GBPUSD
GBP/USD is the Forex Ticker which represents the value of the British Pound Against the
US Dollar. It States how much USD it is required to change for one British Pound

Overview
After bouncing off of long-term support, GBP/USD has rebounded from the key
psychological level of 0.750 which continues to provide support for the imminent move.
With fundamentals now supporting the bullish move, the rebound off the rising channel
suggests that further bullish momentum may be at play if Sterling can sustain its bullish
move.
In the short term, the epidemiological situation will remain the key factor to influence the
Pound’s future behaviour.

U.S. Economic Activity
If the omicron variant is merely a passing concern, then it appears likely that the Federal
Reserve will plough forward with its more aggressive QE taper timeline, keeping intact the
potential for three 25-bps rate hikes in 2022. This may help explain the divergence between
mega cap tech stocks (Apple, Microsoft, Tesla, etc.) and small cap tech stocks, insofar as
fading breadth in the US Nasdaq 100 shows that fewer equities are enjoying the tailwind that
is the Santa Claus rally.
With the US Treasury yield curve (2s10s) continuing to flatten, there is a sense that
longer-term growth and inflation expectations are starting to come down. But this is not
necessarily unexpected, as short-end rates rise thanks to Fed expectations while longer-end
rates come down thanks to the removal of stimulus – wholly in line with recent history has
shown that long-end rates have actually come down when the Fed has abandoned its QE
programs. The US Dollar may simply be biding its time before the next leg higher as the
futures market works through an overcrowded long position; speculators are the most
net-long since October 2019

U.K. Economic Activity
The current level of UK inflation is more than double the Bank of England’s target rate of 2%
and with higher inflation expected over the next few months, the BoE has been forced to act
to get ahead of the situation.
The UK Labour market is also robust with the employment rate rising to 75.5%, while the
unemployment rate has fallen to 4.2%. In another sign that inflation may become a
longer-term problem, from August to October 2021, annual growth in average total pay
including bonuses rose to 4.9%. The tight conditions seen in the UK labour market over the
last few months was expected to loosen when the UK furlough scheme ended in September
but this has not been the case and the jobs market remains very tight.
It is against this backdrop that the BoE decided to hike rates and with both inflation expected
to remain high, and the labour market to remain tight, the UK central bank will have to hike
rates again in the coming quarters. It is likely that the BoE will hike the base rate by 25 basis
points at its February 2 meeting with further hikes possible in March or May and beyond.
This backdrop will underpin Sterling against a range of currencies, especially the Euro and
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the Japanese Yen, as the interest rate differential between these low yielding currencies and
Sterling widens. Sterling hit a multi-month low of 1.3160 against the US dollar recently and
this is likely to be the low for some time with the US not expected to lift rates until mid-2022.
With the Bank of England now firmly on a path of tightening monetary policy, Sterling-pairs
have room to move higher over the next three months.

Conclusion (Economic)
In the US money markets, the US 10-year benchmark note advances four basis points,
punches through the 1.50% threshold, sits at 1.522%, while the US 2-year Treasury yield
stays flat. In the meantime, the US Dollar Index, which tracks the US dollar value against a
basket of six rivals, slides some 0.09% down to 96.11, weighing on the buck vs. the
risk-sensitive GBP.
With 2022 around the corner, investors are preparing towards a year of higher inflation,
central bank tightening, led by the Federal Reserve, the coronavirus pandemic, and China’s
economic outlook. As the easy money cycle approaches the end, at least for now, US
Treasury yields began to reflect the US central bank's hawkish shift, as US 10s, the 20s, and
30s, surged.
An absent UK economic docket left the GBP/USD traders leaning towards the remainder of
the minimal economic data from the US. Across the Pond, the Trade Balance posted a
deficit of 97.78B, more than the 89.00B contraction expected for November, while in some
30 minutes, Pending Home Sales for November are expected to rise up to 0.5%.
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Market Events
U.K. GDP Estimate
The GDP Estimate released by the National Institute of Economic and Social Research is an
estimate of growth over the last 3 months up to the report which comes out a month before
the official announcement. The report is highly reliable and would influence the UK monetary
policy. A high reading is seen as positive (or bullish) for the GBP, whereas a low reading is
seen as negative (or bearish).

U.K. Consumer Price Index
The Consumer Price Index released by the National Statistics is a measure of price
movements by the comparison between the retail prices of a representative shopping basket
of goods and services. The purchase power of GBP is dragged down by inflation. The CPI is
a key indicator to measure inflation and changes in purchasing trends. Generally, a high
reading is seen as positive (or bullish) for the GBP, while a low reading is seen as negative
(or bearish).

Bank of England Meeting Minutes
The minutes of the BoE MPC meetings are published alongside with the committee decision.
The minutes give a full account of the policy discussion, including differences of view. They
also record the votes of the individual members of the Committee. Generally speaking, if the
BoE is hawkish about the inflationary outlook for the economy, then the markets see a higher
possibility of a rate increase, and that is positive for the GBP

Bank of England Monetary Policy Report
The Bank of England quarterly publishes a report of the detailed economic analysis and
inflation projections on which the Bank's Monetary Policy Committee bases its interest rate
decisions, and presents an assessment of the prospects for UK inflation over the following
two years. A high reading is seen as positive (or Bullish) for the GBP, whereas a low reading
is seen as negative.

Bank of England Interest Rate Decision
The Bank of England’s Interest Rate Decision is announced by the Bank of England. If the
BoE is hawkish about the inflationary outlook of the economy and raises the interest rates it
is positive, or bullish, for the GBP. Likewise, if the BoE has a dovish view on the UK
economy and keeps the ongoing interest rate, or cuts the interest rate it is seen as negative,
or bearish.

U.S. MBA Mortgage applications
The MBA Mortgage Applications released by the Mortgage Bankers Association presents
various mortgage applications. It is considered as a leading indicator of the U.S Housing
Market. General Mortgage growth represents a healthy housing market that stimulates the
overall US economy. Normally, a high reading is seen as positive (or bullish) for the USD,
while a low reading is seen as negative (or bearish).
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U.S. ISM Purchasing Managers Index
The ISM Non-Manufacturing Index released by the Institute for Supply Management (ISM)
shows business conditions in the US non-manufacturing sector. It is worth noting that the
non-manufacturing sector does not influence, either positively or negatively, the GDP as
much as the ISM Manufacturing does. A result above 50 is positive (or bullish) for the USD.

U.S. Employment Change Survey
The Employment Change released by the Automatic Data Processing, Inc, is a measure of
the change in the number of employed people in the US. Generally speaking, a rise in this
indicator has positive implications for consumer spending, stimulating economic growth. So
a high reading is traditionally seen as positive, or bullish for the USD, while a low reading is
seen as negative, or bearish.

U.S. Manufacturing Index
The Institute for Supply Management (ISM) Manufacturing Index shows business conditions
in the U.S. manufacturing sector. It is a significant indicator of the overall economic condition
in the U.S. A result above 50 is seen as positive (or bullish) for the USD, whereas a result
below 50 is seen as negative (or bearish).

U.S. Nonfarm Payroll
The nonfarm payrolls released by the US Bureau of Labor Statistics presents the number of
new jobs created during the previous month, in all non-agricultural business. The monthly
changes in payrolls can be extremely volatile, due to its high relation with economic policy
decisions made by the Central Bank. The number is also subject to strong reviews in the
upcoming months, and those reviews also tend to trigger volatility in the forex board.
Generally speaking, a high reading is seen as positive (or bullish) for the USD, while a low
reading is seen as negative (or bearish), although previous months reviews and the
unemployment rate are as relevant as the headline figure, and therefore the market's
reaction depends on how the market assets them all.

EUR Bank lending survey
The bank lending survey (BLS) for the euro area was launched in 2003. Its main objective is
to enhance the Eurosystem’s knowledge of financing conditions in the euro area. The BLS
provides input to the ECB Governing Council’s assessment of monetary and economic
developments, on which it bases its monetary policy decisions.

European Central Bank Interest Rate Decision
ECB Interest Rate Decision is announced by the European Central Bank. Usually if the ECB
is hawkish about the inflationary outlook of the economy and raises the interest rates it is
positive, or bullish, for the EUR. Likewise, if the ECB has a dovish view on the European
economy and keeps the ongoing interest rate, or cuts the interest rate it is seen as negative,
or bearish.
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Fundamental Analysis (USD)
US GROSS DOMESTIC PRODUCT
YEAR-ON-YEAR
The Gross Domestic Product (GDP) has
generally been increasing till 2020 where it
took a 2.32% decline compared to 2019.
Which is likely due to the COVID-19
pandemic that struck the world.

REAL GROSS DOMESTIC PRODUCT
CHANGE IN %
Real GDP had increased by 2.3% at an
annual rate in the third quarter of 2021,
following a 6.7% increase in the second
quarter. The deceleration of Real GDP in
Q3 was due to a decrease in consumer
spending, specifically spending for goods
turned down (led by motor vehicles and
parts) and services (led by food services
and
accomodations).
Moreover
a
resurgence of COVID-19 cases which
resulted in new restrictions and delays in
the reopening of establishments in some
parts of the country.

CONSUMER PRICE INDEX
The Consumer Price Index (CPI) is a
measure that examines the weighted average
of prices of a basket of consumer goods and
services of different aspects.. In 2021, there
has been a gradual increase throughout the
year with an overall increase of 16.65% since
January 2021. This is likely due to the effects
of the Feds initiative in easing monetary
policies and quantitative easing.

CORE CONSUMER PRICE INDEX
However, according to the Core CPI Index,
which is the CPI less food and energy prices,
reflecting an overall change of 4.88% since
Jan 2021. The all item index rose 6.8%
before seasonally adjusted, for the 12-months
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ending November, making it the largest
12-month increase since the period ending
June 1982. The monthly all items seasonally
adjusted increase was the result of broad
increases in most component indexes,
similar to last month. The indexes for
gasoline, shelter, food, used cars and trucks,
and new vehicles were among the larger
contributors. The energy index rose 3.5
percent in November as the gasoline index
increased 6.1 percent and the other major
energy component indexes also rose. The
food index increased 0.7 percent as the
index for food at home rose 0.8 percent. The
index for all items less food and energy rose
0.5 percent in November following a 0.6-percent increase in October. Along with shelter,
used cars and trucks, and new vehicles, the indexes for
household furnishings and
operations, apparel, and airline fares were among those that increased. The indexes for
motor vehicle insurance, recreation, and communication all declined in November. The
United States has transited into an hyper-inflationary phase with no signs of slowing down.

Producer Price Index (PPI)
The Producer Price Index (PPI) can be
considered one of the most important price
indexes of the midstream industry and it plays
a role in product price trends. It measures
price movement from the sellers point of view,
which tracks the changes in cost of
production. With an overall increase of 5.51%
throughout 2021, it is a sign that producers
are increasing hiking prices to hedge against
their risk against inflation.

CPI vs PPI
A comparison between the 2 inflationary
measures, where the CPI measures the total
value of goods and services that consumers
have bought over a specified period of time,
while the PPI measures inflation from the
producers perspective. The PPI serves as a
leading indicator for the CPI, as when
producers anticipate inflationary pressures,
they hike up prices that would be eventually
passed on to the consumers. From the chart
above, there has been an overall increase of
5.49% in the PPI and CPI followed with an
increment of 4.88%.
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INFLATION
At the start of 2019, the FEDS were worried
that deflation would worsen due to the
recession caused by the pandemic. Hence it
implemented looser monetary policies, it has
reflected that the United States transited out
of deflation into a higher inflationary state.
Inflation
erodes
the
purchasing
for
consumers and businesses, as it causes a
rise in price across a basket of goods and
services. With the lowered cost of borrowing
in hope to boost the economy, it in turn might
cause more inflation. Hence, with high
inflations amidst, it will pave the way towards
a weaker dollar. As supported by the
following three indicators, Gross Domestic
Product Deflator, Consumer Price Index and
Producer Price Index,

INTEREST RATES
Interest rates are an essential factor in
determining the cost of borrowing. Interest
rates are set to either heat up or cool off an
economy. High interest rates tend to attract
foreign investments, however it deters
domestic consumers and businesses to take
loans as the cost of borrowing would be
higher. Conversely, interest rates took a dive
of 96.25% from 2.4% to 0.09% from 2019 to
2021 due to the COVID-19 pandemic. The
United States Central Bank (FED) hopes that
this would help the economy to get back on
its feet, by lowering the cost of borrowing, this
would encourage consumers and businesses
to spend more.

UNEMPLOYMENT
There has been a general decline in unemployment throughout 2021 to date, the general
consensus might be to see a positive effect as a decrease in unemployment would lead to
an increase in spending. However, the gradual decrease is actually attributed to shrinking
labour force participation. With an average participation of 61.6% and little deviation away
from the average, unemployment rates are declining due to holiday hiring. With the holidays
around the corner, corporations and businesses are massively hiring in anticipation of the
enthusiasm from consumers. However this might only be a temporary fix to the deteriorating
labour market.
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Amidst the COVID-19 pandemic, consumers
are deterred from getting employed for
multiple reasons. Reasons being, the fear of
getting
infected,
high
inflation,
unemployment benefits or simply are burnt
out from the mental turmoil they faced in this
pandemic. Unless there are any signs of
improvement in the current situation that
would ease consumers. The labour market
would still be at wits end.

FUNDAMENTAL ANALYSIS (GBP)
CONSUMER PRICE INDEX (CPI)
Similarly to the United States, consumer
spending has seen a rise of 5.04% since Jan
2021. Core Consumer Prices has also seen
an overall increase of 4.2% in the 12 months
to October, up from 3.1% in September,
which exceeded expectations of economists
from Reuters of 3.9%. The largest contributor
would come from housing and household
services (1.23 percentage points), with
further upward contributions from transport
(1.08 percentage points), followed by
restaurants and hotels (0.43 percentage
points). On a month-on-month basis, CPI
increased by 1.1% in October 2021,
compared to no change in Oct 2022.
The
general
uptrend
suggests that
consumers have been more optimistic and
spending more throughout the pandemic,
which is likely due to the low interest rates in
hopes to bring the economy back on its feet.

UK’s GROSS DOMESTIC PRODUCT
According to the Office of National Statistics,
UK’s GDP is estimated to have increased by
1.1% in Q3 2021. The level of its GDP is now
1.5% which is below where it was
pre-COVID19 at Q4 2019. In terms of output,
the largest contributor would be attributed to
hospitality, arts and recreation, following the

GBPUSD
further easing of restrictions and the
reopening of the economy.
Nominal GDP rose by a revised 1.6% in Q3
2021. The Implied GDP deflator represents
the broadest measure of inflation in the
domestic economy, reflecting changes in the
price of all goods and services that
comprises GDP. The implied deflator rose by
0.5% in Q3 2021, revised from a first
quarterly estimate rise of 0.2%.
Overall there has been a general increase in
UK’s GDP, which signifies the economic
progress amidst the pandemic.

CORE PRODUCERS PRICES
Throughout 2021, there has been an overall
increase of 7.68% in the overall producers
prices. An increase in prices depicts that
producers
are anticipating inflationary
pressures. Hence that would move them to
increase prices which would be their hedge
against inflation. These prices would then
move onto distributors and eventually onto
consumers. With increasing pressures from
the producers, it still shows that producers
are wary of the effects of inflation. We would
need to monitor the PPI closely.
CORE PPI VS CORE CPI
Figure on the left showcases that the
direction of the producer’s price index paves
the way of the consumer’s price index. With
both measures of inflation generally moving
in the same direction, it is an indication that
the United Kingdom is also facing inflationary
pressure, likely due to their efforts of easing
restrictions which can be reflected by the
spike in three aspects, namely, household
services, transport, followed by restaurants
and services.
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FOMC Talk
Chairman Jerome Powell will speak on Jan 25-26 this month following the Fed meeting.
While the Fed’s pivot in December was clearly hawkish, with its concern mainly primarily on
inflation , the minutes have suggested that some committee members have concerns about
raising rates too quickly as it could undermine gains in employment. While the Fed is steered
towards fighting inflation , it also will have to deal with the negative impact of the omicron
variant. Jobless claims generated a total of 207,000 for the week ended Jan. 1, 7,000 more
than the previous week and higher than the 195,000 estimate as the omicron variant spread
rapidly through the U.S. The fast increases in cases tied to the Omicron variant of Covid-19
could potentially slow the labour market’s recovery from the worst of the pandemic in the
coming weeks. As such, omicron really does continue to be a problem and if the lingering
effect persists over the weeks we could expect, this meeting where he may strike a more
dovish tone to tackle employment issues. Nonetheless , we’ve never seen the Federal
Reserve both lift interest rates off zero and reduce the size of its balance sheet at the same
time. Therefore, we should keep a close look out for this date as it could lead to drastic price
movement following.

SENTIMENT ANALYSIS
For our sentiment analysis, we will be using the Commitment of Traders Report by the
Commodity Futures Trading Committee (CFTC), where data on commodities and currencies
future contract positions are released & VIX Index

SMART MONEY PLACEMENT
According to the latest release of the
Commitment of Traders Report (COT),
we can see that data of different
categories are reported. However, the
segments that are of priority would be
Dealer, Asset Managers, Leveraged
Funds. We then further categorised
them
to
Commercial
and
Non-Commercial.
Commercials
represent hedgers that are in the market,
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looking to protect their positions by
participating in the futures market.
Conversely, Non-Commercial, which are
known as speculators, are in the
markets to make a profit. These 2
parties would have an inversely
proportional relationship due to their
different goals of being in the futures
market. Under the non-commercials,
there is a heavy bias for short positions
on the sterling. This suggests that
speculators are expecting the sterling to
weaken against the dollar. Conversely,
on the commercial side, they would take
the opposite side of the position of the
speculators, which is reflected that they
are heavily long on the sterling. Hence
we conclude that in the short run, we
would be looking for short opportunities
on GBPUSD.

VIX INDEX

VIX Index also known as the “Fear” Index is a real time index which represents the market
expectations for the relative strength of near term price changes of the SPX and the USD
has a negative correlation to this index. As such , the DXY can also be seen as a good
substitute as a new market gauge of fear.
A low / decreasing VIX index could potentially further signal bearish movement for the USD.
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Crowd Sentiment:

We typically take a contrarian view to crowd sentiment as statistics have shown that 90
percent of traders fail to make money and the fact traders are net-short suggests cable
prices may continue to rise.
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Technical Analysis: Long Run Technical Analysis (Position)
Weekly Chart : With the formation of the recent few candles , cable signals a strong bullish
momentum which could lead to a possible Bull flag. Currently , the price is at a key level of
resistance & on the upper trend line which also acts as another layer of resistance. Volume
has also been relatively low , which could also signal a break out in the near future.
If the 1.36137 resistance level is broken convincingly then cable has the room to move back
to 1.3700 with little technical resistance to hold it back.
However, We would wait after the price has broken and closed above. Ideally when it
managed to break the next resistance at 1.37306 to create a higher high or when the
previous resistance turned to support and tested before entering a position.
On the downside, however, a break of 1.33593 will dampen this bullish case and turn bias
back to the downside for 1.31885 low and possibly lower , continuing the bear trend.

However, let’s look at the shorter time to get better trading signals and entry points.
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Daily Chart: We can currently see a formation of a descending channel for this pair. This
shows us for the past 6 months that cable has been trending down , and it is never a good
idea to trade against the trend. As such to enter , we should at least get a confirmation of
breakout . Should also keep a close eye on indicators like RSI (Divergence ) which could
signal a reversal of the current uptrend and the continuation of the bear run.

4 Hour Chart : Ascending Channel can be spotted where price makes higher high and
higher lows respecting the two parallel upper and lower trendlines. The 3 EMA is also trading
below the price which is another bullish indication. The Break of Short term resistance could
also act as a confirmation that the bull run is continuing. We can also see that the
higher-lows made recently , have a distinctly longer wick which displays buyer’s strength.
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As such Sentiment of GBP/USD is also a BUY in the Long Run but would have to wait for
the right set up (break of current trend) before entering.
BUY: 1.36137 ( When this resistance turn into support and tested)
TP 1 : 1.38900
TP 2 : 1.39935
SL: 1.34800
Risk : Reward - 1 : 2.5
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