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Rand note: the rand has reached R17.80/USD as markets worry over increased
hawkishness at the FOMC meeting

Emerging Markets currency depreciation (-) %, appreciation (+) %

yly % change 3 January to 19 September 2022
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Emerging Markets Implied Volatilities — values 19 September 2022
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Emerging Markets Carry Return — values 19 September 2022
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Expected Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 0223 Q323 Q423 Q124 Q224 Q324 Qa24
USD/ZAR 1521 1559 1680 1600 1580 1620 1660 1610 1590 1640 1690 1640
GBP/ZAR 2040 1959 2008 1904 1888 1952 2034 2013 2035 2132 2282 2263
EURZAR 1707 1660 1714 1632 1627 1701 1776 1755 1781 1886 1994 2017
ZARIIPY 765 833 813 834 829 796 765 7.80 7.74 7.20 6.80 6.71
CHFZAR 1647 1615 1737 1665 1660 1718 1759 1696 1747 1802 1857 1802
AUDZAR 1102 1114 1163 1120 1130 1199 1253 1232 1240 1279 1318 1279
GBPUSD 134 126 1.20 1.19 120 1.21 123 125 128 1.30 135 138
EURUSD 112 1.06 1.02 1.02 103 1.05 1.07 1.09 112 1.15 1.18 123
USDIPY 116 130 137 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, lress

Financial markets have started to factor in more than a 75bp hike in the US, which has
negatively affected risk sentiment, causing the rand to weaken towards R18.00/USD on
substantial US dollar strength, with the dollar breaching parity with the euro already in
August.

The Fed Funds implied rate is at 81bp for the FOMC (Federal Bank Open Market
Committee) meeting this week, as markets are increasingly concerned that the Fed’s tone
may become even more hawkish, with the outside chance of a 100bp hike feared.

The US monetary policy decision takes place on Wednesday, after SA market hours, and
will lead the decision for SA interest rates at the MPC meeting on 22" September. SA is
not expected to hike by more than the US, and this adds to rand weakness too.

That is, FOMC members sounded increasingly unanimous about another large hike in the
fed funds target rate, which was taken as signifying a September 75bp hike, but markets
have now started to worry the FOMC may possibly hike for longer and even deliver bigger
moves.

With the differential between US and EU interest rates widening, the dollar has
strengthened against the euro, with the rand at R17.71/EUR currently, while it is trading



at R17.76/USD. The rand is also negatively affected by lower growth expectations on load
shedding.

This month’s FOMC meeting will be key, as markets were hoping that Q4.22 would begin
seeing lower US rate hike moves, as the Fed frontloaded its monetary policy normalisation
mainly into the middle two quarters of this year.

However, global financial markets are starting to re-evaluate their expectations, which is
causing uncertainty to rise, in turn negatively affecting risk assets as risk aversion (risk-
off) increases. Volatility in EM currencies has increased over last week.

A reduction in FOMC hawkishness would reduce the risk-off environment somewhat while
more hawkish communications than have occurred so far would increase risk aversion,
and cause risk assets to weaken further, including EM currencies, and so the rand.

Should the Fed deliver a 75bp hike on Wednesday, and take a slightly more balanced
tone, the rand could strengthen later in this week from current very oversold levels, which
are far removed from fair value.

Please scroll down to the second section below

Emerging Markets Interest Return — values 19 September 2022
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Emerging Markets Implied Rates — values 19 September 2022
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Economist's commodity indices
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For the repo rate, markets are pricing in an 81bp lift in as well, moving in lockstep with the
expectations for the next move in US interest rates. Indeed, the SARB will likely move by
atleast 75bp, but could always surprise with a 1.00% lift, which would strengthen the rand.

The CPl inflation rate in the US turned the corner last month at 8.3% y/y, down from 8.5%
yly in July, but there is no certainty it is now on a downwards trend. Moreover, the
broadening of price pressures is quelling positivity, which Central Banks will be reacting
to in particular.

Food and energy prices have been key drivers of inflation, both globally and domestically,
but excluding these components from US CPI inflation shows that these core measures
of price acceleration are rising, i.e. prices are increasing more quickly than before at the
core level.

So far, both the CPI core inflation and GDP price index measures show higher then
expected inflation, and a rise above the previous reading, while the PCE core deflator in
the US shows a reading at 4.4% yly, in line with expectations and the previous reading.

However, the Fed seeks to implicitly target the core PCE deflator at 2.00% y/y as its
preferred measure of inflation, and as such, has taken a very hawkish stance towards



monetary policy. Price inflation is also proving sticky (slow to descend) where disinflation
is occurring.

Disinflation (which is a slowing price acceleration, or falling price inflation) is in other words
not occurring quickly enough for the Fed, and this will likely be another key reason for its
large interest rate hike this week in the US, while the US labour market is still strong.

The Fed will likely pay close attention to both inflation and economic activity indicators,
but retain more support for quelling demand, and so weakening the labour market, in an
ongoing attempt to weaken inflation more substantially than has occurred.

For the rand, rising uncertainty in global financial markets causes weakness, and this has
been an ongoing trend this year since April, when global economic growth forecasts were
revised substantially lower.

Markets are starting to digest the possibility of higher inflation for longer, and so a weak
global economy and high interest rates for longer too, which is negatively affecting
sentiment as it will weaken the return on risk assets.



Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423

Extreme USD/Rand (average) 1521 1559 1500 1450 1400 1360 1340 1330

Up case Repo rate (end rate) 425 475 450 400 375 375 35 350

1% SA economic growth rises 1o 3-5%, then 5-7% Good governance, growth-creating reforms (structural
eradicated), strong property rights, no nationalisation or without

constraints expropriation compensation.
High business confidence and ficed investment growth, substantial FDI, fiscal consolidation drives debt to
low ratios of 2000s. Very subdued domestic inflation on extreme rand strength, very favourable weather
conditions. Strong global growth, risk-on, commodity boom. Rapid upgrades of credit ratings. Strong
transition away from fossi fuel usage, a Quick transition 10 renewable energy.

Up case Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q43
1% USD/Rand (average) 1521 1559 1570 1530 1500 1470 1460 1450
Repo rate (end rate) 425 475 475 450 425 425 425 425

Economic growth of 3%, rising confidence and investment levels, structural constraints eroded, global
growth strong, globdal financial markets risk-on. No nationalisation or expropriation without compensation.
Low domestic inflation on favourable weather and global conddtions, rand strength, lower state-controlied
price inflation on increased private privatisation. Positive outiooks on credi ratings tum into upgrades fiscal
consoldation, debt projections fall substantally. Substantial transition to renewable energy away from
fossil fuel usage, comprehensive measures 1o alleviate climate change impact on economy.

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q43
USD/Rand (average) 1521 1559 1680 1600 1580 1620 1660 16.10
Repo rate (end rate) 425 475 6.00 650 6.50 6.50 650 650
Economic growth modest but Iifts towards 3 0% y/y over five years on sufficient domestic policy support
measures, giobal financial market risk sentiment is neutral to positive. South Africa in the BB credt rating
category bracket as fiscal consolidation (debt to GDP stabiisation) occurs leading 10 some positive
outiooks. The rand sees mild weakness and inflation is impacted by the course of weather patterns via
food price inflation. Little expropriation without compensation occurs and has no negative effect on
economy, no nationalisation. A modest transition 10 renewable energy and slow move away from fossil fuel
usage occurs and measures to alleviate the impact of climate change on the economy are modestly
implemented. The Russian/Ukraine conflict eases and does not exacerbate.

0122 Q222 Q322 Q422 Q123 Q223 Q323 Q43
Lite USD/Rand (average) 1521 1559 1725 1740 1770 1780 1770 1790
(domestic) Repo rate (end rate) 425 475 7.00 7.00 125 775 825 850
Down The international environment (incl. risk sentiment) is that of the base case. South Afnca fails 1o see debt
case projections stabilise, falls into single B (local and foreign currency) credd ratings from all three agencies
39% Recession occurs. Business confidence depressed, significant load shedding, weak investment growth,
civil and political unrest. High inflation on unfavorable weather conditions, marked rand weakness. Litle
transition 10 renewable energy or measures 1o alleviate the impact of climate change. Very kmited
expropriation of private sector property without compensation, with some negative impact on the

economy. Substantial fiscal consolidation ultimately occurs, preventing ratings faliing into the C grades

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423

e 3

Severe  USD/Rand (average) 1521 1559 1760 1800 1830 1850 1860 19.00
down Repo rate (end rate) 425 475 750 750 800 850 900 9.00
case memonmwm insufficient monetary and other support domestically
9% and internationally. Limited expropriation of private property without compensation with a marked negative

economic impact. Very high inflation on very adverse weather condtions, severe rand weakness. SA rated

single B from all three key agencies, downgrades eventually into CCC grade, increased risk of default
Government borrows from increasingly wider sources, sinks deeper into a debt trap, widespread, severe
services load shedding, severe civil and political unrest. SA economy in depression. Failure to transition
to renewable energy and to sufficient measures o alleviate the impact of cimate change on the economy.
Note: Event risk begins Q3.22. Source: Investec

Lite Down Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Qa24

USD/IZAR 1521 1559 1725 1740 1770 1780 1770 1790 1810 1820 1820 1800
GBP/ZAR 2040 1959 2061 2071 2115 2145 2168 2238 2317 2366 2457 2484
EURZAR 1707 1660 1760 1775 1823 1869 1894 1951 2027 2093 2148 2214
ZARWPY 765 833 792 767 740 725 718 701 680 648 632 611
CHFZAR 1647 1615 1783 1811 1860 1888 1875 1885 1989 2000 2000 1978
AUDZAR 1102 1114 1194 1218 1266 1317 1336 1369 1412 1420 1420 1404
GBPUSD 134 126 120 119 120 121 123 125 128 130 135 138
EURUSD 112 106 102 102 103 105 107 109 112 115 118 123
USDWPY 116 130 137 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, Iress
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Q122 Q222 Q322
USD/ZAR 1521 1559 1760
GBP/ZAR 2040 1959 2103
EURZAR 1707 1660 1795
ZARNJPY 765 833 7.76
CHFZAR 1647 1615 1820
AUDZAR 1102 1114 1218
GBPUSD 134 126 120
EURUSD 112 106 102
USDIPY 116 130 137
Up Case: Exchange Rate forecasts
2022
Q122 Q222 Q322
USD/ZAR 1521 1559 1570
GBP/ZAR 2040 1959 1876
EUR/ZAR 1707 1660 1602
ZARJPY 765 833 870
CHFZAR 1647 1615 1623
AUDZAR 1102 1114 1087
GBPUSD 134 126 120
EURUSD 112 106 102
USDUPY 116 130 137
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Note: averages, Source: Investec, Iress
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Note averages, Source: Investec, Iress
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Note: averages, Source: Investec, Iress




