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What would a Conservative government mean for sterling?
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IN BRIEF
• With current general election polling consistent with a victory for the Conservative
Party, the pound has outperformed over the last few months. Under the assumption these
polls do indeed come to fruition, the focus for the pound in 2020 remains on Brexit.
• During the transition period, scheduled to finish at the end of 2020, a future trade
agreement will need to be reached or the UK would revert to trading with the
European Union (EU) on World Trade Organisation (WTO) terms.
• The Withdrawal Agreement and the current Conservative Party agenda are,
however, incompatible. We believe the stark choice faced by the UK will soon
become the central focus of currency markets after the election, limiting potential
GBPUSD gains from a Conservative victory to the low 1.30s. Sterling could also fall
back towards its recent lows if it becomes clear that the UK will not extend the
transition period.
• There are also reasons to be optimistic for the pound, if the transition period is extended.
Should these positive scenarios play out, we could see GBPUSD rising towards 1.40.

Why the pound’s gains could be limited
Current general election polling is consistent with the Conservative Party securing a
working majority following the December 2019 general election. If the polls are correct,
sterling will face several potential issues in 2020. Brexit, in particular, remains crucial to
our outlook for sterling because the structure of the UK’s exit from the EU will have a
significant impact on capital flows, longer-term growth potential, investment and the
Bank of England’s monetary policy stance.
Sterling has outperformed as polls have continued to favour the Conservative Party.
Sterling’s strength is based on the belief that certainty in the direction of the Brexit
process, along with an avoidance of Labour’s more socialist agenda, will lead to a rebound
in business confidence, some fiscal spending and a postponement of easing by the
Bank of England. Many expect GBPUSD to rise further, towards 1.35, in the event that
the Conservative Party achieves a working majority.
However, the Withdrawal Agreement negotiated by Boris Johnson does represent a
relatively hard Brexit in substance. During the transition period, scheduled to finish at
the end of 2020, a future trade agreement will need to be reached or the UK would
revert to trading with the EU on WTO terms—a scenario that would confirm the worst
fears of the currency markets from earlier this year. The UK will therefore face a critical
choice soon after the Withdrawal Agreement is ratified in January 2020: attempt to
complete a free trade agreement with the EU in 11 months with failure resulting in a
hard Brexit, or extend the transition period. The Withdrawal Agreement allows for a onetime extension of the transition period, for a maximum of two years, and must be agreed
by 1 July 2020. It is worth noting that the Conservative Party election manifesto states
the intention to end the transition period in 2020.

PORTFOLIO INSIGHTS

We believe the stark choice faced by the UK will soon become
the central focus of currency markets after the election, limiting
sterling’s potential gains from a Conservative victory to the low
1.30s against the US dollar. Sterling could also fall back towards
recent lows if it becomes clear that the UK will not extend the
transition period.

Challenges posed by the Withdrawal Agreement
Brexiteers argue that a trade deal with the EU should be
relatively straightforward based on current trading
arrangements. However, we find it difficult to believe the EU will
agree to a deal on this basis given the wide range of issues that
it has stated it intends to cover, and given the previous
disagreements on the technical details of a deal. In particular,
from the European perspective, the precedent of the EU-Canada
free trade agreement appears an unlikely model for an
agreement with a country that is geographically much closer
and far more integrated into the European economy.
The experience this year has demonstrated the ability of the
Johnson government to find a way to avoid outcomes that
would be so disruptive as to undermine the prime minister’s
domestic policy agenda. We believe this intention will persist
beyond the election but note that calculations will change once
the Withdrawal Agreement has been ratified.
First, the deadline to extend the transition period on 1 July
will not result in immediate changes to the UK’s trading terms
with the EU. But changes will come into effect six months later

if there is no extension, so the risk that this deadline is missed
will be greater. The Withdrawal Agreement, of course, will
have been ratified by a parliament under a Conservative Party
government that campaigned in the election to end the
transition period in 2020.
Second, the mechanisms relied on at every prior major decision
point, such as short, last minute extensions by the EU
Commission, will be problematic once the 1 July deadline has
passed, as re-opening/amending the Withdrawal Agreement
would require unanimous agreement among EU nations and
ratification in national parliaments.

Reasons to be positive on the pound
There are, of course, more positive outcomes for sterling.
Should the Conservative party change tack and agree to extend
the transition period until 2022, the extended time to
implement required changes to trading relationships would
provide a boost to business confidence. This, along with higher
fiscal spending, would likely reduce the need for the Bank of
England to ease policy.
While the balance of payments deficit remains a longer-term
challenge for sterling, the impact would be far less acute if UK
growth was strengthening and rising investment was able to
attract capital inflows to the UK. Under this more positive
scenario we could well envisage GBPUSD rising towards the
1.40s. This further serves to highlight the importance of the
transition period decision for sterling.
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Currency Management
Since our first segregated currency overlay mandate funded in 1989, J.P Morgan
Currency Group has grown to manage a total of USD 330 billion (as of 31 May 2019) in
bespoke currency strategies. Our clients include governments, pension funds, insurance
clients and fund providers. Based in London, the team consists of 20 people dedicated
exclusively to currency management with an average of over 15 years of investment
experience.
We offer a range of hedging solutions for managing currency risk as well as a tailored
optimal hedge ratio analysis:
• Passive currency hedging serves to reduce the currency volatility from underlying
international assets. It is a simple, low cost solution designed to achieve the correct
balance between minimising tracking error, effectively controlling transaction costs
and efficiently managing cash flows.
• Dynamic “intelligent” currency hedging aims to reduce currency volatility from the
underlying international assets and add long-term value over the strategic
benchmark. A proprietary valuation framework is used to assess whether a currency
looks cheap or expensive relative to the base currency and the hedging strategy is
adjusted accordingly.
• Active “alpha” currency overlay offers passive currency hedging, if required,
combined with an active investment process to deliver excess returns relative to the
currency benchmark. Our approach is to build a global currency portfolio combining
the output of fundamental models and incorporating the qualitative views of our
strategy team.

NOT FOR RETAIL DISTRIBUTION.
This communication has been prepared exclusively for institutional, wholesale, professional clients and qualified investors only, as defined by local laws and regulations.
The views contained herein are not to be taken as advice or a recommendation to buy or sell any investment in any jurisdiction, nor is it a commitment from J.P. Morgan Asset Management or any
of its subsidiaries to participate in any of the transactions mentioned herein. Any forecasts, figures, opinions or investment techniques and strategies set out are for information purposes only,
based on certain assumptions and current market conditions and are subject to change without prior notice. All information presented herein is considered to be accurate at the time of production.
This material does not contain sufficient information to support an investment decision and it should not be relied upon by you in evaluating the merits of investing in any securities or products.
In addition, users should make an independent assessment of the legal, regulatory, tax, credit and accounting implications and determine, together with their own professional advisers, if any
investment mentioned herein is believed to be suitable to their personal goals. Investors should ensure that they obtain all available relevant information before making any investment. It should
be noted that investment involves risks, the value of investments and the income from them may fluctuate in accordance with market conditions and taxation agreements and investors may not
get back the full amount invested. Both past performance and yield are not a reliable indicator of current and future results. J.P. Morgan Asset Management is the brand for the asset management
business of JPMorgan Chase & Co. and its affiliates worldwide. To the extent permitted by applicable law, we may record telephone calls and monitor electronic communications to comply with
our legal and regulatory obligations and internal policies. Personal data will be collected, stored and processed by J.P. Morgan Asset Management in accordance with our Company’s Privacy
Policy (www.jpmorgan.com/global/privacy). For further information regarding our local privacy policies, please follow the respective links: Australia (https://www.jpmorganam.com.au/wps/portal/
auec/PrivacyPolicy), EMEA (www.jpmorgan.com/emea-privacy-policy), Hong Kong (www.jpmorganam.com.hk/jpm/am/en/privacy-statement), Japan (www.jpmorganasset.co.jp/wps/portal/Policy/
Privacy), Singapore (http://www.jpmorganam.com.sg/privacy) and Taiwan (https://www.jpmorgan.com/country/GB/en/privacy/taiwan).
This communication is issued by the following entities: in the United Kingdom by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the Financial Conduct Authority; in
other European jurisdictions by JPMorgan Asset Management (Europe) S.à r.l.; in Hong Kong by JPMorgan Asset Management (Asia Pacific) Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan
Asset Management Real Assets (Asia) Limited; in Singapore by JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 197601586K), or JPMorgan Asset Management Real Assets (Singapore)
Pte Ltd (Co. Reg. No. 201120355E); in Taiwan by JPMorgan Asset Management (Taiwan) Limited; in Japan by JPMorgan Asset Management (Japan) Limited which is a member of the Investment Trusts
Association, Japan, the Japan Investment Advisers Association, Type II Financial Instruments Firms Association and the Japan Securities Dealers Association and is regulated by the Financial Services
Agency (registration number “Kanto Local Finance Bureau (Financial Instruments Firm) No. 330”); in Australia to wholesale clients only as defined in section 761A and 761G of the Corporations Act
2001 (Cth) by JPMorgan Asset Management (Australia) Limited (ABN 55143832080) (AFSL 376919); in Brazil by Banco J.P. Morgan S.A.; in Canada for institutional clients’ use only by JPMorgan Asset
Management (Canada) Inc., and in the United States by JPMorgan Distribution Services Inc. and J.P. Morgan Institutional Investments, Inc., both members of FINRA; and J.P. Morgan Investment
Management Inc. [In APAC, distribution is for Hong Kong, Taiwan, Japan and Singapore. For all other countries in APAC, to intended recipients only].
Copyright 2019 JPMorgan Chase & Co. All rights reserved.

LV-JPM52470 | 11/19 | 0903c02a8276e573

