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Rand note: the rand has been targeting R13.40/USD, with the substantial strength
driven by the combined favourable global market sentiment and SA's strong trade

performance, but longer term risks persist for volatility

Expected Case: Exchange Rate forecasts

201 2022 2023
01.21 Q221 Q3.21 Q421 Ql2@ 0222 Q322 0422 Ql.23 0223 Q323 0Q4.23
USDIFAR 1496 1415 1445 1435 1445 1485 1505 1495 1485 1525 1565 1515
GBPZAR 2064 1938 1980 1995 2052 2124 2182 2138 209 2150 2191 1.1
EURZAR 18.13 1698 1748 17.72 1813 1871 1911 1884 185 19.0& 1956 1894
ZARIPY F.09 1.42 1.27 T.28 1.20 7.00 6.08 7.02 7.14 6.95 677 7.00
CHFZAR 1644 1551 1582 1589 16.01 1650 1677 1643 1597 1605 1613 1515
AUDZAR 11.53 10590 11.20 1119 1142 1173 1144 1136 1114 1144 1174 11.36
GBPUSD 138 1.37 137 1.39 1.42 1.43 1.45 1.43 1.42 1.41 1.40 1.40
EURUSD 1.21 1.20 1.21 1.24 1.26 1.26 1.27 1.26 1.25 1.25 1.25 1.25
USDLUPY 106 105 105 105 104 104 105 105 106 106 106 106
Note: averages, Source: Investec, Iress
Emerging Markets Implied Volatilities — values as at 7 June 2021
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Rand vs Economist's metals commodity price index
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Trade account
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The rand has reached a low of R13.40/USD this year, last at such a level in early 2019,
as the domestic currency has reversed its losses over the past two years on the strength
of the trade account, as South Africa’s exports continue to benefit from the commodity
price boom.

With SA unused to such strength in the domestic currency, after two decades averaging
a trade deficit of close to -R0.1bn, the average trade surplus for 2020 and 2021 to date is
R26.5bn, while for the first four months of 2021 on their own is R36.9bn.

South Africa’s terms of trade (or the ratio of exports to imports) is strongly positive, as
exports continue to see their prices increase substantially more than imports, boosted by
the strong prices for SA’s commodity exports, while the rand’s strength dulls oil import
costs.

The rand also continues to benefit from global growth expectations, which continue to
underpin positive sentiment and the risk-on environment, as do supportive global
monetary and fiscal policies. The rand continues to see a very supportive environment
overall.

However, the rand retains increased sensitivity to key US data releases, and we continue
to believe that it will not be unscathed from a financial market taper tantrum. Evidence that
the US is recovering strongly, particularly its labour market, will likely reduce rand strength.

Friday’s lower than expected US nonfarm payrolls figures (559 000 versus expectations
of 650 000) consequently saw the rand briefly strengthen to R13.40/USD, before being
rebuffed from this resistance level, but is now currently back around R13.48/USD.



SA Economics

j))\“\\‘f fo

So far, Q2.21 averages R14.18/USD, with our current forecast R14.15/USD. While the
rand may prove to average closer to R14.00/USD this quarter, there remains a strong risk
for marked weakness on a switch in market expectations on US QE and interest rates.

That is, expectations that the US would reduce (taper) its bond buying programme,
reducing the creation of US dollars and so this liquidity’s search for high yielding
investments, would reduce the attraction of the rand, which remains at risk of volatility
from such a taper tantrum.

This year continues to see a consequent differentiation in EM portfolio inflows. The Fed is
likely to keep looking through higher inflation data focussing on employment instead,
which could see a strong quarter end for the rand, with Q3.21 potentially more at risk of
depreciation.

Please scroll down to the second section below
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Economic Scenarios: expected and up case strengthened exchange rates
Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q42

Extreme USD/Rand (average) 1496 1375 1350 1340 1310 1290 1270 1250
Upcase Repo rate (end rate) 350 325 325 325 325 325 325 325
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 -
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. Stabiisation of credit ratings, then credit rating upgrades

Up case Q121 Q221 Q321 Q421 Q122 Q222 Q322 Qa2
2% USD/Rand (average) 1496 1400 1380 1370 1360 1350 1370 1360
Repo rate (end rate) 350 350 350 350 350 350 350 350

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

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q4.2
Base USD/Rand (average) 1496 1415 1445 1435 1445 1485 1505 1495
case Repo rate (end rate) 350 350 350 375 375 375 400 400
50% 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 sentimen! stabilises
then improves. 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 BE category rating beacket for Moody's — fiscal
consolidation (debt to GDP stabilisation) occurs

Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422

Lite USD/Rand (average) 1496 1500 1575 1650 1670 1700 1750 17.00
(domestic) Repo rate (end rate) 350 375 375 4.00 4.00 425 425 450

Down The international envi nt (including risk sentiment) is that of the base case. South Africa falls 10 see
case its debt projections stabilise and falls into single B credit ratings from all three agencies for local and
42% 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 Q4.2

Severe  USD/Rand (average) 1496 1550 1700 1750 1800 1850 19.00 1950
down Repo rate (end rate) 350 400 4.00 425 450 450 475 500

case Lengthy global recession, global financial crisis ~ insufficient monetary and other policy supports to growth
5% domestically and internationally. Depression in SA, unprecedented rand weakness. Nationalisation of

private sector property (title deeds not transferred to individuals). SA rated 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 elevate 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 Q2 21. Source: Investec
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Up Case: Exchange Rale forecasts
2021 2022 2023
Q121 Q221 Q321 Q4 Q122 Q222 Q322 Q422 @123 Q223 Q323 Q423
USDVZAR 1456 1400 1380 1370 1360 1350 1370 13680 1350 1350 1430 1380
GBP/ZAR 20084 1918 1851 1904 1531 1931 1987 1945 1917 1960 20,02 1932
EUVRZAR 1813 1680 1670 1692 17.07 17.01 1740 1714 1688 1738 1788 17.25
ZARNPY  T.09 7.50 T.61 7.63 7.65 T.70 7.66 T.72 7.82 763 741 7.68
CHFZAR 1644 1524 15311 1517 1506 1500 1526 1455 1452 1463 1474 1380
AUDZAR 1153 1078 10,70 1069 1074 1067 10069 1034 10,13 1043 1073 1035
GBPUSD 138 1.37 1.37 1.39 1.42 1.432 1.45 1.43 1.42 141 1.40 1.40
EURMUSD 121 1.20 1.21 1.24 1.26 1.26 1.27 116 1.2% 1.25 1.25 1.25
USDUIPY 106 105 105 105 104 104 105 105 106 106 106 106
Mote averages, Source: Investec, Iress
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Economist's commodity indices
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As part of the ongoing global effort to clamp down on profit shifting and base erosion, the
G7 recently agreed a global minimum flat 15% corporate tax rate, with the majority of G20
countries likely to comply and with multinational companies in particular focus.

Imposition of the flat global corporate tax would remove the competitive edges a number
of countries have sought to obtain, like Ireland, in offering low corporate taxes as
incentives to attract foreign investment and so spur economic growth.
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Countries not complying may risk backlisting, including sanctions and reputational
damage, as well as heightened reporting. Multinationals tend to operate in G7 countries
and so noncompliance could even see punitive measures on their operations in G7s.

Government finances have been hurt by COVID-19 and countries are looking to boost
their fiscal revenues. However, South Africa’s corporate tax rates are already relatively
high and so relatively uncompetitive, while SA is a very small market.

The weak fundamentals of the SA economy include deteriorated fiscal health, credit rating
downgrade risks, low economic growth, restrictive regulations and onerous red tape,
increased threats to property rights, populist and increasingly protectionist policies.

The ramp up in protectionist policies threatens higher inflation from the supply side, with
the vast majority of SA’s inflationary pressures already coming from these supply side
pressures (mainly state administered costs), quelling consumer demand for goods and
services.

The rand’s strong run since R19.35/USD essentially a year ago, to R13.41/USD this
month is not expected to be replicated, and so breach R10.00/USD, or even R11.00/USD,
as the domestic currency is at strong risk of weakness as the US tapers QE.

While commodity prices, priced against the US dollar, have seen more strength than the
rand against the US dollar this year (both aided by US dollar weakness), this has caused
a double whammy appreciation effect on the rand which is also benefiting from large trade
surpluses.

The US dollar is likely to see some strength from current levels as the Fed eventually
announces QE tapering, and this will weaken the rand against this cross. The Fed cannot
be expected to extend QE endlessly, and so the rand’s potential for ongoing strength is
limited.
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Emerging Markets CDS Spreads — values as at 7 June 2021
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Extreme Up Case: Exchange Rate forecasts

2021

Q121 Q221 Qa2
USDIZAR 1485 1410 1350
GBP/IZAR 20.530 1532 1B.50
EUR/ZAR 1B.13 1652 1634
ZARMPY  6.96 7.45 7.78
CHFZAR 1671 1545 1478
AUDZAR 1155 10.86 1046
GBPUSD 1.38 1.37 1.37
EURMUSD 1.21 1.20 1.21
USD/JPY 108 105 105
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South Korea
Czech Republic
China
Thailand
Bulgaria
Philippines
Malaysia
Poland
Hungary
Chile
Indonesia
India
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Peru
Russia
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Colombia
Brazil
South Africa
Turkey
Argentina

Source: Bloomberg

2023

Q2.23 Q323 Q423
1270 1310 1260
17.51 1834 17.64
15.88 16.38 1575
8.35 3.09 8.41
13.37 1351 1260
9.53 9.83 59.45
1.41 1.40 1.40
1.25 1.25 125
106 106 106

Mote: averages, Source: Investec, Iress
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2021 2022 2023
Q121 Q221 Q321 Q421 22 Q222 Q322 0422 o123 0223 Q323 0423

USD/ZAR 1458 1500 1575 1650 1670 700 1750 17.00 1680 1700 17.10 16.70
GBP/ZAR 2064 2055 2158 2284 2371 1001 2538 2431 23856 23957 2394 2338
EUR/ZAR 1813 1800 1906 2038 20959 882 2223 2142 2100 2125 2138 2088
ZARMFPY 7.08 7.00 6.67 6.33 6.23 14.86 5.00 5.18 6.31 6.24 5.20 6.35
CHFZAR 1644 1g44 17.25 1828 1B50 778 1550 1868 1B06 17.89 17.63 1670
AUDZAR 1153 1155 1221 1287 1319 553 1365 1292 1260 1275 1283 1253
GBPFUSD 1.38 137 1.37 1.39 142 143 1.45 143 1.42 141 1.40 1.40
EURMSD 1.21 1.20 1.21 124 1.26 1.26 1.27 1.26 1.25 125 1.25 1.25
USDMPY 108 105 105 105 104 104 105 105 106 106 106 106
Mote: averages, Source: Investec, Iress

Severe Down Case: Exchange Rate forecasts
2021 2022 2023
Q121 Q221 G321 421 Q122 Q222 Q322 (422 Q123 Q223 Q323 Q423
UsDvZAR 1455 1550 17.00 1750 1800 1850 1500 1550 1540 1950 2000 19.8B0
GBPF/ZAR 2064 2123 2329 2433 2556 2645 2755 2789 2755 2806 2BOO 2772
EUR/ZAR 18.13 1860 2057 2161 2259 23.31 2413 2457 2425 2488 2500 2475
ZARMJPY  7.09 6.77 5.18 5.97 5.78 5.62 5.53 5.38 5.46 5.33 5.30 5.35
CHFZAR 1644 16959 1862 1938 1994 2056 2117 2143 2086 2095 2062 1580
AUDZAR 1153 1154 1318 1365 1422 1462 1482 1482 1455 14983 1500 1485
GBPF/USD 1.38 1.37 157 1.39 14z 143 1.45 1.43 1.42 141 1.40 1.40
EURMUSD 1.21 1.20 121 1.24 1.26 126 1.27 126 1.25 125 1.25 1.25
USDIJPY 106 105 105 105 104 104 105 105 106 106 106 106
Notfe- averanas Saurce Invester Iress



