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Dec 17, 2019

FX Tech Flash

GBP: Pricing in New (Old)
Uncertainties

GBP Objectives Met; Retracement Risks Ahead

We take stock of our bullish view on GBP after the impressive run
up (>10% vs. USD) from sub-1.20 handle (3 Sep) to a high of
1.3514 (13 Dec). Move came amid receding fears of hard brexit
and subsequently on optimism of Conservative-majority victory at
the General Elections (12 Dec).

Post elections outcome, GBP has eased off recent highs. This is
consistent with our earlier caution (see here for FX Weekly, 13
Dec) that retracement could be on the cards.

End of Brexit Uncertainty v1.0 Brings About Brexit v2.0

While a soft brexit (with BoJo’s transitional deal) on 315t Jan 2020
looks certain to put a closure to Brexit uncertainty v1.0, this also
paves the way for UK to negotiate for future trade agreements
with EU and other nations - which we expect will form the basis
for brexit uncertainty v2.0. In particular PM BoJo announced
earlier this morning (Asia time) that he seeks to change the law
to guarantee that Brexit transition phase will not be extended
beyond end-2020. This is a change from the current one which
can be extended by one-off mutual agreement for up to 2 years
(under article 132 of the withdrawal bill). The potential change,
pending parliament’s vote means that the transition deal will
lapse and UK will leave EU on World Trade Organisation terms on
31 Dec 2020 if no new deal is forged between UK and EU. The
self-imposed tight timeline (about 11 months from 1 Feb to 31
Jan 2020) somewhat brought back bad memories of no-deal
brexit as trade negotiations typically take a while to negotiate.
The Canada-European (CETA) FTA took about 8 years from launch
of negotiations to provisional application. We do not expect such
a lengthy duration to negotiate for a UK-EU FTA given that there
is a working template (UK pursuing a CETA-style FTA) to start with
but we do acknowledge the challenges on working with a 11-
month time frame. As such the path ahead for GBP is choppy. In
fact, as soon as this week, we could start to see 2-way price
action again:

19t Dec 2019 marks the state opening of parliament. MPs
will begin debating after the Queen’s speech.

20" Dec will see the introduction of the withdrawal
agreement bill to parliament and will likely to have its
first vote. Progressing to a second reading and a vote will
require the backing of House Speaker Lindsay Hoyle.
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Risk of Scottish Independence Referendum

Meanwhile GE results in Scotland where Nicola Sturgeon’s SNP party
made big gains (won 47 out of 59 seats - 12 more than the 35 seats it
won in 2017) may be another risk factor for GBP. Sturgeon said that the
country had sent a ‘clear message’ on a second independence
referendum - a reminder of EU referendum which gave birth to brexit
mess.

Hence we think some of the GBP gains may unwind earlier than expected
to price in future challenges of trade negotiations (with EU and multiple
trading partners) and fears of second Scottish independence referendum.

GBP View: Medium Term Positive; Near Term Retracement

Many positives (Conservative majority, soft brexit, etc.) have been priced
into GBP for now while new developments (no extension to transition
phase, risk of Scottish Independence referendum) may pose temporary
downside risks for GBP. Looking ahead, progress on UK-EU future trade
agreement, UK data and BoE policy bias will be key for GBP’s directional
bias. We maintain our medium term view to accumulate GBP on dips on
the basis of orderly brexit and a timely trade agreement with EU.

GBP: Retracement Puts 1.3150, 1.3050 as Next Support Levels

1.2000

1.1800

rrrrrr

Stochs

2019

Source: Bloomberg, Maybank FX Research & Strategy

GBP was last seen at 1.3220 levels. Bullish momentum on daily chart is
waning while stochastics is falling from overbought conditions. Our
immediate topside objectives at 1.3250, 1.3450 have been met. We look
for retracement play in the near term. Support at 1.3150 (23.6% fibo
retracement of 2019 low to high) before 1.3050 (21 DMA) and 1.2920
(50DMA, 38.2% fibo). Resistance at 1.3350, 1.3510 levels.
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GBPMYR: Bearish MACD Divergence in Play
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GBPMYR hit a 20-month high of 5.6075 (13 Dec) and has since traded
lower. Last seen at 5.47 levels. Bullish momentum is fading while
stochastics is falling. A bearish divergence appears to have formed on
daily MACD. Next support at 5.4650 (23.6% fibo), 5.4350 (21 DMA) before
5.3760/70 levels (50 DMA, 38.2% fibo retracement of 2019 low to high).
Resistance at 5.50 and 5.55 levels.

GBPSGD: Temporary Risk of Pullback

GBPSGD was last seen at 1.7920 levels. Bullish momentum on daily chart
is fading while stochastics is falling. Continued pullback not ruled out.
Support at 1.7760 (21 DMA) before 1.76 (50 DMA). Resistance at 1.80,
1.83 levels.

GBPSGD: A Temporary Setback to Rally
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation and the particular needs of persons who may receive or read this report.
Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities
and/or financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank”) and
consequently no representation is made as to the accuracy or completeness of this report by Maybank and it should not be
relied upon as such. Accordingly, no liability can be accepted for any direct, indirect or consequential losses or damages that
may arise from the use or reliance of this report. Maybank and its officers, directors, associates, connected parties and/or
employees may from time to time have positions or be materially interested in the securities and/or financial instruments
referred to herein and may further act as market maker or have assumed an underwriting commitment or deal with such
securities and/or financial instruments and may also perform or seek to perform investment banking, advisory and other
services for or relating to those companies whose securities are mentioned in this report. Any information or opinions or
recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain
risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward looking statements. Maybank expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or
circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

This report is prepared for the use of Maybank’s clients and may not be reproduced, altered in any way, transmitted to, copied
or distributed to any other party in whole or in part in any form or manner without the prior express written consent of
Maybank. Maybank accepts no liability whatsoever for the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.
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