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At the beginning of the last week the EUR/USD
exchange rate recorded a slight growth, having
afterwards a downward trend. Euro weakened
as a result of weaker than expected data from
the euro area (the composite index of euro area
production fell to an 18-month low) and
because of the low probability that the ECB
would amend anything at the next session in
June due to developments in Italy. Concerns
over slowdown in economic growth in Europe
and political risks in Italy affected the negative
closing of the euro against the dollar this week,
the sixth week in a row, being the longest
continuous fall since January 2015.
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The British currency weakened against the euro
during the reporting week. The uncertainty
regarding the Brexit negotiations continues to

have an impact on the pound. The increase in
the exchange rate was further influenced by the
publication of inflation data. Inflation slowed
from 2.5% to 2.4% in April, with core inflation
(excluding oil price development) falling to a 13-
month low of 2.1%, which diminishes the
possibility that the Bank of England will increase
the interest rate.
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Similar to the US dollar, the euro weakened
against the yen in the second half of last week
in particular, as investors, looking for safe
assets, turned to the Japanese currency. There
is a number of reasons for the EUR/JPY
exchange rate decrease, among which are: the
US-North Korea relations, trade tensions
between the US and China, political situation in
Italy and the concerns over the economic
growth of the euro area. The demand for yen
increased at the end of the week as the US
president cancelled a meeting with North Korea
scheduled for June.
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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

%
14 May 2018* 18 May 20182 Change
EUR/USD 1.1943 1.1772 -1.43
EUR/GBP 0.88184 0.87391 -0.90
EUR/JPY 130.63 130.39 -0.18
EUR/AUD 1.58318 1.56725 -1.01
EUR/CHF 1.19482 1.17404 -1.74
USD/JPY 109.39 110.78 1.27
GBP/USD 1.3542 1.3469 -0.54
Central Bank Reference interest Reference Next
rate interest rate meeting
level
European Central E(?B main ) 0.00% 14 June 2018
Bank refinancing rate
Federal Reserves | “Federal Fu'r]ds 1.75% 13 June 2018
Target Rate
Bank of Japan Ove”rnlght Call -0.10% 15 June 2018
Rate
Bank of England Offlfla| Bank 0.50% 21 June 2018
Rate
Swiss National leo”r Target -0.75% 21 June 2018
Bank Rate
Bank of Canada R;igg’et Overnight 1.95% 30 May 2018
Reservg Bank of Cash Rate Target 1.50% 5 June 2018
Australia
Change in
14.04.2018.1 18.05.2018.2 basis points
Eonia -0.361 -0.371 -1.00
Euribor 1W -0.381 -0.381 0.00
Euribor 1M -0.371 -0.371 0.00
Euribor 3M -0.327 -0.326 0.10
Euribor 6M -0.272 -0.271 0.10
Euribor 12M -0.189 -0.189 0.00

'Opening market value on Monday

“Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS
MARKET
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The yields on German 10-year government
bonds were relatively balanced in the first two
days, ranging around 0.562%. Over the week,
these yields had a declining trend that
continued until the end of the week. The
decline in yields was a result of the release of
weaker than expected May data on PMI indices
from the euro area (the value of the composite
PMI index of the euro area fell from 55.1 to
54.1; the PMI production index dropped from
56.2 to 55.5; the PMI index concerning the
service sector fell from 54.7 to 53.9).
Subsequently, the data on the production
sector of France, which was not in line with the
forecasts, was published (the production index
was 53.7 while expected to be 55.1). On the
last day, the unstable political situation in Italy
was the reason for the increase in demand for
German funds (yields on 10-year German
bonds fell from 0.478% to 0.406%). Yields on
Italian bonds increased for the same reason
(yields on 10-year Italian bonds rose from
2.39% to 2.45% while yields on 2-year Italian
bonds rose from 0.27% to 0.46%).
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The yields on 10-year US bonds did not record
major changes for the first two days of the
reporting week, ranging around 3.06%. The
yields recorded a decline afterwards. Namely,
the minutes from the latest Fed meeting were
released during this period, which showed that
the central bank leaders will increase the
interest rate at the June session, but they did
not send a clear message whether it will be
done once or twice this year. Most members of
the Fed think that inflation will go a bit over
2%, but only in the short term, and will not
significantly increase beyond this level. The US
President's message, sent to North Korea, that
he will not attend the summit in June, further
reduced the yields on US long-term bonds (the
North Korea nuclear programme is on the
summit agenda). At the very end of the week,
demand for safe bonds was boosted by market
turmoil that was caused by an unstable
political situation in Spain and Italy. The yields
on 10-year US bonds stood at 2.9313% on
Friday.
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Throughout the reporting period, gold prices
had a growth trend that was more significant
on Thursday and Friday. Namely, the minutes
from the latest Fed meeting showed that the
officials of this central bank will not increase
interest rates at a faster pace, which
immediately affected the increased demand
for this precious metal. Also, the rise in gold
prices was affected by Donald Trump's decision
to cancel a meeting with North Korea's
president next month, prompting the demand
for safe funds.
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In the first days of the reporting period, oil
prices rose as new sanctions imposed by the
United States on Venezuela increased concern
that global supplies could be reduced while
analysts predict US stocks would fall for the
third week in a row. The price of this energy
generating product slightly weakened during
the week as a result of the news that OPEC and
its allies could ease restrictions on production
output. The price of oil is currently at the
highest level since 2014, as geopolitical
tensions - US sanctions against Iran and the
decline in production in Venezuela - increased
concerns over global supply.
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Table 4 - Economic indicators (21 - 25 May 2018)

Country

Indicator

Period

Expected

Current Previous

Euro area

Markit Eurozone Composite PMI
PMI survey tracks opinion among
purchasing managers at
manufacturing, construction
and/or services firms. The index
is calculated from the survey
results on production, orders,
inventories, employment, prices,
etc.

May
(preliminary
data)

value value value

55.1 54.1 55.1

Great
Britain

Consumer price index (CPI)
Estimates the changes in the cost
of living, by measuring changes in
the price level of market basket
of consumer goods and services
purchased by households.

April
MoM%
YoY%

0.5% 0.4% 0.1%
2.5% 2.4% 2.5%

Germany

Gross domestic product seasonal
adjustments (GDP s.a.)

One of the basic macroeconomic
indicators, representing the
market value of products and
services produced within the
country. Four components are
used to calculate GDP:
consumption, investments,
government expenditure and net
exports.

Quarter |

Q0Q%
YoY%

0.3% 0.3% 0.3%
2.3% 2.3% 2.3%

USA

Durable Goods Orders

This is an indicator of consumer
safety that reflects their
expectations and the ability to
spend money. Its positive growth
reflects the condition of the
economy, it also helps to
strengthen the currency. Its fall
leads to the opposite result. The
DGO index is a very good
indicator for the future. Many
manufacturers plan their
production on the basis of
available orders, the decline in
the DGO precedes the decline in
production and vice versa.

April
(preliminary
data)

-1.3% -1.7% 2.7%

Source: Bloomberg
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