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Rand flirts with R14.00/USD, but piercing this key resistance level will prove hard for the domestic currency,
and likely require a 25bp cut at the next FOMC meeting, absent any domestic events negative for the currency




Economic Scenarios:
Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q420

Extreme Rand/USD (average) 1401 1438 1150 1030 950 860 790 760
Up case Reporale (end rate) 675 675 6.00 600 575 575 550 550
1% Fast, sustainable economec growth of 507 0% yly plus. SA sees change in political will with growth

creating economic reforms in line with giobal norms that structurally #ft private sector investor confidence
and 50 foced investment. Global growth boom (including commodities), Trump protectionism removed, SA
export and domestic growth boom kfts employment and incomes 10 the degree thal poverty IS eliminaled
Property rights strengthened, individuals oblain title deeds in EWC without disruption to economy. Fiscal
consolidation, credd raling upgrades 10 A grade

Up case Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q4.20
10% Rand/USD (average) 1401 1438 1300 1150 1000 995 9% 970
Repo rate (end rate) 675 6.75 625 6.25 625 600 600 600

Persistent growth of 3.0 - 5 0%, higher probabiiity of extreme up case. Betler govemance, growth creating
reforms in neé with global norms (structural constraints are overcome) and greater SOCIO-eCONOMIC
stabiity, some strengthening in property rights, individuals oblain titie deeds in EWC without disruption to
economy. High business confidence and fced investment growth, substantial FDI inflows, fiscal
consolidation. Strong global growth and commodity cycdle, ‘rade war subsides. Slabdsabon of credd
ratings, with uitmately credd rating upgrades

Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q4.20

Base Rand/USD (average) 1401 1438 1430 1390 1340 1370 139 1330
1:4878:' Repo rate (end rate) 675 6.75 650 650 650 65 650 650

Annual growth rate of 2 0% yly reached by 2020, 3.0% yy by 2024, Higher confidence and investment
levels than past decade, imited impadt of EWC/expropriation without compensation (o abandoned and
unused land of government and agncuitural sector - individuals are new owners and receive title deeds)
Rand structurally stronger nears PPP by 2021, SA retains one invesimen! grade (Moody's) raling on s
local currency long-lerm sovereign debl n 2015, Sedate giobal monetary poiicy normaksation - avoid
severe global nsk-off environment, neutral to giobal risk-on Modestly strengthenng global demand.

Q119 Q219 Q319 Q419 Q120 Q220 Q20 Q420
Down Rand/USD (average) 1401 1432 1580 1700 1850 1890 1750 1650
case Repo rate (end rate) 675 675 725 800 850 85 85 850
31% Partial expropriation of (certain groups’) private commercial sector property (including productive land)
without compensation, plus wide scale land grabs, title deeds not transferred 10 individuals under semi-
nationalisaton. Confidence and nvesimen! depressed, marked rand weakness, significant strike action
and widespread load shedding. SA sub-investmen! grade (loses Moody's raling), increased chance of
further credt downgrades. Faster than expected global (US) monetary policy nommalsation, general
market nsk-off, giobal sharp economic slowdovn (commodily siump), marked escalabon of US-China
trade war, short giobal inancial crisis (SA V shaped recession)

Q119 Q219 Q19 Q419 Q120 Q220 Q320 Q420
Rand/USD (average) 1401 1438 1700 1900 2200 2400 2550 2600
Repo rate (end rate) 675 675 950 1300 1650 1800 2100 2150
Wide scale expropriation of privale sector property (assels and land) nights without compensation with
state as custodian - nationaksation. Credd ratings junk & sovereign debt default - state bankruptcy/iaded
siate. Partial to no payment of public sector employees’ wages and social grants, persistent government
services outages and rolling mass strike action, avil unrestwar. Global economy falls nlo recession
severe giobal rade war, severe lengthy global financial arisis. SA economic depression

Note: Event risk begins Q3.19. Source: Investec, Iress historical data

= The rand closed last week at R14.08/USD, R16.00/EUR and R17.87/GBP, moving stronger this week to
R14.04/USD, R15.90/EUR and R17.77/GBP on US dollar weakness ahead of an expected cut in US interest
rates at the next FOMC meeting (31 July).

* The rand, and other emerging market currencies, have benefitted from financial market expectations that the
US will cut its interest rates this year by 50bp (see “Q3.19 Macro-economic outlook 2019-2025: SA markets,

rand follow global, ignores GDP which stutters on structural (regulatory) impediments to growth”, 15t July 2019,
website address below).



While the rand is likely to continue to gain from perceptions, and particularly the occurrence, of global monetary
policy easing, the third quarter tends be a quarter in which financial markets often experience risk-off. In
particular, fears of slowing global economic growth have impacted markets, and could limit EM currencies gain
in Q3.19.

We have revised our forecast for world GDP growth down again, to 2.6% y/y for 2019, versus the forecast we
made in Q2.19 of 2.9% yly in line with the World Bank which highlights that “(g)lobal growth has continued to
weaken and momentum remains fragile.”

R14.00/USD is a key resistance level, and the domestic currency will likely find it difficult to pierce it sustainably,
without very strong momentum. We expect this could only be likely if the FOMC cuts its fed funds rate by 25bp,
with the earliest interest rate meeting on 315 July 2019.

Economic scenarios: lite down case and severe down case

25%+12%=37 Iinvestment grade Moody rating in 2019

0/
L)

Domestic Q1.19 Q219 Q3.19 Q4.19 Q1.20 Q220 Q3.20 Q4.20
(lite) Rand/USD (average) 14.01 14.38 16.00 17.00 16.50 15.50 15.15 14.90
Down case Repo rate (end rate) 6.75 6.75 750 8.50 750 7.50 7.50 7.25
25% Prime rate (endrate) 10.25 10.25 11.00 1200 11.00 11.00 11.00 10.75
1al expropriation of (certain groups’) private commercnal sector property (mcludmg
productlve land) without compensation. Hu : pressed, marked

rand weakness, significant load shedding and weak mvestment growth A sub-

wtina d

s — a severe global risk-off environment is avoided, with neutral to global risk-on.

International Q119 Q219 Q3.19 Q419 Q1.20 Q220 Q3.20 Q4.20
& (worse) Rand/USD (average) 14.01 1438 16.10 17.20 1850 19.50 20.00 19.25
domestic Reporate (endrate) 6.75 6.75 8.00 850 925 975 1025 10.75
Down Primerate (endrate) 10.25 10.25 1150 1200 1275 1325 13.75 14.25
Case 12% Expropriation of private commercial sector property (full or partial, and including productive
land) without compensation, plus wide scale land grabs, title deeds not transferred to
individuals - nationalisation. Confidence and investment depressed, marked rand
weakness, signif icant strike action and widespread electricity (water and other services)
load sheddmg SA sub-investment grade, further credit downgrades aster than expected
global (US) monetary policy normalisation, general market risk-off, global sharp economic

slowdown (commodity slump), ma "‘-x,t‘:n;x :uidw war, short global

ancial cris \ V shaped recession), Material risk of further credit rating downgrades
1o ,Lmk

Note: Event risk begins Q3.19. Source: Investec

Indeed, today the rand has weakened slightly on trade tensions directed now at the EU, as the US threatens
additional tariffs of US$4bn on EU goods over aircraft subsidies. While a small amount, given the escalation in
US-Sino trade tensions, markets are taking the threat against the EU as a higher risk of further momentum from
the US towards eventual global trade war.

Additional tariffs against the EU would assist a slowdown in global economic growth, which is worrying financial
markets. The latest trade spat comes just after agreement between the US and China this weekend at the G-
20 meeting on resuming trade negotiations.



= US tariffs already applied on Chinese goods imported by the US, as well as the retaliatory measures from China
remain in place, with little breakthrough on the US Chinese trade relationship at the weekend G-20, other than
agreeing to continue negotiations. Many believe a final deal is unlikely to be reached soon.

= Afurther escalation in trade tensions between the US and China is our down case, as is a Moody’s credit rating
downgrade and a prolonged global financial markets risk-off environment. The split in the down case into a

domestic (lite) Moody’s driven event, and a severe escalation in global trade tensions (war) and multiple credit
rating downgrades is the severe down case.

= While the rand could see further strength this year, this may be more likely to be sustained in the last quarter,
as global financial markets tend to be less risk averse in that period (the last and first quarters of the year.
Longer-term the rand is expected to return to its purchasing power parity valuation (in the expected case).

Extreme Up case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021
ooy Ralesloeca®t o1 @ @ @ o @ @ @ a @ a3 o
USDZAR 1401 1438 1150 1030 950 860 790 760 740 710 695 675
GBP/ZAR 1824 1848 1437 1294 1209 1115 1050 1019 1021 990 969 941
EUR/ZAR 1591 1615 1297 1174 1097 998 924 897 910 888 869 844
ZARIPY 787 765 939 1049 1126 1233 1335 1375 1432 1493 1525 1570
ZARCHF 1405 1434 1158 1044 963 864 79 754 763 740 724 703
ZARAUD 998 1007 776 700 660 605 569 555 562 561 542 527
GBPAUSD 1.30 129 125 126 127 130 133 134 1383 139 139 139
EURUSD 114 112 113 114 1.16 116 117 118 123 125 125 125
USDUPY 110 110 108 108 107 106 106 105 106 106 106 106

Source: IRESS, Investec

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

forecasts averages o1 Q2 Q3 o4 Q1 Q2 Q3 Qo4 Q1 Q2 Q3 Q4
USD/ZAR 1401 1438 1300 1150 1000 995 99 970 965 945 930 915
GBP/ZAR 1825 1848 1624 1445 1273 1290 1316 1301 1332 1318 1297 1276
EUR/ZAR 1592 1615 1466 1311 1155 1154 1158 1145 1187 1181 163 1144
ZARNPY 787 7.65 831 939 1070 1065 1066 1077 1098 1122 1140 1158
ZARCHF 1406 1433 1309 1165 1013 999 99 962 995 984 969 953
ZARAUD 998 1007 878 782 695 701 713 708 733 747 725 714
GBP/USD 130 129 125 126 127 130 133 134 138 139 139 139
EURNUSD 1.14 112 113 114 116 116 117 118 123 125 125 125
USDUPY 110 110 108 108 107 106 106 105 106 106 106 106

Source: IRESS, Investec



Expected case: Exchange 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 201

Rates forecasts averages a1 Q2 Q3 Q4 a Q2 Q3 Q4 a Qa2 Q3 Q4
USDIZAR 1401 1438 1430 1390 1340 1370 1380 1330 1270 1320 1390 1340
GBP/ZAR 1825 1848 1787 1746 1705 1776 1848 1783 1753 1841 19328 1849
EURZAR 1592 16.15 16.12 1585 1548 1589 1626 1569 1562 1650 1738 1675
ZARIPY T.87 765 785 777 TS89 T74 THO  TI6 835 03 783 TM
ZARCHF 1406 1433 1440 1409 1358 1376 1390 1319 1309 1375 1448 13096
ZARAUD o8 1007 985 045 031 968 1001 971 965 1043 1084 1045
GBP/USD 130 129 125 126 127 130 133 134 138 13% 138 139
EURMUSD 1.14 1.12 1.13 1.14 1.16 1.16 117 1.18 123 125 125 1.25
USDIIPY 110 110 108 108 107 106 108 105 108 106 106 108

Source: IRESS, Investec

Down case: Exchange 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 201

Rates forecasts averages (]| Q2 Q3 Q4 ()] Q2 Q3 Q4 ()] Q2 Q3 Q4

USD/ZAR 14.01 143% 1580 1700 1850 1890 1750 1650 1620 1590 16.00 1585
GBP/ZAR 1825 1848 1974 2136 2355 2450 2327 2213 2236 2247 2231 2210
EURZAR 1592 1615 1781 1938 2137 2192 2048 1947 1993 1988 2000 1981
ZARMPY 7.87 T7.65 684 635 578 561 6.03 633 654 G667 683 6.69
ZARCHF 1406 1433 1591 1723 1874 1898 1750 1636 1670 1656 1667 1651
ZARAUD 593 10,07 1067 1156 1288 1332 1260 1205 1231 1256 1243 1238
GBFUSD 1.320 1.29 1.25 1.26 127 1.20 133 124 138 139 1329 139
EUR/MUSD 1.14 1.12 113 114 116 116 117 118 123 125 125 1.25
USDAUPY 110 110 108 108 107 106 106 105 106 106 106 106

Source: IRESS, Investec



Light Down case:
Exchange Rates forecasts

GBP/ZAR
EUR/ZAR
ZARIIPY

EURNUSD
USOwPY

Severe Down case:
Exchange Rates forecasts

EUR/ZZAR
ZARIIPY

EURUSD
UsSoupPY

1401
1824
1591
787
1405
998
130
114
110

1401
1824
1591
787
1405
995
130
114
110

14338
1848
16.15
765
1434
1007
129
112
110

14338
1843
16.15
765
1434
1007
129
112
110

16.10
201
1815
671
1621
1087
125
113
108

17.00
2136
1938
635
17.23
1156
126
114
108

17.20
2161
1961
628
1743
1170
126
14
108

16.50
21.00
1906
643
1672
147
127
1.16
107

1850
2355
2137
S7e
1874
1286
127
116
107

1550
2009
17.98
634
1557
1093
130
116
106

1950
2327
262
544
1958
1375
130
116
106

1515
20.14
17.73
696
15.15
1091
133
117
106

14.90
19.98
17.58
701
14977
108
134
118
105

1820
716
1526
1125
138
123
106

1470
2050
1838
4]
15.31
161
139
125
106

1475
2057
1544
719
1536
15
139
125
106

1470
20.50
1838
721
153
147
139
125
106

Note: averages, Source: IRESS, Investec

20.00
2659
2340
528
20.00
1440
133
117
106

1925
2581
272
543
1909
1405
134
118
105

2021 2021 2021
ar Q@ @

1870
258
23.00
S67
1928
1421
138
123
106

1500
25.10
25
589
1875
1“2
139
125
106

17.50
24 40
21838
606
1823
1365
139
125
106

16.75
2336
2094
633
17.45
1307
139
125
106

Note: averages, Source: IRESS, Investec



Extreme Down case:
Exchange Rates forecasis
averages

USD/ZAR

GBP/ZAR
EURZAR
ZARMPY
ZARCHF
ZARAUD
GBP/USD
EURMUSD
USDAPY

2019

at
14.01

18.25
15.82
T.a7
14.06
693
1.30

110

2019

Q2
14.38

18.48
16.15
765
14.33
10,07
1.29
1.12
110

2019

Qs
17.00

21.24
1917
6.35
1711
11.42
125
1.13
108

2019

19.00
23.87
21.66
5.68
19.25
12.92

1.26

108

2020

a1
22.00

23.00
2541
4.36
2229
15.29

127

107

2020

24.00
31.11
27.84
442
24.10
16.92

1.30

106

2020

Q3
25.50

33.90
29.84
414
25.50
18.36
133
117
106

2020

26.00
3485
3068
4.02
2578
18.93
1.24
118
105

201

a1
2515

471
30.93
4.21
2503
1811
1.33
1.23
106

2021

Q2
24.90

3472
31.13
426
25.04
19.67
1.39
1.25
106

2021

Qs
24 60

34.30
3075
4.31
2563
1919
1.39
1.25
106

201

Q4
24.90

3472
31.13
426
2504
10.42
1.39
1.25
106

Source: IRESS, Investec



