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FX NEWS
EUR/USD
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The EUR/USD exchange rate had a downward
trend in the reaction to the political crisis in Italy
in the first half of the week, therefore the euro
was at a 6-month low against the dollar. As of
the mid-week, the exchange rate started
recovering after the 5 Star and the Northern
League in Italy managed to form the
Government 89 days after the elections. Also,
better than the expected data on euro area
inflation were in favour of the European
currency. The EUR/USD exchange rate fell
sharply on Friday after positive data from the US
labour market were released (payrolls in May
rose to 223K instead of the expected 190K;
unemployment in May fell from 3.9% to 3.8%).
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The EUR/GBP exchange rate weakened at the
beginning of last week as a result of turbulent
events in Italy, where parties which received the
highest support of citizens failed to form a
government. However, the exchange rate began

to recover in the mid-week owing to the
strengthening of the euro and a more
favourable political situation in both Italy and
Spain. However, the EUR/GBP exchange rate fell
again on Friday as activity in Great Britain
manufacturing sector increased in May (the
index rose from 53.9 to 54.4).
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In the first two days of the reporting week, the
demand for yen increased as the unstable
political situation in Italy shook the euro (the
EUR/JPY exchange rate fell from 127.94 to
124.59). Donald Trump's announcement that he
will introduce a 50 billion dollar Chinese import
fee additionally turned investors towards safe
funds. In the second half of the week, the
EUR/JPY exchange rate recovered as the shaken
markets recovered after a successful auction in
Italy and after the success on reaching the
agreement to form the new government (the
EUR/JPY exchange rate returned to almost the
same level as it had at the very beginning of the
week).
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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

%
28 May 2018* 1June 2018 ? Change
EUR/USD 1.1651 1.1659 0.07
EUR/GBP 0.87552 0.87372 -0.21
EUR/JPY 127.44 127.72 0.22
EUR/AUD 1.54367 1.54031 -0.22
EUR/CHF 1.15380 1.15193 -0.16
USD/JPY 109.41 109.540 0.12
GBP/USD 1.3309 1.3346 0.28
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
A meeting of the Bank of Canada was held this week. The interest rate was not changed.
Change in
28 May 2018.1 1 June 2018.2 basis points
Eonia -0.366 -0.358 0.80
Euribor 1W -0.380 -0.378 0.20
Euribor 1M -0.369 -0.371 -0.20
Euribor 3M -0.323 -0.321 0.20
Euribor 6M -0.271 -0.269 0.20
Euribor 12M -0.188 -0.184 0.40

'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
fell at the beginning of the reporting week and
stood at 0.188% on Tuesday. The yields on
short-term Italian bonds rose at the same time
by 100 basis points to a level that was not
recorded since September 2013 (yield on 2-
year bonds was 1.70%), while yields on 10-year
Italian bonds rose to the highest level in the
past four years (2.91%). Over the weekend, the
Italian President Sergio Mattarella rejected the
proposal of the far-right party League and the
Five Star Movement to appoint Paolo Savona
as the Minister of Finance, thus ending the
right-wing attempts to form a new
government. The Italian president chose Carlo
Cottarelli, the former IMF official, as the new
government's prime minister, who will remain
in office until the elections only. Yields of 10-
year German bonds recovered in the mid-
week, being at the level of 0.386% by the end
of the week. Italy successfully sold 5-year, 7-
year and 10-year bonds at the auction held on
Wednesday, bringing relief to the market due
to an uncertain situation caused by the political
crisis in Italy. Although Cottarelli was
nominated for a prime minister and was ready
to form a government, both President
Mattarella and himself left the room for the
Five Star Movement and the right-wingers of
the League to negotiate and form a coalition
government. The Italian bonds market
recovered slightly by the end of the week, as
investors became calmer because of the
formation of a new government in Italy.

US GOVERNMENT BONDS MARKET
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Markets in the United States were closed on
the first day of the reporting week because of
the Memorial Day. The price of US 10-year
bonds rose the next day, as investors carefully
watched political developments in Italy, the
decline in oil prices, the uncertain US and
North Korean leaders' summit, and the decline
in stock prices. The price of US bonds dropped
in the mid-week, as investor concerns over the
political situation in Italy were reduced,
following the successful auction of 5-year and
10-year bonds in Italy. The prices of US bonds
fell further on the last day of this reporting
week, due to the release of better than
expected May data from the US labour market.
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For most of the reporting period, gold prices
had a slight upward trend due to the unstable
political situation in Italy, as well as somewhat
lower US economic growth rates. Also, the
rescheduling of the summit between the US
and North Korea affected the rise in the price
of this precious metal. The price of gold sharply
declined as the US labour market report on
Friday was better than expected, raising
expectations that the Fed will increase the
interest rate at the June meeting.

+.23 0.00/0.00
Hi 75.53 Lo 74.55 Prev 74.35
99 Compare 98 Actions - 9 Edit - Intraday Price Chart
o5/ 25,2013 [ MRl 06/ 01/ 2012 Lo illoo: 00 o3 20l Trade  [ONVEN
5Y HMax [Tick ¥ «

61 YD 1v 5 & Chart Content o

|
um Mg )f«uf‘ju

JH[ LIS f
‘nn ot ‘“,lh w,l
i i H‘a» o

Source: Bloomberg LP

During the first two days of the previous week,
oil prices lowered slightly as Saudi Arabia and
Russia were considering an increase in oil
production, following a statement by the OPEC
officials and their allies that the global
oversaturation of this raw material was
effectively reduced. However, the price of oil
increased on Wednesday as it is expected that
the exports of this raw material from
Venezuela and Iran will be reduced, which
OPEC sees as regaining the balance in the
market. At the very end of the week, the price
of this energy generating product was
weakening again as production growth in the
United States continued.
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Table 4 - Economic indicators (28 May - 1 June 2018)

Country

Indicator

Expected Current Previous

Period

Euro area

Consumer price

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, therefore
representing the key inflation measure in
the Euro area.

value value value

May
YoY% 1.0% 1.1% 0.7%

Great
Britain

PMI Manufacturing

Monthly research on production activity
and its future outlook. The higher index
that measures this activity points to a
more optimistic economic outlook.

May
53.5 54.4 53.9

USA

Unemployment Rate

It shows the total percentage of those
who are considered unemployed in the
United States. Given that the Fed must
keep unemployment under control, its
high rate puts pressure on interest rates
(in terms of their reduction), as the Fed
will then seek ways to improve the
situation in the labour market.

Initial Jobless Claims

Measures the number of people
receiving unemployment allowances.
Similar to the applicant, the growing
number of jobs is accompanied by an
economic expansion that could influence
inflationary pressures.

Change in nonfarm payrolls

This is a report showing the total number
of newly employed employees at the
monthly level by branches of economy
(health care, finance, mining,
construction, production, wholesale,
retail, transport and storage, IT sector).
This report does not include civil
servants, non-governmental
organizations and the agricultural sector.
It serves as the basis for tailoring
economic policy and forecasting future
economic trends. The most important
data in this report is the monthly change
in the total number of employees. It
represents strong signal of total
economic trends in the country, and
covers 80% of total number of
employees whose income is included in
GDP calculation.

May
3.9% 3.8% 3.9%

26 May
K=1,000 228K 221K 234K

May
K=1,000 190K 218K 168 K

Source: Bloomberg
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