Subject: Daily Insight - The Pound rallies to the highest level in nine months against the Euro before the Election

        6th May 2010


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/291386/9612113/83865/0/> [http://www.torfx.com/mailers/images/podcast-logo.png] <http://uk4.lyris.net/t/291386/9612113/83865/0/>



GBPEUR/GBPUSD

The Pound rocketed to the highest level in nine months against the Euro yesterday, breaching the Fibonacci trend support at 1.1764, on concern that Greece's debt crisis will spread through the Euro-zone to other peripheral nations, after Moody's Investors Service said that Portugal's credit rating may be cut.

The increase in appeal of the UK currency is somewhat of a surprise given that the General Election today is widely expected to result in the first 'hung' parliament since 1974, leaving a government too weak to tackle the nation's crippling debt levels. However, economist Roger Bootle believes that the UK has become a "safe haven" for investors shunning the debt of Greece because of the perception that the next government will strive to cut the record budget deficit.

Bootle said yesterday that "gilt yields have been falling in reaction to the crisis. I think the UK is, relative to them, a sort of safe haven. It's because of a long history of paying back our debts and I think a belief in the market that we will get to grips with this." Contagion from the Greek crisis has spread through European markets, pushing up borrowing costs in Spain, Portugal, Ireland and Italy, while those in Britain fell.

Bootle added that gain in UK government bonds show that investors are betting whichever political party wins the election will gain enough support to deliver a plan to reduce the budget shortfall. The Euro plummeted against all 16 of the most actively traded currencies yesterday and the Pound's momentum to the highest level in almost a year versus the single currency is, perhaps alarmingly, built on the underlying weakness in the Euro-zone.

Bootle also said yesterday that the UK's recovery from recession is "doomed to disappoint" because the weakness of the Pound has so far failed to boost exports. He said that the weakness in the currency will be felt "only gradually" as the economy grows just 1% this year and 1.5% in 2011.

The cost of insuring European banks against default rose to a one-year high yesterday after ECB governing council member Axel Weber said that Greece's fiscal crisis is threatening "grave contagion effects" in the Euro-zone. The Pound also rallied for the first time in three days versus the Japanese Yen and registered gains versus the majority of its major counterparts, with the exception of the U.S Dollar.

Toshiya Yamauchi, a senior foreign exchange analyst at Ueda Harlow Ltd, reiterated Bootle's comments, saying that "the Pound is now considered to be a safe haven currency from the Euro-zone, which is suffering from concerns over contagion of sovereign problems. The recent set of solid economic data add to the safe haven status."

The Pound advanced towards 1.18 last night, the highest level since August 6th 2009. Aside from the General Election today, the focus in terms of economic data will be the PMI services index for April, with the report expected to show growth in the sector accelerated from March, indicating that the economic recovery is gathering momentum.

The UK currency has risen 3.8% against the Group of 10 currencies from this year's low on March 10th but there is an underlying sense of caution ahead of the General Election, with the polls still indicating that a 'hung' parliament is the likely scenario. In the light of the recent gains, Euro buyers would be well placed to work a stop order in the market to protect against an adverse downward move following the first set of results later this evening.

A ComRes Ltd daily poll showed that 37% of respondents plan to vote Conservative, 29% back Labour and 26% will choose the Liberal Democrats. That would give the Conservatives 294 seats, 32 short of an overall majority. The Pound has declined 0.9% against the Dollar this week on speculation that the election will result in a coalition government, while the crisis in the Euro-zone has encouraged investors to the relative security of dollar denominated assets.

Peter Frank, a strategist at Societe Generale SA, said that "you're going to see more defensive trading the closer we get to the election with a lack of a change in the prospect of a hung parliament. That's a slight negative for the Pound. It's going to be a cliff hanger."

UK stocks fell yesterday, the benchmark FTSE 100 Index slumped to the lowest level since February, amid concern that the debt levels in Europe will hinder the UK's economic recovery. The FTSE 100 fell 1.3%, erasing all of this year's gains, falling 8.3% from the peak on April 15th. The increase in risk aversion has weighed on other higher-yielding currencies like the Australian Dollar and South African Rand.

Moody's Investors Service have signaled that they may remove Britain's AAA credit rating depending on the new government's measures to tackle the budget deficit. Audrey Childe-Freeman, a senior currency strategist at Brown Brothers Harriman Ltd, said that "what's happening in the Euro-zone with the rating downgrades are most likely being followed by UK candidates. No leader or no coalition government would like to experience a downgrade for UK debt."

EUR/USD

The Euro plunged to its lowest level against the Dollar in almost a year, as protests in Athens turned violent and Moody's stepped up credit rating downgrades in other struggling European nations. The single currency traded below $1.28 against the Dollar for the first time since March 2009, as global equities plunged worldwide.

Brian Kim, a currency strategist at UBS AG, said that "these problems are not going to go away overnight. People are a little more cynical about the aid and what it's going to actually do so that's why you've seen the Euro drift lower." There was dissent in Germany yesterday over whether the country's involvement in the Greek bailout was justified.

The Euro fell 1.5% against the Dollar to $1.2796, as we build up to the European Central Bank interest rate announcement and accompanying press conference this afternoon. Trichet's comments will be watched very closely, as fears over the banking sector persist, and will be an important factor for Euro sentiment.

The Dollar is benefiting from the fiscal concern in the Euro-zone, as the U.S economic data yesterday did not have a major impact on the markets. The ADP employment report registered an increase of 32,000 for April, from a revised 19,000 the previous month, and the gauge will provide an insight in non-farm payrolls released tomorrow.





