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Hightlights

+ The war in the Middle East is causing disruptions in global supply chains as shipping through the
Suez Canal is around 65% lower than usual, forcing delays in deliveries. The troubles in the Middle
East are also putting upward, albeit still limited, pressure on oil prices, which rose by 6% to 80.6 USD
per barrel in January. Increasing US oil production is stopping oil prices from rising further. Gas prices
remained flat, however, at 30 EUR per MWh in January. Favourable winter weather conditions and
high gas reserves keep gas prices down. Despite persistent geopolitical tensions, financial markets
do not price in any critical energy crisis in the near future.

+ Inflation in the euro area fell from 2.9% to 2.8% in January, thanks to lower food price inflation. Core
inflation declined from 3.4% to 3.3%. The fall in core inflation was fully accounted for by goods price
inflation (excluding energy). Indeed, services inflation stabilised at 4%. As the latest inflation figures
were in line with our expectations, we maintain our outlook for average inflation of 2.1% in 2024 and
1.9% in 2025.

+ Inthe US, inflationary pressure remains strong as inflation only decreased from 3.3% to 3.1% in January.
Within non-core components, food price inflation accelerated, while energy prices declined. Core
inflation remained broadly unchanged at 3.9%. Core goods declined thanks to a sharp drop in
used car prices. In contrast, services and shelter inflation accelerated rapidly. Consumer inflation
expectations declined notably, however. All in all, we maintain our 2.8% and 2.3% forecasts for 2024
and 2025 respectively.

+ Inline with our expectations, both the Fed and ECB have kept their policy rates stable in last month's
policy meetings. We expect both central banks to only start cutting rates in Q2 2024 and to cut rates
5 times this year. Bond markets readjusted upwardly in response to better than expected data.

* In the euro area, growth again stagnated in Q4, probably due to low private consumption and
negative investment growth contributions. There were wide growth divergences within the euro area
economies. Southern economies notably outperformed their Northern peers (causing spreads to
fall). Unfortunately, forward-looking indicators do not suggest an imminent recovery. Nonetheless,
the strength in the labour market and the pick-up in bank lending are encouraging. We maintain our
0.5% and 1.3% forecasts for 2024 and 2025 respectively.

* Inthe US, GDP growth surprised strongly on the upside at 0.8% last quarter, thanks to both strong
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domestic demand and a positive development of the net export growth. Over the course of 2023, the
US economy grew by a strong 2.5%. Moreover, our GDP nowcast suggests this strong performance
could be repeated in Q1 2024. Business sentiment indicators increased for both manufacturing and
services, while the labour market added an impressive 353k jobs and unemployment remained at
3.7% in January. For the coming quarters, we expect continued productivity growth and migration,
along with strong government spending to support growth in 2024. We thus upgrade our 2024
forecast from 1.2% to 2.5% (partly due to strong overhang effects), while maintaining our 2% forecast
for 2025. Given this stronger economic performance, we also expect the USD to remain strong this
year.

+  For China, we have revised up the 2024 GDP growth outlook modestly to 4.5%, but risks remain
tilted to the downside. An especially weak CPI-inflation reading in January (-0.8% year-on-year)
points to increased risks of a deflationary spiral that could further weigh on consumer and business
confidence.

Global Economy

Global economy showed major divergences in
2023

The major economic blocs showed important divergences
in 2023. The clearest outperformer was the US, which
grew by an impressive 2.5%, as domestic demand and
private domestic investment remained strong. China
meanwhile met expectations by slightly surpassing the
unambitious 5% growth target set by the CCP. The clear
underperformer was the euro area, which eked out a
meagre 0.5% growth, as German growth was negative.

This picture is unlikely to change dramatically in 2024. In
the US, strong government spending, easing monetary
conditions and healthy productivity growth could keep
growth above 2%. In Chinag, the real estate crisis and the
disappearance of covid-related base effects will push
down growth, but we still expect growth to surpass 4%. In
the euro areq, the energy crisis along with tight monetary
conditions will gradually wane with some recovery later in
the year (growth below 1%).

War in the Middle East is disrupting supply chains

Yemeni Houthi attacks on ships entering the Red Sea
continue to disrupt global supply chains. Red Sea
shipping is now around 65% lower than usual as a result.
Shipping times from Asia to Europe have increased
significantly as ships are now mostly diverted via South-
Africa. US-UK strikes at Houthi military bases have so far
not stopped Houthi hostilities.
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The war in the Middle East is also putting upward pressure
on energy prices. Oil prices increased by 6% in January
to 80.6 USD per barrel in the wake of escalating tension
between the US and Iran. On 28 January, a drone attack
by Iranian-backed militias in Irag, killed three American
soldiers at an outpost in north-eastern Jordan. In
retaliation, US bombers hit more than 85 targets in Iraq
and Syria, while President Biden suggested more strikes
would follow. The escalation in US-Iran tension raises the
risk of a full-blown war between the US and Iran, a major
oil producer.

The Houthi strikes have also put upward pressure on oil
prices. That said, major disruptions of Middle Eastern
oil supply have been avoided thanks to larger use of
overland pipelines and the rerouting of tankers around
Africa. Furthermore, sky-high non-OPEC oil supply

Figure 1 - Monthly US oil production
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(especially US shale) is keeping oil prices in check (see
figure 7).

Gas prices remained flat last month at 30 EUR per MWh.
They have halved since January last year. Favourable
winter weather conditions and high gas reserves (at 69%)
keep prices down. Food prices declined by 1% versus last
month, thanks to successful cereal harvests and lower
meat demand. Food prices are now 10.4% lower than a
year ago.

Euro area inflation slightly lower again

Euro area inflation fell to 2.8% in January from 29% in
December 2023. The steepest decline occurred in food
price inflation (from 6.1% to 57%), while the fall in core
inflation was much more limited (3.3% versus 3.4% in
December) and the fall in energy prices weakened (-6.3%
in January versus -6.7% in December). The fall in core
inflation was only accounted for by goods price inflation
(excluding energy). Indeed, services inflation stabilised at
4%. Services inflation thus remains relatively persistent,
with the January figure confirming that services inflation is
cooling more slowly and with more difficulty. This slowing
disinflation is in line with our scenario. We therefore
maintain our outlook of average annual HICP inflation of
2.1% in 2024 and 1.9% in 2025. The outlook for core inflation
for 2024 has been raised slightly from 2.4% to 2.6% due
to the slightly higher than previously estimated services
inflation and the greater weight given to services inflation
in 2024 after the annual revision of the component
weights of the consumer price index.

US inflationary pressure remains elevated

US inflation figures remained strong in January as prices
increased by 0.3% on a monthly basis. Headline inflation
decreased from 3.3% to 3.1%. Food prices increased by a
surprisingly strong 0.4% last month, while energy prices
declined by 0.9%.

Core inflation remained broadly unchanged at 39%.
Within core components, core goods decreased by 0.3%
last month. The decline was mostly a result of a sharp
decline in used car and truck prices, which declined by
3.4% last month.

The decline in core goods stands in sharp contrast with

the worrying increase in shelter and services prices.
Shelter prices increased by a solid 0.6%, as owner
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Figure 2 - Rents vs shelter CPI (12/2019=100)
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equivalent rent accelerated, and hotel prices made a big
jump. Unfortunately, recent accelerations in market rents
suggest it might take a while before shelter prices cool
down (see figure 2).

Core services (ex. shelter) accelerated by a whopping
0.7% last month. Service inflation accelerated across most
major categories. The service price increases are likely
caused by rising wages, as average hourly earnings rose
by 0.55% last month. That said, unit labour cost increases
remain under control, as the wage acceleration is being
compensated by higher productivity numbers.

Not all inflationary news was bad last month, however.
The Michigan survey indicated consumer expectations of
the year ahead-inflation declined from 3.1% to 2.9%.

All'in all, though the rising shelter and services are a cause
for concern, we take comfort from the modest unit labour
cost increases and the declining inflation expectations.
We thus maintain our 2.8% and 2.3% forecasts for 2024
and 2025 respectively.

Fed in no rush to cut interest rates

Our interest rate scenario remains unchanged from
last month. Indeed, the new information that became
available was consistent with our view, and also moved
market expectations regarding Fed and ECB policy in
2024 in the direction of our scenario.

We maintain our view that the Fed will cut its policy

interest rate by 25 basis points for the first time in June,
kicking off an easing cycle reducing rates to 4.125% at
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the end of 2024 (in steps of 25 basis points). The policy
rate will be cut further to around 2.875 by the end of 2025,
which we consider a neutral level. With the five foreseen
rate cuts in 2024, this positioned us between, on the one
hand, the three cuts in the Fed governors' dot plots, and,
on the other hand, market expectations that until recently
priced in up to six rate cuts for 2024 from March on.

However, strong macroeconomic data over the past
month, and in particular the higher than expected
January inflation figure for the US (together with upward
revisions of historical data) caused market expectations
to move closer to our scenario. This is in particular the
case for the start date of the rate cutting cycle (June).
The most recent market expectations went even further
and expect only four rate cuts of 25 basis points each in
2024, as opposed to our expectations of five rate cuts.

The release of the strong fourth-quarter GDP growth
figure for the US made it clear that there are no signs of
an economic slowdown. Moreover, the much better-than-
expected January jobs report (and the upward revision
of net job creation in December) illustrated that the Fed
interest rate hikes have so far had little or no weight on
economic growth. At the same time, inflation dynamics in
recent quarters are also increasingly coming into line with
the Fed's inflation target.

Based on these data, Fed Chairman Powell stated in late
January that the Fed is in no hurry for its first rate cut. The
Fed is waiting for further confirmation of the disinflationary
trend and also has a dual policy objective that includes
maximum sustainable job growth in addition to price
stability. A rate cut from March on therefore seemed
unlikely to Mr. Powell. In that context, the twice as strong
as expected jobs growth in January is an additional
argument for a wait-and-see approach by the Fed.

Since June 2022, the Fed has been normalising its
balance sheet. To do so, it is reducing its balance sheet
at the pace of 95 billion USD per month (60 billion in
government bonds and 35 billion in Mortgage-Backed
Securities). After its December policy meeting, the Fed
announced that a tapering of that pace is coming closer.
In laote January, Fed Chairman Powell stated that the
details will be discussed at the Fed meeting in March. We
therefore expect that the Fed will begin tapering its QT
during 2024, and that the end result will be a balance
sheet size that still provides ample excess liquidity to the
market.
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ECB policy closely aligned with Fed

Our interest rate scenario for the ECB also remains
unchanged. We expect that the ECB will cut its rates by
25 basis points for the first time in June, followed by four
more cuts in 2024 of 25 basis points each. Consequently,
by the end of 2024, the deposit rate will be 2.75%. For
ECB policy too, market expectations recently moved in
the direction of our scenario, specifically expecting five
rather than six 25 basis point rate cuts in 2024. The market
still hesitates between a start of the rate cutting cycle
in April or June. We consider a June start of the easing
cycle more consistent with the forward guidance of ECB
President Lagarde, recently confirmed by ECB Board
member Schnabel. According to her, the final phase
towards the 2% inflation target may be the most difficult
and the ECB wants to see more confirmation (data) that
rising unit labour costs would not cause (core) inflation to
settle persistently above 2%.

The ECB's quantitative policy framework remains
unchanged as set at the December 2023 ECB meeting.
The reduction of its APP portfolio by not reinvesting
continues, while from the second half of 2024, the PEPP
portfolio will also not be reinvested for an average
monthly amount of EUR 7.5 billion. From the beginning of
2025, reinvestments will cease completely.

Around the end of the first quarter, the ECB is likely to
complete the review of its operational policy framework.
The likely outcome for the medium term, in our view, is a
so-called ‘supply-driven floor system' for money market
rates. This amounts to a continuation of the current
practice, which was initially introduced during the
financial crisis starting in 2008, characterised mainly by
the large amount of excess liquidity in financial markets.

Bond yields passing a temporary peak

As expected, US and German 10-year interest rates had a
partial upward correction in early February after the prior
decline. The moderate increase got an extra momentum
after the higher than expected inflation figure for January
in the US. We expect both interest rates to be around their
peak at current levels. Towards the year-end of 2024, US
interest rates may fall slightly to 4%, while German rates
are likely to remain broadly unchanged in 2024. In 2025
and beyond, however, a moderate rise in German 10-year
bond yields is likely. Indeed, we consider the current bond
yield level to be too low from a fundamental point of view.
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After all, unlike the US, the euro area and German yield
curve will still be significantly inverted at the end of 2024.
The fundamental upside potential for German 10-year
bond vyields also becomes clear when we take inflation
expectations into account and look at real bond yields.
In the US, real yields are already broadly positive, while
they remain around 0% for the German real yield. In the
medium term, a moderately positive real interest rate
seems likely for the euro area as well.

Euro area economy takes a breather

According to Eurostat's preliminary flash estimate, the
gross value added produced in the euro area stagnated
(inreal terms) in the fourth quarter of 2023. This zero growth
was fully in line with our expectation, but differences in
GDP growth across countries were slightly larger than
expected. The German economy (-0.3%) fell more sharply
and Spain (+0.6%) grew more strongly, while the Italian
economy, expanding marginally (0.2%), avoided an
expected contraction. The economies in southern Europe,
incidentally, performed markedly better than the more
northern economies. The strongest growth was recorded
in Portugal (+0.8%). In this respect, the strong growth of
the Belgian economy (+0.4%) is also a positive outlier, not
only compared to the German economy, but also to the
French economy, which recorded a standstill (0.0%).

The drivers of these growth differences are not yet very
clear as information on the composition of growth is
still scarce and incomplete. Nevertheless, it seems clear
that in both stronger-growing and weaker economies,
household consumption was rather sluggish and
investment made a more or less strong negative growth
contribution. Presumably, the differences should be
attributed mainly to the growth contribution of net
exports and inventories.

Short-term indicators, meanwhile, do not yet suggest
a sharp and imminent strengthening of economic
momentum. The improvement in consumer confidence
that seemed to have resumed momentum in autumn
2023 gasped again around the turn of the year, while
improving expectations in the retail sector are once again
fading. While most indicators on business confidence
in the euro area point to a bottoming out, they do not
yet show a strong recovery in confidence. For German
manufacturing in particular, this recovery in confidence is
not confirmed by other indicators on business confidence
(see figure 3). The short-term trend in manufacturing
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Figure 3 - Business sentiment in German industry
standardized balances (except PMI: index)
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output and incoming orders (adjusted for volatile large
orders) also remain negative there. Therefore, we wait for
signs that the unexpectedly strong and resilient growth of
the US economy would provide a boost to the European
economies, and especially for Germany, as it used to do
in the past.

Surprisingly, in the face of weak economic activity, the
labour market remains very resilient. The euro area
unemployment rate stabilised at its historical low of 6.4%
in December 2023, and the number of unemployed has
started to fall again. As real wages are also rising, the
conditions for a recovery in consumption growth are in
place, although (geopolitical) uncertainty may make such
a recovery more difficult.

Equally encouraging is the fact that bank lending to both
households and businesses is starting to rebound (see

Figure 4 - Bank loans in the euro area
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figure 4), although according to the ECB's recent Bank
Lending Survey, banks still remain relatively restrictive in
their lending policies. The outlook for demand for bank
credit is also improving, according to that survey. Credit
to business rebounded, confirming the indications from
the European Commission's Autumn Business Investment
Survey, which projects investment growth for 2024. That
too is expected to contribute to an economic recovery,
especially if the ECB starts cutting policy rates in June, as
expected.

All'in all, we thus maintain our growth scenario: after a
period of quasi-zero growth during the winter months,
economic growth will strengthen in the second and
third quarters of 2024 and maintain a moderate path
thereafter. This would limit euro area real GDP growth
to 0.5% on average in 2024 - the same as in 2023 - and
to 1.3% in 2025. There is a possibility though that strong
growth in the US economy will give the European recovery
an earlier and stronger start.

Stronger Southern European economic
performance brings down spreads

We confirm our view on intra-EMU bond vyield spreads
versus Germany. Currently, those spreads are relatively
low due to three factors. First, ECB policy interest rates
have now almost certainly peaked with first easing steps
expected already in 2024. With 'risk-free’ German yields
at or close to peaking, the ample amount of liquidity will
once again become more engaged in search-for-yield
in peripheral government bonds. A second factor is the
relatively stronger economic performance of peripheral
euro area economies compared to the German economy.
Finally, the ECB's Transmission Protection Instrument
(TPI) enjoys great credibility with financial markets. This
instrument allows the ECB, if necessary, to effectively
curb unwanted widening of sovereign spreads. The
strong credibility is partly because the activation of
the TPI is ultimately a discretionary power of the ECB
Governing Council. This makes the TPl potentially even
a more powerful instrument than the Outright Monetary
Transactions (OMT), which do have formal conditions
attached, notably an ESM assistance program.

Nevertheless, we continue to expect spreads to move
slightly higher over the somewhat longer term. Indeed, in
2024 o whole range of (geo)political risks lurk in addition
to the ‘busy’ election calendar in Europe. This could lead
to difficult government formations (including in Belgium).

KBC Economic Perspectives

KBC

Together with the inevitable discussions during the
preparation of the budgets for 2025, which then have
to comply with the renewed (and de facto stricter) rules
of the Stability and Growth Pact (SGP), this will cause
gradually rising intra-EMU spreads in the course of 2024.

In turn, our forecast for equilibrium spreads is based on the
sustainability of public debt in the countries concerned.
We take into account expected interest rates, nominal
growth, the level of the debt ratio and the political will
to achieve an SGP-consistent primary budget balance.
From this follows our differentiation for different countries.

Strong supply shocks support US growth

The US economy keeps surprising positively. In Q4 2023,
GDP increased by 0.8% quarter-on-quarter. Personal
consumption expenditure was again the main contributor
(0.5% quarter-on quarter). Net exports also made a strong
positive contribution, while also inventories surprised
positively. Government expenditures also made a solid
contribution.

The good news on the US economy keeps rolling in.
Business sentiment improved significantly for both
manufacturing and services in  January. Consumer
sentiment also improved markedly. Non-farm payrolls
increased by a very impressive 353k jobs in January,
while prior months were revised upwards by 126k.
Unemployment remained at a low 3.7%.

There are major reasons why the US keeps overperforming
our expectations (and keeps resisting pressure from
monetary tightening). On the demand side, public
spending remains at record levels. According to the CBO,
the US deficit reached 6.3% in 2023 and is projected to
remain above 5% in the coming decade.

On the supply side, labour productivity grew at a rapid
clip in 2023. It was 2.7% higher in Q4 2023 than in Q4 2022.
It remains to be seen what the exact cause of this high
productivity growth is. On the one hand, it could be a
result of easing supply chains (a temporary effect). On
the other hand, it might be a result of new technological
advancements, such as generative Al, which will have
longer-lasting effects. Record oil and gas output is also
providing a nice supply boost.

Another major positive supply shock is provided by record
levels of immigration, which is driving up labour supply
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Figure 5 - US Labor Force & Migration (12M mov. average)
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110.0 -
107.5 -
105.0 -
102.5 -
100.0 -
97.5 -
95.0 -

I|III|II||IIll||IlIII||IIIIIl"“""““"““"“
2020 2021 2022 2023
m Share of Foreign Born in Labor Force (lower chart)

— Civilian Labor Force Level - Foreign Born
— Civilian Labor Force Level - Total

Source: KBC Economics based on BLS

(see figure 5). The surge in immigration is on the one hand
driven by increasing instability in Latin America. On the
other hand, the tight labour market makes immigrating
to the US very attractive. The number of vacancies per
unemployed remains at an elevated 1.8.

This combination of a positive government-driven
demand shock with major supply shocks, along with
impressive Q4 GDP figures pushes up our 2024 GDP
growth forecast from 1.2% to 2.5%. We maintain our 2%
2025 forecast.

Strong US economy supports the dollar

As the market adjusted its expectations of Fed policy in
2024, the US dollar strengthened sharply against the euro
to around 1.07 USD per EUR. The particularly strong US
labour market and the sharp improvement in the current
account also contributed to this appreciation. Since
we have also significantly raised our growth forecasts
for the US economy for the first quarter of 2024, current
dollar strength is likely to persist near the current rate for
some time. For the medium term, however, we maintain
our assessment that the US dollar, at its current rate, is
fundamentally overvalued. A moderate and trending
depreciation of the dollar from the second half of 2024
therefore remains likely.

Deflation threatens Chinese growth
The economic outlook for China is little changed
compared to last month. Slightly higher growth

momentum at the end of 2023 and the start of Q1 2024
leads us to revise up our 2024 growth outlook modestly to
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4.5%. This would reflect moderate growth as confidence
gradually improves in the coming quarters but would still
be — outside of the pandemic years — the lowest growth
recorded in China since 1990. Meanwhile, risks remain
tilted to the downside as major structural challenges still
hang over the economy, and the real estate crisis could
evolve further with larger impacts for the wider economy.

Surprisingly weak inflation figures in January (at 0.3%
month-on-month or -0.8% year-on-year) raise another
concern. While the negative headline figure is mostly
driven by food and energy prices, the core figure has
also been on a downward trajectory over the medium-
term and came in at only 0.5% year-on-year in January. If
deflationary pressures become entrenched, it will not help
revive consumer and business confidence, which is sorely
needed to get Chinese growth back on a sustainably
strong pathway. The risk of deflation is especially
important given the already high debt load of Chinese
households, mostly due to mortgages. If deflation starts
to negatively impact wages and income and increases
the debt burden in China, a rebound in the real estate
sector will become even more elusive (for now, per capita
disposable income growth remains well above inflation at
4.8% year-on-year).
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Belgium
Positive end to 2023

The flash estimate of Belgian real GDP growth in the final
quarter of 2023 came out at 0.4% quarter-on-quarter.
The Q4 figure surprised to the upside, as we had only
figured in 0.2% growth. The positive surprise illustrates the
continued resilience of the Belgian economy. As was the
case in the previous two quarters, growth of economic
activity in the fourth quarter of 2023 outpaced euro area
growth (0.0%). Thanks to the better-than-expected Q4
figure, full year growth in 2023 was slightly better than
expected as well at 1.5%, triple the euro area figure (0.5%).
Remarkably, Belgium is one of the few European countries
that did not record a single negative quarterly growth
rate since the beginning of 2022. From a somewhat longer
perspective, economic activity in Belgium at the end of
2023 was 5.5% above its pre-pandemic level (i.e., Q4 2019),
compared with only 3.0% in the euro area.

As component data are not yet available, we do not
have details on the drivers of Belgian Q4 growth. In the
preliminary release, data on value added (at constant
prices) in the three main sectors are published, however.
Both the construction industry and the services sector
continued to report positive growth of 1.0% and 0.7% in Q&4
2023, respectively. In the manufacturing industry, value
added again was down, this time by 0.6% (see figure BE1).
This took the annual growth rate in the three sectors in
2023 to 1.9% in construction, 2.6% in services and -3.1% in
manufacturing.

Figure BE1 - qoq growth in three main sectors
value added, at constant prices, calendar adjusted, SA
3.0 - : :
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Industrial recession

Despite the general resilience of the economy, industrial
activity in Belgium has hit recession territory in 2023.
The industrial weakness continues to be clearly visible in
various both hard and soft indicators. E.g., the assessment
of export-order books in manufacturing still trended
down in January, while the capacity utilisation rate in the
sector is at an historically low level. Remarkably, several
indicators (like the two mentioned) reached a level
nearly as low as during the trough in the pandemic year
2020 (see figure BE2). According to industrial production
figures, activity in the pharma, chemical and textile
sectors fell sharply in 2023, in particular. The sharp drop
in value added (at constant prices) in the manufacturing
industry for the full year 2023 (-3.1%) followed rather weak
positive growth in 2022 (0.7%) and 2021(2.5%) and was only
marginally lower than the 2020 pandemic-related drop
(-3.5%).

The bleak industrial environment causes us to stubbornly
stick to a scenario where quarterly GDP growth will
weaken in the current and next quarters. Also, the
extraordinarily strong expansion in business investment
seen in 2023 is unlikely to last, while the weakness in
residential investment likely is not (fully) off the cards.
More specifically, for the first and second quarter we
continue to see growth at 0.2%, thereafter strengthening
again to 0.3% in the third and fourth quarter, in line with
our scenario for the euro area. Despite the unchanged
quarterly growth path, the forecast annual growth rate
of Belgian real GDP in 2024 has been upgraded by 0.2
percentage points to 11%, fully attributed to a higher
carry-over effect caused by higher-than-expected

Figure BE2 - Weak industrial activity
business survey manufacturing industry, SA
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growth in Q4 2023. For 2025, we continue to see Belgian
real GDP growth at 1.1%.

Belgian HICP based inflation rose to 1.5% in January driven
by energy, in line with expectations. While remaining
high, the negative inflation differential with the euro area
narrowed to 1.3 percentage points. Core inflation (i.e,
excluding energy and food) was only marginally lower
at 49% in January, still well above the euro area figure
(3.3%). The good news is that services inflation, which has
been quite sticky in relation to the euro area in previous
months, now fell more substantially, reaching 5.1% down
from 6.1% in December. We kept our average annual
inflation estimate for 2024 and 2025 unchanged at 3.6%
and 2.1%, respectively.

Budgetary worsening

According a first preliminary estimate by the Federal
Public Service Policy and Support (BOSA), Belgium
closed the 2023 fiscal year with a public deficit 6.5 billion
smaller than feared at the time of the initial drafting of
the budget, mainly thanks to stronger-than-expected
economic growth (e, the growth estimate by the
Planning Bureau in the draft budget was at only 0.5%).
The bad news is that despite above-average growth, the
budget deficit still increased to -4.6% of GDP, from -3.5%
in 2022. The Belgian debt-to-GDP ratio rose to 105.8% of
GDP, from 104.3% in 2022. This puts the country against
the trend of the euro area, where the average deficit and
debt fell to an estimated -3.2% and 90.6% of GDP in 2023,
respectively. Moreover, in the current and next years,
the Belgian deficit and debt are likely to worsen further
assuming unchanged policies. Hence, it seems that the
(new) European budgetary rules, which were put away
during the crisis years, will force Belgium into a hard multi-
year consolidation. Moreover, structural reforms will need
to be intensified to sustain the consolidation.
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Central and Eastern Europe
Euro adoption: the long path ahead

While Central and Eastern European economies (CEE) are
all member states of the European Union, the adoption
of the single currency — to which they all pledged during
the EU accession — has so far been completed only in
Slovakia and Croatia. Other CEE countries are at varying
stages of domestic discussion, with the exception of
Bulgaria which is in the final phase of the EMU accession.

Renewed euro discussion in the Czech Republic

At the beginning of 2024, after several years of silence, the
heated discussion about the euro erupted in the Czech
Republic, as President Petr Pavel vocally supported EMU
accession. In general, the main arguments in favour and
against the euro remain broadly unchanged; on the one
hand, there are undisputed benefits of the single currency
for the heavily export-oriented Czech economy (exports
to the euro area account for 65% of total) in terms of lower
transactions costs. On the other hand, there are potential
costs and risks, including the absence of independent
monetary policy in the times of asymmetric shocks, as well
as the loss of the koruna as an effective shock-absorber.

Al arguments considered, euro adoption involves a
large number of often contradictory impacts, which are
burdened with a large degree of uncertainty. Importantly,
from an economic point of view, the euro does not yield
a clear positive or negative economic effect on the
aggregate level. Furthermore, it should be stressed that

Figure CEE1 - Eurobarometer: Euro adoption support in
CEE
%
80 -
70 -
66 %
60 -

50 -

il

399
40 - 439 %
37 %

27 %

30 -

20 -
10 -

1 1 1 1 1 1 1 1 1
2006 2008 2010 2012 2014 2016 2018 2020 2022
= Czech Republic == Hungary == Bulgaria === Poland

Source: KBC Economics based on DG COMM

KBC Economic Perspectives

KBC

neither the benefits nor the costs are so large as to make
the adoption of the euro a paramount decision for the
overall economy.

Ultimately, euro adoption is a political decision. Prime
Minister Petr Fiala has recently stated that his government
will not take any steps to join the euro areq, pointing to
different priorities. However, there are some opposing
views within the codlition, namely from the Mayors and
the Pirates parties, asserting that the Czech Republic
should at least join the Exchange Rates Mechanism I, the
so-called 'waiting room' for the euro. This should pose no
major technical problems for the Czech Republic.

There are nonetheless several unknowns related with the
entrance of ERM II. Croatia’s and Bulgaria's experience
imply a need for the simultaneous entrance of the
Banking Union, which is seen as suboptimal given the
strength of the Czech banking sector and strict regulation
with a solid track record. At the same time, entering the
euro 'waiting room' without a specific target date is also
mostly considered to entail unnecessary risks.

Overall, our view is that the current government is unlikely
to make major steps towards EMU accession, partly due
to consistently low support for the euro among Czechs
(see figure CEE1 and CEE2). Next parliamentary elections
are held in late 2025, implying that euro adoption is,
if made priority by the next government, technically
possible at the earliest in 2029 but more realistically
through the 2030s.

Figure CEE2 - Eurobarometer: Euro adoption support in
CEE
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Bulgaria on the track for euro adoption

The euro adoption process is at a more advances stage
in Bulgaria. The Lev has been pegged to the euro since
its introduction back in 1999. Under the currency board
regime, the economy has seen a significant euroisation.
Bulgaria achieved considerable success when it became
a member of the banking union and entered the ERM Il
mechanism in 2020, signaling a firm intention to adopt
the euro. As for now, the country meets most of the
admission criteria: budget deficit, public debt, exchange
rate stability, long-term interest rate and legislative
compatibility. On the other hand, headline inflation
currently remains the major obstacle to fulfill Maastricht
criteria.

The good news is that inflation in Bulgaria is decelerating
. It is however still unlikely that inflation will meet the
Maastricht limit by mid-2024. Therefore, the government
prefers a convergence report to be drawn up based
on the autumn inflation figure, when it is expected to
approach the required annual average rate. If this
is the case, the European Commission could make a
recommendation for a specific admission date, which
is usually around six months after the report. Anyway,
since there are still too many political unknowns and
large uncertainty in this equation, it is difficult to predict
the specific date of Bulgaria's admission. Given the
government's determination to fulfill this commitment, the
earliest possible opportunity is seen soon after January
1, 2025.

Hungary and Poland: no current ambition to join
the euro area

Meanwhile in Hungary, domestic discussion about
euro adoption remains silent. It is worth noting that the
adoption of the euro has been a topic of discussion
since the country's accession to the EU in 2004, yet the
government has not pursued the goal actively. As of 2024,
there is no target date, and the forint is not part of the
ERM II. According to the finance minister, Mihaly Varga,
Hungary should adopt the euro only when the economy
is well prepared, i.e., Hungary reaches about 90% of the
EU's average level in terms of economic development
(currently standing at some 77% of EU average).

On a similar note, central bank governor, Gyorgy Matolcsy,

reiterated Hungary should not consider adopting the
euro before 2030, as joining the single currency zone
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before its economy is duly prepared would backfire. This
stands with a sharp contrast with the formidable support
of the euro among Hungarian population. According to
the latest Eurobarometer survey, 66% of Hungarians are
in favour of euro adoption, up from below 50% a decade
ago.

Finally, Poland also committed to joining the euro as part
of its EU accession, but progress has stalled over the
last decade. After the previous right-wing government
engaged in years of political friction with Brussels on
major rule-of-law issues, the new Prime minister Tusk
campaigned on the need for Poland to get closer to
Europe. However, joining the EMU was not part of his
platform. Importantly, not all parties of his coalition agree
on this crucial issue. Furthermore, the current government
would need to change the constitution that requires a
two-thirds parliamentary majority which the coalition
does not have. Last but not least, a significant majority of
Poles still oppose to give up the zloty. The EMU accession
thus seems to be the long-term goal at best for Poland.
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Outlook main economies in the world KBc

Real GDP growth (period average, Inflation (period average, in %)
based on quarterly figures, in %)
2023 2024 2025 2023 2024 2025
Euro area Euro area 05 05 13 5.4 21 19
Germany -01 0.1 1.3 61 21 2.3
France 09 0.7 1.2 5.7 19 1.6
ltaly 0.7 0.5 09 59 19 1.6
Spain 2.5 1.8 2.0 3.4 2.7 18
Netherlands 0.0 0.3 1.2 41 2.3 2.0
Belgium 1.5 11 11 2.3 3.6 21
Ireland -1.3 25 4.5 52 2.3 21
Slovakia 1.2 2.2 3.3 1.0 3.5 4.5
Central and Eastern Czech Republic -0.4 14 31 121 23 2.5
Europe Hungary -0.6 2.8 36 170 48 40
Bulgaria 19 2.3 3.0 8.6 4.2 3.0
Poland 0.2 3.0 3.8 109 52 2.8
Romania 2.5 3.2 3.0 9.7 6.5 5.0
Rest of Europe United Kingdom 0.4 0.2 1.0 71 2.7 2.2
Sweden -01 01 2.0 59 3.3 19
Norway (mainland) 1.0 0.6 1.5 57 3.3 2.3
Switzerland 0.8 1.2 1.6 21 1.5 1.2
Emerging markets China 52 4.5 4.2 0.3 07 2.0
India® 6.7 6.0 6.3 5.4 4.7 4.6
South Africa 0.6 1.3 1.6 6.1 5.0 47
Russia Temporarily no forecast due to extreme uncertainty
Turkey 4.0 2.2 2.3 539 51.0 270
Brazil 3.3 1.6 1.8 4.6 3.6 3.8
Other advanced United States 25 25 2.0 41 28 23
economies Japan 19 0.8 1.0 3.3 2.2 1.5
Australia 2.0 1.4 2.2 5.6 3.5 29
New Zealand 0.8 1.0 2.2 57 3.3 2.2
Canada 11 0.4 19 3.6 2.5 21
* fiscal year from April-March 15/2/2024

Policy rates (end of period, in %)

15/2/2024 Q12024 Q2 2024 Q3 2024 Q4 2024

Euro area Euro area (refi rate) 4.50 4.50 4.25 3.75 3.25
Euro area (depo rate) 4.00 4.00 3.75 3.25 275
Central and Eastern Czech Republic 6.25 5.75 475 4.00 3.50
Europe Hungary (BUBOR 3M) 896 8.00 6.80 6.35 6.30
Bulgaria -
Poland 575 575 5.75 575 5.00
Romania 7.00 7.00 6.75 6.75 6.50
Rest of Europe United Kingdom 5.25 5.25 5.25 5.00 4.50
Sweden 4.00 4.00 3.75 3.25 3.00
Norway 4.50 4.50 4.50 4.25 3.75
Switzerland 175 175 1.50 1.25 1.00
Emerging markets China 2.50 2.40 2.40 2.40 2.40
India 6.50 6.50 6.25 6.00 6.00
South Africa 8.25 8.25 8.00 7.50 7.50
Russia Temporarily no forecast due to extreme uncertainty
Turkey 45.00 45.00 45.00 45.00 40.00
Brazil n.25 10.75 975 9.50 9.50
Other advanced United States (mid-target range) 5.38 5.38 513 4.63 413
economies Japan -0.10 0.00 0.00 0.00 0.00
Australia 4.35 4.35 4.35 410 3.85
New Zealand 5.50 5.50 5.50 5.25 5.00
Canada 5.00 5.00 5.00 4.50 4.00




Outlook main economies in the world KBc
10 year government bond yields (end of period, in %)
15/2/2024 Q12024 Q2 2024 Q3 2024 Q4 2024
Euro area Germany 2.32 2.30 2.30 2.30 2.30
France 2.81 2.85 290 295 3.00
Italy 3.83 397 4.08 419 4.30
Spain 3.24 3.29 3.36 3.43 3.50
Netherlands 2.60 2.61 2.64 2.67 270
Belgium 29 295 3.00 3.05 3.0
Ireland 275 276 277 279 2.80
Slovakia 3.48 3.57 3.65 373 3.80
Central and Czech Republic 3.67 390 390 390 390
Eastern Europe Hungary 632 6.05 575 5.55 5.40
Bulgaria® 4.50 4.45 Lbh 4.42 4.40
Poland 5.35 5.20 5.00 4.60 4.30
Romania 6.67 7.00 7.30 7.60 8.00
Rest of Europe United Kingdom 401 395 395 395 395
Sweden 2.42 2.35 2.35 2.35 2.35
Norway 371 3.65 3.65 3.65 3.65
Switzerland 0.87 090 090 090 090
Emerging markets China 2.46 2.45 2.45 2.45 2.40
India 7.09 710 7.05 695 690
South Africa 10.05 9.85 9.80 Q.75 9.70
Russia 12.54 Temporarily no forecast due to extreme uncertainty
Turkey 23.85 25.00 25.00 25.00 22.50
Brazil 10.79 10.65 10.60 10.55 10.50
Other advanced United States 4.21 415 410 4.05 4.00
economies Japan 0.72 0.75 0.75 0.75 1.00
Australia 415 415 410 4.05 4.00
New Zealand 4.82 4.80 4.75 4.70 4.65
Canada 3.52 3.55 3.50 3.45 3.40
*Caution: very illiquid market

Exchange rates (end of period)

15/2/2024 Q12024 Q2 2024 Q3 2024 Q4 2024
USD per EUR 1.08 1.07 1.07 1.08 110
CZK per EUR 25.39 25.20 2490 24.70 24.60
HUF per EUR 388.41 383.00 385.00 387.00 390.00
PLN per EUR 4.34 4.30 4.28 4.25 4.23
BGN per EUR 196 196 196 196 196
RON per EUR 497 5.05 510 515 5.20
GBP per EUR 0.86 0.85 0.85 0.86 0.88
SEK per EUR .25 n.27 .25 11.00 11.00
NOK per EUR .36 .40 .25 11.00 10.90
CHF per EUR 095 095 095 095 095
BRL per USD 497 5.00 5.00 497 493
INR per USD 83.03 8319 83.19 82.81 82.05
ZAR per USD 1898 19.01 19.01 1892 18.75
RUB per USD 92.30 Temporarily no forecast due to extreme uncertainty
TRY per USD 30.74 31.45 33.10 34.39 35.48
RMB per USD 719 7.20 718 713 710
JPY per USD 14996 145.00 138.00 135.00 130.00
USD per AUD 0.65 0.65 0.66 0.67 0.68
USD per NZD 0.61 0.61 0.63 0.64 0.65
CAD per USD 1.35 1.35 1.33 1.31 1.30
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Outlook KBC markets
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Outlook Belgian economy
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