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Monday 13 June 2022

Rand note: risk-off returns to markets sending the rand past R16.00/USD, as
stagflation fears increase globally

Emerging Markets Implied Volatilities — values 13 June 2022

Russian Ruble s 4 7.2
UK L ———— 43 7
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Czech Koruna  ps— 13.1
South Korean Won s 100
Romanian Leu I 10.6
Taiwanese Dollal  p—" 7 9
Philippine Peso s 77 6th June = 13th June
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Emerging Markets Interest Return — values 13 June 2022
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Expected Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Q424
USD/IZAR 1521 1560 1580 1540 1521 1560 1580 1540 1521 1560 1580 1540
GBP/ZAR 2040 1964 1999 1987 2040 1964 1999 1987 2040 1964 1999 1987
EURZAR 1707 1657 1691 1679 1707 1657 1691 1679 1707 1657 1691 1679
ZARIPY 765 817 794 805 765 817 794 805 765 817 794 805
CHFZAR 1647 1607 1626 1584 1647 1607 1626 1584 1647 1607 1626 1584
AUDZAR 1102 1118 1161 1163 1102 1118 1161 1163 1102 1118 1161 1163
GBPUSD 134 126 127 129 132 135 136 137 140 143 145 146
EURUSD 112 106 107 109 111 1.13 1.14 115 118 120 123 125
uUsSDIPY 116 127 126 124 122 121 120 120 118 115 110 107
Note: averages, Source: Investec, lress

The rand is on course to average R15.60/USD this quarter, with inflation outcomes
surprising markets on the upside, as US CPI inflation rose to 8.6% y/y in May, showing
the peak did not occur as markets hoped for in April, raising investors risk aversion levels.

The US dollar has strengthened against the Euro, now at 1.0476 as it pulls toward the
1.04 mark, from 1.08 at the end of May, with the spread closing between the rand against
the USD and EUR, at R16.04/USD and R16.80/EUR respectively.

A year ago the rand was trading at R13.78/USD and R16.70/EUR respectively, with the
US dollar at 1.21 to the euro, and with the dollar having weakened to 1.22 to the euro
already at the start of June 2021, when risk aversion levels were particularly low a year
ago.

With the US dollar, and in particular US treasury’s, seen as a store of safe haven for
turbulent times, global financial market fears of high inflation, low growth, and particularly
rising inflation/falling growth, have reinforced stagflation concerns.

Volatile market sentiment is once again beginning to worry over the potential for a 75bp
hike in the US’s fed funds rate instead of a 50bp hike as the FOMC meeting on the 15th
approaches, or if not then, then potentially on the 27" of July instead.



Market sentiment is running on the latest data from the US on a daily/weekly basis. US
PPl inflation figures are due tomorrow and while expectations are for a drop in producer
price acceleration, to 10.8% y/y from 11.0% yly, the risk for markets is a higher print.

Retail sales figures are due in the US along with import price inflation (expected at 12.2%
yly for May after April’'s 12.0% y/y) on Wednesday, both before the FOMC meeting that
evening, with the retail sales data also yielding retail price inflation insight.

The closely watched PCE deflator of the FOMC in its monetary policy deliberations is due
at the end of this month, at 6.3% y/y previously and the more important core reading at
4.9% yly. Market worries are likely to grow towards month end of further inflation elevation.

FOMC members have been convinced of the extremely robust nature of US economic
growth, and as such the tone at this week’s FOMC meeting is likely to remain significantly
hawkish,

which would place further pressure on the rand this week.

Please scroll down to the second section below
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Emerging Markets Carry Return — values 13 June 2022
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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The domestic currency has shrugged off the good news of last week very quickly, from
R15.46/USD and eyeing the R15.00/USD mark, to back above R16.00/USD today and
reaching a weak point R16.09/USD as markets continue to digest Fridays’ US inflation
figures.

Both globally and locally inflation is high, and price pressures are expected to remain
heady over Q2.22, and now into Q3.22, negatively impacting consumers. The risk is now
that inflation does not peak in Q2.22 and continues rising into Q3.22.

The persistence of high inflationary conditions globally and locally, particularly at the
production level, does not provide the environment for a rapid deceleration in price
pressures. Markets are recalibrating expectations, elevating risk aversion, driving rand
depreciation.

For the rand, domestic good news is quickly discounted, as the focus remains on the
international environment. The lower inflation rate in SA than many of its key trading
partners is providing some support to the rand, although it is mainly being buffeted by risk
aversion.



A 50bp hike for SA next month has been building for 21t July, but this rate hike will not
match the US for long. The MPC also sounding hawkish, particularly against inflationary
pressures embedding into the environment via higher salary and wage increases.

A further 50bp hike from the US on 27t July will erode the differential between SA and US
interest rates established by SA’s expected 50bp hike on 21st July, and the rand will be
subject to further depreciation pressures as a result.

Indeed, the Fed’s 50bp hike this week Thursday (markets see only a 13% chance of a
75bp hike) will already substantially erode the differential between SA and US interest
rates for over a month, and the rand will be under pressure to depreciate from this source
from Friday.

Much lower than expected inflation prints in key economies, particularly in the US could
reverse this trend, but this is not expected in the near term, and indeed June’s inflation
figures will once again see strong upward price pressure from energy costs, particularly
oil.

Given the lower average in oil prices in May than in June to date means if oil prices remain
unchanged for the rest of this month, they will be around US$10/bbl higher for June than
in May, exerting considerable upwards price pressure on global and local inflation.



Economic Scenarios: note up case rises

Extreme
Up case
1%

Up case
4%

Base
case
50%

Lite
(domestic)
Down

case
39%

Severe
down
case
6%

Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23

USD/Rand (average) 15.21 14.00 13.80 1370 1360 13.40 1330 13.10
Repo rate (end rate) 425 4.00 4.00 375 375 375 350 350

Impact of Covid-19 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 other EW or nationalisation. High business confidence and fixed investment
growth, substantial FDI, strong fiscal consolidation (state debt falls back to low ratios of 2000s). Very
subdued domestic inflation on extreme rand strength, rapid capacity expansion and very favourable
weather conditions. Strong global growth, commodity boom. Stabilisation of credit ratings, then upgrades

Q1.22 Q222 Q3.22 Q422 Q1.23 Q223 Q3.23 Q4.23
USD/Rand (average) 15.21 14.50 1500 1490 1490 1470 1460 1450
Repo rate (end rate) 425 4.00 4.00 4.00 4.00 4.00 425 425
Quick rebound from Covid-19 pandemic, rising confidence and investment levels - structural problems
eroded. No further credit rating downgrades, become positive on fiscal consolidation (debt projections fall
substantially). Global risk-on, global demand quickly returns to trend growth. Very limited impact of
expropriation without compensation) to abandoned, labour tenants’ and government land (individuals are
new owners and receive title deeds) does not have a negative effect on economy - no nationalisation. Low
domestic inflation on favourable weather conditions, rand strength reduction in state-controlled price
inflation on increased private privatisation.

Q1.22 Q222 Q3.22 Q422 Q1.23 Q223 Q3.23 Q4.23
USD/Rand (average) 15.21 15.60 1580 1540 1520 1560 16.00 15.50
Repo rate (end rate) 425 475 5.50 5.50 575 575 6.00 6.00
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 neutral to
positive. 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 fiscal consolidation (debt
fo GDP stabilisation) occurs. Civil and political unrest wanes. Inflation impacted by normal course of
weather patterns via food price inflation and rand, with modest transition to renewable energy and slow
move away from fossil fuel usage, measures to alleviate impact of climate change on economy are
modestly implemented.

Q1.22 Q222 Q3.22 Q422 Q1.23 Q223 Q3.23 Q4.23
USD/Rand (average) 15.21 16.00 1665 1690 1700 1750 1760 17.50
Repo rate (end rate) 425 5.00 575 575 6.00 6.00 6.25 6.50
The international environment (incl. risk sentiment) is that of the base case. South Africa fails 1o see ils
debt projections stabilise and falls into single B credit ratings from all three agencies for local and foreign
currency. Recession occurs. Very limited expropriation of private commercial sector property without
compensation, with some negative impact on the economy. Business confidence depressed, marked rand
weakness and higher inflation (adverse weather), significant load shedding and weak investment growth.
Substantial fiscal consolidation ultimately occurs, preventing ratings falling into the C grades.

Q1.22 Q222 Q3.22 Q422 Q1.23 Q223 Q3.23 Q4.23
USD/Rand (average) 15.21 16.80 1750 18.00 1850 1870 1920 19.55
Repo rate (end rate) 425 525 6.00 6.25 6.50 7.00 7.50 7.75
Lengthy global recession, global financial crisis — insufficient monetary and other policy supports to growth
domestically and internationally. Depression in SA, severe rand weakness, very high inflation (very
adverse weather). A somewhat wider level of nationalisation of private sector commercial property. SA
rated single B from all three key agencies, with further rating downgrades eventually into CCC grade and
the risk of moving towards default. Government borrows from increasingly wider sources as it sinks deeper
into a debt trap), eventually include widespread civil unrest, services strike action and strike action.

Note: Event risk begins Q222. Source: Investec
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIJPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USDIPY

Q1.22

1521
20.40
17.07
765
16.47
11.02
134
112
116

Q2.22

16.00
20.14
17.00
797
16.48
1147
126
1.06
127

Q322

16.65
21.06
17.82
754
17.13
1224
127
1.07
126
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USDIIPY

Q1.22
1521
20.40
17.07
765
16.47
11.02
1.34
112
116

Q222
1450
1825
1540
879
1493
10.39
1.26
1.06
127

Q3.22
15.00
18.98
16.05
837
1543
11.03
1.27
1.07
126

Q4.22

16.90
21.80
18.42
7.34
17.38
12.76
129
1.09
124

Q4.22
1490
1922
16.24
832
1532
1125
129
1.09
124
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIJPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USDIPY

Q1.22
1521
20.40
17.07
765
16.47
11.02
1.34
1.12
116

Q222
14.00
17.62
1487
9.10
14.42
10.03
126
1.06
127

Q322
13.80
17.46
14.77
9.09
1420
10.14
127
1.07
126

Q4.22
13.70
17.67
1493
9.05
14.09
10.34
129
1.09
124

Q1.23

17.00
2236
18.87
7.18
17.55
13.09
132
m
122

Q1.23
14.90
1959
16.54
8.19
1538
1147
132
11
122

Q123
13.60
17.88
15.10
897
14.04
10.47
1.32
m
122

2023
Q223 Q323
1750 1760
2354 2394
1978 2006
689 682
1814 1824
1383 1408
135 136
113 1.4
121 120

2023
Q223 Q323
1470 1460
1977 1986
1661 1664
820 822
1524 1513
1161 1168
135 136
113 114
121 120

2023
Q223 Q323
1340 1330
1802 18.09
1514 1516
899 9.02
1389 1378
1059 1064
135 136
113 114
121 120

Q4.22

17.50
2389
20.04
6.86
18.22
14.00
1.37
1.15
120

Q1.24

17.20
24.08
20.30
6.86
18.49
13.42
1.40
1.18
118

2024

Q224

17.00
2431
20.40
6.76
18.68
1326
143
1.20
115

Q324

16.80
2436
2066
6.55
18.46
13.10
145
123
110

Q4.24

17.00
2482
21.25
6.29
18.68
1326
1.46
1.25
107

Note: averages, Source: Investec, Iress

Q4.22
1450
19.79
16.60
828
15.09
11.60
137
1.15
120

Q124
1450
20.30
171
8.14
1559
11.31
1.40
1.18
118

2024

Q2.24
14.40
20.59
17.28
799
15.82
123
143
120
115

Q3.24
14.40
20.88
17.71
764
1582
11.23
145
123
110

Q4.24
14.30
2088
17.88
7.48
15.71
11.15
1.46
125
107

Note averages, Source: Investec, Iress

Q422
13.10
17.88
15.00
9.16
1364
10.48
137
1.15
120

Q124
12.90
18.06
15.22
9.15
13.87
10.06
1.40
1.18
118

2024

Q224
12.80
18.30
15.36
898
14.07
9.98
143
120
115

Q324
12.60
1827
15.50
873
1385
983
145
123
110

Q424
1230
17.96
1538
8.70
1352
9.59
1.46
125
107

Note: averages, Source: Investec, Iress



Severe Down Case: Exdn;ugzozm

USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIJPY
CHFZAR
AUDZAR
GBP/USD
EURUSD
USDIPY

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

Q2.22
16.80
2115
17.85
759
17.30
12.04
126
1.06
127

Q3.22
17.50
2214
18.73
717
18.00
12.86
127
1.07
126

Q4.22
18.00
23.22
19.62
6.89
18.51
1359
129
1.09
124

Q1.23
18.50
2433
20.54
6.59
19.10
1425
132
mm
122

2023

Q223
18.70
2515
2113
644
19.39
1477
135
113
121

Q323
19.20
2611
21.89
6.25
19.90
15.36
1.36
114
120

Q422
19.55
26.69
22.38
6.14
20.35
15.64
137
1.15
120

Q124
19.70
2758
2325
599
2118
15.37
1.40
1.18
118

2024

Q224
19.90
28.46
2388
578
21.87
15.52
143
1.20
115

Q324
20.20
2929
2485
545
2220
15.76
145
123
110

Q424
20.40
29.78
2550
525
2242
15.91
146
125
107

Note: averages, Source: Investec, Iress



