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Monday 19 April 2021
Rand note: Base effects and US dollar weakness continues to provide a support to

EM currencies, while the carry trade in particular favours the rand, and commodity
prices provide further support

Expected Case: Exchange Rate forecasts

2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/ZAR 1496 1530 1550 1520 1530 1570 1590 1560 1540 1580 1620 1570
GBP/ZAR 2050 2096 2124 2113 2172 2245 2290 2231 2187 2244 2300 2229
EURZAR 1813 1836 1876 1877 1920 1978 2019 1966 19.25 1975 2025 1963
ZARMPY 709 68 677 683 680 662 660 673 688 671 654 675
CHFZAR 1644 1677 1697 1684 1695 1744 1771 1714 1674 1699 1723 1653
AUDZAR 1153 1178 1201 1186 1193 1225 1224 1186 1155 1185 1215 11.78
GBPMUSD 137 137 137 132 142 143 144 143 142 142 142 142
EURUSD  1.21 120 121 124 126 126 127 126 125 125 125 125
USD/JPY 108 105 105 105 104 104 105 105 106 106 106 106
Note: averages, Source: Investec, Iress
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Rand vs Economist’s metals commodity price index
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Emerging Markets currency depreciation (-) %, appreciation (+) %

1st January 2020 to 31st December 2020 1st January 2021 to 19th Apnl 2021
Best Spot Returns (%) 3.2 South African Rand

89 Bulgarian Lev Chilean Peso
6.6 Chinese Renminbi Taiwanese Dollar
6.4 South Korean Won Chinese Renminbi
6.1 Taiwanese Dollar Mexican Peso
58 Chilean Peso
56 Czech Koruna Hong Kong Dollar
54 Philippine Peso Peruvian Sol
T Malaysian Ringgit Czech Koruna
N Singapore Dollar Singapore Dallar
6 W tSPOI;sRh Ztloty %) Philippine Peso
orst Spot Returns "
0.0 Thai Baht Inian Rupee
Hungarian Forint Russian Ruble
Indonesian Rupiah Malaysian Ringgit
Indian Rupee South Korean Won
Colombian Peso Romanian Leu
South African Rand Indonesian Rupiah
Mexican Peso Thai Baht
- Peruvian Sol I
201 Turkish Lira Colombian Peso
-22.5 Brazilian Real Brazilian Real

Turkish Lira
Argentine Peso

5
Source: Bloomberg

Argentine Peso

The rand reached R14.14/USD, R16.93/EUR and R19.49/GBP last week, approaching
January 2020’s R13.99/USD and R19.83/GBP, but exceeding its performance against the
euro early last year, as the domestic currency strengthens against the crosses.

The rand is by far still the best performing EM currency, both on a year-on-year basis and
since the start of the year, with the Bloomberg EM currency ranker showing the Mexican
and Chilean Pesos, and Czech Koruna well up but nowhere near the rand’s appreciation.

Base effects are at play for currencies, and emerging market assets which saw sharp
disinvestment a year ago on differentiated risk perceptions, and so substantial weakening
of their currencies, are now seeing differentiated strength. But the rand is still an
outperformer.

In general emerging market currencies continue to strengthen against the US dollar as
the greenback has weakened, however the ZAR is also benefiting from R1.5bn in foreign
net purchases of SA bonds over the last two days alone.

However, a year ago the rand was close to R19.00/USD, which is aiding its current 32.4%
yly appreciation against the USD, although there is also likely market appreciation on how
SA handled its bond market rout a year ago, as well as its recent improved fiscal plans.

In particular, the reduction in government debt projections on the recent corporate tax led
revenue overrun has doubtless improved investor confidence towards SA on the bond
side, although markets will still be watching intently to see if fiscal consolidation is
achieved.

Risk-on sentiment in global financial markets remains a key driver however of the rand’s
appreciation as well, while SA is showing some progress in structural reform, but these
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factors are all unlikely sufficient drivers of the domestic currency’s recent marked

strength.

Instead, it is likely that while foreign investors may be feeling slightly more comfortable on
SA as an investment prospect, overwhelmingly there is still very good return offered on
the carry trade which is a key support in the current run in strength on the rand.

Instead, it is likely that while foreign investors may be feeling slightly more comfortable on
SA as an investment prospect, overwhelmingly there is still very good return offered on
the carry trade which is a key support in the current run in strength on the rand.

Please scroll down to the second section below

Emerging Markets Carry Return — values as at the 19" April 2021
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Emerging Markets Interest Return — values as at 19t April 2021 vs. 20t April 2020

Chilean Peso |-0.07
South Korean Won | 0.19
Polish Zloty | 0.24
Czech Koruna | 0.3
Singapore Dollar | 0.39
Taiwanese Dollar | 0.47
Hong Kong Dollar | 0.47
Thai Baht | 0.62
Peruvian Sol | 0.63
Hungarian Forint | 0.8
Brazilian Real 1.71
Colombian Peso 232
Phlipppine Peso 239
Chinese Renminbi 257
Indian Rupee 432
Indonesian Rupiah 441
South African Rand 454
Russian Ruble 464
Mexican Peso 469
Turkish Lira
Argentine Peso
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Emerging Markets Implied Rates — values as at 19" April 2021
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Emerging Markets Implied Volatilities — values as at 19" April 2021
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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The heightened instability in Turkey’s political and governance environment also sparked
a differentiation in the rand a few weeks back, allowing the domestic currency to come to
the fore as a leader in the EM currency pack.

The sharp elevation in commodity prices have also benefited the domestic currency, which
is both an EM and commodity currency, with the run in commaodity prices not yet expected
to be over as global markets anticipate ongoing marked global economic recovery.

While it is key to note that the markets’ strong risk taking behaviour will not last, and the
domestic currency is not strengthening on fundamentals, benefiting from market sentiment
and so remains at risk of weakness, April looks like it could average closer to R14.50/USD.
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That is, while the rand has been forecast to average R15.30/USD for April, with an
outcome of closer to R14.50/USD for this month possible instead, the second quarter of
this year could average below, as opposed to above, R15.00/USD.

Furthermore, the traditional sell-in-May and-go-away phenomena, which typically
weakens EM currencies each year and often starts in April, could be replaced this year by
buy-in-May and-stay-at-home as Covid continues to keep many investors at home.

That is, the Northern Hemisphere summer, which traditionally sees market investors take
time off to travel on vacation, and so park investment in less risky assets, is limited this
year in terms of travel destinations by lockdown restrictions.

Global financial market players in the Northern Hemisphere may this year instead choose
to continue to seek risk/return gains over Q2.21, and even Q3.21, causing the domestic
currency to run stronger, although at some point it will then correct.

Both materially higher inflation and credit ratings downgrades remain risks for the rand in
May, and these are still expected to limit the domestic currency’s gains in that month.
While the rating agencies may choose not to downgrade SA in May, the risk remains.

A 1% liftin SA’s inflation rate in April — but published in May, is one of the key risks for the
rand domestically, with only at most a 25bp hike in the repo rate expected. The domestic
currency continues to refuse to remain still, and will instead remain volatile in either
direction.
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Economic Scenarios: updated for Q2.21

a1.21 Q221 Q321 Q421 0122 Q222 Q322 Q4.22

Extreme USD/Rand (average) 14.96 14.40 13.80 13.50 1310 1290 1270 1250
Up case Repo rate (end raie) 350 3.00 3.00 3.00 3.00 3.25 325 325
1% Impact of Covid-19 pandemic very rapidly resolved - economic growth of 3-5%, then 5-7% for SA. Good

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

Up case a1 Q221 Q321 Q4 @122 Q222 Q322 Q4.22
2% USD/Rand (average) 14.96 14.71 1450 1400 1350 1400 1450 13.50
Repo rate (end rate) 3.50 3.50 3.50 3.50 3.50 3.50 3.50 3.50

worked down. Mo further credit rating downgrades, rating outlooks move to stable and eventually positive,
strong fiscal consolidation (government debt projections fall substantially). Global risk-on, global 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 litle deeds) does
not have a negative effect on economy - no nationalisation.

a1.21 G221 Q321 Q421 122 Q222 Q322 Q4.22

Base UsD/Rand (average) 14.96 15.30 15.50 15.20 1530 1570 1590 15.60
case Repo rate (end rate) 3.50 3.50 3.50 375 375 4.00 4.50 450
48% Recovery from the sharp global economic slowdown by 2024 in real terms— sufficient global and domestic

monetary and other policy supports to growth and financial markets occur and risk sentiment stabilises
then improves. Expropriation of private sector property is limited and does not have a negative impact on
the economy or on market seniment. SA remains in the BE category rating bracket for Moody's — fiscal
consolidation (debt to GDF stabilisation) occurs.

a1 Q221 Q321 Q41 122 Q222 Q322 Q4.22

Lite UsD/Rand (average) 14.96 15.50 16.25 16.60 1670 17.00 1750 17.00
(domestic) Repo rate {end rate) 3.50 3.75 3.75 375 4.00 4.00 4.25 475

Down The international environment (including risk sentiment) is that of the base case. Soulh Africa fails to see
case its debt projecfions stabilise and falls into single B credit ratings from all three agencies for local and
44% foreign currency. Recession occurs. Expropriation of some private commercial sector property without

compensation, with some negative impact on the economy. Business confidence depressed, rand
weakness, significant load shedding and weak invesiment growth. Substantial fiscal consolidation
ultimately occurs, preventing ratings falling into the C grades.

a1.21 Q221 Q321 Q421 122 Q222 Q322 Q4.22

Severe  USD/Rand (average) 14.96 16.00 16.50 17.00 1750 1800 1850 19.00
down Repo rate (end rate) 3.50 4.00 4.00 4.00 4.50 4.50 4.50 5.00
case Lengthy global recession, global financial crisis — insufficient monetary and other policy supports to growth
A% domestically and internationally. Depression in SA, unprecedented rand weakness. Nafionalisation 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 Q2.21. Source: Investec
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Up Case: Exchange Rate forecasts

2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USDIZAR 1496 1471 1450 1400 1350 1400 1450 4350 1330 1370 1410 1360
GBPIZAR 2050 2015 1987 1946 1947 2002 2103 1931 1280 1932 1974 19.04
EUR/ZAR 1813 1765 1755 17.29 1684 1764 1842 A17.01 1663 1713 1763 17.00
ZARMPY 696 714 724 7.46 7.70 7.43 724 7.78 7497 7.74 752 7.79
CHFZAR 1671 1612 1588 1551 1485 1556 1615 1484 1430 1442 1454 1360
AUDZAR 1153 1133 1124 1092 1067 1106 1131 4026 998 1028 1058 1020
GBPUSD 137 1.37 1.37 1.39 1.42 1.43 1.44 1.43 1.42 1.42 1.42 1.42
EUR/USD 121 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
UsDiPY 106 105 105 105 104 104 105 105 106 106 106 106
Mote averages, Source: Investec, Iress
Lite Down Case: Exchange Rate forecasis
2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/IZAR 1496 1550 1625 1660 1670 1700 1750 1700 1680 1720 1760 1710
GBFfZAR 2050 2123 2228 2307 2371 2431 2538 2431 2388 2425 2464 2304
EUR/ZAR 1813 1860 19.66 2050 2096 2142 2223 2142 2100 2150 2200 2138
ZARMJPY 696 6.77 6.46 6.30 6.23 6.12 6.00 6.18 6.31 6.16 6.02 6.20
CHFZAR 1671 1699 1779 1839 1850 1880 1950 1268 1206 1811 1314 17.10
AUDZAR 1153 11984 1259 1295 1319 1343 1365 1282 1280 1290 1320 1283
GBP/USD 137 1.37 1.37 1.39 1.42 1.43 1.44 1.43 142 1.42 142 1.42
EURAUSD 121 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDUPY 106 105 105 105 104 104 105 105 106 106 106 106
Mote: averages, Source: Investec, Iress
Severe Down Case: Exchange Rate forecasts
2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/ZAR 1486 1600 1650 17.00 1750 1800 1850 19.00 1280 19.20 1960 19.10
GBP/ZAR 2050 2192 2261 2363 2485 2574 2664 2717 2670 2726 2783 2712
EUR/ZAR 1813 1920 1997 2100 2196 2263 2350 2394 2350 2400 2450 2388
ZARMPY  7.09 6.56 6.36 6.15 5.94 5.78 5.68 5.53 5.64 5.52 541 5.55
CHFZAR 1644 1753 1807 1883 1938 2000 2061 2088 2043 2065 2085 20N
AUDZAR 1153 1232 1279 1326 1365 1404 1425 1444 1410 1440 1470 1433
GBPUSD 137 1.37 137 139 142 1.43 1.44 143 1.42 1.42 1.42 142
EURMUSD  1.21 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDIFY 106 105 105 105 104 104 105 105 108 108 106 106

Mote: averages, Source: Investec, Iress
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2021 2022 2023
Q121 Q221 Q321 Q421 122 Q222 Q322 Q422 23 Q223 Q323 Q423
USDIZAR 1496 1440 1380 1350 1310 1280 1270 1250 1230 1270 1310

12.60
GBRZZAR 2050 1973 1891 1877 1860 1845 1342 1788 1747 1791 1834 1764
EURZAR 1813 1728 1670 1667 1644 1625 1613 1575 1538 1588 1638 1575
ZARIPY 596 7.29 7.61 774 794 8.06 8.27 .40 8.62 8.35 8.09 a4
CHFZAR 1671 1578 1511 1495 1451 1433 1415 1374 1323 1337 1351 1260
AUDZAR 1153 1109 1070 1053 1035 101% 991 9.50 923 953 933 9.45
GBPUSD 137 1.37 1.37 1.39 1.42 1.43 1.44 1.43 1.42 1.42 1.42 1.42
EURUSD 1.1 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDUPY 106 105 105 105 104 104 105 105 106 106 106 106

Mote: averages, Source: Investec, Iress



