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Rand note: risk-on has seen the rand strengthen as some key global indicators
improve, but the currency has a weak underpin unusual for this time of year on political
risk of EFF ANC coalition
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Emerging Markets Implied Volatilities — values 8 November 2021
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Emerging Markets Implied Rates — values 8 November 2021
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Emerging Markets Interest Return — values 8 November 2021
Argentine Peso 3341
Turkizh Lira
Indian Rupee
South African Rand
Mexican Peso
Brazilian Real
Indonesian Rupiah
Philippine Peso
Chinese Renminby
Malaysian Ringgit
Colomban Peso
Hungarian Fonnt
Chilzan Peso
Thai Baht
Czech Koruna
Tamanese Dollar
Perunian Sol
Singapore Dollar
South Korean Won
Polish Zloty
Hong Kong Dollar .
35 40

Source: Bloomberg

ANTA



SA Economics

})3“\" fo

Emerging Markets Carry Return — values & November 2021
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The rand usually sees some strengthening in the run up to the end of the year, and indeed
has reached R14.93/USD today so far, after close to R15.50 last week, as recent improved
US jobs numbers indicate further recovery in the US after the impact of the delta wave.

Seasonally the last quarter of the year, and first quarter of the next, are often strong for
risk assets, and the robust upward momentum in global equities is also improving risk-
appetite further, with the rand potentially making additional gains this week.

However, both the medium-term budget (policy statement or MTBPS), and some further
signalling on political coalitions this week may have room to upset the domestic currency,
as the MTBPS is expected to by and large be positive on the fiscal metrics.

But disappointment in this regard, particularly additional heavy expenditure commitments
over the medium-term could take the shine off any good news on the fiscal metric side,
while increases in the projected rand value of borrowings would be market negative.

The MTBPS is set for this Thursday at 2pm but is not likely to see any tax change
announcements, instead being the second update of the year which can highlight policy
on inflation targeting, exchange controls and potential future taxation directions.

SARS has been making strong progress in a number of areas and the MTBPS should
give detail on this and some upwards projected revenue adjustments - SA’s revenue GDP
ratios otherwise risk dropping on the recent surveyed enlargement of the economy by
Stats SA.

SA’s debt and budget deficit ratios, which we expect at 69.8% for gross loan debt and a
deficit of -7.5%, both as a % of GDP, could both surprise on the lower side for this year,
with potentially the budget deficit closer to 6.5%.
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* National Treasury will likely announce some plans of a form of more permanent financial
assistance for the unemployed as the social relief grant wears out, with the potential
permanent social transfer likely to be tied to job seeking as opposed to an outright grant.

*  The domestic currency could be in for a strengthening run this week and next if the budget
figures surprise on the positive side leading into the country reviews on 19" November,
where we expect no change, although much will depend on the ANC coalition partner/s.

Please scroll down to the second section below

Economic Scenarios: note interest rate hikes pushed out in expected case
QL2 Q221 Q321 Q421 QL22 Q222 Q322 Qa2

Extreme USD/Rand (average) 1496 1413 1464 1380 1330 1300 129 1280
Up case Repo rate (end rate) 350 350 350 325 325 325 325 325
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, commodity boom. Stabiisation of credit ratings, then credit rating upgrades

Up case Q121 Q221 Q321 Q421 Q122 Q222 Q322 Qa2
2% USD/Rand (average) 1496 1413 1464 1400 1350 1340 1320 1300
Repo rate (end rate) 350 350 350 350 350 350 35 375

Quick rebound from Covid-19 pandemic, rising confidence and investment levels - structural problems
worked down. No further credit rating downgrades, rating outiooks move 1o 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 Q422
Base USD/Rand (average) 14.96 1413 1464 1480 1465 1485 1510 1490
case Repo rate (end rate) 350 350 350 375 400 400 425 450
43% 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 stablises
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 BB category rating bracket for Moody's ~ fiscal
consolidation (debt to GDP stabilisation) occurs

Q121 Qz21 Q321 Q421 Q122 Q222 Q322 Qa2

Lite USD/Rand (average) 1496 1413 1464 1550 1600 1665 1690 17.00
(domestic) Repo rate (end rate) 350 350 350 375 4.00 425 450 475

Down The international environment (including risk sentiment) is that of the base case. South Africa falls 10 see
case its deb! projections stabilise and falls into single B credit ratings from all theee 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 Qa2

Severe  USD/Rand (average) 1496 1413 1464 1600 1680 1750 1800 1850
down Repo rate (end rate) 350 350 350 400 450 475 500 525

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. 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 deteriorato (debdt projections clevate even further - faill to ever stabiise 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.
Nate: Fuant rick hanine 04 21 Qauwrra Invector



SA Economics

Emerging Markets CDS Spreads — values & Movember 2021
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Local currency long-term sovereign debt credit ratings vs. government net loan debt as % GDP
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South Africa: long-term sovereign debt credit ratings vs ten-year govermnment bond
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That is, with the EFF already spelling out onerous terms for the ANC to go into coalition
with it, there is a risk the ruling party caves in for short-term coalition majorities in certain
municipalities, which on a longer-term then severely weakens voter support for it further.

The EFF has already said it requires the confiscation of all land in SA without
compensation which would have an extremely severe, negative and very long-lasting
impact on business confidence, much worse than the impact the July riots has had.

Placing all private sector land under state ownership without any compensation is contrary
to ANC agreed policies and risks swinging the country into a deep left policy outlook,
causing investor confidence to plummet until the policies are reversed, if it even recovers
then.
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This, and other forms of extreme nationalization (versus privatisation) has been very
negative for other currencies when countries followed that path and will also spur huge
foreign investor selling of SA’s bonds, driving up borrowing costs very rapidly.

Indeed, the market shock would likely be worse than the impact of Nenegate under ex-
President Zuma, but would also not be easily reversible as Nenegate was, although it
should be remembered that Nenegate still has negative tail effects which have not
unwound.

That is, the removal of Finance Minister Nene in December 2015, replaced briefly with
Minister Van Rooyen, and then Minister Gordhan, has never seen the rand fully recover,
nor investor confidence, and foreigners have been net bond and equity sellers since.

The ANC adoption of EFF policies would not be quickly undone, nor would the market
impact be fully undone either and it would plunge SA into the severe down case of the
scenario table above, as political uncertainty would immediately soar sky high and
investors retreat.

National treasury has already warned of the high cost of Nenegate, and state capture
overall, on the government’s finances, pointing to the long-term damage on borrowing
costs and in particular the negative impact on markets and investors in SA’s government
debt.

A worse elevation of sovereign risk is likely on ANC EFF coalitions that adopt any EFF
policies, with investors fleeing, fearing EEF extreme left-wing policy spread to the
confiscation of all private sector assets, with the severe down case then becoming the
expected case.

Severe Down Case: Exchange Rate forecasts
201 2022 2023
Q121 Q221 Q3 Q4 122 Q22 Q322 Q422 Q123 Q223 0323 Q423
USD/ZAR 149 1413 1464 1600 1680 1750 1800 1850 1870 1920 1955 1970
GBPZAR 2063 1975 2018 2214 2411 2564 2682 2802 2768 2784 2796 2817
EUR/ZAR 1803 17.03 1726 1887 2024 21356 2232 2313 2338 2400 2444 24563
ZARVIPY T.09 T.7T5 T.52 T.08 5.90 B.T1 6.58 5.46 6.3 599 563 543
CHFZAR 1652 1551 1595 1745 1866 1950 2020 2074 2055 2110 2148 2165
AUDZAR 1156 1088 1076 1178 1260 1313 1368 1425 1459 1498 1525 1537
GBPUSD 138 1.40 1.38 1.38 1.43 1.46 1.49 1.51 1.48 1.45 1.43 1.43
EURMUSD 121 11 1.18 118 1.1 1.22 1.24 125 125 1235 1.25 1.25
USDIJPY 106 109 110 113 116 118 119 120 118 115 110 107
Mole: averages, Source: Investec, lress
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Q121 Q221 Q321 Q41
USDVZAR 1496 1413 1464 1550
GBP/ZAR 2063 1975 2018 2145
EUR/ZAR 1803 1703 1726 1828
ZARIJPY  T09 7.75 752 i3
CHFZAR 1652 1551 1595 1690
AUDZAR 1156 1088 1076 1141
GBPUSD 138 1.40 138 1.38
EURUSD 1.1 1.21 1.18 1.18
USDIPY 106 109 110 113
Eqndu#ﬂhnmEhdunu%ﬁ:riwuuﬂu
121 G2 Q321 Q4
USDIZAR 1496 1413 1464 1480
GBP/ZAR 2063 1975 2018 2048
EURZAR 1803 1703 1726 1746
ZARMPY  TO09 TS TE?  TES
CHFZAR 1652 1551 1595 1614
AUDZAR 1156 1088 1076 1089
GBPMUSD 138 1.40 1,38 1.38
EURMUSD 1.2 1.1 118 1.18
UsSDIJRY 106 109 110 113

Up Case: Exchange Rale forecasts
2021

USDVZAR
GBPIZAR
EURIZAR
ZARLIPY
CHFZAR
AUDZIAR
GBRUSD
EUR/USD
UsoupY

a1
14.96
2063
18.03
7.09
16.52
11.56
1.38
1.2
106

az
1413
19.75
17.03
7.75
1551
10.68
1.40
121
109

Qi
14.64
20.18
17.26
752
15.95
10.76
1.38
1.18
110

a4
14.00
19.37
16.51
8.09
1527
10311
138
1.18
113

Q122

16.00
2296
19.28
7.25
17.77
12.00
143
1.1
116

Q.22
1465
.02
17.65
7.92
16.27
1099
1.43
1.1
116

Q1.22
13.50
19.37
1627
859
1499
10.13
1.43
1.2
116

2022

Q22

16.65
2439
20m
T.06
1855
12.49
1.46
122
118

Q322

16.90
2518
2096
7.m
18.96
12.84
1.49
124
119

2022

Q222
14 85
21.75
1512
7.91
1655
11.14
1.46
1.22
118

Qizz
15.10
2250
168.72
7.85
16.94
11.45
1.49
1.24
119

2022

Q222
13.40
1963
16.35
BT
1493
10.05
1.46
1.22
118

Q3.22
13.20
1967
16.37
898
14.81
10.03
149
124
119

Q4.22

17.00
2575
2125
7.03
19.06
13.09
151
1.25
120

Q123

17.50
25.50
2188
6.74
19.23
1365
1.45
125
118

2023

Q223

17.60
2552
2200
6.53
19.34
1373
1.45
1.25
115

Q323
17.50
2503
2188
6.29
19.23
1365
143
1.25
110

Q4.23

17.20
2460
2150
6.22
18.90
13.42
143
125
107

Nole: averages, Source: Investec, Iress

Q422
1490
2257
18,63
8.02
16.70
11.47
151
1.25
120

Q1.23
14.75
2183
1544
&.00
1621
11.51
1.48
125
118

2023

Q223
15.15
21497
1894
759
16 65
11.82
1.45
1.25
115

Q3.23
1555
2224
19.44
r.or
17.09
1213
1.43
125
110

Q4.23
1505
2152
18.81
7.1
16.54
11.74
1.43
1.26
107

Mote: averages, Source: Investec, lress

Q422
13.00
19.69
16.25
919
1457
10.01
1.51
1.25
120

.23
13.00
19.24
16.25
9.08
1429
10.14
148
1.25
118

2023

Q223
13.10
19.00
16.38
878
14.40
10.22
1.45
125
115

Q323
1310
1873
16.38
8.40
14.40
1022
1.43
1.25
110

04.23
13.20
18.85
16.50
g1
14.51
10.30
1.43
1.25
107

Mote averages, Source: Investec, Iress
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a1 Q221 G321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423

USDIZAR 1496 1413 1464 1380 1330 1300 1290 1280 1270 1250 1230 1215

GBPFZAR 2063 1975 2018 1910 1508 1904 1922 153% 1880 1813 1759 1737
EURFZAR 1803 17.03 1726 1628 1603 1586 1600 1600 1583 1563 1538 1519
ZARUJPY  TO9  TTS  TS2  B21 BT2 S04 919 934 929 920 a4 am
CHFZAR 1652 1551 1595 1505 1477 1448 1448 1435 1396 1374 1352 1335
AUDZAR 115 1088 1076 1016 998 975 9.80 9.86 99 9.75 959 9.48
GBP/USD 138 140 1.38 1.38 1.43 1.46 1.49 1.51 148 1.45 1.43 1.43
EURUSD 1.1 121 118 118 1.1 1.22 1.24 1.25 125 1.25 1.25 1.25
USDUIPY 106 109 110 113 116 118 119 120 118 115 110 107

Note: averages, Source: Investec, Iress

Extreme Up Case: Endlmg;iﬁllliurm



