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GBP - clearing the air?  

FX Update 

 

GBP is the best performing G10 currency on a 1 day view as the news of a confidence vote in PM 

Johnson gives way to hope that UK politics could be on the bring of pushing beyond scandal and 

distraction.  Talk of a potential confidence vote in the PM has been bandied around for weeks.  

Although it may have appeared that the PM may have escaped a vote of confidence in the 

immediate aftermath of the publication of the Sue Gray report on Partygate, it has become 

increasingly clear that distrust amongst the electorate has not diminished.  The Tory party did not 

perform well at last month’s local elections and there is speculation that two approaching by-

elections could further highlight voter dissatisfaction with the government.  Whether or not 

Johnson survives the confidence vote, GBP investors will be hoping it will clear the air and allow 

government to move on with the job in hand.   

A UK general election may not be called until 2024.  In view of this lengthy timeframe, it would 

ordinarily be fair to expect that the sensitivity of GBP to politics should be dampened.  That said, 

the country is in the height of a cost of living crisis at a time when investment is low and Brexit 

continues to have substantial teething problems in particular with respect to the Northern Ireland 

protocol.  At a time when strong leadership is needed, the Johnson government has appeared to 

stumble from one scandal to the next.  At the end of last year, Tories were in the centre of the 

storm on the scandals about MP’s second jobs.  Tory MP Owen Paterson resigned after a 

parliamentary commission found he had broken paid advocacy rules.  Additionally, disgraced, 

former health minister Hancock was found to have acted unlawfully when his department did not 

reveal detail of contracts signed during the pandemic.  This year, Partygate has repeatedly topped 

the headlines with the PM’s judgement, leadership style, honesty and credibility being placed 

under the spotlight. The result is that some opinion polls have suggested that Johnson could 

contribute to a defeat for the Tories at the next election.   

Two forthcoming by-elections in the UK are expecting to highlight voter dissatisfaction with 

Johnson’s Tory party.  The Wakefield election has been triggered by the resignation of a Tory MP 

convicted of sexual assault.  Polls are showing the Conservatives may face a crushing defeat.  

 

Figure 1: UK CPI inflation and UK effective exchange rate (inverted)  

 

Source: Macrobond  
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Another by-election in rural Devon was triggered by another Tory MP stepping down after having 

been caught watching porn in the House of Commons twice.  The seat, that has been Tory since 

the 1920s, is expected to be won by the Lib-Dems.   

The association of sleaze and the Tory party comes at a time when household are been hit hard 

by inflation and when many businesses are still being impacted by red-tape and labour shortages 

caused by Brexit, with the pandemic also having impacted the latter.  Last June the BoE published 

a report analysing the weakness of UK business investment in recent years.  It states that “two of 

the main factors affecting business investment over recent years are likely to have been the UK’s 

decision to leave the EU and the Covid pandemic”.  It says that both led to weaker demand 

currently and softer expected demand in the future and attributes this as the reason for lower 

investment.   

While the pound has found some support this morning on the hope that today’s confidence vote 

could clear the air and result in more directional leadership for the UK government, we see GBP as 

still undermined by UK fundamentals.  Insofar as the UK has a current account deficit, the GBP is 

more likely to be sensitive to a perceived deterioration in economic fundamentals that it would be 

otherwise.  EUR/GBP has never returned to its pre-Brexit referendum levels and the softer pound 

since mid-2016 tallies with the weak investment data in that period.  We retain a 3 month forecast 

of EUR/GBP0.86.  

 

Figure 2: Investment %GDP (Eurostat) 

 

Source: Macrobond 
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