Daily Insight - The Pound is being undermined at present to a large extent by the deterioration in risk sentiment
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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/300373/9612113/83865/0/> [http://www.torfx.com/mailers/images/podcast-logo.png] <http://uk4.lyris.net/t/300373/9612113/83865/0/>
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Following on from last week, the Pound surged towards a daily high of 1.2180 against the Euro on Thursday, but the UK currency continued to lose ground versus the lower-yielding currencies like the U.S Dollar and Japanese Yen, as investors returned to the safest assets, amid renewed concern over the global economic outlook. Underlying confidence in the UK economy remained weaker following the recent negative tone of economic data and a generally pessimistic assessment by the Bank of England.

The Pound is being undermined at present to a large extent by the deterioration in risk sentiment and unease over sovereign credit ratings. The Bank of England faces a difficult balancing act, as the government's aggressive cuts to rein in the budget deficit may undermine the economic recovery through a lack of spending power.

The fundamental lack of confidence pushed Sterling to lows near $1.56 against the Dollar, with further selling pressure stifled by reports of the Central Bank buying interest at lower levels. The emergence of risk aversion in the market means that in this environment the Dollar is likely to gain further against the Pound.

The Pound rallied against the Dollar for the first time in five days on Friday, but the UK currency was unable to remain above the $1.56 level, as UK stocks continued to fall, extending the weekly drop, and fuelling investors' appetite for lower-yielding assets. The benchmark FTSE 100 Index dropped another 0.4% by midday, erasing an earlier gain, amid renewed concern that the global economic recovery is in jeopardy.

UK stocks were down 1.7% on the week, after the Federal Reserve expressed caution on the economic recovery, while the Bank of England downgraded growth and inflation expectations. The Pound's brief rally against the Dollar was triggered by faster-than-expected growth in the German and French economies, boosting optimism that Europe is through the worst of the sovereign debt crisis, as the ECB prepares for a second exit strategy.

The Pound weakened towards support levels close to $1.5550 against the Dollar late on Friday and there was significant technical support at lower levels, which helped cushion the UK currency from further losses. Sterling also maintained a firm tone against the Euro, strengthening to the highest level in six weeks beyond 1.22.

Underlying confidence in the UK economy remains weak and this was a negative factor for the Pound, but the impact was measured given that expectations had already shifted following the Bank of England's quarterly inflation report. The latest consumer price data and MPC Minutes will be watched closely this week to assess potential interest rate trends.

EUR/USD

The Euro came under further selling pressure against the U.S Dollar on Thursday, while the single currency also drifted lower versus the Pound, as global risk appetite continues to weaken. That's despite stocks rising for the first time in two-days, led by gains in energy companies. The benchmark FTSE 100 Index rose 0.3% in London, but European shares continue to fall, increasing investors' appetite for the relative security of dollar-denominated assets.

Some analysts are suggesting that the Euro's rally against the U.S Dollar from the lowest level in four-years in June may have come to an abrupt and premature end, as bond yields in the periphery Euro-zone nations rise, according to Bank of New York Mellon Corp. The Euro also declined to a fresh monthly low against the Pound at 1.2183, after European industrial production unexpectedly declined in June, led by a drop in durable goods. Output dropped 0.1% from May, when it was revised 1.1% higher, and the report suggests that the European recovery may be far from secure.

The single currency did receive a timely boost on Friday, after data showed that the German economy expanded at the fastest pace in two decades, reviving speculation that Europe's economic recovery is gathering pace. Gross domestic product rose 2.2% from the first quarter, which was upwardly revised to 0.5%.

The economy grew at the fastest pace since records for a unified Germany began in 1991, despite expectations for a 1.3% expansion. Europe's largest economy is benefiting from a recovery in global demand in the second quarter, after the Euro's 10% decline in value against the Dollar makes its exports more competitive.

The sales data in the U.S disappointed economists, indicating that a lack of jobs is prompting people to rein in spending, slowing the pace of the economy. Sales rose just 0.4%, which followed 0.3% revision for June, and there is some concern that job growth won't pick-up this year to rekindle spending. Elsewhere, U.S consumer prices climbed for the first time in four months, erasing some concern that a slowdown in growth will spur deflation.
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Data Released 16th August

U.K 00:01
Rightmove House Prices
(August)

EU 10:00
Final HICP
(July)

U.S 13:30
Empire State
- NY Fed Manf. Index
(August)

U.S 14:00
TICs Net Capital Flows
(June)

U.S 15:00
NAHB House Builders Sentiment
(August)
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