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The EUR/USD exchange rate rose at the
beginning of the week as the dollar weakened
due to fears of an escalation of trade relations
between the US and China, and the expectation
that the US government would issue a
statement on the introduction of new tariffs. On
the other hand, the euro strengthened as a
result of release of euro area inflation data that
were in line with expectations, as well as the
optimism that the Italian budget would remain
within  the EU limits. President Trump
announced on Monday the introduction of new
10% tariffs that will be imposed on 200 billion
dollar in Chinese imports. This decision comes
into effect on 24 September, and the rate will
increase to as much as 25% from 2019. He
added he would also impose tariffs on 267
billion dollar imports if China strikes back.
Ministry of Finance of China issued a statement
on the Trump decision, announcing that it will
introduce 60 billion dollar counter tariffs on US
commodities, which will enter into force on the
same day when the new tariffs announced by
the US on Chinese imports will apply. Tariffs will
refer to commodities including meat, wheat,
and textiles. After that, the exchange rate was
stable and did not have any significant
fluctuations (varying around 1.1684). The
EUR/USD exchange rate rose on Thursday as
markets prepared for the Fed meeting, but it
was already in a slight decline the next day.
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The EUR/GBP exchange rate was stable all
week, recording a significant growth on the last
day only. The British Prime Minister announced
that day she faced the rejection of her proposals
concerning Brexit at a meeting with
representatives of the EU, held in Salzburg. She
considered this to be unacceptable, especially
when the other side did not come up with
alternative proposals, stating that the EU must
treat the UK with respect. She also added that
both sides are still distant from each other,
currently being in a stalemate. The difficulties
encountered in the Brexit negotiations
continued to diminish the value of the sterling.
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EUR/JPY exchange rate rose this week. The
rising trend was a result of weakening of the
yen as China announced it should work together
with the United States to tackle global trade
tensions. At the end of the week, Japan's
production figures that lowered the value of yen
were weaker than expected. However, at the
very end of the week, the rising trend of the
EUR/JPY exchange rate was interrupted as China
cancelled negotiations with the US.
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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

%
17 September 2018 | 21 September 2018° Change
EUR/USD 1.1625 1.1749 1.07
EUR/GBP 0.88946 0.89815 0.98
EUR/JPY 130.29 132.29 1.54
EUR/AUD 1.62518 1.61125 -0.86
EUR/CHF 1.12543 1.12612 0.06
USD/JPY 112.06 112.59 0.47
GBP/USD 1.3068 1.3072 0.03
Central Bank Reference interest Reference Next
rate interest rate meeting
level
European Central | ECB Main 0.00% 25 October
Bank Refinancing Rate i 2018
Federal Reserves | Federal Funds 26
Target Rate 2.00% September
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% 02.10.2018.

Australia

The Swiss National Bank and the Bank of Japan held regular meetings this week, and interest rates were

not changed.

Table 3 - Eonia and
Euribor

Change in
17.09.2018." 21.09.2018.2 basis points
Eonia -0.366 -0.367 -0.10
Euribor 1W -0.376 -0.376 0.00
Euribor 1M -0.371 -0.372 -0.10
Euribor 3M -0.319 -0.319 0.00
Euribor 6M -0.269 -0.267 0.20
Euribor 12M -0.168 -0.167 0.10

'Opening market value on Monday

“Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS
MARKET
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Yields on German 10-year government bonds
rose by 2 basis points from 0.44% (early week,
and at the same time a minimum value) to
0.46% (end-week), while the maximum value
of these yields reached 0.505%. There were no
significant developments in this market during
the week, except for the fact that preliminary
data published on Friday showed that the euro
area production index in September was lower
than predicted. As for the Italian government
bonds, yields were rather volatile, as details on
the country's budget for 2019 are still
expected. The yields on 10-year Italian
government bonds fell by about 13 basis points
at a weekly level. At the very beginning of the
week, these yields fell by 20 basis points, from
2.958% (opening market value on Monday), to
2.75% (Tuesday), to recover by the end of the
week to a level of 2.827%.
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The yields on US 10-year government bonds
rose by around 7 basis points in this reporting
period, from 2.99% to 3.063%. It was
announced at the beginning of the week that
President Trump will introduce new tariffs of
10% to be imposed on 200 billion dollar in
Chinese imports as of 24 September, while the
next year this rate will increase to as much as
25%, although this rate is expected from the
very beginning. However, China soon took a
stance by announcing introduction of tariffs on
the 60 billion dollar of US imports, which will
come into force on 24 September as well.
Nevertheless, the concern over the global
trade war began to decline, therefore investors
turned to risky assets, which led to a rise in
yields on US government bonds. The yields also
grew as a result of growing expectations that
the Fed will increase the interest rate at the
September meeting. At the same time, the
expectations were that the US-Canada Trade
Agreement will be renewed, which, alongside
solid US economic data (better than expected
data on the new construction in August in the
US), continued to support yields on the US
government bonds by the end of the week.
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The weakening of the US dollar and the
concern over the escalation of trade relations
between the US and China at the beginning of
the week prompted a rise in demand for safe
investments, hence a rise in gold prices.
Although the price was volatile on Tuesday, the
rising trend continued until Friday morning, as
the dollar continued to weaken. However, the
price fell to a 1-week minimum on Friday, due
to the recovery of the dollar, but also as a
result of the rise in stock prices on US stock
exchanges.
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Although the oil price rose at the opening of
the market on Monday, it soon fell. However,
the price of this fuel recorded sharp growth on
Tuesday morning, as Saudi Arabia said it is now
acceptable for the price to go over the level of
80 dollars per barrel. Despite the data from the
American Petroleum Institute (API), which
showed that oil stocks in the United States rose
by 1.25 million barrels last week, the price
increase continued until Thursday, as a result
of weakening of the value of the dollar, as well
as the publication of the report of the US
Department of Energy, which was contrary to
the API report. Explicitly, this report showed
that stocks were reduced by 2.1 million barrels.
However, once the US President criticized
OPEC for rising prices for this fuel over Twitter,
the price dropped. Although the price
increased on Friday, due to signs of the US
output declining, the downward trend
continued on the same day, as it was
announced that OPEC could increase its
output.
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Table 4 - Economic indicators in the period 17 - 21 September 2018

Expected Current Previous

Indicator Period
value value value

Housing Starts

Shows a change in the number August
of new real estate built in the US MoM% 5.7% 9.2% 0.9%
USA (the increase in this indicator

indicates to investment growth
and business optimism).

Consumer price index (CPI)
Estimates the changes in the August
cost of living, by measuring MoM% 0.2% 0.2% -0.3%
changes in the price level of
market basket of consumer
goods and services purchased by
an average household, therefore
representing the key inflation
measure in the Euro area.

Euro area

Consumer price index (CPI)
Estimates the changes in the August
cost of living, by measuring MoM% 0.5% 0.7% 0.0%
changes in the price level of (YoY%) (2.4%) (2.7%) (2.5%)
market basket of consumer
goods and services purchased by
households.

UK

PMI Manufacturing
Monthly research on production September
activity and its future outlook. 53.1 52.9 52.5
Japan The higher index that measures
this activity points to a more
optimistic economic outlook.

Source: Bloomberg
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