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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.
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The Pound re-visited the trend support at 1.2000 versus the Euro yesterday and promptly broke to a low of 1.1953 overnight, as the UK currency lost some of its momentum against the single currency, after rallying to the highest level in 18-months. As we build up to possibly the most extensive public spending cuts since Margaret Thatcher's reign, the Pound may continue to weaken, as the government attempts to plug the deficit, currently the highest among the Group of Seven nations.

Former Bank of England policy maker DeAnne Julius said yesterday that the sovereign debt crisis risks spreading to Britain unless decisive steps are taken to rein in the deficit. The Pound initially rose for a third straight day against the Dollar, rising to a fresh one-month high of $1.4849, before a dramatic decline back towards $1.4650 last night.

A report from the Office of National Statistics yesterday showed that UK unemployment fell in the quarter through April, while jobless benefits dropped last month by more than economists' anticipated. Unemployment slipped to 2.472 million people, from 2.51 million in the first quarter and the number of people receiving jobless benefits dropped 30,900.

The Chancellor of the Exchequer George Osborne is set to outline the deepest spending cuts in a generation on Tuesday, which may hamper the economic recovery and increase the prospect of a double dip recession, which in turn may curtail the recovery in the labour market. Public sector job losses may push unemployment close to 3 million by 2012, according to the Chartered Institute of Personnel and Development.

Alan Clarke, an economist at BNP Paribas SA, said that "it may be the calm before the storm of public sector job losses. We'd rather see the claimant count falling than rising, though this may be as good as it gets." The Pound stood relatively unchanged after the unemployment data, but the UK currency lost ground through the course of the day, as sentiment weakened.

The UK unemployment rate of 8% compares with 10.1% in the Euro-zone and 9.7% in the U.S. The Pound declined, as a separate report from the Nationwide Building Society showed that UK consumer confidence dropped in May by the most since July 2008, as people become more pessimistic about the economy in the build up to the budget cuts.

The index of sentiment slumped 10 points from April, erasing most of the gains in confidence recorded over the previous 10 months. The Bank of England governor Mervyn King said yesterday that officials will probably raise interest rates before selling bonds when they decide to remove additional stimulus measures in the economy.

King said that the Monetary Policy Committee "will not hesitate to begin to withdraw the current degree of stimulus when we judge that is necessary. That is most likely to be through a rise in bank rate with asset sales being conducted later in an orderly program over a period of time, leaving the bank rate as the active instrument."

Recent reports have indicated that UK inflation has accelerated above the government's upper 3% limit and as the economy gathers momentum, speculation arose that policy makers were beginning to feel uncomfortable with interest rates at a record low of 0.5%. The Pound has weakened significantly against the higher-yielding currencies this week, as global stock markets continue to recover.

UK stocks climbed for a sixth straight day, recording the longest stretch of gains in nine months. The benchmark FTSE 100 Index rose 0.4% in London, after swinging between gains and losses through the course of the day. The Pound may struggle today, as a report this morning is expected to show that retail sales grew just 0.1% in May.

EUR/USD

The Euro declined for the first time in three days against the Dollar yesterday, dropping back under the trend support at $1.2295, indicating that a failure to break this level convincingly could bring the single currency back down towards the four-year low at 1.1875. The single currency also fell against a basket of currencies, after El Econimista reported that Europe's sovereign debt crisis shows few signs of improving in Spain.

The International Monetary Fund, in conjunction with the European Union and the U.S Treasury, are putting together a credit line up to €250 billion for Spain, as the nation struggles to contain its debt level. Investors have been quick to dismiss the Euro's chance of recovery against the majors, saying that most of the recent gains were derived from short covering positions, as traders bought back euros to unwind bets that the single currency would continue to fall.

The volatile fluctuations in the Euro-Dollar exchange rate has increased speculation that countries will diversify away from holding the single currency. Russia have recently said that they will add the Australian and Canadian Dollars to its international reserves for the first time. The EU firmly denied the reports in El Economista yesterday but that was not enough to revive the single currency.
