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The EUR/USD exchange rate appreciated to 1.0980
on Monday, as the euro was supported by the
better-than-expected economic data from the euro
area (retail sales fell less than expected in November
on an annual basis (1.1%); the Sentix investor
confidence index recovered in January from -16.8 to
-15.8; the consumer confidence index rose
unexpectedly from -15.1 to -15.0), while lower
inflation expectations caused the USD to depreciate.
The next day, the euro was under pressure due to
the published unfavourable data on German
industry, which showed that activity in this sector
unexpectedly fell by 0.7% in November. The USD
further appreciated, awaiting December US inflation
data indicating whether the Fed'’s interest rate cut is
justified. The exchange rate appreciated slightly on
Thursday morning as the USD depreciated awaiting
US inflation data, and appreciated after the
publication. However, towards the end of the day,
the exchange rate recovered. Traders’ expectations
of a Fed rate cut have eased somewhat, but they
were still counting on a cut in March, causing the
USD to depreciate. The EUR/USD exchange rate fell
on Friday due to the data on US producer prices. The
ECB President Christine Lagarde said that the interest
rate would fall when inflation was “under control”,
which depreciated the euro.

EUR/GBP
i e Tniraday Price Chart

+ Relate otz + - RN ¢ /it Chert

On Monday, the EUR/GBP exchange rate
depreciated, expecting the ECB to cut interest rates
before the BoE. It appreciated over the next two
days as retail sales data were weaker than expected
in the UK. During the last two days, the exchange
rate depreciated after the GDP in the UK increased in
November monthly by 0.3% compared to the
expected 0.2%.
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The EUR/JPY exchange rate depreciated at the
beginning of the week after inflation data in line with
market expectations. In December, the consumer
price index in Japan increased by 2.1% annually, less
than in November when it was 2.3%. There has been
speculation that “persistent” inflation will lead to a
tightening of Bol policy. At the same time, Bol
meetings have become closely watched, with
investors wary of a change in ultra-loose BoJ policy.
The BoJ Governor hinted at a shift in policy but
stressed that wages must first rise if the bank is to
achieve its sustainable inflation target of 2%. The BolJ
meets again on 22-23 January, and it is widely
expected to keep the interest rate negative, awaiting
more evidence of positive wage growth and price
developments. On Wednesday, the exchange rate
appreciated after wage growth slowed down in
Japan, which will make it difficult for the BoJ to get
out of its current policy mode. Wage growth in Japan
rose 0.2% in November compared to the previous
year and is significantly lower than October’s growth
(1.5%). The current geopolitical tensions in the
market increased the demand for safe assets,
including the yen, which led to the exchange rate
depreciation at the end of the week.
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Table 1 - Exchange rates of the
most important currencies

Table 2 - Overview of the
leading central banks’
interest rates

Table 3 — ESTR and Euribor

08.01.2024! 12.01.20242 %
Change
EUR/USD 1.0943 1.0951 0.07
EUR/GBP 0.86032 0.85886 -0.17
EUR/JPY 158.25 158.66 0.26
EUR/AUD 1.62986 1.63798 0.50
EUR/CHF 0.93031 0.93359 0.35
usD/JPY 144.63 144.88 0.17
GBP/USD 1.2720 1.2753 0.26
Reference Reference interest

Central Bank

Next meeting

interest rate rate level
European .
Central Bank . fiiiﬁcna'?ate 4.50% 25 January 2024
(ECB) g
Federal
Reserves Federal Funds 5.50% 31 January 2024
Target Rate

(Fed)
(B;;'; ofJapan | 4 e rnight Call Rate -0.10% 23 January 2024
(B;:Ek)"f England | otficial Bank Rate 5.25% 1 February 2024
Swiss National | ;0 . oot Rate 1.75% 21 March 2024
Bank (SNB) 8 /27
Bank of Canada Target Overnight o

. 24 2024
(BoC) Rate 5.00% January 20
Reserve Bank of

0,
Australia (RBA) Cash Rate Target 4.35% 6 February 2024
Changein
08.01.2024! 12.01.20242 . & .
basis points

ESTR 3.905 3.904 -0.1
Euribor 1W 3.892 3.884 -0.8
Euribor 1M 3.878 3.893 1.5
Euribor 3M 3.936 3.932 -0.4
Euribor 6M 3.912 3.896 -1.6
Euribor 12M 3.584 3.636 5.2

! Opening market value on Monday

2 Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS MARKET
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During the reporting period, the return on 10-year
German government bonds ranged from 2.12%
(Monday) to 2.26% (Thursday) and 2.184% at the
end of the week. The growing investors’ expectations
that the ECB will reduce the interest rate several
times this year and that the first cut will be already in
March or April caused a drop in the return at the
beginning of the week. From Tuesday to Friday, the
return mostly trended up as some of the ECB’s
monetary policymakers indicated that it would take
time to put inflation under control.ng. On Tuesday,
the Banque de France Governor said that the ECB’s
interest rate would drop this year when inflation
prospects have stabilised at the targeted level, that
decisions will be data-dependant, and they will not
rush. The following day, ECB executive board
member Isabel Schnabel said it was too early to talk
about a rate cut, and the Central Bank of Slovenia’s
Governor repeated her comments a day later, adding
he preferred 25 bp cuts once the process begins,
while not ruling out higher rate reduction. The ECB
President stated in an interview that the reductions
would start when inflation was sustainably moving
towards the targeted level. However, the return was
lower and fluctuated throughout Friday as
expectations of an ECB interest rate cut rose after an
unexpected drop in the US producer price index,
fuelling expectations of aggressive Fed easing.
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The return on 10-year US government bonds fell
from 4.05% to 3.94% in this reporting week. On
Monday, the return trended down, as the survey of
consumer expectations conducted by the Fed in New
York indicated a weakening of inflationary
expectations. On the same day, Fed Governor
Michelle Bowman stated that the US inflation rate
could reach the 2% target with interest rates at the
existing levels, which caused their slight growth. As
the week continued, the return fluctuated. In the
rest of the week, the return fluctuated. The return
rose getting near to the release of US inflation data.
The 3-year US bond auction (on Tuesday) resulted in
the lowest rate since last May, and the 10-year
auction (held the next day) resulted in the lowest
rate since last August, influencing the return’s
weakening. After Thursday’s data showed that the
inflation rate rose more than expected, the return
jumped to 4.066%, to fall by about 10 bp soon as the
last auction for the week, the 30-year bond auction,
recorded the lowest yield since last August. At the
end of the reporting week, the return mainly went
down after US producer prices unexpectedly fell in
December. It suggests that inflation will weaken in
the coming months, causing increased expectations
for an aggressive Fed rate cut this year.
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Early this week, the gold price fell after reduced
expectations that the Fed would quickly cut interest
rates and as investors awaited US inflation data. It
was volatile in the middle of the week and averaged
around 2,030 USD/ oz.tr. On Thursday morning, this
precious metal’s price trended up due to the USD
depreciation in response to the US inflation data, to
fall after their publication. At the very end of the
week, the demand for gold was boosted after an air
attack by the USA and Great Britain on the positions
of the Houthi rebels in Yemen.

The oil price started the week with a drop, as the
reduced official price at which Saudi Arabia supplied
oil to Asia indicated a “softer” outlook for this
market. Arabia has reduced the prices for the other
regions it supplies with this energy. During this
period, some delivery companies agreed with the
Houthis on safe movement through the Red Sea
waters, contributing to the price’s weakening. On
Tuesday, the price recovered due to tensions in the
Middle East, and the largest oil field in Libya, which
produces about 300 thousand barrels per day, was
still closed. The next day, oil stocks unexpectedly
rose by 1.34 million barrels - the most significant
increase since the middle of last month, which led to
a price drop. At the end of the week, Iran seized
another crude oil tanker off the coast of Oman,
which increased the prospects for an escalation of
the conflict in this part of the world. Namely,
American and British forces carried out an air attack
on targeted positions in Yemen on Friday, so the
price of this fuel increased. Houthi attacks on
shipping in the Red Sea have affected trade flows
when supply “strains” are putting upward pressure
on global inflation.
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Table 4 - Economic indicators (8 - 12 January 2024)

) . Expected Current Previous
Country Indicator Period
value value value
Unemployment Rate The percentage of November
individuals on the labour market and 6.5% 6.4% 6.5%
unemployed, but actively looking for a job. In
general, higher unemployment rate weakens the
economy and results in lower personal spending.
Euro area
Retail Sales
This indicator measures changes in retail sales. November
MoM% -0.3% -0.3% 0.1%
YoY% -1.5% -1.1% -1.2%
Industrial Production It measures the output in November
mining and quarrying, manufacturing and utilities MoM% 0.0% -0.7% -0.4%
Germany | (electricity, gas and water supply). YoY% -4.0% -4.8% -3.5%
Industrial Production It measures the output in November
mining and quarrying, manufacturing and utilities MoM% 0.0% 0.5% -0.3%
ARz (electricity, gas and water supply). YoY% 0.3% 0.6% 1.8%
Consumer price index (CPI)
It estimates the cost of living changes by December
measuring changes in the price level of market MoM% 0.2% 0.3% 0.1%
basket of consumer goods and services YoY% 3.2% 3.4% 3.1%
purchased by an average household. Therefore,
it is the key inflation measure.
USA
Initial Jobless
Claims
It measures the number of people filing for January 6
unemployment benefits for the first time. K=1,000 210K 202 K 202 K
Industrial Production It measures the output in November
mining and quarrying, manufacturing and utilities MoM% -0.2% -1.5% -0.2%
(electricity, gas and water supply).
Unemployment Rate The percentage of November
Italy individuals on the labour market and 7.8% 7.5% 7.8%
unemployed, but actively looking for a job. In
general, higher unemployment rate weakens the
economy and results in lower personal spending.
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