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At the very beginning this week, the EUR/USD
exchange rate weakened as the demand for the
dollar increased due to the growth of the
concern over the situation in Italy. European
officials criticized Italy for setting a budget
target (the target for the next year is 2.4% of
GDP) and pointed out that such a fiscal target is
a significant deviation from the agreed. From
the middle of the week, and almost to the very
end of the reporting period, the EUR/USD
exchange rate recorded upward trend. The rise
in the exchange rate came as the stock markets
in the United States declined, which led the US
president to criticize the FED for the policy of
raising interest rates. At the very end of the
week, the recovery in stock prices on the US
stock exchanges prompted the EUR/USD
exchange rate to drop slightly.
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The EUR/GBP exchange rate was decreasing
almost to the middle of this reporting period.
The strengthening of the British currency
against the euro was due to the growing
optimism that the UK is close to reaching an
agreement on Brexit (the UK's main negotiator
has said that reaching an agreement is close).
On the other hand, the pressure on the euro
was due to the growing disagreement between
EU officials and the populist government in
Italy. As of Thursday, the downward trend in the
euro has been cut off, so Europe's single
currency has recovered some of its losses from
the sterling as the official EU and UK meetings
are approaching and the uncertainty arises as to
whether an agreement will be reached.
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The EUR/JPY exchange rate fell during this
reporting week. The strengthening of the yen
against the euro resulted in the growth of
demand for safe assets during this reporting
period. The increase in demand for safe assets
came from the intensification of trade relations
between the US and China, as well as the rise in
political uncertainty in the EU.
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Table 1 - Exchange rates
of the most important
currencies

Table 2 - Overview of
the reference interest
rates of the leading
central banks

Table 3 - Eonia and
Euribor

%
8 October 2018* 12 October 2018 Change
EUR/USD 1.1524 1.1560 0.31
EUR/GBP 0.87790 0.87909 0.14
EUR/JPY 131.00 139.69 6.63
EUR/AUD 1.63393 1.62502 -0.55
EUR/CHF 1.14366 1.14745 0.33
USD/JPY 113.720 112.21 -1.33
GBP/USD 1.31200 1.3153 0.25

Central bank Reference interest | Reference Next meeting
rate interest rate level
European Central | ECB Main 0.00% 25 October
Bank Refinancing Rate i 2018
Federal Reserves | Federal Funds 2 250 8 November
Target Rate e 2018
Bank of Japan Overnight Call -0.10% 31 October
Rate 2018
Bank of England | Official Bank Rate 0.75% 1 November
2018
Swiss National Libor Target Rate -0.75% 13 December
Bank 2018
Bank of Canada | Target Overnight 1.50% 24 October
Rate 2018
Reserve Bank of | Cash Rate Target 1.50% 2 October
Australia i 2018
Change in
8 October 2018* 12 October 20182 basis points
Eonia -0.362 -0.368 -0.60
Euribor IW -0.376 -0.376 0.00
Euribor 1M -0.371 -0.369 0.20
Euribor 3M -0.318 -0.318 0.00
Euribor 6M -0.267 -0.267 0.00
Euribor 12M -0.158 -0.157 0.10

! Opening market value on Monday

2 Closing market value on Friday
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In the first half of the week, yields to 10-year
German bonds were sluggish (the average yield
was around 0.54%). During this period, there
was a current disagreement between Italy and
the EU over the budget deficit (the European
Commission considers that the set target is
excessive), which pushed upwards yield to 10-
year Italian bonds. On Thursday, the demand
for safe assets increased as a result of falling
stock prices on stock exchanges (yields to
German government bonds fell from 0.55% to
0.48%). By the end of the week, vyields
recovered as the stock market stabilized. At
the beginning of the week, yields on 10-year
bonds were at the level of 0.57%, and at the
end of the week at 0.50%.
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On Monday, markets were closed in the United
States due to the Columbus Day holidays. For
the next two days, yields on 10-year US bonds
were sluggish (about 3.22% on average). For
the past two days, the yields on the above-
mentioned bonds have been declining as the
stock prices fell on the US stock exchanges, and
President Tramp recognized the Federal
Reserve as the main culprit. Slow inflation in
the US, in September, further affected the
decline in yield. Geopolitical tensions (the
announcement by President Trump to
introduce tariffs to China, as well as the rise in
tensions between the US and Saudi Arabia)
were another reason that demand for safe
assets had increased on the last day. At the
beginning of the week, yields on 10-year US
bonds amounted to 3.23%, and at the end of
the week they were at 3.16%.
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At the beginning of the week, the price of gold
fell, owing to the strengthening of the US dollar
exchange rate. During the week, the price of
gold was stable, with a sharp increase on
Thursday as global stock prices weakened, as
well as the information on inflation in the US,
which were worse than expected (inflation
rose in September 0.1%, while 0.2% growth
was expected). On Friday, the price of this
precious metal fluctuated around 1,220 US
dollars per ounce.
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On the first day of this reporting week, oil
prices slumped slightly in order to rise on
Tuesday due to the shutting down of oil
platforms due to Hurricane Michel (about 40%
of the oil platforms and 28% of gas platforms
were closed in the Gulf of Mexico). In addition
to weather conditions, the Energy Agency
warned that the global market is entering the
"red zone" (stocks from Venezuela and Iran are
decreasing, creating a risky situation for the
world economy). Oil exports from Iran reduced
to 1.1 million barrels in the first week of
October, down from an average of 1.6 million
barrels recorded in September. On Wednesday
and Thursday, the price of oil declined, due to
the spill over of the weakening of stock prices
on the US stock exchanges and the oil market,
as well as the rising trade tensions between
the US and China, which have a negative
impact on the movement of oil prices. At the
same time, a report that showed that the
stocks of this fuel rose more than expected was
published. On Friday, oil prices fluctuated, and
no major changes were recorded.
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Table 4 - Economic indicators in the period 8 — 12 October 2018

Expected Current Previous

Country Indicator Period
value value value

Requirements of unemployed
for receiving social assistance
(Initial Jobless Claims)

It measures the number of 60ctober
people who receive K=1.000 207K 214K 207K
unemployment benefits.

USA

Industrial production
Measures the production output August
of the sector for energy, MoM% 0.8% 1.7% -1.8%
factories and mines. Growing
industrial production points to
increased  production  and
economic expansion.

Italy

Industrial production
Measures the production output August
of the sector for energy, MoM% 0.3% -0.3% -1.1%
factories and mines. Growing
industrial production points to
increased  production  and
economic expansion.

Germany
Consumer price index (CPI)
It estimates changes in the cost September
of living, measuring the changes MoM% 0.4% 0.4% 0.4%
in prices in the basket of
consumer goods and services,
used by the average household.

Source: Bloomberg
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