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Weekly overview of short news

Last week was marked by a significant drop in share prices on Wall Street, caused by
weaker than expected data on the earnings of some of the so-called the Magnificent Seven
(the largest technology companies), which has led to a questioning whether investment in
the artificial intelligence development generates enough revenue. Accordingly, investors'
increased risk aversion caused the Russell 2000 index, which includes stocks of smaller
companies, to outperform.

Growing expectations that the Bank of Japan will raise interest rates at its meeting ending
31 July have led traders to abandon carry trades - a strategy in which they borrow at lower
interest rates to invest in higher-yielding assets which, alongside the aforementioned drop
in stocks that highlighted the yen's traditional role as a safe haven, caused the currency to
strengthen. The yen dominated foreign exchange markets in July, rising against the dollar
from a 38-year low (161.95) to a near 3-month high (151.94).

China's central bank surprised the market at the very beginning of the week by cutting the
key short-term monetary policy rate (7-day reverse repo rate) by 10 bp to 1.70%. Shortly
thereafter, the major banks reduced 1-year and 5-year lending rates by 10bp each, to
3.35% and 3.85%, respectively. The surprise followed in the rest of the week, with the
reduction of the medium-term lending rate by 20bp to 2.30%. Considering that this is not
the usual action of the central bank, the markets assume that this move is aimed at
supporting the economy, after the disappointing growth in Q2 (the lowest rate in the last
five quarters). Uncertainty regarding China's economic growth increases concerns about
the oil demand, taking into account the fact that China is the second largest consumer of
this energy generating product, which significantly affects the trend in oil prices.

The business climate in France and Germany, which are the two largest economies of the
euro area, worsened during July, with entrepreneurs showing concern for the future.
France's interim finance minister, Bruno Le Maire, has warned that the economy is
suffering because French President Macron is delaying the appointment of a new prime
minister. Le Maire stressed the urgent need for an operational government, noting that the
current uncertainty about the economic recovery is costly. Business confidence diminished
due to political turmoil. In the meantime, the business climate index in Germany also
recorded a fall for the fourth month in a row. A fall in business sentiment may increase
invitations for further rate cuts by the European Central Bank. The Bundesbank President,
Joachim Nagel, has suggested that the ECB may reduce borrowing costs if economic data
remains stable, stressing patience and maintaining a restrictive monetary policy until
inflation stabilizes at 2%. Nagel also noted strong wage growth in the euro area and a
challenging path to stable inflation.

Weekly Report|22 — 26 July 2024
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The EUR/USD exchange rate ranged between 1.0826 and 1.0903
in this reporting week. The exchange rate did not register any
significant changes on Monday, but it fell on Tuesday as the ECB
Deputy President, Luis de Guindos, emphasized that September
is a suitable month for the ECB to make a decision regarding the
interest rate, since then this monetary institution will have more
information as well as new macroeconomic projections. The
EUR/USD exchange rate had a volatile trend on Wednesday, with
the euro weakening as the PMI index in the Euro area and
Germany fell slightly in July, which is a result of slower growth in
services and increased contraction in production. The exchange
rate had a mixed development trend the next day as well.
Although the U.S. GDP exceeded expectations, this data
combined with the slowdown of the PCE deflator gives the Fed
room to cut the interest rate, that could happen in September,
which reflected the weakening of the dollar and the exchange
rate growth. On the other hand, the weakening of business
confidence in Germany and France increases the uncertainty
regarding the economic recovery of the euro area, which
influenced the weakening of the European currency and the
exchange rate decrease. The exchange rate fluctuated at the
very end of the week, as the meetings of the Fed and the Bank of
Japan, which should take place soon, were expected.
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The EUR/GBP exchange rate fluctuated between 0.83929 and
0.84494 in this reporting week. The EUR/GBP exchange rate did
not record significant changes on Monday, averaging at 0.84255.
The daily exchange rate fell the following day due to higher

expectations that the ECB could reduce interest rates again in
September, as a result of the statement by the ECB Deputy
President, de Guindos. The EUR/GBP exchange rate had a
downward trend on Wednesday as, according to economic data,
the PMI index in Great Britain increased in July, against the PMI
index of the euro area, which was weaker than expected this
time. The growth of the index was supported by strong demand
and improved business confidence in this country. Sterling also
strengthened due to the stability of the new government, as well
as the fact that the BoE has been slower to cut rates than other
central banks, including the ECB, due to fears of service sector
inflation. The EUR/GBP exchange rate appreciated the following
day. Although data were released the previous day which caused
additional concern about the euro area economy, a trend of
falling share prices and growing investor risk aversion on global
markets were present, which had a negative impact on sterling.
Sterling weakened also due to increasing speculation about a
BoE interest rate cut at a meeting that takes place as early as
next week. The EUR/GBP exchange rate fluctuated at the very
end of the week, with investors' being increasingly focused to
the BoE meeting.
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The EUR/GBP exchange rate ranged between 164.83 and 171.71
in this reporting week. The EUR/JPY exchange rate, as well as the
EUR/USD and EUR/GBP exchange rates, did not record significant
changes on Monday. After that, the exchange rate had a
downward trend for two days as traders positioned themselves
ahead of this month's Bank of Japan meeting. Namely,
expectations have increased that the Bank of Japan could raise
interest rates at the next meetings. In the first half of the day on
Thursday, the exchange rate had a downward trend as the fall in
share prices on Wall Street, especially concerning technology
companies, led to an increase in the demand for safe assets,
which stimulated the demand for the yen. The yen also rose as a
result of expectations that the Bank of Japan could raise interest
rates next week. However, in the second part of the day, the
exchange rate recovered and ended the day at the level it had at
the beginning of the day, as data on the U.S. GDP led to a
recovery in stock prices and revived the carry trade, resulting in
weakening of the yen. The exchange rate fluctuated on Friday
and averaged 167.06.
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Table 1 - Exchange rates of the
most important currencies

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

%
22-Jul-20241 26-Jul-20242 Change
EUR/USD 1.0882 1.0856 -0.24
EUR/GBP 0.84260 0.84373 0.13
EUR/JPY 171.39 166.93 -2.60
EUR/AUD 1.63786 1.65813 1.24
EUR/CHF 0.96748 0.95940 0.84
uUsD/IPY 157.48 153.76 22.36
GBP/USD 1.2914 1.2867 -0.36
Central Bank Reference interest Reference Next
rate interest rate meeting
level
European Central ECB main
Bank (ECB) refinancing rate 4.25% 12-Sep-2024
Federal Reserves | Federal Funds Target
(Fed) Rate 5.50% 31-Jul-2024
Bank of Japan Overnight Call Rate
P 8 0.00% 31-Jul-2024
(BoJ)
Bank of England Official Bank Rate
g 5.25% 1-Aug-2024
(BoE)
Swiss National Libor Target Rate
1.25% 26-Sep-2024
Bank (SNB) ° P
Bank of Canada Target Overnight
(BoC) Rate 4.50% 4-Sep-2024
Reserve Bank of
] Cash Rate Target 4.35% 6-Aug-2024
Australia (RBA) 8 0 ue

The Bank of Canada cut the benchmark interest rate by 25bp for the second month in a row, bringing it to 4.5%. The Bank said
that further reductions in borrowing costs are likely if inflation continues to "cool down" in accordance with forecasts. The
interest rate cut was in line with market expectations. The Bank of Canada Governor, Tiff Macklem, said that he is increasingly
confident that the "ingredients" are in place to return inflation to the target level. The Bank of Canada reiterated that inflation
should return to a sustainable inflation target of 2% in H2 2025.

Table 3 - ESTR and
Euribor

Change in
22-Jul-2024.1 26-Jul-2024.2 basis points
ESTR 3.663 3.663 0.00
Euribor 1W 3.622 3.642 2.00
Euribor 1M 3.626 3.621 -0.50
Euribor 3M 3.698 3.655 -4.30
Euribor 6M 3.633 3.591 -4.20
Euribor 12M 3.502 3.426 -7.60

! Opening market value on Monday

2 Closing market value on Friday
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Table 4 - Economic indicators (22 - 26 July 2024)

Euro area

HCOB Composite PMI

The index is based on surveys of over 300
executives in production and service companies
in the private sector. Each response is weighted
according to the size of the company and its
contribution to total production or service
production.

Consumer Confidence

It measures consumer confidence in euro area
countries. This figure is the result of a survey of
euro area consumers in terms of their finances,
labour market, willingness to save, and
expectations regarding the economy.

July
Preliminary data

July
Preliminary data

50.9

-13.5

50.1

-13.0

50.9

-14.0

Germany

HCOB Composite PMI

The index is based on surveys of over 300
executives in production and service companies
in the private sector. Each response is weighted
according to the size of the company and its
contribution to total production or service
production.

IFO Business climate

It refers to a survey of German companies on the
current conditions (state) of business in
Germany, and their expectations for the next six
months.

July
Preliminary data

July

50.6

89.0

48.7

87.0

50.4

88.6

France

Business Confidence

An indicator that provides information on future
developments based on surveys of opinions on
the development of production, orders and
stocks of finished goods in industrial sector.

July

99

94

99

Great
Britain

S&P Global UK Manufacturing, Services,
Composite PMI

PMI surveys tracks opinion among procurement
managers in manufacturing and/or services
sectors. The index was obtained from the results
of questionnaires related to production, orders,
stocks, employment, prices, etc.

July
Preliminary data

52.6

52.3

USA

PCE Core Deflator

Price index is the economic indicator that
measures inflation by tracking changes in the
prices of goods and services purchased by U.S.
consumers, excluding food and energy costs.
GDP Annualized

Gross domestic product (GDP) measures the
annual change in the inflation-adjusted value of
all goods and services produced by the economy.
It is the broadest measure of economic activity
and the primary indicator of the economy’s
health.

June
MoM%
YoY%

2Q

0.2%
2.5%

2.0%

0.2%
2.6%

2.8%

0.1%
2.6%

1.4%

Japan

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.

July
YoY%

2.3%

2.2%

2.3%
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EUROPEAN GOVERNMENT BONDS MARKET
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The yield on 10-year German government bonds fell
for the third week in a row, which is the longest
period of a downward trend since December. The
yield fell by about 5bp this week, from 2.458% to
2.407%. The focus of market participants at the very
beginning of the week was on the withdrawal of
President Biden from the election race, therefore
that day the yield went up, recording the maximum
for this week of 2,496%. A downward trend has been
present in this market since Tuesday. Weaker
investors risk appetite and the data on the decline in
activity in the production and service sectors of the
euro area and Germany, which fuelled expectations
regarding the reduction of ECB interest rates, caused
the aforementioned decline in vyields. The yield
briefly recovered on Wednesday, only to continue
falling the very next day, as concerns about the euro
area economy, following the announcement that the
business climate in Germany and France is
weakening, fuelled expectations regarding the
reduction of interest rates, and the Bundesbank
President stated that the further reductions are
possible if the economic data does not provide any
surprises. The fall in yields is also caused by the
growth in demand for safe assets caused by the
global fall in share prices. Although the vyield
recovered on Thursday afternoon after the
announcement that U.S. economic growth was
above expectations in Q2, it continued to fall the
following day, as data on the consumer price deflator
in July, also in the U.S., "softened" the picture on the
American economy, which was also reflected in the
German government bond market.

U.S. GOVERNMENT BONDS MARKET
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The vyield on 10-year U.S. government bonds
fluctuated in the range of 10bp during this week
(4.19%-4.29%), and at the weekly level, it fell by
about 2bp, from 4.21% to 4.19%. The news of
President Biden's withdrawal from the election race
caused a different market reaction, thus the yield on
10-year U.S. government bonds had an upward trend
on Monday. The yield was mostly weak for the next
two days. Falling stock prices on American stock
exchanges turned investors to safe assets, which
caused demand for bonds to grow and yields to fall.
The fall in yields was fuelled by growing expectations
that the Fed will start cutting interest rates in
September, but also by the statement of former New
York Fed President, William Dudley that he prefers to
cut interest rates already at the July meeting.
Towards the end of the day on Wednesday, this yield
jumped to 4.29%, as average demand was recorded
at the 5-year bond auction, just one day following
the strong demand at the 2-year bond auction. The
yield was 10bp lower already on Thursday, due to
strong demand at the auction of 7-year bonds, but
after the release of stronger than expected data on
U.S. economic growth in Q2, this yield went up. A
correction followed on the last day of the week, as
U.S. inflation data fuelled expectations of a
September Fed rate cut, causing yields to weaken.
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The price of gold fell from $2,402.16 to $2,387.19
per ounce in this reporting week. The price had a
downward trend on Monday, due to the increase in
the yield on U.S. government bonds. However, the
price of this precious metal went up for the next two
days. Following the news on the withdrawal of
President Biden and the new democratic candidate
for the presidential elections in the USA, the focus of
investors shifted to economic data, mainly from the
USA, and a set of central bank meetings scheduled
for the last week of July (BoJ, BoE, Fed), therefore on
Wednesday afternoon the price of gold rose to a 2-
month high of $2,432.02. However, the price of gold
reached a 2-week low of $2,353.24 the very next
day. The decline followed, first, due to the rise in
yields on U.S. government bonds, and then, as data
on US economic growth fuelled expectations that the
Fed could keep interest rates at their current level
for a longer period of time. Although mixed, Friday's
U.S. inflation data put the Fed's interest rate cut in
the foreground again as early as September, which
caused the gold price to recover, but not to the
extent that it would have recouped previous losses.
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The price of oil has weakened for the third week in a
row, recording a drop in this week from $83.34 to
$80.43. The downward trend, which began with the
withdrawal of President Biden from the election
race, was present for almost the entire week.
Although the Central Bank of China surprised the
market at the beginning of the week by reducing the
key short-term interest rate, this move did not affect
the growth of oil prices, but the concern about
Chinese demand was the factor that continued to
dominate the oil market. The price of this energy
generating product tried to recover in mid-week,
after weekly data from the American Petroleum
Institute showed an unexpected decrease in stocks,
and according to the U.S. Government data, released
later in the day, stocks fell more than expected, to
the lowest level since February. The price continued
its downward trend on Thursday, reaching a 6-week
low of $79.97, as the Central Bank of China once
again surprised the market by cutting one of its
interest rates, indicating the authorities' concerns
about economic growth. The price rose by the end of
the day, due to the recovery of share prices, but also
as the data on economic growth in the USA offset
concerns about the slowdown in demand for oil in
China. The price was down again on the last day of
the week, as after the meeting between the U.S.
President and the Israeli Prime Minister, held on
Thursday, expectations regarding a cease-fire in Gaza
increased, and by the end of the day it was close to
the previously recorded minimum.

The aforementioned overview of trends is based on external sources and does not contain any comments, assessments and views of the CBCG. CBCG cannot guarantee their accuracy and is not responsible for direct or indirect
damage that may occur as a result of the use or inability to use information, materials or content, or for the consequences of decisions made based on them.
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