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Rand note: expected weak domestic economic growth and insufficiently high
interest rates versus the US investors sees little to recommend the rand

Emerging Markets currency depreciation (-) %, appreciation (+) %
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Emerging Markets Imphed Volatilities — values 11 July 2022

Russian Ruble I 50 55
Turkish Lira I 0 72
Hungarian Forint I 2 4
Braziian Real NG 1075
Colombian Peso NG 17 93
South African Rand 17.15
Polish Zioty NG 1703
Czech Koruna | 13 67
Romanian Lev N 1061
South Korean Won [N 10 15
Philippine Peso I 8 25
Tawanese Dollar Il 48
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Rand vs Economist’'s metals commodity price index afflicted by global growth concems
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Expected Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USD/ZAR 1521 1559 1600 1560 1540 1580 1620 1570 1550 1600 1650 1600
GBP/ZAR 2040 1959 1952 1888 1879 1975 2057 2010 2015 2128 2228 2208
EURZAR 1707 1660 1712 1700 1709 1785 1847 1806 1829 1920 2030 2000
ZARIJPY 765 833 844 859 851 816 784 803 794 738 697 688
CHFZAR 1647 1615 1684 1660 1656 1717 1780 1725 1703 1758 1813 1758
AUDZAR 1102 1114 1136 1123 1140 1185 1231 1225 1209 1248 1287 1248
GBPUSD 134 126 122 .21 122 125 127 128 130 133 135 138
EURUSD 112 106 107 109 111 113 114 115 118 120 123 125
USDWPY 116 130 135 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, iress

The rand is at 17.03/USD (from R16.97/USD on Friday), with USD strength bringing it
close to the R17.17/EUR rate, as the euro is essentially at parity with the US dollar. The
rand is also being afflicted by negative sentiment on both international and domestic
events.

Foreigners remain net sellers of SA government bonds this quarter so far (Bloomberg JSE
settled data for foreigner purchase, sales of SA bonds) at -R0.1bn, although on two days
alone last week -R4.3bn was sold, versus -R3.6bn over the whole of Q2.22.

The second, and particularly third, quarters of the year are usually weak periods for the
rand, as trade thins in risk assets, including EM currencies and portfolio assets as the
July/August months of peak northern hemisphere summer see senior (risk-taking) traders
on vacation.

Market worries over high inflation are being increasingly replaced by fears of excessive
interest rate hikes that drive economies into recession, and risk sentiment in global
financial markets is fragile and significantly risk averse.

Indeed, Friday’s publication of the higher than expected US payroll figures and low
unemployment rate, static at 3.6%, have spiked market worries for continued severe US
rate hikes over H2.22, a further 175bp lift according to the FOMC member predictions.

The markets are expecting a 185bp lift and so are fairly aligned to the FOMC
communication, but market players worry that the anticipated rate hikes, which will take
the fed funds rate well above its neutral level and so will dampen economic growth, will
prove overly negative.



Domestically, severe load shedding has also worried markets over SA’s growth prospects,
which in turn risk negatively impacting state finances via revenue generation. Foreigners
sold-off -R3.6bn of SA equites (net of purchases) in the last two days alone (Iress). .

Load shedding continues in SA, with the business day impacted by the harsh stage 4
electricity outages, while the extreme pressure unions brought to bear on the state owned
electricity utility (Eskom) is seen as negative from a political as well as economic
perspective.

The run-up to the 2024 ANC elective conference has seen the political noise rise in SA
generally, with any possible negative attempts made to smear the current president by the
state capture (often known as the RET) faction of the ANC, and this is also investor
negative.

Please scroll down to the second section below
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Emerging Markets Carry Return - values 11 July 2022
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Economic Scenarios: note updated forecasts, scenarios
Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q43

Extreme USD/Rand (average) 1521 1559 1400 1380 1370 1360 1340 1330
Upcase Repo rate (end rate) 425 475 4.00 375 375 37 350 3%
1% SA economic growth rises 1o 3-5%, then 5-7% Good govemance, growth-creating reforms (structural

constraints eradicated), strong property rights, no nationalisation or expropriation without 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 fossil fuel usage, a quick transition to renewable energy.

Up case Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q43
1% USD/Rand (average) 1521 1559 1500 1490 1490 1470 1460 1450
Repo rate (end rate) 425 475 450 425 4.00 400 425 425

Economic growth of 3%, rising confidence and investment levels, structural constraints eroded, global
growth strong, wwmm No nationalisation or expropriation without compensation.
Low domestic inflation on favourable weather and global conditions, rand strength, lower state-controlied
price inflation on increased private privatisation. Positive oullooks on credd ratings turn info upgrades fiscal
consobdation, debt projections fall substantially. Substantial transition 10 renewable energy away from

fossil fuel usage, comprehensive measures 1o alleviate climate change impact on economy.

Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423
USD/Rand (average) 1521 1559 1600 1560 1521 1559 1600 1560
Repo rate (end rate) 425 475 550 575 6.00 600 625 625
Economic growth modest but Ifts towards 3 0% yly over five years on sufficient domestic policy support
measures, global financial market risk sentiment is neutral to positive. South Africa in the BB credit rating
calegory bracket as fiscal consolidation (debt to GDP stabilisation) occurs leading o some positive
outiooks. The rand sees mild weakness and inflation is impacted by the course of weather patiems via
food price inflation. Little expropriation without compensation occurs and has no negative effect on
economy, no nationalisation. A modest transition 0 renewable energy and siow move away from fossil fuel
usage occurs and measures 10 alleviate the impact of cimate change on the economy are modestly
implemented. The Russian/Ukraine conflict eases and does not exacerbate

Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423

Lite USD/Rand (average) 121 1559 1690 1700 1750 1760 1750 17.00
(M)MM(QMM) 425 475 575 625 6.75 725 775 825
Down The international environment (incl. risk sentiment) is that of the base case. South Africa fals o see debt
case projections stabiise, falls info single B (local and foreign currency) credit 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 condiions, marked rand weakness. Little
transition 10 renewable energy or measures 1o alleviate the impact of climate change. Very limited
expropriaion of private sector property without compensation, with some negative impact on the
economy. Substantial fiscal consolidation ultimately occurs, preventing ratings falling into the C grades

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/Rand (average) 1521 1559 1750 1800 1850 1900 1975 2050
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economic impact. Very high inflation on very adverse weather conditions, 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
1o renewable energy and to sufficient measures to alleviate the impact of cimate change on the economy.
Note: Event risk begins Q322 Source: Investec
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Additionally, it is the anniversary month of the July insurrection of last year which caused
a marked contraction in GDP in Q3.21, and markets are worried about another contraction
in Q3.22 from the ESKOM workers strike, which weakens SA’s investor attractiveness.

Despite the negative growth effects from the Eskom strike, SA’s Reserve Bank is expected
to continue hiking interest rates over Q3.22, and indeed investors globally have been seen
recently favoring very low interest rate economies in the face of global recession worries.

That is, low interest rates are expected to stimulate economic growth, and high interest
rates quell it, and in combination with the Eskom strike, flood damage in KZN in Q2.22
and weak structural reform, investors have drawn back from SA’s portfolio assets.

This is also because the interest rate hikes expected in SA are not seen to likely keep up
or exceed the US interest rate hikes this year, while economic growth is flagging,
exacerbated by the reasons above, placing SA in neither a good growth nor high interest
rate category.

Markets still worry over SA’s hugely weakened government finances over the past three
years, and despite recent small improvements, the risk of further deterioration is still see
as arisk high. S&P recently clarified its positive country outlook in the face of weak growth.

S&P is reported to have said "(w)e need to just clarify what a positive outlook means in
our world," with a positive outlook from S&P on a below-investment grade country
indicating only a third of a chance of a credit rating upgrade over twelve months.

S&P added, "(w)e are also monitoring load shedding, the infrastructure bottlenecks (seen
as significantly self-inflicted), and the political developments, for what it may mean for the
macroeconomic outlook".

S&P adds that the short-term 7% wage settlement with Eskom workers is “sub-optimal”
as it “is higher than ... budgeted for, it is above the official inflation rate, ... is obviously
precedent-setting to an extent, ... opens ... the risk ... (for) the same situation this time
next year.”

“There is a structural problem here because the wage-setting mechanism in general in
South Africa is not a typical emerging-market mechanism”. “It's more ... (like) in France
with very strong, powerful unions.” there are “implications for the government’s fiscal
position”.
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2023 2024
Q122 Q222 Q322 Q422 Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424
USD/ZAR 1521 1559 1750 1800 1850 1900 1975 2050 2030 2040 2030 2020
GBP/ZAR 2040 1959 2135 2178 2257 2375 2508 2624 2639 2713 2741 2788
EUR/ZAR 1707 1660 1873 1962 2054 2147 2252 2358 2395 2448 2497 2525
ZARJPY 765 833 7.7 744 7.08 679 643 615 6.06 578 567 545
CHFZAR 1647 1615 1842 1915 1989 2065 2170 2253 2231 2242 2231 2220
AUDZAR 1102 1114 1243 1296 1369 1425 1501 1599 1583 1591 1583 1576
GBPUUSD 134 126 122 1.21 122 125 127 128 130 133 135 138
EURUSD 112 106 107 109 111 113 114 115 118 120 123 125
USDIUPY 116 130 135 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, Iress
Lite Down Case: Exchange Rate forecasts
2022 2023 2024
Q122 0222 Q322 Q422 Q123 0223 Q323 Q423 Q124 Q224 Q324 Qa24
USD/ZAR 1521 1559 1690 1700 1750 1760 1750 1700 1730 1720 1700 1680
GBP/ZAR 2040 1959 2062 2057 2135 2200 2223 2176 2249 2288 2295 2318
EURZZAR 1707 1660 1808 1853 1943 1989 1995 1955 2041 2064 2091 2100
ZARMPY 765 833 799 788 749 733 726 741 711 68 676 655
CHFZAR 1647 1615 1779 1809 1882 1913 1923 1868 1901 1890 1868 1846
AUDZAR 1102 1114 1200 1224 1295 1320 1330 1326 1349 1342 1326 1310
GBPUSD 134 126 122 1.21 122 125 127 128 130 133 135 138
EURUSD 112 1.06 107 109 111 113 114 1.15 118 120 123 125
USDWPY 116 130 135 134 131 129 127 126 122 18 115 110
Note: averages, Source: Investec, Iress
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Rate forecasts
Up Case: Exchange T

EUR/ZAR
ZARNPY
CHFZAR
AUDZAR
GBPUSD
EURUSD
USDWPY

Q122
1521
2040
17.07
765
16.47
11.02
134
112
116

Q222
1559
1959
16.60
833
16.15
11.14

126
1.06
130

Q322
15.00
18.30
16.05
9.00
1579
10.65
122
107
135

Q422
1490
18.03
1624
899
1585
1073
121
1.09
134
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EUR/ZAR
ZARIPY
CHFZAR
AUDZAR
GBP/USD
EURUSD
USDIPY

Q1.22
1521
20.40
17.07
765
16.47
11.02
134
112
116

Q222
1559
19.59
16.60
833
16.15
1.14
126
1.06
130

Q322
14.00
17.08
1498
964
1474
994
122
107
135

Q4.22
13.80
16.70
1504
97
1468
994

121
1.09
134

Q123
1490
18.18
16.54
879
16.02
11.03

122
1
131

Q123
13.70
16.71
1521
9.56
1473
10.14
122
1
131

Q23
1470
1838
16.61
878
1598
11.03

125
113
129

Q323
1460
1854
16.64
870
16.04
11.10
127
114
127

2023

Q223
1360
17.00
1537
949
1478
1020
125
113

129

Q323
13.40
17.02
1528
948
1473
10.18
127
114
127

Q423
1450
18.56
16.68
869
1593
131
128
115
126

Q124
1460
1898
1723
842
16.04
1139
130
118
123

2024

Q224
1450
1929
17.40
814
1593
13
133
120
118

Q324
1440
19.44
17.n
799
1582
123
135
123
115

Q424
1440
19.87
18.00
764
1582
123
138
125
110

Note averages, Source: Investec, Iress

Q423
1330
17.02
15.30
947
1462
1037
128
115
126

Q124
13.10
17.03
1546
9.39
1440
1022
1.30
118

123

2024

Q224
1290
17.16
1548
915
1418
10.06
133
120
118

Q324
12.80
17.28
1574
898
1407
998
135
123
115

Q424
12.60
17.39
1575
873
1385
983
138
125
110

Note: averages, Source: Investec, Iress




