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Monday 25 January 2021

Rand note: the rand continues to stay mainly above R15.00/USD so far this month,
despite market risk-on, as SA’s high debt trajectory and path to single B credit ratings
maintains pressure on the domestic currency
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Long-term deprecation of the domestic cumrency
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Emerging Markets currency depreciation (-) %, appreciation (+) %
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The rand currently averages R15.11/USD so far in January 2021, closer to R15.00/USD
than the average of R15.14/USD a week ago, with our forecast for Q1.21 remaining an
average of R15.00/USD. Q2.21 will likely average R15.40/USD or worse as SA is
downgraded.

The rand is the second worst performing emerging market currency today since the start
of this year out of Bloomberg’s ranking of EM currencies, and remains in the worst quartile,
with the Argentine, Columbian and Chilean Peso and Brazilian Real.

Friday saw depreciation in the rand, as it weakened to R15.16/USD from R14.76/USD the
day before, with markets also worried around the longevity of monetary policy support
measures in the US, and the domestic currency is set to remain volatile.

Today the rand weakened to R15.27/USD, after beginning the year at R14.66/USD, while
other EM currencies have seen less weakness from the start of this year. That is, the vast
majority of EM currencies are fairly flat since the year started (excluding the worst quartile).

Fitch’s negative outlook warns of further downgrades for SA (Fitch and S&P BB-, Moody’s
BB), with Brazil at BB- also one of South Africa’s (Fitch designated) rating peers, along
with Turkey, Uzbekistan, Guatemala, Bangladesh, the Hashemite Kingdom of Jordan and
Oman.
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Fitch said at the end of last year that South Africa’s “downgrade and Negative Outlook
reflect high and rising government debt, exacerbated by the economic shock triggered by
the COVID-19 pandemic’.

Fitch added at the start of this year that “South Africa’s widening fiscal deficit will weigh on
the currency capping potential gains”. Moody’s also has a negative outlook on SA, which
means the next credit rating move from Moody’s and Fitch will be a downgrade.

Moody’s next country review is likely around the end of this quarter, and this could see SA
drop to ba3 (BB-) at that time, and while Fitch does not give a date for its review, it is
normally around the same time with the negative outlook from Fitch signalling a
downgrade to B+.

SA could fall into the single B credit rating category from Fitch as early as the end of March,
and S&P also has SA on BB-, with the next rung down B+. S&P’s country review is also
likely after February’s 2021 Budget, and SA’s government has indicated possible further
borrowing.
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Volatility index for selected emerging market currencies
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Expecied Case: Exchange Rale forecasts
2021 2022 2023
0121 G221 Q321 Q421 Q122 Q222 Q322 Q422 0123 Q223 Q323 Q423
uspiZar 1500 1540 1550 1520 1530 1570 1590 1560 1540 1580 1620 1570
GERZAR 2020 2079 2124 2113 211656 21151 2178 M53 M2 M9 2268 2198
EURZAR 1803 1833 1876 1877 1913 1915 1876 1825 1817 1880 1944 19.00
ZaRAPY  TO04 G986 G684 688 680 669 660 BT3 688 BT 654 675
CHFZAR 1661 1674 1697 1684 16385 1570 1590 1560 1540 1580 1620 1570
AUDZAR 1126 1124 1139 1125 1140 1099 1129 1108 1093 1138 1166 1178
GEBPUSD 135 135 13T 139 14 137 137 138 138 139 140 140
EURMLUSD 120 119 11 124 125 122 118 147 118 119 120 1.1
usouEyY 106 108 106 105 104 105 105 105 106 106 106 106
Mote: averages, Source: Investec, lress
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In particular Fitch says it has “29 EM sovereigns on a Negative Outlook at the beginning
of 2021, up from 13 at end-2019, signalling that further downgrades are likely this year. In
2020, there were 45 downgrades of Fitch-rated sovereigns (across 27 different entities)”.

More chilling is the addition that “(a) record five Fitch-rated sovereigns defaulted in 2020,
and 11 are rated below 'B-', another record”. SA is one of the EM countries on a negative
outlook and likely to see a downgrade this year into Fitch’s single B category.

This report from Fitch specifically covers the countries “China, India, Malaysia, Sri Lanka,
the UAE, Iraqg, South Africa, Turkey, Russia, the impact of Next Generation EU on CEE
sovereigns, Peru, Ecuador and low-rated sovereigns in central America”.

Fitch specifies that “(t)jhe main factors that could, individually or collectively, lead to
negative rating action/downgrade: A continued rise in government debt/GDP and failure
to formulate a clear and credible path towards stabilising the government debt/GDP ratio.”

And “(p)ersistent weak trend GDP growth rate that further undermines fiscal consolidation
efforts and raises socioeconomic pressures in the face of exceptional inequality”, but
expects “2.3% in 2021, reflecting base effects and the roll-out of Covid-19 vaccines” from
H2.21.
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Fitch also worries about a “(r)ising risk of a de-stabilising large net capital outflow that
triggers sharp exchange rate depreciation, higher inflation and interest rates”, and with
global financial market sentiment in risk-on, a switch to risk-off or extreme risk off would
likely see outflows.

“If these risks were to materialise, the rise in the government debt burden would become
increasingly difficult to slow down let alone reverse.” Already government has indicated
that it will fund the vaccines from borrowings as they are a “public good”.

On the plus side Fitch notes “South Africa has made some progress with reforms, notably
in terms of tackling corruption and improving governance, and fiscal consolidation efforts
will require efforts to tackle the public-sector wage bill.”

However, the agency still has SA on a negative outlook, indicating that the next move is a
downgrade, and this risk of falling into the single B category continues to limit the rand’s
gains, keeping it amongst the worst performing EM currencies.
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Economic Scenarios: historical updates included
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22

Extreme USD/Rand (average) 1400 1350 1300 1250 1200 1150 11.00 1090
Up case Repo rate (end rate) 3.00 3.00 3.00 3.00 3.00 33 35 350
1% Impact of Covid-19 pandemic very rapidly resolved - economic growth of 3-5%, then 5-7% for SA. Good

govemnance, 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 Q1.21 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22
1% USD/Rand (average) 1450 1400 1350 1300 1250 1240 1250 1260
Repo rate (end rate) 325 3.50 350 3.50 375 4.00 4.00 4.00

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.

Q1.21 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22

Base USD/Rand (average) 1500 1540 1550 1520 1530 1570 1590 1560
case Repo rate (end rate) 35 375 375 4.00 4.00 425 450 450
44% 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 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

Q121 Q221 Q321 Q421 Q122 Q222 Q3.22 Q4.22

Lite USD/Rand (average) 16.30 1680 1700 1750 1800 1850 1850 19.00
(domestic) Repo rate (end rate) 4.00 4.00 425 425 45 475 475 475
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. 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.

Q1.21 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22

Severe  USD/Rand (average) 1650 1700 1750 1800 1850 1900 1950 20.00
down Repo rate (end rate) 425 425 475 475 5.00 5.00 550 5.50
case Lengthy global recession, global financial crisis ~ insufficient monetary and other policy supports to growth
10% 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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Lite Down Case: Exchange Rate forecasts

USD/ZAR
GEP/ZAR.
EUR/ZAR
ZARNPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USDHPY

Q121

16.30
21.96
19.59
6.43
18.056
12.24
1.35
1.20
106

2021

Q221 Q321
16.80 17.00
2268 2329
19.99 2057
6.40 6.24
1626 18.62
1226 1250
1.35 1.37

1.19 1.21

108 106

Q4.21

17.50
2433
21.61
597
19.38
12.95
1.39
1.24
105

Severe Down Case: Exchange Rate forecasts

USDIZAR
GBP/ZAR
EUR/ZAR
ZARMPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USD/MPY

Q1.21

16.50
2223
19.83
6.40
18.28

12.39
1.35

1.20
106

2021
Q221 Q321
17.00 17.50
22895 2398
2023 2118
6.32 6.06
18.47 1916
1241 12.86
1.35 1.37
119 1.21
108 106

Up Case: Exchange Rate forecasts

USD/IZAR
GBP/IZAR
EUR/ZAR
ZARMPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USDIJPY

Q1.21
14.50
19.53
17.43
7.28
16.086
10.89
1.35
1.20
106

2021
Q221 Q321
1400 13.50
18.90 18.50
16.66 16.34
7.68 7.65
1521 1478
1022 992
1.35 1.37
1.19 1.21
108 106

Q4.21

18.00
25.02
2223
5.81
19.94
13.32
1.39
1.24
105

Q4.21
13.00
18.07
16.06
6.04
14.40
9.62
1.39
1.24
105

Q1.22

18.00
2547
22.50
578
19.82
13.41
1.41
1.25
104

Q1.22

18.50
2617
2313
5.62
20.37
13.78
1.41
1.25
104

Q1.22
12.50
17.69
15.63
8.32
13.97
9.31
1.41
1.25
104

2022
Q222 Q322
1850 18.50
2535 2535
2257 2183
568 568
18.50 18.50
1295 1314
1.37 1.37
1.22 1.18
105 105

2022
Q222 Q322
19.00  19.50
26.03 2672
2318 2301
553 5.38
19.00  19.50
1330 1385
1.37 1.37
1.22 1.18
105 105

2022
Q222 Q322
12.40  12.50
16.99 1713
1513 1475
6.47 6.40
1240  12.50
5.68 5.68
1.37 1.37
1.22 1.18
105 105

Q4.22

19.00
26.22
2223
553
19.00
13.49
1.38
1.17
1058

Q1.23

19.20
26.50
22 .66
552
19.20
13.63
1.38
1.18
106
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2023

Q223 Q323
19.00 1850
2641 2590
2261 2220
558 573

19.00 1850
1368 13.32
1.39 1.40

1.19 1.20

106 106

Q4.23

19.00
26.60
22.99
5.58
19.00
14.25
1.40
1.21
106

Note: averages, Source: Investec, Iress

Q4.22

20.00
27.60
23.40
525
20.00
14.20
1.38
1.17
105

Q1.23

20.00
27.60
23.60
5.30
20.00
14.20
1.38
1.18
106

2023
Q223 Q3.23
2050 2050
2850 2870
24.40 2460
517 517
2050 2050
1476 1476
1.39 1.40
1.19 1.20

106 106

Q4.23
21.00
29.40
25.41
5.05
21.00
15.75
1.40
1.21
106

Mote: averages, Source: Investec, Iress

Q4.22
12.60
17.39
14.74
8.33
12.60
5.95
1.38
1147
105

Q1.23
12.45
1718
14.69
6.51
12.45
5.84
1.38
1.18
106

2023
Q223 Q323
1210 12.30
16.82 17.22
1440 1476
8.76 §.62
1210 12.30
8.71 5.66
1.39 1.40
1.19 1.20
106 106

Q4.23
12.70
17.78
1537
6.35
12.70
9.53
1.40
1.21
106

Note 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  14.00 1350 13.00 1250 1200 1150 1100 1090 1060 1065 1060 1065
GBP/ZAR 1886 1823 1781 1738 1698 1576 1507 1504 1463 1480 1484 149
EUR/ZAR 16.83 1607 1573 1544 1500 1403 1298 1275 1251 1267 1272 1289
ZARMPY  T.5h4 7.96 6.15 8.36 8.67 9.13 9.55 963 1000 995 1000 995
CHFZAR 1551 1467 1424 1385 1322 1150 11.00 1090 10680 1065 1060 1065
AUDZAR 1051 9.86 9.56 9.25 5.94 5.05 7.81 7.74 7.53 7.67 7.63 7.99
GBP/USD 135 1.35 1.37 1.39 1.41 1.37 1.37 1.38 1.38 1.39 1.40 1.40
EUR/MUSD 120 1.19 1.21 1.24 1.25 1.22 1.18 1.17 1.18 1.19 1.20 1.21
USDMPY 106 108 106 105 104 105 105 105 106 106 106 106

Mote: averages, Source: Investec, Iress



