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The EUR/USD exchange rate fell in this reporting week. At
the beginning of the week, the exchange rate appreciated
slightly as the euro depreciated due to the release of
weaker-than-expected data on Germany’s GDP. However,
it soon began to appreciate, first following data that the US
employment cost index rose at a slower-than-expected
pace, fuelling speculation that the Fed would slow its rate
hikes (the employment cost index represents the quarterly
change in the labour price, defined as compensation per
hour worked by an employee). Hence, the USD
depreciated, while on the other hand, the euro
appreciated due to the better-than-expected euro area
GDP data. The Fed held a meeting on Wednesday, and the
exchange rate appreciated sharply that day. The Fed Chair
announced at the press conference that “deflationary
processes” had begun, so the USD depreciated against the
euro. The ECB held the meeting the following day, and the
exchange rate depreciated sharply that day after
previously appreciating to a 10-month high (1.1033).
Although the meeting outcome was in line with market
expectations - an increase in interest rates by 50 basis
points, and the ECB hinted at the same rise in March, the
European currency depreciated due to growing
expectations that this monetary institution was nearing the
end of its rate hike cycle. On Friday, the EUR/USD
exchange rate continued to depreciate after releasing
strong US employment data, which could influence the Fed
to raise interest rates slightly faster. At the end of the
week, the exchange rate stood at 1.0795.
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The EUR/GBP exchange rate appreciated this reporting
week. At the beginning of the week, it was announced that
the inflation rate in Spain unexpectedly accelerated in
January. Hence, investors increased expectations regarding
the ECB’s interest rate hike in the coming period, which
caused the euro to appreciate. At the same time, the
sterling reacted negatively to the UK Chancellor of the
Exchequer’s “promise” to halve double-digit inflation. The
rest of the week, the sterling was under pressure as
reports from the UK property market failed to meet
expectations (mortgage approvals, property prices), which
was not surprising, as higher interest rates slowed down
this market. At the same time, it was released that the
euro area GDP in Q4 recorded higher-than-expected
growth. The exchange rate appreciation continued
awaiting the BoE and the ECB meetings. Both meetings
were on Thursday, and this rate reached a 4-month high.
However, after their conclusion, the rate depreciated. The
BoE and ECB interest rates were increased by 50 basis
points each, which was in line with market expectations.
The ECB indicated that the same increase would follow in
March, while the BoE would switch to a 25 basis points
increase. At the end of the day, the exchange rate
recovered, and the appreciation was also present on Friday
when the exchange rate reached a new 4-month high
(0.89789).
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The EUR/JPY exchange rate mainly fluctuated until
Thursday. In this period, the euro appreciated as
preliminary data on the inflation rate growth in Spain
fuelled expectations regarding an ECB’s interest rate
increase in the upcoming period. In contrast, the data on
the lower-than-expected GDP growth in Germany in Q4
caused its depreciation. After releasing that the euro area
GDP for the same period was better than expected, the
euro appreciated again. As for Japan, the deputy governor
of the BolJ signalled no change in monetary policy at the
next meeting, which influenced the yen’s depreciation.
However, the euro depreciated after the ECB meeting on
Thursday, and the exchange rate depreciated sharply. On
the other hand, the yen appreciated due to a fall in return
on the US and European government bonds. It was also
supported by expectations that high inflation could
“tighten” the BoJ approach later this year. On Friday, the
exchange rate recovered its losses, resulting in its slight
weekly appreciation.
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Table 1 - Exchange rates of the o
most important currencies 30.01.2023! 03.02.20232 %
o o Change
EUR/USD 1.0868 1.0795 -0.67
EUR/GBP 0.87743 0.89555 2.07
EUR/JPY 141.15 141.62 0.33
EUR/AUD 1.53044 1.55945 1.90
EUR/CHF 1.00127 0.99964 -0.16
usD/JPY 129.88 131.19 1.01
GBP/USD 1.2382 1.2056 -2.63
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 . 16 March
Bank refinancing rate 3.00% 2023
Federal Reserves Federal Funds 0 22 March
Target Rate 4.75% 2023
Bank of Japan Overnight Call Rate -0.10% 10 March
2023
Bank of England Official Bank Rate 4.00% 23 March
2023
Swiss National Libor Target Rate 0 23 March
Bank 1.00% 2023
Bank of Canada Target Overnight 4.50% 8 March 2023
Rate
Reserve Bank of o 7 February
Australia Cash Rate Target 3.10% 2073

At the regular meeting held on 1 February, the Fed increased the interest rate by 25 basis points. The announcement stated that
“inflation has eased somewhat but remains elevated” and that “current interest rate increases are appropriate”. The FED Chair
announced that he expected a few more interest rate hikes before the interest rate hike policy was paused.

At the meeting held the following day, the ECB increased interest rates by 50 basis points in line with expectations, bringing the
reference interest rate to 3.00%. The statement that followed the meeting also signalled an increase in this amount at the next
meeting. However, the ECB added that it will assess the future monetary policy conduct and that future decisions on interest
rates would continue to depend on data releases, confirming a meeting-by-meeting approach.

On the same day, the BoE also increased the rate by 50 basis points to 4.00%, with two of the nine members of the Monetary

Policy Committee in favour of the decision to keep the interest rate unchanged. Markets expect future increases to be smaller.

Table 3 — ESTR and .
Euribor 30.01.2023.! 03.02.2023.2 Change in
basis points

ESTR 1.9060 1.8980 -0.80
Euribor 1W 1.884 2.107 22.30
Euribor 1M 2.130 2.255 12.50
Euribor 3M 2.492 2.545 5.30
Euribor 6M 2.942 3.011 6.90
Euribor 12M 3.356 3.374 1.80

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
rose in the morning hours on Monday as released
data on inflation in Spain (inflation up 5.8%) fuelled
expectations that the ECB would continue its
aggressive monetary policy tightening. However,
shortly after that, the return on these bonds
stabilised around 2.30%, where it remained until
Thursday and the regular ECB meeting. After the
meeting, the return fell sharply as expectations rose
that the ECB was nearing the end of its rate hike
cycle. On Friday, the return grew again, following the
recovery of the return on US bonds. At the very end
of the week, the return stood at 2.18%.
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The return on 10-year US government bonds was flat
during the first two days of this reporting period
expecting the FED meeting. After this central bank
held the meeting on Wednesday, the return on US
bonds recorded a sharp drop. Namely, after the FED
meeting, market participants increased speculation
that the central bank could end the interest rate
increase cycle. The decline in the return continued
until Friday, when, following the publication of
better-than-expected employment data in the US,
the return on the 10-year bond made a sharp rise
and reached 3.53%.
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The gold price was stable during the first two days of
this reporting period. On Wednesday afternoon, it
grew after the regular FED meeting and the USD
depreciation to most currencies. However, after the
regular ECB meeting on Thursday, this precious
metal’s price dropped sharply. The gold price drop
continued after better-than-expected us
employment data was released on Friday.
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The oil price fell on Monday as signs of Russian solid
oil exports overcame optimism about the growing
demand for oil from China. The following day, the oil
price jumped to trend down from Wednesday until
the end of the week. The drop in oil price occurred
after announcing that the stocks of energy products
increased by 4.1 million barrels in the USA, and the
USD appreciation compared to most currencies
affected the decrease in demand for oil.
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Table 4 - Economic indicators (30 January — 3 February 2023)

Country

Euro area

Indicator

GDP S.A.

It measures the value of products and
services produced inside the country. GDP
is the most comprehensive measure of
economic output and provides a key insight
into the main drivers of an economy.

CPI estimate

This is an early euro area estimate. This
index uses available data comparable to a
historical trend in order to anticipate
changes in consumer prices. By itself, CPI
monitors the consumer price changes by
measuring price changes of market basket
of consumer goods and services purchased
by an average household. Therefore, it is
the key inflation measure. Positive CPI
points to price increase.

EC Producer Price Index (PPI)

This index measures changes in sale prices
of goods and services used by producers in
the euro area. High PPI, together with the
high value of other inflation indicators, will
force the ECB to strive for an increase in
interest rates, while declining PPl may
indicate an economic slowdown.

Period

Q4
QoQ%
YoY%

January
YoY%

December
MoM%
YoY%

Expected
value

-0.1%
1.7%

8.9%

-0.4%
22.4%

Current
value

0.1%
1.9%

8.5%

1.1%
24.6%

Previous
value

0.3%
2.3%

9.2%

-1.0%
27.0%

Germany

Trade Balance SA

It shows the difference between exports
and imports of German products and
services.

Retail Sales
This indicator measures the volume of sales
of personal and household goods.

December
b=bill.

December
MoM%
YoY%

93b

-0.2%
-2.6%

10.0b

-5.3%
-6.6%

109 b

1.9%
-4.9%

USA

Change in non-farm payrolls

This report shows the total number of
newly employed workers on a monthly
basis by economy industries. It does not
include employees in government services,
NGOs, and the agricultural sector. It serves
as the basis for tailoring economic policy
and forecasting future economic trends.

Unemployment Rate

It shows the number of unemployed
persons as a percentage of the total labour
force.

January
k=1,000

January

188 k

3.6%

517 k

3.4%

260 k

3.5%
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