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Rand note: with global supply chains not bouncing back from the pandemic, and
supply costs sticky, markets are still adjusting to stagflation
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Emerging Markets Carry Return - values 22 August 2022
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Emerging Markets CDS Spreads - values 22 August 2022
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Expected Case: Exchange Rale forecsats
2022 2023 2024

Q132 Q222 Q332 Q42 Q123 Q233 QI3 Q433 Q134 QT4 QI Q44
UEDEZAR 1521 1550 1880 1520 1560 1800 1040 1500 1570 Wi T0 w20
GBP/ZAR 2040 1050 1087 1880 1884 1028 2000 1088 2010 2104 2288 2234
EUR/ZAR 1707 1080 1088 1035 1848 1800 11755 1732 1804 1R12 2004 1082
ZARIIPY e a3 g.a2 B70 846 800 .74 TR Te e aee are
CHFZAR 1047 1918 17.47 1881 18.77 7. 18.02 1747 1725 17.80 1825 17.80
AUDZAR 1102 1194 1180 1108 1118 1200 1256 1200 1235 1284 1303 1284
GBPUSD 134 128 120 118 120 13 1.23 124 128 1.30 138 1.3a
EURAUSD 112 1.08 102 104 108 1.08 1.07 100 1.18 1.18 120 1.23
USDAIFY 118 130 138 135 133 129 127 124 123 118 115 110
Mote: svernges, Source Investec, lness

The rand breached R17.00/USD on Friday, losing ground over the course of last week
against the US dollar as global economic growth concerns rose, while the dollar moved
back to parity against the euro. The rand is now at virtually the same rate against the USD
as EUR.

That is, the rand is trading at R17.06/USD and R17.06/EUR, with the USD and EUR
essentially valued equally following the dollar's run of strength last week, which
accelerated in particular in the second half of the week on the publication of the US FOMC
minutes.

Against the euro, the rand has seen milder depreciation, but still apparent, as perceived
risk assets such as equites, EM portfolio assets and EM currencies have weakened, along
with commodity prices, as risk aversion has increased in global financial markets.

Economic growth forecasts have become more negative across the board as the risk of
global recession is seen to have risen, while slower global growth is seen as very likely,
particularly on higher interest rates due to inflation concerns.

The global inflation surprise, as the IMF puts it, means global inflation has come out much
higher, and persisted for longer, than was widely expected this year, with the US initially
slow to hike interest rates, along with a number of other advanced economies.



Supply chain constraints have not been overcome, nor have other supply side cost
pressures, and the outlook has weakened, particularly over 2023, as Central Banks focus
on tightening interest rates to avoid broad based inflationary pressures from becoming
entrenched.

However, risk assets focus particularly on growth expectations. Higher global interest
rates, which are intended to slow economic growth, and so demand, materially, have a
negative effect on the expected returns of risk assets, and so on the assets themselves.

The FOMC minutes released in the middle of last week, but for the July meeting, already
showed the FOMC was aware of the weakening in US activity, but also that the focus
remained on controlling inflation, and so a further increase/s in the US rate hike cycle.

The US dollar has consequently strengthened, buoyed also by increased safe haven flows
into the US, weakening the rand against the USD; but there is also an element of outright
rand weakness, which has occurred on investors increasing their switch out of risk assets.

Please scroll down to the second section below
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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While there are some signs that inflationary pressures could moderate by slightly more
than expected in 2022, it is still too soon to be able to be certain. However, fuel prices
have dropped markedly, and food prices are moving in the right direction to support this.

It should still be noted that fuel prices are higher compared to a year ago, which will support
inflation to some extent as the headline measure is based on year on year changes, and
so a collapse in inflation is not likely, just a moderation over H2.22.

While the risk to inflation in the first half of 2022 was to the upside, the risk in the second
half may well prove to be to the downside if international commodity prices maintain their
moderation, which has occurred on slowing global demand.

However, Central Banks are seeking to return inflation to their target ranges/points (official
or unofficial in the case of the US), and so falling inflation on its own will not be enough to
stop the rate hike cycles taking place in many areas of the world.

While falling inflation (disinflation) is certainly a move in the right direction, it is not any
guarantee of inflation targets being met, or of them rapidly being met, and monetary policy
is mostly unanimous globally in calling for inflation rates to see a rapid return to targets.

This is because, Central Banks worry that the longer inflation rates are removed from their
targets, the more difficult it will be to get them back to within the target, as expectations of
high inflation become entrenched by consumers, and the expectations self-fulfilling.

Central Banks consequently are adopting hawkish tones in their communication on
monetary policy to try and adjust expectations on inflation as well, and the FOMC is
expected to strengthen its hawkish tone in the upcoming Jackson Hole meetings.

Financial markets are adjusting to these communications, and data releases, with inflation
expected to fall in H2.22, perhaps even slightly quicker than expected, but not to return to
target by year end, which has heightened market concerns.

Market players worry that Central Banks will be too harsh, hiking interest rates so that
economies slow very sharply, risking, or causing the global economy to fall into recession,
and with the US the world’s largest economy, it has yet to allay these concerns.



@122 Q222 Q322 Q422 Q123 G223 Q323 Q4.

Extreme USD/Rand (sverage) 1521 1558 1400 1380 1370 1360 1340 1330
Up case Reporate (end rate) 425 475 4.00 375 378 375 3.50 3.50
1% SA economic growth rises to 3-5%, then 5-T% Good govemance, growth-creating reforms (structural

constraints eradicated). strong property rights, no nationalisation or expropriation without compensation.
High business confidence and fixed 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. Strang global growth, risk-on, commodity boom. Rapid upgrades of credt ratings. Strong
transition away from fossil fuel usage. s quick transition to renewable energy.

Up case Q1.22 Q222 Q322 Q422 Q123 Q223 Q323 Q423
1% USD/Rand (average) 1521 15.59 15.00 1480 1490 1470 1480 1450
Repo rate (and rate) 4.25 475 4 .50 425 400 4.00 4.25 4.25

Economic growth of 3%, rising confidence and investment levels, structural constreints eroded, global
growth strong, global financial markets risk-on. No nationalisation or expropriation without compensation,
Low domestic inflation on favourabie westher and globsl conditions. rand strength. lower state-controfied
price inflabon on increased private privatisation. Fositve outlooks on credit ratings turm inlo upgrades fucel
consobdation, deb! propctions fall substantinlly. Substential transition lo renewable energy sway from
fossil fuel usage, comprehensive measures (o alleviate cimate change impsact on economy

Q122 0222 Q322 Q422 0123 Q223 0323 Q423

Base USD/Rand (aversge) 152 15.5¢ 18.60 15.80 1580 16.00 1040 1500
case Repo rate (end rate) 425 475 5.50 8.50 8.50 8.50 8.50 8.50
50% Ecenomic growth modest but #is lowards 3 0% y/y over fve years on sufficlent domestic policy support

measures. global financial market risk sentiment is neutrsl to posithve. South Affica in the BB credit rating
category brackel as fscal consobdaton (debt to GDFP stabisation) ocours leading o some positive
outlooks The rand sees mild weskness and inflation is impacted by the course of westher patterns via
food price inflation. Little expropriabion without compensation occurs and has no negstive effect on
®conomy, no nationalisation. A modest transibon to renewable energy and slow move away from fossd fuel
usage occurs and measures 10 alleviste the impact of cimale change on the economy are modestly
implemented. The Russian/Ukraine conflict eases and does nol exacerbate.

G122 Q222 @322 @422 Q123 @223 Q@323 Q423

Lite USD/Rand (average) 15.21 15.5¢ 18.00 17.00 17.50 17860 750 17.70
(domestic) Repo raie (end rate) 425 475 578 878 875 7.25 7.75 B.25

Down The international environment (ingl risk sentiment) is that of the base case South Afnca fals jo see debl
case projections stabiise. falls mio single B (local and foreign cumency) credit ratings from all three agencies.
39% Roecession occurs. Business confidence depressed, significant losd shedding. wesk investmant growth,

civil and political unrest High inflaticn on unfavorable weather conditions, marked rand weakness. Little
transition to renewable energy or measures to alleviate the impact of cimate change. Very limited

expropriation of private sector property without compensation, with some negative impact on the
sconomy. Subsisntial fiscal consolidabon ultimately occurs, preventing ratings falling into the C grades

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q4

Severe  USD/Rend (sverage) 1521 158¢ 17860 1800 1830 1850 1800 16.00
down Repa rate (end rate) 425 475 8.00 7.00 7.50 8.00 8.50 £.00

case Lengthy globsl recession, global financisl crisis — insufficient monetary and other support domastically
% 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 weakness. 54 rated
single B from all three key sgencies. downgrades eventuslly into CCC grade, increased risk of default
Governmaent borrows from increasingly wider scurces, sinks deeper into & debt trap, widespread, severs
senaces load shedding, severe civil and political unrest SA economy in depression. Failure to transition
to renewable energy and to sufficient measures to alleviate the impact of cimate change on the ecanomy.
Note: Event risk begins 03.22. Source: Investec

Lite Down Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

USD/ZAR 1521 1550 1600 1700 1750 1760 1760 1770 1800 17280 1780 17.70
GBP/ZAR 2040 1050 2023 2023 2001 2121 2144 2213 2304 2314 2378 2443
EURIZAR 17.07 1860 17.18 17680 1340 180680 1873 1920 2070 2100 2192 2177
ZARIJPY T85 833 BT 808 7.87 732 .28 T.00 883 oe3 653 o1
CHFZAR 16.47 1815 17.70¢ 1800 18282 1013 1023 1045 1078 1058 1034 1045
AUDZAR 11.02 1114 1171 1100 1261 1320 1330 1338 1404 1388 1373 1381
GBP/USD 1.34 128 1.20 1.18 1.20 12 1.23 125 128 1.30 1.35 138
EURUSD 1.12 1.08 1.02 1.04 1.08 1.08 1.07 1.08 1.15 1.18 1.20 1.23
USDiIPY 118 130 138 138 133 120 127 126 123 118 115 110

Note: averages, Source: Investec, Iress



Severe Down Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 0123 Q223 0323 Q423 0124 Q224 Q324 Q424
USD/ZAR 1521 1559 1750 1800 1830 1850 1860 1900 19030 1040 1930 19.30
GBP/ZAR 2040 1050 2004 2142 2187 2220 2270 2375 2470 2522 2000 2043
EURZAR 1707 1680 41778 1862 1931 19081 1900 2071 2220 2289 2318 2374
ZARNPY 705 833 T80 T84 T24 607 683 661 837 808 508 570
CHFZAR 1847 1815 1842 1915 1088 2011 2044 2088 2121 2132 2121 21.21
AUDZAR 1102 1114 1212 1280 1308 1388 1423 1435 1505 1513 1505 1505
GBRUSD 134 120 120 119 1.20 121 123 128 126 130 135 138
EURUSD 112 108 102 104 108 108 107 108 115 118 120 123
uUspDuPY 118 130 138 138 133 129 127 128 123 118 15 110
MNote: averages, Source: Investec, Iress

Up Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USDIZAR 1521 1550 1500 14900 1460 1470 14060 1450 1490 1500 1450 1450
GBP/ZAR 2040 1950 1705 1773 17.81 17.71 17.80 1813 1007 1950 1058 2001
EUR/ZAR 1707 18080 1525 1542 1572 1558 1582 1581 1714 17.70 1740 17.84
ZARIJPY 785 833 .21 .23 880 878 8.70 868 8.ze 78T 703 7.59
CHFZAR 1847 10415 1579 1585 1802 1598 1804 1503 1837 1048 1583 1503
AUDZAR 1102 1114 1030 1043 1085 1103 1117 10.65 1182 170 1. 11.31
GBFUED 1.34 1.28 120 1.19 1.20 1.21 1.23 125 1.28 1.30 135 1.38
EURUSD 1.12 1.08 1.02 1.04 1.08 1.08 1.07 1.08 115 1.18 1.20 123
USDIJPY 118 130 138 138 133 128 127 128 123 118 115 110
Hote averages, Source: investec. ress

Extrema Up Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 0123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USDVZAR 1521 1559 1400 1380 1370 1380 1340 1330 1310 1310 1200 1280
GBP/IZAR 2040 1950 1878 1642 1837 1830 1642 1683 1877 1703 1742 1788
EUR/ZAR 1707 18680 1423 1428 1445 1442 1434 1450 1507 1548 1548 1574
ZARJPY 785 833 987 988 Q87 940 048 D44 938 @01 s 850
CHFZAR 1847 1815 1474 1488 1473 1478 1473 1482 1440 1440 1418 1407
AUDZAR 1102 1114 070 968 980 1020 1025 1004 1022 1022 1000 908
GBPUSD 124 128 1.20 1.19 .20 121 123 125 128 130 135 138
EURAUSD 112 1.08 1.02 1.04 1.08 1.00 1.07 1.00 1.18 1.18 1.20 1.23
usDiJPyY 116 130 138 138 133 128 127 126 123 118 115 110
MNote: aversges, Source: Investec, Iress




