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= After depreciating early last week to R15.47/USD, R17.32/EUR and R18.69/GBP, the rand has
backtracked, stabilising somewhat, currently trading at R15.35/USD, R17.05/EUR and
R18.60/GBP as risk levels in global financial markets are seen to have stabilised somewhat.

= Foreigners sold -R3.0bn worth of equities net of purchases last week, -R8.3bn this month to
date and -R17.4bn since the last portion of July, while also dumping —R8.7bn worth of bonds
net of purchases last week, -R18.3bn this month to date and —R19.8bn since the last portion
of July.

= While financial market players’ concerns over global economic growth, in tandem with reduced
expectations of US rate cuts this year and some weak data prints in key economies, sparked
the latest sell-off (see “Rand note”, 12" August 2019, see website address below), this week
has seen a quieter start.

= Clearer direction on US monetary policy is expected as the US’s Economic Symposium taking
place this week. The annual event at Jackson’s Hole in Wyoming has been themed
“Challenges for Monetary Policy” for this year. In particular, Friday will see Governor Powell’s
speech, of the same title.

= Markets are keen to see if the Fed could be reconsidering its interest rate outlook, after
commentary from the Governor at the end of July was not seen to support further monetary
easing. Indeed, it was this lack of ‘insurance’ rate cuts, in the face of the prospect of weaker
growth, which shook markets at that time.
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Economic Scenarios: - note change in probabilities
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Q119 Q219 Q318 Q419 Q120 Q220 Q320 Q420
Rend/USD {aversge) 1401 1438 1150 1030 050 880 7.00 7.60
Repo rate (end rate) 8.75 8.75 8.00 800 575 5.75 5.50 5.50
Fast, sustainable economic growth of 5-7% y/y. Change in politicel will with growth creating economic
reforms that structurally lift private sector investor confidence and fixed investment Global growth boom
{including commaodities). Trump protectionism removed, SA export snd domestic growth boom lifts
employment and incomes, poverty eventuslly eliminated. Property rights strengthened, individuals obtain
title deeds in EWC without disruption to economy. Fiscal consolidation, credit rating upgrades to A grade.

Q119 Q219 @319 Q419 Q120 Q220 Q320 Q4.20
Rand/USD (average) 14.01 1438 13.00 1150 1000 065 880 2.70
Repo rate (end rate) 8.75 8.75 8.25 8.25 825 6.00 8.00 8.00
Persistent growth of 3-5%, higher probability of extreme up case Better governance, growth creating
reforms (structural constraints are overcome), greater socic-economic stability, strengthening in property
rights, individuals oblsin title deeds in EWC without disruption to economy and can leverage and cbtain
credit. High business confidence and fixed investment growth, substantial FDI inflows. fiscal consclidation.
Strong global growth and commodity cycle, ‘trade war’ subsides. Siabilisabon of credit ralings, with
uitimately credit rating upgrades.

Q@119 Q219 Q318 Q419 Q120 Q220 Q320 Q4.20
Rand/USD {average) 14.01 1438 1430 1380 1340 1370 1380 1330
Repo rate (end rate) 8.75 8.75 8.50 8.50 8.50 8.50 8.50 8.50
Annual growth rate of close fo 2.0% yi'y reached by 2020, 3.0% y/y by 2024. Higher confidence and
investment levels than past decade. Rand structurslly stronger nears PFP by 2021. SA relsins one
investment grade (Moody's) rating on its local currency long-term sovereign debt in 2010. Sedate global
manetary policy normalisation — avoid severe global risk-off environment. neutral to global risk-on.
Meodestly strengthening global demand. Limited impact of EWC/expropriaton without compensation (to
abandoned and unused land of government and agncultural sector = individuals are new owners and
receive title deeds).

Q119 Q219 Q319 Q419 Q120 Q220 Q.20 Q4.20
Rand'USD (average) 14.01 14.28 15.50 17.00 16.50 15.50 1515 14.90
Repo rate (end rate) 875 075 7.50 850 7.50 7.50 7.50 7.25
Business confidence remains depressed, marked rand weakness, significant load shedding and weak
invesimaent growth, SA sub-investment grade Moody's rating but substantisl repair aveids further marked
downgrades, SA experiences a V shaped, credd rating downgrade related, recession, However, modastily
strengthening global demand and elevaled commeodily prnces help lessen the longer-term impact of
domestic disturbances. Sedate globsl monetary pobcy normalisation occurs - & severs global risk-off
environment S axnided. with neutral to global risk-on. Partial expropnation of (certain groups’) private
commercial sector property (including productive land) without compensation.

Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q420
RendUSD (average) 14.01 14.38 1810 1850 1950 2000 1025 1870
Repo rate (end rate) 8.75 8.75 8.00 9.25 8.75 10.25 1075 9.50
Faster than expected global (US) monetary policy normalisation, general market risk-off, global sharp
economic slowdown (commaodity slump) followed by marked escslation of US-China trade war = short LS
recession, plobal financial crisis. SA sub-investment grade, risks further credit rating downgrades.
Significantly more severe recession than in te down case. Confidence and investment depressed,
marked rand weakness. significant strike action and widespread services load shedding. Expropriation of
private sector property (title deeds not transferred {o individuals nationalisation) without compensation

Note: Event risk begins Q3.19. Source: Investec, Iress historical data
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Light Down case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2024
ExchangeRatesforecas® 4 @ @3 Q¢ Q@ Q2 Q2 Q& Qf @ Q Q8
USD/ZAR 1401 1438 1600 1700 1850 1550 1515 1400 1480 1470 1475 1470
GBPIZAR 18.24 18.48 19080 2138 2100 2000 2014 1008 2042 2050 2057 2050
EURZAR 15.91 18.15 1804 1938 1908 1708 1773 1758 1820 1838 1344 18738
ZARIPY 787 765 675 835 643 B34 €98 701 TI8 721 T 728
ZARCHF 1405 1434 18.11 1723 1872 1557 1515 1477 1528 1531 1538 153
ZARAUD go3 10.07 1080 11.50 1147 10083 1081 1088 1125 1181 151 1147
GERUSD 1.30 1.28 1.25 1.26 1.27 1.30 1.33 1.34 1.38 1.30 1.3% 1.3%
EURUSD 1.14 1.12 1.13 1.14 1.18 1.18 117 1.18 1.23 1.25 1.25 1.25
UsSoDuPY 110 110 108 108 107 108 108 105 108 108 108 108
Note: averages, Source: IRESS, Investec
Severe Down case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 202
ExchangeRatesforecas™ a1 @ @ Q¢ @ @ Q@ Q4 Q Q@ Q Q8
USDIZAR 1401 1438 1810 1720 1350 1950 2000 1925 1870 1800 17.50 16.75
GEPIZAR 1824 1848 2011 2161 2355 2527 2050 2581 2581 2510 2440 2330
EUR/ZAR 15.01 168.15 18.15 19067 2137 2262 2340 2272 2300 2250 2188 2004
ZARIIPY 787 785 @71 828 578 544 528 543 567 580 608 0633
ZARCHF 1405 1434 1821 1743 1874 1958 2000 1900 1028 1875 1823 1745
ZARAUD w83 10.07 1087 11.70 1283 1375 1440 1405 1421 1422 13065 1307
GBPIUSD 130 120 125 128 127 130 133 134 138 139 130 130
EUR/USD 1.14 1.12 1.13 1.14 1.18 1.16 117 1.18 1.23 1.25 1.25 1.25
UsDUPY 110 10 108 108 107 108 108 105 108 108 108 108

Note: averages, Source: IRESS, Investec

= Subsequently, weak data prints from a number of key economies may influence the Governor’s
tone somewhat to one that is more dovish, and risk aversion in global financial markets is likely
to have eased in anticipation of this upcoming prospect.

= Additionally, fears of a US recession have declined somewhat recently, while US-China trade
talks have not seen a reignition of tensions, although there has been little evidence that a trade
deal is forthcoming, and markets are currently in a wait-and-see-phase.

= Financial markets are currently pricing in further 25bp cuts in the Fed'’s target rate by year end,
close to a cut at each of the remaining meetings, namely 18" September, 30" October, 11t
December (date given is when the rate announcement is expected to be made).

Annabel Bishop ¢ Investec Bank Limited « Tel (2711) 286 7188 « email: annabel.bishop@investec.co.za ¢
http://www.investec.co.za/research-and-insights/economy/economic-research-v1.html ¢




Lo

A )
¥ [hvestec £

Rand note: domestic currency stabilizes as US economic symposium, \W(G%
=\ N\

Jackson Hole, approaches - markets hope the Fed will come around to its
view of up to three further 25bp cuts in US rate this year '

19 August 2019

Expected case: Exchange 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 20M
Rates forecasts averages o1 Q2 Q3 Q4 Qi Qz Q3 Q4 a1 Qz a3 Q4

USD/ZAR 14.01 1438 1430 1300 1340 1370 1300 1330 1270 1320 1300 13.40
GEP/ZAR 1825 1848 1787 1748 1705 17.78 1848 1783 1753 1841 1038 1880
EUR/ZAR 1502 18.15 18.12 1585 1548 1580 16020 1500 1502 1650 1738 11875
ZARIIPY 787 7.85 755 177 T8 774 TS5 T88 835 803 TH3 @
ZARCHF 1408 1433 1440 1400 1358 1378 1300 1319 1309 1375 1448 1366
ZARAUD B9 10.07 e85 945 9.3 geé 1001 8N g85 1043 1084 1045
GEP/USD 1.30 1.29 125 1280 127 130 133 134 138 13 130 139
EURUSD 1.14 1.12 113 114 118 .16 147 118 123 125 125 125
UsSDiJPY 110 110 108 108 107 1086 108 105 108 108 106 108

Source: IRESS, Invesiec

= |n particular, markets have priced in an 80% chance of a 25bp cut in September, and a 66%
chance of another 25bp cut at the October meeting. Markets even see a 25bp cut potentially
for the December FOMC meeting currently.

= At the latest FOMC meeting, Governor Powell said the Fed is not necessarily embarking on an
aggressive interest rate cut cycle, terming July’s 25bp easing as a “midcycle adjustment”,
signalling that the Fed is highly unlikely to begin a long rate cut cycle, as that would be more
appropriate under continual marked slowing of economic growth.

= However, markets believe that the FOMC will likely be pushed into at least some of the rate
cuts as the yield curve increasingly inverts in the absence of it. Indeed, an inversion of the yield
curve is also seen as a signal of recession, as markets factor in rate cuts/s on expectations of
weak future growth.

= The rand is likely to remain volatile this month, as the sell-in-May-and-go-away (until
September) period in global financial markets is still under way, namely the northern
hemisphere summer vacation effect which tends to result in an exodus from riskier assets when
risk (such as the increased chance of a US recession) is seen to elevate.

= The rand to date averages R14.41/USD in Q3.19, and is oversold, with some recovery likely
as market participants return from vacation, particularly in Q4.19. However, our Q3.19 forecast
of R14.30/USD (average for the quarter), would be revised closer to R14.50/USD, if not above,
if the rand does not correct already this month and next.

= In particular, the last, and first, quarters of the calendar year usually sees EM currencies
strengthen as many northern hemisphere market players return from vacation and riskier,
higher yielding assets typically return to favour. The rand could strengthen by a substantial
amount in Q4.19 on this seasonal effect, and in Q1.20.
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Extreme Up case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021
Exchange Rates forecasts
ey @ @ @2 Q@4 a1 @ a2 a4 af @2 Q3 o
USDIZAR 1401 1438 1150 1030 950 880 700 780 740 710 885 875
GEP/ZAR 1824 1348 1437 1204 1200 1115 1050 1019 1021 000 080 041
EUR/ZAR 1501 1815 1207 1174 1007 008 024 897 010 828 860 544
ZARIPY 787 785 030 1040 1128 1233 1335 1375 1432 1403 1525 1570
ZARCHF 1405 1434 1158 1044 9063 864 780 754 763 740 724 703
ZARAUD 998 1007 776 700 600 000 560 555 562 501 542 527
GBP/USD 130 128 125 126 127 130 133 134 138 139 130 139
EURWUSD 144 112 113 L4 118 118 197 118 123 125 125 125
USDIPY 110 110 108 108 107 108 108 105 108 1086 108 108

Source: IRESS, Investec

Up case: Exchange Rates 2019 2015 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021

USDIZAR 1401 1438 1300 1150 1000 065 900 070 €685 045 030 045
GEPIZAR 18.25 1348 1024 1445 1273 12800 1310 1301 1332 1318 1207 1278
EURZAR 1502 1815 1488 1311 155 1154 1158 1145 1187 1181 1183 11.44
ZAR/JPY 787 785 831 030 1070 1065 1068 1077 1008 1122 1140 1158
ZARCHF 1408 1433 1300 1185 1013 960 900 062 005 034 080 053
ZARAUD 993 1007 678 782 605 TO1 T3 TOE V33 V47T 725 T4
GEBP/USD 1.30 1.20 125 128 127 130 133 134 138 130 130 139
EURUSD 1.14 112 1.13 1.4 118 .18 117 118 123 125 125 1.25
USDIPY 10 10 108 108 107 106 108 105 108 108 108 108

Source: IRESS, Investec
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