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The EUR/GBP exchange rate rose at the beginning
of this reporting period, before declining during
the remainder of the last December week. The
exchange rate’s depreciation occurred as investors
took positions towards the end of the year. The
UK Parliament approved the post-Brexit trade
agreement with the EU. In the first week of this
year, the EUR/GBP exchange rate appreciated
sharply during the first day. The UK Prime Minister
ordered the third national lockdown in England
(schools closed, residents movement was
restricted, etc.). The EUR/GBP exchange rate faced
a mild depreciation during the rest of this week.
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During most of the last December week, the
EUR/USD exchange rate appreciated. Namely, it
appreciated in the mentioned period due to the
increased demand for riskier funds after the US
legislators supported the increased economic
incentives package. However, during the last working
day in December, this exchange rate depreciated
sharply. The Bank of Finland’s Governor, an ECB
member, stated that the ECB was closely monitoring
the euro’s trend against other currencies and would
continue to do so in the future. He added that the
exchange rate affected growth and inflation outlook
and was therefore crucial for achieving the inflation
target. In the first week of this year, the EUR/USD
appreciated during the first three days. It happened
as investors turned to riskier investments due to
optimism that the vaccine distribution and
government incentives would support the global
economic recovery. The USD depreciation also
resulted from the news that the Democrats won
control over the Senate. This will enable the newly
elected US President to introduce more generous
fiscal incentives than the existing ones. At the very
end of this period, the exchange rate fell.
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During the first two days of these two weeks, the
EUR/JPY exchange rate appreciated due to
growing demand for riskier funds after the US
President signed a 900 billion USD aid program.
However, towards the end of the last December
week, the EUR/JPY exchange rate declined as
investors took up positions towards the year’s
very end. In the first week of this year, the
exchange rate was stable initially. It started
growing sharply from the middle of the week since
the demand for riskier funds increased. The
reason was speculation that the newly elected US
president’s incentive package could significantly
exceed the existing one.
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Table 1 - Exchange rates
of the most important
currencies
EUR/USD
EUR/GBP
EUR/JPY
EUR/AUD
EUR/CHF
USD/JPY
GBP/USD

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

1.2193
0.89978
126.25
1.60636
1.08617
103.43
1.3560

1.2218
0.90096
127.06
1.57466
1.08235
103.94
1.3568

0.21
0.13
0.64
-1.97
-0.35
0.49
0.06

Reference interest
rate

European Central
Bank
Federal Reserves

ECB main
refinancing rate
Federal Funds
Target Rate
Overnight Call
Rate
Official Bank Rate

Bank of England
Swiss National
Bank
Bank of Canada
Reserve Bank of
Australia

Table 3 - Eonia and
Euribor

Libor Target Rate
Target Overnight
Rate
Cash Rate Target

2

Reference interest
rate level

0.00%
0.25%
-0.10%
0.10%
-0.75%
0.25%
0.10%

Next meeting

21 January
2021
27 January
2021
21 January
2021
4 February
2021
25 March
2021
20 January
2021
2 February
2021

28.12.2020

08.01.2021

Change in
basis points

-0.470
-0.570
-0.568
-0.542
-0.519
-0.494

-0.477
-0.561
-0.555
-0.550
-0.530
-0.510

-0.7
0.9
1.3
-0.8
-1.1
-1.6

3

Eonia
Euribor 1W
Euribor 1M
Euribor 3M
Euribor 6M
Euribor 12M

2

08.01.2021

Central Bank

Bank of Japan

1

28.12.2020

%
Change

1

4

Opening market value on Monday
Closing market value on Friday
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EUROPEAN GOVERNMENT BONDS MARKET

US GOVERNMENT BONDS MARKET

Source: Bloomberg LP
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In the last week of December, the return on 10year German government bonds fell by 2 base
points to -0.57% on Wednesday 30 December,
the last business day in 2020 due to the New
Year holidays. The decline resulted from the
deteriorated epidemiological situation and the
possible introduction of new measures. At the
early first January week, the return fell to 0.614%, as demand for safe funds grew due to
falling stock prices and the introduction of
stricter lockdown measures. However, later this
week, the return began to rise due to KfW and
Land NRW bond auctions and awaiting the
auctions of 2-year (Tuesday) and 10-year
German government bonds (Wednesday). Thus,
the yield on 10-year German bonds reached a
level of -0.502% on that day. In the first January
week, there were also syndicated sales of Italian
government bonds (with 10.5 times higher
demand than supply), and the sale of Irish and
Slovenian (Tuesday). There was strong demand
on auctions of Spanish and French government
bonds held on Thursday. Portugal announced an
auction of 10- and 15-year bonds worth 1.25
billion euros next week although some thought
they would choose syndicated sales up to 4
billion euros. By the end of the week, the
return fluctuated. Therefore, they ended the
reporting period ended at -0.519%. This week’s
economic data included the current PMI values
for the EU, Germany, Spain and Italy, and
Germany’s inflation rate. All data were weaker
than expected.

In the last week of December, the return on 10year US government bonds trended down
slightly, and market activity declined due to the
New Year holidays. Although this trend
continued at the beginning of the first January
week, the return soon grew. The growth lasted
until the mentioned week ended. The drivers of
the growing trend were stronger than expected
US economic data (ISM Institute) and the
Senate’s possible control by Democrats. Thus,
the 10-year return exceeded 1% on Wednesday
6 January the first time since March, reaching
even higher level (of 1.115%) by the end of the
week. Namely, elections for two seats in the
Senate were held in Georgia on Tuesday. The
Democrats’ victory would create conditions for
additional spending to revive the American
economy. By the end of the week, it was
confirmed that the Democrats were taking
control of the Senate. In addition to these
elections, protests against the November
presidential elections results were current on
the US political scene last week. During a
Congress meeting, which was expected to
confirm Biden’s victory, some of Trump’s
supporters stormed the Congress building. The
return was also supported by Biden’s call for
urgent support to the economy of several
trillion dollars.

Two-week Report 28 December 2020 - 8 January 2021

4

GOLD

OIL
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In the last week of December, the gold price
ranged from around 1870 to 1900 USD/oz,
remaining the same on 31 December. During
this period, market activity reduced due to the
Christmas and New Year holidays, and there
were no significant events. At the beginning of
January, the price started to grow significantly.
In the middle of the first January week, it
reached almost 1960 USD/oz (a 2-month
maximum). This price increase resulted from a
higher number of new Coronavirus-infected
people. This increased the probability of
introducing stricter measures, resulting in
higher demand for safe investments. The price
declined in the second half of this week. At the
end of the reporting period, this precious
metal’s price stood at some 1850 USD/oz.
Namely, the decline came from the rising return
on 10-year US government bonds to above 1%,
for the first time since March last year. Higher
return pressured gold as it increased the
opportunity cost of metal holding. The gold
price dropped by 2.5% in the first January week,
which was its first drop in six weeks.

In the last December week, the crude oil price
was relatively stable. There were no significant
developments in the market, except the release
that this energy source’s stocks in the USA fell
for the third consecutive week. On Monday, 4
January, the price started to rise and fell on the
same day. However, as the first week of January
continued, this market constantly had a growing
trend. Namely, OPEC + held a meeting this week
concerning the February output, which caused
the price to rise. On Monday, OPEC officials,
Russia and other leading oil-producing countries
could not agree to increase output amid
reduced demand due to the Coronavirus
pandemic. On Tuesday, they agreed to keep
production stable in February and March. Saudi
Arabia warned of the risk of “releasing”
additional barrels on the already fragile market.
It decided to voluntarily reduce production by
an additional 1 million barrels per day in the
mentioned period, although Russia decided to
increase it. On the other hand, Russia and
Kazakhstan promised to jointly increase the oil
supply by 75 thousand barrels per day during
these months. Price growth was also spurred by
the announcement that US oil inventories
continued to fall. The price reached an 11month high at the end of the reporting period.
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Table 4 - Economic indicators (28 December 2020 – 8 January 2021)
Expected
Country
Indicator
Period
value
Retail Sales
This indicator measures changes in November
retail sales in euro area.
MoM%
-3.4%
YoY%
0.9%
Producer Price Index (PPI)
Assesses the average change in
Euro area prices of certain manufacturers at December
all stages of production, but does
MoM%
0.3%
not include imported goods,
services and taxes. The index is
seen as an indicator of future
inflation.
Retail Sales
This indicator measures changes in
retail sales in Germany.

Germany

Producer Price Index (PPI)
Assesses the average change in
prices of certain manufacturers at
all stages of production, but does
not include imported goods,
services and taxes. The index is
seen as an indicator of future
inflation.
Initial Jobless Claims
Measures the number of people
receiving
unemployment
allowances. It is similar to the
applicant. The growing number of
jobs accompanies the economic
expansion, which could influence
inflationary pressures.

USA

Factory Orders
Shows change in the number of
orders with domestic producers.
The data shows the demand for
German industrial products. Factory
orders are an early indicator of the
overall
consumption
in
an
economy, which affects economic
growth.

Current
value

Previous
value

-6.1%
-2.9%

1.5%
4.3%

0.3%

-0.3%

November
MoM%

-2.0%

1.9%

2.6%

December
MoM%

0.6%

0.5%

-0.8%

835K

787K

803K

0.7%

1.0%

1.0%

December
31
K=1,000

December
MoM%

Source: Bloomberg
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