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On the first day of this reporting week, the
EUR/USD exchange rate fluctuated between
1.1392 and 1.1434 (the weekly maximum). The
very next day, the exchange rate depreciated as
the return on US bonds continued to rise,
expecting Fed to raise interest rates at a faster
pace. The exchange rate appreciated on
Wednesday. Inflation in Germany rose by 0.5%
monthly in December, which was in line with
expectations, or 5.3% on an annual basis (the
same as in the previous month). On Thursday,
the EUR/USD exchange depreciated again. It
happened after the ECB President’s comment
that the institution did not have to react as the
Fed did concerning interest rates raising
because the economic situation in the euro area
was different from the USA. On Friday, a weekly
minimum exchange rate of 1.1301 was recorded
after publishing the report that German
producer prices rose by 24.2% vyear-on-year,
significantly above the expected 19.3%. The
EUR/USD exchange recovered and stood at
1.1344 at market closing on Friday by the end of
the day.
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The EUR/GBP exchange rate had a growing
trend at the beginning of this reporting week.
Sterling was under pressure due to the
announcement that consumer confidence in the
UK fell in December due to the Omicron strain
spread. The exchange rate depreciated later in
the week, expecting that the UK’s inflation rate
would hit its peak in the last ten years and force
the BoE to raise interest rates. The BoE
governor expressed concern that inflationary
pressures could last longer than anticipated,
pointing to rising energy costs spilling over into
wages. The data showed that inflation reached
its peak in nearly 30 years in December.
Moreover, Bailey told lawmakers that the BoE
would do everything to ease the pressure on
households. On the last day of this reporting
week, the EUR/GBP exchange rate appreciated.
The Sterling depreciated against the euro,
following the data release, consumer
confidence in the UK fell.
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At the beginning of the reporting week, the
EUR/JPY exchange rate had a growing trend
due to weakening demand for the yen. Machine
orders rose in November in Japan, showing a
sign that the capital consumption appetite was
not waning despite pressure from rising raw
material prices. Later this week, the exchange
rate depreciated due to the growing demand for
safe funds due to the increased geopolitical risks
between Russia and Ukraine.
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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

%
17.01.20221 21.01.20222 Change
EUR/USD 1.1411 1.1344 -0.59
EUR/GBP 0.83456 0.83702 0.29
EUR/JPY 130.35 128.98 -1.05
EUR/AUD 1.58338 1.57900 -0.28
EUR/CHF 1.04330 1.03415 -0.88
usD/JPY 114.19 113.68 -0.45
GBP/USD 1.3675 1.3553 -0.89
Central Bank Reference interest Reference Next meeting

rate interest rate level

European Central ECB main 0.00% 3 February
Bank refinancing rate e 2022

Federal Reserves Federal Funds 0.25% 26 January
Target Rate o2 2022

Bank of Japan Overnight Call o 18 March
Rate 0.10% 2022

Bank of England Official Bank Rate o 3 February
0.25% 2022

Swiss National Libor Target Rate o 24 March
Bank 0.75% 2022

Bank of Canada Target Overnight o 26 January
Rate 0.25% 2022

Reserve Bank of Cash Rate Target 0.10% 1 February
Australia e 2022

During this reporting week, the Bank of Japan held a regular meeting and kept interest rates unchanged.
It will continue to apply a negative rate of 10 basis points to its holdings. It will continue to buy bonds,
targeting returns on 10-year Japanese bonds at 0%. The BoJ increased its growth and inflation forecasts
this year from 2.9% to 3.8% and from 0.9% to 1.1%.

Table 3 - ESTR and
Euribor

Change in
17.01.2022! 21.01.20222 basis points
ESTR -0.578 -0.579 -0.10
Euribor 1W -0.574 -0.559 1.50
Euribor 1M -0.565 -0.552 1.30
Euribor 3M -0.568 -0.568 0.00
Euribor 6M -0.533 -0.522 1.10
Euribor 12M -0.483 -0.462 2.10

1 Opening market value on Monday
2 Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS MARKET
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The return on German 10-year government
bonds fell from around -0.03% to -0.065% in the
reporting period. During the first two days, the
market was growing slightly, so this return
stood at 0.02% on Wednesday at the opening of
the market, for the first time positive since May
2019. The return growth was driven by higher
expectations regarding the ECB and the BoE
monetary policy tightening. However, a
downward trend has prevailed in the market
since that day as ECB officials lowered their
comments on previously mentioned
expectations. The ECB President stated they had
no reason to react sharply like the Fed on raising
rates because the economic situation in the
euro area was different. The return also fell as
demand for safe funds grew due to falling stock
prices, all due to concerns about the monetary
policy tightening speed and increasing
geopolitical tensions.
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US markets were closed on Monday due to the
Martin Luther King holiday. On Tuesday and
Wednesday morning, the return on 10-year US
government bonds grew. It stood at 1.90% due
to increasing speculation that the Fed would
raise interest rates in March due to rising
inflation in the USA. However, the return
started to weaken the same afternoon, and this
trend continued until the end of the reporting
week. The stock prices triggered the return
decline, fuelled by strong demand at the auction
of 20-year bonds worth 20 billion USD.
Following the ECB President’'s comments,
investors turned to US government bonds.
Together with the Bank of China’s decision to
cut the key lending interest rate, it resulted in a
downward trend in returns. Therefore, 10-year
returns were 1.76% at the end of the week,
compared to some 1.80% at the beginning of
the week. Returns declined due to rising
demand for bonds due to falling stock prices
and the approaching Fed meeting.
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In the first half of the week, the gold price had a
slightly downward trend. Investors assessed the
monetary prospects awaiting the Fed meeting
(January 25-26) about the threat of a new wave
of coronavirus in the USA. On Wednesday, this
precious metal’s price rose due to heightened
tensions between Russia and Ukraine and
concerns that Russia’s attack on Ukraine would
result in US sanctions. The price also increased
due to growing inflationary pressures, falling
stock prices, falling returns on US government
bonds and the USD depreciation. It all affected
the growth of demand for precious metals. On
Thursday, the price reached a 2-month high
(1847.90 USD). It began to fluctuate with a
slightly downward trend. The USD appreciation
affected the decline in demand for precious
metals but still increased weekly.
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The oil price rose in this reporting week. At the
beginning of the week, the rise was mainly
caused by geopolitical tensions — tensions
between Russia and Ukraine, news that an
explosion hit the main oil pipeline from Iraq to
Turkey, and an attack on an Abu Dhabi oil plant.
The growth was also caused by the International
Energy Agency statement that the demand for
this fuel has proven to be resistant to the
Omicron coronavirus strain, adding that global
stocks are falling rapidly due to strong demand.
However, after announcing on Thursday that
the oil stocks in the USA increased unexpectedly
last week, the oil price withdrew from the
previously reached 7-year maximum. Despite
this announcement, this energy source’s price
recovered on Friday, which resulted in its
weekly growth.
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Table 4 - Economic indicators (17 — 21 January 2022)

Country

Euro area

Indicator

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. Therefore, it is a key
measure of euro area inflation.

(Euro zone Consumer Confidence)
It shows the consumers’ concerns about
the euro area economy. The growing
value of this indicator predicts growth in
personal consumption, which is reflected
in economic growth and inflation.

Period

December
MoM%
YoY%

January

Expected
value

5.0%
0.4%

Current
value

5.0%
0.4%

Previous
value

4.9%
0.4%

Germany

Producer Price Index (PPI)

This index measures changes in producer
prices, also known as factory prices.
These are prices paid by domestic
producers before retail. The growth of
these prices is an early inflation indicator,
because rising production prices can be
“passed on” to consumers through higher
retail prices.

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.

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 s
improving, worsening or remaining
unchanged, so the indicator value is
obtained as the difference between the
number of positive and the number of
negative responses. The higher value of
the indicators points to strengthening of
the economy and a better business
climate.

December

December
MoM%
YoY%

January

19.3%

0.5%
5.3%

320

24.2%

0.5%
5.3%

51.7

19.2%

0.5%
5.3%

29.9

Source: Bloomberg
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