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Early this week, the EUR/USD exchange rate
fluctuated during the day but tended to depreciate.
The Demand for the USD increased due to rising
energy prices and growing expectations that the Fed
would begin withdrawing incentives from the
economy despite disappointing US labour market
data. On Tuesday, the exchange rate depreciated, as
weaker-than-expected ZEW Institute data on
Economic Confidence and statements by ECB
member Villeroy that the ECB should retain some
flexibility of the PEPP even after returning to more
conventional policies caused the euro’s depreciation.
The next day, the EUR/USD appreciated after
announcing that consumer prices in the US rose
slightly in September (recording 0.4% monthly
growth). At the end of the week, the exchange rate
fluctuated as investors focused on when the Fed
could start raising interest rates, and after publishing
mixed US economic data (retail was better than
expected, and consumer confidence and production
conditions were weaker).
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The EUR/GBP exchange rate depreciated this
reporting week. Although it appreciated at the
beginning of the week, it soon started to depreciate,
as expectations concerning the interest rate increase

supported the sterling. Namely, the markets expect
that the Bank of England will be the first among the
leading central banks to make this decision by the
end of the year. BoE officials also expressed concern
this week about growing inflation, saying the British
should prepare for an earlier interest rate hike.
Inflation in the UK is currently at 3%, and its further
growth is expected due to rising energy prices. In
addition to these expectations, this week’s exchange
rate depreciation was partly caused by strong data
from the British labour market and weaker than
expected data from the German ZEW Institute. At
the very end of the week, sterling further
appreciated after the comments of the BoE Governor
that the BoE will have to react to stop price
pressures, so there were speculations that the
interest rate could increase next month.
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On Monday, the EUR/JPY exchange rate was
growing due to doubled expectations that the US
would raise interest rates and Japan would be among
the last central banks to do so. The EUR/IPY
exchange rate appreciation continued for the rest of
the week. Namely, the previous growth in the return
on US government bonds and rising commodity
prices, especially oil, caused a declining demand for
the Japanese currency. The euro appreciated against
the yen also amid expectations that the Bank of
Japan would continue with the current monetary
policy. A member of the BoJ board, Noguchi, said the
central bank might have to step up incentives if
increased demand did not improve the country’s
labour market as expected. At the press conference,
Noguchi said the central bank might also have no
choice but to extend its pandemic lending
programmes after March unless Japan’s economic
activity returned fully to pre-pandemic levels. At the
end of the week, the investor’s risk appetite
increased, causing the yen to depreciate.
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Table 1 - Exchange rates %
of the most important 11.10.2021" 15.10.2021° Change
currencies EUR/USD 1.1569 1.1601 0.28
EUR/GBP 0.84979 0.84363 -0.72
EUR/JPY 129.86 132.52 2.05
EUR/AUD 1.58293 1.56264 -1.28
EUR/CHF 1.07316 1.07079 -0.22
USD/JPY 112.24 114.22 1.76
GBP/USD 1.3615 1.3751 1.00
Table 2 - Overview of Central Bank | Reference interest Reference Next
the reference interest rate interest rate meeting
of the leading level
central banks European Central ECB Main 0.00% 28 October
Bank Refinancing Rate et 2021
Federal Reserves Federal Funds 0.25% 3 November
Target Rate e 2021
Bank of Japan Overnight Call -0.10% 28 October
Rate 2021
Bank of England Official Bank Rate 0.10% 4 November
2021
Swiss National Libor Target Rate 0.75% 16 December
Bank 2021
Bank of Canada Target Overnight 0.25% 27 October
Rate 2021
Reserve Bank of Cash Rate Target 0.10% 2 November
Australia 0 2021
Table 3 - Eonia and Change in
Euribor 11.10.2021° 15.10.2021* basis points
Eonia -0.483 -0.487 -0.40
Euribor 1IW -0.568 -0.567 0.10
Euribor 1M -0.561 -0.564 -0.30
Euribor 3M -0.548 -0.548 0.00
Euribor 6M -0.518 -0.528 -1.00
Euribor 12M -0.482 -0.483 -0.10

! Opening market value on Monday
2 Closing market value on Friday
s Opening market value on Monday
¢ Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS MARKET
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The return on 10-year German government
bonds was stable on Monday. The next day, it
increased slightly after increased expectations
that the ECB would increase the interest rate by
the end of 2022. The falling trend of the returns
on these bonds began in the next two days and
lasted until Friday. The decline in the returns
was due to lower-than-expected data from the
ZEW Institute on economic confidence in the
euro area and due to some ECB members’
statement that the central bank should maintain
the PEPP programme’s flexibility even after its
termination. The return on 10-year German
bonds was relatively stable during the last day
and hovered around -0.16%.
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On Monday, the US bond market was closed
due to the holidays. The return on 10-year US
bonds trended down during the rest of the
week as the demand for safe funds increased. In
addition, the return also declined after the news
that China’s economy was slowing down and
caused concerns about global economic growth.
Only the return on 10-year American bonds
increased during the last day due to the
inflation expectations growth. At the end of the
period, the return on these bonds stood at
1.57%.

Weekly Report 11 - 15 October 2021 |4



96 Actions + 97 Edit ~
EIR 10//15/202 1= 19:00 [§ 22:50 Jist Trd/Lst flocal CCY [
D IV 5 Max Tikw + Compare 5 Data

Source: Bloomberg LP

During this reporting week, the gold price rose
by some 10 USD/oz. The USD appreciation
limited the rising price trend in the first half of
the week. After the USD depreciated on
Wednesday, this precious metal’'s price
increased significantly. Growing concerns about
inflation caused investors to reduce their risk
appetite and boost demand for precious metals,
being the main reason for prices rising during
this reporting week. The price also increased
due to an IMF report that reduced the global
economy’s outlook. The IMF expects global
economic growth to be 5.9% this year (previous
forecast 6%), and it projected growth in the USA
this year to reduce from 7% to 6%. However,
the gold price fell on Friday as the USD
fluctuated, the returns on US government
bonds rose, and investors assessed the outlook
regarding incentive measures.
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The oil price also rose this week. In the first half
of the week, the prices fluctuated as investors
considered how the global energy crisis would
affect demand over the coming winter.
However, the price fell on Wednesday after
OPEC lowered its forecasts for oil demand for
the rest of the year in its monthly report. Still,
the price recovered in the second part of the
day as the USD depreciation caused the oil
demand to increase. In the last two days of this
reporting week, the oil price grew despite the
American Petroleum Institute and the American
Energy Agency’s data showing that oil stocks
increased the previous week. Namely, a leading
oil producer, Saudi Arabia, rejected OPEC calls
for additional supplies, stating that the steps
taken so far were sufficient and protect the oil
market from sudden jumps in the natural gas
and coal markets. The price also rose due to
growing indications of increased demand and
declining stocks in the coming months, precisely
due to the high price of gas and coal, causing a
shift to oil and oil derivatives.
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Table 4 - Economic indicators (11 — 15 October 2021)

Expected Current Previous
value value value

Country Indicator

Industrial output
It measures the changes in the output August
Euroarea | volume of the production, service and MoM% -1.7% -1.6% 1.5%
mining sectors.
Industrial output
It measures the changes in the output August
volume of the production, service and MoM% 0.2% 0.8% 1.2%
mining sectors. (YoY%) (3.3%) (3.7%) (3.8%)
PMI Manufacturing
Great -
Bt PMI surveys tracks opinion among August
managers at manufacturing, MoM% 0.0% 0.5% 0.0%
construction and/or services firms. The (YoY%) (4.1%) (4.1%) (6.0%)
index is calculated from the survey
results on  production, orders,
inventories, employment, prices, etc.
Number of applications for receiving
unemployment allowances (Initial
Jobless Claims)
It measures the number of people 9 October
receiving unemployment allowances. K=1,000 320K 293K 326 K
Similar to the applicant, the growing
number of jobs is accompanied by an
economic  expansion that could
influence inflationary pressures.
USA Consumer price index (CPI) September
It estimates the cost of living changes MoM% 0.3% 0.4% 0.3%
by measuring changes in the price level (YoY%) (5.3%) -5.4% (5.3%)
of market basket of consumer goods
and services purchased by an average
household. Therefore, it is the key
inflation measure in the euro area.
Retail Sales September
It measures changes in retail trade in MoM% -0.2% 0.7% 0.7%
Italy.
Producer Price Index (PPI)
This indicator measures the change in | September
Japan the price paid by domestic producers. MoM% 5.8% 6.3% 5.5%
The indicator rise is an early inflation (YoY%) (0.2%) (0.3%) (0.0%)
indicator.

Source: Bloomberg
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