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The EUR/USD exchange rate appreciated on Monday as
a combination of data from the US labour market and
the US services sector released on Friday dragged down
the return on US government bonds, sending the USD
to depreciate. The exchange rate was stable for the
next two days. On Thursday, the EUR/USD exchange
rate appreciated to 1.0867 as the USD depreciated
following the release of data on easing US inflation,
which fuelled expectations for less aggressive Fed rate
hikes in the coming period. On Friday, the euro first
depreciated against the USD to recover in the afternoon
after market participants looked at the published US
consumer confidence reports (the index rose from 59.7
to 64.6 in January) and inflation that reduced
expectations for an aggressive rate hike in the US (a 25
basis points hike was currently forecast at the next
meeting).
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The EUR/GBP exchange rate appreciated in this
reporting week. The EUR/GBP exchange rate
appreciated in this reporting week. On Monday, it was
announced that the euro area unemployment rate in
November, as expected, remained at a record low
(6.5%), which on the same day caused the exchange
rate to retreat from the 2-week low (0.87690). The
main reason for the exchange rate increase during the
week was reduced expectations regarding further
increases in the Bank of England’s interest rate due to
uncertainty regarding the recession, while expectations

regarding a rate increase in Europe increased, so
sterling weakened against the euro. Namely,
economists are more optimistic about the euro area
economic growth prospect when natural gas prices
have fallen to pre-Ukraine levels. It supports
expectations that the ECB will be even more decisive in
raising interest rates in the coming months. Even
though the gas price drop’s significance for the UK and
the euro area, investors were disappointed concerning
this year’s UK economic prospects given their exposure
to high inflation in the previous months - mainly due to
the energy market developments - and expected the
BoE to exit the rate hike cycle soon. However, this
exchange rate depreciated on Friday and retreated
from the highest level since the end of September
(0.88974). The sterling appreciated that day as UK GDP
beat expectations and recorded a surprise expansion in
November - despite expectations that the UK economy
would have weakened by 0.2%, it grew by 0.1%.
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In the first half of the week, the EUR/JPY exchange rate
appreciated to start depreciating from Thursday. The
exchange rate’s appreciation was caused by the yen’s
depreciation, as China’s opening increased demand for
riskier assets. Earlier this week, BoJ Governor Kuroda
stated that from a long-term perspective, central banks
independent of governments could not react
unconditionally to climate change and must
autonomously decide on their actions within their
mandate. Kuroda added that central bankers must try
to influence the entire economy, not specific industries.
The yen appreciated over the past two days after
reports that the BoJ may take steps to address the side
effects of monetary easing at a meeting next week,
suggesting that Japan may change its approach to
monetary policy in line with Western economies. During
this period, traders increased bets that the BoJ could
make further changes to its return control policy at the
upcoming meeting, resulting in the Japanese currency
appreciation. The current BolJ Governor, Haruhiko
Kuroda, will step down from his current position in
April.
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Table 1 - Exchange rates of the o
most important currencies 09.01.2023! 13.01.20232 %
o o Change
EUR/USD 1.0644 1.0830 1.75
EUR/GBP 0.88022 0.88569 0.62
EUR/JPY 140.58 138.51 -1.47
EUR/AUD 1.54844 1.55503 0.43
EUR/CHF 0.98769 1.00383 1.63
usD/JPY 132.08 127.87 -3.19
GBP/USD 1.2093 1.2227 1.11
Table 2 - Overview of the Reference interest Reference .
leading central banks’ Central Bank . Next meeting
. rate interest rate level
reference interest rates
European Central ECB main 2 February
Bank refinancing rate 2.50% 2023
Federal Reserves Federal Funds 0 1 February
Target Rate 4.50% 2023
Bank of Japan Overnight Call Rate -0.10% 18 January
2023
Bank of England Official Bank Rate 3.50% 2 February
2023
Swiss National Libor Target Rate 1.00% 23 March
Bank S 2023
Bank of Canada Target Overnight 4.25% 25 January
Rate o7 2023
Reserve Bank of o 7 February
Australia Cash Rate Target 3.10% 2023
Table 3 — ESTR and Euribor .
09.01.2023! 13.01.20232 Change in
basis points
ESTR 1.8980 1.9010 0.30
Euribor 1W 1.890 1.895 0.50
Euribor 1M 1.904 1.908 0.40
Euribor 3M 2.254 2.328 7.40
Euribor 6M 2.805 2.876 7.10
Euribor 12M 3.328 3.315 -1.30

1 Opening market value on Monday
2 Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS MARKET
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At the beginning of this period, the return on 10-year
German government bonds increased as published
data on the euro area unemployment pointed to this
market’s resilience. It was also announced that
industrial production in Germany recorded solid
growth. In the following days, the return on these
bonds generally had a downward trend until Friday,
when the return trend stabilised. The fall occurred as
the return on German bonds followed the fall in
return on US bonds, and the media announced that
the German Chancellor would invite the EU to create
a joint financial instrument that would compete with
the US “green plan”. The fall in return stopped on
Friday. Thus, the return on 10-year bonds stood at
2.16% at the end of the week.

US GOVERNMENT BONDS MARKET
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The return on 10-year US government bonds fell on
Monday as demand for riskier funds increased due to
China’s opening. The next day, the return rose as the
San Francisco and Atlanta Fed Chairs suggested that
the central bank would have to raise the interest rate
above 5 percent and that they believed that it would
remain at that level “longer”. On Wednesday and
Thursday, the return on these bonds fell after
publishing US inflation data showing an inflation
slowdown. On Friday, the return on these bonds rose
slightly and reached 3.50%.
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The gold price fluctuated slightly for the first three
days. It averaged 1,875.54 USD/oz. tr. as traders
evaluated the Fed officials’ statements concerning
the further interest rate increase in the country and
awaited the publication of US economic data. In the
last two days of this reporting week, this precious
metal’s price rose due to the data that showed the
US inflation slowdown, reduced expectations
regarding the February interest rate increase at the
Fed meeting, and the USD exchange rate
depreciation. For the first time in the last 8 months,
this precious metal’s price crossed 1,900 USD/oz. tr.
on Thursday. On Friday, the gold price rose as the
market expected the Fed to increase interest rates
slower in the coming period. December data showed
that the US inflation continued to slow down, still far
from the target Fed was trying to meet, so the
market expected an increase of only 25 basis points
at the next meeting.
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The oil price was volatile for the first two days, with
minor fluctuations. From Wednesday, the price
started to trend up and maintained such a level until
the end of the reporting period. The oil price rose
mainly due to the USD exchange rate depreciation
and optimism about China’s reopening. During this
period, the expectations that China’s demand for
fuel would increase increased significantly. China
increased oil import quotas, indicating that refiners
were ready to increase output. China is also ramping
up its crude oil purchases after Beijing issued a new
round of import permits, and consumption is poised
to jump to a record this year after the country lifted
restrictions that applied to Covid (abandoning the
zero-Covid policy). US inflation data also contributed
to increasing optimism regarding the US economic
recovery, influencing the rise of oil prices.
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Table 4 - Economic indicators (9 - 13 January 2023)

Country Indicator period Expected Current Previous
value value value
Industrial output
It measures the output in mining and November
quarrying, manufacturing and utilities MoM% 0.5% 1.0% -1.9%
(electricity, gas and water supply). YoY% 0.8% 2.0% 3.4%
Trade Balance SA
Euro area It shows the difference between exports November
and imports of euro area products and b=bill. -21.0b -15.2b -28.1b
services. It is the most common
component of Europe’s Balance of
Payments, and it provides valuable
insight into the pressures to which the
European currency is exposed.
Consumer price index (CPI)
It estimates changes in the cost of living December
USA by measuring changes in the prices of MoM% -0.1% -0.1% 0.1%
certain items for which the consumers YoY% 6.5% 6.5% 7.1%
allocates their money.
Gross domestic product (GDP)
It measures the value of products and November
services produced inside the country. MoM% -0.2% 0.1% 0.5%
GDP is the most comprehensive measure
of economic output and provides a key
insight into the main drivers of an
economy.
. Industrial output
Great Britain It measures the output of the energy November
sector, factories and mines. This indicator MoM% -0.2% -0.2% -0.1%
is significant in the short term as it shows YoY% -2.8% -5.1% -4.7%
the UK industrial activity’s strength.
Growing industrial output points to
increased production and economic
expansion, which is “healthy” for the
sterling.
Tokyo CPI Ex-Fresh Food
It measures consumers’ prices for a December
market basket of products and services, YoY% 4.0% 4.0% 3.7%
excluding fresh food products.
Japan Household Spending
This indicator monitors all consumers’ November
expenditures on products and services, YoY% 0.5% -1.2% 1.2%
and is adjusted with inflation.
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