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Rand pierces R14.00/USD mark during festive period on global risk-on seasonality, before depreciating as the
US kills Iran’s top military leader. SA economic growth realities, as load shedding is reinstituted, also sour rand
sentiment

Severe Down case: 2020 2020 2020 2020 2021 2021 2021 2021 2022 2022 2022 2022

(led by mmm':z;“ a1 Q2 Q@ @4 o1 @ @ o o @ @ o4
USD/ZAR 1600 1750 1850 1980 1950 1890 1850 1800 1750 1700 1660 1625
GBP/ZAR 2102 2286 2407 2632 2633 2589 2580 2510 2440 2371 2315 2266
EUR/ZZAR 17.76 1978 2118 2277 2301 2268 2276 2250 2188 2125 2075 2031
ZARIPY 6.66 606 570 528 544 561 S73 589 606 629 645 658
ZARCHF 1615 17.82 1883 2015 2010 1969 1927 1875 1842 1789 1747 1711
ZARAUD 1088 1173 1249 1346 1365 1380 1388 1404 1365 1326 1295 1268
GBP/USD 131 1.3 130 133 135 137 139 139 139 139 139 139
EURUSD im 113 115 115 118 120 123 125 125 125 126 125
USDIPY 107 106 106 105 106 1086 106 106 106 107 107 107

Note: averages, Source: IRESS, Investec

Expected case: Exchange 2020 2020 2020 2020 2021 2021 2021 2021 2022 2022 2022 2022

i @ @ Q3 04 Qo1 Q@ Q3 Q4 Qf Q2 Q3 Q4
USD/ZAR 1430 1460 14380 1445 1390 1405 1455 1415 1375 1440 1470 1400
GBP/ZAR 1878 1907 1926 1921 1877 1925 2029 1973 1917 2008 2050 1952
EUR/ZAR 1587 1650 1695 1662 1640 1686 1790 1769 1719 1800 1838 1750
ZARMPY 745 7.26 713 723 763 754 729 749 771 743 728 764
ZARCHF 1443 1486 1506 1471 1433 1464 1516 1474 1447 1516 1547 1474
ZARAUD 972 9.78 999 983 973 1026 1091 1104 1073 1123 1147 1092
GBP/USD 131 1.31 130 133 135 137 139 139 139 139 139 139
EURMUSD 111 113 115 115 118 120 123 125 125 125 125 125
USDUPY 107 106 106 105 106 106 106 106 106 107 107 107

Note: averages, Source: IRESS, Investec



The rand strengthened to R13.96/USD, R15.58/EUR and R18.27/GBP in the last few days of 2019,
buoyed by the typical strengthening trajectory this time of year, until the unexpected shock of the US’s
killing of General Qassem Soleimani. Resultant risk-off saw the domestic currency weaken to
R14.37/USD, R16.00/EUR and R18.79/GBP.

The US ordered military strike, which resulted in the death of the Iranian General, saw Iran cancel its 2015
nuclear deal agreement, with both the US and Iran threatening very severe attacks going forward, causing
tensions in other countries in the Middle East to flare, with risk of war harming sentiment in global financial
markets .

Qil prices rose on fears of tightening supply as retaliatory attacks are feared on oil pipelines, shipping in
the Strait of Hormuz and/or the Red Sea, as well as on cyber and American targets. The WTI (West Texas
Intermediate) oil price has risen to around US$64/bbl, and the Brent crude oil price to close to US$70/bbl.

The WTI crude oil price has run closer to US$55/bbl in 2019, with a high number of US shale oil producers
indicating breakeven above the US$55/bbl mark for WTI crude. Indeed, even with the WTI crude price
closer to US$57/bbl in Q4.19, US drilling activity contracted, with a negative impact also on firms in related
services industries.

A number of US firms in the industry were reported to be expected to cut capital expenditure this year,
with weak oil prices and high costs cited, and some worries also around solvency and bankruptcy.
However, this generally depressed sentiment of US shale oil producers was recorded prior to the jump in
oil prices following the death of Iran’s General.

With the US-led global trade war expected to see a first phase deal sighed between the US and China
mid-January, the rand had been gaining fairly steadily since October to the end of 2019, before it
weakness in January. Today, the rand has pulled back somewhat, to R14.22/USD, R15.92/EUR and
R18.67/GBP, from its weak levels on Friday.

Rand volatility tends to be lower in the first quarter of the calendar year, as neutral to risk-on sentiment
tends to prevail during the Northern Hemisphere winter as traders are typically more active, and larger
risk takers than during the Northern Hemisphere summer months of vacation, resulting in some
seasonality for the rand and other EM currencies.

This seasonality may be aiding a less subdued response to the US-Iran military conflict (absent further
escalation). The global seasonal effects for EM currencies often see the search for yield shrug off bad
news, more quickly than the more risk averse, and often thinner, trading months in the middle two quarters
of the year.

Eskom’s reinstitution of load shedding likely also weakened the domestic currency in January. Indeed,
Eskom warns that insufficient electricity supply could persist for two years, which is clearly negative for
South Africa’s GDP growth and so for market sentiment on the rand.



Lite Down case: Exchange 2020 2020 2020 2020 2021 2021 2021 2021 2022 2022 2022 2022
Rates forecasts (led by

ot ariis) @1 @ @ @& Q@ Q@ @ Q& Q1 Q@ Q3 o4
USDIZAR 1550 1650 1680 1610 1580 1590 1570 1530 1500 1510 1505 14380
GBP/ZAR 2036 2155 2186 2140 2133 2178 21389 2134 2092 2106 2099 2064
EURZAR 1721 1865 1924 1852 1864 1908 1931 1913 1875 1388 1881 1850
ZARIPY 687 642 628 649 671 667 675 693 707 709 711 723
ZARCHF 1564 1680 1710 1638 1629 1656 1635 1594 1579 1589 1584 1558
ZARAUD 1054 1106 1134 1095 1106 1161 1178 1193 1170 1178 1174 1154
GBP/USD 131 131 130 133 135 137 139 139 139 139 139 139
EUR/USD m 1.13 1.15 1.15 118 120 123 125 125 125 125 125
USDUPY 107 106 106 105 106 106 106 106 106 107 107 107

Note: averages, Source: IRESS, Investec

The first quarter of each calendar year has seen a contraction in GDP in the past four years, and Q1.20
is expected to be no different. However, Q4.19 GDP likely contracted as well, while Q3.19 saw GDP
contract by -0.6% qgsaa. This would see three successive quarters of contraction in GDP.

Substantial load shedding in Q4.19 reached previously unattained stage six, and is expected to have
damaged economic production, with GDP likely contracting in excess of -1% qqgsaa in Q4.19. Further
load shedding is expected in Q1.20, which would support a further contraction in GDP.

Some of Q1.20’s load shedding will likely be to effect maintenance that has been insufficiently done over
the years. This would contribute to stabilising the system by reducing unplanned breakdowns, which are
reported to have been substantial over 2019.

Eskom has said unplanned breakdowns have also been due to inadequate scheduled maintenance
occurring for many years. Unplanned maintenance is planned in less than 28 days, and is often insufficient
to address all the issues, while planned maintenance includes the lengthy time periods needed to order and
receive required parts as well as servicing.

In the absence of substantial repair of SA’s electricity capacity, it is clear producers relying on state supplied
electricity will increasingly see their productive capacity reduce going forward, not least due to the aging of
many of SA’s power stations. The risk is for a lengthy, entrenched downturn in GDP led by deep structural
issues on the supply-side.

Potential GDP is likely around 0.5% y/y currently, from above 3.0% in 2011, on the persistent downwards
trend in the growth in the productive capacity of the economy since 2012. SA risks potential GDP continuing
to drop to 0%, and then below, without drastic action to repair the productivity of public services and
infrastructure (including electricity supply).

Indeed, this year and next, SA risks at least one severe supply-side recession just as the risk of a global
supply-side recession on the US-led trade war may be receding on the expected phase-one trade deal with
China this month. So far, the trade war has led to falling business confidence and manufacturing production,
with easing monetary policy.

A 2020 risk, if the trade war does not subside (if trade deals prove elusive — not the expected case), is higher
inflation globally, particularly on higher oil prices if the US- Middle East conflict escalates. Under such a
scenario, the rand could weaken substantially, a severe down case determined by global led event/s) which
also includes global recession.



= Risks appear slightly more poised to the downside with the recent heightened US military aggression in the
Middle East, generating some volatility in a typically calm period for EM currencies. Oil prices are not
expected to elevate substantially further without a marked escalation in US Iranian military tensions, but
these cannot yet be ruled out by any means.

Up case: Exchange Rates 2020 2020 2020 2020 2021 2021 2021 2021 2022 2022 2022 2022

et Q1 Q2 Q3 Q@ Q@ @2 Q3 G4 Q @ Q3 Q@
USDIZAR 1300 1150 10.00 995 990 970 965 945 930 915 900 9.20
GBPIZAR 17.08 1502 1301 1323 1337 1329 1346 1318 1297 1276 12556 12.83
EUR/ZAR 1443 1300 1145 1144 1168 1164 1187 1181 1163 1144 1125 1150
ZARIPY 819 922 1055 1050 1071 1093 1098 1122 1140 1169 1189 1163
ZARCHF 1342 1171 1048 1013 1021 1010 1005 984 979 963 947 968
ZARAUD 884 771 675 677 693 708 724 737 725 744 702 718
GBP/USD 131 131 130 133 135 137 139 139 139 139 139 139
EUR/USD 111 113 115 115 118 120 123 125 125 125 125 125
USDIPY 107 106 106 105 106 106 106 106 106 107 107 107

Note: averages, Source: IRESS, Investec

Extreme Up case: 2020 2020 2020 2020 2021 2021 2021 2021 2022 2022 2022 2022
Bl Lo e @ @ Q3 Q4 o1 02 Q3 Q4 Qo Q2 Q3 o4
USDIZAR 1150 1030 950 860 <790 760 740 740 695 675 695 T.15
GBPIZAR 1511 1346 1236 1143 1067 1041 1032 990 969 941 969 997
EURIZAR 1277 1184 1088 989 932 912 910 888 869 844 869 894
ZARIJPY 926 1029 1111 1215 1342 1395 1432 1493 1525 1585 1540 14.97
ZARCHF 1160 1049 967 875 814 792 771 740 732 741 732 753
ZARAUD 782 690 641 585 553 555 555 554 542 527 542 558
GBPIUSD 131 131 130 133 135 137 139 139 139 139 139 139
EUR/USD 111 113 115 115 118 120 123 125 125 125 125 125
USDLPY 107 106 106 105 106 106 106 106 106 107 107 107

Note: averages, Source: IRESS, Investec



