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Boris Johnson is in the driving seat 

As was widely expected, former UK Foreign Secretary Boris Johnson achieved a landslide victory in the Conservative Party 

leadership contest, beating current UK Foreign Secretary Jeremy Hunt by a 2-1 margin. During the campaign, Johnson 

promised that the UK would leave the EU with or without a deal by the 31
st
 of October. It would be a mistake to dismiss his 

words as mere electioneering. However, there are reasons to believe Johnson will take a more constructive tone with the 

EU, but this is unlikely to lead to material changes to the withdrawal agreement. We consider a number of scenarios and the 

likely implications for sterling exchange rates.   

Price action and positioning 

Since the beginning of May, GBP exchange rates have depreciated on a trade-weighted basis. GBP/USD moved to levels of 

around 1.24 and EUR/GBP moved to levels of around 0.90. These are some of the weakest levels for GBP exchange rates 

since the June 2016 Brexit referendum. Speculators have increased their short GBP positions. The latest IMM data indicate 

that investors now hold their largest short GBP position since mid-2018. The positioning data indicate investors anticipate 

further GBP weakness. The level of bearishness is not yet replicated in the options market.  GBP/USD three-month risk 

reversals give a mild bid to GBP puts, which give the right but not the obligation to sell GBP. The level of the risk reversal 

does not indicate the options market holds a highly bearish view on GBP exchange rates. We note that GBP volatilities 

remain at subdued levels, considering heightened political risks. 

Chart 1: Speculators increased short GBP positions 

GBP/USD, IMM net non-commercial futures 

Chart 2: Risk reversals moving lower 

GBP/USD 25 Delta risk reversal, % vol. 

  

Sources: UBP, Bloomberg Finance L.P., CFTC Sources: UBP, Bloomberg Finance L.P. 

 

When rhetoric meets reality – Johnson will have to compromise 

The EU and UK will begin negotiations over the coming weeks. The EU, for its part, has said that it will not reopen the 

withdrawal agreement. However, some tweaking of the political declaration is entirely possible. Remember, the political 
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declaration holds no legal standing; it is merely a statement of intent. During the leadership campaign, Johnson said the Irish 

border backstop would have to be removed in its entirety. This is where things will get tricky. The EU cannot be taken 

seriously if it removes the backstop at this point in the negotiations. Brexit is a problem for the EU but it will become an 

existential crisis for the EU if the UK is seen to do better after Brexit than when it was an EU member. On that basis, there is 

no way the EU could negotiate strongly with Italy, for example, if the Italians believed the EU would fold at the last minute. 

There is little incentive in EU capitals to remove the backstop and throw the interests of a remaining member (Ireland) under 

the bus to suit the interests of a departing member (UK). EU politicians and European Commission staff despise Johnson 

and they will not give him any meaningful compromises. 

In effect this means that Johnson will have to compromise and try to sell a tweaked version of the withdrawal agreement to 

the UK Parliament. The UK’s parliamentary calculus has not changed. There is still no majority for a no deal Brexit and there 

is still no majority for an agreed way forward. Johnson’s government will have a wafer thin majority (a mere 2 members of 

parliament) meaning that whatever deal he comes back with will be difficult to get through the UK Parliament. 

During the leadership campaign Johnson pledged that there would not be a border under any circumstances between 

Southern and Northern Ireland. He also said that there would be no border in the Irish sea. Both statements are mutually 

inconsistent. If there is no sea border, then a land border is inevitable in a no deal scenario. What this means is that Johnson 

will have to renege on one or more of the many promises he has made.  

Facing the facts 

When Johnson assumes office the first thing on his desk will be two assessments from the UK civil service. First, the civil 

service will state bluntly that the EU will not change or reopen the withdrawal agreement. Second, the civil service will state 

its strong opposition to a no deal Brexit. Johnson may be untrustworthy but he is not a fool and he will treat the situation with 

the seriousness it deserves. Consequently, we are left with one of two options. Either Johnson pulls back from his red lines 

on the backstop (this is by no means impossible given the way he has changed his mind before) or he prepares the UK 

electorate for a no deal scenario. Because of the difficulty with getting a no deal Brexit through Parliament, it means that 

Johnson may decide to put the question to the people via a general election (a second referendum would be fraught with 

difficulty and it would take at least six months to organise).   

The Irish government is likely to be a kingmaker in this regard. If the Irish government allows the backstop to have a time 

limit, of say three years, this would enable Johnson to sell the deal to the electorate and return with a strong parliamentary 

majority. In this case GBP would rally significantly, but as stated below, much will depend on the circumstances surrounding 

any general election. 

We outline some scenarios below and analyse the impact on GBP exchange rates. 

Six scenarios 

i) No deal Brexit: This would entail the UK leaving the EU without a transition period and without an EU-UK 

trade deal, meaning the UK would revert to World Trade Organisation (WTO) rules. UK GDP would decline by 

between 3% and 8% over a five year period, though the adjustment would be frontloaded, meaning a sharp 

recession following Brexit. The BoE would likely cut interest rates in this scenario and GBP would depreciate 

by between 5% and 10% on a trade-weighted basis. GBP/USD would decline to levels of around 1.18 and 

EUR/GBP would rise to levels of around 0.95. 

ii) Extend Article 50: The EU and the UK may extend Article 50 one more time, giving the UK more time to figure 

out what it wants. This would be the least economically damaging option in the short-term. However, many 

European governments may be unwilling to ‘extend and pretend’ the entire process any further. 

iii) General election: Johnson may decide to consult the electorate following talks with the EU. If Johnson goes to 

the electorate before Brexit there is a chance that the Conservative party would face large losses. Much will 

depend on the circumstances surrounding any election and how the Brexit issue is framed. However, the 

prospect of a Labour government is enough to petrify investors with the result that GBP would sell off before 

the election.  

iv) Second referendum: We believe the chances of a second referendum are low. There seems to be very little 

appetite for a second referendum, despite Labour’s changed stance. The mechanics of a referendum would be 

fraught with difficulty – from framing the questions to figuring out who would actually campaign for the Remain 

side (the government would not).A second referendum would lead to GBP/USD appreciation in the short term, 

probably to levels of around 1.30. 

v) Revoking Article 50: The European Court of Justice (ECJ) decided that the UK could unilaterally revoke 

Article 50 and remain in the UK. However, there is little appetite for this option and it would sever any claim to 

democratic principles. 

vi) Passing the Withdrawal Agreement: If the UK Parliament somehow manages to pass the withdrawal 

agreement, we believe GBP/USD would rally aggressively and move to levels of around 1.35. 
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The UK economy is slowing 

Recent economic data from the UK have been disappointing. The latest manufacturing PMI data for June printed at 48.0, 

showing a contraction of manufacturing activity. Investment and productivity have stagnated, meaning that underlying GDP 

growth has been driven by a surge in labour inputs. Because the unemployment rate is so low, that means this trend is 

probably near its limit.  The implication is that the UK’s ‘new normal’ GDP growth rate is somewhere between 1.0% - 1.5%.  

Money markets are starting to price in the possibility of Bank of England (BoE) rate cuts. Overnight index swaps (OIS) give a 

42% probability of a 25bp rate cut by December 2019. A rate cut is reasonable and reflects slowing economic activity and 

the decline in UK inflation. At the margin, lower BoE rates will weigh on GBP, mainly because they are not fully priced in 

(yet). The bottom line is that Johnson will inherit an economy with lower growth potential, even if it might see a small bounce 

in investment activity if the UK manages to avoid a no deal Brexit.  

Chart 3: UK data deteriorated  

UK Economic Surprise Index 

Chart 4: Interest rate swaps have fallen 

GBP 2 Yr. IRS, % 

  

Sources: UBP, Bloomberg Finance L.P., Citi Sources: UBP, Bloomberg Finance L.P. 
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Disclaimer 

This document is a marketing communication containing GENERAL INFORMATION on the financial services and/or financial instruments, and reflecting the sole opinion of Union 
Bancaire Privée, UBP SA and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It may contain generic recommendations but should not be deemed an 
offer nor an invitation to buy, subscribe to, or sell any currency, product, or financial instrument, make any investment, or participate in any particular trading strategy in any 
jurisdiction where such an offer or invitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or invitation. This document is meant only 
to provide a broad overview for discussion purposes, in order to determine clients’ interest. It does not replace a prospectus or any other legal document relating to any specific 
financial instrument, which may be obtained upon request free of charge from UBP or from the registered office of the fund or financial instrument concerned, where applicable.  
In this document UBP makes no representation as to the suitability or appropriateness, for any particular client, if no solicitation or recommendation has been made on the financial 
instruments or services described. Clients who wish to obtain more information about any specific financial instruments can request it from UBP and/or their Relationship Manager. 
Where an investment is considered, the information on the risks linked to each financial instrument shall be provided in good time by separate means before the investment decision 
is taken. In any case, each client must make his/her own independent decisions regarding any securities or financial instruments mentioned herein and regarding the merits of any 
investment. Before entering into any transaction, clients are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents and are 
urged to seek professional advice from their financial, legal, accounting and tax advisors before investing in any financial instrument.  
 
This generic information is therefore not independent from the proprietary interests of UBP or connected parties, which may conflict with the client’s interests. UBP has policies 
governing cases of conflicts of interest. 
 
The investments mentioned herein may be subject to risks that are difficult to quantify and to integrate into the valuation of investments. Generally speaking, products with a high 
degree of risk, such as derivatives, structured products or alternative/non-traditional investments (such as hedge funds, private equity, real estate funds, etc.) are suitable only for 
clients who are capable of understanding and assuming the risks involved. The value of any capital investment may be at risk and some or all of the original capital may be lost. The 
investments are exposed to currency fluctuations and may increase or decrease in value. Fluctuations in exchange rates may cause increases or decreases in the client’s returns 
and/or in the value of the portfolio. The client may be exposed to currency risks if a financial instrument or the underlying investment of a financial instrument is denominated in a 
currency different from the reference currency of the client’s portfolio or from the currency of his/her country of residence. For more information on risks, the brochure called 
“Characteristics and risks of certain financial operations” should be consulted.  
 
The information contained in this document is the result neither of financial analysis within the meaning of the Swiss Banking Association's “Directives on the Independence of 
Financial Research” nor of independent investment research as per the EU's regulation on MiFID provisions. In principle, EU regulation does not govern relationships entered into 
with UBP entities located outside the EU, including but not limited to Union Bancaire Privée, UBP SA in Switzerland, which is subject to Swiss law and Swiss regulation, in Hong 
Kong, and in Singapore, and the subsidiary in Dubai. 
 
Reasonable efforts have been made to ensure that the content of this document is based on objective information and data obtained from reliable sources. However, UBP cannot 
guarantee that the information the Bank has gathered in good faith is accurate and complete. Circumstances may change and affect the data collected and the opinions expressed 
at the time of publication. Therefore information contained herein is subject to change at any time without prior notice. UBP makes no representations, provides no warranty and 
gives no undertaking, express or implied, regarding any of the information, projections or opinions contained herein nor does it accept any liability whatsoever for any errors, 
omissions or misstatements in the document. UBP does not undertake to update this document or to correct any inaccuracies which may have become apparent after its 
publication. 
 
This document may refer to the past performance of financial instruments. Past performance is not a guide to current or future results. The value of financial instruments can fall as 
well as rise. All statements in this document, other than statements of past performance and historical fact, are “forward-looking statements”. Forward-looking statements do not 
guarantee future performances. The financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of 
current expectations and assumptions which may not happen as forecast. The actual performance, results, market value and prospects of a financial instrument may differ materially 
from those expressed or implied by the forward-looking statements in this document. The projected or targeted returns are inherently subject to significant economic, market and 
other uncertainties that may adversely affect performance. UBP also disclaims any obligation to update forward-looking statements, as a result of new information, future events or 
otherwise. 
 
Any performance data included in this document does not take into account fees, commissions, expenses charged on issuance and redemption of securities, or any other costs, nor 
any taxes that may be levied. The tax treatment of any investment depends on the client’s individual circumstances and may be subject to change in the future. This document does 
not contain any tax advice issued by UBP and does not necessarily reflect the client’s individual circumstances.   
 
This document is confidential and is intended to be used only by the person to whom it was delivered. This document may not be reproduced, either in whole or in part. UBP 
specifically prohibits the redistribution of this document, in whole or in part, without its written permission and accepts no liability whatsoever for the actions of third parties in this 
respect. This document is not intended for distribution in the US and/or to US Persons or in jurisdictions where its distribution by UBP would be restricted.  
 
This document has not been reviewed by any regulator, and you are advised to exercise caution when reading this document. 
 
UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (“FINMA”).  
 
UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority, and is subject to regulation by the Financial Conduct Authority and limited regulation by the 
Prudential Regulation Authority (FCA). 
 
Dubai: This marketing material has been communicated by Union Bancaire Privée (Middle East) Limited, a company regulated by the Dubai Financial Services Authority (“DFSA”). 
It is intended for professional clients and/or market counterparties only and no other person should act upon it. The financial products or services to which this material relates will 
only be made available to a client who meets the professional client and/or market counterparty requirements. This information is provided for information purposes only. It is not to 
be construed as an offer to buy or sell, or a solicitation for an offer to buy or sell any financial instruments, or to participate in any particular trading strategy in any jurisdiction. 
 
Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), is an exempt financial adviser under the Financial Advisers Act (Cap. 110 of Singapore) to 
provide certain financial advisory services, and is exempt under section 99(1) of the Securities and Futures Act (Cap. 289 of Singapore) to conduct certain regulated activities. This 
document has not been registered as a prospectus with the MAS. Accordingly, this document and any other document or material in connection with generic recommendations may 
not be circulated or distributed, whether directly or indirectly, to persons in Singapore other than (i) to institutional investors under Section 274 of the Securities and Futures Act (Cap. 
289) of Singapore ("SFA"), (ii) to relevant persons pursuant to Section 275(1), or any person pursuant to Section 275(1A) of the SFA, and in accordance with the conditions specified 
in Section 275 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. This advertisement has not been 
reviewed by the Monetary Authority of Singapore. 
 
Luxembourg: UBP is registered by the Luxembourg supervisory authority the Commission de Surveillance du Secteur Financier (CSSF).  
 
Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy in accordance with the European passport – held by its parent company, Union Bancaire Privée 
(Europe) S.A. – which is valid across the entire European Union. The branch is therefore authorised to provide services and conduct business for which its parent company, Union 
Bancaire Privée (Europe) S.A., has been authorised in Luxembourg, where it is regulated by the Luxembourg financial supervisory authority, the Commission de Surveillance du 
Secteur Financier (CSSF). 
 
Monaco: This document is not intended to constitute a public offering or a comparable solicitation under the Principality of Monaco's laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de Résolution 
(ACPR) for banking activities and under the supervision of the Commission de Contrôle des Activités Financières for financial activities. 
 
Hong Kong: UBP Hong Kong is a licensed bank regulated by the Hong Kong Monetary Authority (HKMA) and a registered institution regulated by the Securities and Futures 
Commission (SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities may only be offered or sold in Hong Kong by means of documents that (i) are addressed to 
"professional investors" within the meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the "SFO"); or (ii) are 
defined as "prospectuses" within the meaning of the Companies Ordinance (Chapter 32 of the Laws of Hong Kong) (the "CO") or constitute offers to the public within the meaning of 
the CO. Unless permitted to do so under the laws of Hong Kong, no person may issue or have in his/her possession for the purpose of issuing, whether in Hong Kong or elsewhere, 
any advertisement, invitation or document relating to the securities, directed at, or likely to be accessed or read by, the public in Hong Kong, except where the securities are intended 
to be disposed of only to persons outside Hong Kong, or only to "professional investors" within the meaning of the SFO.  

http://www.ubp.com/
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This document is issued by Union Bancaire Privée, UBP SA Advisory Unit (hereinafter UBP or “Bank”), and reflects the opinions of UBP’s Advisory Unit as of the date issue. This 
document has not been reviewed by any regulators. All information and opinions included in this document are subject to change and may be modified without notice and may differ 
from the opinions of the Bank’s other units due to differences in criteria considered. The Advisory Unit determines the securities and financial instruments for which financial analysis 
is performed and for which a commentary is issued. Financial analysis is performed in absolute or relative (to benchmark or risk-adjusted) terms and reports issued communicate 
the Bank’s Advisory Unit’s “buy” or “sell” recommendation. Securities and financial instruments can be added or removed from the scope of analysis without prior notice. Such 
addition or removal does not constitute an inverse recommendation to the previously communicated recommendation of the Bank’s Advisory Unit. 
 
Subject to the Bank’s suitability assessment obligations under the General Conditions where they apply to relationships with the Bank’s Hong Kong Branch, (i) the Bank does not 
accept any liability for any loss or damage resulting from their use, and (ii) the opinions herein do not otherwise take into account individual Clients’ circumstances, objectives, or 
needs and the Bank has otherwise taken no measure to ensure appropriateness and/or suitability of investments in the securities covered by this commentary to any particular 
investor or category of investor.  

UBP may maintain and/or seek to develop business relations with companies that may be covered in its analyses and commentaries. Clients should be aware that the persons 
involved in the production of this document may be subject to potential conflicts of interests in relation to the subject matter.  Analysts are required to observe conflict of interest 
policies maintained by the Bank which aim at identifying, managing and reducing these potential conflicts of interest so that they do not cause a material risk of damage to Clients’ 
interests.  In addition to the disclosures in the General Conditions, the Client understands that the Bank’s Clients may have a material interest in respect of the companies issuing 

the securities subject to the commentary in this document. In particular, the Bank may recommend the purchase or sale of investments which may be issued by companies whose 
majority shareholder maintains banking relationships with the Bank or is a member of the UBP Group and / or their affiliates or in which officers of the Bank or such other body 
corporates may serve as directors or act as principal. The Bank shall take reasonable steps to ensure the Client receives fair treatment in the event that the Bank’s client is identified 
to have any such material interest or in the event of any such actual or potential conflict arising.  The Bank has a compliance framework to assist with the management of actual or 
potential conflict with its duty to the Client with regards to the issuing of the commentaries. 

 
The remuneration of UBP’s analysts is not directly linked to the opinions issued in the analyses and commentaries of the Bank. In some instances however, the Bank may decide it 
is appropriate to issue commentaries on securities or instruments that are issued by or linked to instruments issued by the Bank or its associated entities.  In these cases, the Bank 
will have concluded that such commentaries are nonetheless of value to the Client.  These commentaries are intended for Clients who are investors and in some cases are provided 
to Clients in line with the Bank’s suitability assessment in the context of making a solicitation or recommendation in the Clients’ dealing in securities. Clients should consider such 
commentaries as one of many elements guiding their investment decisions.  The individuals producing the commentary may be involved in the process of constructing or deciding 
upon the products to be issued and/or managing those products, insofar as they are managed products.  The individuals do not operate on the other side of any information barriers.  
They may have a reporting line to the investment products and services distribution function.  
 
All communications with UBP (including telephone conversations) may be recorded. 
 
This publication is distributed in Hong Kong by Union Bancaire Privée, UBP SA, Hong Kong Branch.  Queries concerning this publication from readers in Hong Kong should be 
directed to our Hong Kong licensed and/or registered representatives.  
 
©UBP SA 2019. All rights reserved. 
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