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KBC Sunrise Market Commentary

Markets

o Most aspects of the reflation trade on Friday continued according to the established script. The three major US
equity indices (Dow +0.19%, S&P +0.55% and Nasdaq + 1.03%) all closed at all-time highs. This was also the case for
the German Dax. US payrolls disappointed. Net employment in the US in December declined 140 000 as a decline in
the likes of leisure and hospitality more than counterbalanced ongoing positive job growth in the goods-producing
sector. Markets initially showed some hesitation after the release but in the end the trends of higher US yields and
equities simply continued. Later, the Biden administration flagged that it will announce plans for trillions of USD of
additional pandemic relief stimulus on Thursday. US LT yields extended their gradual uptrend with the 10-y and 30-y
respectively rising 3.6 bps and 3.1 bps. The rise this time was due to higher real yields rather than inflation
expectations (US 10-y real yield up 6 bp). Change in German yields were still limited with yields rising less than 0.5 bp
across the curve. The rise in US real yields caused the dollar to further decouple from the reflation trade. The US
currency extended the (corrective) rebound that started on Thursday. The Trade-weighted dollar index returned
north of 90. EUR/USD closed at 1.2218 (from 1.2272 on Thursday). USD/JPY tried to regain the 104 mark, but still
closed slightly below this reference. Sterling resisted the dollar rebound rather well, with cable closing little changed
at 1.3568. EUR/GBP drifted back to the 0.90 handle (close 0.9010).

o Asian equity markets initially joined the positive WS momentum on Friday, but opening gains reversed as the session
proceeded and some indices even slipped into negative territory. US equity futures also suggest that some pause on
recent rally might be in store. Cyclical commodities including copper and oil but also gold are falling prey to profit
taking. Are investors becoming a bit worried that the rise in (US) yields is going so fast it might hurt the recovery?
Treasury futures show no clear trade, but trading is limited as Japanese markets are closed. The dollar extends its
rebound globally (DXY 90.34), but the decline of the yuan remains very limited (USD/CNY 6.48 area).

. Today’s eco calendar is rather thin. Later this week, plenty of Fed governors will speak. We look out whether they
join recent comments that (gradually) higher yields due to higher inflation expectations isn’t that worrying. In the
same context, we also keep a close eye at the monthly US 3-10-30 Treasury auctions starting today. Later this week,
markets will also look forward to the start of the earnings season (big banks on Friday). A more cautious risk
sentiment and ongoing high US yields might also support the recent corrective rebound of the dollar. The
1.2059/1.2011 (Dec 09 correction low/previous top) comes in as first reference for this correction.

News Headlines

o December Chinese producers’ prices declined at their slowest level since February (-0.4% Y/Y vs -0.7% Y/Y
expected). Higher raw material prices and the rebound in the manufacturing sector contributed to move. PPl rose by
1.1% on a monthly basis, the fastest since end 2016. December CPI returned to positive levels (0.2% Y/Y vs flat
expected) after turning negative for the first time in over a decade last month. Food prices contributed to the higher
consumer prices.

. Fed vice-chair Clarida said last Friday that the US economy was headed for an impressive 2021, profiting from the
potential of both the vaccination process and larger government spending under the Biden administration. Amid this
positive economic outlook, he currently proposes to keep the pace of bond purchases ($120bn/month) unchanged
throughout the rest of the year. Any change is “well down the road”. Pinpointing when the Fed will start reducing
monthly purchases will become a topic of debate this year. Atlanta Fed Bostic was the first governor to give the
prospect of already doing so in H2 2021.
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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.

US 10y yield

US 10-yr yield finds itself in an upward sloping trend
channel, taking out the psychological 1% mark.
Intermediate resistance at 1.27%. Strong resistance at
1.43%-1.44%. Divergence between rising inflation
expectations (>2%) and subdued real yields (< -1%)
becomes larger.

EUR/USD

LT, EUR/USD is heading towards 2018 top of 1.2555.
Underlying (US) yield dynamics (see above) hurt the
US currency. However, a technical correction is
developing short term with 1.2011/59 first reference

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

Monday, 11 lanuary Consensus Previous

EnIU

10:30 Sentix Investor Confidence (lan) 19 =27

China

02:30 PPl Yo (Dec) -0.40%A -1.50%

02:30 CPl Yo [Dec) 0.20%%A -0.50%

D2JAN-15JAN Money Supply M2 YaY [Dec) 10.70% 10.70%

MNorway

08:00 CPI Mol oY (Dec) 0.40%,1.40% -0.70%,/0.70%

08:00 CP1 Underlying MoM/YoY (Dec) 0.10%/3.10%  -0.40%[2.90%

Events

11:00 ECB's Vasle Speaks at Online Conference

15:40 ECBE's Lagarde Moderates Panel Discussion

18:00 Fed's Bostic Discusses his 2021 Economic Outlook

15:00 US to Sell USDSE Bin 3-Year Notes
10-year Close -1d 2-year Close -1d Stocks Close -1d
us 1,12 0,04 us 0,13 0,00 DOwW 31097,97 56,84
DE -0,52 0,00 DE -0,70 0,00 NASDAQ 13201,98 134,50
BE -0,36 0,01 BE -0,69 0,00 NIKKEI 28139,03 0,00
UK 0,29 0,00 UK -0,13 0,01 DAX 14049,53 81,29
JP 0,04 0,00 IP -0,12 0,00 DJ euro-50 3645,05 22,63
IRS EUR usp GBP EUR -1d -2d usp -1d -2d
3y -0,51 0,29 0,12 Eonia -0,4800 0,0000
Sy -0,45 0,56 0,24 Euribor-1 -0,5550 0,0080 |Libor-1 0,1264 -0,0063
10y -0,23 1,13 0,48 Euribor-3 -0,5500 0,0040 |Libor-3 0,2244 -0,0004

Euribor-6 -0,5300 -0,0060 |Libor-6 0,2465 -0,0047

Currencies Close -1d Currencies Close -1d Commodities Close -1d
EUR/USD 1,2218 -0,0054 EUR/IPY 127,06 -0,33 |CRB 173,35 1,03
usD/IPY 103,94 0,13 EUR/GBP 0,9010 -0,0037 |Gold 1835,40 -78,20
GBP/USD 1,3568 0,0000 EUR/CHF 1,0824 -0,0039 |Brent 55,99 1,61
AUD/USD 0,7757 -0,0012 EUR/SEK 10,0677 0,0192
USD/CAD 1,2702 0,0011 EUR/NOK 10,291 -0,0509
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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 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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