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The EUR/USD exchange rate fell sharply on Monday. The dollar
strengthened as the ISM report showed that U.S. service sector
activity rose at the highest rate in four months in January. On the
other hand, mixed European economic data put pressure on the
euro. Although the composite purchasing managers™ index (PMI)
for the euro area recorded a slight increase in January, it is still
indicating a contraction. The PMI service index in Italy registered a
solid growth and after five months it started expanding, which
indicates a potential strengthening in Q1, while the French PMI
service index is still in contraction. Although it recovered on
Tuesday, due to strong data on factory orders in Germany, the
exchange rate soon fell to 1.0723 - the lowest level as of mid-
November. Comments by the Fed officials that they could not yet
provide the rate cut timing, due to inflation uncertainty, boosted
the dollar, and the ECB's survey of euro area consumer inflation
expectations showed that inflation expectations for the next 12
months fell in December from 3.5% to 3.2%, which weakened the
euro. The exchange rate recovered by the end of the day, as the
Central Bank of Croatia Governor pointed out the need for
patience in adjusting the monetary policy. The upward trend was
evident until Thursday, when the exchange rate fell once the
strong data from the US labour market were announced. A drop in
unemployment benefits for the first time in three weeks points to
a strong labour market and shifts expectations when it comes to
the Fed rate cut. However, by the end of the day, the exchange
rate returned to the level from the beginning of the day, as the
ECB's chief economist stated that additional confirmation is
needed that inflation is heading towards the target level before
the rates were cut. The exchange rate recovered slightly on
Friday, and was at approximately the same level as at the
beginning of the week. The final data on Germany's January
inflation confirmed the preliminary ones, and the U.S. Bureau of
Labour Statistics revised downward the monthly data for
December inflation in the U.S., from 0.3% to 0.2%.

EUR/GBP

[EURGBP BGN Curnc k2 [2 Intraday Price Chart
Range 02/05 204 0)/09/2024 ] 23
D Ha T

Moo YD ¥ 5

The EUR/GBP exchange rate rose on Monday as Joachim Nagel
from the ECB stated that it is still too early to cut interest rates, as
the outlook for price trends is still not clear enough. The following
day saw a drop in the exchange rate as sterling strengthened on
the release of a better-than-expected S&P Global Construction
PMI, which rose to 48.8 in January from 46.8 in December. The
Bank of England’s Deputy Governor for Financial Stability, Sarah
Breeden, has indicated that she expects to wait a few more
months before voting to cut interest rates. Her focus, and the
focus of a number of the Committee members, has shifted to
"how long" rates should remain at their current level. Breeden
added that the next few months will be incredibly important to
her assessment of price and earnings stability, while most of this
year's setting processes for earnings will be completed by April.
On Thursday, the EUR/GBP exchange rate had an upward trend as
certain members of the ECB warned that there will be no
reduction in interest rates any soon, because there are still risks to
inflation, primarily in terms of earnings trends. The EUR/GBP
exchange rate fluctuated slightly on the last day.
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The EUR/JPY exchange rate appreciated slightly in this reporting
week. For the first two days, the exchange rate had a slightly
downward trend, as the yen strengthened due to falling yields on
the U.S. government bonds and due to a Reuters report that the
Bank of Japan is "setting the stage" to end its negative interest
rate policy by April. However, the exchange rate started to rise as
of Wednesday, and this trend went on until the rest of the week.
In this period, the yen weakened due to the statement of the
Deputy Governor of the Bank of Japan that the increase in rates in
Japan will not be continuous, nor fast, even if the central bank
decides to end the negative interest rates policy, which will be
focused on reaching sustainable inflation targets. The yen
weakened as it was announced that Japan's current account
surplus in December was lower than expected. At the end of the
week, traders lowered expectations of how quickly the Bank of
Japan would raise interest rates, once the Governor said there was
a strong chance that eased monetary conditions would continue
after coming out of the negative rates which, according to the
market, could happen as early as March. The yen also weakened
due to the rise inyields on U.S. government bonds.
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Table 1 - Exchange rates of the

most important currencies

Table 2 - Overview of the

leading central banks’ interest

rates

%
05.02.2024.1 09.02.2024.2 Change
EUR/USD 1.073 1.0784 0.50
EUR/GBP 0.85405 0.85399 -0.01
EUR/JPY 160.07 161.00 0.58
EUR/AUD 1.65653 1.65332 -0.19
EUR/CHF 0.93517 0.94337 0.88
USD/JPY 148.38 149.29 0.61
GBP/USD 1.2631 1.2628 -0.02
Central Bank Reference interest Reference Next
rate interest rate meeting
level
European Central ECB main .
Bank (ECB) refinancing rate 4.50% 7 March 2024
Federal Reserves Federal Funds Target 5 50 20 March
(Fed) Rate el 2024
Bank of Japan . . 19 March
(Bo)) Overnight Call Rate -0.10% 2024
Bank of England - 0 21 March
(BoE) Official Bank Rate 5.25% 2024
Swiss National : 21 March
0,
Bank (SNB) Libor Target Rate 1.75% 2024
Bank of Canada Target Overnight 5.00% 6 March 2024
(BoC) Rate
Reserve Bank of 19 March
0,
Australia (RBA) Cash Rate Target 4.35% 2024

Reserve Bank of Australia kept interest rates unchanged at 4.35% at its regular meeting, but signalled rate increase was still possible,
dampening market speculation about a rate cut later this year. This meeting was also significant as it led to major changes in the way
the Bank's Board makes decisions on monetary policy. Until last year, the Board met 11 times a year, holding meetings on the first
Tuesday of every month (there were no meetings in January). The Board would look at economic and market data, including the
Australian Bureau of Statistics' inflation statement, to make a decision on monetary policy, i.e. whether to raise, pause or cut interest
rates. It was mostly announced by the central bank governor. From this year, the Board will meet only once every six weeks, for a total
of eight sessions per year, with each meeting now lasting two days. The Board's decision on interest rates will be announced on the
second day at 2:30 p.m., after which a press conference will be held. The first meeting in the new format was held on 5 and 6 February,
followed by a mandatory press conference by the Governor, Michelle Bullock. The board of the central bank will not hold sessions in
April, July and October this year. The key changes are focused on reducing the number of meetings with the aim of "expanding"
decisions on monetary policy, i.e. enabling the Board to gather more information about the economy, how its rate decisions have
affected consumers, and sharpening the central bank's communication with the public.

Table 3-ESTR and
Euribor

Change in
05.02.2024.1 09.02.2024.2 basis points
ESTR 3.906 3.910 0.40
Euribor 1W 3.877 3.884 0.70
Euribor 1M 3.864 3.835 -2.90
Euribor 3M 3.900 3.891 -0.90
Euribor 6M 3.837 3.898 6.10
Euribor 12M 3.537 3.658 12.10

! Opening market value on Monday
2 Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS MARKET
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The yield on 10-year German government bonds
rose on the first day of the week, following the
rise in U.S. bond yields. The following day, the
yield on these bonds fell as the survey of inflation
expectations of euro area consumers, conducted
by the ECB, showed that expectations for inflation
in the next 12 months fell from 3.5% to 3.2%. The
yield on these bonds rose constantly for the rest
of the week, due to the statements of the ECB
representatives, which indicated that the
monetary institution will not rush to reduce
interest rates. The rise in yields came as the ECB's
chief economist said there was a significant risk
that increase in earnings would affect inflation,
and his counterpart, the Governor of the National
Bank of Belgium, said growth of earnings was
influencing interest rates not to be reduced. The
Governor of the Oesterreichische Nationalbank
stated that there is a certain chance that the ECB
will not reduce interest rates this year or that the
reduction will happen only at the very end of the
year. The return on 10-year bonds was 2.38% at
the end of the period.

U.S. GOVERNMENT BONDS MARKET
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The yield on 10-year U.S. government bonds rose
on the first day of this week as positive data were
released in the U.S., which confirmed the Fed's
message that there will be no interest rate cut
before May. A drop in yields occurred the next day
as the president of the Cleveland's Fed said that if
the situation in the economy continues to develop
as she expects, especially in terms of inflation, it
could lead to an earlier reduction of the interest
rate by the Fed. The trend of increasing yields was
predominant for the rest of the week. The
increase in yield occurred when the auction of $25
billion 30-year bonds was held. Yields rose even as
Fed officials warned that it was still too early to
cut interest rates.

Weekly Report 5 - 9 February 2024 |4



GOLD

(GOLDS Com % Actions + 9) Edit + [4 Intraday Price Chart
02/05/ 20240 02/03/2024]ef 23:00 B 22:59 ]t e st PRlocal Y
oy S Max T

+Related ata + RN « ¢ Edit Chart &

The gold price fell in this reporting week.
Monday's decline was driven by a strengthening
dollar and a rise in U.S. government bond yields,
as a strong U.S. labour market report on Friday
eased expectations of an earlier Fed rate cut. Over
the next two days, the price of this precious metal
recovered, as both the dollar and bond vyields
weakened, despite expectations that the Fed
would reduce the interest rate only later in the
year. The Fed remains cautious about reducing
until policymakers are fully confident that inflation
has stabilised, adding to market uncertainty. The
price of this precious metal fell on Thursday, as
one of the Fed officials stated that he believes that
the interest rate reduction later in the year could
only happen if the price pressures are in line with
the predictions. Although the price of gold
recovered at the end of the day, the price still fell
on the last day of the reporting week, mainly due
to the rise in yields on U.S. government bonds.
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The oil price rose in this reporting week. The
presence of geopolitical tensions in the region of
major oil producers, despite efforts to stop the
conflict between Israel and Hamas, caused the oil
price to rise. The U.S. indicates further attacks on
groups that support Iran, which is a response to
attacks on U.S. troops in Jordan, and Ukrainian
drones are targeting leading oil refineries in
Russia, reducing exports of this energy-generating
product. These factors, along with disruptions in
global oil trade flows, are increasing caution in the
market. The increase in price was also caused by
the publication of the weekly report of the United
States Department of Energy, which showed that
oil stocks increased by 5.5 million barrels last
week, while fuel and distillate stocks fell by 3.2
million barrels. Although mixed, these data point
to strong demand and raise market expectations
that forecast output growth will be revised
downwards. In addition, the U.S. Government said
it expects stocks to fall this quarter, as a result of
output cuts by the OPEC+ and the withdrawal of
U.S. oil production from record high levels. After
Israel rejected Hamas' offer to end the conflict,
and began preparations for an attack on southern
Gaza, the price of oil continued to rise. The closing
of certain refineries in the U.S. led to an increase
in fuel and diesel prices, which is another factor in
the increase in oil prices.
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Table 4 - Economic indicators (5 - 9 February 2024)

Expected Current
od
value value

Euro area

Indicator

Producer Price Index (PPI)
This indicator measures the change in the
price paid by domestic producers. The
indicator rise is an early inflation indicator.
Retail Sales

This indicator measures activity related to
retail trade volume (not applicable to motor
vehicles and motorcycles).

value

December
MoM%
YoY%

-0.8%
-10.5%

-0.8%
-10.6%

-0.3%
-8.8%

December
MoM%
YoY%

-1.0%
-0.8%

-1.1%
-0.8%

-0.3%
-1.1%

Previous

Germany

Factory Orders

Factory orders provide a fairly
comprehensive view of the manufacturing
sector.

Consumer Price Index (CPI)

It estimates the changes in the cost of living,
by measuring changes in the price level of
market basket of consumer goods and
services purchased by an average
household in Germany.

December

MoM% -0.2% 8.9% 0.3%
January
Final data
MoM%

YoY%

0.2%
2.9%

0.2%
2.9%

0.2%
2.9%

Great
Britain

S&P Global UK Construction PMI

Research on the construction sector
activities It is based on a survey of
management in the construction sector
about the state of their business and the
current level of purchases (materials).

S&P Global/CIPS UK Services PMI

The index was compiled based on responses
to questionnaires sent as a panel to 650
companies from the service sector. Sectors
covered include retail (except retail),
transportation, information,
communications, finances, insurance, real
estate and business services. Answers are
collected in the second half of each month
and indicate the direction of changes
compared to the previous month. A score
above 50 indicates that the services sector
is generally expanding, while a score below
50 indicates its general decrease.

January

47.2 48.8 46.8

January
Final data
53.8

54.3 53.8

USA

Initial Jobless Claims

This indicator measures the number of
people receiving unemployment
allowances.

ISM Service Index

This composite index consists of 4
indicators: business activities, new orders,
employment and delivery of supplies. The
index value above 50.0 points to expansion,
while the one below 50.0 points to a
contraction in the non-productive sector.
The index is an indicator of the overall
economic  situation for the non-
manufacturing sector.

3 February

K=1,000 220K 218K 224K

January

52.0 53.4 50.6
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