Monday 7 March 2022

Rand note: markets begin considering a lengthier Russian/Ukraine war, as commodity
prices soar, but markets are also not yet anticipating a deterioration to WWIlI
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Emerging Markets Implied Rates - values 7 March 2022
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Emerging Markets CDS Spreads - values 7 March 2022
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Emerging Markets Interest Return — values 7 March 2022
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Emerging Markets Carry Return - values 7 February 2022

14.1 Brazlian Real
Colombian Peso
Chilean Peso
Peruvian Sol
South African Rand
Argentine Peso
Thai Baht
Chinese Renminbi
Malaysian Ringgit
Hong Kong Dollar
Indian Rupee
Singapoore Dollar
Mexican Peso
Philippine Peso
Taiwanese Dollar
Indian Rupee
Korean Won
Romanian Leu
Turkish Lira
Czech Koruna
Hungarian Forint
Polish Zloty

-36.5 Russian Ruble

40 20

Source: Bloomberg

As South Africa heads towards the middle of March, and then on to completing Q1.22, the
rand so far averages R15.35/USD, supported by commodity prices as markets have
viewed the Russian/Ukraine conflict as more of a supply disruption than a severe threat
to global growth.

Currently the rand is at R15.37/USD, and we still expect R15.40/USD as the quarter
average, although the domestic currency is at risk of weakness in the remainder of this
month — for as long as the Russian invasion of the Ukraine continues, and worsens.

Markets are now worrying that the Russian/Ukraine war will persist substantially longer
than the quick conflict originally anticipated, and a lengthy invasion will have more severe
effects on the global supply chain and so commodity prices, but WWIII is not yet expected.

Sanctions are deepening, with global discussions now on banning/limiting imports of
Russian fuels, and the Brent crude oil price spiking to US$128.7/bbl and at risk of reaching
US150/bbl. Strategic oil reserves have been released into the markets already to attempt
to quell the price pressure.

The Western response has been substantial, coordinated and committed, while Russia
has been unwavering in its objectives for the Ukraine. Hope persists for a resolution, but
it is not likely going to be easy, or necessarily quick and markets are beginning to reflect
this.

Financial markets have seen also some jitters as the US currently continues with its plans
to hike interest rates (with a 25bp hike next week), but the rand remains among the top
five EM currencies in terms of performance, both from the start of the year and on a year
ago.

However, US treasuries’ yields have subsided, with the benchmark ten year now at 1.72%
from 1.88%, as markets now worry over a worsening of the war in Eastern Europe, and
so financial market instability, leading to less likelihood of a marked interest rate hike cycle.

Should the tensions with Russia and Western countries escalate further and cause
marked financial market instability, the US may delay its interest rate hike next week. It
would likely add in supportive measures if markets near a crisis (not the expected case).



* A high proportion of SA’s fuel prices are government levies, and temporarily removing
these would reduce a sudden extreme fuel price jump, while state support to combat the
effects of food spikes such as bread prices on rapid wheat price escalations would also
be necessary.

Please scroll down to the second section below

Expected Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Qa4
USDZAR 1550 1560 1585 1565 1550 1590 1630 1580 1560 1610 1660 1610
GBP/ZAR 2124 2168 2235 2222 2217 2306 2380 2338 2309 2383 2457 2351
EURZAR 1767 1794 1839 1847 1845 1908 1972 1928 1950 2013 2075 2013
ZARJPY 748 756 751 767 774 755 736 759 75 714 663 665
CHFZAR 1703 1696 1723 1720 1685 1728 1772 1717 1714 1769 1824 1769
AUDZAR 1132 1139 1173 1174 1163 1193 1223 1185 1217 1256 1295 1256
GBPUSD 137 139 141 142 143 145 146 148 148 148 148 146
EUVRUSD 114 115 116 118 119 120 121 122 125 125 125 125
USDWPY 116 118 119 120 120 120 120 120 118 115 110 107
Note: averages, Source: Investec, Iress
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Long-term trend of the rand
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While SA does produce wheat, it does not produce enough for domestic consumption and
is a net importer, influenced by import parity pricing for its domestic crop too. SA has the
potential to grow more wheat but this has been limited by cheap wheat imports
historically.

However, overall SA has high food security and produces the vast majority of its food
requirements. Additionally, consumers tend to substitute with less pricey items when
significant price increases occur if possible, and switching between staples is quite
normal.

SA is a maize exporter, and the Crop Estimates Committee’s latest data is reported to
show 2021/22’s maize crop will be well above the annual production averages of the last
ten years, despite some moderation over the previous crop due rainfall damage in the
current season.

SA’s soybean harvest is also likely be the second largest on record, SA’s sunflower seed
harvest the third largest, while the groundnuts and dry bean harvests likely up on last year.
SA is not expected to suffer from food insecurity even if global tensions escalate to WWIII.



However, there will be upwards food price inflation pressures, given both import and
export parity pricing in SA, and both inflation and consumers will be impacted. Should SA
risk price extremes in the war spreads government can institute some price controls for
staple foods.

Markets have started to worry that Russia may be looking more broadly into Europe in its
military endeavors, with the former USSR leader reported unhappy about European
countries looking increasingly to join NATO, with Finland recently reported to be
considering it.

This has been part of the contention in the Ukraine, with the former a member of the soviet
union. Nuclear threats have also occurred, and there is likely to be further upward
commodity price pressure, unless an outright global economic growth collapse occurs, or
ceasefire.

Should the tensions with Russia and Western countries escalate further and cause
marked financial market instability, the US may delay its interest rate hike next week. It
would likely add in supportive measures to financial markets if markets near a crisis (not
the expected case).

South Africa’s monetary policy committee meets towards the end of this month and was
expected to show further interest rate hikes this year. However, should financial markets
become severely risk-off, supportive measures may be needed instead.



" Economic Scenarios: note tighter rate hike cycle for SA
Q1.22 Q222 Q3.22 Q422 Q1.23 Q223 Q3.23 Q4.23

Extreme USD/Rand (average) 14.50 14.00 13.80 13.70 1360 1340 1330 13.10
Up case Repo rate (end rate) 4.00 4.00 4.00 3.75 3.75 3.75 3.50 3.50
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, strong fiscal consolidation (government debt falls back to low ratios of 2000s).
Very subdued domestic inflation on extreme rand strength, rapid capacity expansion and very favourable
weather conditions. Strong global growth, commodity boom. Stabilisation of credit ratings, then upgrades.

Up case Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23
2% USD/Rand (average) 1500 15.10 1500 1490 1490 1470 1460 1450
Repo rate (end rate) 4.00 4.00 4.00 4.00 4.00 4.00 425 425

Quick rebound from Covid-19 pandemic, rising confidence and investment levels - structural problems
eroded. No further credit rating downgrades, rating outlooks stabilise and then become positive on fiscal
consolidation (debt projections fall substantially). Global risk-on, global demand quickly returns to trend
growth. Very limited impact of expropriation without compensation) to abandoned, labour tenants’ and
government land (individuals are new owners and receive title deeds) does not have a negative effect on
economy - no nationalisation. Low domestic inflation on favourable weather conditions, rand strength
reduction in state controlled price inflation on increased private provision of .

Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23

Base USD/Rand (average) 1540 1550 15.65 1545 1530 1570 16.10 1560
case Repo rate (end rate) 4.00 425 425 450 475 475 5.00 5.25
49% 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 neutral t
positive. 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 BB category rating bracket for Moody's — fiscal
consolidation (debt to GDP stabilisation) occurs. Civil and political unrest wanes. Inflation impacted by
normal course of weather patterns via food price inflation and rand, with modest transition to renewable
energy and slow move away from fossil fuel usage, measures to alleviate impact of climate change on
economy are modestly implemented.

Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23

Lite USD/Rand (average) 15.70 16.00 16.65 16.90 17.00 1750 1760 17.50
(domestic) Repo rate (end rate) 4.25 4.50 475 5.00 525 5.50 5.75 6.00

Down The international environment (incl. risk sentiment) is that of the base case. South Africa fails o see ils
case debt projections stabilise and falls into single B credit ratings from all three agencies for local and foreign
42% currency. Recessuon occurs. Veefy limited expropriation of pnvate commercial sector property without
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weakness and higher inflation (also adverse weather), significant load shedding and weak investment
growth. Substantial fiscal consolidation ultimately occurs, preventing ratings falling into the C grades.

Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23

Severe  USD/Rand (average) 16.00 16.80 1750 18.00 1850 1870 19.20 19.55
down Repo rate (end rate) 450 475 5.00 525 5.75 6.00 6.50 7.00

case Lengthy global recession, global financial crisis — insufficient monetary and other policy supports to growth
6% domestically and internationally. Depression in SA, unprecedented rand weakness, very high inflation

(very adverse weather). A somewhat wiser level of nationalisation of private sector commercial property.
SA rated single B from all three key agencies, with further rating downgrades eventually into CCC grade
and the risk of moving towards defaull. Government borrows from increasingly wider sources as it sinks
deeper into a debt trap), eventually include widespread civil unrest, services strike action and strike action.

Note: Event risk begins Q1.22. Source: Investec

Lite Down Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Q424

USD/ZAR 1570 1600 1665 1690 1700 1750 1760 1750 1720 1700 1680 17.00
GBP/ZAR 2151 2224 2348 2400 2431 2538 2570 2590 2546 2516 2486 2482
EUR/ZAR 1790 1840 1931 1994 2023 2100 2130 2135 2150 2125 2100 2125
ZARNPY 739 738 715 710 706 68 682 68 68 676 65 629
CHFZAR 1725 1739 1810 1857 1848 1902 1913 1902 1890 1868 1846 1868
AUDZAR 1146 1168 1232 1268 1275 1313 1320 1313 1342 1326 1310 1326
GBPUSD 137 139 141 142 143 145 146 148 148 148 148 146
EURUSD 1.14 1.15 116 118 119 120 121 122 125 125 125 125
USDWPY 116 118 119 120 120 120 120 120 118 115 110 107
Note: averages, Source: Investec, Iress
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Q122 Q222 Q322
USD/ZAR 1600 1680 1750
GBP/ZAR 2192 2335 2468
EUR/ZAR 1824 1932 2030
ZARNJPY 725 702 6.80
CHFZAR 1758 1826 1902
AUDZAR 1168 1226 1295
GBPUSD 137 139 141
EURUSD 114 115 116
USDIWPY 116 118 119
Up Case: Exchange Rate forecasts

2022

Q122 0222 Q322
USD/ZAR 1500 1510 1500
GBP/ZAR 2055 2099 2115
EURZAR 1710 1737 1740
ZARNPY 173 781 793
CHFZAR 1648 1641 1630
AUDZAR 1095 1102 1110
GBPUSD 137 139 141
EURUSD 114 115 116
USOWPY 116 118 119
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2024
Q422 Q124 Q224 Q324 Q424
1955 1970 1975 1985 1980
2893 2916 2923 2938 2891
2385 2463 2469 2481 2475
614 599 582 554 540
2125 2165 2170 2181 2176
1466 1537 1541 1548 1544
148 148 148 148 146
122 125 125 125 125
120 118 115 110 107
Note: averages, Source: Investec, Iress
2024
Q422 Q124 Q224 Q324 Q424
1450 1450 1440 1440 1430
2146 2146 2131 2131 2088
1769 1813 1800 1800 1788
828 814 799 764 748
1576 1593 1582 1582 157
1088 1131 1123 1123 1115
148 148 148 148 146
122 125 125 125 125
120 118 115 110 107
Note averages, Source: investec, iress
2024
Q422 Q124 Q224 Q324 Qa24
1310 1290 1280 1260 1230
1939 1909 1894 1865 1796
1598 1613 1600 1575 1538
916 915 898 873 870
1424 1418 1407 1385 1352
983 1006 998 983 959
148 148 148 148 146
122 125 125 125 125
120 118 115 110 107

Note: averages, Source: Investec, Iress



