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Economics Market Underpricing ""Hard" Brexit

Its time to place your bets on the outcome of Brexit. From our view The uncertainty surrounding the Brexit process is increasing, driving volatility in
markets are playing it overly safe. Investors are pricing in an 80% the GBP. GBP/USD has marginally rallied and is consolidating at the 50 DMA at
probability to see a Brexit deal, with a 60% chance of a market neutral 1.3010. We suspect this is more a function of closing profitable short then shifting
“soft” Brexit. This will make my next few words seem exaggerated and positive expectations around Brexit outlook. Thursday is BoE MPC Bank Rate
farfetched. Gone are our expectations of a “soft” Brexit. We don’t expect decision should be a non event and stick with existing outlook.

a realistic deal to be reach in time to meet the October deadline. Potently
a headlines grabbing deal is put forward to lessen the impact of missed
date, but that will likely fall apart under scrutiny. Agreed on 21-month
"transition" period to smooth the way for post-Brexit relations will not
provide comfort when Oct deadline is missed.

Even a loose form of a custom union for good and services will be hard to
reach. And even harder to pass. News of German government
abandoning key demands (accepting fewer details) and British willing to
postpone key decisions until after Brexit day, has failed to ease the path
to an EU / UK deal. Since a day earlier EU official described May’s Brexit
plan as Dead. Heighten politicking will drive GBP significantly lower and
volatility higher as normalization of elevated political volatility premium

fails to occur. Near the edge markets getting nervous 1400
While the three key “divorce” issues has, in theory been settled, the devil L F13.00
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Economics

Italian economy is shaky, and the situation is probably not going to
improve, even after June 2018 election period. Budget talks including
Prime Minister Giuseppe Conte, Finance Minister Giovanni Tria, Deputy
PMs Matteo Salvini and Luigi Di Maio started this week and Rome is due
to provide its new public budget and economic growth expectations for
2019 by 27. September 2018, a draft that will be directly sent to EU
Brussels-based commission in 15. October 2018 and that will most
certainly generate considerable press commentary and attract investor
attention.

Indeed, when looking at Italian treasuries (BTP), it appears that investors
are starting to get nervous and rating agencies are making this known.
Fitch, usually known for being the softest among the three agencies,
recently published a negative outlook for the Italian economy after
applying a downgrade of BBB to Italy’s sovereign debt last April 2017
amid mounting political risks. The credit agency also confirmed that five
Italian banks could have their credit ratings cut by year-end due to further
vulnerability if the Italian coalition would move forward with its fiscal
stimulus plan.

Based on prior estimates from outgoing Italian government, budget
deficit target was given at -0.80% of GDP, a measure that is certainly
expected to rise as the new government is now in place. The measure
could even reach -1.50% of GDP, as Salvini’'s and Di Maio’s requests to
respectively implement a 15% flat tax rate and increase welfare payments
for poorer social classes will necessarily widen budget deficit. The move
would necessarily worsen the situation, keeping in mind that Italy remains
the second largest debt-bearing state after Greece with a colossal debt
estimated at 133% of GDP (€ 2.3 trillion) or 24% of the total 19 EU
monetary union states.

Swissquote Bank SA | Ch. de la Crétaux 33, CP 319 | CH-1196 Gland Switzerland
Tel +412299994 11 | Fax +4122 999 94 12

forex.analysis@swissquote.ch | www.swissquote.com/fx

WEEKLY MARKET OUTLOOK

Therefore, the outlook of a strong euro by year-end is hard to imagine
but rather the opposite. Although fiscal stimulus plans could be set aside
on Italian side, rumors are mentioning that the country would be asking
for further support from the ECB, specifically if the country does not
reach its deficit target set, pushing further pressure on the EU.
Additionally, the perspective of Spring 2019 EU Parliament elections
could be worrisome, as growing support for populist parties emerge
across the Union.

Accordingly, EUR/USD is expected to decline further, as the single
currency perspective could be skewed to the downside, despite current
temporary optimistic tone related to the Brexit process. The pair is
heading along 1.1550.
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DISCLAIMER

While every effort has been made to ensure that the data quoted and used for the research behind
this document is reliable, there is no guarantee that it is correct, and Swissquote Bank and its
subsidiaries can accept no liability whatsoever in respect of any errors or omissions, or regarding the
accuracy, completeness or reliability of the information contained herein. This document does not
constitute a recommendation to sell and/or buy any financial products and is not to be considered as a
solicitation and/or an offer to enter into any transaction. This document is a piece of economic
research and is not intended to constitute investment advice, nor to solicit dealing in securities or in
any other kind of investments.

Although every investment involves some degree of risk, the risk of loss trading off-exchange forex
contracts can be substantial. Therefore if you are considering trading in this market, you should be
aware of the risks associated with this product so you can make an informed decision prior to
investing. The material presented here is not to be construed as trading advice or strategy. Swissquote
Bank makes a strong effort to use reliable, expansive information, but we make no representation that
it is accurate or complete. In addition, we have no obligation to notify you when opinions or data in
this material change. Any prices stated in this report are for information purposes only and do not
represent valuations for individual securities or other instruments.
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This report is for distribution only under such circumstances as may be permitted by applicable law.
Nothing in this report constitutes a representation that any investment strategy or recommendation
contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise
constitutes a personal recommendation. It is published solely for information purposes, it does not
constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any
securities or related financial instruments in any jurisdiction. No representation or warranty, either
express or implied, is provided in relation to the accuracy, completeness or reliability of the
information contained herein, except with respect to information concerning Swissquote Bank, its
subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities,
markets or developments referred to in the report. Swissquote Bank does not undertake that investors
will obtain profits, nor will it share with investors any investment profits nor accept any liability for any
investment losses. Investments involve risks and investors should exercise prudence in making their
investment decisions. The report should not be regarded by recipients as a substitute for the exercise
of their own judgment. Any opinions expressed in this report are for information purpose only and are
subject to change without notice and may differ or be contrary to opinions expressed by other
business areas or groups of Swissquote Bank as a result of using different assumptions and criteria.
Swissquote Bank shall not be bound or liable for any transaction, result, gain or loss, based on this
report, in whole or in part.

Research will initiate, update and cease coverage solely at the discretion of Swissquote Bank Strategy
Desk. The analysis contained herein is based on numerous assumptions. Different assumptions could
result in materially different results. The analyst(s) responsible for the preparation of this report may
interact with trading desk personnel, sales personnel and other constituencies for the purpose of
gathering, synthesizing and interpreting market information. Swissquote Bank is under no obligation to
update or keep current the information contained herein and not liable for any result, gain or loss,
based on this information, in whole or in part.

Swissquote Bank specifically prohibits the redistribution of this material in whole or in part without the
written permission of Swissquote Bank and Swissquote Bank accepts no liability whatsoever for the
actions of third parties in this respect. © Swissquote Bank 2014. All rights reserved.
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