Daily Forecast - The Pound surges to a two month high against the Dollar
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Good Morning,
Please find below today's 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/297814/9612113/83865/0/> [http://www.torfx.com/mailers/images/podcast-logo.png] <http://uk4.lyris.net/t/297814/9612113/83865/0/>



GBPEUR/GBPUSD

The Pound rose to the highest level in two months against the U.S Dollar yesterday, while the UK currency also made gains versus 15 out of the 16 most actively traded currencies, including the Euro, after UK unemployment figures beat initial expectations. The number of people out of work and claiming jobless benefits in June fell by 20,800, as the claimant count fell for a fifth straight month.

The report from the Office of National Statistics boosts optimism that the UK economy may continue to recover, even as the government drastically cuts public spending to rein in the deficit. The Pound subsequently rallied almost 1% against the U.S Dollar to a high of $1.5290 in London, the strongest level since May 3rd.

Chris Turner, head of foreign exchange research at ING, said that "the claimant count has fallen for the fifth month in a row, and that's encouraging. Maybe there are some doubts emerging about how slow UK growth is going to be this year." The Pound has gained 7.3% against the Dollar on May 20th, helped, in part, by confidence that the coalition government will reduce the deficit without prompting a double-dip recession.

The UK currency was also up 0.8% versus the Euro, as Bank of England policy maker Andrew Sentance reiterated his stance on the need to begin tightening monetary policy. He was quoted in a regional newspaper as saying that officials need to start raising interest rates - we will have to wait until next week for the release of the minutes from the last policy setting meeting to see if any of his colleagues agree.

In the past two days, the Pound has found support from a number of key economic reports, which showed persistent inflationary concerns and a falling jobless rate. As a result, UBS AG removed its recommendation to sell the Pound against the Dollar, as the UK currency surpassed the bank's upper limit to protect against a further downward move.

UK stocks declined for the first time in seven days, as the benchmark FTSE 100 Index slumped 0.7% by midday. The FTSE 100 is still 10% lower than the high on April 15th, amid concern that global growth will come under scrutiny from austerity measures in the Eurozone, while economic data in the U.S and China has, so far, disappointed investors.

Elsewhere yesterday, the Pound rallied despite suggestions that UK house prices will probably fall for the rest of the year, as government spending cuts weigh on consumer confidence and homeowners struggle to repay debt. Fionnuala Earley, senior economist at Royal Bank of Scotland Group Plc, said that "we're seeing increases in supply, consumer confidence weakening, and we are going to see real squeezes on disposable spending."

EUR/USD

The Euro encountered strong support below $1.27 against the Dollar yesterday and was able to resist renewed selling pressure, as underlying sentiment towards the single currency remained generally firmer. However, the Euro continued to struggle against the Japanese Yen, as European industrial output rose by less than expected, while Spain's financial institutions borrowed a record amount from the European Central Bank.

Fitch Ratings commented that Spain's credit-rating outlook was stable for the time being and this helped underpin support for the Euro. The U.S retail sales report was slightly weaker than expected, with a headline 0.5% decline for June, following a revised 1.1% fall the previous month. The report will maintain concerns over the U.S economic outlook and the Dollar will continue to be vulnerable on yield grounds.

The FOMC minutes for the June meeting showed that policy makers were slightly more negative in tone, with comments that the outlook remained relatively modest. These comments will reinforce speculation that the Federal Reserve could be forced to resume a measure of quantitiative easing to support the economy later this year.
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