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Monday 20 September 2021

Rand note: the volatile domestic currency turns again, as markets fret about the
FOMC meeting this week, fearing tapering may begin even as early as September
while SA bond yields have also weakened

Expected Case: Exchange Rate forecasts
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Emerging Markets Implied Volatilities - values 20 September 2021
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Note: averages, Source: Investec, lress
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Emerging Markets Interest Return — values 20 September 2021
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Emerging Markets Carry Return = values 20 September 2021
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Emerging Markets currency depreciation (-) %, appreciation (+) %
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The US is facing two days of monetary policy discussions, culminating in potential
guidance on future tapering of QE. While markets don’t necessarily expect QE tapering to
begin in September, there is very high sensitivity to any indication of when it will start.

Reaching R14.86/USD this morning, the domestic currency has pulled back to
R14.73/USD, with the rise in risk aversion negatively affecting commaodity prices as well,
causing a double whammy for the rand.

September's FOMC meeting will also deliver projection materials on the Fed’s updated
inflation and economic growth forecast, and interest rate expectations, while markets will
also seek any indication of a more hawkish tone.

In particular, the Fed’s dot plot (interest rate expectations) chart caused concern in June
when it revealed expectations of a quickening trajectory, as FOMC members brought
forward rate hike forecasts to two increases in 2023. No further change would support
markets.

In June, markets reacted negatively to the quickening in FOMC members’ forecast rate
hike trajectory, and the rand weakened from R13.68/USD to R14.10/USD, although
Governor Powell warned against reading too much into the dot plot, at the time.

The Fed Chair also highlighted in June the continuation of its asset purchases and interest
rates near zero for the foreseeable future in order to “ensure monetary policy would deliver
powerful support to the economy until the recovery was complete.”

In July, Jerome Powell reiterated this, adding that “(t)he pace of the recovery in economic
activity and employment has moderated in recent months, with weakness concentrated in
the sectors most adversely affected by the pandemic.”
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The US third wave continues to build, and has affected growth and employment. Deaths
from COVID-19 continue to rise in the US, while those hospitalised in ICU are near the
same high rates of the second wave.

Global financial market sentiment, and the rand, would be further weakened from current
levels if the Fed says this week that it would (as opposed to may) be appropriate to start
reducing asset purchases this year.

Please scroll down to the second section below
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United States daily confirmed COVID-19 deaths, seven day rolling average
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Long-term trend of the rand
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Markets believe the Fed could begin tapering in November or December (Investec expects
December), with September seen as too soon for any reductions in the current pace of
asset purchases.

A repetition of the Fed’s view that “if the economy evolved broadly as anticipated, it could
be appropriate to start reducing the pace of asset purchases this year”, is expected, but
will not bring enough calm to current risk off to see the rand pierce R14.00/USD this
month.

US economic data has been mixed, indicating both growing uncertainties as its third wave
of COVID-19 infections and deaths build while the most recent key jobs numbers
disappointed, but some lift occurred in retail sales and U Michigan sentiment, exceeding
expectations.

On 27" August the Fed said, compared to at the time of the July FOMC meeting, that
“(t)he intervening month has brought more progress in the form of a strong employment
report for July, but also the further spread of the Delta variant”.

“We will be carefully assessing incoming data and the evolving risks. Even after our asset
purchases end, our elevated holdings of longer-term securities will continue to support
accommodative financial conditions.”

However, the tone turned hawkish as Fed Chair Powell specified that his “view is that the
"substantial further progress" test has been met for inflation. There has also been clear
progress toward maximum employment.”

QE tapering this year in the US would place upwards pressure on EM interest rates, and
emerging market economies which do not hike their interest rates as others do would risk
seeing their currencies weaken potentially.

The rand has already weakened from R13.40/USD in June, to R14.82/USD on Friday on
QE tapering fears, and much will depend on the Fed’s concerns about the US’s third
wave. The rand currently averages R14.59/USD for the quarter to date.
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Looking forward, the rand will be at risk in Q4.21, and it may no longer achieve the
R14.45/USD expectation for the quarter average if this week’s FOMC outcome remains
supportive of near term tapering.

Economic Scenarios: note interest rate hikes pushed out in expected case
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422

Extreme USD/Rand (average) 1496 1413 1350 1320 1300 1290 1280 1270
Up case Repo rate (end rate) 350 350 325 325 325 325 325 325
1% Impact of Covid-19 pandemic very rapidly resolved - economic growth of 3-5%, then 5-7% for SA. Good

governance, growth-creating reforms (structural constraints overcome), strengthening of property rights -
individuais 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 giobal growth, commodity boom. Stabilisation of credit ratings, then credit rating upgrades

Up case Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.2
2% USD/Rand (average) 1496 1413 1370 1350 1330 1340 1320 1300
Repo rate (end rate) 350 3.50 350 350 350 350 350 350

Quick rebound from Covid-19 pandemic, rising confidence and investment levels - structural problems
worked down. No further credi rating downgrades, rating outiooks move to stable and eventually positive,
strong fiscal consolidation (govermnment debt projections fall substantially). Global risk-on, global demand
quickly retumns 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.

Q121 0221 Q321 Q421 Q122 Q222 Q322 Q422
Base USD/Rand (average) 1496 1413 1455 1435 1445 1485 1515 1475
case Repo rate (end rate) 350 350 350 350 350 350 375 375
48% 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 stabikses
then mproves. Expropriation of private sector property is imited 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

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.22

Lite USD/Rand (average) 14.96 1413 1515 1550 16.00 1665 1690 17.00
(domestic) Repo rate (end rate) 350 350 375 375 400 4.00 425 425

Down The international environment (inciuding risk sentiment) is that of the base case. South Africa fais 1o see
case its debl projections stabilise and falls into single B credit ratings from all three agencies for local and
43% foreign 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.

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422

Severe  USD/Rand (average) 14,96 1413 15.65 16.40 1700 1750 1800 1850
down Repo rate (end rate) 350 350 400 4.00 450 450 5.00 5.00

case Lengthy global recession, giobal financial crisis — insufficient monetary and other policy supports to growth
6% domestically and internationalty. Depression in SA, unprecedented rand weakness. Nationalisation of

private sector property (title deeds not transferred to individuals) SA raled 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 elevale even further - fail to ever stabdlise. 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 Q3.21. Source: Investec
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Lite Down Case: Exchange Rate forecasts

MNTA

Q121 Q221 Q321 Q421 22 Q222 Q322 Q422 123 Q223 Q323 Q423

USDYZAR 1496 1413 1515 1550 1600 1665 1690 1700 1750 1760 1750 17.20
GBPIZAR 2063 1975 2069 2146 2288 2414 2501 2575 2590 2552 2503 2460
EURZAR 1803 1703 1807 1876 1960 2048 2104 2142 2188 2200 2188 2150
ZARMPY 700 7.75 723 6.90 6.56 6.25 6.15 612 6.00 6.08 611 622
CHFZAR 1652 1551 1645 1690 1750 1812 1846 1863 1923 1934 1923 1590
AUDZAR 1156 1088 1152 1247 1280 1332 1352 1360 1365 1373 1365 1342
GBPUSD 138 1.40 1.37 1.38 1.43 1.45 148 1.51 1.48 1.45 1.43 1.43
EURUSD 1.1 1 1.19 12 123 123 125 1.26 1.25 125 125 125
USDUIPY 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 Q3 Q4 M2 Q22 Q32 422 o123 Q223 0323 0423
USDZAR 1496 1413 1370 1350 1330 1340 1320 1300 1280 1280 1255 1230
GBRFZAR 2063 1975 1871 1889 1902 1943 1954 1969 1894 1827 17985 1759
EURZAR 1803 1703 1634 1634 1629 1648 1643 1638 1600 1575 1569 1538
ZARGPY 709 775 TO99  TO93  TE9 .76 788 800 320 849 853 870
CHFZAR 1652 1551 1487 1472 1455 1459 1442 1424 1407 1385 1379 1352
AUDZAR 1156 1085 1042 1080 1064 1072 1056 1040 995 983 979 959
GEPUSD 138 140 137 138 143 145 148 151 148 145 143  1.43
EURUSD 1.21 121 119 1.21 123 123 125 126 125 125 125 125
UsDUPY 106 109 109 107 105 104 104 104 106 107 107 107
Mole averages, Source: Investec, Iress

Extreme Up Case: Exchange Rate forecasis
2021 2022 2023
Q121 Q221 Q3 Q4 Q1 Qi Q3 Q4 123 Q223 Q323 43
USDVZAR 1496 14493 1350 1320 1300 192% 1280 1270 125 1230 1215 1200
GEBPZAR 2063 1975 15843 1827 1859 1870 1894 1924 1850 1784 1737 1716
EUR/ZAR 1803 1703 1611 1597 1593 1587 1594 1600 1563 1533 1519 1500
ZARMPY  TH®  TTS  B11 B11 808 806 813 319 340 B8T0 881 892
CHFZAR 1652 1551 1465 1439 1422 1404 1398 1391 1374 1352 1335 1319
AUDZAR 1156 1088 1027 1036 1040 1032 1024 1016 975 959 948 936
GBPUSD 138 140 137 138 143 145 148 151 148 145 143 143
EURASD 1.1 1.21 1.19 i 123 123 125 1.26 1.25 1.25 125 125
UsDuPY 106 109 109 107 105 104 104 104 106 107 107 107
Hote” averages, Source: Investec, Iress
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Severe Down Case. Exchange Rate forecasis
2021
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a1
14.96
20063
18.03
7.09
16.52
11.56
1.38
1.21
106

az2
1413
19.75
17.03
7.75
15.51
1088
1.40
1.21
108

3.2
15.65
21.37
18.67
T.00
16.99
11.90
1.37
1.19
108

Q4.2
16.40
270
19.84
6.52
17.88
1287
1.35
121
107

Q122
17.00
2431
20.83
6.18
18.59
13.60
143
123
105

2022

Q222
17.50
2537
21.53
5.94
19.05
14.00
1.45
123
104

Q322
15.00
26.64
241
578
19.66
14.40
1.48
125
104

Q4,22
15.50
28.02
e ich |
262
2027
14.80
1.51
1.26
104

.23
158.70
2768
2338
a2.61
20.55
14.59
1.48
1.25
106

2023

Q2.23
19.20
27.54
24.00
3.a7
21.10
1493
1.45
1.23
107

Q323
19.55
27.96
2444
347
21.48
1525
1.43
1.23
107

A

04.23
19.70
2817
2483
2.43
21.65
15.37
1.43
1.23
107

Note: averages, Source: Investec, Iress



