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The Impact of Currency on Portfolio Construction
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Multi-currency clients

FEIFA advisers serve expats with income, liabilities and goals in GBP, EUR and sometimes USD simultaneously.

Currency as hidden risk

A moderate swing in GBP/EUR can negate an entire year of portfolio returns. Currency is an unmanaged risk in many 
portfolios.

Not just translation

Currency affects fund selection, asset allocation, withdrawal strategy and suitability — it is a portfolio construction decision.

Growing relevance

USD weakness in 2025 (-10% DXY) made currency the single biggest driver of international equity returns for non-US 
investors.

Source: Bloomberg, DXY Index YTD 2025. Morningstar Investment Management, December 2025.

Why currency matters for European IFAs
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GBP/EUR: A volatile relationship
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Jun 2016

Brexit vote — GBP falls ~10% overnight vs USD

Mar 2020

COVID shock — GBP/USD drops to 1.14 intraday

Sep 2022

Mini-Budget — GBP/USD hits historic low of 1.035

2023–24

Recovery — Partial recovery but vol remains 
elevated

GBP/USD Rate 2014–2025 (illustrative)

Currency as a Swing Factor — Recent GBP History



3-Year Annualised Standard Deviation  |  Data as of Feb 2026

0% 4% 8% 12% 16%

US Treasuries 5.7%

UK Gilts 6.4%

EUR/USD 8.5%

UK Equities 8.9%

GBP/USD 9.0%

Global Equities 9.8%

13.5%
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Sources: MSCI, Blackrock iShares, CME.

Asset Class Volatility Comparison
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Key Drivers of USD Weakness

Rising US debt burden Erosion of US growth premium

Tariff uncertainty clouding outlook Global investors increasing hedging of USD exposure

Policy uncertainty around Fed independence European fiscal expansion (German spending)

BlackRock identifies six completed dollar cycles since 1971, with an average duration of eight years. The shortest lasted nearly five years.

Source: Morningstar, Sep 2025. Bloomberg, DXY Index. BlackRock Investment Institute, June 2025.

2025: The year the dollar turned



Imagine two clients invested in the same balanced multi-asset MPS portfolio, one GBP-based and one EUR-based:

GBP Client EUR Client Difference

Portfolio return (local fund currency) +8.5% +8.5% 0%

Currency effect on USD holdings (~50%) -1.5% -5.8% -4.3%

Currency effect on non-home holdings +0.8% -1.2% -2.0%

Net return to client +7.8% +1.5% -6.3%

Same portfolio, same fund managers, same asset allocation — yet a 6.3% difference

in outcome purely due to currency. This is why currency is a portfolio construction decision,

not just a translation exercise.

Case Study: Two clients, one portfolio



Hedging cost is primarily driven by the interest rate differential between currencies
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What this means
GBP → USD hedging:

Near zero cost (~0% differential). Very attractive for 

GBP clients.

EUR → USD hedging:

~1.6% annual cost (3.75 - 2.15%). Meaningful drag 

on returns.

EUR → GBP hedging:

~1.6% annual cost. Makes hedging GBP assets 

expensive for EUR clients.

Key insight: Hedging costs are asymmetric — what is cheap for a GBP investor is expensive for a EUR investor and vice versa

Source: ECB (Feb 2026, 2.15%), BoE, Federal Reserve, BoJ, SNB. Hedging cost is approximate based on rate differentials.

The cost of hedging



When building a portfolio of funds (MPS approach), currency considerations arise at every level:

1
Fund Denomination

The share class currency of the fund (GBP, EUR, USD). Hedged share classes are available for many funds but not all. 

Availability can differ by platform.

2
Underlying holdings

A GBP-denominated global equity fund still holds USD, EUR and JPY stocks. The fund's denomination does not remove the 

underlying currency exposure.

3
Portfolio level

The aggregate currency exposure across all funds. This is where the IFA must take a deliberate view — or accept currency as an 

unmanaged risk.

Source: LGT WM. Note: Currency hedged share classes may carry additional costs (typically 0.03–0.10% OCF).

Fund Selection: The currency dimension



Unhedged
Accept currency risk

Full exposure to currency movements

No hedging cost – Higher long term 
returns

Can benefit from currency tailwinds

Higher short-term volatility

Simpler, lower cost to implement

Fully Hedged
Eliminate currency risk

Return driven by local asset 
performance

Incurs hedging cost (interest rate 
differential)

Removes both upside and downside 
from FX

More predictable returns

Higher cost, complex implementation

Partial Hedge
Balanced approach

Typically hedge 50% of FX exposure

Reduces, not eliminates, currency 
volatility

Lower cost than full hedge

Retains some diversification benefit

Source: LGT WM, LSEG/FTSE Russell 'Much Ado About Hedging', Feb 2026. Vanguard, April 2025.

Understanding currency hedging



Factor Favours Hedging Favours Unhedged

Investment horizon Short-term (< 3 years) Long-term (5+ years)

Asset class Fixed income (lower vol) Equities (higher vol)

Hedging cost Low (e.g. GBP→USD ≈ 0%) High (e.g. EUR→USD ≈ 2.3%)

Client's liabilities Known, fixed currency Multi-currency lifestyle

Currency view Conviction in FX direction No strong view / diversifier

Portfolio size Larger (cost-effective) Smaller (cost drag higher)

Vanguard's recommendation: hold global equities unhedged and global bonds hedged for long-term investors.

Source: Vanguard, April 2025. LSEG/FTSE Russell, Feb 2026. LGT WM framework for advisory purposes.

To hedge or not to hedge?



Know Your Client's
Base Currency

Is the client's 'home' currency GBP, EUR, or are 

they truly multi-currency? This determines the 

benchmark for measuring portfolio success.

Map Liabilities to
Currencies

Mortgage in EUR? Pension in GBP? School fees 

in CHF? Match income-generating assets to the 

currency of known future expenses.

Consider the
Withdrawal Plan

Regular withdrawals amplify currency risk 

through sequencing. A client drawing income is 

more exposed than one accumulating.

Platform
Availability

Not all platforms offer hedged share classes or 

multi-currency accounts. This may constrain 

your implementation options.

Document
Currency Decisions

Under Consumer Duty, currency risk decisions 

should be documented in the suitability report, 

especially for cross-border clients.

Review Currency
Exposure Regularly

Currency exposure drifts with market 

movements. Rebalancing should consider FX 

drift alongside traditional asset allocation.

Source: LGT WM, FCA Consumer Duty guidance. For advisory and educational purposes.

Practical considerations for IFAs



LGT Wealth Management US
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▪ The US tax system is very different from many around the world as it 
includes an element of citizenship based taxation

▪ As a consequence, a US connected person is required to file a tax 
return regardless of where in the world they reside

Who are US connected clients?

The most common types of clients for our team include:

▪ US Citizens

▪ US Green Card Holders

▪ US Residents

▪ Individuals born in the US

▪ Individuals born to a US Citizen parent

▪ Trusts (both US and Foreign) with US beneficiaries and/or settlors

14



Challenges for US connected clients

US connected clients are faced with challenges when 
making investment decisions as they are taxed on a 
worldwide basis regardless of where income and gains 
arise. Ongoing tax compliance can therefore be a 
challenge. For example:

▪ A US citizen is required to complete annual US tax  
returns regardless of residence

▪ The US return needs to be in USD and based on 
the calendar year, i.e. January to December

▪ The US has a different tax year to many other 
countries

▪ As well as short term and long term CGT rates

Reporting burden

In addition to an investment strategy, taxation can also 
impact the wider financial planning opportunities:

▪ Non-US pensions may or may not be tax efficient, 
depending on how the wrapper was funded and 
which election is taken

▪ The use of non-US trusts for US connected settlors 
and beneficiaries is a complex area involving all 
aspects of investing, income and distributions

▪ Investment companies may fall foul of PFIC rules 
or Controlled Foreign Corporation rules

▪ As a simple rule of thumb, local tax incentives 
often do not work in the US and vice versa.

Tax wrappers

15



Challenges for US connected clients

Underlying assets

US connected clients should not invest in any non-US 
funds that are classified as Passive Foreign Investment 
Companies (PFICs):

▪ A PFIC is a non-US based corporation where either 
75% of the corporation’s gross income is 
investment income by nature or where 50% of the 
corporation’s assets are investments that produce 
investment income.

▪ These conditions generally apply to any non-US 
pooled investment funds and we therefore 
recommend that US investors avoid unit trusts, 
non-US ETFs, OEICS and SICAVS.

▪ In the US, distributions and gains are taxed at 
punitive tax rates rather than the qualified dividend 
and capital gains tax rates.

▪ PFICs are taxed to the highest rate of federal income 
tax, PFICs may have an additional penalty applied for 
the period of tax deferral.

Underlying assets
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It is often a challenge to hold local currencies such as 
Euros, Swiss Francs, British Pounds via US domestic 
managers:

▪ Understandably, US investors therefore tend to 
focus on US assets and USD

▪ However, holding assets in other currencies is 
particularly useful where there are overseas 
commitments

▪ As global markets navigate a complex mix of 
geopolitical tensions, trade disruptions, and 
diverging monetary policies, non-US equities can 
offer a compelling opportunity

Challenges for US connected clients

Currency exposure
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Why LGT Wealth Management US
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US and international tax reporting available and created in-house.

With a wealth of experience and an in-depth understanding of the relevant tax and legal frameworks, we 
ensure the delivery of a comprehensive wealth plan that meets your client's global investment and wealth 
planning objectives.

Private ownership allows us to adopt a long-term perspective, meaning that our 
interests are aligned with those of our clients’.

We aim to deliver strong and consistent risk-adjusted returns over the long term, rather than 
follow benchmarks.

Unbiased and a whole-of-market approach. 

Specialist wealth management services for US connected clients



Protect and grow: opportunities to work together

When clients relocate to the US, pass assets to the next generation who are US 
resident or a trust that has US resident beneficiaries at present, these assets 
would typically be at risk.

We can help to provide a solution and a home:

▪ We can aid in pre-immigration planning, thus preventing unexpected 
issues on becoming US resident.

▪ Introduce the appropriate professional services as required e.g. US Tax 
Adviser.

▪ Manage their investments either in the US or outside the US (London or 
Jersey).

Protect
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Past examples

Intergenerational planning: Family want to begin 
passing assets to daughter in Miami, starting with 
€5m. We also won another account away from a 
US bank for the daughter.

On the death of a client, £7m being passed to a US 
resident beneficiary.

Trust splitting assets between US resident 
beneficiaries and non-US beneficiaries.



Protect and grow: opportunities to work together

This would be additional opportunities that may currently be unavailable to 
Advisers, the most common ones would be:

▪ US resident prospects

▪ Working together on trusts with US resident and non resident 
beneficiaries

▪ US pension assets

Grow
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US pension assets

For US and non-US persons having worked in the 
US, they build up 401k and IRA assets, which must 
remain in the US

Our license allows us to keep these assets in the 
US and manage the assets.

Many non-US people have these pension assets 
and most European managers cannot access them.



Our wealth management services

Specialist 
services

Lombard lending capability, 
access via LGT Bank

US compliant private equity 
and credit offering

International 
custodial services

US-connected clients via 
LGT Wealth Management 
US Limited

Offshore platform through 
LGT Wealth Management 
Jersey Limited

US based custody via RBC

Wealth planning
- working with advisers

Tax-efficient structuring 
of assets and liabilities

US Pension accumulation 
and retirement planning

Portfolio 
management

Discretionary, advisory, 
execution only services

Bespoke portfolio 
management

Sustainable investments

Alternative investments 
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A fully comprehensive offering for financial advisers and their clients
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LGT Wealth Management UK LLP is authorised and regulated by the Financial Conduct Authority. 
Registered in England and Wales: OC329392. Registered office: 14 Cornhill, London, EC3V 3NR.

LGT Wealth Management Limited is authorised and regulated by the Financial Conduct Authority.
Registered in Scotland number SC317950 at Capital Square, 58 Morrison Street, Edinburgh, EH3 
8BP.

LGT Wealth Management Jersey Limited is incorporated in Jersey and is regulated by the Jersey 
Financial Services Commission in the conduct of Investment Business and Funds Service Business: 
102243. 
Registered office: Sir Walter Raleigh House, 48-50 Esplanade, St Helier, Jersey JE2 3QB.

LGT Wealth Management (CI) Limited is registered in Jersey and is regulated by the Jersey Financial 
Services Commission: 5769. 
Registered Office: at IFC1, The Esplanade, St Helier, Jersey, JE1 4BP.

LGT Wealth Management US Limited is authorised and regulated by the Financial Conduct Authority 
and is a Registered Investment Adviser with the US Securities & Exchange Commission (“SEC”). 
Registered in England and Wales: 06455240. 
Registered Office: 14 Cornhill, London, EC3V 3NR.

This publication is marketing material. It is for information purposes only. Certain services described 
herein are not available to retail clients as defined by the FCA or the JFSC, as applicable; please 
speak to your investment adviser for further clarification in this regard. All services are subject to 
status and where local regulations permit. The wording contained in this document is not to be 
construed as an offer, advice, invitation or solicitation to enter into any financial obligation, activity 
or promotion of any kind. You are recommended to seek advice concerning suitability from your 
investment adviser. Any information herein is given in good faith, but is subject to change without 
notice and may not be accurate and complete for your purposes. This document is not intended for 
distribution to, or use by, any individual or entities in any jurisdiction where such distribution would 
be contrary to the laws of that jurisdiction or subject any LGT Wealth Management entity to any 
registration requirements. When we provide investment advice it is on the basis of a restricted 
approach that is to say, whilst we review and advise on retail investment products from the whole 
of the investment market.

Investors should be aware that past performance is not an indication of future performance, the 
value of investments and the income derived from them may fluctuate and you may not receive 
back the amount you originally invested.

Legal information
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