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Rand note: the rand is still on track to average R15.60/USD in Q2.22, but H2.22 is at
risk from the deteriorating global environment
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Fed Fund Futures implied rates — 20* June 2022
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12/14/2022
02/01/2023

#Hikes/Cuts % Hike/Cut Implied RateA Implied Rate ARM
+2.847 +284.7% +0.712 2.307 0.250
+5279 +2432% +1.320 2915 0.250
+7.005 +172.5% +1.751 3.347 0.250
+8.047 +104.3% +2.012 3.608 0.250
+8.597 +55.0% +2.149 3.745 0.250

Source: Bloomberg

Emerging Markets Carry Return — values 20 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 Q42
USD/ZAR 1521 1560 1580 1540 1521 1560 1580 1540 1521 1560 1580 1540
GBP/ZAR 2040 1964 1999 1987 2040 1964 19099 1987 2040 1964 1999 1987
EURZAR 1707 1657 1691 1679 1707 1657 1691 1679 1707 1657 1691 1679
ZARIIPY 765 817 794 805 765 817 794 805 765 817 704 805
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 112 106 107 109 111 113 114 115 118 120 123 125
UsSOUPY 116 127 126 124 122 121 120 120 118 115 110 107

With US CPI inflation surprising markets on the upside recently, Thursday’s 75bp hike
was built into expectations for the Fed’s fund rate, and the rand saw little sustained
reaction, still around R16.00/USD, and on track to average R15.60/USD this quarter.

The US interest rate move reinforces the likelihood of a 50bp, instead of a 25bp, hike by
the SARB in July, although SA’s FRA curve is now factoring in a larger hike (so far 66bp
have been built in as the markets start to lean towards 75bp at SA’s next MPC).

Currently, we continue to expect a 50bp lift in SA’s repo rate from the MPC in July, with
the SARB likely to follow the direction, but not necessarily the exact moves of the FOMC,
which has hiked in consecutive 25bp, 50bp and 75bp tranches so far this year.

The FOMC warns that “the current picture is plain to see: The labor market is extremely

tight, and inflation is much too high”, “(i)t is essential that we bring inflation down if we are
to have a sustained period of strong labor market conditions that benefit all.”

The Fed noted that in May “there was a broad sense ... that a ... (50bp) change should
be considered at ... (June’s) meeting ... (but) inflation has again surprised to the upside,

. inflation expectations have risen, and projections for inflation this year have been
revised up”.

Then Fed funds implied rate for the July FOMC meeting is now just above 70bp in the
financial markets, with the very hawkish commentary from the Fed aligned towards further
large rate hikes, with the dot plot showing another 175bp in US rate hikes in H2.22.

Failure for US inflation to turn the corner and begin sustainably subsiding would further
add to pressure on US interest rates, driving further financial market risk-off, with a mild
US recession over the turn of this year only currently seen as a risk.

The FOMC worries that a wage-price spiral is developing, stating “(t)he labor market has
remained extremely tight, with the unemployment rate near a 50- year low, job vacancies
at historical highs, and wage growth elevated”, while lowering its GDP projections.

The Fed is expected to continue to move aggressively this year to stamp out high inflation,
and will not be adverse to causing weakness in the labour market, and in the US economy,
to break the upwards shift in US wage increases, with further rand weakness the risk.

Please scroll down to the second section below



Rand vs Economist’s metals commodity price index
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Emerging Markets Implied Volatilities — values 20 June 2022
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Emerging Markets Implied Rates — values 20 June 2022
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Economist’s commodity indices
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Economist's Food Agricultural Goods Commaodities Index

% yly change
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Source: IRESS, Economist

The rand is currently expected to average R15.80/USD in Q3.22, but the Ukrainian
President, Zelensky, has warned of the Russian invasion intensifying, and NATO is now
warning that the war could last for years, providing no end in sight for related price
pressures.

NATO Secretary-General Jens Stoltenberg is reported to have said "(w)e must not
weaken in our support of Ukraine, even if the costs are high -- not only in terms of military

support but also because of rising energy and food prices", "we must be prepared for this
to last for years."

Russia is targeting Mykolaiv, strategic to Ukraine’s main port, Odessa, on the Black Sea,
after having blockaded its ports. Romania is now exporting grain for the Ukraine, which
is reported to have 20million tones to clear before its new harvest comes in.

The port of Constanta, the fastest cereal clearing Port in the EU, and the Ukraine is
sending grain to it by land or along the Danube River by barge, while Romania is
increasing its capacity to rapidly unload the Ukrainian barges, which should be ready by
the end of June.

President Zelensky warns “there may be a physical shortage of products in dozens of
countries around the world. Millions of people may starve if the Russian blockade of the
Black Sea continues,” with agricultural prices likely to feel further pressure.

Sanctions against Russia are likely to persist for longer than anticipated, further supporting
high agricultural and energy commodity prices. Russia and the Ukraine account for a third
of the world’s wheat and two thirds of sunflower production.

Export volumes of Ukrainian grain are reported to have dropped by 80% since the
Russian/Ukraine war began. Food price pressures are not expected to collapse in the near
term, while input costs are risking too, and not just from elevated fertilizer prices.

Inflation has surprised global (and local) financial markets on the upside this year, and the
Fed notes inflation surprises, and related jumps in inflation expectations and wages as its
key concern, not US economic growth, which is likely to weaken in H2.22.



° The risk is that the US economy slows more quickly than its policy makers and markets
anticipate, with a recession, and not necessarily a mild one, spooking markets as
stagflation worsens on obdurate supply side price pressures, weakening the rand.

Economic Scenarios: note up case rises
Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423
Extreme USD/Rand (average) 1521 1400 1380 1370 1360 1340 1330 1310
Up case Repo rate (end rate) 425 400 400 375 375 375 350 350
1% lnwdotCovid—inetyraoiaytesoNed-emicgrowmo(3-595.men5-796lot3AGoodoc_mmame.

growth-creating reforms (structural constraints overcome), strengthening of property rights -
obtain title deeds in EWC - no other EW or nationalisation. High business confidence and fixed
growth, substantial FDI, strong fiscal consolidation (state debt falis 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

Up case Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
4% USD/Rand (average) 1521 1450 1500 1490 1490 1470 1460 1450
Repo rate (end rate) 425 4.00 4.00 4.00 4.00 400 425 425

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.

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/Rand (average) 1521 1560 1580 1540 1520 1560 1600 1550
Repo rate (end rate) 425 475 550 550 575 575 6.00 6.00
Recovery from the sharp global economic siowdown by 2024 in real terms- sufficient global and domestic
monetary and other policy supports 10 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 (deb!
1o 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 ciimate change on economy are
modestly implemented.

S H

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
Lite USD/Rand (average) 15.21 16.00 1665 1690 1700 1750 1760 1750
(domestic) Repo rate (end rate) 425 500 575 575 6.00 6.00 625 6.50
Down The international environment (incl. risk sentiment) is that of the base case. South Africa falls to see its
case debt projections stablise and falls into single B credit ratings from all three agencies for local and foreign
39% 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.

Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423

Severe  USD/Rand (average) 1521 1680 1750 1800 1850 1870 1920 1955
dovn Repo rate (end rate) 425 525 6.00 6.25 6.50 700 75 775
case Lengthy global recession, global financial crisis - insufficient monetary and other policy supports to growth
6% 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 sk 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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Q122 Q222 Q322 Q422
USD/IZAR 1521 1600 1665 1690
GBP/ZAR 2040 2014 2106 2180
EUR/ZAR 1707 1700 1782 1842
ZARIJPY 765 797 754 734
CHFZAR 1647 1648 1713 1738
AUDZAR 1102 1147 1224 1276
GBPUSD 134 126 127 129
EURVUSD 112 1.06 1.07 1.09
USDIPY 116 127 126 124
Up Case: Exchange Rate forecasts
2022
Q122 Q222 Q322 Q42
USD/ZAR 1521 1450 1500 1490
GBP/ZAR 2040 1825 1898 1922
EUR/ZAR 1707 1540 1605 1624
ZARJPY 765 879 837 832
CHFZAR 1647 1493 1543 1532
AUDZAR 1102 1039 1103 1125
GBPUSD 134 126 127 129
EURUSD 112 106 107 109
USOIJPY 116 127 126 124
Extreme Up Case: gmm
Q122 Q222 Q322 Q42
USD/ZAR 1521 1400 1380 1370
GBP/ZAR 2040 1762 1746 1767
EURZAR 1707 1487 1477 1493
ZARJPY 765 910 909 905
CHFZAR 1647 1442 1420 1409
AUDZAR 1102 1003 1014 1034
GBPUSD 134 126 127 129
EURUSD 112 106 107 109
USDUJPY 116 127 126 124

USD/ZAR
GBP/ZAR
EURZAR
ZARIIPY
CHFZAR
AUDZAR
GBPUSD
EURVSD
USOIPY

Q122
152
20.40
17.07
765
16.47
11.02
134
112
116

Q222
16.80
2115
17.85
759
17.30
12.04
126
1.06
127

Q322
17.50
2214
1873
717
18.00
1286
127
107
126

Q422
18.00
2322
1962
6.89
1851
1359
129
109
124

Q123

17.00
2236
1887
718
1755
13.09
132
111
122

Q123
1490
1959
16.54
819
1538
1147
132
m
122

Q123
1360
1788
15.10
897
1404
1047
132
m
122

Q123
1850
2433
2054
659
19.10
1425
132
m
122

2023

Q23

17.50
2354
1978
6.89
1814
1383
135
113
121

Q323

17.60
2394
20.06
6.82
1824
1408
1.36
1.14
120

2023

Q223
1470
19.77
16.61
820
1524
1161
135
113

121

Q323
1460
19.86
1664
822
1513
1168
136
1.14

120

2023

Q223
13.40
18.02
1514
899
1389
1059
135
113
121

Q323
1330
18.09
15.16
9.02
1378
1064
136
114
120

2023

Q223
18.70
2515
2113
644
19.39
147
135
113
121

Q323
19.20
2611
2189
625
19.90
15.36
136
1.14
120

2024
Q422 Q124 Q224 Q324 Q424
1750 1720 1700 1680 17.00
2389 2408 2431 2436 2482
2004 2030 2040 2066 2125
6.86 68 676 655 629
1822 1849 1868 1846 1868
1400 1342 1326 1310 1326
137 140 143 145 146
115 118 120 123 125
120 118 115 110 107
Note: averages, Source: Investec, Iress
2024
Q422 Q124 Q224 Q324 Q424
1450 1450 1440 1440 1430
1979 2030 2059 2088 2088
1660 1711 1728 17.71 1788
828 814 799 764 748
1509 1559 1582 1582 1571
1160 1131 1123 1123 1115
137 140 143 145 146
1.15 118 1.20 123 125
120 118 115 110 107
Note averages, Source: Investec, lress
2024
Q422 Q124 Q224 Q324 Q424
1310 1290 1280 1260 1230
1788 1806 1830 1827 1796
1500 1522 1536 1550 1538
916 915 898 873 870
1364 1387 1407 1385 1352
1048 1006 998 983 959
137 140 143 145 146
115 118 120 123 125
120 118 115 110 107

Note: averages, Source: Investec, lress

Q422
1955
2669
2238
614
2035
1564
137
1.15
120

Q124
19.70
2758
2325
599
21.18
1537
140
118
118

2024

Q224
19.90
2846
2388
578
2187
1552
143
120
115

Q324
2020
2929
2485
545
220
1576
145
123
110

Q424
2040
2978
2550
525
242
1591
146
125
107

Note: averages. Source: Investec, lress






