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Tuesday 10 August 2021

Rand note: the volatile domestic currency has weakened again, to R14.82/USD from
R14.31/USD a week ago, after recovering then from closer to R14.96/USD a week

before that, as fears of quickened US tapering arise again

Expected Case: Exchange Rate forecasts

2021 2022 2023

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/ZAR 1496 1413 1445 1435 1445 1485 1515 1475 1455 1495 1535 1485
GBP/ZAR 2063 19.75 1973 1987 2066 2153 2242 2234 2153 2168 2195 2124
EUR/ZAR 1803 1703 1724 1736 1770 1827 1886 1859 1819 1869 1919 1856
ZARMPY  7.09 7.75 7.98 7.46 727 7.00 6.86 7.05 722 7.16 6.97 [al
CHFZAR 1652 1551 1568 1564 1580 16.16 1655 1616 1589 1643 16.867 1632
AUDZAR 1156 1088 1099 1126 1156 1188 1212 1180 1135 1166 1197 1158
GBP/USD  1.38 1.40 1.37 138 143 1.45 1.48 1.51 1.48 145 143 143
EURUSD 1.21 1.21 1.19 1.21 123 1.23 1.25 1.26 1.25 1.25 1.25 1.25
USD/JPY 106 109 109 107 105 104 104 104 106 107 107 107

Note: averages, Source: Investec, lress

Emerging Markets currency depreciation (-) %, appreciation (+) %
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Emerging Markets Implied Volatilities — values as at 10 August 2021
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Daily new cases globally — 9 August 2021
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The rand is currently trading at R14.83/USD, R17.38/EUR and RZ20.54/GBP, vs.
R14.31/USD, R16.98/EUR and R19.92/GBP a week ago, but volatile on a resumption of
risk off in global financial sentiment on resurgent concerns US monetary policy stimulus
will be wound back.

In particular, the US Federal Reserve Bank highlighted at its FOMC meeting almost two
weeks ago, that it would keep monetary policy highly accommodative until US
employment is at maximum levels, highlighting at the time that it believed labour
participation was low.

However, Friday’s drop in the US’s unemployment rate for July, to 5.4% from June’s 5.9%,
was well below the expected 5.7%, while US nonfarm payrolls’ tally of new jobs at 943 000
was well above the 870 000 expected.

The prior US nonfarm’s payroll reading was revised down to 850 000, from 938 000, and
this drop in June’s assessed figure doubtless contributed heavily to the much larger than
expected lift in July’s figures, which spooked markets.

The US labour force participation rate however did not see much change, from 61.6% in
June to 61.7% in July, historically having run above 62.5% in the main since 2015, and as
such is not signifying any likely near term change in the US monetary policy stance.

Consequently, markets likely overreacted to Friday’s US jobs data, and the domestic
currency may have room to strengthen as risk aversion eases somewhat, but markets are
not yet leaning in this direction as they continue to worry over the straight payrolls figure.

Last week Thursday night the rand briefly spiked to R14.76/USD on Tito Mboweni’s
resignation as Finance Minister but recovered its lost ground on the news he was replaced
by Enoch Godongwana who has been reported to be against increased expenditure or
taxes.

However, it remains to be seen what the new Finance Minister will bring to SA’s
government finances. The rand remains highly sensitive to US economic data readings,
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and as such will likely remain volatile, and at risk of any perceived indication of US tapering
on the horizon.

The domestic currency so far averages R14.53/USD this quarter, fractionally weaker than
the expected average, with potential to track stronger in coming weeks, but also at risk as
global markets worry about the spread of the delta variant and accompanying lockdowns
globally.

Please scroll down to the second section below
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Daily case increase in Covid-19 cases in South Africa — 7 day rolling average
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Regional daily case increase in Covid-19 cases — 7 day rolling average
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Emerging Markets CDS Spreads — values as at 10 August 2021
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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August is traditionally a risky month for the domestic currency, afflicted by the risk-off
nature of the Northern Hemisphere summer holidays (where investors tend to reduce risk
as they take their annual large vacation break), and this exacerbates market sentiment
shifts.

In South Africa, new Finance Minister Godongwana has been reported to be a promoter
of economic growth and reforms to drive an improvement in government finances and is
said to have sounded caution previously on higher taxes and expenditure.

His seniority in the ruling party is expected to stand him in good stead, as well as being
better able to debate issues, and drive consensus solutions, but he nevertheless inherits
a difficult post and markets still worry Tito’s exit does actually signal pressure for higher
expenditure.

A further deterioration in government finances is the risk, especially higher expenditure
which SA simply cannot afford, and is the wrong route to take. Furthermore, the tax base
is tiny and any tax increases would harm the economy and vyield little, given the low
buoyancy ratio.

Indeed, government spending remains elevated, while economic reforms lag
substantially, and the recent cabinet reshuffle does not change this at all, with the
Ministers most opposed to the necessary changes to achieve a free market economy
retaining their posts.

While elevated commodity prices have allowed government finances to outperform, there
has been little appetite from government to save its tax overruns and reduce debt. Instead,
expenditure has increased, and this is likely another reason for Mboweni deciding to exit.

Increasing expenditure and taxes further is definitely not the right approach to take, and
has seen SA’s government finances reach the deteriorated point they are at over the past
decade, and into the current decade. The appetite for reform has faded further on Tito’s
exit.
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July’s riots strongly reduced investor appetite, higher taxes would reduce it further and SA
risks moving further towards a failed state in the absence of cutting back actual
expenditure, not just future planned expenditure or future planned growth in expenditure.

The rand has not seen much movement this afternoon so far, but certainly did not
strengthen on the cabinet reshuffle, which lost one of the best Ministers and failed to gain
any likely to drive an impetus for structural reform, and so faster economic growth and
higher revenues.

Economic Scenarios: note currency and probability updates
Q1.21 Q221 Q3 421 Q122 Q222 Q322 Q4.22

Extreme USD/Rand (average) 1496 1413  13.50 1320 13.00 1280 1280 1270
Upcase Repo rate (end rate) 350 3.50 335 3.25 335 325 325 3.25
1% Impact of Covid-19 pandemic very rapidly rezolved - economic growth of 3-5%, then 5-7% for 34 Good

govemance, growth-creating reforms (structural consiraints overcome), strengthening of property rights -
individuals obtain title deeds in EWC — no nationalisation. High business confidence and fixed investment
growth, substantial FDI inflows, strong fizcal consolidation (government debt falls back to low ratios of
2000s). Sirong global growth, commedity boom. Stabilisafion of credit ratings, then credit rating upgrades.

Up case Q1.1 0221 Q3 Q4 0122 Q222 Q322 Q4.22
2% USD/Rand (average) 1496 1413 1370 13.50 1330 1340 1320 1300
Repo rate (end rate) 3.50 3.50 3.50 3.50 3.50 3.50 350 3.50

Quick repound from Covid-19 pandemic, rizing confidence and invesiment levels - structural problems
worked down. Mo further credit rating downgrades, rating outlooks move to stable and eventually positive,
strong fiscal consolidation (government debt projections fall substantially). Global nsk-on, global demand
quickly returns to frend growth. Limited impact of expropriation without compensation) to abandoned,
unused, [abour tenants’” and govermment land (individuals are new owners and receive fitle deeds) does
not have a negative effect on economy - no nationalisation.

Q1.21 0221 Q31 Q4 0122 Q222 Q322 Q4.22

Base USDiRand (average) 1496 1413 1445 1435 1445 1485 1515 1475
case Repo rate (end rate) 350 3.50 350 3.50 375 375 400 4.00
48% Recovery from the sharp global economic slowdown by 2024 in real terms— zufficient global and domestic

monetary and other policy supports to growth and financial markets occur and risk sentiment stabilises
then improves. Expropriaion of private sector property is limited and does not have a negalive impact on
the economy or on market sentiment. SA remainzs in the BB category rating bracket for Moody's — fiscal
consolidation (debt to GDP stabilization) occurs

Q1.1 0221 Q3 Q4 0122 Q222 Q322 Q4.22

Lite USD/Rand [average) 1496 1413 1515 1550 16.00 1665 1690 17.00
(domestic) Repo rate (end rate) 350 3.50 375 3.75 4.00 4.00 425 425

Down The international environment (including risk sentiment) is that of the base case. South Africa fails to see
case it= debt projections stabilise and falls into single B credit ratings from all three agencies for local and
43% foreign currency. Recession occurs. Expropriation of some privale commercial sector property without

compensation, with some negative impact on the economy. Business confidence depressed, rand
weakness, =ignificant load shedding and weak investment growth. Substantial fiscal consolidation
ultimately occurs, preventing ratings falling into the C grades.

Q1. 0221 Q31 Q4 0122 Q222 Q322 0Q4.22

Severe  USD/Rand (average) 1496 1413 1565 1640 17.00 1750 1500 1550
down Repo rate (end rate) 3.50 3.50 4.00 4.00 4.50 4.30 2.00 2.00

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. Maticnalisation of

private sector property (litte deeds not transferred to individuals). SA rated single B from all three key
agencies, with further rating downgrades eventually occurmring into CCC grade and lower to D (default) as
govemment finances deteriorate (debt projections elevate even further - fail to ever stabilize. 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 nsk begins Q13.21. Source: Investec
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2022 2023

121 Q22 Q32 Q4 22 Q222 Q322 4327 23 Q223 Q323 Q433

UsDiEAR 1485 1413 1315 1550 16.00 1685 1680 1700 1750 17860 1750 17.20
GBRZAR 2083 1975 2089 2148 22385 2414 2501 2575 2590 2552 2503 24860
EURZAR 1803 1703 1807 13876 1960 2048 2104 2142 21388 2200 21388 21.50
ZARMPY 708 TV 723 G.90 G.96 G.25 G.15 §.12 G.00 G.08 g.11 G.22
CHFZAR 1652 1531 1845 168590 1750 1812 1546 1863 1923 1834 1923 1390
AUDZAR 11536 1088 1152 1247 1280 1332 1352 1360 1365 1373 1365 1342
GEPUSD 1.38 1.40 1.37 133 1.43 1.45 1.43 1.51 1.43 1.45 1.43 1.43
EURMISD  1.21 1.21 119 1.21 1.23 123 1.25 1.26 1.25 125 1.25 125

USDHPY 106 108 109 107 103 104 104 104 106 107 107 107
Mote: averages, Source: Investec, Iress

Lite Diown Case: Exchange Rate forecasts
2021

Severe Down Case. Exchange Rate forecasts
2021 2022 2023

Q121 Q2 Q321 Q4 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
UsDiZaRr 1498 14413 1565 1640 1700 1750 1800 1850 1370 1920 1955 19.70
GBPEAR 2083 1975 237 2270 2431 2537 25584 2802 2768 2784 2785 287
EUREZAR 1803 1703 1887 1984 2083 2153 2241 2331 2338 2400 2444 2483
ZARMPY 708 775 T.00 6.52 6.15 5.94 575 5.62 5.61 557 547 543
CHFZAR 16852 1551 16989 1785 1859 1905 19686 2027 2055 2110 2148 2165
AUDZAR 1156 1088 1180 1287 1350 1400 1440 1480 1459 1483 1525 1537
GEPUSD 1.38 1.40 1.37 1.38 1.43 1.45 1.48 1.51 1.48 1.45 1.43 1.43
EURMUSD  1.21 1.21 1.19 1.21 1.23 1.23 125 126 125 125 1.25 1.25

UsoiJPY 106 109 109 107 105 104 104 104 106 107 107 107
Mote: averages, Source: Investec, Iress

Up Case: Exchange Rate forecasts
2021 2022 2023

Q12 Q221 Q32 Q4 122 Q222 Q3322 Q4322 1323 Q223 Q3323 433
UsDiZAR 1496 1413 1370 1350 1330 1340 1320 1300 1280 1280 1255 1230
GBREZAR 2063 1975 1871 1869 1902 1843 1954 19869 18984 1827 1785 1759
EUREZAR 1803 17.03 1634 1634 1629 16458 1643 1638 1600 1575 1568 1538
ZARMPY TO08 TF3 0 TA8 T4E3 788 778 788 5.00 8.20 449 833 870
CHFZAR 1652 1551 14487 1472 1455 1459 1442 1424 1407 1385 1379 1352
AUDZAR 1155 10858 1042 1060 1064 1072 1058 1040 9983 983 979 959
GEPMUSD 133 1.40 1.37 138 1.43 1.45 1.43 1.51 1.43 1.45 1.43 1.43
EURMUISD 1.1 1.21 1.18 1.21 1.23 1.23 1.25 1.26 125 1.25 125 125

UsDiIPY 106 109 109 107 105 104 104 104 106 107 107 107
Mote averages, Source: Investec, lress
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2021 2022 2023

@121 Q221 Q321 Q421 22 Q222 Q322 Q422 123 Q223 Q3323 Q423
UsvEAR 1486 1413 1350 1320 1300 1280 1280 1270 1250 1230 1215 1200
GBPEZAR 2083 1975 1343 1827 1859 1870 13894 1924 1350 1734 1737 1718
EUREAR 1803 17.03 1611 1597 1383 1387 1594 15600 15463 1538 151% 1500
ZARMPY  T08  FTS 0 8N &.11 803 8.08 313 819 340 8.70 &.81 5.92
CHFZAR 1652 1551 14463 1439 1422 1404 139 1391 1374 1352 1335 1318
AUDZAR 1158 1088 1027 1036 1040 1032 1024 1018 975 959 943 936
GEPUSD 138 1.40 1.37 1.38 1.43 1.45 1.43 1.51 1.43 1.45 1.43 1.43
EURMWSD  1.21 1.21 1.18 1.21 1.23 1.23 1.25 1.26 1.25 1.25 125 1.25

UsDiPY 106 109 109 107 105 104 104 104 106 107 107 107
Mote: averages, Source: Investec, Iress




