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Insight           Fixed Income 

At a glance 
• UK election uncertainties remain intense following the strong showing of the Liberal 

Democrats in the first two televised Prime Ministerial Debates, but this does not dissuade 
us from holding a long position in sterling based on our underlying process drivers. 

• Elsewhere, relative fiscal strength is still expected to be a key performance differentiator, 
while the US Federal Reserve is much more likely than the European Central Bank or the 
Bank of Japan to tighten this year   

 

No point in gaming the UK election result 
Although we have built up a significant long position in sterling over the last six 
months or so, this has solely been the result of positive signals from our standard 
qualitative and quantitative process drivers rather than a geo-political or thematic 
overlay. While “political uncertainty” has been our catchall reason for remaining 
agnostic, we certainly did not anticipate the profound shake-up in the two party 
electoral system that looks likely in the wake of the Lib Dem’s better-than-expected 
showing in the first two televised Prime Ministerial Election debates. The polls now 
point to a “hung parliament” as the most likely outcome from the 6 May election, 
which suggests a messy post-election period of consensus-building could be required 
to establish a minority Conservative – or possibly Labour – government with Lib Dem 
support. But, whatever the outcome, we see no particular advantage in taking a 
currency position based on the uncertain political outcome of the election when all the 
parties are committed to medium-term fiscal consolidation in one form or another.  

Recent polls suggest UK Election result hangs in the balance 

 
Source Betfair.com 

For the time being, valuation support for sterling remains compelling, and we are 
beginning to see some relative catch-up in the economic dataflow which together may 
be sufficient to support across-the board gains later in the year.   

 

 

The UK televised 
Prime Ministerial 
debates have injected 
new uncertainties… 

 

 

 

 

 

 

 

…with the polls now 
pointing to a “hung 
parliament” after the 6 
May General 
Election. 

 

 

 

But we believe the 
fundamental case for 
a long sterling 
position remains in 
place 
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Currency analysis at a glance 

 
USD We maintain a tactically neutral stance on the US dollar. We continue to expect weakness in the medium term, 

particularly against emerging market currencies, as central bank reserve managers continue to diversify their 
portfolios. However, the dollar could gain temporary support against other G3 currencies in the run-up to the first Fed 
tightening which is expected in the second half of 2010.  

EUR We remain negative towards the euro for the balance of this year as we believe the fiscal crisis in its periphery 
markets will delay ECB tightening into 2011. We would look to close and maybe reverse this trade should the single 
currency return to fair value territory in the sub-1.30 region against the dollar.  

JPY We retain our negative outlook towards the yen as the Bank of Japan looks set to lag other main central banks in 
tightening policy in 2010/11. We believe the prospect of a more pro-consumer fiscal policy stance from the 
Democratic Party of Japan looks more like a risk case given the failure of the coalition partners to agree details of an 
expansionary package. 

GBP We remain overweight the UK pound having built up exposure during its period of weakness last autumn. Whilst 
significant political uncertainties remain ahead of the general election, the economy has been outperforming 
expectations recently and valuation support remains compelling. With underlying inflation pressures mounting, we 
expect the Bank of England to begin tightening policy before year-end   

CHF We maintain a neutral outlook on the Swiss franc versus the euro as it may increasingly be seen as a safe-haven 
currency in Europe given its much sounder fiscal position. With the domestic economy beginning to recover, the 
Swiss National Bank has signalled that it will gradually back away from its recent policy of countering upward 
pressure on the franc through market intervention.  

NOK We retain a mildly positive outlook on the krone. The uniquely strong external balance sheet built up through its 
long-term policy of re-investing its surplus oil revenues should bolster its attractions which already include attractive 
valuations, positive yield differentials and a relatively stable economy. 

SEK We also maintain a mildly positive view on the Swedish krona. Although concerns over the situation in eastern 
Europe and the Baltic states continue to wax and wane, it should benefit from cheap valuations, positive interest rate 
dynamics and a relatively healthy fiscal situation. 

CAD We maintain our positive outlook. Canada entered this downturn with a much healthier fiscal position than most of 
its G7 peers and the absence of any quantitative easing measures should simplify its exit strategy. Lower household 
debt ratios and a stronger housing market should underpin a stronger domestic demand trend than in the US. 
Furthermore, despite positive flows recently, positioning is less stretched than for other resource exporters. 

AUD We maintain a mildly positive view on the Australian dollar which continues to perform well against a background of 
strengthening global recovery. While we see scope for the Australian dollar to become even more overvalued during 
this phase of the economic cycle, we are wary of the risk of some near term corrections as investor positioning gets 
over-extended.  

NZD In contrast we retain our mildly negative outlook on the New Zealand dollar. After its strong gains over the last year, 
the currency is trading at significantly over-valued levels and with investors having built up significant long positions 
which they are in the process of unwinding. 

LATAM  While we maintain a modestly positive bias on the region as a whole, we expect performance of currencies across 
the region to be very mixed. For the moment we remain cautiously positive on the Argentine peso, although 
concerns about longer-term sustainability will keep us nimble. The Mexican peso remains one of our favoured 
overweights, as growth there recovers strongly. We also continue to hold our Chilean peso overweight, expecting 
a combination of factors to help it rally further from here. We maintain a negative outlook on the Brazilian real, 
expecting it to underperform the region in the coming months. Our underweight in the Colombian peso has worked 
well for us, but is now close to levels where we would prefer to be neutral. 

 
ASIA The region continues to outperform in line with our constructive views on Asian currencies. Relationships between 

China and the US seemed to improve a bit with the decision by the US Treasury to postpone the currency report on 
China. More importantly, economic data continues to be strong and central banks are becoming more relaxed about 
currency strength to help keep inflation down. We took profit on our long-standing position in the Indonesian 
rupiah, but continue to run longs in the Malaysian ringgit and the Philippine peso, partly offset by a short Taiwan 
dollar position.  

 
CEE Directionally, we hold on to our neutral stance on the region as improvement in economic activity is broadly offset by 

further euro weakness. Cross market, we initiated a long position in the Czech koruna against the Hungarian 
forint expecting a growing divergence in relative economic performance while partially hedging our portfolio against 
a sharp deterioration in risk appetite.     
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MEA /CIS We remain positive on the region. We maintain a positive outlook on the Egyptian pound on the back of positive 
carry, strong regional and international portfolio flows, continued recovery in real economic activity and the return to 
reserve accumulation. We also have a positive outlook on the Russian ruble as commodity prices have stabilised 
and capital flows have returned while the Central Bank of Russia is allowing more drift (stronger) in the basket. Our 
directional exposure is reduced by our negative outlook on the South African rand, which we believe is expensive 
after an exceptional rebound in 2009, especially relative to its peers such as the Turkish lira where we added a long 
position. The latter was added on the back of lira-liquidity withdrawal by the CBRT, inflation surprising on the upside 
and possibly indicating that the central bank is behind the curve.  

 

Important information 
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