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The EUR/USD exchange rate was relatively steady on
Monday, only to appreciate the next day as a Fed
Board of Governors member, Christopher Waller,
said that monetary policy was well placed to return
inflation to the 2% target, suggesting that the central
bank’s policymakers might not have to raise the rate
again. The Bundesbank President Joachim Nagel
indicated that he was against premature policy
easing after the ECB’s record rate hike, suggesting
the potential for further hikes if the inflation outlook
worsened. He emphasised that the current interest
rate cycle may continue and dismissed early
speculation about rate cuts. The Governor of the
Bank of Spain, Pablo Herndandez De Cos, reiterated it
was too early to talk about reducing interest rates.
From the middle of the week, the exchange rate
began to depreciate, maintaining such a trend until
the end of the week after inflation data from
Germany, France, Spain, ltaly, and the euro area
showed that it was slowing down. The consumer
price index in the euro area in November was -0.5%
compared to the expected -0.2%, while the
consumer price index, excluding energy, food,
alcohol and cigarettes, was 3.6% annually in
November compared to the expected 3.9%. On
Friday, the EUR/USD exchange rate first depreciated
due to the Banque de France Governor’s comments
that the ECB was done with the cycle of interest rate
hikes unless there was a shock. However, in the
afternoon, the exchange rate regained part of the
losses after the Fed Chair's statement that the
interest rate was “deep in the restrictive territory”,
which market participants understood as a signal
that the Fed would start reducing interest rates in
the coming year earlier than expected.
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The EUR/JPY exchange rate depreciated during this
reporting week. The depreciation came as the BoE
Governor stated that an interest rate cut was
unlikely in the “foreseeable future”. He also said
inflation would take two years to drop to 2%. This
exchange rate made the most significant
depreciation on Friday due to the comments of the
BoE Governor.
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The EUR/JPY exchange rate depreciated during this
reporting week. The euro depreciated against the
yen as the inflation in Japan rose to a record 2.2% in
October, which may influence the Bol to consider
reducing the record monetary stimulus. For the rest
of the week, the euro was under pressure due to the
inflation data for the euro area and some of its
members. The yen appreciated at the end of the
week due to the data on Japan’s production index for
November, which was slightly better than the
previous month (the index rose to 48.3 vs. 48.1) but
remained in contraction mode (below 50). On
Thursday, a former Japanese finance ministry
employee and banker, Toshiro Muto, said there was
a good chance the BoJ would lift both negative
interest rates and return controls as early as April
when annual wage talks confirm the extent of wage
increases. At the end of the week, the EUR/JPY
exchange rate fell as the return on the bonds of the
euro area countries weakened after the Banque de
France Governor’s comments.
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Table 1 - Exchange rates of the 0
most important currencies 27.11.2023! 01.12.20232 %
A R Change
EUR/USD 1.0939 1.0884 -0.50
EUR/GBP 0.86779 0.85639 -1.31
EUR/JPY 163.47 159.75 -2.28
EUR/AUD 1.66101 1.63034 -1.85
EUR/CHF 0.96574 0.94574 -2.07
USD/JPY 149.44 146.82 -1.75
GBP/USD 1.2603 1.2710 0.85
Table 2 - Overview of the Reference
leadi tral banks’ Reference . .
\eading central banks Central Bank . interest rate Next meeting
interest rates interest rate
level
European Central ECB main o
Bank (ECB) refinancing rate 4.50% 14 December 2023
Federal Reserves Federal Funds o
. 13D 202
(Fed) Target Rate 5.50% 3 December 2023
Bank of Japan Overnight Call -0.10% 19 December 2023
(BoJ) Rate
Bank of England Official Bank 5.95% 14 December 2023
(BoE) Rate
Swiss National Libor Target o
Bank (SNB) Rate 1.75% 14 December 2023
Bank of Canada Target o
(BoC) Overnight Rate 5.00% 6 December 2023
Reserve Bank of o
Australia (RBA) Cash Rate Target 4.35% 5 December 2023
Table 3 — ESTR and Euribor
Change in basis
27.11.20231 01.12.20232 & .
points
ESTR 3.904 3.904 0.0
Euribor 1W 3.895 3.839 -5.6
Euribor 1M 3.805 3.869 6.4
Euribor 3M 3.935 3.960 2.5
Euribor 6M 4.074 4.004 -7.0
Euribor 12M 4.056 3.902 -15.4

1 Opening market value on Monday
2 Closing market value on Friday
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This reporting week, the return on 10-year
German government bonds fell from 2.65% to
2.36%. Even though some ECB officials (ECB
President) warned against prematurely
concluding the victory over inflation at the
beginning of the week, stressing that the
current cycle of interest rates may not be
completed and rejecting early speculations
about rate cuts (Bundesbank and) the return
trended down. The publication of the November
data on the inflation rate primarily caused the
decline. Namely, the preliminary data on the
inflation of certain European economies
(Germany, France, and Spain) and the whole
euro area indicated its slowdown to a greater
extent than expected. In the middle of the
week, it was announced that economic
confidence in the euro area improved in
November, which, together with inflation data,
suggested potential changes in the euro area’s
monetary policy, so the market’s expectations
that the ECB will start reducing interest rates
next year have increased earlier than previously
expected. At the end of the week, the Banque
de France Governor hinted that rate increases
are over, except for sudden shocks.

The return on 10-year US government bonds fell
from 4.50% to 4.20% in this reporting week. The
main reason for the decline is market
expectations that the Fed had finished raising
interest rates and will start lowering them in the
coming year. A member of the Fed board,
Christopher Waller, indicated that he was
satisfied with the impact of the current
monetary policy on the inflation rate. He said he
was reasonably confident that monetary policy
was in a position to slow the economy and
return inflation to 2%, which reinforced the
stated expectations. However, on Thursday,
after the statement of the San Francisco Fed
Chair, Mary Daly, that it was too early to declare
victory over inflation and that the Fed was not
currently considering an interest rate cut, the
return increased. However, the downward
trend continued on Friday. Although Fed
President Jerome Powell said it was too early to
speculate on easing monetary policy and that
the Fed was ready to tighten monetary policy
further if needed, his comment that interest
rates were “deep in restrictive territory” fuelled
investor expectations that the Fed reduce the
interest rate in the first half of next year. The
data published in the middle of the week that
the GDP for Q3 was revised upwards did not
change the market’s expectations that the Fed’s
interest rate reduction was on the horizon.
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The gold price rose this week as the USD
depreciated, as comments from Fed officials
raised expectations that the bank would start
cutting rates next year. The US FED Board
member, Christopher Waller, expressed
confidence in the ability to set interest rates so
far, which will return inflation to the 2% target.
Despite acknowledging uncertainty, Waller
noted positive economic signs, signalling
progress in tackling inflation. The Chicago Fed
Chair said that although inflation was receding,
it still has not returned to the Fed’s target,
stressing the need to monitor inflation in the
housing market closely. On Thursday, the gold
price slightly declined due to the USD exchange
rate appreciation. At the end of the week, the
gold price grew more due to increased
expectations that the Fed would reduce the
interest rate in the first part of the following
year.

OIL

The oil price continued to rise until mid-
Thursday. During this period, expectations were
high that OPEC+ members would reach a
consensus ahead of Thursday’s meeting on
production cuts. The oil price rose due to the
publication of industrial data that showed that
oil stocks in the US fell last week, but also due
to the expectation that the Fed has finished
raising interest rates. On Thursday, oil prices fell
as OPEC+ and its allies announced that an
additional output reduction of around 900,000
bbl./day will be implemented starting January
next year but will be voluntary. Angola has
already rejected this new target, saying it will
continue producing as much as it has been
producing. Whether the other OPEC+ members
will follow Angola’s decision remains to be seen.
On Friday, the oil price rose for most of the day
due to the potential tightening of US sanctions
against oil exports from Venezuela and growing
expectations that the Fed has ended the cycle of
interest rate hikes. However, at the end of the
day, the oil price “lost” all the growth it
achieved during the day as oil production from
non-OPEC+ countries increased, and the outlook
for oil demand was reduced.
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Table 4 - Economic indicators (27 November — 1 December 2023)

ST Indicator ‘ Period Expected Current Previous
value value value
Consumer price index (CPI)
It estimates the cost of living changes by November
measuring changes in the price level of market Preliminary data
basket of consumer goods and services MoM% -0.20% -0.50% 0.10%
purchased by an average household. YoY% 3.90% 3.60% 4.20%
Euro area | Therefore, it is the key inflation measure.
Unemployment Rate
It shows the number of unemployed persons October
as a percentage of the total labour force. 6.50% 6.50% 6.50%
Gross domestic product (GDP)
It measures the value of products and services Q3
produced inside the country. GDP is the most QoQ% 0.10% -0.10% 0.10%
comprehensive measure of economic output YoY% 0.70% 0.60% 0.70%
and provides a key insight into an economy’s
main drivers.
AR Consumer price index (CPI)
It estimates the cost of living changes by November
measuring changes in the price level of market Preliminary data
basket of consumer goods and services MoM% 0.10% -0.20% 0.10%
purchased by an average household. YoY% 3.70% 3.40% 4.00%
Therefore, it is the key inflation measure.
New Home Sales
The indicator shows the sale of newly built October
properties in the United States. The figure is a K=1,000 721k 697k 759K
temporary indicator of the housing market
calculating the sale of houses when housing
USA contracts have been signed.
Initial Jobless Claims
It measures the number of people filing for 25 November
unemployment benefits for the first time. K=1,000 218K 209 K 211K
Consumer price index (CPI)
It estimates the cost of living changes by November
measuring changes in the price level of market Preliminary data
Italy basket of consumer goods and services MoM% -0.10% -0.40% 0.20%
purchased by an average household. YoY% 1.10% 0.70% 1.80%
Therefore, it is the key inflation measure.
Consumer price index (CPI)
It estimates the cost of living changes by November
measuring changes in the price level of market Preliminary data
basket of consumer goods and services MoM% -0.10% -0.40% 0.00%
purchased by an average household. YoY% 3.50% 3.20% 3.80%
Germany Therefore, it is the key inflation measure.
Retail Sales
This indicator measures the volume of sales of October
personal and household goods. MoM% 0.40% 1.10% -0.80%
YoY% -1.90% -0.10% -4.60%

Weekly Report 27 November — 1 December 2023 | 6




