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Markets

o The violent moves on bond markets subsided and brought back calm to equity markets yesterday. European stocks
rose about 2% while gains for the US mounted to 3% for the tech-heavy Nasdaq. Commodity markets, usually also a
beneficiary of investor optimism, failed to profit however. Oil slipped (as it eyes the OPEC+ meeting on Thursday?)
as did the likes of copper. Core bonds parted ways. The US yield curve steepened with the belly outperforming
heavily and yields rising up to 3.9 bps at the long end, helped higher by a stronger-than-expected US manufacturing
ISM. The 10-yr yield tested the 1.44/45% resistance area but failed to push through. Bunds jumped, partially in a
catch-up move with USTs on Friday. ECB’s Villeroy comments, saying the central bank “can and must” react to any
unwarranted rise of bond yields that threaten the recovery also supported the daily boost. German yields declined
2.4 bps (2-yr) over 6.1 bps (5-yr) to 7.4 bps (10-yr). The dollar strengthened with the bulk of the move occurring in
early European dealings. EUR/USD finished near 1.205, down from 1.2075. DXY ended north of 91 for the first time
since early February. USD/JPY gained for a fifth day straight to 106.76. Sterling started off lower vs. the euro after
talk of a corporate tax hike but found its composure soon. EUR/GBP eventually closed lower at 0.865.

o Asian-Pacific markets trade mixed despite a strong performance on WS yesterday. China underperforms after the
banking regulator warned for bubbles in oversees financial markets and in its own property sector. The comments
fuel talk of (monetary) tightening. USD/CNY is trading little changed in its 2021 narrow sideways trading range. The
RBA (cf. infra) kept policy steady and vows to continue to buy bonds if needed. Australia’s 10-yr yield rises 5 bps
nevertheless. The Aussie dollar is little affected. The US dollar in general trades solid this morning. EUR/USD declines
to 1.2025 after having come close to crucial support at 1.2011. Core bonds trade directionless.

o Today’s economic calendar eyes meagre. Inflation in the euro zone is due. Readings in Germany yesterday suggested
not to expect any major surprises for February however. Overall sentiment remains the key driver. Markets might
hold a cautious approach today after yesterday’s strong (equity) performance and in the run-up to key events later
this week (services ISM, ADP, payrolls, Powell speech). This in theory supports core bonds. We watch German 10y
yield support near -0.34% closely. EUR/USD is suffering from an overall stronger dollar although there is euro
weakness at play as well. ECB governors including Schnabel and Villeroy recently highlighted the possibility of lower
deposit rates. Support at 1.2011 has to hold for the technical picture not to turn euro-negative. Sterling holds on to
yesterday’s gains but might take a breather today as it awaits the new budget by the UK finance minister.

News Headlines

o The reserve bank of Australia kept current policy settings, including the 0.10% cash rate and the 0.10% 3-yr yield
target as well as the parameters of the Term Funding Facility and the government bond purchase program. The
recovery has been stronger than expected (3.5% growth is expected for this and next year). However, wage and
price pressures are subdued as the economy is still operating with considerable spare capacity. Unemployment rate
also remains higher than it has been for some years, leading the RBA to reconfirm its supportive monetary policy
stance. In this respect, the RBA explicitly mentioned that the bank can buy additional bonds to keep the 3-year rate
target and bring forward bond purchases under the asset purchase program as it did of late. On the Aussie dollar,
the RBA mentioned that the currency remains in the upper end of the range of recent years.

o The South Korean government is preparing an extra budget worth 15 trillion won as additional support is needed
for small businesses and to protect jobs as the new wave in the corona virus caused the government to prolong
measures of social distancing. The measure would raise government spending to a record 573 trillion in 2021. As
revenue is expected to grow only marginally, the debt-to-GDP ratio is expected to rise to 48.2% this year from
43.9% last year.
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GE 10y yield

German 10-yr yield left H2 2020 downward sloping
channel, breaking above the 62% retracement on
that move (-0.34%) and now eying the 76%
retracement. The start of vaccinations and brighter
economic prospects suggest higher yields longer
term. This prospect currently outweighs lockdown
measures and ample central bank liquidity.

US 10y yield

Reflationary spirits push US 10-yr yield above the
March liquidity squeeze top (1.27%). Next important
resistance lies around 1.43% (2019 low & 38%
retracement of 2018/2020 decline). Real yields are
now the main driver supporting the uptrend.

EUR/USD

EUR/USD leaves the short-term upward trend
channel on a solid dollar as well as a touch of euro
weakness amid divergence in central bank views on
higher yields. 1.2011 support has to hold for the
technical picture not to turn euro negative. A break
above 1.2190 is needed to improve the EUR/USD
picture and call off the downside alert.

EUR/GBP

Short and long term economic fundamentals warrant
a soft UK currency, but the UK taking the lead in
vaccinations and possibly in the reopening the
economy, supports the UK currency short term. The
close below 0.8670 improved the ST picture for
sterling. Next reference situates near 0.8570.
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Tuesday, 2 March Consensus Previous
Canada
14:30 Quarterly GDP Annualized (40} 71.30% 40.50%
Japan
0030 lobless Rate (lan) 2 90%A 5.00%R
00:50 Capital Spending Ex Software Yo (40) -4 B0%A -11.60%
00:50 Company Profits/Sales YoY (40) -0.70%A/-4 5%8  -28.4%/-11.50%
00:50 IMonetary Base Yo¥ (Feb) 19 60%A 18 90%
UK
08:00 Mationwide House PX MoM/NSA YoY (Feb) -0.30%/5.60% -0.30%/6.40%
EMIU
11:00 CPI MoM¥oY¥ (Feb P) 0.20%/1.10% 0.20%/0.50%
11:00 CPI Core YoY (Feb P) 0.90% 1.40%
Germany
0955 Unemployment Change (000s) (Feb) -10.0k -41.0k
04955 Unemployment Claims Rate 54 (Feb) 6.00% 6.00%
Australia
04:30 RBA Cash Rate/3-Yr Yield Target 0.10%,/0.10% 0.10%,/0.10%
Events
14:40 ECE’s Panetta Speaks in Webinar
19:00 Fed's Brainard Discusses Economic Outlook
20:00 Fed’s Daly Speaks to Economic Club of new York
10-year Close -1d 2-year Close -id Stocks Close -id
us 142 0.01 us 0.1z -0.01 DOW 3153551 603.14
DE -033 -0.07 DE -0.69 -0.02 MNASDAQ 13588.83 396.48
BE -0.15 -0.09 BE -0.67 -0.02 MIKKEI 29408.17  -255.33
UK 076 -0.06 UK 010 -0.03 DAX 14012 .82 22653
P 0.13 -0.03 P -0.12 0.00 DI euro-50 3706.62 70.18
IRS EUR UsDr GBP EUR -1d -2d usD -1d -2d
3y -0.45 0.38 0.38 Eonia -0.4810 0.0000
5y -035 031 061 Euribor-1 -0.5530 -0.0060 (Libor-1 01185 0.0000
10y -0.03 150 0.95 Euribor-3 -0.5330 -0.0030 |Libor-3 01884 0.0000
Euribor-6 -0.5080 0.0080 |Libor-6 02030 0.0000
Currencies Cloze -1d Currencies Cloze -1d Commaodities Cloze -1d
EUR/USD 1.2049 -0.0026 EUR/IPY 12864 -0.03 CRB 18937 -1.06
usD/IPyY 106.76 0.19 EUR/GBP 0.8653 -0.0018 (Gold 1723.00 -5.80
GBPfUSD 13925 -0.0008 EUR/CHF 11026 0.0054 |Brent 63.69 -0.73
AUDSUSD 037772 0.0066 EUR/SEK 10.1523 -0.0344
usD/CAD 12646 -0.0092 EUR/NOK 103121 -0.1515
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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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