Financial and Banking Operations Department
- International Reserves Management Division -

International Financial
Market Report
24 - 28 September 2018

Podgorica, 3 October 2018

FX NEWS
EUR/USD

Source: Bloomberg LP

The EUR/USD exchange rate had an uneven
development from Monday to Wednesday. The trade
relations between the US and China, the expectation of
the Fed meeting, the ECB President statement on the
improving inflation in the euro area, as well as the
mixed US economic data, all led to the above
mentioned exchange rate fluctuation. However,
following the Fed`s decision to increase the interest
rate by 25 basis points at the meeting held on
Wednesday and in accordance with all expectations, the
dollar rose sharply against the European currency, while
the exchange rate fell. The Fed President pointed to
another increase in the interest rate this year, but also
to increases in the next one. The fall of the EUR/USD
exchange rate was up to the end of the reporting week,
further incited by weakening of the euro as a result of
the situation in Italy. Specifically, although the Italian
daily newspaper Corriere della Sera announced that a
meeting of the Italian Government concerning the
establishing of the budget limits was postponed, the
meeting was held on Thursday, and the budget deficit
target of 2.4% of GDP in 2019 was set. However,
following this decision, concern over its potentially
negative impact on the credit rating and Italy's political
position in the euro area increased, which together with
the weaker than expected data on the core inflation
rate of the euro area caused a weakening of the euro
against the dollar, which was for the first time in the
last two weeks, below 1.16 dollar at the end of the
week.

EUR/GBP

The EUR/GBP exchange rate had a downward trend in
this reporting week, despite the fact that there were no
significant improvements in the Brexit negotiations.
After the opposition Labour Party announced that, in
the event the Parliament rejects the Brexit agreement,
they would request a vote, Prime Minister May
excluded any possibility of holding elections prior to the
scheduled Brexit date (March 2019), since it is not in
the best UK interest. The fact that caused the exchange
rate fall to a greater extent, was a weakening of the
euro against the sterling. Specifically, the expectations
of negotiations in Italy regarding the determination of
the budget deficit limit for 2019 largely affected the
weakening of the euro. Although the deal was finally
reached, the market was still concerned over the Italian
debt. The exchange rate slightly recovered end-Friday,
as the uncertainty over Brexit came to the forefront
again.

EUR/JPY

Source: Bloomberg LP

The EUR/JPY exchange rate recorded a slight drop in
this reporting week. Although tensions increased
between the US and China (it was announced on
Monday that China had cancelled the planned trade
negotiations with the US), the exchange rate had largely
a growing trend in the first half of the week. Namely,
the increase in the price of shares in Japan, and the
publication of the Minutes from the latest Bank of
Japan session, which showed that several members of
the Board of the Bank pointed to the need to seriously
consider the potential danger of ultra-expansive
monetary policy, led to weakening of the yen. However,
after the price of shares on the Japanese stock
exchanges started falling, the demand for yen rose, so
despite this evident fluctuation, the exchange rate fell
in the second half of the week. The drop was also
caused by uncertainty over US and Japan trade
negotiations.

Source: Bloomberg LP
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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

24 September 2018
EUR/USD
EUR/GBP
EUR/JPY
EUR/AUD
EUR/CHF
USD/JPY
GBP/USD

1

28 September 2018

1.1749
0.89815
132.29
1.61125
1.12612
112.59
1.3072

1.1604
0.89037
131.93
1.60689
1.13980
113.70
1.3031

Central Bank

Reference interest
rate

Reference
interest rate
level

European Central
Bank
Federal Reserves

ECB Main
Refinancing Rate
Federal Funds
Target Rate
Overnight Call
Rate
Official Bank Rate

Bank of Japan
Bank of England
Swiss National
Bank
Bank of Canada
Reserve Bank of
Australia

Libor Target Rate
Target Overnight
Rate
Cash Rate Target

2

%
Change
-1.23
-0.87
-0.27
-0.27
1.21
0.99
-1.23

Next
meeting
25 October
2018
8 November
2018
31 October
2018
1 November
2018
13 December
2018
24 October
2018
2 October
2018

0.00%
2.25%
-0.10%
0.75%
-0.75%
1.50%
1.50%

During this reporting week, the Fed increased the interest rate by 25 basis points, pointing to another
increase in interest rates this year.
Table 3 - Eonia and
Euribor

24 Sep 2018.
Eonia
Euribor 1W
Euribor 1M
Euribor 3M
Euribor 6M
Euribor 12M

1
2

-0.367
-0.376
-0.372
-0.319
-0.267
-0.167

3

28 Sep 2018.
-0.351
-0.378
-0.371
-0.318
-0.268
-0.159

4

Change in
basis points
1.60
-0.20
0.10
0.10
-0.10
0.80

Opening market value on Monday
Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS
MARKET

US GOVERNMENT BONDS MARKET
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The yields on European government bonds rose
slightly at the very start of the week as the ECB
President Mario Draghi said he saw an
improvement in terms of inflation, which was in
favour of the announcements that the central bank
would raise interest rates at the end of next year
(the increase would most probably be in Q4-2019).
The yields on German long-term government bonds
did not register major changes for the next two
days, and averaged about 0.53%. The yields on
these bonds fell shortly on Thursday, but recovered
during the day. As for the yields on Italian longterm government bonds, they fell on the same day,
as the newspapers reported that the Five Star
Movement and the League advocate for extra
spending, as well as the possibility that the budget
planning announced for that day would be
postponed. The auction of Italian 5-year and 10year government bonds remained "resilient" to
these news. The yields on Italian 10-year bonds rose
on Friday (from 2.85% to 3.35%), as the Italian
government succeeded in placing the budget
proposal at a level of 2.4% (from 2019 to 2021)
after long and tense negotiations. The Minister of
Finance, Tria, was initially willing to agree to the
deficit of 1.6% of GDP, during the negotiations the
limitation changed to 1.9% of GDP, and the
agreement finally reached the level of 2.4% of GDP
(market expectations were around 2% of GDP). The
new budget deficit target is within the limits
proposed by the EU (3%). The yields on German 10year bonds fell around 6 basis points on Friday, but
this difference was reduced to 3 basis points at the
end of the day.

The yields on US government bonds recorded a
growth in the first two days of this reporting week
following the upward trend in European
government bond yields. A decline in yields on US
bonds began on Wednesday. Although the FED
increased the interest rate in that period, a
comment by the FED President that he would not
expect an increase in inflation in the next year (the
inflation rate forecast was reduced by 0.1% to the
level of 2% for the next year) cut the yields on US
bonds. Over the past two days, yields on US 10-year
bonds ranged between 3.03% and 3.06%.
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The gold price was stable during the first three
days of this week, hitting a sharp fall on
Thursday. The downfall came as the Fed
increased the interest rate by 25 basis points,
and the dollar rose against most currencies.
The price of gold recovered slightly on Friday.

The price of oil recorded growth in this
reporting week. At the very beginning of the
week, OPEC's decision not to increase
production output affected the price of oil to
rise. The growth continued the next day as it
was expected that the oil supply at the
international level would be reduced. The
United States imposed sanctions on Iran oil
exports from 4 September, and in addition to
that, Washington is pressuring governments
and companies around the world to reduce the
purchase of this fuel. There were no major
changes in the price of oil in mid-week,
fluctuating around 82.36 dollar per barrel. The
price of this energy generating product rose
again on the last day of the week, following the
US Secretary of Energy Rick Perry's
announcement that the government was not
planning to exclude the possibility of putting
emergency oil reserves in place to prevent the
rise in oil prices when the United States
imposed sanctions against Iran, whose
implementation was announced for early
November.
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Table 4 - Economic indicators in the period 24 - 28 September 2018
Country

USA

Great
Britain

France

Japan

Expected
value

Current
value

Previous
value

August
MoM%

0.5%

3.5%

-1.7%

22 September
K=1.000

210 K

214 K

201 K

August
MoM%
(YoY%)

0.4%
1.3%

0.4%
1.2%

0.4%
1.3%

August
MoM%

-0.2%

-0.2%

0.5%

August
MoM%
(YoY%)

1.4%
1.5%

0.7%
0.6%

-0.1%
2.2%

Indicator

Period

New Home Sales
The indicator shows the sale of
newly built properties in the
United States.
Initial Jobless Claims
Measures the number of people
receiving
unemployment
allowances.
Gross domestic product (GDP)
Measures the value of products
and services produced within
the country. GDP is the most
comprehensive measure of
economic output and provides a
key insight into the main drivers
of an economy.
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
an average household.
Industrial production
Measures the production output
of the sectors for energy,
factories and mines. Growing
industrial output points to
increased
production
and
economic expansion.

Source: Bloomberg
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