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Prime Minister Johnson comes for tea 

UK Prime Minister Boris Johnson will travel to Biarritz on 24 August for the G7 meeting. This will be the first time that 

Johnson will meet German Chancellor Angela Merkel and French President Emmanuel Macron in an official capacity. The 

UK media has reported that Johnson will demand that the EU removes the Irish border backstop. The EU has stated 

consistently that the withdrawal agreement, including the backstop, is not up for renegotiation.  

It seems as though the EU and the UK government are playing a game of chicken. The problem is that neither side can 

afford to blink. The EU will not renege on its commitments to Ireland to suit the interests of a departing member (UK). 

Moreover, the EU does not want to reward the UK for perceived recalcitrant behaviour. Johnson has staked his premiership 

on taking the UK out of the EU by 31 October with or without a withdrawal deal. Timing is also an issue. There is simply not 

enough time for the UK and the EU to renegotiate an agreement. As a result of this, our base case scenario is for the UK to 

leave the EU on 31
st
 October without a transition agreement / trade deal. 

Chart 1: The market is very short GBP 

GBP/USD spot, IMM net non-commercial futures 

Chart 2: Options market bearish on GBP 

GBP/USD 25 Delta 3 month risk reversal, % 

  

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

 

What is priced in? 

Nine months ago, the consensus estimate was that GBP/USD would trade at levels of around 1.20 in the event of a no deal 

Brexit. GBP/USD traded to lows of around 1.2014 in recent weeks. It is fair to say that markets have broadly priced in a no 

deal Brexit. GBP/USD risk reversals trade at levels of around -2%, meaning that options to sell GBP are significantly more 

expensive than options to buy GBP. Market positioning also reflects expectations of a no deal Brexit. According to the latest 

IMM data, investors and speculators hold a large short GBP position (chart 1). Consequently, we believe that markets 

conclude a no deal Brexit is the most likely outcome over the coming months.  Overnight index swaps (OIS) show that 

markets expect the Bank of England (BoE) to cut rates by 25bps over the coming months. We think this is a possibility, but 

much will depend on the evolution of GBP exchange rates and subsequent pass through inflation. 
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What about UK domestic politics? 

The UK Parliament will reconvene in early September. The opposition Labour Party has said that it will table a motion of no 

confidence in Johnson’s government, probably by the 4
th

 or 5
th

 of September. Johnson’s government has only a single seat 

majority. Around 20 Conservative MPs are said to be willing to vote against the government. However, the opposition parties 

remain divided. UK Labour Party leader Jeremy Corbyn has suggested forming a government of national unity which will 

seek to extend the UK’s departure from the EU until after a UK general election is held. Corbyn will campaign on giving the 

electorate another Brexit vote / referendum. 

If the government loses the confidence vote, Parliament has 14 days to try and form a new government. If Parliament is 

unable to form a new government, a general election must be held within seven weeks. Johnson’s calculus is that the UK 

will have left the EU by that time. He will then seek to run an election campaign where he takes votes from the Brexit Party. 

Many analysts believe that Parliament will prevent a no deal Brexit from happening, but we are not so sure. Parliament has 

so far proven itself to be quite incapable of changing the government’s Brexit strategy. Johnson has simply to run down the 

clock and he will ‘deliver’ Brexit. The optics surrounding Brexit will be awful in this scenario. We anticipate in the initial phase 

the media will seize upon any Brexit related delays at borders or airports and this may lead to modest GBP declines.   

 

Chart 3: Markets pricing in BoE rate cuts 

2 Yr. GBP IRS, % 

Chart 4: EUR/GBP at multi-year highs 

EUR/GBP spot 

  

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

 

Is there a silver lining? 

If Johnson manages to secure a majority in a general election, we anticipate he will change his stance regarding dealing with 

the EU. In this situation, Johnson would no longer have to rely on the support of the Democratic Unionist Party (DUP) and he 

could agree that the backstop only applies to Northern Ireland. The EU will surely agree to this proposal (so would the Irish 

government) and then the UK and the EU could proceed to full blown trade talks. The UK side would do so from the position 

of a so called third country, which is an inferior starting point from the UK’s perspective, but it would be a benign 

development for GBP. GBP/USD could easily rise to levels of around 1.30 in this situation.  

What do the polls say? 

The latest polls indicate the UK’s political parties will receive the following vote share: 

i) Conservatives 30% 

ii) Labour 25% 

iii) Liberal Democrats 19% 

iv) Scottish National Party 3% 

v) Brexit Party 15% 

vi) Greens 4% 

If the general election takes place after Brexit and the Brexit Party’s voters switch their support to the governing 

Conservative Party, this will give the Conservatives a significant majority in the next Parliament. There is one caveat. At the 

last election, the polls underestimated the Labour Party’s share of the eventual vote. If this were to happen again, it could 

result in another hung parliament. This would be a malign outcome for GBP and lead to modest losses. If the Labour Party, 

under Corbyn, somehow manages to achieve a majority this would lead to severe GBP losses. 
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What about the Bank of England? 

At its August Inflation Report press conference, the BoE said that rates could go up or down depending on how Brexit plays 

out. According to overnight index swaps (OIS) markets believe that the BoE would cut rates. OIS have priced in a November 

25bp rate cut with a 48% probability. A rate cut is a reasonable assumption to make, given the potential shock to activity and 

employment levels. However, we think the BoE would wait until it sees evidence of an actual slowdown rather than act 

immediately.  

BoE Chief Economist Andy Haldane recently noted that rate cuts are not a given because the UK’s unemployment rate is so 

low and that Brexit is a supply side shock and not a demand side shock. Haldane also observed that UK consumption was 

robust and that inflation is on target while inflation expectations remain elevated. This stands in stark contrast to the rest of 

the eurozone. Haldane’s comments make sense from the BoE’s perspective, but historically the BoE has always preferred to 

sustain demand rather than contain inflation pressures.  Nonetheless, it is too easy to expect BoE rate cuts – much will 

depend on the evolution of GBP exchange rates and consequent pass through inflation. 

Chart 5: UK CPI is at target  

UK headline CPI, %, y/y 

Chart 6: GBP is incredibly cheap 

UK REER, GBP TWI 

  

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

 

GBP is exceptionally cheap 

Our models indicate that GBP/USD fair value is at levels of around 1.40 / 1.45 and EUR/GBP fair value is at levels of around 

0.82. GBP is clearly cheap according to most standard valuation measures; it trades at crisis like levels in TWI and REER 

terms. This does not mean that GBP is about to rally aggressively. For GBP to rally it requires a positive catalyst in the form 

described above. At a minimum, however, it does make sense for external investors with a long-term investment horizon to 

consider buying GBP. To give an example, central London property is now around 40% cheaper in USD terms than during 

the peak of the London property market in 2014. 

In summary, our base case is for the UK to leave the EU without a withdrawal agreement / transition agreement.  We believe 

much will depend on the subsequent general election and how the governing Conservative Party performs. As discussed 

above, there is a positive scenario in which Johnson secures a majority and applies the backstop to Northern Ireland alone; 

GBP/USD could rally aggressively to levels of at least 1.30 in this case. Absent this development, the outlook for GBP 

exchange rates remains poor in the short term. 

  Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 

GBP/USD 1.20 1.20 1.20 1.24 1.24 1.24 
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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/


 

Union Bancaire Privée, UBP SA 
Rue du Rhône 96-98 |  P.O. Box 1320 | 1211 Geneva 1, Switzerland | ubp@ubp.ch | www.ubp.com 5 | 5 

 
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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