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FX Tech Flash
GBP: BoJo’s Art of Negotiation?

Suspension of Parliament

Month-to-date GBP gains from 1.2050 lows on 9 Aug were partially
erased after the Queen approved (announced 28 Aug) PM Boris
Johnson’s (BoJo) plan to suspend parliament from no earlier than
9" Sep and no later than 12™ Sep till 14™ Oct when the Queen’s
speech will take place.

Shrewd Attempt to Limit Brexit “Noises”

What this means is there is less time for the Opposition to pass
any law to stop no-deal brexit on 31st Oct and less time for the
parliament to debate and chart the course of Brexit.

Parliament will return on 3 Sep and sit for less than a week
before going into recess again till 14th Oct ahead of EU summit
(17 - 18 Oct) and Brexit day (31 Oct). Doomsday kind of
headlines-driven fears posing downward pressure on GBP is very
likely.

Busy Schedule ahead of Brexit Day

Oct-2019

Sep-2019

B8 House of Commons in Scheduled Recess [ House of Commons Due to Sit

[ ] House of Commons Not Due to Sit B House of Commons Suspended

30-day deadline for BoJo to come up
with alternative backstop solution

B Brexit day

Annual Conservative Party Conference

Source: Maybank FX Research & Strategy

BoJo Attempting the Art of Negotiation

But we argue that a parliament suspension means there may be
less political noises especially when there is a deep divide within
the House of Commons on what they want out of Brexit. This also
gives him the bargaining chips to show EU that UK is prepared for
no-deal brexit and this could force the EU to come back to the
negotiating as the EU may also not be prepared for no-deal brexit
given that EU export more (in terms of goods) to UK than the
other way round.
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GBP: BoJo’s Art of Negotiation?

Disruption to trade can affect Europe, in particular German, Spanish and
French businesses. Vice versa, we believe the UK is probably not
prepared for no-deal brexit as well given that services exports to EU is
about 7% of UK GDP (vs. 1% of EU GDP). Both parties will stand to lose in
no-deal brexit.

A United Nations Trade and Development (UNTAD) report showed that EU
stands to be the biggest loser, followed by Turkey once UK leaves the EU.
On brexit, it will change the ability of non-EU countries to export to the
UK market. As of 2018, more than 50% of UK imports came from EU. This
gives an idea why EU could lose more from a trade perspective.

UNCTAD Report on Trade Winners and Losers in No-Deal Brexit
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Source: United Nations Conference on Trade and Development, Apr 2019
report
https://unctad.org/en/pages/newsdetails.aspx?OriginalVersionlD=2052

The optimal outcome will be for both parties to ultimately compromise
towards a modified deal. In this scenario, hard brexit fears should fade
and GBP could recover then
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GBP: BoJo’s Art of Negotiation?

Tentative Hopes of Positive Development from EU Leaders So Far

On 21 Aug, German Chancellor Merkel gave BoJo 30 days to come up with
alternative backstop solution while French President Macron said "I am
also, like Chancellor Merkel, confident that with our collective
intelligence and will to build should allow us to find an intelligent
solution within thirty days...” though he later said that they “will not find
a new withdrawal agreement that deviates far from the original.”

More recently (27 Aug), BoJo had phone calls European Commission
President Juncker and separately with Dutch PM Rutte. A spokesman said
that Juncker has repeated his “willingness to work constructively” with
PM “and to look at any concrete proposals he may have” as long as they
are compatible with what had been agreed. Dutch PM Rutte said that EU
is open to any “concrete proposals” from the UK as long as they are
consistent with those aims.

Hard Brexit is a Known Risk and a Base Case Scenario for Now

Though UK is not out of the woods, a no-deal brexit is probably the base
case scenario for most unlike in previous periods when the base case was
soft brexit. Bits of potential good progress (either a modified deal or
even a delay) coming out of discussions with EU may well provide the
much-needed catalyst for the move higher in GBP, especially when GBP
short positions is stretched (nearly 30-month high).

Stretched GBP Shorts at Risk of Being Squeezed
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Near Term Risk of Downward Pressure; Look to Accumulate on Dips

GBP was last seen at 1.2190 levels. Bullish momentum on daily chart
remains intact but shows tentative signs of fading while stochastics is
showing signs of turning from overbought conditions. Corrective move
lower not ruled out in the near term.

On the weekly chart, we observed a potential bullish divergence on the
weekly MACD - characterised by prices falling to new lows but oscillator
indicators fail to reach new low (over 2018 -19 period on the weekly
chart). We are biased to accumulate GBP on dips on a longer term
horizon. Support at 1.2150 (21 DMA), 1.2050 levels. Resistance at 1.2360
(50 DMA) needs to be broken for gains to gather traction possibly towards
1.2440 (76.4% fibo retracement of 2016 low to 2017//18 double-top). A
move towards 1.2810 (61.8% fibo) should not be ruled out.

GBPUSD (Weekly Chart): Accumulate on Dips
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Source: Bloomberg, Maybank FX Research & Strategy
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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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