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The EUR/USD exchange rate fluctuated on Monday but ended
the day down. The EU was facing the double whammy of high
inflation and a sharp economic downturn, primarily due to
Russia’s war in Ukraine, forcing the ECB to tighten funding
conditions, even if it worsened the economy. On Tuesday,
weaker-than-expected US inflation data were published,
fuelling expectations that the Fed would increase interest
rates by 50 basis points, which caused a sharp EUR/USD
exchange rate appreciation. The following day, the exchange
rate appreciated slightly, awaiting the ECB meeting. The
exchange rate recorded short-term depreciation because the
Fed ended its regular session with the decision to increase the
interest rate by 50 basis points, which was in line with the
market’s expectations. The EUR/USD exchange rate first
appreciated on Thursday as the ECB raised interest rates by 50
basis points, to depreciate later as weak US retail sales data
(retail sales fell 0.6%) fuelled demand for safe-haven assets. At
the end of the week, the exchange rate depreciated as the
ECB warned “much more to be done” regarding rate hikes to
quell inflationary pressures. Moreover, the New York and
Cleveland Fed Chairs indicated readiness for the central bank
to lower inflation to 2%.
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The EUR/GBP exchange rate appreciated this reporting week.
During most of the week, the exchange rate was limited. It
recorded a more significant change on Thursday after the ECB
and the BoE meetings. British economic data published on
Monday showed that, after September’s monthly decline, GDP
in October achieved slightly higher than expected growth, and
annual industrial production October data were better than

expected. The following day, the announcement that average
weekly earnings excluding bonuses rose at a record high
annual rate (6.1%) in the three months to October, except for
the pandemic period, fuelled expectations that the BoE would
continue to raise interest rates despite the deterioration of
the economic outlook. Previous data caused the sterling to
appreciate slightly. However, the sterling depreciated after
announcing the slowed UK’s November inflation rate in the UK
both monthly and annually. After the ECB and BoE interest
rates increased by 50 basis points each, the exchange rate
recorded a sharp rise to around 0.8720 and remained at
approximately the same level until the end of the week.
Namely, after the BoE interest rate increase of 75 basis points
in November, the decision to increase the rate by 50 basis
points at this week’s meeting was seen by investors as a sign
that interest rates could be at a lower level compared to
expectations, so the British currency depreciated. Economists
expect the UK to be in recession for most of 2023, which may
help cool inflationary pressures. The sterling depreciated due
to still low consumer confidence.
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On Monday, the EUR/JPY exchange rate appreciated
throughout the day due to rising stock prices and the return
on US government bonds. Traders were prudent, awaiting the
meetings of the leading central banks. The next day, the
EUR/JPY exchange rate was stable, to fall in the middle of the
day due to the yen’s appreciation, as the US inflation data rate
was published and due to the expectation that the Fed would
slow down its rate hikes. Tankan research showed that
business confidence among the most significant Japanese
manufacturers worsened in the fourth quarter due to the
rising cost of living and the global economic slowdown, which
depreciated the Japanese currency briefly. On Wednesday, the
EUR/JPY exchange rate depreciated until mid-day as the media
announced that the BoJ might revise its ultra-loose monetary
policy over the next year, i.e. after that central bank’s
governor, Haruhiko Kuroda, ends his term of office. However,
towards the end of the day, the exchange rate appreciated as
the regular ECB meeting was approaching. The EUR/JPY
exchange rate rose the next day as the ECB raised interest
rates. It was also announced that Japan recorded a trade
deficit of 14.8 billion USD in November, as imports reached a
record level. Imports rose 30.3% (economists expected 27.0%)
and were led by oil, coal and gas imports. Exports rose 20%
owing to a strong US demand for cars and mining machinery.
The EUR/JPY exchange rate depreciated on Friday.
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Table 1 - Exchange rates of the o
most important currencies 12.12.20221 16.12.20222 %
R o Change
EUR/USD 1.0540 1.0586 0.44
EUR/GBP 0.85922 0.87159 1.44
EUR/JPY 143.85 144.83 0.68
EUR/AUD 1.55086 1.58257 2.04
EUR/CHF 0.98417 0.98855 0.45
UsD/JPY 136.56 136.60 0.03
GBP/USD 1.2259 1.2148 -0.91
Table 2 - Overview of Central Bank Reference interest Reference Next meeting
the reference interest .
. rate interest rate level
of the leading -
central banks European Central ECB main 2 February
; ; 2.50%
Bank refinancing rate 2023
Federal Reserves Federal Funds 0 1 February
Target Rate 4.50% 2023
Bank of Japan Overnight Call Rate -0.10% 20 December
2022
Bank of England Official Bank Rate 3.50% 2 February
2023
Swiss National Libor Target Rate 1.00% 23 March
Bank e 2023
Bank of Canada Target Overnight 4.25% 25 January
Rate 2 2023
Reserve Bank of o 3 January
Australia Cash Rate Target 3.10% 2023

his reporting week, Fed, ECB, BoE and SNB held regular meetings.

The Fed meeting resulted in the interest rate increase by 50 basis points. Although October and November data indicated slower price
growth, this monetary institution’s chair said additional evidence was needed to ensure that inflation was on a sustainable downward
path. Therefore, the Fed intends to continue raising interest rates. Most Monetary Policy Committee members forecast that the
interest rate will be at 5% or more in the coming year.

At the ECB meeting, the interest rate increased by 50 basis points, and President Lagarde announced to expect more such increases to
achieve the inflation target. Still, it will be decided from meeting to meeting. The portfolio of bonds purchased under the asset purchase
program (APP) will decrease by an average of 15 billion euros monthly from March to the end of the second quarter of 2023, after
which it will adjust the reduction pace.

The BoE also raised interest rates by 50 basis points. The BoE governor believed that inflation had reached its peak, but the risks of
further growth were still present, and according to most Committee members, the increase in interest rates would continue.

The SNB increased the interest rate by 50 basis points to 1.00% and hinted at possible further increases.

Table 3 — ESTR and Euribor .
12.12.20221 16.12.20222 Ch.ange.ln
basis points

ESTR 1.400 1.402 0.20
Euribor 1W 1.416 1.542 12.60
Euribor 1M 1.605 1.748 14.30
Euribor 3M 2.005 2.047 4.20
Euribor 6M 2.466 2.569 10.30
Euribor 12M 2.861 2.993 13.20

1 Opening market value on Monday
2 Closing market value on Friday
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The return on 10-year German government bonds
was stable during the first three days of this
reporting period, expecting the regular ECB meeting.
After the meeting on Thursday, the return on these
bonds recorded a sharp increase as the ECB
increased the interest rate by 50 basis points and the
central bank’s president sent a message that interest
rates would continue to grow in the coming period
to decrease inflation to the target level of 2%. During
Friday, the return on 10-year bonds increased
further due to the previous ECB decision and
announcements concerning new interest rate
increases and stood at 2.14% at the very end of the
period.

US GOVERNMENT BONDS MARKET
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The return on the 10-year US Treasury note rose
slightly on Monday, expecting US inflation data.
However, after publishing data on Tuesday, the
return on these bonds experienced a sharp drop, and
the data pointed to a price growth slowdown.
Namely, the inflation rate in November was 7.1%,
which was lower than October’s 7.7%. In the rest of
the week, the return on these bonds had a slight
downward trend, even though the FED increased the
interest rate by 50 basis points at its regular meeting.
The slight decline in the return was caused by
speculation among market participants that the FED
would not be able to increase interest rates at this
pace for an extended period. On Friday, the US
manufacturing sector data were published and
pointed out that this sector contracted. It resulted in
the declining return on 10-year US bonds, which
stood at 3.48% at the very end of the week.
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On Monday, the gold price trended down due to the
USD appreciation against a basket of currencies. Gold
rose sharply on Tuesday as US inflation data
bolstered expectations that the Fed would raise
interest rates by 50 basis points. The gold price fell
slightly on Wednesday as the Fed Chair said the
central bank was not close to ending its policy of
raising interest rates, which resulted in the dropped
demand for gold. The following day saw a sharp drop
in the gold price as the USD appreciated, and due to
increased interest rate hikes, many central banks
resorted to combat high inflation. At the end of the
week, the gold price rose due to increased demand
for safe assets after publishing disappointing data on
the US manufacturing sector.
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Oil prices increased during the first three days of the
reporting period as the main Keystone Pipeline
remained shut, raising stock concerns. On the other
hand, the outlook for demand from China improved
as it eased its Covid measures. The oil price also
increased due to favourable macroeconomic news,
primarily due to lower-than-expected US inflation
and further indications of a faster-than-expected
China opening. The price increase was also
supported by the announcement by the International
Energy Agency that the oil price could rise in 2023, as
sanctions will limit Russian oil exports, and due to
the possibility that oil demand could recover above
the expected level in the following year. On
Thursday, oil price fell daily, as the Keystone Pipeline
was partially open, and traders assessed the
prospects of demand for this energy product after
the Fed’s interest rate increase. Fears of a global
economic slowdown on Friday overshadowed the
news that the Biden administration would begin
buying oil to replenish strategic reserves, which
“pushed” the oil price down.
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Table 4 — Economic indicators (12 — 16 December 2022)

Country

Expected

value

Current

value

Previous

value

Euro area

Consumer price index (CPI)

It estimates the cost of living changes by
measuring changes in the price level of market
basket of consumer goods and services
purchased by an average household.
Therefore, it is the key inflation measure.

S&P Global Eurozone Composite PMI

PMI  surveys tracks opinion among
procurement managers at manufacturing,
construction and/or services firms. The index
was obtained from the results of
questionnaires related to production, orders,
stocks, employment, prices, etc.

November
Final data
MoM %
YoY%

December
Preliminary data

-0.1%
10.0%

47.9

-0.1%
10.1%

48.8

-0.1%
10.0%

47.8

Germany

ZEW Survey Expectations

This survey measures expectations regarding
the economic growth for the next 6 months.
Experts are surveyed on whether they expect
an improvement or deterioration, thus the
difference between the number of positive
and negative responses represents the
indicator value.

ZEW Survey Current Situation

This indicator focuses on the results of the
research on the current soundness of the
German economy. It is obtained by collecting
estimates of experts on whether the current
situation is improving, worsening or remaining
unchanged, as the difference between the
number of positive and the number of
negative responses. The higher value points to
strengthening of the economy and a better
business climate.

December

December

-26.4

-57.0

-23.3

-61.4

-36.7

-64.5

USA

Consumer price index (CPI)

Estimates changes in the cost of living by
measuring changes in the prices of certain
items for which the consumers allocates their
money.

November
MoM %
YoY%

0.3%
7.3%

0.1%
7.1%

0.4%
7.7%

Great Britain

Gross domestic product (GDP)

It measures the value of products and services
produced inside the country. GDP is the most
comprehensive measure of economic output
and provides a key insight into the main
drivers of an economy.

Industrial output

It measures the output of the energy sector,
factories and mines. This indicator s
significant in the short term as it shows the UK
industrial  activity’s  strength.  Growing
industrial output points to increased
production and economic expansion, which is
“healthy” for the sterling.

Consumer price index (CPI)

This indicator estimates the changes in the
cost of living, measuring changes in the price
level of the basket of consumer goods and
services purchased by an average household.

October
MoM %

October
MoM %
YoY%

November
MoM %
YoY%

0.4%

0.0%
-2.5%

0.6%
10.9%

0.5%

0.0%
-2.4%

0.4%
10.7%

-0.6%

0.2%
-3.1%

2.0%
11.1%

Source: Bloomberg
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