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Markets 

•  Today’s batch of US economic data centered around the July PCE deflators. Serving as the Fed’s preferred inflation 
gauge, they deserve attention even though they are running behind other more timely indicators, such as the CPIs. 
The former hadn’t shown upward inflationary pressures coming from the Iran war just yet. They even decelerated 
marginally from June. July’s PCE deflator, however, unexpectedly didn’t. The headline number matched June’s 
3.7% vs a consensus view of 3.6%. The core gauge printed in line with expectations at 3.3%, unchanged from June. 
Both remain well above the Fed’s 2% target. A domestic services barometer that excludes energy and housing 
remains sticky around (but just below) 4%. The inflation numbers came on top of other solid data, including 
personal income & spending topping the bar, strong durable goods orders as well as capital goods shipments (with 
upward revisions for the prior month of June) and a Q2 GDP print confirmed at 1.5% annualized but with stronger 
personal consumption. Today’s batch was never going to decide on a September Fed hike, but it keeps the debate at 
least warm. The likes of Boston Fed Collins yesterday said she wanted to see further evidence of disinflation just to 
keep rates steady. Everything else may warrant a hike in the short run. The market implied probability rises to 40%. 
Front-end US rates erased earlier minor gains to trade 4.5 bps higher. Longer maturities rise between 1.5 (30-yr) and 
3 (10-yr) bps. European/German yields gradually recovered from their minor gap lower (responding to an oil price 
drop after European hours). Net daily changes for Bund yields stay limited to 1-1.5 bps in a bear steepener. Brent oil 
trades around $86 per barrel, deepening weekly losses so far to 8.5%. Gas Dutch TTF) appears to have a strong 
bottom with prices paring daily losses from almost 7% to 4% currently (€64/MWh). UK gilts underperform, 
potentially following Ofgem communication that it would raise the energy price cap by another 4% from October. 
The lagging effect of these regulated energy prices have kept UK CPI somewhat in check but the boomerang 
eventually hits. UK yields add 2-3 bps. 

•  The US dollar trades a bit higher in a kneejerk reaction but the gains are technically irrelevant. EUR/USD is nearing 
the weekly lows around 1.165. DXY moves beyond 99 but we’ve seen that happen a couple of times already, so far 
without follow-through gains. EUR/GBP inches higher, to 0.8567, be it in the extremely narrow sideways trading 
range of the last month. European stock markets trade about half a percent higher. Wall Street opens slightly lower, 
with all eyes for the remainder of the session probably at Nvidia’s (after-market) earnings report. 

 

News & Views 

• After publishing an improvement in the German business confidence index yesterday, IFO today reported that 
export expectations in Germany rose sharply in this month. The Export Expectations index rose to +9.6 points in 
August, up from -2.8 points in July. This was the highest reading from the indicator since February 2022 and the 
sharpest increase since June 2020. IFO analyses that manufacturers of electrical equipment continue to be very 
optimistic, as do manufacturers of data processing equipment and electronic and optical products. The growing 
digitization of the economy and the high investment in AI are seen as play a role in this this development. The 
automotive industry is also far more optimistic about its export prospects. New confidence is also emerging among 
manufacturers of metal products. IFO indicated that especially exports to the EU are booming. Exports to China 
remain sluggish. 

•  According to the CBI distributive sales survey for the month of August, UK retailers saw sales volumes falling at a 
steep pace in the year to August (balance -48% from -26% in July). However, they expect the rate of decline to slow 
to -22% in September. Retail sales for the time of year were judged to be “poor”, to a greater extent than last month 
(-26% from -18% in July). September’s sales are set to fall short of seasonal norms to a similar degree (-29%). 
Quarterly data series show that sentiment amongst retailers fell at a quicker rate in August (-29% from -15% in May). 
Retailers expect to continue cutting back on investment in the year ahead, but to the least extent in over two 
years. Headcount in the retail sector fell at a slower pace in the year to August and is expected to decline at a 
broadly similar rate next month. 
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Graphs & Table 

 

US 2-yr yield: solid batch of US eco data, led by PCE not slowing 
down, keeps September rate hike debate alive 

 

AUD/USD: Aussie dollar extends recent bull run after hotter-than-
expected July CPI 

 

EUR/GBP: going nowhere 

 

Nasdaq: all eyes on Nvidia’s after-market, high-stakes earnings report 
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Discover more economic insights 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 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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