Daily Insight - The Pound was subjected to further selling pressure
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GBPEUR/GBPUSD

The Pound rallied strongly against the U.S Dollar yesterday, while the UK currency also bounced back above 1.21 versus the Euro, after the minutes from the Bank of England's last policy meeting showed that none of the eight member committee voted to increase emergency stimulus measures beyond the current £200 billion.

However, Andrew Sentance is still the sole voice for an immediate interest rate increase, as none of his colleagues joined his recommendation. There is some concern that the UK economy will endure a difficult second half of the year, as the government implements drastic spending cuts to rein in the budget deficit.

The minutes from the August 5th meeting said that "the committee considered arguments in favour of a further easing and there were also arguments in favour of a small increase in the bank rate. The weight of evidence continued to suggest that the margin of spare capacity was likely to bear down on inflation."

To that end, it is perhaps somewhat of a surprise that the Pound has benefited from the outcome of the minutes, which to a large degree was much anticipated. It was Sentance's third call for a rate hike, but the tone of the report highlights the diverging opinions within the Monetary Policy Committee, as some members even considered expanding quantitative easing on concern of a double dip.

Former BoE policy maker and staunch dove David Blanchflower said today that both the U.S and the UK economies will require more emergency stimulus, a sentiment echoed by at least one of the current eight-member committee. The Pound was up 0.5% against the Dollar, after trading at $1.55 earlier in the day, which is even more of a surprise when you consider that UK stocks have fallen for the first time in five days, increasing demand for the safest assets. The benchmark FTSE 100 Index lost 0.6% by midday, as shares in mining companies continue to trend lower.

Ian Stannard, a currency strategist at BNP Paribas SA, said that "the minutes were not as dovish as some in the market had expected. Some people thought there was a vote in favour of further quantitative easing, but that hasn't been the case. The rebound is likely to be short-lived given the deterioration in the UK economic outlook."

The Pound was subjected to further selling pressure towards the close of trading last night, trading back down to $1.5500, as global stocks fell reducing traders' appetite for riskier assets. Underlying confidence in the UK economy is still fragile on concerns over a slowdown in spending. The Pound may come under renewed selling pressure this morning, as the latest retail sales report is expected to show a drop in store-sales on the month in July.

EUR/USD

The Euro declined for a second straight day against the Dollar, amid signs that the European economic recovery is losing momentum. The single currency slumped against all of the 16 most actively traded currencies, after a publication in Germany reported that social tensions are rising in Greece, as austerity measures hurt the economy.

Austerity measures in Greece, which were introduced to tackle the nation's crippling debt levels, are dragging down the economy and have driven the unemployment rate to as high as 70% in some areas. The International Monetary Fund believes that the Greek jobless rate will be 12% this year and 13% in 2011.

Tsutomu Soma, a currency dealer at Oasan Securities Co, said that "the fundamentals of most of the euro-zone haven't really improved. The bias is for the euro to be sold." The Euro fell to $1.28 against the Dollar yesterday and the single currency dropped to a four week low, before a report that showed growth in producer prices slowed in July, reducing the prospect of a tightening in monetary policy.

