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WEEKLY MONEY MARKET REPORT





Markets Boosted By Comments From Angela Merkel
United States

Mixed Performance 
The Dollar started the week with a mixed performance against most of its counterparts. However, the greenback gained momentum as news from the Euro zones debt crisis drove investors to dump risky assets. The Dollar lost that momentum as US economic data disappointed the market and spurred expectations of QE3. Additionally, German Chancellor Merkel showed support for the ECB plan to buy sovereign debt to ease borrowing costs on troubled countries such as Spain and Italy fuelling confidence in the markets and pushing investors to buy riskier assets.

The Euro started the week with a strong footing, as Italy successfully sold 8 billion Euro’s of 1-year bills. The Euro then continued to gain against the greenback to reach a high of 1.2385 amid a number of better-than-expected economic data from the region. The single currency then dropped to 1.2254 amid news that Greek Prime Minister Samaras is set to meet with Luxemburg Prime Minister Juncker, German chancellor Merkel and French president Hollande to persuade Euro zone leaders to extend the time of austerity from two years to four years to 2016. However, the Euro surged amid comments from Merkel which stated that last month's declaration by the European Central Bank President Mario Draghi that he would do whatever it takes to preserve the Euro were "completely in line" with the approach taken by European leaders. The currency reached a high of 1.2381 amid the news. The Euro closed the week at 1.2335
The Sterling Pound started the week at the 1.5670 level. The currency then range traded against the US Dollar between 1.5650 and 1.5700. On Thursday, the pound broke major levels and reached a high of 1.5744 amid a better than expected retail sales figure. Cable closed the week at 1.5688.

The Yen lost momentum across the board as the market shifted to riskier trades. Last week the Euro hit a six-week high against the Japanese Yen amid comments from German Chancellor Angela Merkel that strengthened expectations of more actions to stem Europe's debt crisis. Additionally, the greenback rose to a five-week high against the Yen, supported by a recent rise in US government bond yields. The USDJPY opened the week at 78.20, reached a high of 79.57 on Friday, and finally closed the week at 79.54.        
Jobless Claims Stabilizing 
The number of Americans applying for unemployment benefits has slightly changed last week, bringing the average over the past month to the lowest level since late March, a sign that the labor market has stabilized after employment picked up in July. Jobless claims climbed by 2,000 to 366,000. Employers may be limiting firings as the pace of sales demands keeping current staff levels, which will probably strengthen consumer spending. A pickup in demand and an agreement to avert the fiscal cliff of tax increases and government spending cuts following the presidential election will probably be needed to induce an increase in hiring.
Retail Sales Increase
Retail Sales in the US rose more than expected in July, reflecting broad-based gains that ease concerns that elevated unemployment will cause consumers to cut back. Sales rose by 0.8%, the biggest since February and first gain in four months, followed a 0.7% decrease in June. Economists expected a rise of 0.3%. Improved sales at merchants indicate American households are looking beyond the global economic slowdown as hiring improves. At the same time, the elevated unemployment level is keeping consumer spending from surging, consistent with the Federal Reserve’s view that economic growth will “remain moderate over coming quarters.”
Inflation 
US consumer prices were unchanged in July, as lower energy prices offset gains in food and other items. The Consumer Price Index (CPI) dropped from 0.2% to 0.0%. Meanwhile, the core consumer price index, which excludes the volatile categories of food and energy, rose 0.1%.

Housing in the US 
Housing Starts in the US fell in July, while the number of building permits jumped to the highest level in four years, indicating that the industry will keep improving in the second half of the year. Starts fell 1.1% to a 746,000 annual rate from June’s 754,000 pace. Building permits, a measure for future construction, rose to an 812,000 pace, the most since August 2008. A drop in prices combined with record low mortgage rates is helping support the housing market.

Manufacturing Continuing to Disappoint
Factory activity in the US mid-Atlantic region shrank in August for the fourth month in a row, while the pace of contraction eased as new orders improved moderately. The Philadelphia Federal Reserve Bank said its business activity index rose to -7.1 from -12.9 in July, shy of economists' expectations for -5. Any reading below zero indicates contraction in the region's manufacturing. The survey covers factories in eastern Pennsylvania, southern New Jersey and Delaware.  
Europe

German ZEW Index Drops Unexpectedly 
German analyst and investor sentiment dropped for a fourth straight month in August, undercutting even the lowest market expectation. The ZEW economic monthly poll of economic sentiment slid to -25.5 from -19.6 in July. The forecasts in the poll had ranged from -10.0 to -25.0. The report also stated that the “decline in August signals that financial market experts still expect the German economy to cool down throughout the next six months. Especially export-oriented sectors may be affected.”
German Growth Misses Expectations
German economic growth slowed less than expected in the second quarter as exports and household spending helped to fend off the sovereign debt crisis. Gross domestic product rose 0.3% from the first quarter, when it gained 0.5%, meanwhile economists predicted a 0.2% increase.
United Kingdom

Higher Consumer Prices 
UK inflation unexpectedly accelerated in July for the first time in four months. Airfares increased and there was some unwinding of early summer discounting by clothing stores. Consumer prices rose 2.6% from a year earlier, compared with 2.4% in June.
Some BoE Policy makers Show Interest in Additional QE
Some Bank of England policymakers were tempted to step up the central bank's monetary stimulus program this month, just a month after agreeing to a 50 billion pound increase in asset purchases, as minutes of their August 1 meeting showed. All nine members of the MPC voted to maintain the BoE's asset purchase target at the 375 billion pound level agreed in July, but for some policymakers this decision was "finely balanced" and there was a good case for more. This view contrasts with the message from BoE Governor Meryvn King last week, who said there was no urgent need to print more money beyond what it had already announced. However, the minutes show that the majority of the MPC appeared to share King's view.
Japan
Japanese Growth Disappoints
Japan’s economic growth slowed more than expected in the second quarter as exports and consumer spending weakened, undermining the nation’s recovery since last year’s earthquake. Gross domestic product rose an annualized 1.4% in the three months through June, compared with a revised 5.5% expansion in the first quarter.
Rates – 19 August 2012
	
	Previous Week Levels
	This Week’s Expected Range 
	3-Month

	Currencies
	Open
	Low
	High
	Close
	Minimum
	Maximum
	Forward

	EUR
	1.2287
	1.2254
	1.2385
	1.2335
	1.1920
	1.2620
	1.2345

	GBP
	1.5672
	1.5634
	1.5744
	1.5699
	1.5420
	1.5960
	1.5710

	JPY
	78.27
	78.14
	79.57
	79.54
	77.60
	81.80
	79.65

	CHF
	0.9772
	0.9693
	0.9798
	.9734
	0.9520
	0.9970
	0.9745
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