Daily Insight - The Pound rallies against the Dollar
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Good Morning, 
Please find below today's morning update which gives you an insight into the current market conditions, enabling you to keep informed and up to date on the latest currency movements.
Listen to our latest podcast here<http://uk4.lyris.net/t/294227/9612113/83865/0/> [http://www.torfx.com/mailers/images/podcast-logo.png] <http://uk4.lyris.net/t/294227/9612113/83865/0/>



GBPEUR/GBPUSD

The Pound began the day on a firm footing yesterday, as some investors bet that the collapse of Prudential Plc's $35.5 billion bid for an American International Group Asian division will ease concern that the UK insurer would begin selling large quantities of Sterling. The UK currency rose above 1.20 against the Euro to the highest level in 18-months but gains faded through the course of the day.

Prudential Plc said yesterday that the collapse of its proposed acquisition of AIG Inc's main Asian unit will cost roughly £450 million that the failure may also cost the Chief Executive Tidjane Thiam his job. The insurer was due to pay AIG in Dollars after raising the cash in Pounds and the UK currency had risen above $1.47 versus its U.S counterpart on speculation that the transaction was destined to fail.

In terms of economic data, the Pound was buoyed by reports that UK construction expanded in May at the fastest pace since September 2007, led by homebuilding. An index of building activity, based on a survey of purchasing managers, rose to a reading of 58.5, from 58.2 in April, as the overall improvement in the manufacturing sector continues to support the economic recovery.

The UK economy expanded 0.3% in the preliminary estimate for the first quarter, more than initially forecast, after an upward revision in manufacturing and construction. Bank of England policy makers voted unanimously to keep the £200 billion bond-purchasing program on hold last month, but reserved the right to continue quantitative easing should the recovery stall.

Elsewhere, UK mortgage approvals rose to the highest level in four months in April, as banks free up lending conditions and the conclusion of a transaction tax on home purchases for first time buyers helped improve demand. Lenders granted 49,871 loans to buy homes, compared with 49,008 in March, the highest reading since December.

The number of mortgage approvals remains below its average over the previous six months and is about half the total that were granted at the peak of the UK's housing boom in 2007. The new coalition government has so far planned £6.2 billion in public spending cuts this year that may weigh heavily on households' finances and restrict price increases.

Alan Clarke, an economist at BNP Paribas SA, said that "the series has been drifting sideways for the last three months. After a decent bounce from the mid-recession low, approvals have lost upward thrust. This points to a steady, if unimpressive pace of house-price inflation and consumer spending growth."

Despite the degree of optimism surrounding the economic data released yesterday, the Pound trailed off through the course of the day, declining 0.3% against the Euro and 0.5% versus the Dollar to a low of $1.4580, after hitting a three-week high. Ian Stannard, a senior foreign exchange specialist at BNP Paribas SA, said that "the pound will probably decline to $1.35 by year-end and depreciate below $1.30 early in 2011, as the UK embarks on budget cuts. We are expecting sterling to come back under pressure given the extent of fiscal tightening which is likely to occur in the UK."

The Pound has climbed 5.7% against the struggling Euro this year, amid reports that signalled the UK economic recovery is gathering momentum, while European economies falter and remain mired in the sovereign-debt crisis. Analysts at Citigroup Inc believe that the Euro may decline further against the Pound, after it closed above 1.20 on Tuesday.

Citigroup technical analyst Tom Fitizpatrick said that the single currency will find support around 1.2195, which represents the 76.4% Fibonacci retracement of its rally between October and December 2008. He said that "a close above 1.19 is a bearish development which opens the way for further short-term losses. If tested, the 1.2195 area should provide good support at least on the first attempt."

*Fibonacci analysis is based on the theory that securities tend to rise or fall by specific percentages after reaching a new high or low. It is based on a formula developed by 13th century mathematician Leonardo da Pisa, known as Fibonacci, who discovered the number sequence while studying the reproduction rate of rabbits.

EUR/USD

The Euro was unable to breach the $1.23 level against the Dollar on Wednesday, finding support in the region of $1.2150, as key technical levels held firm following the sharp moves over the past few sessions. There were no further major developments surrounding the Euro-zone economy with government officials denying that the French AAA credit rating could come under scrutiny.

There were also denials that global central banks were looking to diversify away from the Euro. European producer price inflation accelerated to the fastest pace in more than a year in April, as a weaker Euro made imports more expensive and energy costs rose. So-called factory gate inflation rose 2.8% from a year earlier, after increasing 0.9% in March, the fastest pace since November 2008.

The Euro has lost 14.6% against the Dollar this year, as the sovereign debt crisis grips Euro-zone economies. The Dollar gained support yesterday, as the U.S housing data was again stronger than expected, with pending home sales rising 6.0% in April, after a revised 7.1% gain the previous month. Sales are being boosted by the imminent expiry of tax credits.

The focus this week in the U.S will inevitably fall on the non-farm payrolls data on Friday, after the ADP employment report and initial jobless claims scheduled for release this afternoon. Markets are expecting solid growth in permanent employment and payrolls data, which will tend to support the U.S currency.


