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Rand note: the rand is currently reflecting the up case of strong global financial market
confidence of a quick rebound from the COVID-19 pandemic, with low investor risk
aversion (risk-on), but not reflecting SA's fundamentals

Emerging Markets currency depreciation (-) %, appreciation (+) %
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Economic Scenarios: extreme up case sees some rand adjustment
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Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22

USD/Rand (average) 1425 1400 1350 1325 13.00 1275 1275 1250
Repo rate (end rate) 3.00 3.00 3.00 3.00 3.00 325 325 325
Impact of Covid-19 pandemic very rapidly resolved - economic growth of 3—-5%, then 5-7% for SA. Good

governance, growth-creating reforms (structural constraints overcome), strengthening of property rights -
individuals obtain title deeds in EWC ~ no nationalisation. High business confidence and fixed investment
growth, substantial FDI inflows, strong fiscal consolidation (government debt falls back to low ratios of
2000s). Strong global growth, commodity boom. Stabiisation of credit ratings, then credit rating upgrades

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22
USD/Rand (average) 1450 1450 1450 1400 1350 1400 1450 1350
Repo rate (end rate) 325 350 3.50 350 350 350 350 350

Quick rebound from Covid-19 pandemic, rising confidence and investment levels - structural problems
worked down. No further credit rating downgrades, rating outiooks move to stable and eventually positive,
strong fiscal consolidation (govemment debt projections fail substantially). Global risk-on, giobal demand
quickly returns to trend growth. Limited impact of expropriation without compensation) to abandoned,
unused, labour tenants” and government land (individuals are new owners and receive title deeds) does
not have a negative effect on economy - no nationalisation.

Q121 Q221 Q321 Q421 Q122 Q222 Q3.22 Q422
USD/Rand (average) 1500 1540 1550 1520 1530 1570 1590 1560
Repo rate (end rate) 350 350 350 375 375 4.00 450 450
Recovery from the sharp global economic slowdown — sufficient global and domestic monetary and other
policy supports to growth and financial markets occur and risk sentiment stabilises then improves, South
Africa exits recession in Q3.20. Expropriation of private sector property is imited and does not have a
negative impact on the economy or on market sentiment. SA remains in the BB calegory rating bracke! for
Moody’s — fiscal consolidation (debt to GDP stabilisation) occurs

Q121 Q221 Q321 Q421 Q1.22 Q222 Q3.22 Q422
USD/Rand (average) 16.30 1650 1700 1680 1650 17.00 1750 17.00
Repo rate (end rate) 375 375 375 4.00 4.00 425 475 475
The international environment (including risk sentiment) is that of the base case. South Africa falls to see
its debt projections stabilise and falls into singie B credit ratings from all three agencies for local and
foreign currency. More severe recession in SA than in the expected case. Expropriation of some private
commercial sector property without compensation, with some small negative impact on the economy.
Business confidence depressed, rand weakness, significant load shedding and weak investment growth.
Substantial fiscal consolidation ultimately occurs, preventing ratings falling into CCC grade.

Q121 0221 Q321 Q421 Q122 Q222 Q322 Q422
USD/Rand (average) 16.50 17.00 17.50 18.00 1750 1780 1800 17.80
Repo rate (end rate) 400 400 400 450 450 450 5.00 5.00
Lengthy global recession, global financial crisis - insufficient monetary and other policy supports to growth
domestically and internationally. Depression in SA, unprecedented rand weakness. Nationalisation of
private sector property (title deeds not transferred to individuals) SA rated single B from all three key
agencies, with further rating downgrades eventually occurring into CCC grade and lower to D (default) as
government finances deteriorate (debt projections elevate even further - fail to ever stabilise. Government
borrows from increasingly wider sources as it sinks deeper into a debt trap), eventually include widespread

services load shedding, strike action and civil unrest. _
Note: Event risk begins Q1.21, Source: Investec
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Extreme Up Case: Exchange Rate forecasts

MNTA

o121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 o123 Q223 Q323 Q423
UsSDiZAR 1425 1400 1350 1325 1300 1275 1275 1250 1250 1225 1200 1175
GBPZAR 1924 1890 1850 1842 1846 1798 1811 1763 1750 1715 1680 1645
EURZAR 1727 1680 1634 1636 1632 1581 1568 1525 1525 1507 1483 1457
ZARMPY 731 750 778 789 B08 824 B24 B840 848 BG5S 883 902
CHFZAR 1592 1534 1478 1456 1429 1386 1342 1250 1250 1225 1200 1175
AUDZAR 1083 1064 1013 994 975 944 944 925 938 919 900 881
GBPUSD 135 135 137 139 142 141 142 141 140 140 140 140
EURUSD 121 120 121 124 126 124 123 122 122 123 124 124
USDUPY 104 105 105 105 105 105 105 105 106 106 106 106

Mote: averages, Source: Inveslec, Iress

Mon-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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Up Case: Exchange Rate forecasts
2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/ZAR 1450 1450 1450 1400 1350 1400 1450 1350 1300 1375 1400 1350
GBPZAR 1958 1957 19387 1946 1917 1974 2059 1904 1820 1925 1960 1890
EURVZAR 1757 1740 1758 1729 1694 1736 1784 1647 1586 1691 1736 1674
ZARMPY T8 7.24 724 T.46 778 7.50 T.24 7.78 815 7. 757 7.85
CHFZAR 1619 1589 1588 1538 1484 1522 1526 1350 1300 1375 1400 1350
AUDZAR 1102 1102 10388 1050 1013 1036 1073 999 97% 1031 1050 1013
GBRP/USD 1.35 1.35 1.37 1.39 1.42 1.41 1.42 1.41 1.40 1.40 1.40 1.40
EURUSD 1.2 1.20 1.21 1.24 1.26 1.24 1.23 1.22 1.22 123 1.24 1.24
USDIPY 104 105 105 105 105 105 105 105 106 106 106 106
MNote averages, Source: Investec, Iress

The rand reached R14.42/USD today, powering through key resistance levels, and so far
averages R15.02/USD this quarter, with Q1.21 around the halfway mark. The US dollar
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has weakened, as safe haven flows diminish, while EM investor appetite is particularly
strong.

The rand has seen a marked bout of strength over the past week as global financial
markets' risk aversion levels have been eroded, and the rand remains highly sensitive to
market movements given high risk status of its portfolio assets.

Currently, foreigners have increased their net purchases of SA’s bonds by R8.0bn so far
this year, after purchasing R5.1bn on a net basis in Q4.20, but having sold off a massive
-R133.8bn net of purchases over Q2.20 and Q3.20 combined.

To date this year, foreigners sold off -R2.6bn worth of SA equities on a net basis, after
selling -R1.9bnin Q4.20 also net of purchases, -R49.8bn in Q3.20 and -R26.8bn in Q2.20,
following on from -R27.1bn in Q1.20 as foreigners continue to dump SA equities.

However, this year, particularly over February, such has been the degree of extreme risk-
on, that the rand is now the second best performing currency since the start of this year,
stronger by almost 2% against the USD, although its rating peer Turkey is up 6.8% in the
same period.

That is, Fitch rates both Brazil and Turkey at the same level (BB-) as SA on its long-term
foreign currency sovereign debt rating, and such is the level of exacerbated risk-on that
SA and Turkey’s currencies are key gainers, both of which have CDS spreads of 200-
300bps.

While a lot of market exuberance is being built into investor appetite presently, the rand
could strengthen somewhat further, but at some point the reality of domestic weak
economic fundamentals will become a market consideration again.

The rand is also expected to have seen some strength on the outcome of the ANC’s NEC
meeting this weekend, with reports that proven corrupt ANC members must step aside, a
blow to factions opposing the Ramaphosa Presidency and its drive to eradicate state
capture.

ANC factions/individuals opposing Ramaphosa, and hoping to further/also benefit from
highly lucrative corruption in dealing with the state/SOEs in the past, have been a key
stumbling block to substantially strengthening SA’s economic growth and employment.
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' Expected Case: Exchange Rate forecasts
2021 2022 2023
@121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/IZAR  15.00 1540 1550 1520 1530 1570 1590 1560 1540 1580 16.20 1570
GBP/ZAR 2026 2079 2124 2113 2172 2214 2258 2200 2156 2212 2268 2198
EUR/ZAR 1818 1848 1876 1877 19.20 1947 1956 19.03 1879 1943 2009 1947
ZARNPY 6.94 5.82 6.77 6.88 6.86 6.69 6.60 6.73 5.88 6.71 6.54 6.75
CHFZAR 1675 1688 1697 1670 1681 1707 1674 1560 1540 1580 1620 1570
AUDZAR 1140 1170 1163 1140 1148 1162 1177 1154 1155 1185 1215 11.78
GBP/USD 135 1.35 1.37 1.39 1.42 1.41 1.42 1.41 1.40 1.40 1.40 1.40
EURMUSD 1.21 1.20 1.21 1.24 1.26 1.24 1.23 1.22 1.22 1.23 1.24 1.24
UsprJpy 104 105 105 105 105 105 105 105 106 106 106 106
Mote: averages, Source: Investec, Iress

Lite Down Case: Exchange Rate forecasts
2021 2022 2023

Q121 Q221 0321 Q421 @22 Q222 Q322 Q422 0123 0223 Q323 Q423

USD/ZAR 1630 1650 1700 1675 1650 1700 1750 1700 1725 4750 1800 17.50
GBPIZAR 2201 2227 2329 2328 2343 2397 2485 2397 2415 2450 2520 2450
EURZAR 1975 1980 2057 2069 2071 2108 2153 2074 2105 2153 2232 2170
ZARMPY 639 6.36 6.18 6.24 6,36 6.18 6.00 618 614 6,06 589 6.06
CHFZAR 1821 1808 1862 1841 1813 1848 1342 1700 1725 1750 1800 1750
AUDZAR 1239 1254 1275 1256 1238 1258 1295 1258 1294 1313 1350 1313
GBPAUSD 135 135 137 139 142 141 142 141 140 1.40 1.40 1.40
EURAUISD 1.21 120 1.2 124 126 1.24 1.23 122 122 123 1.4 1.24
usDiPY 104 105 105 105 105 105 105 105 106 106 106 106
Mote: averages, Source: Investec, Iress

Severe Down Case: Exchange Rate forecasts
2021 2022 2023

@121 Q221 Q3x Q421 122 Q232 Q3 Q422 123 Q223 Q323 Q423
USDIZAR 1650 1700 1750 1800 41750 1775 1800 41780 1780 1800 1850 1800
GBPFZAR 2228 2295 2398 2502 2485 2503 2556 2510 2492 2520 2590 2520
EUR/ZAR 2000 2040 2148 2223 2196 2201 2214 2172 2172 2214 2294 2232
ZARMPY 6.3 618  6.00 581 600 592 583 5.490 596 589 573 589
CHFZAR 1843 1863 1916 1978 1923 1929 1895 1780 1780 1800 1850 1500
AUDZAR 1254 1292 1313 1350 1313 1314 1332 1347 1335 1350 1388 1350
GBP/USD 135 135 137 139 142 1.41 1.42 1.41 140 140 1.40 1.40
EUR/USD  1.21 1.20 1.21 124 126 1.24 1.23 1.22 122 123 1.24 1.24
USDUPY 104 105 105 105 105 105 105 105 106 106 106 106
Mote: averages, Source: Investec, Iress
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Long-term sovereign debt credit ratings vs SA debt

19593094 1959798 2001002 2005106 200910 201314 201718 2021022

Met Debl'GDP (LHS) mm Nel Debl'GDP national treasury projections (LHS)
—a— Moody's local —a— Filch Local
—e— S&P local —a— Moody's foreign
—a— Fitch foreign —a— S&P foreign

Source: Credit rating agencies, National treasury, Bloomberg

Markets are cheering the clean-up of the state/parastatals, with hopes that this will persist
into a second term with Ramaphosa. The slow pace of reforms have disappointed
investors but markets hope these could now quicken on a strengthening in Ramaphosa’s
position.

In the past, market friendly reforms aimed at boosting economic growth have even been
labelled “neo-liberalism” by factions opposing efforts to eradicate corruption and state
capture as they seek to undermine/prevent economic successes for the Ramaphosa
Presidency.

Markets were doubtless cheered today by President Ramaphosa stating in his weekly
email that “(u)nless we can bring our national debt down to sustainable levels no
meaningful economic recovery will be possible.”

Adding “(w)e need to make sure that these relief measures provide a firm foundation for
a broader recovery without driving the country deeper into debt.” “As government, hard
decisions on public spending will need to be made and implemented this year.”

While markets are very keen to hear these sentiments, and most likely debt projections
will be lowered slightly, as opposed to being increased once again, it will not be peaking
below 60% of GDP (seen as sustainable for an EM), or even below 80%.)

The President adds, “(i)ymportant as these relief measures are now, we will not be able to
sustain them indefinitely.” “Our national consciousness must now move beyond the realm
of relief into that of recovery”.

The rand is also likely strengthening ahead of the Budget next week, 24" February, as
markets anticipate a favourable outcome, but the domestic currency is at risk of
weakening thereafter as investors price improvement in ahead of the Budget Speech.

However, higher interest rates in SA, along with Turkey, increase returns, and this is a key
incentive for yield (interest rate) seekers currently, with SA deposit rates at 5.5% and
Turkey 16.4% (Bloomberg), fuelling investor appetite in the global low rate environment.
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Such temporary flows are characterised by their extreme short-termism however,
retreating rapidly in periods of marked risk-off in global financial markets, and driving
volatility, with the domestic currency likely to remain highly volatile in the foreseeable

future.

Emerging Markets Interest Return
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Emerging Markets Carry Return
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Emerging Markets Interest Return

7.2 Argentina Peso
Turkish Lira
South African Rand
Indian Rupes
Mexican Peso
Indonesian Rupiah
Chinese Renminbi
Malaysian Ringgit
Philippine Peso
Colombian Peso
Braziian Real
Hungarian Forint
Thai Baht
Taiwanese Dollar
Singapore Doliar
Pemuwvian Sol
Czech Koruna
Hong Kong Dollar
South Korean Won
Polish Zloty
Chilean Peso

Source: Bloomberg

Brazilian Real
Turkish Lira

South African Rand
Colombian Peso
Chilean Peso
Hungarian Forint
Czech Koruna
Polish Zloty

South Korean Won
Singapore Dollar
Fhilipine Peso
Taiwanese Dollar

18

Source: Bloomberg



SA Economics

Emerging Markets CDS Spreads - as at 15™ February 2021
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