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et Has Sterling found a new equilibrium?
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e Has Sterling found a new equilibrium?

FUNDAMENTALS:

On the 24™ June, the day after the UK voted to leave the EU, the Pound suffered a
steep sell-off, falling from a high of around 1.50 to a low on the day of 1.3227.
Moving through the summer months, it settled into a trading range of 1.34 - 1.27 as
traders sought to make sense of what the UK leaving the EU would mean in practical
terms for the wider economy and the financial centre of the City of London.

UPDATE
Technical The market had been wrong-footed by the result.

Fundamental

A period of relative calm thereafter was ruptured when the new Prime minister
delivered her key note speech to the Conservative party conference in early October.
The tone of it led many to believe the UK is heading for a so-called ‘hard BREXIT’,
meaning the UK would leave the single market and customs union as she sought to
forge a new bespoke trading arrangement with the remaining EU27.

As a result the Pound suffered a shock sharp sell-off, falling to its lowest level in over
31 years. Traders were reacting to the reality of what a hard BREXIT could mean not
just for the wider economy, but to the financial district of the City.

The market had been wrong-footed again. Which is odd since both sides of the
referendum had always argued that leaving the EU meant leaving the single market.
And a key theme of the referendum campaign was the UK regaining full control of
her boarders and levels of immigration.

The impact of the speech hit harder due to remarks made by the French President
and the German Chancellor that seemed to ram home the point that there could be
no access to the single market without free movement of people
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e Has Sterling found a new equilibrium?

FUNDAMENTALS: conTinuED

In recent days the Pound has regained some poise and edged up to around 1.2250, but it
is clear that the Pound is now vulnerable to high levels of volatility.

Have we seen the worst of the Pound’s weakness and found a new equilibrium, or can it
fall further?

UPDATE We judge the Pound remains highly vulnerable to the downside. The EU refuses to enter
Technical into any preliminary talks with the UK before the formal triggering of Article 50. The UK
Fundamental government, for its part, refuses to disclose what it's negotiating position is likely to be.

No one knows if the two sides will stick intransigently to their current positions, which for
the EU is no freedom of movement, no access to the single market and for the UK is
complete control of her borders and law-making.

Clearly some compromise is be likely. The UK is a big importer of EU goods, especially
German made cars and runs a huge trade deficit with the EU, but by the same token
leaving the EU has exposed the UK’s big Achilles Heel : her trade deficit. The UK has
managed to finance the deficit by significant inflows of foreign investment as non-EU
firms chose the UK as their gateway to the EU market, if the UK is no longer in the EU
single market that direct foreign investment is likely to drop to a degree where the trade
deficit could become a very real problem and that in its self will further undermine the
Pound.

In summary, in the vacuum that currently exists concerning the arrangement the UK and
EU will have when the “BREXIT” is concluded and given the rumour and counter rumour
that is likely to fly around, we judge the current level of Sterling represents a limited
correction and it will in all probability make new multi year lows.
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The material and information set out in this research is not intended to be a quote of an offer
to buy or sell any financial products. Any expression of opinion is based on sources believed
to be reasonably reliable but is not guaranteed as to accuracy or completeness.

The material and information herein is general and for informational purposes only. Although
Seven Days Ahead endeavours to provide useful information they make no guarantee as to
the accuracy or reliability of the research.

The derivative market comprises volatility and considerable risks. To the maximum extent
permitted by law no responsibility or liability can be accepted by Seven Days Ahead, any
company or employee within its group for any action taken as a result of the information
contained in this presentation. You are requested not to rely on any representation in this
research and to seek specific advice from your accountant, legal adviser or financial services
adviser when dealing with specific circumstances.

Seven Days Ahead is regulated by the UK Financial Services Authority.
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