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Rand note: SOEs and rise in bond yields will erode the opportunity for fiscal
consolidation
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Emerging Markets Carry Return - values 24 October 2022
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Emerging Markets Implied Rates — values 24 October 2022
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The rand weakened today against the key crosses, at R18.39/USD from its close of
R18.05/USD on Friday, R18.03/EUR from Friday’s R17.84/EUR, and R20.81/GBP (after
closing at R20.43/GBP last week) as risk aversion levels rise globally.

Domestic factors are also contributing to rand weakness, particularly the growth negative
effects of Transnet and Eskom’s inability to consistently meet demand for their services,
with no immediate solutions for electricity, rail and port transport seen in 2022 or 2023.

Ahead of the MTBPS (Medium-term Budget Policy Statement) this week Wednesday,
markets have been factoring in likely assistance from the fiscus for both Transnet and
Eskom, which will lower the opportunity for fiscal consolidation and so has undermined
the rand.

Government is expected to absorb at least part of Eskom’s debt onto to its balance sheet
in future, and while markets have been disappointed before at previous budgets (both mini
and the February Budgets), government is expected to give some clarity on its plans this
week.



Transnet will also need substantial state financial assistance as it will be reportedly unable
to operate profitability next year, as insufficient capacity to meet the demand for its
services has eroded its earning capability as has been the case with Eskom.

Both Eskom and Transnet suffer from insufficient repair, maintenance and replacement of
working infrastructure following years of state capture which has decimated the SOE’s
finances, governance capabilities and recently still have seen bulk commodities theft.

That is, Eskom has reported theft of diesel needed to fire its open-cycle gas turbines, and
Transnet has seen the loss of customers’ minerals commodities in transit and replacement
with low grade commodities instead, as the stolen high grade goods are exported.

Finance Minister Enoch Godongwana warns “Transnet presented a facade of an efficient
institution, but now things begin to burst out into the open... If we don’t make an
intervention, we will have another Eskom on our hands.”

Both SOE'’s are vital for the functioning of SA’s economy, with markets reacting negatively
to bad news in the risk averse environment, while the GBP has seen some recent strength
as markets now see an improved fiscal plan versus September’s mini-budget in the UK.

Please scroll down to the second section below
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Local currency long-term sovereign debt credit ratings vs. government gross loan debt as % GDP
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Economic Scenarios: note updated probabilities
Q1.22 Q222 Q3.22 Q422 Q123 Q223 Q3.23 Q4.23

Extreme USD/Rand (average) 15.21 1559 1705 1540 1450 1400 1360 1340
Upcase Repo rate (end rate) 4.25 475 6.25 525 425 375 375 3.50
1% SA economic growth rises to 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 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. 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 Q1.22 Q222 Q3.22 Q422 Q1.23 Q223 Q3.23 Q423
1% USD/Rand (average) 1521 1559 1705 16.00 1530 1500 1470 1460
Repo rate (end rate) 425 4.75 6.25 5.50 4.75 425 425 425

Economic growth of 3%, rising confidence and investment levels, structural constraints eroded, global
growth strong, global financial markets risk-on. No nationalisation or expropriation without compensation.
Low domestic inflation on favourable weather and global conditions, rand strength, lower state-controlled
price inflation on increased private privatisation. Positive outlooks on credit ratings turn into upgrades fiscal
consolidation, debt projections fall substantially. Substantial transition to renewable energy away from
fossil fuel usage, comprehensive measures to alleviate climate change impact on economy.

Q1.22 Q222 Q3.22 Q422 Q1.23 Q223 Q3.23 Q423

Base USD/Rand (average) 15.21 1559 1705 1730 1760 1740 1700 1690
case Repo rate (end rate) 425 475 6.25 7.25 7.25 7.25 6.50 6.50
48% Economic growth modest but lifts towards 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 credit rating
category bracket as fiscal consolidation (debt to GDP stabilisation) occurs leading fo some positive
outiooks. The rand sees mild weakness and inflation is impacted by the course of weather pattems via
food price inflation. Little expropriation without compensation occurs and has no negative effect on
economy, no nationalisation. A modest transition to renewable energy and slow move away from fossil fuel
usage occurs and measures to alleviate the impact of climate change on the economy are modestly
implemented. The Russian/Ukraine conflict eases and does not exacerbate.

Q122 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q423

Lite USD/Rand (average) 15.21 15.59 17.05 17.40 17.70 1780 17.70 17.90
(domestic) Repo rate (end rate) 425 475 6.25 7.50 8.00 8.50 9.00 9.00
Down The international environment (incl. risk sentiment) is that of the base case. South Africa fails o see debt
case projections stabilise, falls into 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 conditions, marked rand weakness. Little
transition to renewable energy or measures to alleviate the impact of climate change. Very limited
expropriation 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 Q3.22 Q422 Q1.23 Q223 Q3.23 Q4.23

Severe  USD/Rand (average) 15.21 1559 1705 1800 1830 1850 1860 19.00
down Repo rate (end rate) 425 4.75 6.25 8.00 9.00 1000 1050 10.50
case Lengthy global recession, global financial crisis — insufficient monetary and other support domestically
1% and internationally. Limited expropriation of private property without compensation with a marked negative

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. Failure to transition to renewable energy and to
sufficient measures to alleviate the impact of climate change on the economy.

Note: Event risk begins Q4.22. Source: Investec

South Africa is a commodity exporter, and substantial fiscal revenue is garnered from
taxation of its commodities sector. Reducing SA’s export capacity due to problems at the
ports and on the rails harms government finances, and negatively affects the economic

outlook.

While good commodity prices earlier in the year boosted state revenues, and high coal
prices persist, insufficient transport capacity has seen an estimated R50 billion loss in tax
revenue for the year to date (Minerals Council) as Transnet cannot meet its full logistical

demand.



Weakened international trade dynamics have also affected the pace of the gains made
earlier in the year for government revenue, but are expected to still enable further debt
stabilisation, and there is scope for some mild lowering in SA’s debt to GDP projections.

For the MTBPS itself this week, strong tax receipts earlier in the year are expected to lift
revenues and aid some fiscal consolidation, along with high inflation rates, and so on a
credit rating front, no downgrades are expected this year.

However, SA’s debt and fiscal deficit ratios will improve in the current fiscal year mainly
due to the deflationary effect of a higher nominal GDP. But the risk of global recession
could impact the March quarter of the current fiscal year, a risk for the 2023/2024 fiscal
year as well.

The rating agencies will worry about the growth outlook, particularly as SOEs fail to
support demand for their services in full, limiting the pace of economic growth, and so
employment in the private sector.

The rand has also weakened as investors have increasingly factored in the chance of
recession next year, with Bloomberg recently showing that the % of investors expecting
recession has now risen to 100%, increasing risk aversion in global financial markets.

South Africa also continues to see a score of risks from the external environment, including
ongoing monetary policy tightening in advanced economies, which is driving rising
domestic borrowing costs, while high inflation also adds to the pressure on bond yields.

Higher borrowing costs increase state expenditure, which will also erode the opportunity
for fiscal consolidation, and so place pressure on the rand. The MTBPS could overall
prove credit neutral this week, but is unlikely to bring major respite for the rand.

Lite Down Case: Exchange Rate forecasts

2022 2023 2024
Q122 0222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Qa4
USDZAR 1521 1559 1705 1740 1770 1780 1770 1790 1810 1820 1820 18.00
GBP/ZAR 2040 1959 2006 1784 1805 1878 1929 2023 2136 2275 2402 2484
EURZAR 1707 1660 1716 1705 1788 1860 1894 1951 2027 2093 2148 2214
ZARNPY 765 833 812 816 785 767 754 732 707 659 632 6n1n
CHFZAR 1647 1616 1764 1722 1805 1869 1875 1885 1946 2000 2000 1978
AUDZAR 1102 1114 1165 1148 1212 1273 1310 1360 1412 1420 1420 1404
GBPUSD 134 126 118 103 102 106 109 113 118 125 132 138
EURUSD 112 106 101 098 101 105 107 109 112 115 118 123
USDWPY 116 130 138 142 139 137 134 131 12286 120 115 110
Note: averages, Source: Investec, Iress
Severe Down Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Qe 24
USD/ZAR 1521 1559 1705 1800 1830 1850 1860 1900 1930 1940 1930 1930
GBP/ZAR 2040 1959 2006 1845 1867 1952 2027 2147 2277 2425 2548 2663
EURZZAR 1707 1660 1716 1764 1848 1933 1990 2071 2162 2231 2277 2374
ZARJPY 765 833 812 789 760 738 718 689 663 619 59 570
CHFZAR 1647 1616 1764 1782 1866 1943 1971 2001 2075 2132 2121 2121
AUDZAR 1102 1114 1165 1188 1254 1323 1376 1444 1505 1513 1505 1505
GBPUSD 134 126 118 103 102 106 109 113 118 125 132 138
EURUSD 112 106 101 098 101 105 107 109 112 115 118 123
USDUPY 116 130 138 142 139 137 134 131 128 120 115 110

Note: averages, Source: Investec, lress



Up Case: Exchange Rate forecasts
2022

Q122 Q222 Q322 Q422
USD/ZAR 1521 1559 1705 16.00
GBP/ZAR 2040 1959 2006 1640
EURZZAR 1707 1660 1716 1568
ZARJPY 765 833 812 888
CHFZAR 1647 1616 1764 1584
AUDZAR 1102 1114 1165 1056
GBPUSD 134 126 118 103
EURUSD 112 106 101 098
USDWPY 116 130 138 142
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Q122 Q222 Q322 Q422
USD/ZAR 1521 1559 1705 1540
GBP/ZAR 2040 1959 2006 1579
EURZAR 1707 1660 1716 1509
ZARJPY 765 833 812 922
CHFZAR 1647 1616 1764 1524
AUDZAR 1102 1114 1165 1016
GBPUSD 134 126 118 103
EURUSD 112 106 101 098
USDUPY 116 130 138 142
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Q122 Q222 Q322 Q422
USDZAR 1521 1559 1705 1730
GBP/ZAR 2040 1959 2006 1773
EURZAR 1707 1660 1716 1695
ZARNJPY 765 833 812 82
CHFZAR 1647 1616 1764 1712
AUDZAR 1102 1114 1165 1142
GBPUSD 134 126 118 103
EURUSD 112 106 101 098
USDWPY 116 130 138 142

Q123
1530
1561
1545
908
15.60
1048

1.02
101
139

Q1.23
1450
1479
1465
959
1479
993
1.02
1.01
139

Q123
17.60
17.95
17.78
7.90
17.95
12.06

1.02
101
139

Q223
15.00
1583
1568
910
1575
1073
1.06
1.05

137

Q223
14.00
1477
1463
975
1470
10.01
1.06
105
137

Q223
17.40
18.36
18.18
784
1827
1244
1.06
105
137

Q323
1470
16.02
1573
9.08
1557
1088

109
1.07
134

Q323
13.60
1482
1455
982
1441
10.06
109
107

134

Q323
17.00
1853
18.19
785
18.01
1258
1.09
107
134

2024
Q423 Q124 Q224 Q324 Q424
1460 1450 1490 1500 1450
1650 1711 1863 1980 20.01
1591 1624 1714 1770 1784
897 883 805 767 759
1538 1559 1637 1648 1593
1110 1131 1162 1170 1131
113 118 125 132 138
109 112 115 118 123
131 128 120 115 110
Note averages, Source: Investec, Iress

2024
Q423 Q124 Q224 Q324 Q424
1340 1330 1310 1310 1290
1514 1569 1638 1729 1780
1461 1490 1507 1546 1587
978 962 916 878 853
1411 1430 1440 1440 1418
1018 1037 1022 1022 1006
113 118 125 132 138
109 112 115 118 123
131 128 120 115 110
Note: averages, Source: Investec, iress

2024
Q423 Q124 Q224 Q324 Q424
1690 1670 1720 1770 1720
1910 1971 2150 2336 2374
1842 1870 1978 2089 2116
775 766 698 650 640
1780 1796 1890 1945 1890
1284 1303 1342 1381 1342
113 118 125 132 138
109 112 115 118 123
131 128 120 115 110
Note: averages, Source: Investec, Iress



