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During the first two days of this reporting period, the
EUR/USD exchange rate depreciated. The depreciation
occurred after speculations that the ECB could increase
the interest rate by a “mere” 25 basis points at the next
regular meeting instead of the 50 basis points expected
so far. In the middle of the week, the EUR/USD
exchange rate started to recover, but it depreciated
soon after upbeat data from the USA. During the last
two days, this exchange rate recovered. The EUR/USD
exchange rate appreciated as the ECB President
suggested that the central bank would continue to
increase interest rates and keep them at that level for a
more extended period to bring the inflation rate down
to 2%. Moreover, the De Nederlandsche Bank (DNB)
Governor announced that the markets might be
underestimating the planned interest rate hikes by the
ECB and that investors should take seriously the ECB’s
message that the interest rate will increase several
times by 50 basis points.
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The EUR/GBP exchange rate appreciated slightly on
Monday as market participants anticipated the release
of the UK’s inflation and employment data, which were
supposed to give more clues about the future direction
of the BoE’s monetary policy. Hopes for further

progress in UK-EU negotiations on trade rules for
Northern Ireland after Brexit have faded, putting
additional pressure on the sterling. The UK Prime
Minister’s spokesperson said there were still significant
differences between Britain and the EU. The next day,
the exchange rate depreciated as the sterling
appreciated after UK wage growth accelerated in the 3
months to November, fuelling BoE rate hike
expectations, while employment rose more than
expectations. The data indicated that the economy
remains strong enough to deal with inflation. Inflation
at the annual level in December amounted to 6.3% (the
same as in November), while the number of employees
in November increased at a faster pace than expected,
which was also in favour of the sterling, and on the
other hand, indicated that the BoE needs to raise
interest rates more aggressively. The BoE Governor
Bailey also spoke of more optimism that the economy
would go somehow easier through the following year.
At the end of the week, the exchange rate appreciated
as official data showed that British consumers reduced
their spending in December. The sales volume
decreased by 5.8% compared to December 2021.
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The EUR/JPY exchange rate appreciated slightly on
Monday after speculation that the BoJ might hold an
extraordinary meeting due to struggling to maintain its
newly set target for the trend of the return on Japanese
bonds. On Tuesday, this exchange rate depreciated
slightly. In the middle of the week, the exchange rate
recorded a sharp appreciation as the BoJ decided at its
regular meeting not to change either the current
interest rate level or the target level for the return on
10-year bonds. However, the exchange rate returned to
its previous level in the afternoon. During the last two
days, the EUR/JPY exchange rate appreciated after
announcing that Japan’s inflation rate reached 4%,
which added pressure on the BoJ to change the current
way of monetary policy.
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Table 1 - Exchange rates of the
most important currencies

16.01.2023"

20.01.2023

%

Table 2 - Overview of the
leading central banks’
reference interest rates

Change
EUR/USD 1.0830 1.0856 0.24
EUR/GBP 0.88569 0.87564 -1.13
EUR/IPY 138.51 140.68 1.57
EUR/AUD 1.55503 1.55927 0.27
EUR/CHF 1.00383 0.99890 -0.49
usD/JPY 127.87 129.60 1.35
GBP/USD 1.2227 1.2397 1.39
Reference interest Reference

Central Bank

Next meeting

rate interest rate level

European Central ECB main 2 February
Bank refinancing rate 2.50% 2023

Federal Reserves Federal Funds 4.50% 1 February
Target Rate R 2023

Bank of Japan Overnight Call Rate -0.10% 10 March
2023

Bank of England Official Bank Rate o 2 February
3.50% 2023

Swiss National Libor Target Rate o 23 March
Bank 1.00% 2023

Bank of Canada Target Overnight o 25 January
Rate 4.25% 2023

Reserve Bank of o 7 February
Australia Cash Rate Target 3.10% 2023

At its regular meeting, the BoJ neither changed the interest rate level (-0.1%) nor the target for the return on 10-
year bonds (0%). Moreover, it did not change the guidelines that allow the return on 10-year bonds to move 50
basis points below and above the target, surprising some investors who thought the BoJ would relax the return

curve control policy.

Table 3 — ESTR and Euribor

16.01.2023! 20.01.2023? Change in
basis points
ESTR 1.9010 1.903 0.20
Euribor 1W 1.895 1.899 0.40
Euribor 1M 1.908 1.999 9.10
Euribor 3M 2.328 2.417 8.90
Euribor 6M 2.876 2.895 1.90
Euribor 12M 3.315 3.327 1.20

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 10-year German government bonds
trended down in the first half of the week from
2.17% to 1.97%, to recover in the second part of the
week and reach 2.18% on Friday at the market
closing. Early this week, the return trended within a
limited interval. From Tuesday, it started to fall more
significantly, and on Wednesday, it stood below 2%
for the first time in the last month. Bloomberg report
showed that, according to unnamed sources, the ECB
could slow down the level of interest rate increases
from March, i.e. after February’s most probable
increase of 50 basis points, they could increase by
mere 25 basis points in March. This report caused
decreased expectations concerning the interest rate
increase, resulting in a declining return. The return
fell after confirming that the annual inflation rate in
the euro area fell from 10.1% to 9.2% in December.
However, the return started growing after Banque
de France Governor Villeroy de Galhau pointed out
that the ECB had yet to win the fight against high
inflation. He confirmed that President Lagarde’s
guidelines referring to a 50 basis points rate increase
in February and probably the following meetings
remain in force. Moreover, President Lagarde stated
she would leave interest rates restrictive as long as
necessary to bring inflation down to the target level
of 2%. She told the World Economic Forum in Davos
that monetary policymakers must not give up in the
battle against inflation - even if price growth appears
to have peaked. The DNB Governor Klaas Knot
shared the same opinion - he said on Thursday that
there would be more than one 50 basis points rate
increase, given that the inflation situation remains
unsatisfactory.

US GOVERNMENT BONDS MARKET
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The return on 10-year US government bonds
declined slightly in this reporting week, from 3.50%
(beginning of the week) to 3.48% (end of the week).
On Monday, US markets were closed for the holiday.
The return decline mainly resulted from growing
investor expectations that the Fed was near the end
of its rate hike cycle and that rates would not be as
high as previously projected due to a December US
inflation rate drop for the first time in 2% years.
Along with news of job cuts at tech giants Microsoft
and Amazon, unfavourable US economic data
released mid-week (the highest decline in December
retail sales in a year and the manufacturing output
drop in nearly two years) fuelled concerns that the
world’s largest economy is moving towards
recession. This uncertainty triggered the risk aversion
of investors who turned to safe assets. Thus, the
return was around 3.32% (minimum value in the
observed week) on Thursday morning. However, the
return started to recover the same day, rising until
the end of the week. St. Louis Fed Chair Bullard said
the Fed must continue to raise rates to ensure
inflation eases despite unfavourable economic data.
Moreover, the New York Fed Chair Williams stated
that the central bank officials had still not finished
the aggressive monetary policy tightening campaign,
as inflation was still high. He added that monetary
policy needed more time to bring inflation down to a
sustainable 2%. These comments caused a recovery
in return on the US bond market in the last two days
of the reporting week.
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The gold price trended down during the first two
days of this reporting week. The drop came as the
USD appreciated against a basket of currencies,
reducing gold demand. In the middle of the week,
the gold price first recorded a short-term increase as
the demand for safe assets increased after publishing
unfavourable data on US retail sales in the USA. It
soon fell as the published data pointed to the US
inflation slowdown. On Thursday, the gold price rose
sharply due to speculation that the FED could
increase interest rates slower and remained almost
unchanged on Friday.
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Qil prices fell slightly on Monday. The drop came as
investors weighed the outlook for global oil demand
and the possibility of its slowing. The following day,
oil price recovered after announcing that China’s
economic growth in the fourth quarter was higher
than expected. Namely, China’s GDP grew by 2.9%
annually in Q4, also increasing optimism concerning
economic growth in the coming period. In the middle
of the week, the oil price experienced a sharp drop
after announcing that the stocks of this energy
product increased in the USA during the previous
week by 7.6 million barrels. During the last two days
of this reporting period, the oil price trended up,
mainly after optimism that China’s opening would
affect the record growth in demand for oil from that
country.
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Table 4 - Economic indicators (16 - 20 January 2023)

Country Indicator Period Expected Current Previous
value value value
Consumer price index (CPI)
It estimates the cost of living changes by December
measuring changes in the price level of market MoM% -0.3% -0.4% -0.3%
Euro area basket of consumer goods and services YoY% 9.2% 9.2% 9.2%
purchased by an average household. Therefore,
it is the key inflation measure.
Producer Price Index (PPI)
The index measures the average price change December
Germany that domestic producers receive for their MoM% -1.2% -0.4% -3.9%
production. YoY% 20.7% 21.6% 28.2%
Industrial output
It measures the changes in output of production, December
service and mining sectors. MoM% -0.1% -0.7% -0.2%
Initial Jobless Claims
USA This indicator measures the number of people January 14
receiving unemployment allowances. Similar to K=1,000 214K 190 K 205 K
the applicant, the growing number of jobs is
accompanied by an economic expansion that
could influence inflationary pressures.
Consumer price index (CPI Core)
Core inflation represents the long-term trend of December
price levels. In measuring long-term inflation, YoY% 6.2% 6.3% 6.3%
transient price changes should be excluded, and
the only way is to exclude items subject to
frequent price changes, such as food and energy.
ILO Unemployment Rate 3 Mths
Unemployment, defined by the International November
Labour Organization (ILO), represents a situation 3 months -3.7% 3.7% 3.7%
where people are unemployed but actively
Great Britain looking for a job. Unemployment rate measures
the size of unemployment and is obtained as a
percentage when the number of unemployed
individuals is shared with all. individuals currently
on the labour market.
Employment Change 3m/3m)
It shows the change in the number of employees. November
The data represent a three-month average K=1,000 0K 27K 27 K
compared to the previous period in the number
of employees over 16.
Consumer price index (CPI)
This indicator estimates the changes in the cost December
of living, measuring changes in the price level of MoM% 0.3% 0.5% 0.6%
the basket of consumer goods and services YoY% 9.5% 10.2% 9.3%
purchased by an average household.
Japan Exports
Products and services produced in Japan, sold or December
pending for sale outside of Japan. YoY% 10.6% 11.5% 20.0%
Imports
Japan’s demand for foreign products. December
YoY% 22.6% 20.6% 30.3%
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