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DAILY FX REPORT

FX Caught Between Rate Divergence and Rising
Global Tensions

EUR / USD

The EUR/USD pair continues to face downward pressure primarily due to the significant interest rate differential
of 1.5-1.75% between the ECB and Federal Reserve, with the Fed maintaining higher rates. Technical analysis
reveals a weakening momentum as the pair trades between 1.16 and 1.17, with the RSI dropping to 50 and
increased trading volume around the 1.175 level.

While Eurozone economic data shows relative stability with inflation near 2.9% and steady unemployment at
6.4%, growth remains modest at 0.6%, providing limited support for the euro. The US dollar benefits from higher
bond yields, with US 10-year yields at 4.19% compared to Eurozone yields at 2.91%, though this spread has
recently narrowed.

The appointment of a new Fed chair and potential acceleration of rate cuts could weigh on USD strength, while
increasing geopolitical tensions, particularly regarding US intervention in Venezuela, may drive safe-haven flows
toward the dollar. The pair's immediate technical outlook suggests that a break below the 50-day moving average
at 1.17 could trigger further losses toward 1.157, while successful defense of the 200-day moving average at
1.16 might enable a recovery toward 1.180.

USD / JPY

The USD/JPY currency pair remains under significant pressure due to the substantial monetary policy divergence
between the Federal Reserve and Bank of Japan, with the interest rate differential currently standing at
approximately 225 basis points. Despite the Bank of Japan's recent rate hike to 0.75%, real interest rates in
Japan remain deeply negative at around -2% after inflation adjustment, while the Federal Reserve maintains rates
at 3.50-3.75%.

Technical analysis indicates strong bullish momentum, with the pair trading above key moving averages including
the 200-day at 149.59 and the 50-day at 155.75, suggesting continued upward pressure. Japan's persistent
challenges, including a debt-to-GDP ratio exceeding 250% and inflation at 2.9%, continue to weigh on the yen
and limit the BOJ's ability to tighten monetary policy aggressively.

The recent surge in Japan's 10-year government bond yield to its highest level since 1995 has raised concerns
about potential large-scale repatriation of overseas investments, while market participants closely monitor the
BOJ's neutral rate guidance between 1-2.5%. Looking ahead, while the structural weakness in the yen may
moderate as the Fed begins its anticipated easing cycle in 2026, the currency pair could target the 159.00 level if
it breaks above the recent resistance at 157.75.

GBP / USD



The GBP/USD pair demonstrates resilience amid a shifting monetary policy landscape, with the Federal Reserve's
dovish stance following three rate cuts in 2025 contrasting against the Bank of England's more hawkish position
on inflation. Technical analysis reveals the currency pair maintaining levels above crucial support at 1.33, with
multiple moving averages suggesting underlying strength in the current market structure.

The US labor market's softening, evidenced by unemployment reaching 4.6%, combined with expectations of
further Fed rate cuts to 3.0-3.25% by December 2026, points toward continued dollar weakness. However,
geopolitical tensions, particularly the US military intervention in Venezuela, introduce significant uncertainty that
could drive safe-haven flows and impact currency movements through commodity price channels.

The technical outlook remains cautiously optimistic, with potential for upward movement if the pair breaks above
the 1.35 resistance level, though the RSl reading of 59 suggests neutral momentum in the near term.

Economic Calendar

Currency Date Time Indicator Period Survey Prior
JPY 01/05 00:30 S&P Global Japan PMI Manufacturing DecF 49.7
GBP 01/05  09:30 Mortgage Approvals Nov 64.0k 65.0k
uUsD 01/05 15:00 ISM Manufacturing Dec 48 4 482
EUR 01/06 0900 HCOB Eurozone Services PMI DecF 526 526
GBP 01/06  09:30 S&P Global UK Services PMI DecF 521 52.1
EUR 01/07 10:00 CPI Estimate YoY DecP 2.0% 21%
uspD 01/07 12:00 MBA Mortgage Applications Jan 2
uUsD 01/07 13:15 ADP Employment Change Dec 48k -32k
usD 01/08 13,30 Initial Jobless Claims Jan 3 211k 199k
usD 01/08  13:30 Trade Balance Oct -$58.8b  -$52.8b
UsD 01/09 13:30 Change in Nonfarm Payrolls Dec 59k G4k
UsD 01/09 13:30 Unemployment Rate Dec 4.5% 4.6%
usD 01/09 1500 U. of Mich. Sentiment Jan P 535 529
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