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GBP: Still Constructive Outlook
but Full of Challenges Ahead

Data and Policy Bias to Regain Relevance in GBP Direction Analysts

Since our last GBP Tech Flash: Pricing in new (old) uncertainties
on 17 Dec, GBP has largely traded softer from its high of 1.3514
(13 Dec). This is in line with our caution for downward
retracement in GBP as markets priced in new developments such
as no extension to transition phase, risk of Scottish Independence
referendum, etc. We shared that the end of brexit uncertainty
v1.0 brings about brexit uncertainty v2.0 as fear of no-deal brexit
on 31 Jan 2020 gave way to risks of no trade deal post-Brexit on
31 Dec 2020. Looking ahead, apart from UK-EU future trade
agreement, BoE policy bias (MPC meeting on 30 Jan) and UK data
- preliminary PMIs (24 Jan), 4Q GDP, Dec IP (11 Feb), etc. will
also assume a greater role in providing directional cues for GBP.
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Ambitious Timeline to Hammer an EU-UK FTA This Year

The UK brexit bill, which was passed by parliament on Wed has
received royal assent from the Queen yesterday. As expected, UK
is on track to leave EU on 315t Jan 2020, pending formality
approval from EU on 29% Jan. The UK and EU will then enter into
a 11-month transition till 31 Dec 2020. Trading relationship
between EU and UK will remain the same during this period but
at the same time, both parties will attempt to iron out a new
trade agreement, future relationship - movement of people,
data-sharing, etc. post-31 Dec 2020.

We acknowledge that the self-imposed 11-month timeline is
challenging to iron out a Free-trade agreement. If there is no
agreement between EU and UK, the transitional deal will lapse
and UK will leave EU on World Trade Organisation terms on 31 Dec
2020. Fears of no-deal post 31 Dec 2020 could return
intermittently to keep bullish sentiment in check and that could
prove choppy for GBP. That said, politics has its twists and turns
as brexit history has shown - Ex-PM May’s thrice defeated
withdrawal deal was quickly accepted by PM BoJo’s new
government; once-unpopular BoJo surprised with a majority win
at the last General Elections in Dec-2019. Our base case looks for
an in-principle broad agreement of a Canada-EU equivalent FTA

by end-2020.
31 Jan 2020 1 Mar 2020 Jun 2020 26 Mov 2020 31 Dec 2020
| | ] ] ] >
UK to exit EU, EU targeting to have A UK-EU Summit is likely to take EU said that a deal has to UK targets
wiith withdrawal its negotiation stock of trade talk progress; also be negotiated, checked, to leave EU,
agreement” that is mandate agreed by the final month for UK to request translated and presented with or
expected to lapse 25t Feb before an extension of its transition to EU parliament by this without a
on 31 Dec 2020 opening talks with UK period beyond end-2020 week if a trade deal is to deal
be ratified by end 2020

Mote: We refer BoJo as PM Boris Johnson; * withdrawal agreement is pending ratification from EUZ7 member governments but is expected to
pass without difficulty; broad timeline is on best-effort basis (as of 1 Jan 2020) and is likely to change along the way
Source: Various sources including FT, BBC, Bloomberg, etc., Maybank FX Research & Strategy

SEE PAGE 5 FOR IMPORTANT DISCLOSURES
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Expect BoE to Keep Rate on Hold but Dovish-Leaning Rhetoric Possible

While brexit news was the main driver of GBP direction for the past 3-4
years, we expect data and BoE policy bias to regain relevance on GBP
direction following closure to brexit v1.0.

Softer UK retail sales, industrial production and inflation deviating away
from BoE’s 2% target had markets looking to price in 1 cut as early as at
the upcoming MPC meeting on 30 Jan but subsequent data - employment
and business optimism (which surprised to the upside) saw aggressive
bets unwind. Markets have shifted its expectations, now looking for a
25bps rate cut sometime at the Mar and May MPC.

We believe there is no need for BoE to rush into a rate cut at the
upcoming MPC but to continue to watch-and-see upcoming data
development. In particular preliminary PMIs (24 Jan), 4Q GDP, Dec IP (11
Feb) will be key for market expectations on rates to flip-flop. Better
than expected data could shift further unwind market expectations for
aggressive rate cut bets and this could provide support for GBP.

For the upcoming MPC, we expect policy rate to stay unchanged at 0.75%
but dovish-leaning rhetoric could stay.

GBPUSD: Recovery Needs to Break Past 1.3150 Decisively
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Source: Bloomberg, Maybank FX Research & Strategy

Our caution in our last GBP Tech Flash: Pricing in new (old) uncertainties
on 17 Dec for GBP retracement play towards 1.2920 was met. Low traded
1.2905 (23 Dec). Pair was last seen at 1.3120 levels. Bearish momentum
on daily chart is fading while stochastics is rising. Extension of rebound
requires a decisive break above 1.3150 (23.6% fibo retracement of Sep
low to Dec high). Next resistance at 1.3210, 1.33 levels. Failing which,
pair could revert to trade 1.2990 - 1.3150 range. Support at 1.3050 (50
DMA), 1.3010 (rising trend-line support) and 1.2920 (38.2% fibo).
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GBPMYR: Chance for Rebound
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We noted the potential for a bearish MACD divergence in our last Tech
Flash. The move played out over the past few weeks. We subsequently
initiated a tactical call (on 17 Jan) for GBPMYR to trade higher towards
5.43 levels. GBPMYR was last seen at 5.3320 levels. Bearish momentum is
waning while stochastics is rising from oversold conditions. Extension of
rebound is not ruled out. Next resistance at 5.3550, 5.38 before 5.43
levels. Support at 5.32, 5.30. We retain our bullish GBPMYR call, initiated
at 5.3075, looking for an objective of 5.43. SL at 5.27. Risk-reward ratio
is 1:3.3.

GBPSGD: Consolidative; Bias to Buy Dips

For GBPSGD, our earlier call for temporary pullback more than met our
support levels of 1.76. Cross traded towards 1.7460 (13 Jan) and was last
seen at 1.7720 levels. Daily momentum turned bullish while stochastics is
rising. Extension of rebound need to see a decisive break (on weekly
close above 1.7710 (50% fibo retracement of 2018 high to 2019 low) to
trade towards 1.7970 (61.8% fibo), 1.81 levels. Failing which,
consolidative trade in range of 1.7450 - 1.7720 is possible. Support levels
to watch include 1.75 (100 DMA), 1.74445 (38.2% fibo).

Jan 24, 2020


https://factsetpdf.maybank-ke.com/PDF/165097_MACRO__49aaa270f2b749378b6976edefd00375.pdf?

GBP: Still Constructive Outlook but Full of Challenges Ahead @ Maybank

GBPSGD: Consolidative; Bias to Buy Dips
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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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