Daily Insight - The Pound bounces back against the majors, despite a host of poor economic reports
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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/298235/9612113/83865/0/> [http://www.torfx.com/mailers/images/podcast-logo.png] <http://uk4.lyris.net/t/298235/9612113/83865/0/>
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The Pound has declined heavily against the U.S Dollar in early trading yesterday, dropping almost 1% from a daily high of $1.5309, while the UK currency also traded down towards the lowest level since May 31st versus the Euro. A report from the Office of National Statistics showed that June's budget shortfall narrowed by less-than-expected on the month, reducing the immediate prospect of an increase in UK interest rates.

Policy makers within the Monetary Policy Committee have left borrowing costs unchanged at a record low 0.5%, but recent economic developments and rising inflationary pressures have left some officials uneasy about the ultra-loose monetary policy. However, the emergency budget outlined the need for the most severe government spending cuts in a generation and the increase in the deficit last month means that policy makers will probably leave rates on hold over the coming months.

The Pound touched a low of 1.1725 against the Euro yesterday before recovering back towards 1.18 by the close of trading last night. A separate report from the Bank of England showed that UK mortgage approvals fell in June, as tighter lending conditions and fading consumer confidence weighs heavily on demand. The number of loans for home purchases granted was down to 48,000, from 51,000 in May and the report is just the latest indication that the mini-revival in the housing sector at the start of the year is losing its momentum.

The Pound is weakening on speculation that the government spending cuts will drag the fragile UK economy back into a recession. The Nationwide Building Society has reported that consumer confidence fell to the lowest level in a year in June, while Rightmove Plc reported earlier in the day that house prices dropped in July.

Elsewhere yesterday, the Confederation of British Industry reported that its quarterly business confidence index dropped significantly from April. Neil Jones, head of European hedge fund sales at Mizuho Corporate Bank Ltd, said that "some of the shine has come off sterling. It seems clear that the Bank of England will stay where it is. It won't be chasing higher rates."

The minutes from the Bank of England's June's policy setting meeting are due for release this morning and investors will be very interested to see if any members joined Andrew Sentance in recommending an increase in borrowing costs. The Office of National Statistics will also release the latest retail sales data for June, which is expected to be robust, with the World Cup in mind and good weather conditions.

The Pound rebounded against the Euro last night and closed well above 1.18, as Hungary's smaller-than-expected debt auction brought the single currency back from the highest level in six weeks. The UK currency also resumed its upward momentum against the U.S Dollar, as the UK stock market recovered from earlier losses.

Henrik Gullberg, a currency strategist at Deutsche Bank AG, said that "the focus is very much with euro-dollar dynamics. Most currencies outside of the euro have held up well today. Euro-sterling is very much driven by what happens in euro-dollar and I think that's what we've seen." The Pound was up 0.5% against the Euro last night and 0.2% versus the U.S Dollar, with near-term resistance at $1.5472, the highest level since April.
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The Euro continued to make gains in early trading on Tuesday, pushing towards a fresh 10-week high above $1.3020 against the U.S Dollar, amid reports that showed higher-than-expected German producer prices. The move above $1.30 was short-lived and there was an initial retreat back towards $1.2930, as technical selling pressure increased and the Hungarian bond auction disappointed investors.

The single currency subsequently fell against 14 out of the 16 most actively traded currencies, as Hungary's short-term borrowing costs rose to a 19-week high at its first debt sale since international creditors suspended talks. There was a negative impact on the Euro, amid concern that there would be a contagion effect on weaker economies such as Greece and Spain.

The Dollar continues to struggle against the majors, as the U.S economic data indicates that growth in the world's largest economy losses momentum. The U.S housing starts data was weaker-than-expected with a 5% weekly decline on the annual rate. Comments from the Chairman of the Federal Reserve Ben Bernanke will be watched closely this afternoon, amid a gradual deterioration in U.S economic trends.





