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Rand reaches the Q4.19 forecast on a level basis (but not as an average for the quarter), shrugging off S&P’ s
negative outlook as progress on a US-Sino trade deal is seen to support global growth prospects in 2020

USD/ZAR 1401 1438 1469 1465 1415 1445 1465 1400 1375 1405 1455 1415

GBP/ZAR 1825 1848 1810 1839 1816 1866 19.06 1830 1856 1925 2029 1973
EUR/ZAR 1592 1616 1633 1604 1571 1633 1677 1610 1623 1686 1790 1769
ZARNPY 78 765 731 734 753 734 720 746 771 754 729 749

ZARCHF 1406 1433 1490 1469 1428 1471 1491 1425 1418 1464 1516 1474
ZARAUD 998 1007 1007 999 983 1019 1055 1022 1045 1082 1135 11.04
GBP/USD 130 129 123 126 128 129 130 131 135 137 139 139
EUR/USD 114 112 111 110 111 113 115 115 118 120 123 125
USDIPY 110 110 107 108 107 106 106 105 106 106 106 106

Lite Down case: Exchange 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021

st @ @ @ @ @ @ @ a a @ a3 a4
USD/ZAR 1401 1438 1469 1580 1650 1630 1550 1515 1510 1505 1500 1505
GBP/ZAR 1825 1848 1810 1983 2117 2105 2017 1980 2039 2062 2092 2099
EUR/ZAR 1592 1616 1633 1730 1832 1842 1775 1742 1782 1806 1845 1881
ZARIJPY 7.86 765 731 681 645 650 681 690 702 704 707 704
ZARCHF 1406 1433 1490 1584 1665 1659 1578 1542 1557 1568 1563 1568
ZARAUD 9.98 1007 1007 1078 1147 1149 1116 1106 1148 1159 1170 1174
GBP/USD 130 129 123 1.26 128 129 1.30 1.31 135 137 139 139
EURUSD 1.14 112 i 1.10 111 113 115 115 118 120 123 125
USDWPY 110 110 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec



The rand has strengthened to R14.65/USD, R16.16/EUR and R18.83/GBP today - at the Q4.19
forecast on a level basis against the US dollar, but not on an average to date basis. Continued
progress on US-Sino trade negotiations has seen EM currencies benefitting as global growth
fears wane somewhat, causing risk aversion to do so too.

With an initial trade deal, or phase-one, between the US and China recently indicated as likely to
be signed before the end of the year, fears of a trade-war led global recession in the first half of
2020 have been reduced somewhat, with recent data from the US industrial and services side
showing some improvement, adding to the positive market mood.

However further trade agreement, or phase-two, is seen as harder to achieve, centring around all
the US’s concerns on intellectual property protection, privacy and security. Phase one essentially
focussed on increased Chinese purchases of US agricultural products and only some, limited
intellectual property agreement in exchange for delaying tariffs.

Neverthelss, as market optimism has improved somewhat, safehaven flows have waned and the
search for yield heightened, given the relatively low rates of advanced economies and monetary
easing more likely globally than tightening. SA’s government debt offers attractive returns, with
the liquidity of its market adding to the draw.

SA’s benchmark bond yield runs above 8% while CPI inflation has dropped to 3.7%, with inflation
declining, likely on a structural basis too (see “CPI outlook (resend): the structural rate of inflation
is likely declining, if it persists it would support lower interest rates, but only if Moody’s outlook
returns to stable”, 215 November 2019, website address below).

Standard & Poor’s has dropped SA’s outlook on its long-term government debt from stable to
negative this month, alongside Moody’s, stating that “(t)he negative outlook indicates that South
Africa's debt metrics are rapidly worsening as a result of the country's low GDP growth and high
fiscal deficits.”

With more key rating agencies warning of approaching credit rating downgrades for SA, and Fitch
also likely to follow suite with a negative outlook for SA as well, the rand has made less gains
than it could in the absence of these rating downgrade threats. The Q4.19 foreign exchange rate
forecasts are likely to be weakened somewhat at month end.



Extreme Up case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021

ExchangeRates forecasts o3 @ a3 a4 a1 G2 @ Q¢ Q1 @ Q3 Q4
USD/ZAR 1401 1438 1469 1150 1030 950 860 790 760 740 710 695
GBP/ZAR 1825 1848 1810 1444 1322 1227 1119 1032 1026 1014 990 969
EUR/ZAR 1592 1616 1633 1259 1143 1074 985 909 897 888 873 869
ZARIJPY 7.86 765 73 935 1034 1116 1227 1323 1395 1432 1493 1525
ZARCHF 1406 1433 1490 1153 1039 967 875 804 7.84 7.7 7.40 7.24
ZARAUD 998 1007 1007 785 716 670 619 577 578 570 554 542
GBP/USD 1.30 129 123 126 1.28 1.29 1.30 1.31 1.35 1.37 139 139
EURMUSD 1.14 112 i 1.10 1.1 1.13 1.15 1.15 1.18 1.20 123 125
USD/UJPY 110 110 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec
Severs Down case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021
ExchangeRatesforecasts oy @2 @3 Q¢ @ @ Q3 a a Q@ Q@ Q4
USD/ZAR 14.01 1438 1469 1610 1850 1950 2000 1925 1870 1800 1750 16.75
GBP/ZAR 1825 1848 1810 2021 2374 2518 2602 2516 2525 2466 2440 2336
EUR/ZAR 1592 1616 1633 1763 2054 2204 2290 2214 2207 2160 2153 2094
ZARIJPY 7.86 7.65 7.31 6.68 576 544 528 543 567 589 606 633
ZARCHF 1406 1433 1490 1614 1867 1985 2036 1959 1928 1875 1823 1745
ZARAUD 998 1007 1007 1098 1286 1375 1440 1405 1421 1386 1365 1307
GBPIUSD 130 129 123 126 128 129 130 131 135 137 139 139
EUR/MUSD 1.14 112 1.1 1.10 1.1 1.13 1.15 1.15 1.18 1.20 1.23 1.25
USDUPY 110 110 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec

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

forecasts @@ @ Q@ Q& Q G2 Q Q& Q Q2 Q3 o4
USD/ZAR 1401 1438 1469 1300 1150 1000 995 990 970 965 945 930
GBP/ZAR 1825 1848 1810 1632 1476 1291 1295 1294 1310 1322 1318 1297
EUR/ZAR 1592 1616 1633 1424 1277 1130 1139 1139 1145 1158 1162 1163
ZARIJPY 7.86 7.65 731 827 926 1060 1060 1056 1093 1098 1122 1140
ZARCHF 1406 1433 1490 1303 1160 1018 1013 1008 1000 1005 984 969
ZARAUD 9.98 1007 1007 887 799 705 716 723 737 743 737 125
GBP/USD 1.30 129 123 126 128 129 1.30 1.3 1.3 137 1.39 1.39
EUR/USD 114 112 1.1 1.10 11 1.13 1.15 1.15 1.18 1.20 123 1.25
USDIPY 110 110 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec



In particular, S&P has said that the imposition of its negative outlook indicates the next move will
be a downgrade “if we were to observe continued fiscal deterioration, for example, due to higher
pressure on spending, rising interest costs, or the crystallization of contingent liabilities related to
state-owned enterprises (SOESs), especially Eskom.”

“We could also lower the ratings if economic performance weakened further or if external funding
pressures were to mount. We could also consider lowering the ratings if the rule of law, property
rights, or enforcement of contracts were to weaken significantly, undermining the investment and
economic outlook. We currently view this as unlikely.”

The rating agency also expressed severe concern over SA’s “low GDP per capita; the weak pace
of economic growth, particularly on a per capita basis; its large and rising government debt
burden; and sizable contingent liabilities, primarily tied to the energy utility, Eskom.”

“Weaker-than-expected growth in the already sluggish macroenvironment has had a
disproportionately negative effect on revenue collections. At the same time, enduring problems at
key public enterprises--especially Eskom--are estimated to lead to higher expenditure outturns
throughout the forecast period.”

“We now anticipate that the general government deficit will average 6.2% of GDP through 2019-
2022. This implies that debt, net of liquid assets, will reach 67.7% of GDP by 2022.” S&P will drop
SA’s ratings lower (currently BB+ foreign currency, BB local currency) in around likely an eighteen
month period, unless the outlook returns to stable.

It consequently says it “could revise the outlook to stable if the government credibly arrested the
rise in the net government debt-to-GDP ratio, controlled fiscal deficits, and improved SOEs. We
could also revise the outlook if we saw a substantial improvement in the economic growth
outlook.”

A uniform sub-investment grade credit rating profile for South Africa, which is deteriorating
through speculative grade, would most likely cause significant currency, bond yield and a number
of other financial indicators’ volatility when global financial markets switch between risk on and
risk off sentiment and vice versa (a lowering or rise in risk aversion).



Economic Scenarios: - note updated table

Extreme
Up case
1%

Up case
7%

Base

40%

Lite
(domestic)

case
37%

Severe

case
15%

Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q4.20
Rand/USD (aversge) 14.01 14.38 1469 11.50 1030 950 860 7.0
Repo rate (end rate) 8.75 8.75 8.50 8.00 800 575 5.75 550
Fast, sustsinable economic growth of 5-7% y/y. Change in political will with growth creating economic
reforms that structurslly lift private sector investor confidence and fixed investment. Global growth boom
{including commodities). Trump protectionism removed, SA export and domestic growth boom lifts
employment and incomes, poverty eventually eliminated. Property rights strengthened, individuals obtain
title deeds in EWC without disruption to economy. Fiscal consolidation, credit rating upgrades to A grade.

Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q420
Rand/USD (average) 14.01 1438 1469 1300 1150 1000 985 2.90
Repo rate (end rate) 8.75 8.75 8.50 8.25 8.25 825 6.00 6.00
Persistent growth of 2-5%. higher probability of extreme up case. Better governance, growth-creating
reforms (structural constraints overcome), gresater socio-economic stability, strengthening in property
rights, individuals obtain title deeds in EWC without disruption to economy and can leverage and obtsin
credit. High business confidence and fixed investment growth, substantial FDI inflows, fiscal consclidation.
Strong global growth and commodity cycle, Trump protectionism reduce significantly. Stabilisation of credit
ratings, with ultimately credit rating upgrades.

Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q420

Rend/USD (average) 14.01 14.38 1469 14.85 14.15 1445 1465 1400
Repo rate (end rate) 8.75 8.75 8.50 8.50 68.50 6.50 8.50 8.50
Annual growth approaches 2 0% y/y by 2021 Rising confidence and investment levels over the five-year
forecast period. SA retains one investment grade (Moody's) rating on its local currency long-term sovereign
debtin 2010 and 2020 on a negative outlook Avoids severe global risk-off environment. neutral to global
risk-on. Modestly strengthening global demand to trend growth. Limited impact of EWC (expropristion
without compensation) to sbandoned & unused land, labour tenets land and government land (individuals
are new owners and receive title deeds) does not have a neqative effect on economy.

Q119 Q2139 Q319 Q419 Q120 Q220 Q320 Q420
Rand/USD (average) 14.01 14.28 14.69 15.80 16.50 1830 1550 15.15
Repo rate (end rate) 875 68.75 8.50 8.75 7.25 725 7.25 7.25
SA is rated sub-investment grade by Moody's but substantial repair avoids further marked downgrades
Business confidence depressed, marked rand weakness, significant load shedding and weak investment
arowth until substantial repsir effected. V shaped, credit rating downarade-related recession. However, a
neutral to risk-on globs! financial market environment (the international environment is that of the base
case) lessens the impact of the rating downgrade. Potentislly combined with 8 modest expropriation of
some private commercial sector property without compensation, with limited impact on economy.

Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q420
Rand/USD (aversge) 14.01 14.38 14.60 16.10 18.50 1950 2000 19025
Repo rate (end rate) 86.75 8.75 8.50 7.00 7.75 8.50 025 10.00
Continued global sharp economic slowdown resulting in a global recession, on a marked escalation of the
US-China trade war — may include 8 globsl financisl crisis. SA rated sub-investment grade from all three
key apencies, with further rating downgrades. A significantly more severe recession occurs in SA than in
the lite down case, marked rand weakness, eventually widespread services load shedding and strike
action. Expropristion of private sector property (title deeds not transferred to individuals’ and so
nationshisation) without compensation — severe negstive impact on economy.

Note: Event risk begins Q4.19. Source: Imosbe Iress historical data




