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Brexit Update 

The United Kingdom’s (UK) Brexit talks with the European Union (EU) reach the deadline set by UK Prime Minister 
Boris Johnson this week, with both sides openly acknowledging big differences after concluding the latest round of 
formal talks. The German business lobby BDI commented that they see the failure to reach a deal “as good as 
inevitable”. David Frost, the UK Brexit negotiator, stated he does not see a July deal, while Michel Barnier has said 
“there are risks of a no deal”. The problem is, as Frost put it a few weeks ago and echoed by Barnier, “significant 
differences … still remain between us on a number of important issues”. 

Both sides agree they want a trade deal without tariffs or quotas, and to include as broad a range of the economy 
as possible including goods and – as much as possible – services. However, the stumbling blocks to attaining a deal 
are well known.   

The first is the scope of the agreement. The EU want one overarching deal, where a breach of one element carries 
consequences across the deal; the UK wants a range of mini-deals each self-contained in itself. The EU idea allows 
for broad compliance with the deal, while the UK format limits systemic disruption over what could be a minor 
infraction. It also allows for piece-meal renegotiation if need be. Both have their virtues and failings, but the trouble 
with the EU approach is that it does not play well to the short deadline. No wonder Michel Barnier is more 
pessimistic for a deal. 

A second point of contention is the EU’s insistence on a “level playing field”. They want the UK to maintain the 
same restrictions on state aid and subsidies as are presently in place, to uphold the same workers’ rights, and 
adhere to the same environmental standards. The UK position is that such rules are not necessary for free trade to 
function and it is essential for the UK to regain regulatory autonomy. Moreover, the UK has in many ways set higher 
standards. The key risk for Europe is the UK could significantly reduce or eliminate taxes to improve 
competitiveness. There were some signs that the EU might water down its stance on this, but it also appears they 
want the UK to meet it in at least the middle under the idea of non-regression – that each party will not dilute the 
rules already in place. Michel Barnier has recently stated that the key is “consistency or some kind of equivalence”.  
There are signs, therefore, of compromise by Europe. 

The EU also wishes to maintain its ongoing rights to fisheries access while the UK is insisting on annually agreed 
access. The UK has been steadfast on this, and while only a small part of the deal, it strikes to the heart of 
sovereignty. Again, it appears as if the EU is beginning to accept the position, but may link access to the capacity of 
UK fishermen to sell into Europe. Indeed, European Commission (EC) President Ursula von der Leyen has stated in 
the EU Parliament: “no one questions the UK’s sovereignty on its own waters … we ask for predictability and 
guarantees.” An agreement here might be more accessible than thought. 

Food standards is a fourth area in which the EU is accepting divergence, but looking to protect itself from imports 
from third party countries – think US chlorine washed chickens. Given the high level of food standards maintained 
by both sides, it is likely there will be a compromise on this area, but the exact parameters will likely be complex. 

A fifth point of contention is Northern Ireland. Here, however, there does appear to be a path forward. One 
measure that appears to be gaining favour is the idea of a “landing zone” – a cut-down agreement that inches the 
UK towards a full trade deal while also inching it towards the end of the transition period. It allows for Northern 
Ireland to be outside the EU customs union but inside an “all-island regulatory” zone. It allows for a basic agreement 
but allows for future refinement. Given that Barnier has also noted that an October deadline will still allow for a 
deal, it does appear that an agreement – albeit watered down – has a higher chance of success than the rhetoric 
might suggest, and it is likely the reason for the stability in the pound over the last three months. Moreover, the 
idea of landing zones fits to a degree with the UK desire for small encapsulated deals, and despite the seeming 
British rigidity on the end-July deadline, David Frost did allow that a deal could still be completed in September. 
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Perhaps the trickiest area is the involvement of the European Court of Justice (ECJ), which goes to the 
philosophical heart of Brexit. The UK cannot accept a higher extraterritorial court having ultimate say on what could 
become domestic law. Similarly, the EU cannot accept not having the highest court interpreting what may be a 
matter of EU law not being in the EU – and it is indeed a requirement of EU law. It is ultimately a question of 
sovereignty. Yet, von der Leyen did hint that the ECJ might only need to be involved “where it matters”, signalling 
some softening of the EU position – but even that may not be enough. It therefore highlights the key issue: how 
trade disputes are to be settled with neither side’s sovereignty impinged. 

Bottom line 

Certainly, the key differences really appear to be fundamental questions around the idea of sovereignty. The 
British insistence on removing the ECJ from the deal, while the EU law requires it, should be an integral part. The 
British need to control their waters versus an EU need for access. Boris Johnson is pushing for a quick deal and is 
insistent on the December 31st deadline. The EU is appearing to push back on the deal timeline but appears to 
accept the end of 2021 limit (there has been less “it’s not possible” comment), and the negotiations still look 
feasible through at least September and even as late as October. On balance, the fundamental issue appears 
unresolvable until someone blinks. A watered-down deal – which will mean more paperwork but possibly not tariffs 
or harsh quotas – is most likely to buy time to fully “cross the t’s and dot the i’s” on a wider agreement.   

The question for investors remains how to protect against a seemingly obvious binary outcome – deal or no deal? 
The impact of Brexit will impact two aspects of portfolios in the main: a) the currency exposure and b) the UK 
domestic vs. international exposure.   

Our global, Sterling-referenced strategies are unencumbered by regional constraints or home-country biases, but 
returns and performance are quoted in Sterling terms (i.e. the reference currency). Given the global orientation, 
but local reference currency, these strategies are subject to foreign exchange fluctuations commensurate with 
their non-Sterling exposure. For example, if Sterling depreciates by 5% versus the US dollar, all US dollar holdings 
would be worth 5% more in Sterling-terms, all else being equal. These fluctuations have been largely beneficial 
over the last five years – and especially since the UK’s referendum to exit the European Union in mid-2016 – as 
Sterling has depreciated over that time, adding a tailwind to Sterling-denominated performance.  

However, the opposite may well be true going forward. Sterling is trading at historically low levels (£1 = ca. $1.29) 
and is undervalued versus the US dollar on most measures of purchasing power parity, a proxy for “fair value”. A 
move back towards historical averages (£1 = ca. $1.60), or “fair value” (ca. $1.45), presents a risk. Some best-case 
resolution to the UK’s ongoing “Brexit” negotiations – a “deal” – could catalyse such a rise. Should that occur, a 
sharp rise in the value of Sterling cannot be ruled out. While evidence suggests that attempting to divine 
geopolitical outcomes, or subsequent market moves, is largely a fruitless pursuit, the KHIC believes that a “deal” 
presents an unusual, idiosyncratic risk to globally oriented, Sterling-referenced portfolios which is worth mitigating.  
As a result, in those strategies, we continue to protect, or “hedge”, part of our US equity positions, and all gold 
holdings, helping us mitigate a large rise in the value of Sterling.  

At present, we are comfortable with our levels of non-UK exposure both in terms of currency as well as securities.  
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Important information – Please read 
 

 
This document is provided for information purposes only. It does not constitute and under no circumstances should it be considered 

in whole or in part as an offer, a solicitation, or a contract. It is intended to be used by the recipient only and may not be passed on or 

disclosed to any other persons and/or in any jurisdiction that would render the distribution illegal.  

 

It is the responsibility of any person in possession of this document to inform himself or herself of and to observe all applicable laws 

and regulations of the relevant jurisdictions. This document is in no way intended to be distributed in or into the United States of 

America nor directly or indirectly to any U.S. person. 

 

This document is intended to report solely on the services, products, investment strategies and opportunities provided by or identified 

by the Kleinwort Hambros group (“Kleinwort Hambros Group”). The services, products, investment strategies and opportunities 

described herein may not be suitable for all clients. Potential clients should consult their financial adviser to assess the suitability of 

any proposed transaction before taking any action.  

 

Financial Promotion 

This document is not a Financial Promotion. 

 

Limitation  

Information herein is believed to be reliable, but the Kleinwort Hambros Group does not warrant its completeness or accuracy and it 

should not be relied on or acted upon without further verification. The Kleinwort Hambros Group disclaims any responsibility to update 

or make any revisions to this document. Opinions, estimates and expressions of judgment are those of the writer and are subject to 

change without notice. As such, the Kleinwort Hambros Group, Societe Generale and its other subsidiaries shall not be held liable for 

any consequences, financial or otherwise, following any action taken or not taken in relation to this document and its contents. 

 

Marketing 

If you do not wish to receive this document in the future, please let your private banker know or call us on +44 (0) 207 597 3000. 

Telephone calls may be recorded. 

 

Legal and Regulatory Information 

This document is issued by the following companies in the Kleinwort Hambros Group under the brand name Kleinwort Hambros: 

 

United Kingdom 

SG Kleinwort Hambros Bank Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 

Authority and the Prudential Regulation Authority. The firm reference number is 119250. The company is incorporated in England and 

Wales under number 964058 and its registered address is 5th Floor, 8 St James’s Square, London SW1Y 4JU. 

 

Channel Islands 

SG Kleinwort Hambros Bank (CI) Limited is regulated by the Jersey Financial Services Commission ("JFSC") for banking, investment, 

money services and fund services business. The company is incorporated in Jersey under number 2693 and its registered address is PO 

Box 78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR.  

 

SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is also regulated by the Guernsey Financial Services Commission ("GFSC") 

for banking, investment and money services business. Its address is PO Box 6, Hambro House, St Julian’s Avenue, St Peter Port, 

Guernsey, GY1 3AE. 

 

 The company (including the branch) is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK 

regulated mortgage business and its firm reference number is 310344. This document has not been authorised or reviewed by the JFSC, 

GFSC or FCA. 

 

Gibraltar 

SG Kleinwort Hambros Bank (Gibraltar) Limited is authorised and regulated by the Gibraltar Financial Services Commission for the 

conduct of banking, investment and insurance mediation business. The company is incorporated in Gibraltar under number 01294 and 

its registered address is 32 Line Wall Road, Gibraltar.   
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Compensation Scheme 

 

United Kingdom 

SG Kleinwort Hambros Bank Limited is covered by the Financial Services Compensation Scheme ("FSCS"). The FSCS can pay 

compensation to eligible depositors or investors if a bank is unable to meet its financial obligations. Most depositors and investors – 

including most individuals and businesses – are covered by the scheme.  

In relation to investment services compensation will be payable, however, only in circumstances where we have been in default to you 

of our obligations. It will not be available merely because your investments have not performed as well as you had expected unless we 

are somehow at fault. 

For further information about the schemes (including the amounts covered and eligibility to claim) please contact your Private Banker 

or refer to the FSCS website: www.fscs.org.uk. 

 

Channel Islands 

SG Kleinwort Hambros Bank (CI) Limited is a participant in the Jersey Bank Depositors Compensation Scheme (the “JBDC Scheme”). 

The JBDC Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount of compensation is capped at 

£100,000,000 in any five year period. Full details of the JBDC Scheme and banking groups covered are available on the States of Jersey 

website www.gov.je/dcs or on request. 

 

SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is a participant in the Guernsey Banking Deposit Compensation Scheme 

(the “GBDC Scheme”). The GBDC Scheme offers protection for “qualifying deposits” up to £50,000, subject to certain limitations. The 

maximum total amount of compensation is capped at £100,000,000 in any five year period. Full details are available on the GBDC 

Scheme’s website www.dcs.gg or on request. 

 

Please note the Channel Islands are not part of the UK and when you conduct business with SG Kleinwort Hambros Bank (CI) Limited 

you will not be eligible for: (a) the protections provided under the UK's Financial Services and Markets Act 2000 other than protections 

relating specifically to UK regulated mortgage business; or (b) referring complaints to the UK’s Financial Ombudsman Service.  However 

SG Kleinwort Hambros Bank (CI) Limited’s UK regulated mortgage business is covered under the UK's Financial Services Compensation 

Scheme ("FSCS"). You may be entitled to compensation from the FSCS if SG Kleinwort Hambros Bank (CI) Limited cannot meet its 

obligations in relation to UK regulated mortgage business. This depends on the circumstances of the claim. For further information 

about the FSCS (including the amounts covered and eligibility to claim) please contact your Private Banker or refer to the FSCS website: 

www.fscs.org.uk. 

 

Gibraltar 

SG Kleinwort Hambros Bank (Gibraltar) Limited is a participant in the Gibraltar Deposit Guarantee Scheme (the “Deposit Scheme”). 

You may be entitled to compensation from the Deposit Scheme if we cannot meet our obligations. Most deposits denominated in 

currencies of the European Economic Area and Euros are covered. Further details of the Deposit Scheme are available on request or 

can be found at www.gdgb.gi. The Deposit Scheme does not apply to fiduciary deposits. 

 

General  

Kleinwort Hambros is part of Societe Generale Private Banking, which is part of the wealth management arm of the Societe Generale 

Group. Societe Generale is a French bank authorised in France by the Autorité de Contrôle Prudentiel et de Resolution, located at 61, 

rue Taitbout, 75436 Paris Cedex 09 and under the prudential supervision of the European Central Bank. It is also authorised by the 

Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. 

 

Further information on the Kleinwort Hambros Group including additional legal and regulatory details can be found at: 

www.kleinworthambros.com 

 

Any unauthorised use, duplication, redistribution or disclosure in whole or in part is prohibited without the prior consent of Societe 

Generale. The key symbols, Societe Generale, Societe Generale Private Banking and Kleinwort Hambros are registered trademarks of 

Societe Generale.  

 

© Copyright the Societe Generale Group 2020. All rights reserved. 
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