Subject: Daily Insight - The Pound rallies against the Euro, as the crisis in confidence in the Euro-zone grows

27th May 2010


Please find below today's morning 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/293665/9612113/83865/0/> [http://www.torfx.com/mailers/images/podcast-logo.png] <http://uk4.lyris.net/t/293665/9612113/83865/0/>



GBPEUR/GBPUSD

The Pound rallied against the Euro yesterday, appreciating 0.9% on the day, while the UK currency was relatively unchanged versus the U.S Dollar at $1.4408. UK gilts fell as a recovery in global stock markets dented demand for risk aversion and the security of government bonds. Peter Chatwell, a fixed-income strategist at Credit Agricole Corporate and Investment Bank, said that "stocks are up and bonds seem to be taking a pause after recent rallies. But overall, we are still very much in a risk-averse environment."

Developments surrounding the emergency budget due on June 22nd remained an important focus yesterday and there were expectations that the UK coalition government would find it easier than the Euro-zone members to secure political support for the budget tightening. Confidence could still prove to be very fragile, given a projected budget deficit above 11% of gross domestic product for 2010.

The latest lending data also suggested subdued growth, which will curb GDP potential over the second half of 2010. Sterling pushed to the highest level in two-weeks against the Euro, while there was selling pressure above $1.4450 against the Dollar. According to the British Bankers' Association, UK mortgage approvals rose to 35,729 in April, from 35,044 the previous month.

The Pound has fallen roughly 3.5% on a trade-weighted basis this year, amid concern that Britain's budget deficit will weigh on the economic recovery. The deficit swelled to almost 12% of gross domestic product in the year through March. According to Standard & Poor's rating agency, debt will rise to 77% of GDP this year and may approach 100% by 2014.

Analysts at BNP Paribas SA said yesterday that the Pound may extend declines against the Dollar, after it failed to break a so-called key resistance level at $1.4528 on May 24th. "A decline through $1.4235 may take it toward the $1.38 area. The Pound's failure to break higher at the beginning of the week when market conditions were more positive underlines how vulnerable sterling is."

A separate report yesterday from the Nationwide Building Society showed that gross residential mortgage lending dropped 37% to £12 billion in the last fiscal year as housing transactions plunged. Graham Beale, Chief Executive Officer, said that "the prospect of fiscal tightening and public sector redundancies may result in an increase in mortgage arrears and subsequent losses in future years."

EUR/USD

The Euro declined for a third straight day against the Dollar yesterday, amid concern that the region's debt crisis will lead to slower economic growth than the rest of the developed world. The single currency extended losses in New York last night amid reports that China may consider reducing its investment in European government bonds.

Win Thin, a senior currency strategist at Brown Brothers Harriman & Co, said that "if you're a big holder of euros, and China holds around $600 billion worth, you'll probably be concerned. Spain and Italy are cutting deficits in a recession, when fiscal tightening is dangerous. I worry this gets into a deflationary spiral."

The Euro fell 1.4% against the Dollar yesterday to $1.2173, after touching the lowest level in four years on May 19th. The Financial Times reported that Chinese officials have been meeting with foreign bankers in recent days to review the country's holdings of euro-zone debt in light of the region's fiscal crisis.

The Dollar gained further support as purchases of new homes rose in April to the highest level in two years, while durable goods orders climbed by the most in three months, signaling that the U.S economy is gathering momentum before the crisis of confidence in the European Union. New home sales increased 15% to an annual pace of 504,000 last month.


