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Sterling sensitive to election outcome

The final US Fed meeting of 2019 passed off without much incident
last night. As expected, the FOMC left rates unchanged. Its
updated set of interest rate projections continues to show that no
member envisages the fed funds rate falling below its current
target range of 1.50-1.75%.

Despite no surprises from the Fed the dollar has come under some
downward pressure. In level terms, this is reflected in EUR/USD up
in $1.11 territory and GBP/USD above the $1.32 mark. Elsewhere,
EUR/GBP has spent most of the past 24 hours in a tight 84-84.5p
range.

Today, it’s the turn of the ECB to hold its final policy meeting of the
year. It also marks the first meeting under new President, Christine
Lagarde. However, with no policy changes envisaged the meeting
may prove to be largely uneventful for the euro.

Therefore the main point of interest for FX markets will be on
today’s UK general election. Polling data suggest that the
Conservatives could win an overall majority. Sterling has made
gains over recent weeks on the back of these polls. This is because
such an outcome is viewed as allowing for the approval of the
Withdrawal Agreement through parliament, thereby reducing near
term Brexit related uncertainty and risk. Further gains for sterling
are likely if the election is in line with the opinion polls.
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However, recent polls have showed a narrowing in the |34
Conservative party lead. A hung parliament outcome would likely [132
see sterling come under downward pressure. An exit poll, due [i30 [J
around 10pm tonight, may provide some clarity. Although, it could |12 /\/\N
be early Friday morning before a clear picture emerges. Therefore, |, V/_\\ J
sterling could experience some volatility as the results come in. 124 \/\/\»\ N\1 I
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Opening Interest Rates
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