will appoint dovish profiles for the vacant seats of vice
chairman and board members. He let open the possibility of reappointing Fed
chairwoman Yellen for a second term. Trump also thinks the dollar is getting too
strong. After his comments, US Treasuries shot higher with yields penetrating
through key support level (US 5-yr yield < 1.8%; US 10-yr yield < 2.3%).

At the end of the day, the US yield curve declined by 3.2 bps (2-yr) to 6.3 bps (5-
yr). The German yield curve flattened with yield changes ranges between +0.8
bps (2-yr) and -2.1 bps (30-yr). On intra-EMU bond markets, 10-yr yield spread
changes versus Germany ranged between -5 bps (Greece) and +3 bps
(Spain/Italy)

Consumer sentiment and earnings in focus

Today’s eco calendar contains only the US April Michigan consumer sentiment,
the March PPl and the initial claims. Michigan consumer sentiment reached its
highest level since December 2000 in February at 98.2 and eased in March
slightly to 96.9. For April a further modest decline to 96.5 is expected. We see
risks for a slightly further fall than consensus, even as arguments are balanced.
The failure of the healthcare reform may have diminished expectations of tax
cuts, but some less wealthy households might have more confidence as their
coverage is safe for now. Also slightly weaker equity sentiment may weigh, even,
as this might have been counterbalanced by an ongoing strong labour market.
Producer prices are expected to have been flat in March (up 2.4% Y/Y from 2.2%
Y/Y previously). Core PPl is expected to have gone up by 0.2% M/M and 1.8%
Y/Y (versus 1.5% Y/Y in February). So benign PPI’s as most inflation indicators
also in other countries have shown in March. Finally, following a drop to 234K
last week, claims are expected at 245K now. All in all, the eco data may be
benevolent for markets.

ST positive core bonds but Trump won’t derail Fed

Overnight, US Treasuries continue to trade with an upward bias while the dollar
remains in the defensive following’s Trump’s comments on the Fed and the US
currency. Asian stocks markets trade mixed with Japan underperforming
(USD/JPY < 109). We expect a stronger opening for the Bund with the German
10-yr yield below 0.2% support.

Trump’s remarks hit the markets in the final trading hour which could have
exaggerated the market reaction. The US 5- and 10-yr yield dropped below key
levels, harming the technical picture in yield terms and boosting ST sentiment
for US Treasuries. Medium to longer term, we don’t think that the Fed will
change its policy normalization strategy even if Trump can appoint three new
Fed-governors. Therefore, we wait for signals that the short-term bullish core
bonds momentum loses steam before selling into the uptick.
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USD/JPY sets new low after Trump’s comments, dropping

further below 110.10 support

Dollar weakens on Trump comments

Trading on currency markets remained also confined to tight ranges yesterday
until Trump’s surprising comments. He said: “ think our dollar is getting too
strong, and partially that’s my fault because people have confidence in me. But
that’s hurting—that will hurt ultimately”. He continued, “It’s very, very hard to
compete when you have a strong dollar and other countries are devaluing their
currency.” In another change of heart, he no longer labels China as currency
manipulators, hoping to get them on board in his approach against North Korea.

In the final US trading hour, USD/JPY dropped deeper below 110 support, from
109.80 to 108.80 this morning with some reaction now (109.04). EUR/USD surged
from 1.06 to 1.0670. The trade-weighted fell from 100.80 to 100.

Overnight, the US dollar remained in the defensive even if the decline seems to
be halting as we approach the European market opening. Today’s eco calendar
contains US weekly jobless claims, PPl data and Michigan consumer confidence,
but we don’t expect them to impact trading. The earnings reports might affect
currencies, especially USD/JPY, via the overall equity climate. If earnings are weak
and equities slide away, it would give the yen more upside and push USD/JPY
further below the 110 level. Interesting, while Trump’s comments pushed yields
and the dollar lower, equities didn’t react at all on this intrinsically equity positive
development. Regarding USD/JPY, the short term trend is yen positive (since
break below 110) and we shouldn’t yet row against the tide. The Trump comment
goes with the trend. We are cautious though as the past yen strength was largely
due to its safe haven qualities. If geopolitical tensions ease, the yen may lose
again. However, only when the pair breaks through 112.20, we would embrace a
dollar positive strategy. Next key support stands at USD/JPY 107.18, the 62%
retracement of the previous up-leg. For now, we still prefer a USD/JPY sell-on-
upticks given recent progress.

EUR/USD jumped on Trump’s comments from 1.06 to 1.0670 followed by
sideways trading. We don’t believe that Trump’s comments will have important
consequences for EUR/USD short term. The euro is weak too ahead of the French
presidential elections and the fate of the dollar depends more on the intrinsic
qualities of the currency than on the comments of Mr. Trump, even if he might
help shape the underlying conditions via its policy. The Fed is still independent
and should continue to tighten policy. We had an above consensus Fed view with
4 rate hikes in both 2017-2018. We might side again on the Fed’s dot plot with 3
hikes in 2017/18, but prefer to not react immediate and instead reconsider the
issue after Easter. Technically the overnight move had little significance. So we
think that the 1.05 to 1.0907 range is still intact and tactically we still prefer a
sell-on-upticks, preferable closer to 1.09.
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10-year td -1d 2-year td -1d Stocks td -1d

us 2,24 -0,06 us 1,21 -0,03 (DOW 20591,86 -59,44

DE 0,20 0,00 DE -0,84 0,02 NASDAQ 5836,16 -30,61

BE 0,76 -0,02 BE -0,56 0,00 NIKKEI 18426,84 -125,77

UK 1,05 0,00 UK 0,10 0,01 DAX 12154,7 15,35

JP 0,02 0,00 P -0,22 0,01 DJ euro-50 3468,51 -1,53

IRS EUR usD GBP  |EUR -1d -2d  |UsD td -1d

3y -0,07 1,67 0,61 Eonia -0,3590 -0,0010

5y 0,12 1,88 0,75 Euribor-1 -0,3740 0,0010 |Libor-1 0,9900 0,0017

10y 0,70 2,20 1,09 Euribor-3 -0,3320 0,0000 |Libor-3 1,1551 -0,0006
Euribor-6 -0,2420 0,0000 |Libor-6 1,4154 -0,0067

Currencies td -1d Currencies td -1d Commodities td -1d

EUR/USD 1,0670 0,0062 EUR/JPY 116,3 0,11 |[CRB 187,38 -0,61

usD/JPY 109 -0,55 EUR/GBP 0,8494 -0,0002 |Gold 1286,60 10,40

GBP/USD 1,2563 0,0076 EUR/CHF 1,0691 0,0006 |Brent 55,84 -0,52

AUD/USD 0,7589 0,0092 EUR/SEK 9,5502 -0,0454

USD/CAD 1,3235 -0,0100 EUR/NOK 9,1112 -0,0060
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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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