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Monday 11 October 2021

Rand note: the rand on the downside surprise in US payroll data late on Friday, with
US QE tapering now potentially seen to likely be pushed past November, to the
December FOMC meeting, giving EM currencies a reprieve

Expected Case: Exchange Rate forecasts
2021 2022 2023

Q121 Qz21 Q321 Q421 Q122 Q222 Q322 Q422 23 Q223 Q323 Q423
USDEAR 14956 1413 1464 1470 1455 1475 1500 1480 1465 1505 1545 14985
GBP/IZAR 2063 1975 2013 2041 2088 2161 2235 2242 2168 2182 2208 2138
EURZAR 1803 1703 1726 1740 1753 1800 1860 1850 1831 1881 1931 1869
ZARMPY TO08 TTS TS5 T4T T3S T2 683 TO3 TAT TN 683 TG
CHFZAR 1652 1551 1595 1579 1565 1582 1632 1609 1610 1654 1698 1643
AUDZAR 1156 1088 1076 1084 1091 1106 1140 1140 1143 1174 1205 1166
GBRUSD 138 140 138 139 143 146 149 1.3 148 145 143 143
EURUSD 1.1 1.21 118 118 12 1.22 124 135 125 1235 125 125
USDUPY 106 109 110 110 107 105 104 104 105 107 107 107
MNate: averages, Source: Investec, lress

Emerging Markets Implled Volatilities — values 11 October 2021
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Emerging Markets CDS Spreads = values 11 October 2021
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Emerging Markets Implied Rates — values 11 October 2021
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The large market surprise on Friday’s US non-farm payrolls saw substantial US dollar
reaction, but also sparked some initial risk off, although the rand is now beginning to
strengthen as markets digest the news.

The US’s third wave of COVID-19 infections, and impact on the economy and in particular
on the jobs market, took many by surprise, and the paltry 194 000 jobs added was well
below the market’s expectations of 500 000 on the payroll system.

The rand and other EM currencies could see some further strength this week as market
players continue to digest the slew on employment data from the US, and what it means
for its QE tapering.

The US did see a better than expected unemployment rate in September, dropping to
4.8% from 5.1%, although this was impacted by some leaving the workforce as the
availability of labour remains a key issue for hiring in the US, and so is causing wage
gains.

That is, demand for labour in the US is particularly strong, and there was a large drop in
unemployed workers, so the jobs market picture is not as clear cut as the numbers initially
imply, and will lead to markets digesting the outcome over the course of this week.

However, with unemployment benefits expiring in the US, the labour market is expected
to show more convincing statistics of its overall recovery in Q4.21, and the collapse in the
third wave will help this as many have concerns over their health.

Additionally, September’s jobs figures are seen to be impacted by seasonal factors, which
will work out the system, seeing improvement later in the year. However, the Fed is
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unlikely to be in an inordinate rush to bring in tapering, and we expect it could start in
December.

That is, the debate around QE tapering will remain alive and indeed also likely focus on
the degree of monthly tapering likely to occur. Other data not fulfilling various, initial,
expectations has been the prolonged nature of elevated US, and global, inflation.

However, US inflation is likely to see marked subsidence next year, particularly in Q2.22
on base effects and tapering is certainly expected in Q1.21, although any delays will likely
give EM currencies reprieve and the rand may see some strength this week.

Please scroll down to the second section below

United States — new cases
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Emerging Markets Interest Return — values 11 Oclober 2021
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That is, EM currencies in general may see strength over October, with data closely
watched as many believe a November QE taper in the US is not off the cards, although
Fed Chair Powell was reported to say he wants to see “a decent employment report”
before tapering.

Friday’s jobs data certainly muddies the water, and the remaining US data releases
between now and the November 2-3 FOMC meeting will be key, with many market players
still positioning for a November taper, and so there is room for market volatility, and
unwind.

That is, absent the start of QE tapering in November means there could be room for
substantial EM currency rallying, given the recent strength of Chair Powell’'s
communications leaning towards monetary policy accommodation withdrawal in recent
weeks.

The concerns of the US running into its expenditure cliff have certainly lifted with the not
unexpected agreement in US congress recently to extend government’s borrowing ability
into December.

Bullish market expectations on US economic recovery, and so a quick advent of QE
tapering and indeed wind back on extraordinary US monetary support, remain in the
system, as many market players still continue to look forward to quick recovery.

Also not clear necessarily to markets in general is the Fed comments around inflation,
with previous statements around the likely transitory nature of elevated price pressures
calming market concerns on the very high levels of acceleration in US prices.
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However, while transitory means not permanent, and the base effects will certainly wear
off in Q2.21 and so see US inflation subside to a meaningful degree, many worry US
inflation has been elevated for potentially too long for the Fed, and expectations may be
rising.

The Fed will be aware of this, and the key considerations are likely to focus on wage price
pressures, components of GDP indicating the strength and sustainability of recovery and
improvements in the jobs market into year end.

EM currencies have weakened on higher US treasury yields and some lags in EM interest
rate hikes, with uncertainty in general increased for markets by Friday’s figures.
Nevertheless, there is space for some potential rand strength in Q4.21 now.
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Economic Scenarios: note interest rate hikes pushed out in expected case

Extreme
Up case
1%

Up case

Base
case
48%

Lite
(domestic)
Down

case
43%

Severe
down
case
5%

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22

USD/Rand (average) 1496 1413 1464 1380 1330 1300 1290 1280
Repo rate (end rate) 3.50 350 3.50 325 325 325 325 325
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), strmgmenhg 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. Stabilisation of credit ratings, then credd rating upgrades

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22
USD/Rand (average) 1496 1413 1464 1400 1350 1340 1320 13.00
Repo rate (end rate) 3.50 350 350 350 3.50 350 350 350

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 titte deeds) does
not have a negative effect on economy - no nationalisation

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22
USD/Rand (average) 1496 1413 1464 1470 1455 1475 1500 1480
Repo rate (end rate) 350 350 3.50 350 375 4.00 400 425
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 markels occur and risk sentiment stabilises
then improves. Expropriation of private sector property is limited and does not have a negative impact on
the economy or on markel sentiment. SA remains in the B8 category raling brackel for Moody's ~ fiscal
consolidation (debt to GDP stabiisation) occurs

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22
USD/Rand (average) 1496 1413 1464 1550 1600 1665 1690 17.00
Repo rate (end rate) 350 350 350 375 4.00 425 450 475
The international environment (including risk sentiment) is that of the base case. South Afnica 1ads o see
its debt projectons stabdise and falis into smgle B credgnt ratings from all three agencies for local and
foreign curmency . 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.

QL2 Q221 Q321 Q421 Q122 Q222 Q322 Q422
USD/Rand (average) 14.96 1413 1464 1600 1680 1750 1800 1850
Repo rate (end rate) 350 350 350 4.00 450 475 5.00 525
Lengthy global recession, global financial crisis - insufficient monetary and other policy supports to growth
domestically and internationally. Depression in SA, unprecedented rand weakness. Nationaksation of
private sector property (litle deeds not transferred to individuals) SA raled single B from all three key
agencies, with further rating downgrades eventually occurming into CCC grade and lower to D (default) as
government finances deteriorate (dedt projections efevale 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 Q4.21. Source: Investec
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Lite Down Case: Exchange Rate forecasts

MNTA

121 0231 Q3 421 0122 Q222 (0322 0422 0123 0223 Q323 Q423

USDIZAR 1496 1413 1464 1550 1600 1665 1690 1700 1750 1760 1750 1720
GBPIZAR 2063 1975 2018 2152 229 2438 2518 2575 2590 2552 2503 2460
EURMZAR 1803 1703 1726 1835 1928 2031 209 2125 2188 2200 2188 2150
ZARNPY  T.09 1.75 7.52 T.08 6.60 63 6.15 6.12 6.00 .08 611 622
CHFZAR 1652 1551 1595 1665 1721 1798 18338 1848 1923 1934 1923 1890
AUDZAR 1156 1088 1076 1143 1200 1249 1284 1309 1365 1373 1365 1342
GBPUSD 133 140 138 139 143 146 149 151 148 145 143 143
EURAUSD 121 i 1.18 118 1M 1.22 1.24 125 1.25 125 125 125
USDUPY 106 109 110 110 107 105 104 104 105 107 107 107
Mote: averages. Source: Investec, Iress

Up Case: Exchange Rale forecasts
2021 2022 2023
Q121 Q221 Q321 Q41 Q122 Q222 Q322 Q4322 0123 Q222 Q323 Q423
USDIZAR 1496 1413 1464 1400 1350 1340 1320 1300 1280 12680 125 1230
GBP/ZAR 2063 1975 2018 1944 1937 1963 1967 1969 1894 1827 1795 1759
EURZAR 1803 1703 1726 1658 1627 1635 1637 1625 1600 1575 1580 1538
ZARMPY  T7.09 7.75 7.52 T.B4 T.83 T.84 7.88 8.00 8.20 849 253 8.T0
CHFZAR 1652 1551 1595 1504 1452 1447 1436 1413 1407 1385 1379 1352
AUDZAR 1156 1088 1076 1032 1043 1005 1003 1001 99 %8 979 959
GBRPUSD 138 140 1.38 139 143 146 149 151 1.48 1.45 143 143
EURUSD 1.1 1M 118 118 1.1 122 124 125 125 125 125 1325
UsSDIIPY 106 109 110 110 107 105 104 104 105 107 107 107
Mote averages, Source: Investec, Iress

Severe Down Case. Exchange Rate forecasts
2021 2022 2023

Q121 Q221 Q321 Q4 Q122 Q222 Q322 Q422 23 Q223 Q323 Q423
USDVZAR 1496 1413 1464 1600 1680 1750 1800 1850 1870 19220 1955 1970
GBPZAR 2083 1975 2013 2221 2411 2564 2682 2802 2768 2784 2796 2817
EURZAR 1803 1703 1726 1894 2024 2135 2232 2313 2333 2400 2444 2463
ZARGPY T09 775 752 686 637 600 578 562 561 557 547 543
CHFZAR 1652 1551 1585 1719 1808 1889 1958 2011 2055 21190 2148 2165
AUDZAR 1156 1088 1076 1179 1260 1313 1368 1425 1450 1498 1525 1537
GBPUSD 138 1.40 1.38 1.30 1.43 1.46 1.49 1.51 1.48 1.45 1.43 143
EURUSD 1.21 121 118 118 121 122 1.24 1.25 1268 125 125 125

USDWPY 106 109 110 110 107 105 104 104 105 107 107 107
Maote: averages, Source: Investec, lrass
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Extreme Up Case: Exchange Rate forecasis
2021 2022 2023
Q121 Q221 Q321 Q421 Q122 Q222 0322 0422 M3 Q223 Q323 Q423
USDVZAR 1496 1413 1464 1380 1330 1300 1290 1280 4270 1250 1230 1215
GBP/IZAR 2063 1975 2012 1916 1908 1904 1922 1939 1880 1813 1769 1737
EURVZAR 1803 1703 1726 1634 1603 1586 1600 1600 1588 1563 1533 1519
ZARWPY T09 TFT5 TH2 TS5 BO5S 808 806 813 827 856 8T  &m
CHFZAR 1652 1551 1595 1483 1431 1404 1403 1381 13096 1374 1352 1335
AUDZAR 1156 1088 1076 1017 998 975 980 986 991 9758 959 943
GBPUSD 138 140 138 139 143 146 149 151 148 145 143 143
EURUSD 1.1 1.21 118 118 1.1 122 124 125 128 125 125 125
USDAPY 106 1046 110 110 107 105 104 104 105 107 107 107
Mote: averages, Source: Investec, lress



