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Monday 28 June 2021
Rand note: the rand has held above R14.00/USD, failing to strengthen further on

ongoing market concerns over firming of US rate hike plans and the rapid increase in
the third wave in SA amid the effects of a poor initial vaccine rollout

Expected Case: Exchange Rate forecasts

HN 2022 2023

Q121 Q221 Q321 Q421 QL2222 Q222 Q322 Q422 Ql23 Q223 Q323 Qa3
USDZAR 1496 1415 1445 1435 1445 1485 1505 1495 1485 1525 1565 1515
GBPZAR 2064 1938 1980 1995 2052 2124 2182 2138 X089 2150 2191 2121
EURZAR 1813 1698 1748 17,72 1813 1871 1911 1384 185 1006 1956 1894
ZARIPY 7.09 7.42 1.27 728 7.20 7.00 6.98 7.02 714 6.95 6.77 T.00
CHFZAR 1644 1551 1582 1589 1601 1650 1677 1643 1597 1605 1613 1515
AUDZAR 1153 10590 11L.20 1119 1142 1173 1174 1136 1114 1144 1174 1136
GBRUSD 138 1.37 137 139 142 1.43 145 1.43 142 141 1.40 1.40
EURMUSD 121 1.20 1.21 1.24 1.26 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

Daily case increase in Covid-19 cases in South Africa — 7 day rolling average

5 March to 8 June

50 000 confirmed cases

9 June to 6 July

150 000 confirmed cases

7 July to 22 July

200 000 confirmed cases

Mate: averages, Source: Investec, Iress
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Emerging Markets currency depreciation (-) %, appreciation (+) %

1st January

2020 to 31st December 2020
Bulgarian Lev
Chinese Renminb
South Korean Wo
Tamvanass Dollar
Chilean Peso
Czech Komna
Philippine Peso
Malaysian Ringgit
Singapore Dollar
Polish Zloty

Thai Baht
Hungarian Forint
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Indian Rupee
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South African Rar
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Emerging Markets Carry Return — values as at 28 June 2021
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1st January 2021 to 28 June 2021

§.5 South African Rand
Hungarian Forint
Russian Ruble
Czech Komna
Tanwanese Dellar
Chinese Renminbi
Brazilian Real
Polish Zlety
Philippine Peso
Mexican Peso
Bulgarian Lev
Indenesian Rupiah
Chilean Peso
Romanian Leu
Malaysian Ringgit
South Keorean Won
Thai Baht
Colombian Peso
Peruvian Sol
Turkish Lira
Argentine Pesc

10
Source: Bloomberg
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Source: Bloomberg
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Daily new cases in Gauteng with 7 day rolling average — 27 June 2021
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Source: National Department of Health

The Brazilian real is now the strongest EM currency since the start of the year, up 6.8%,
and gaining in particular from rate hikes returning its central bank rate back to just 25bp
shy of its pre pandemic level. SA’s repo at 3.50% is 300bp removed from its pre pandemic
6.50%.

Russia too has been hiking its interest rates, by over 100bp, while its currency is the third
strongest this year since January, up nearly 3.0%, while Mexico’s rate hikes have also
supported its peso, which is also among those currencies stronger since the start of 2021.

Others include the Hungarian forint, which is leading EU rate hikes, while the Czech
republic has also hiked its rates leading to currency strength. Higher inflation is stoking
higher EM interest rates, and SA’s SARB governor sounds increasingly hawkish.

In SA the SARB governor has indicated that the economy is seeing a stronger than
expected recovery, and that higher inflation could see higher interest rates, the recent
third wave in COVID infections, and resultant tighter lockdown measures will risk slowing
growth.

Currently, the adjusted level 4 SA has moved to has been mainly focussed on limiting or
eliminating gatherings of individuals, with the government requiring individuals to work
from home, the closure of schools and limited numbers (to 50 with no night vigils) at
funerals.

Interprovincial travel is limited, and alcohol sales banned, which will negatively impact the
hospitality, tourism and restaurant sector, with many businesses not recovered from last
year’s lockdown. However, the third wave in Gauteng needs to be brought under control.

With the highly contagious delta variant seeing infections higher than in the first two
waves, government is scrabbling to try and prevent other provinces see their cases run
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out of control as Gauteng has, with the ill now being sent to other provinces as hospital
capacity runs out

The poor showing of SA’s vaccination drive, covering a very low 4.5% of the population,
is also being held up by little to no vaccinations over the weekend as government has

insufficient funds to do so, and has been uncovering theft of state funds, even in the health
sector.

While we still expect no interest rate hikes in South Africa this year, the SARB has started
talking of normalising monetary policy, which combined with the negative impact of the
third wave and higher restrictions, will be harmful to the economic recovery.

Please scroll down to the second section below

Emerging Markets Interest Return — values as at 28 June 2021

South Korean Won | 0.02
Folish Zloty | 0.03
Chilean Peso | 0.07
Hong Kong Dollar | 0.07
Peruvian Sol | 0.08
Czech Koruna | 0.14
Singapore Dollar | 017
Taiwanese Dollar | 0.22
Thai Banht | 0.31
Hungarian Forint 0.42
Romanian Leu 0.69

Brazilian Real 1.3
Phippine Peso 1.38
Chinese Renminbi 1.4
Indonesian Rupiah 1.84
Mexican Peso 2.05
South African Rand 2.24
Russian Ruble 251
Indian Rupee
Turkish Lira

Argentine Peso 2172

25

Source: Bloomberg
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Emerging Markets CDS Spreads — values as at 28 June 2021
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Economic Scenarios: reduced downside, stronger expected case

1.1 Q221 Q321 Q41 Q122 Q222 Q322 Q4.22

Extreme USD/Rand (average) 14.96 14.10 13.50 13.40 1310 12890 1270 1250
Up case Repo rate (end rate) 3.50 325 325 325 325 325 325 325
1% Impact of Covid-19 pandemic very rapidly resolved - economic growth of 3—-5%, then 5-7% for SA. Good

govemance, growth-creating reforms (structural constraints overcome), strengthening of property rights -
individuals obtain fitle deeds in EWC — no nationalization. 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, commodity boom. Stabilisation of credit ratings, then credit rating upgrades.

Up case a1 0221 Q321 Q421 Q122 Q222 Q322 Q4.22
2% USD/Rand (average) 14.96 1430 1400 1380 1400 1440 1470 1430
Repo rate {end rate) 3.50 3.50 3.50 350 350 3.50 3.50 350

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

1.1 Q221 Q321 Q41 Q1.22 Q222 Q322 Q4.22

Base USD/Rand (average) 14.96 14.15 14.45 14.35 1445 1485 1505 1495
case Repo rate {end rate) 350 350 350 3.50 375 375 4.00 4.00
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 sentiment stabilises
then improves. Expropriation of private sector properiy is limited and does not have a negative impact on
the economy or on market sentiment. SA remains in the BB category rating bracket for Moody's — fiscal
consolidation (debt to GDF stabilisation) occurs.

o121 0221 Q321 Q41 Q122 Q222 Q322 Q4.22

Lite USD/Rand {average) 14.96 15.00 15.75 16.50 1670 17.00 17.50 17.00
(domestic) Repo rate (end rate) 350 375 375 4.00 4.00 425 425 4.50

Down The international environment (including risk sentiment) is that of the base case. South Africa fails to see
case its debt projections stabilise and falls into single B credit rafings from all three agencies for local and
4% forelgn 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.

o121 0221 Q321 Q421 Q122 Q222 Q322 Q4.22

Severe  USD/Rand (average) 14.96 15.50 17.00 17.50 13.00 1850 19.00 19.50
down Repo rate {end rate) 3.50 4.00 4.00 425 4.50 4,50 475 5.00
case Lengthy global recession, global financial crisis — insufficient monetary and other policy supports to growth
5% domestically and internationally. Depression in 54, 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
barrows 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 Implied Volatilities — values as at 26 June 2021

Taiwanese Dollar I .45
Singapore Dollar 1 -9
FPhilippine Peso N 42
Romanian Leu [N 527
South Korean Won NN 575
Czech Koruna [N 7 26
Polish Zioty NG : 45
Russian Ruble GGG 0 23
Hungarian Forint MM 10.08
South African Rand 13.3
Colombian Peso NN 1398
Turkish Lira I 1543
Brazilian Real NN 15 40

Source: Bloomberg

While the rand is expected to gain from higher interest rates, it is more than strong enough
already not to provide any inflationary pressures, while the higher inflation trajectory SA
has seen has been due to statistical base effects and international commodity price
pressures.

The rand is close to averaging R14.00/USD for this quarter, and is currently at R
14.25/USD, R17.01/EUR and R19.82/GBP, almost a rand weaker than R13.40/USD,
R16.31/EUR and R18.97/GBP earlier in the month, as the run in strength is likely over for
the rand currently.

South Africa has failed in preventing the third wave by gaining insufficient traction on
vaccinations, and should increasingly allow the private sector to administer, obtain
vaccines and accelerate delivery in order to prevent a likely fourth wave down the line.
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The tardiness which permeates government delivery, from the vaccination drive, failure to
have sufficient public health care facilities opened and staffed such as the Charlotte
Maxeke hospital and Nasrec, to looting of public funds and insufficient skills, has aided
the third wave.

South Africa’s economy will consequently suffer on tighter restrictions, as will livelihoods,
while lives are increasingly being lost as the pandemic’s reach into South Africa firms its
hold, with little change in the will of government to massively boost private sector
participation.

The past decade has seen policies on nationalisation proliferate, while the size of the state
has rapidly expanded, along with its command and control of the economy, with
regulations that are anti-free market proliferating, and so economic growth has weakened
materially.

Instead of free market policies supportive of growth, the opposite has occurred, with the
proliferation of substantial red tape, slow bureaucracy and government legislation
restricting the freedom of doing business in SA, while pro-growth reforms generally remain
impeded.

Increased nationalisation of health care via the state vaccine drive has not been
successful in keeping pace with the other G20 economies, while problems in public health
delivery escalated. Further nationalisation of health care is unlikely to deliver better
results.

This also continues to subdue investor confidence in SA, particularly domestically and in
Gauteng as the latest business confidence reading show. There is likely little to drive a
strengthening rand trend from here and we continue to expect further weakness instead.
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Emerging Markets Implied Interest Rates — values as at 28 June 2021
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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



