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Tuesday 23 March 2021

Rand note: the rand hangs onto some of its gains after its very rapid strength following
last week’'s FOMC meeting, although the prospect of a rate hike and SA’s slow
vaccine rollout are denting market confidence in SA’s economic recovery

Expected Case: Exchange Rate forecasts
2021 2022 2023

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USDVZAR 1500 1540 1550 1520 1540 1550 1520 1530 1540 1580 1620 1570
GBP/ZAR 2055 2110 2124 2113 2110 2124 2113 2172 2187 2228 2268 2198
EUR/ZAR 1818 1848 1876 1877 1848 1876 1877 1920 1925 1975 2025 1963
ZARIJPY 6.94 6.82 6.77 6.88 6.82 6.77 6.88 6.80 6.88 6.71 6.54 6.75
CHFZAR 16.75 16.88 1697 1684 1688 1697 1684 1714 1540 1580 1620 15.70
AUDZAR 1156 1186 1201 1201 1186 1201 1201 1224 1155 1185 1215 11.78
GBP/USD  1.37 1.37 1.37 1.39 1.42 1.43 1.45 1.43 1.42 1.41 1.40 1.40
EUR/USD 1.21 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
UsoiJrPyY 104 105 105 105 104 104 105 105 106 106 106 106
Note: averages, Source: Investec, Iress

Emerging Markets Carry Return — values as at the 23" March 2021
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Emerging Markets Interest Return — values as at 23 March 2021
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Emerging Markets Implied Volatilities — values as at 23 March 2021
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Emerging Markets CDS Spreads — values as at 23 March 2021
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With South Africa’s MPC due to meet this week, worries are growing that it could look to
begin hiking interest rates, even though the economy is still exceptionally weak. However,
we don’t believe the SARB will necessarily lift the repo rate already this month.

Higher oil prices have added to upwards price pressure this year so far, with another hike
in the petrol price due in April of likely over R1/litre. As a consequence, CPI inflation is
likely to reach 5.0% y/y by May and could remain around 5.0% y/y for the rest of this year.

Real interest rates would consequently become negative absent hikes in the repo rate,
while a number of other emerging market (EM) economies have begun to increase their

rates - SA risks seeing less competitive interest rates for interest rate investors if it does
not hike too.

This could cause some weakness in the rand if the SARB does not hike as other EMs do,
and indeed marked weakness in the domestic currency would in turn add to higher inflation
pressures as rand weakness has a direct and fairly immediate impact on the petrol price.

However, the economy is exceptionally weak, and has not recovered either the jobs or the

production that was lost in the harsh lockdowns of last year, with only small gains having
been made subsequently.

Furthermore, South Africa’s vaccine rollout remains very slow, with only 182 983 vaccines
administered to date in a population of 60 000 000 since February. If the vaccine rollout
proceeds at this pace (not expected) the economic growth outlook will be at risk.



SA Economics

A\“\\V fo

That is, the probability of the expected case, currently 48% could be lowered towards
45%, and the probability of the up case moved to 1%, if SA does not move out of phase
one, and into phase two of its vaccine rollout strategy in early Q2.21.

A further concern is the very weak nature of the electricity grid, with load shedding having
a negative impact on economic activity, and Q1.21’s GDP outcome will likely be negatively
impacted by this, with risks into Q2.21.

The rand is still benefitting from the lift in risk-on market sentiment after last week’s FOMC
meeting which fuelled optimism of US, and so global economic recovery. However, May
traditionally is the start of a risk-off period in financial markets and so also for the rand.

Please scroll down to the second section below

Long-term trend of the rand
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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Emerging Markets currency depreciation (-) %, appreciation (+) %
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Emerging Markets currency depreciation (-) %, appreciation (+) %
24th February to 23rd March 2021
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The domestic currency will remain erratic, swinging rapidly both stronger and weaker, as
global market events continue to impact its direction. However, higher interest rates in EM
economies while the SARB sits pat would underlay weakness in the rand.

While there have been recent announcements of planned improvements in South Africa’s
electricity regulations in order to allow substantial private sector participation in supplying
to the grid, these will not have an immediate impact on supply and so H1.21 economic
growth.

The lengthy nature of these projects mean they will not solve the electricity demand supply
gap in SA by H2.21 either. Consequently, the economic outlook for 2021 is at risk, and
despite the recent base effects from Q4.20 GDP, we are keeping our forecast around
3.0% yly.

Yesterday the President wrote a number of “companies ...successfully bid to supply 2,000
megawatts of emergency power to address the gap in capacity”. “The power will be
produced from a range of sources including solar, wind, liquified natural gas and battery
storage.”

“These projects will involve an investment of around R45 billion by the private sector.
Around half of all the materials used in the construction will be locally sourced. The
projects should be providing power to the nation by August next year.”

He also referred to the fact that “last week, government released a request for proposals
for the procurement of a further 2,600 megawatts of renewable energy ... the fifth ‘bid
window’ in the country’s ... programme to buy renewable energy from independent power
producers.”
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He added that “(o)ver the course of the next year, government plans to release four more
requests for proposals for new power generation projects, in renewable energy, gas, coal
and battery storage respectively ... expected to provide over 7,000 megawatts of
electricity.”

These plans are extremely positive, and stem from the 2019IRP, but they should have
already begun being implemented in 2019, and over 2020. The extremely slow pace to
bring in these reforms has needlessly weakened SA’s economic growth instead from this
perspective.

SA entered a structural recession in H2.19 which continued into Q1.20. The strangulation
of the economy in Q2.20 by the lockdown regulations saw economic growth weak enough
to be satisfied by the low electricity supply, but now low supply is hamstringing economic
recovery.
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Economic Scenarios: change in Q1.21 rand values to reflect the small remaining period of Q1.21
al.21 Q221 Q321 Q421 Q122 Q222 Q3.22 Q4.22

Extreme USD/Rand (average) 1465 1400 1350 1325 1300 1275 1275 1250
Up case Repo rate (end rate) 3.00 3.00 3.00 3.00 3.00 3.25 3.25 3.25
1% 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. Stabilisation of credit ratings, then credit rating upgrades.

Up case a1 Q2.21 Q321 Q421 Q122 Q222 Q3.22 Q4.22
2% USD/Rand (average) 14.71 1450 1450  14.00 1350 1400 1450 13.50
Repo rate (end rate) 3.25 3.50 3.50 3.50 3.50 3.50 3.50 3.50

Quick rebound from Covid-19 pandemic, rising confidence and investment levels - structural problems
worked down. No 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 title deeds) does
not have a negative effect on economy - no nationalisation.

Q1.2 Q221 Q321 Q421 Q122 Q222 Q3.22 Q4.22

Base USD/Rand (average) 15.00 1540 1550 15.20 1530 1570 1590 1560
case Repo rate (end rate) 3.50 350 350 3.75 3.75 4.00 450 4.50
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 sentiment. SA remains in the BB category rating bracket for Moody's — fiscal
consolidation (debt to GDP stabilisation) occurs.

a1.21 Q2.21 Q321 Q421 Q122 Q222 Q322 Q4.22

Lite USD/Rand (average) 15635 1650 1700 1680 1650 17.00 17.50 17.00
(domestic) Repo rate (end rate) 3.75 3.75 3.75 4.00 4.00 4.25 475 4.75

Down The international environment (including risk sentiment) is that of the base case. South Africa fails to see
case its debt projections 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 investment growth. Substantial fiscal consolidation
ultimately occurs, preventing ratings falling into the C grades.

Q1.1 Q221 Q321 Q421 Q122 Q222 Q3.22 Q422

Severe  USD/Rand (average) 15.50 17.00 1750  18.00 1750  17.80 18.00 17.80
down Repo rate (end rate) 4.00 400 4.00 450 450 450 5.00 5.00
case Lengthy global recession, global financial crisis — insufficient monetary and other policy supports to growth
3% domestically and internationally. Depression in SA, unprecedented rand weakness. Mationalisation of

private sector property (titte 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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2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/IZAR 1471 1450 1450 1400 1350 1400 1450 1350 1300 1380 1400 1350
GBP/ZAR 2016 19.86 19.87 1946 1917 2002 21.03 1931 1846 1946 1960 1890
EUR/ZAR 17.83 1740 1755 1729 1694 1764 1842 17.01 1625 17250 1750 1688
ZARNPY 7.08 7.24 7.24 7.46 7.70 7.43 7.24 T7.78 8.15 7.68 7.57 7.85
CHFZAR 16.43 1589 1588 1551 1513 1561 1615 1514 13.00 1380 1400 13.50
AUDZAR 1134 1117 1124 1106 1080 1120 1160 1080 9.75 1035 1050 1013
GBP/USD  1.37 1.37 1.37 1.39 1.42 1.43 1.45 1.43 1.42 1.41 1.40 1.40
EUR/MISD  1.21 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDMWPY 104 105 105 105 104 104 105 105 106 106 106 106
Note averages, Source: Investec, Iress
Lite Down Case: Exchange Rate forecasts
2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/ZAR 1535 1650 1700 16.80 1650 17.00 1750 17.00 1730 1750 18.00 17.50
GBP/ZAR 21.03 2260 2329 2335 2343 2431 2538 2431 2457 2468 2520 2450
EUR/ZAR 1860 1980 2057 2075 2071 2142 2223 2142 2163 21858 2250 2183
ZARIMPY 678 6.36 6.18 6.22 6.30 6.12 6.00 6.18 6.13 6.06 5.89 6.06
CHFZAR 1714 18.068 1862 1861 1849 1896 1950 19.07 1730 17560 18.00 1750
AUDZAR 1183 1271 1318 1327 1320 1360 1400 1360 1298 1313 1350 1313
GBP/USD  1.37 1.37 1.37 1.39 1.42 1.43 1.45 1.43 1.42 1.41 1.40 1.40
EUR/USD 1.21 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDMPY 104 105 105 105 104 104 105 105 106 106 106 106
Note: averages, Source: Investec, Iress
Severe Down Case: Exchange Rate forecasts
2022 2023
Q121 Q221 Q321 Q421 Q1.22 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/ZAR 1550 17.00 1750 1800 1v50 1780 1800 1780 1780 1800 1850 18.00
GBPIZAR 2124 2329 2398 2502 248b 2545 2610 2545 2528 2538 2590 2520
EURZAR 1876 2040 2118 2223 2196 2243 2286 2243 2225 2250 2313 2250
ZARNPY 672 6.18 6.00 5.81 5.94 5.84 583 5.90 5.96 5.89 573 5.89
CHFZAR 1731 1863 1916 1994 1961 1985 2005 1997 17.80 18.00 1850 18.00
AUDZAR 1195 13.09 1356 1422 1400 1424 1440 1424 1335 1350 1388 1350
GBP/USD 1.37 1.37 1.37 1.39 1.42 1.43 1.45 1.43 1.42 1.41 1.40 1.40
EUR/USD 1.21 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDIPY 104 105 105 105 104 104 105 105 106 106 106 106

Mote: averages, Source: Investec, Iress
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Extreme Up Case: Exchange Rate forecasts

2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/ZAR 1465 1400 1350 1325 13.00 1275 1275 1250 1250 1230

12.00  11.80
GBP/ZAR 2007 1918 1850 1842 1846 1823 1849 1788 1775 1734 1680 1652
EUR/ZAR 17.75 16.80 1634 1636 1632 1607 1619 1575 15663 15638 1500 14756
ZARMPY 711 7.50 T.78 7.89 6.00 6.16 6.24 6.40 6.48 8.62 6.83 5.98
CHFZAR 16.36 1534 1478 1468 1457 1422 1420 14.02 1250 1230 12.00 11.80
AUDZAR 1129 1078 1046 1047 1040 1020 1020 10.00 938 9.23 9.00 5.85
GBP/USD 1.37 1.37 1.37 1.39 1.42 1.43 1.45 1.43 1.42 1.41 1.40 1.40

EUR/USD 1.21 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDMPY 104 105 105 105 104 104 105 105 106 106 106 106

MNote: averages, Source: Investec, Iress



