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The EUR/USD exchange rate depreciated in this
reporting week. During the week, it ranged from
1.1108 (Friday) to 1.1276 (Tuesday). At the beginning
of the week, the USD showed depreciation signs, as
signs of slowing inflation in the USA raised
expectations that the Fed would stop tightening
monetary policy. These expectations were supported
by the data on the lower-than-expected retail sales
of the USA in June (0.2% versus 0.5%). However, the
euro depreciated after the ECB Governing Council
member Klaas Knot’s statement that further
monetary policy tightening after the next meeting
was all but certain suggested that the central bank’s
officials might pause in the policy of raising interest
rates. In the middle of the week, the exchange rate
showed signs of recovery as stronger-than-expected
data on core inflation in the euro area in June (5.5%
vs. 5.4%) supported the euro. On Thursday, the
exchange rate depreciated sharply. Encouraging data
from the US labour market triggered speculation that
the Fed could keep interest rates at a higher level for
longer, so the USD appreciated until the end of the
week. Namely, the new jobless initial claims in the
US in the week preceding this one were lower than
expected, indicating a strong labour market.
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The EUR/GBP exchange rate appreciated for the first
three days, while it had a volatile trend during the
last two. The EUR/GBP exchange rate appreciated in

the first part of the week as analysts focused on UK
inflation data and the BoE meeting. Better-than-
expected inflation data was released on Wednesday
- the consumer price index slowed by the most in 15
months in June, which weakened the sterling. The
index increased by 0.1% monthly vs an expected
increase of 0.4%, while it recorded an annual rise of
7.9% vs the expected 8.2%. The inflation data caused
traders to reduce expectations for further interest
rate hikes by the BoE. The former BoE Governor,
Mervyn King, said that the country’s central bank
could “push” Great Britain into recession if it raised
rates too much. On Thursday, the exchange rate
fluctuated, expecting the UK retail sales data, which
showed the next day to be the same was better than
expected, which supported the British pound. On a
monthly level, retail sales increased by 0.7%
compared to the expected 0.2%, while on an annual
level, retail sales fell by 1%, less than the expected
1.6%.
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During this reporting week, the EUR/JPY exchange
rate appreciated. Early this week, the EUR/USD
exchange rate fluctuated. The yen depreciated due
to the publication of weaker Chinese economic data
on GDP and retail sales, and the euro depreciated
after ECB Governing Council member’s comments.
This exchange rate appreciated in the middle of the
week. The BoJ Governor’s comment that this central
bank still does not have to change its position
regarding the monetary policy caused the Japanese
currency’s depreciation. The exchange rate
appreciated as stronger-than-expected data on core
inflation in the euro area in June supported the euro.
On Thursday, the exchange rate depreciated after
announcing that day that inflation in Japan
accelerated again in June; however, it appreciated
sharply on Friday. That day, a report showed that BolJ
officials believe it was not urgent to deal with the
side effects of return curve control, which caused the
yen to depreciate despite expectations that the
meeting would discuss this programme.
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Table 1 - Exchange rates of the
most important currencies 17.07.2023!1 21.07.20232 %
Change

EUR/USD 1.1228 1.1124 -0.93
EUR/GBP 0.85752 0.86562 0.94
EUR/JPY 155.84 157.68 1.18
EUR/AUD 1.64123 1.65301 0.72
EUR/CHF 0.96778 0.96320 -0.47
usD/JPY 138.80 141.73 2.11
GBP/USD 1.3093 1.2854 -1.83

Table 2 - Overview of the Reference interest Reference

leading central banks’ Central Bank

Next meeting

. rate interest rate level
interest rates
European Central ECB main
Bank (ECB) refinancing rate 4.00% 27 July 2023
Federal Reserves Federal Funds 0
(Fed) Target Rate 5.25% 26 July 2023
Bank of Japan Overnight Call Rate -0.10% 28 July 2023
(BoJ)
Bank of England Official Bank Rate 5.00% 3 August 2023
(BoE)
Swiss National Libor Target Rate 1.75% 21 September
Bank (SNB) R0 2023
Bank of Canada Target Overnight 5.00% 6 September
(BoC) Rate R 2023
Reserve Bank of Cash Rate Target 4.10% 1 August 2023
Australia (RBA) & gl &
Table 3 — ESTR and Euribor
h .
17.07.2023* 21.07.20232 ¢ .ange.ln
basis points
ESTR 3.4020 3.3849 -1.71
Euribor 1W 3.393 3.394 0.10
Euribor 1M 3.464 3.502 3.80
Euribor 3M 3.660 3.721 6.10
Euribor 6M 3.941 3.972 3.10
Euribor 12M 4.134 4.162 2.80

1 Opening market value on Monday
2 Closing market value on Friday
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The return on 10-year German government bonds
depreciated during the first two days of this week.
The decline in the return occurred as the Banca
d’ltalia’s Governor and ECB Governing Council
member stated that inflation in the euro area could
decrease faster than the June projections showed,
given that fuel costs dropped. At the same time, the
ECB Governing Council member Klaas Knot's
statement that it was not guaranteed that the ECB
would increase interest rates after June further
reduced the return on German bonds. From
Wednesday until the end of the week, the return on
these bonds rose. The return increased as the
recovery of the return on US bonds was transmitted
to the European market. On Friday, the return fell
slightly as traders tempered expectations of an
interest rate hike awaiting the ECB’s next regular
meeting. The return on 10-year bonds was 2.46% at
the end of the week.
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The return on 10-year US government bonds grew
during the first three days. The decline in the return
in this period occurred as expectations for an
interest rate increase by the Fed decreased. On
Thursday, the return on these bonds recorded a
significant increase. This growth occurred after
announcing that the initial jobless claims in the US
unexpectedly fell, indicating the labour market’s
resilience that may influence the Fed to increase the
interest rate again after July. On Friday, the return
stabilised at around 3.82%.
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For most of this reporting week, the gold price had
an upward trend, which led the price to a 2-month
high (1,987.52 USD) on Thursday. This growth
resulted from the fall in returns on the US
government bond market, estimates of how the
slower recovery of the Chinese economy will affect
global growth, and indications that the Fed was close
to ending the monetary policy tightening cycle. In
addition, the comment of an ECB Governing Board
member, who referred to the possibility that
inflation in the euro area was slowing down and that
the ECB would not raise rates after the July meeting,
also caused the price of this precious metal to rise.
However, on Thursday, the gold price began to
retreat from the 2-month high and maintained that
trend until the end of the week. The decline was due
to USD appreciation, rising returns on US
government bonds, and investors’ caution awaiting
the Fed meeting. The easing of price pressures in
leading economies is causing investors to reassess
how much is left for central banks to do. Despite the
decline of the last two days, the gold price registered
a slight weekly increase.
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At the beginning of the week, the oil price dropped
due to the publication of weaker Chinese economic
data and news about the continuation of production
in Libya. It grew in the rest of the week. Industry data
showed that oil stocks in the US fell by 797,000
barrels in the week preceding this reporting period,
and investors expected that weekly data from the US
Government would also indicate a stock reduction.
Russia’s oil exports also slowed to 3.1 million
bbl./day, the lowest level in six months. In the
middle of the week, data from the US Government
confirmed a fall in inventories, although less than
expected. Despite the stock decrease, the oil price
weakened on Wednesday afternoon due to the USD
appreciation. However, the oil price rising trend
continued due to the fear of a reduction in supply by
Russia and Saudi Arabia’s production. In addition,
markets assessed that weaker Chinese economic
data could cause the introduction of incentive
measures in this economy, which supported the
price until the end of the week.
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Table 4 - Economic indicators (17 — 21 July 2023)

Country Indicator period Expected Current Previous
value value value
Consumer price index (CPI)
It estimates the cost of living changes by F June
measuring changes in the price level of | F=Final data
market basket of consumer goods and MoM% 0.3% 0.3% 0.3%
services purchased by an average YoY% 5.5% 5.5% 6.1%
household. Therefore, it is the key inflation
measure.
Euro area
Consumer Confidence
The index monitors sentiment among P July
households or consumers. The result is P = Preliminary -15.8 -15.1 -16.1
based on surveying a random households data
sample.
Producer Price Index (PPI)
The index measures the average price June
Germany | hange that domestic producers receive for MoM% -0.4% -0.3% -1.4%
their production. YoY% 0.0% 0.1% 1.0%
Consumer price index (CPI)
It estimates the cost of living changes by May
measuring changes in the price level of MoM% 0.4% 0.1% 0.7%
market basket of consumer goods and YoY% 8.2% 7.9% 8.7%
services purchased by an average
Great household. Therefore, it is the key inflation
Britain measure.
GfK Consumer Confidence
This index measures the level of July
households’ confidence in terms of -25 -30 -24
economic performance.
Industrial output
It measures the changes in output of June
production, service and mining sectors. MoM% 0.0% -0.5% -0.2%
Initial Jobless Claims
This indicator measures the number of 15 July
people receiving unemployment K=1,000 240K 228 K 237K
allowances. Similar to the applicant, the
USA growing number of jobs is accompanied by
an economic expansion that could influence
inflationary pressures.
Housing Starts
It shows a change in the number of new June
real estate built in the US (the increase in MoM% -2.3% 3.3% 0.2%

this indicator indicates investment growth
and business optimism).
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