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Monday 21 June 2021

Rand note: the rand settled above R14.00/USD after last week's FOMC dot plot
elevation from 2023, reducing the heady risk-on which had been permeating markets,

and causing the rand to consolidate

Expected Case: Exmmagjnzt;a forecasts
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EUR/ZAR 18.13 1698 17.48 17.72
ZARMPY 700 742 727 738
CHFZAR 1644 1551 1582 1589
AUDZAR 11,53 1090 11.20 11.19
GBRUSD 138 137 137 139
EURUSD 1.21 1.20 1.21 1.24
USDUPY 106 105 105 105
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Note: averages, Source: Investec, Iress

Daily new cases in Gauteng with 7 day rolling average — 20 June 2021
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Daily case increase in Covid-19 cases in South Africa — 7 day rolling average
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Emerging Markets Carry Return — values as of 21 June 2021
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Emerging Markets Implied Volatilities — values as at 21June 2021

Taiwanese Dollar 1IIINEE 42
Singapore Dollar 1IN 435
Philippine Peso 1N .45
Romanian Leu NG .35
South Korean Won |IININENEGE - ©
Czech Koruna NG - 7
Polish Zioty NG © 77
Russian Ruble IIINENEGGNGNGNNNNN 10.91
Hungarian Forint |GGG 1 05
Colombian Peso NG -5
Turkish Lira NN 1565
South African Rand 16.46
Brazilian Real NN 15.02
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Source: Bloomberg

The rand weakened to R14.38/USD after last week’'s FOMC meeting, negatively affected
by the increased hawkish nature of US FOMC members’ interest rate forecasts as well as
the ongoing high rate of new COVID-19 infections in SA’s key economic province,
Gauteng.

Despite some placatory comments from Fed Chair Powell that the elevation in individual
FOMC members’ interest rate forecasts (the dot plot chart) in 2023 should not be taken
as a given for the future rate hike trajectory, the dot plot update nevertheless reduced risk
on.

The majority of EM currencies are weaker on the year, with the ZAR still leading the
emerging market (EM) Bloomberg currency ranker, but this is mainly due to its extremely
weak base of a year ago when it was the worst performer out of this EM currency basket.

The platinum price is up 27.1% yl/y currently, seeing less annual strength than in June
before last week Thursday’s FOMC meeting when the platinum price ran consistently
above 40% yly, although still lending the rand some support, which is up 20.9% yly.

Markets continue to re-evaluate risk, and foreigners have sold off -R4.5bn in SA bonds
since the FOMC meeting and -R5.5bn in equities, both net of purchases with South
Africa’s Reserve Bank (SARB) warning on the potential for rand weakness to feed through
into inflation.

The SARB governor is also reported to have noted that “(t)he economy is less vulnerable
than it was last year — we have got a current-account surplus and the budget balance has
recovered faster than we had actually expected”.
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And further that, SA will be “going into normalisation from a very solid basis”. “That should
help the Treasury stabilise debt’, with the SARB likely to hike interest rates if there is
evidence of second round effects from rand weakness in inflation.

While the SARB is sounding a less dovish tone, and this is likely to help the rand retain
some support, SA’s Reserve Bank is also likely to not hesitate to hike interest rates as
global monetary policy becomes less accommodative, and rate hikes increase in other
EMs.

While we currently don’t expect any interest rate hikes in South Africa this year, 2022
could well see the SARB begin hiking, given its past hawkish bent, even before the US
does, which is currently seen likely to be only in 2023.

Please scroll down to the second section below
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Economic Scenarios: expected and up case strengthened exchange rates
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q42

Extreme USD/Rand (average) 1496 1375 1350 1340 1310 1290 1270 1250
Upcase Repo rate (end rate) 350 325 325 325 325 325 325 325
1% Impact of Covid-19 pandemic very rapidly resolved - economic growth of 3-5%, then 5-7% for SA. Good

governance, 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, commaodity boom. Stabiisation of credit ratings, then credit rating upgrades

Up case Q121 Q221 Q321 Q421 Q122 Q222 Q322 Qa2
2% USD/Rand (average) 1496 1400 1380 1370 1360 1350 1370 1360
Repo rate (end rate) 350 350 350 350 350 350 350 350

Quick rebound from Covid-19 pandemic, rising confidence and investment levels - structural problems
worked down. No further credit rating downgrades, rating outiooks 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

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.2
Base USD/Rand (average) 1496 1415 1445 1435 1445 1485 1505 1495
case Repo rate (end rate) 350 350 350 375 375 375 400 400
50% Recovery from the sharp global economic slowdown by 2024 in real terms~ sufficient global and domestic
monetary and other policy supports to growth and financial markets occur and risk sentimen! stabilises
then improves. 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 BE category rating beacket for Moody's — fiscal
consolidation (debt to GDP stabilisation) occurs

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422

Lite USD/Rand (average) 1496 1500 1575 1650 1670 1700 1750 17.00
(domestic) Repo rate (end rate) 350 375 375 4.00 4.00 425 425 450

Down The international envi nt (including risk sentiment) is that of the base case. South Africa falls 10 see
case its debt projections stabilise and falls into single B credit ratings from all three agencies for local and
42% foreign currency. Recession occurs. Expropriation of some private commercial sector property without

compensation, with some 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 the C grades.

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.2

Severe  USD/Rand (average) 1496 1550 1700 1750 1800 1850 19.00 1950
down Repo rate (end rate) 350 400 4.00 425 450 450 475 500

case Lengthy global recession, global financial crisis ~ insufficient monetary and other policy supports to growth
5% 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 Q2 21. Source: Investec
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2021 2022 2023
Q121 Q221 Q321 Q421 22 Q222 Q322 0422 o123 0223 Q323 0423

USD/ZAR 1458 1500 1575 1650 1670 700 1750 17.00 1680 1700 17.10 16.70
GBP/ZAR 2064 2055 2158 2284 2371 1001 2538 2431 23856 23957 2394 2338
EUR/ZAR 1813 1800 1906 2038 20959 882 2223 2142 2100 2125 2138 2088
ZARMFPY 7.08 7.00 6.67 6.33 6.23 14.86 5.00 5.18 6.31 6.24 5.20 6.35
CHFZAR 1644 1g44 17.25 1828 1B50 778 1550 1868 1B06 17.89 17.63 1670
AUDZAR 1153 1155 1221 1287 1319 553 1365 1292 1260 1275 1283 1253
GBPFUSD 1.38 137 1.37 1.39 142 143 1.45 143 1.42 141 1.40 1.40
EURMSD 1.21 1.20 1.21 124 1.26 1.26 1.27 1.26 1.25 125 1.25 1.25
USDMPY 108 105 105 105 104 104 105 105 106 106 106 106
Mote: averages, Source: Investec, Iress

Emerging Markets CDS Spreads — values as at 21 June 2021
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Emerging Markets Interest Return — values as of 21 June 2021

South Korean Won | 0.02
Polish Zloty | 0.03
Chilean Peso | 0.05
Hong Kong Dollar | 0.07
Peruvian Sol | 0.08
Czech Koruna | 0.13
Singapore Dollar
Taiwanese Dollar
Thai Baht
Hungarian Forint
Romanian Leu
Brazilian Real
Phiippine Peso
Chinese Renminbi
Indonesian Rupiah
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South African Rand
Russian Ruble
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Source: Bloomberg

Monetary 2020 2020 2020 2020 2021 2021 2021 2021 2022 2022 2022 2022
Sector % year-end 3] Q2 Q3 Q4 Q1 Q2 Q3 Q4 a1 Q2 Q3 Q4
Repo Rate (year-end: %) 5.25 3.75 3.50 3.50 3.50 3.50 3.50 3.50 3.75 3.75 4.00 4.00
s,r)'me Overdraft Rate (yearend:  g75 725 700 700 700 700 700 700 725 725 750 7.0
‘0
SA rand bond (Av: %) 973 1047 1020 1007 1010 1012 1003 1014 1023 993 10.06 10.15
Note: % gquarter-end. Source: SARB, Investec
Manetary 2023 2023 2023 2023 2024 2024 2024 2024 2025 2025 2025 2025
Sector % year-end Q1 Q2 a3 Q4 a1 Q2 Qs Q4 a1 Q2 Q3 Q4
Repo Rate (year-end: %) 4.00 425 4.25 425 4.50 4.50 4.50 4.50 4.75 475 475 475
gr;me Overdraft Rate (year-end: . 5, 775 775 775 800 800 800 800 825 825 825 825
)
SA rand bond (Av: %) 10.19 1020 10.00 10.08 1014 1014 1022 1023 1025 1030 1033 10.27
Note: % quarter-end. Source: SARB, Investec
Monetary 2026 2026 2026 2026
Sector % year-end [+]} Q2 Q3 Q4
Repo Rate (year-end: %) 500 5.00 5.00 5.00
;r)ime Overdraft Rate (year-end: .50 850 8.50 8.50
SArand bond (Av: %) 1036 1027 1035 1036

Note: % quarter-end. Source: SARB, Investec

We continue to expect a hawkish bent in monetary policy in SA, and believe the MPC will
hike interest rates as early as in the first quarter of 2022, given upwards pressures in
global inflation which feeds into the domestic inflationary environment, along with rand
weakness.
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The rand is likely to see some further weakness this year from current levels, moving
towards R14.45/USD in Q3.21, but not see substantial enough weakness to cause any
marked feed through into inflation and so precipitate a repo rate hike this year (expected
case).

Next year however, the rand is likely to weaken towards R15.00/USD by Q3.22 and this
is probably going to be sufficient, along with upwards global inflation pressures to push
the CPI inflation rate up enough for the SARB to hike.

The SARB may not hike in Q1.22, and may choose to hike a little later in 2022.
Employment levels are likely to still not have recovered by Q1.22 from the harsh
lockdowns of 2020, but the SARB could also hike earlier if it chooses, and will likely ignore
employment concerns.

Indeed, there could well be a flurry of EM interest rate hikes in H2.21, as emerging market
central banks attempt to entice foreign flows and guard against rising inflation pressures
and this could also spur the SARB to make an early decision to hike in Q4.21.

However, markets likely overreacted somewhat to the FOMC members dot plot elevation
last week, and it is quite possible the rand, and other EM currencies see some further
strength in Q3.21, as the US certainly is not about to hike interest rates, or taper QE, yet.

Indeed, EM portfolio assets still offer good returns, and as such will likely remain attractive
over Q3.21, while EM currencies could gain further as foreign flows continue to
discriminate between EM portfolio assets but also regain yield seeking behaviour.

Nevertheless, the conversation has now begun in earnest on reducing monetary
accommodation globally, and Central Banks around the world are likely to be primed to
bring this into their interest rates discussions to increase warning ahead of rate hikes.

In SA, COVID-19 retains a strong grip on Gauteng, as its seven-day rolling average shows
a third wave exceeding the peaks of the provinces first and second waves, with no end in
sight yet, also proving a negative for the domestic currency currently.
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Emerging Markets Implied Rates — values as at 21 June 2021
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Emerging Markets currency depreciation (-) %, appreciation (+) %

1st January P020 to 31st December 2020 1st January 2021 to 21 June 2021
Bulgarian Lev 2.2 South African Rand
Chinese Renmint 2.1 Brazilian Real

South Korean Wo 1.5 Russian Ruble
Taiwanese Dollar 1.4 Taiwanese Dollar

Chilean Peso
Czech Koruna
Philippine Peso
Malaysian Ringgit
Singapore Dollar
Polish Zloty

Thai Banht
Hungarian Forint
Indonesian Rupia
Indian Rupee
Colombian Peso
South African Rar
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Chinese Renminbi
Hong Kong Dollar
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Mexican Peso
Romanian Leu
South Korean Won

Mexican Peso Chilean Peso
Peruvian Sol Thai Baht
Turkish Lira Colombian Peso
Brazilian Real Peruvian Sol
Argentine Peso Argentine Peso
Turkish Lira

5
Source: Bloomberg
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Extreme Up Case: Exchange Rate forecasis

2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USDIZAR 1496 1410 1350 1340 1310 1250 1270 1250 1230 1270 13.10 1260
GBP/IZAR 20.50 19.32 1850 1863 1860 1845 1842 1788 1747 1751 1B.34 1764
EUR/ZAR 1813 1692 1634 1655 1644 1625 1613 1575 1538 1583 1638 1575
ZAR/JPY 696 7.45 7.78 7.80 7.94 8.06 8.27 8.40 8.62 8.35 8.09 8.41
CHFZAR 1671 1545 1478 1484 1451 1433 1415 1374 1323 1337 1351 1260
AUDZAR 1153 1086 1046 1045 1035 1018 991 9.50 9.23 953 9.83 9.45
GBP/USD 1.38 1.37 1.37 139 1.42 143 1.45 1.43 1.42 1.41 1.40 1.40
EUR/MUSD 1.21 1.20 1.21 124 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
UsDMPY 106 105 105 105 104 104 105 105 106 106 106 106
Mote: averages, Source: Investec, Iress

Up Case: Exchange Rale forecasts
2021 2022 2023
Q121 G221 Q3 QA1 22 Q222 Q32 Q422 Q123 Q223 Q323 Q423
USDVZAR 1456 1400 1380 1370 1360 1350 1370 1380 1350 1350 1430 13.80
GBP/ZAR 20064 1918 1851 1904 1931 1931 1987 1945 1917 1960 2002 1932
EUR/ZAR 1813 1680 1670 1692 1707 17.01 1740 1714 1688 1738 1788 1725
ZARUPY  7.09 7.50 7.61 763 765 170 766 172 7.85 763 741 768
CHFZAR 1644 1534 1511 1517 1506 1500 1526 1455 14,52 1463 1474 1380
AUDZAR 1153 1078 10,70 1069 1074 1067 10,69 1034 1013 1043 1073 1035
GEBPUISD 138 1.37 137 1.39 142 143 145 143 142 14 140 140
EURMUISD 121 1.20 121 1.24 126 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDUPY 106 105 105 105 104 104 105 105 106 106 106 106
Note averages, Source: Investec, Iress

Severe Down Case: Exchange Rate forecasts
2021 2022 2023
Q121 Q221 Q321 Q421 22 Q222 0322 Q422 23 Q223 Q323 Q423
USD/IZAR 1456 1550 17.00 1750 1800 1850 1500 1550 1540 19950 2000 15RO
GBP/ZAR 2064 2123 2329 2433 2556 2646 2755 27B9 2755 2806 2BO0 2772
EUR/ZAR 1813 1860 2057y 2161 2259 2331 2413 2457 24325 2488 2500 2475
ZARMPY 709 6.77 5.18 597 5.78 562 553 5.38 546 5.33 5.30 5.35
CHFZAR 1644 1699 1862 1938 1954 2056 2117 2143 20856 2055 2062 1580
AUDZAR 1153 1194 1318 1365 14.22 1462 1482 1482 1455 1453 1500 14.85
GBR/USD 1.38 1.37 1.37 1.39 1.42 1.43 1.45 1.43 1.42 141 1.40 1.40
EURMUSD 1.21 1.20 121 1.24 126 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDIJPY 108 105 105 105 104 104 105 105 106 106 106 106
Nnte: averanes Source Invester Iress



