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Rand strengthens on relief SA did not see a credit rating downgrade from Moody's late on Friday night, but the
risk of a downgrade has clearly increased with a negative outlook, and is weighing on the domestic currency

S&P Moody's Fitch
Czech Republic AA Aa3 AA-
Chile AA- Al A+
China At Al A+
Poland A A2 A
Mexico A A3 BBB
Peru A- A3 A-
Thailand A Baat BB8B
Botswana A A2 NR
Russia B88 Baa3 888
Colombia BBB Baa2 BBB
Hungary 888 Baa3 BBB
India BBB- Baa2 BBB-
Philippines BBB+ Baa2 BBB
Croatia BBB- Ba2 BBB-
Bulgaria BBB- Baa2 BBB
Indonesia BBB Baa2 BBH
Romania BBB- Baa3 BBB-
South Africa BB+ Baa3 BB+
Brazil BB- Ba2 BB-
Turkey BB- B1 BB-
Kenya B+ B2 B+
Nigeria B B2 B+
Ghana B B3 B
Ethiopia B B1 B
Rwanda B+ B2 B+
Uganda 8 B2 B+
Mozambique B- Caa2 cC
Zambia CCC Caa2 CCC
Angola B- B3 B
Dem. Rep of Congo CCC+ Caat NR

Namibia NR Bat




The rand strengthened to R14.75/USD, R16.47/EUR and R19.08/GBP today, from Friday's close of
R15.02/USD, R16.78/EUR and R19.44/GBP, as markets rallied in relief on Moody’s decision to only drop
SA onto a negative outlook, instead of actually downgrading the sovereign’s long-term, dual currency credit
ratings to sub-investment grade.

Specifically, Moody’s said the drop to a negative outlook on South Africa’s credit ratings “reflect the material
risk that the government will not succeed in arresting the deterioration of its finances through a revival in
economic growth and fiscal consolidation measures.”

The agency listed the challenges to SA’s credit rating as “(s)ocial and political divisions that hamper reform
progress, generate policy uncertainty” and that “(c)redit constraints stem from strong, widespread fiscal
pressures and persistently low growth amid social and political obstacles to reforms, which could leave
government debt on its upward trend.”

In particular, the agency said “(t)he challenges the government faces are evident in the continued
deterioration in South Africa’s growth and public debt trends despite ongoing policy responses”, “(d)ebt-to-
GDP climbed 11 ... (%) to 57% in 2014-18 and will rise a further 10-15(%) over the next five years unless
... (the) savings identified ... are implemented.”

South Africa is not out of the woods yet with Moody’s, and is now just barely hanging on to its last investment
grade credit rating from the last of the three key credit rating agencies. Fitch and S&P already have SA on
sub-investment grade, with only Moody’s maintaining SA on Baa3 (a BBB-) equivalent.

Indeed, on Friday night Moody’s highlighted the factors which could still lead to a credit rating downgrade
for SA, stating that “South Africa's ratings would likely be downgraded if we concluded that those conditions
... (that return SA to a stable outlook) ... will not be met and that South Africa’s fiscal and economic strength
will continue to erode.”

Q4.19’s expected case forecasts for the rand have weakened as was the risk given October's weak
performance (see “Rand note”, 215 October 2019, website address below). Only recently global events
have lent some support from the progress in trade negotiations, and the US signalling no further interest
rate hikes are likely, along with Moody’s outcome.



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

Raes foecits @ G Q@ Q Q 0 Q3 Q4 Qo Q@ Q3 Q4
USD/ZAR 1401 1438 1469 1465 1415 1445 1465 1400 1375 1405 1455 1415
GBP/ZAR 1825 1848 18.10 1839 1816 1866 1906 1830 1856 1925 2029 1973
EUR/ZAR 1592 16.16 1633 1604 1571 1633 1677 1610 1623 1686 1790 17.69
ZARNPY 7.86 7.65 731 7.34 753 734 7.20 7.46 7.7 754 7.29 7.49
ZARCHF 1406 1433 1490 1469 1428 1471 1491 1425 1418 1464 1516 1474
ZARAUD 9.98 10.07 10.07 999 983 1019 1055 1022 1045 1082 1135 11.04
GBP/USD 1.30 129 123 1.26 128 129 1.30 1.31 1.35 1.37 139 139
EUR/USD 1.14 112 11 1.10 1.1 1.13 1.15 1.15 1.18 1.20 1.23 1.25
USDIJPY 110 110 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec

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

Sais fuaces's @@ @ Q3 Q¢ Q G Q3 Q& Q1 Q2 Q3 Q4
USD/ZAR 1401 1438 1469 1580 1650 1630 1550 1515 1510 1505 1500 1505
GBPIZAR 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
ZARIPY 786 765 731 681 645 650 681 690 702 704 707 7.04
ZARCHF 1406 1433 1490 1584 1665 1659 1578 1542 1557 1568 1563 1568
ZARAUD 9.98 10.07 1007 1078 1147 1149 1116 1106 1148 1159 1170 1174
GBPIUSD 130 120 123 126 128 129 130 131 135 137 139 139
EUR/USD 1.14 112 1.1 1.10 11 113 1.15 1.15 1.18 1.20 123 125
USDIUPY 10 10 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec



Severe Down case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021

Exchange Ratesforecasts oy @2 @3 a4 a1 Q2 Q3 Q4 aQ Q2 Q3 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 16.16 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 9.98 1007 1007 1098 1286 1375 1440 1405 1421 1386 1365 13.07
GBP/USD 1.30 129 123 1.26 1.28 1.29 1.30 1.31 1.35 137 1.39 1.39
EUR/USD 1.14 112 1.1 1.10 11 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

forcass @ G Q@ Q Q1 0 Q3 Q4 Q1 Q@ Q3 Q4
USDIZAR 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 15.92 16.16 1633 1424 1277 1130 1139 1139 1145 1158 1162 1163
ZARIPY 7.86 7.65 7.31 827 926 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 8.87 7.99 7.05 716 7.23 7.37 7.43 7.37 7.25
GBP/USD 1.30 129 123 126 128 129 1.30 1.3 1.35 137 139 139
EUR/USD 1.14 112 11 1.10 i1 1.13 1.15 1.15 1.18 1.20 123 1.25
USDIJPY 110 110 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec



Extreme Up case: 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021
EEhengEHetes Jonvcests Q1 Q2 Q3 Q4 Q1 Q Q3 Q4 Q1 Q Q3 Q4

USD/ZAR 1401 1438 1469 1150 1030 95 860 790 760 740 710 695
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
ZARIPY 7.86 7.65 731 935 1034 1116 1227 1323 1395 1432 1493 1525
ZARCHF 1406 1433 1490 1153 1039 967 875 804 784 TN 740 724
ZARAUD 9.98 1007 1007 785 716 670 619 577 578 570 554 542
GBP/USD 1.30 129 123 126 128 129 130 1.3 135 137 139 139
EUR/USD 114 1.12 11 1.10 1.11 113 115 115 118 120 123 125
USD/JPY 110 110 107 108 107 106 106 105 106 106 106 106

Note: averages, Source: IRESS, Investec

= While the rand has seen a relief rally as Moody’s did not prove to downgrade SA (see “Rand note”, 28™
October 2019), the domestic currency will nevertheless likely remain volatile and at risk of weakness, both
due to domestic and global growth factors, the latter as the synchronised global economic slowdown persists
this year.

= The higher likelihood of a Moody’s rating downgrade is shown by the drop to a negative outlook from stable
on the back of the October MTBPS (see “MTBPS Snapshot: an extreme ramp up in debt to GDP projections
makes a Moody’s credit rating downgrade substantially more likely, and a revision to a negative outlook a
certainty”, 30" October 2019).

= In order to avoid a downgrade from investment to sub-investment grade, SA needs to see the outlook on its
rating return to stable from negative, with Moody’s indicating this would occur “if the government's efforts
to rein in spending, improve tax compliance and lift potential growth became increasingly likely to
successfully stabilize debt ratios.”

= The agency specifically clarifies that, in assessing whether SA’s outlook should return to stable, it “will focus
on the government’s progress early on in its tenure in delivering the additional fiscal adjustments the MTBPS
identifies, but also in addressing long-standing issues related to corruption and the financially weak SOEs
sector, especially Eskom.”

= Should the outlook not return to stable from negative, SA will be downgraded and this drop to sub-investment
grade could occur in around eighteen months (lite down case). Moody’s is focussing on the achievement of
spending cuts, which the MTBPS also identifies requires curtailment of civil service remuneration but
political opposition here is likely.

= A drop to sub-investment grade would also “likely reflect diminishing prospects that growth will be sufficient
to preserve current income levels for the majority and halt the rise in government debt over the medium
term. Signs of diminishing resilience to external financing shocks would also exert downward pressure on
the rating.”

= South Africa is by no means out of the woods yet on the credit rating front, and indeed the situation is worse
than a year ago, as a downgrade is now more likely. We maintain a high probability of such a downgrade at
37%, improving only very slightly from 38% recently (see “Credit Ratings Note”, 1t November 2019).



Economic Scenarios: - note updated table
Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q420

Extreme Rand/USD (aversge) 14.01 14.38 1460 11.50 1030 050 860 7.90
Up case Repo rate (end rate) 8.75 8.75 8.50 8.00 8.00 575 5.75 550
1% Fast, sustsinable economic growth of 5-7% yl/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 qrowth 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.

Up case Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q4.20
7% Rend/USD (sverage) 1401 1438 1460 1300 1150 1000 9095 990
Repo rate (end rate) 875 875 850 825 825 825 6800 800

Persistent growth of 3-5%, higher probability of extreme up case. Better governance, growth-cresting
reforms (structural constraints overcome), greater 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 consoclidation.
Strong global growth and commodity cycle, Trump protectionism reduce significantly. Stabilisation of credit
ratings, with ultimately credit rating upgrades.

Q119 Q213 Q319 Q419 Q120 Q220 Q320 Q420

Base Rend/USD (sverage) 14.01 1438 14060 14865 1415 1445 1465 1400
case Repo rate (end rate) 8.75 8.75 8.50 8.50 8.50 8.50 8.50 8.50
40% Annual growth spproaches 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 nepative outlook. Avoids severe global risk-off environment. neutral to global
risk-on. Modestly strengthening global demand to trend growth. Limited impact of EWC (expropriation
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 Q219 Q319 Q419 Q120 Q220 Q320 Q420

Lite Rand/USD (average) 14.01 14.28 14.69 15.80 16.50 1830 1550 15.15
(domestic) Repo rate (end rate) 875 075 8.50 8.75 7.25 725 7.25 7.25
Down SA is rated sub-investment grade by Moody’s but substantial repair avoids further marked downgrades
case Business confidence depressed, marked rand weakness, significant load shedding and weak investment
3% arowth until substantial repsir effected. V shaped, credit rating downarade-related recession. However, a

neutral to risk-on globsl! 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 imited impact on economy.

Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q420

Severe  Rand/USD (aversge) 14.01 14.38 14.69 16.10 18.50 1950 2000 1925

down Repo rate (end rate) 8.75 8.75 8.50 7.00 7.75 8.50 025 10.00
case Continued global sharp economic slowdown resulting in & global recession, on a marked escalaton of the
15% US-China trade war - may include 8 global financial crisis. SA rated sub-investment grade from all three

key agencies, 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 individusls’ and so
nationahsation) without compensation — severe negative impact on economy.

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







