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The EUR/USD exchange rate appreciated this week..
Early this week, the exchange rate recorded daily
appreciation as the ECB officials again reduced the
market participants’ expectations concerning a faster
interest rate reduction. ECB Governing Council
member Joachim Nagel believed that markets should
be careful in their odds concerning the possible rate
cut timing. The Philadelphia Fed Chair, Patrick
Harker, said the central bank should not start
reducing interest rates immediately. On Wednesday,
the exchange rate depreciated slightly due to
geopolitical tensions. At the end of the week, the
exchange rate had a more pronounced growth as the
US currency depreciated due to the publication of
data on the US GDP, which were lower than previous
estimates and the Philadelphia Fed index, which
reflects business prospects in the country, which
were also lower than expectations. On Friday, the
EUR/USD exchange rate appreciated intraday as the
US PCE deflator, a measure of inflation, fell in
November in the US, further supporting expectations
that the Fed would cut interest rates next year.
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At the beginning of the week, the EUR/GBP
exchange rate appreciated as some members of the
Governing Council lowered expectations regarding
the speed of the ECB’s interest rate cut in the coming
year, rejecting expectations that the rate cut could
be in March or April. The next significant change in
the exchange rate occurred on Wednesday when the
exchange rate recorded sharp appreciation after the
inflation rate in Great Britain slowed down more
than expected in November. In the rest of the week,
the exchange rate continued to appreciate as
economic optimism fell to the lowest level in Great
Britain in the last 5 months, and all this affected the
growth of expectations that the BoE could reduce
interest rates in the coming year.
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Early this week, the EUR/JPY exchange rate
appreciated as the BoE held a meeting where it did
not change its monetary policy (the interest rate
remained unchanged), which was in line with market
expectations. The bank gave no guidelines regarding
a negative interest rate cut next year. The EUR/JPY
exchange rate depreciated on Wednesday as the yen
appreciated since investors became less risk averse,
and the yen was supported by the Japanese
government’s new improved forecasts for economic
growth. The government slightly increased its growth
forecasts for the next fiscal year from 1.3% to 1.6%,
helped by external demand due to the recovery of
tourism and car production. On Friday, the EUR/JPY
exchange rate mostly appreciated after the inflation
rate slowed down in November in Japan, which was
in line with expectations.
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Table 1 - Exchange rates of the )
most important currencies 18.12.2023!1 22.12.20232 %
o o Change
EUR/USD 1.0895 1.1014 1.09
EUR/GBP 0.85929 0.86699 0.90
EUR/JPY 154.85 156.84 1.29
EUR/AUD 1.62856 1.61952 -0.56
EUR/CHF 0.94824 0.94236 -0.62
usD/JPY 142.15 142.91 0.53
GBP/USD 1.2681 1.2701 0.16
Table 2 - Overview of the Reference Reference
leading central banks’ Central Bank . . Next meeting
. interest rate interest rate level
interest rates | ECB
European Centra main o
Bank (ECB) refinancing rate 4.50% 25 January 2024
Federal Reserves Federal Funds o
. 1 2024
(Fed) Target Rate 5.50% 31 January 20
Bank of
(;:J) of Japan Overnight Call Rate -0.10% 23 January 2024
(B;:Ek)"f England | ¢ il Bank Rate 5.25% 1 February 2024
Swiss National Libor Target Rate 1.75% 21 March 2024
Bank (SNB) g /o7
Bank of Canada Target Overnight o
. 24 2024
(BoC) Rate 5.00% January 20
Reserve Bank of o
Australia (RBA) Cash Rate Target 4.35% 6 February 2024

This week, the BoJ held a meeting where it kept the way it conducts monetary policy unchanged. The BoJ had not
given any guidance regarding abolishing the negative interest rate next year.

Table 3 — ESTR and Euribor

18.12.2023" 22.12.2023? Change in
basis points
ESTR 3.9040 3.8990 -0.5
Euribor 1W 3.877 3.872 -0.5
Euribor 1M 3.853 3.865 1.2
Euribor 3M 3.920 3.931 1.1
Euribor 6M 3.912 3.895 -1.7
Euribor 12M 3.644 3.581 -6.3

1 Opening market value on Monday
2 Closing market value on Friday
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The return on 10-year German government bonds
fell by some 5 bp this week. Warnings from
monetary policymakers that it was still too early to
declare victory over inflation on Monday tempered
market expectations of an earlier interest rate cut
next year, with the return on 10-year German
government bonds rising daily to 2.09% (weekly
maximum). However, this return generally dropped
in the rest of the week and, for the first time since
March, it stood below 2% on Wednesday. The
decline resulted from the slowdown in inflation in
most  leading economies, which  supported
expectations that central banks would significantly
reduce interest rates in 2024. The De Nederlandsche
Bank’s Governor said in the middle of the week that
the prospects for the recovery of the euro area next
year and the uncertainty about the strength of
earnings growth for this monetary institution meant
no need to rush to reduce interest rates. He added
that the inflation data was a "welcome confirmation”
that the campaign to tighten the monetary policy
was effective but that it was still too early to declare
victory over inflation. His colleague and the Deutsche
Bundesbank President shared a similar opinion. Due
to the attempts to reduce market expectations
regarding rate cuts, the return fluctuated between
1.94% and 1.99% in the last two days and stood at
1.98% at the end of the week.
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The return on 10-year US Government bonds fell by
3bp this week. On Monday, some Fed officials tried
to moderate the market’s expectations of a rate cut
in 2024, so the return rose to 3.97% (weekly high).
The Chicago Fed Chair said he was surprised by the
market’s overreaction to the Fed’s quarterly
economic  projections..  According to these
projections, the next move is likely an interest rate
cut, after which the markets begin to count on as
many as six cuts in the next year. The Cleveland Fed
Chairwoman said the Fed’s next phase is not a
decline but a decision on how long monetary policy
should be tight to ensure inflation is moving
sustainably toward the target level. In the rest of the
week, the return trended down. The Philadelphia
Fed Chair said it was important for interest rates to
decline while warning that the central bank should
not make hasty moves, which increased expectations
for bond cuts. Data published the following day
showed that the annual GDP growth rate for the
third quarter was revised downwards. Despite this,
the yield retreated at the end of the day from the
previously recorded lowest level since July (3.83%).
On Friday, it was announced that the personal
consumption expenditure index (the Fed’s preferred
measure of inflation) fell more than expected in
November, so the return went down in the morning,
followed by a recovery to 3.90% in the afternoon.
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The gold price rose this week mainly due to the USD
depreciation, predictions that the Fed would reduce
the interest rate next year, safe buying of this
precious metal by investors and strong buying by
central banks. Central banks try to diversify their
foreign exchange reserves, and gold is the choice
because diversification they want to move away
from the US dollar. The price of gold also increased
due to weak US GDP data that was published at the
end of the week. US inflation data, published on
Friday, increased market expectations that the Fed
would reduce interest rates in the coming year,
another cause of the price increase that day.
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On Monday, oil prices rose as oil companies and
tanker owners avoided the Red Sea due to increasing
attacks in the region. The British oil company British
Petroleum (BP) announced it would halt the delivery
through the Red Sea, and the most significant
Norwegian oil producer, Equinor ASA, was diverting
its vessels from this region. Houthi rebels said they
attacked two ships, the Swan Atlantic and the MSC
Clara. The US announced that it would provide
protection to vessels in the Red Sea for commercial
transport and that it was considering a military
attack on Yemeni militants with its allies to eliminate
the threat. At the end of the week, the price
fluctuated, and one of the reasons was Angola’s
announcement that it was leaving OPEC after 16
years, highlighting tensions within the group of
producers who want to limit production to provide
price support in the upcoming year. At the end of the
reporting week, the oil price fluctuated slightly.
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Table 4 - Economic indicators (18 — 22 December 2023)

o Indicator ‘ Period Expected Current Previous
value value value
Consumer price index (CPI)
Estimates changes in the cost of living by November
measuring changes in the prices of certain MoM% -0.50% -0.60% -0.50%
Euro area items for which the consumers allocates their YoY% 2.40% 2.40% 2.40%
money.
Consumer price index (CPI)
Estimates changes in the cost of living by November
measuring changes in the prices of certain MoM% 0.10% -0.20% 0.00%
items for which the consumers allocates their YoY% 4.30% 3.90% 4.60%
Great money.
Britain
Gross domestic product (GDP)
It measures the value of products and services Q3
produced inside the country. QoQ% 0.00% -0.10% 0.00%
YoY% 0.60% 0.30% 0.60%
Gross domestic product (GDP)
It measures the value of products and services Q3
produced inside the country. QoQ% 5.2% 4.9% 5.2%
Initial Jobless Claims
It measures the number of people filing for December 16
unemployment benefits for the first time. K=1,000 205 K 202 K 203 K
New Home Sales The indicator shows the sale November
USA of newly built properties in the United States. K=1,000 690 K 590 K 679 K
The figure is a temporary indicator of the
housing market calculating the sale of houses
when housing contracts have been signed.
PCE Deflator
This indicator measures average increase in November
prices for total household personal spending. MoM% 0.00% -0.10% 0.00%
YoY% 2.80% 2.60% 3.00%
Consumer price index (CPI)
Estimates changes in the cost of living by November
Japan measuring changes in the prices of certain YoY% 2.80% 2.80% 3.30%
items for which the consumers allocates their
money.
Producer Price Index (PPI)
This index measures changes in sale prices of November
goods and services used by producers. High MoM% -0.30% -0.30% -0.10%
PPI, together with the high value of other YoY% -7.50% -7.90% -11.00%
Germany | ;qiation indicators, will force the ECB to strive
for an increase in interest rates, while
declining PPl may indicate an economic
slowdown.
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