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Markets

o The Democratic blue sweep is completed following the Georgia Senate run-off races. Riots by Trump-admirers at
Capitol Hill disturbed and interrupted the certification of Joe Biden’s election victory in US Congress, but failed to
halt a rejuvenated reflation trade. Yesterday’s US Treasury sell-off was protagonist of this trade. The US yield curve
bear steepened with yields rising by 1.6 bps (2-yr) to 10.7 bps (30-yr). The US 10-yr yield pierced through the
psychological 1%. First intermediate resistance stands at the March 2020 top of 1.27%, but the key levels are 1.43%
(2019 low) and 1.44% (38% retracement of 2019-2020 decline). Underlying dynamics showed that inflation
expectations (2.09%) and real yields (-1.05%) both added 4 bps to the intraday increase. The US 30-yr yield yesterday
broke that similar 38% retracement at 1.75% (also June and November 2020 tops) with the psychological 2% lurking
next. The rally in crude oil prices adds to the rise in yields. The reflationary thought and the surprising Saudi
production cut pushed Brent crude for a test of $55/b, the highest level since February last year. European stock
markets gained up to 2% with US indices showing a cyclical rotation. The tech-heavy Nasdaq lost 0.6% while the
industrial Dow gained nearly 1.5%. The blue wave in US politics could also result in targeting big techs with more
stringent regulation and/or higher taxes. The dollar is still in the soft spot on FX markets, trading near cycle lows on
a trade-weighted basis and against most majors.

o Minutes of the previous Fed meeting showed unanimity on continuing asset purchases at the current monthly pace
of $120bn (of which $80bn US Treasuries). They pledged to do so until there is “substantial further progress” toward
employment and inflation goals. Ceteris paribus, this probably means at least the following 6 months and likely even
12 months. Some participants suggested readiness to increase the pace of purchases or weigh them towards
longer maturities if deemed appropriate. The Minutes didn’t alter trading dynamics. Asian stock markets copy
yesterday’s rally in Europe and the US this morning with core bonds and the dollar near yesterday’s low. Today’s eco
calendar is interesting, but unlikely to alter running trends. December EMU headline inflation is expected to be
negative for a fifth month running while the core gauge hovers near the EMU low of 0.2% Y/Y. EC confidence
indicators, US weekly jobless claims and US non-manufacturing ISM are up for release as well. Consensus expects a
small setback in the ISM from 55.9 from 54.5. It will be interesting to see whether we’ll get such disconnect with
Monday'’s stellar manufacturing ISM.

News Headlines

o The Japanese PM is expected to declare a state of emergency later today for Tokyo and its surrounding areas as
corona cases continue to surge. Japan registered almost 5000 cases yesterday compared to a peak of about 650 and
1800 in the first and second wave respectively. Among the measures include asking residents to avoid going out after
8pm. Bars and restaurants will be instructed to close at that time. Economy minister Nimishura said it will likely be
imposed until February 7.

o Matteo Renzi, leader of Italia Viva and former PM, threatened to withdraw support for the Italian coalition
government unless radical changes are made to current PM Conte’s economic recovery plan. Renzi said more use
should be made of the available loans under EU Next Gen. Italia Viva is a minor junior party whose 48 seats in the
lower and upper houses of parliament are decisive in ensuring a government majority.

. IMF chief economist Gopinath said the stimulus approved in the US and Japan end of last year will help to support
a recovery in the second half of this year, assuming that vaccines will be widely distributed by mid-year in those
countries. She hinted at a growth upgrade in the institution’s next projections due on January 26. Gopinath warned
that (many developing) countries with limited access to those vaccines may see the recovery delayed until 2022.

P.1



Sunrise Market Commentary

Thursday, 07 January 2021

b -0.200

A -0.600

—-0.300
]

seop-0.700
- p-0.800
oo b -0.900

Jun

2020

erightﬂ 2021 Bloomberg Finance L.P.

GE 10y yield

German 10-yr yield steadies roughly between -0.65%
and -0.50% since start of Q4 2020. Mass immunity
and brighter economic prospects suggest higher
yields longer term. Tighter lockdown measures and
ample central bank liquidity take new market
narrative hostage short term.
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US 10y yield

US 10-yr yield finds itself in mildly upward sloping
trend channel, taking out the psychological 1% mark.
Divergence between rising inflation expectations
(>2%) and subdued real yields (< -1%) becomes
larger.

EUR/USD

EUR/USD is heading towards 2018 top of 1.2555.
Underlying (US) yield dynamics (see above) hurt the
US currency.

EUR/GBP

Sterling failed to retest EUR/GBP 0.8864 support after
the last minute EU/UK trade deal, hinting at little
upward potential for the UK currency. A third
national lockdown will hurt growth. EUR/GBP
belongs near 0.92/0.93.
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Calendar & Table

Thursday, 7 January Consensus Previous
us
13:30 Challenger Job Cuts YoY (Dec) - 45 405
14:30 Initial Jobless Claims B0k 787k
14:30 Continuing Claims 5200k 5219k
14:30 Trade Balance (Mov) -567.3b -563.1b
16:00 I5M Services Index (Dec) 51.5 55.9
Japan
00:30 Labor/Real Cash Earnings YoY (Mov) -2.20%A/-1.10%A  -0.80%/-0.20%
UK
10:30 Markit/CIPS UK Construction PMI (Dec) 546 547
EMU
11:00 Retail Sales MoM/YaoY [MNov) -3.40%,/0.90% 1.50%,/4.30%
11:00 Consumer Confidence (Dec F) - -1389
11:00 Economic Confidence (Dec) 80.9 B7.6
11:00 Industrial Confidence (Dec) -8.6 -101
11:00 Services Confidence (Dec) -15 -17.3
11:00 CP1 Mo fYoY (Dec) 0.30%/-0.30% -0.30%/-0.30%
11:00 CPl Core YoY (Dec P) 0.20% 0.20%
Germany
08:00 Factory Orders MolM/WDA YoY (Mov) -0.50%,2 10% 2. 90%,1 805
09:30 Markit Germany Construction PMI [Dec) - 456
Events
10:45 Spain to Sell Bonds
10:50 France to Sell Bonds
15:00 Fed's Harker Discusses the Economic Outlook
15:30 Fed's Harkin Speaks to North Carclina Bankers Association
13:00 Fed's Bullard Discusses U.5. Economy and Monetary Policy
19:00 Fed's Evans Speaks at Bankers Event
21:50 Fed's Daly Speaks to Shadow Open Market Committee
10-year Close -id 2-year Close -id Stocks Close -id
us 104 0.08 us 014 0.02 DiOW 308294 437 B0
DE -0.52 0.06 DE -0.70 0.01 MNASDAQ 1274079 -78.17
BE -0.36 0.02 BE -0.69 0.01 NIKKEI 2749013 43419
UK 0.24 0.03 UK -0.13 0.01 DAX 1389197 240.75
P o.o4 0.02 P -0.12 -0.01 D) euroc-50 3611.08 583.23
IRS EUR usp GBP EUR -1d -2d usD -1d -2d
3y -0.52 0.26 0.10 Eonia -0.4780 O.O000
= -0.46 0.48 0.21 Euribor-1 -0.5670 0.0060 (Libor-1 0.1309 00000
10y -0.25 1.03 0.43 Euribor-3 -0.5560 -0.0040 (Libor-3 0.2369 00000
Euribor-6 -0.5300 -0.0060 (Libor-6 02539 00000
Currencies Close -id Currencies Close -id Commodities Close -id
EURSUSD 12327 0.0029 EUR/SIPY 127.03 074 CRB 172.11 0.40
uUsD/IPY 103.04 0.32 EUR/GBP 0.9058 0.0033 |Gold 1908.50 -45.80
GBP/USD 1.3608 -0.0019 EUR/CHF 1.0829 0.0028 |Brent 5430 0.70
AUD/USD 0.7302 0.0043 EUR/SEK 10.0666 0.0072
usDSCAD 12677 0.0008 EUR/NOK 10.3692 -0.0432

P.3



Sunrise Market Commentary

Thursday, 07 January 2021

Contacts

KBC Economics — Markets Brussels

Global Sales Force

Mathias Van der Jeugt

Peter Wuyts

Mathias Janssens

KBC Economics — Markets Dublin
Austin Hughes

Shawn Britton

CSOB Economics — Markets Prague
Jan Cermak

Jan Bures

Petr Baca

CSOB Economics — Markets Bratislava

Marek Gabris
K&H Economics — Markets Budapest
David Nemeth

+3224175194
+32 24173235
+32 24175195

+353 1 664 6889
+353 1 664 6892

+420 2 6135 3578
+420 2 6135 3574
+420 2 6135 3570
+421 2 5966 8809

+36 1328 9989

Corporate Desk(Brussels)
Institutional Desk(Brussels)
CBC Desk (Brussels)

France

London

Singapore

Prague

Bratislava

Budapest

+322417 45 82
+322417 46 25
+3225471919
+322417 3265
+44 207 256 4848
+65 53334 10
+420 2 6135 3535

+421 2 5966 8820

+36 132899 85

MORE REPORTS ARE AVAILABLE AT WWW.KBCECONOMICS.BE

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 inPormation 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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