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Tﬁeﬁedewd Funds Fuhures Market i Jeaning
@ Gitle bit in favor of the Pederal Open
Mavket Commitiee [FOMC) lifing the federal
funds target rate by 25 hps to 5.50% on
Augist 8—bat #t's 2 dose call Last month's
congressional testimony fom Federal Resene
Chairman Bemanke saw a drasfic volfe face in
% interest rate expectations as Bernanke
pesited a pulfbackinUS economic growth which
will help to modeal inflafion pressires in the
US, Fed policymakers received a challenging
piece of news when it was reporied late kst
month that preliminan; Q2 US oross domestic
product printed at 2.5%, was below the
expecations that foresaw economic growth
above 3.0'%. At the same fime, however, it was
reporied that the GDP wrice index grew 3.3%,,
up fram 1°s pace of 3,19, while the core
personal consumpiion expenditures indesx
climbed 29% from 2.0% and the employment
coet index expanded to 095 from 06%. The
Fed's perceived comfort zone for cove personal
consumphon expendinres & around 1.7% 1o
2% and the 2.9'% print & of concern,

Thesze data are parficulardy roubling for the
Fed becaase they sugoest Bernanke's forward-
looking statement about a pullback in nflation
remairg, well, forwand-looking, Crude of prices
—detraction Fom ecoromic growth in most of
the world—continue to result in stong factony
gate and retall prices around the world, It may
be quite difficudt for the FOMC to justily the bsue
of not raging the interest rates in August,
especially with the tadwinds of second quarier
price pressures behind them. What abowt the
rest of the world, and how they may relate to
foreign exchange?

Eurozone

The euro traded 2z high as the $1.2770 level on
fhe second-io- lasttrading day of July, right abowt
the 61.8% refracement of the move from
$1.3480 40 $1. 1640 The weaker-than-expected
US Gross Daomestic Product (GDP} print was
the impebus for a stronger single cumenoy and
fhe pair's abiity to remain d at or above he
$1.2559 levd in the kst week of July—eoqual o
fhie 50°% melacement of the aforementionad
range—may bode well for the commeon cuarenoy,
Chartists ave ako quick fo paint out fe fact that
fhe euro has remained bid above the $1. 1652
level—fhe 382, reracement of the move from
BLEME o $1.3666 in 2006, Simiarky, the
i Lankan pair has remained bid above the
31 2409 avea—the 23.6% refracement of the
same range—since depredating from the
$£1.2970 levelin May. What about the Biropean
Central Bank (BCBY?

Some traders believe the ECB wall lift
bomrowing costs again in eardy August while
othess foresee a move higher in September or
Oeinber, Infation remaine elevated in most af
the Euro zone and the ECE has remained
relatively on soript “viglant” agiret inflation, In
iy, & move vooal ensemble of Euro zone finance
i siers threw thelr Bcitsupport hehind anofher
rade hile bythe ECB. Business sentiment remaine
robust in the Euro zone and the strongest
aconomie growth the area has seen in years has
been wondening many, if struchral inefficiencies
in fhe Euro zone are waning, A the ECEBank's
Governing Counct is less-then-transparent with
regard fo the detaik of its interest rate
deliberations, Aumst's meeting will be a2 dose
call. The eventual end of the Fed's rate-tightening
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cycle and fhe continuation of BUB mte hikes will
nammow the nterest rate differential between the
UZ and Biro ;one amd & likely fo precipitae &
SYONQer COMMNCN CLETETICY,

Japan

The US dollar was on the defensive vis-d-ris the
ven at the end of July 25 fhe greenback tested
bids around the ¥114 60 level after peaking
around the ¥117 85 level, In 2006, fie pair has
failed to chaflenge the ¥122.35 level, the 61 8%
refracement of the move from ¥I135.13 o
Y0167, Lilewise, the ¥119.00 ligwe remains
at a hivky difficudt leve! for the pair with chartists
noting that i represents the 38.2'% retracement
of the move from ¥I147.65 to ¥101. 30—
long-erm resistance,

Bank of Japan courageously lifted the
overnight mnzecured call rate to 0.25% from
around 0% in recent wesls and the markets are
anficipating another +25 bps mowve higher in
rades by the end of the year with an additional
move to 0.75% by the end of the curent fiscal
year in Mareh 2007

Great Britain

The British pound hes reclamed some of hie
ground i lost vis-awvi the US daller in 2006
and locks poised o again attack the $1.9000
figiwe aker printing above the $1.8595 lewel in
iate July, equal to the 61 8% retracement of e
e fram 519550 o $1.7050, The $1.59%0
level presenied the pair with difficuly in May,
aqual tothe 76 4 'R retecement of the move from
$1.9550 o $1.7045, Some chartiss note the
pair remained bid above at fhe 518165 bvelin
July, eqpuald to the 23, 6% retracem antof themove
fromn $1.3680 to $1.9550,

Bank of England's Monetary Policy
Committee (MPC) i unlikelyto rake inberest rates
in Auvgust which means that the headline repo
ratewill have remained anchaored atd 50 since
Augast 2005, Traders, howeser, helieve the MPC
has recently become more hawhih and somse
foreses a maonetany fightening fo 4.75'% by the
and of the year. 4
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