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Rand note: risk assets remain data dependent, including EM currencies
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Emerging Markets Implied Volatilities — values 7 March 2022
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Expacted Case: Exchange Rale foracasts
2022 2023 2024

Q122 Qa2 Q322 Q427 Q123 Q233 Q33 Q43 Q124 Q234 QIz4 Q424
ushizar 1521 1566 18,80 15.E0 1580 1500 10.40 1580 1570 1820 1870 1820
GBPZAR 2040 10856 1087 1880 dB84 4028 2000 1088 20010 2308 22485 223
EURSZZAR 1707 16.60 1628 1635 10406 1698 17ES 1733 1E08 1912 2004 1R.G3
ZARIIPY 7.858 832 5.3z B 7O 240 B.08 778 T80 7.83 T28 8.E0 5878

CHFZAR 1647 1815 1747 1881 1677 4738 1802 1747 1725 17.80 1335 1TED
AUDZAR 1102 1138 11850 1108 1195 1200 1266 1200 1225 1204 1303 1284
GBEP/USD 1.34 128 1.20 118 120 1.21 123 1.25 128 130 138 138
EURMISD 142 108 1.02 1.04 1.08 1.08 1.07 .09 115 18 1:20 .23
LE0DAIPY 118 120 138 138 133 128 127 129 123 118 115 110

Hote: averages, Source: Investec. Iress

After strengthening to R16.16/USD by Friday, the rand has weakened somewhat, to
R16.40/USD today, remaining influenced by international data releases, with weakness
from China’s economy apparent in July on the effect of its zero COVID policy restrictions.

With China the world’s second largest economy, a skew towards weaker growth outcomes
as inflation has been slow to subside globally, if at all in some areas, has seen market risk
aversion lift at the start of this week. High data sensitivity is likely to persist this year.

The rand is at a weak level above R16.00/USD, and is likely to strengthen below
R16.00/USD by the end of this year. It currently averages R16.75/USD for the first half of
Q3.22, but likely to drop down towards R16.00/USD, if not stronger by the end of this
quarter.

The second and third quarters of the year tend to be risk averse quarters for global
financial markets, while September/October usually sees increased risk taking, which
benefits the rand and other EM currencies, as well as EM portfolio assets, and other risk
assets.

Thatis, the rand tends to strengthen in the fourth quarter of the year as key market players
reposition for higher risk/reward, while the middle two quarters are usually weak quarters
for the rand on thin market trading which exacerbates sensitivity to risk.



The volatility of the rand is still lower than a number of other EM countries, running closer
to the middle of the Bloomberg basket than at the high end as it did in Q1.22, and generally
EM currency volatility is higher than they were in Q1.22, reflecting elevated risk.

The risk is tilted towards slower economic growth this year, particularly in Q4.22 and
H1.23, and this could see the rand not make as markedly substantial gains as it usually
does in the first and last quarters of the year on seasonal influences.

There is increased global synchronisation on interest rate hikes (and acceleration in these
hikes), which is adding to risk-on in financial market sentiment on global growth concerns,
and so the current heightened risk sensitive environment.

Uncertainty heightens risk aversion, which has added to the momentum in the rand’s
depreciation from R14.53/USD at the start of Q2.22, to a weak point of R17.26/USD a few
weeks ago. The rand is expected to see strength into, and over Q4.22, but risks remain.

Please scroll down to the second section below

Emerging Markets currency depreciation (-) %, appreciation (+) %

yly % change 3 January to 15 August 2022
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Emerging Markets Carry Return — values 15 August 2022
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Hiking Peak — the number of central banks hiking interest rates has increased dramatically in recent months as
inflation rose to fresh highs
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The focus in advanced economies, and in most emerging markets remains price stability,
with inflation risks still seen to the upside, and the IMF warns “central banks must continue
normalizing to prevent inflationary pressures from becoming entrenched”.

A rapid normalisation of monetary policy, i.e. hiking interest rates to neutral levels which
are levels that do not stimulate economic activity, nor impede it, is seen as the best case
for economic growth in the US, with interest rates expected higher there in order to slow
activity.

Currently 2023 is expected to see US interest rates exceed the neutral mark in the US dot
plot graph, while markets are divided over whether a 50bp or 75bp hike will occur at the
September FOMC meeting, which is adding to market uncertainty.



"The IMF adds that for Central Banks there is a “need to act resolutely to bring inflation
back to their target, avoiding a de-anchoring of inflation expectations that would damage
credibility built over the past decades.”

“Monetary policy can’t resolve remaining pandemic-related bottlenecks in global supply
chains and disruptions in commodities markets due to the war in Ukraine. It can however
slow overall demand to address demand-related inflationary pressures, so a tightening of
financial conditions is the goal.”

"The IMF also highlights that “(t)he outlook for the world economy has darkened and risks
of recession are rising.” “Inflation is higher than expected and has broadened beyond food
and energy prices.”

“There is a substantial risk that high inflation becomes entrenched, and inflation
expectations de-anchor. “In that event, central banks will have to be more resolute and
tighten more aggressively to cool the economy, and unemployment will likely have to rise
significantly.”

“Amid signs of already poor liquidity, faster policy rate tightening may result in a further
sharp decline in risk asset prices—affecting equities, credit, and emerging market
assets. Yet restoring price stability is of paramount importance®.

Higher interest rates are seen as the most likely outcome for the remainder of 2022, which
will have a negative effect on economic growth expectations and on economic growth
itself, causing market sensitivity to risk to persist, and so place a drag on the rand.



Extreme
Up case
1%

Up case
1%

Base
case
50%

Lite

Q.22 Q222 Q322 Q422 0123 Q222 Q323 Q423

USD/Rand (sverage) 1521 1550 1400 1380 1370 1260 1340 1330
Repo rate (end rate) 425 4.75 4.00 3.75 375 3.75 3.50 3.50
SA ecanomic growth rises to 3-5%, then 5-7% Good govemance, growth-cresting reforms (structural

constraints eradicated). strong property rights. no nationalisation or expropriation without compensation.
High business confidence and fixed investment growth, substantial FOI, 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 upgredes of credit rafings. Strong
transition away from fossil fuel usage. a quick transition to renewable energy.

Q1.22 G222 Q322 Q422 Q123 Q223 Q323 Q423
USD/Rand (average) 1521 1558 15.00 14 80 14.80 14.70 1480 14.50
Repo rate {end rate) £25 475 4 50 425 4 .00 4.00 425 425
Economic growth of 3%, nsing confidence and investment levels, structural constraints eroded. global
growth strong, global financial markets risk-on. Mo nationalisation or expropriation without compensation.
Low domestic inflation on favourable weather and globsl conditions, rand strength. lower state-controlied
price inflation on increased private privatisation. Positive outiooks on credit retings turn into upgrades fiscal
consalidation, debt projections fall substantislly. Substantial transition to renewsble energy sway from
fossi fuel usage. comprehensive messures to slleviaie climate change impact on economy.

Q1.22 Q222 Q322 Q422 @1.23 Q223 Q323 Q423
USD/Rand (averape) 15.21 15.58 18.80 15.80 15.80 18.00 1040 1500
Repao rate (end rata) 425 475 5.50 8.50 8.50 8.50 8.50 8.50
Economic growth modest but lifts lowards 3 0% y/y over five years on sufficient domestic policy support
measures, global financial market risk sentiment is neutral to positive. South Africa in the BB oredil refing
category bracke! as fiscal consolidation (debt to GDP siabiksation) occurs leading to some positive
outlooks. The rand sees mild weakness and inflation is impacted by the course of westher patterns via
food price inflation. Litthe expropnation without compensation occurs and has no negstive effect on
economy, no nationaisation. A modest transition to renewable energy and slow move away from fossil fuel
usage occurs and messures to elleviate the impact of climate change on the economy are modastly
implemented The Russian/Ukraine conflict esses and does not exacerbate,

@122 Q222 Q322 G422 123 Q223 Q323 Q423
USD/Rand (average) 1521 15.50 18.90 17.00 1760 1760 1750 1770

[domestic) Repo rate (end rate) 425 4.75 5.75 8.75 B8.75 7.25 7.75 8.25

Down
case
39%

Severe
down
case
5%

The international environment (incl. risk sentiment) is that of the base case. South Africe fails to see debt
projections siabiise, falls into single B (local snd foreign currency) credit ratings from all three agencies
Recession occurs. Business confidence depressed, significant load shedding, wesk investmeant growth,
civil and political unrest. High inflation on unfavorable westher condifions, marked rand weskness. Littie
transition to renewable energy or measures to alleviale the impact of ciimete change. Very limied
expropriation of private sector property without compensation, with some negative impact on the
eoonomy. Substantial fiscal consofidation ultimately oceurs, preventing ratings falling into the C grades.

Q1.22 Q222 G322 Q422 G123 Q223 Q323 Q423
USD/Rand (average) 1521 15.5¢ 17.50 18.00 1830 1850 1880 18.00
Repo rate (end rate) 425 475 8.00 T.00 7.50 B.00 8.50 B8.00
Lengthy globsl recession. globsl finencial crisis — insufficient monetary snd other support domestically
and internationally. Limited expropriation of private property without compensation with 8 marked negative
economic impact. Very high inflation on very adverse weather conditions. severe rand weskness. A rated
single B from all three key agencies. downgredes eventually into CCC grade. incressed risk of default
Government borrows from increasingly wider sources, sinks deeper into & debt trap, widespread, severs
sarvices load shedding. severe civil and political unrest. SA economy in deprassion. Failure to transition
to renewsble energy and to sufficient measures to slleviate the impact of climate change on the economy.

Note: Event risk begins Q3 22, Source’ Investec

2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

USDZAR 1521 1589 18900 1700 1750 1780 1750 17.70 1800 1780 4780 17.70
GBPIZAR 2040 1850 2023 2023 2001 2121 2144 2213 2304 2314 2378 2443
EUR/ZAR 17.07 16880 17.18 1780 1848 1888 1873 1028 2070 2100 2112 2177
ZARMUPY T7B5 833 817 808 7.57 7.33 7.26 7.08 683 6683 653 621
CHFZAR 1847 18415 1770 1808 1882 1813 1823 1945 1978 1958 1024 1945
AUDZAR 1102 1114 1171 1180 1251 1320 1330 1338 1404 1388 1373 1381
GBP/USD 1.34 1.28 1.20 118 1.20 1.21 123 1.25 128 1.30 1.35 1.38
EURUSD 112 1.08 1.02 1.04 1.08 1.06 1.07 1.08 1.15 1.18 1.20 1.23
USDIIPY 118 130 138 138 133 122 127 128 123 118 115 110

Note: averages, Source: Investec, Iress



Severe Down Case: Exchange Rate forecasts

2022
Q122 Q222 Q322
USDIZAR 1521 1550 17.50
GBPIZAR 2040 1050 2004
EURIZAR 17.07 1880 17.70
ZARUJPY 785 833 7.80
CHFZAR 1847 1815 18.42
AUDZAR 1102 1114 1212
GBPUSD 134 126 120
EURUSD 112 106  1.02
USDMPY 118 130 138
Up Case Exchenge Rate forecasts
2022
Q122 Q222 Q322
USD/ZAR 1521 1550 15.00
GBP/ZAR 2040 1050 17.05
EUR/IZAR 1707 18680 1525
ZARUPY 785 833 921
CHFZAR 1847 1815 1578
AUDZAR 1102 1114 1038
GBEPFUSD 1.24 128 1.20
EURMUSD 1.12 1.08 1.02
USDiPY 18 130 138
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Extreme Up Case: Exchange Rate forecasts

USDIZAR
GBP/ZAR
EUR/ZAR
ZARNPY
CHFZAR
AUDZAR
GBP/JSD
EUR/MUSD
USDIJPY

Q122
15.21
20.40
17.07
7.85
18.47
11.02
124
1.12
118

2022

Q222 Q322 Q4z2
1558 1400 1380
1856 16.78 1842
18.60 1423 1428
833 2.a87 o886

18.15 1474 1468
1114 970 9.66

126 1.20 1.10

1.08 1.02 1.04

130 138 138

Q1.23
18.30
21.87
18.31

7.24

10.88

13.08
1.20
1.08
133

Q1.23
14.90
17.81
15.72
8.80
168.02
10.85
120
1.08
133

Q123
13.70
18.37
14.45
0.67
14.73
8.80

120
1.08
133

2023
Q223 Q323
1850 1880
2220 2270
1981 1980

B8.87 6.83
2011 2044
13.88 1423
121 1.23
1.08 1.07
1209 127
2023
Q223 Q323
14.70 14.80
17.71  17.80
1558 1582
878 8.70
1588 18.04
11.03 1117
i 1.23
1.08 1.07
129 127
2023
Q223 Q323
1380 13.40
1838  18.42
1442 1424
o4 948
14.78 1473
10.20 10.25
1.21 123
1.08 1.07
129 127

Q423
19.00
2375
20.71
8.81
20.88
14.35
125
100
128

Q124
19.30
24.70
22.20
8.37
21.21
15.05
1.28
1.15
123

2024
Q224 Q3.24
1040 19.30
2522 20.00
2280 2318

8.08 598
2132 2121
1513 1508
1.30 1.35
1.18 1.20
118 115

Q424
19.30
26.63
23.74
5.70
2121
15.05
1.38
1.23
110

Mote: averages, Source: Investec, Iress
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14.50
18.13
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g.ea
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128

Q1.24
14.90
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17.14
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202
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15.00
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4
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7.93
15.93
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Q4.24
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110
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10.04
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108

128

Q1.24
13.10
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15.07
g.3e
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Q224 Q324
13.10 1280
17.03  17.42
1548 1548
Kol 8.
14.40 1418
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1.18 1.20

118 115

Q4 24
12.80
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Naote: averages, Source: Investec, lress




