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Rand note: rand runs towards forecasts for Q2.22 and Q3.22, but retains high risk of
greater weakness



Economic Scenarios: note updated forecasts, scenarios
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USD/Rand (average) 1521 1400 1380 1370 1360 1340 1330 13.10
Repo rate (end rate) 425 475 4.00 375 375 375 350 350
SA economic growth rises to 3-5%, then 5-7%. Good governance, growth-creating reforms (structural
constraints overcome), 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.

0122 Q222 Q322 Q422 Q123 Q223 Q323 Q423

USD/Rand (average) 1521 1450 15.00 1490 1490 1470 1460 1450

Repo rate (end rate) 425 475 450 425 400 400 425 425

ing economic growth, rising confidence and investment levels, structural constraints eroded,

global growth strong, global financial markets risk-on. Positive outiooks on credit ratings tum info upgrades

fiscal consobdation, debl projections fall substantially. No nationalisation or expropriation without

compensation. Low domestic inflation on favourable weather conditions, rand strength, reduction in state-

controlled price inflation on increased private privatisation. Substantial transition to renewable energy away
from fossil fuel usage, comprehensive measures to alleviate climate change impact on economy.

Q122 Q222 Q322 Q422 Q123 Q223 Q3.23 Q423
USD/Rand (average) 1521 1560 1580 1540 1520 1560 1600 1550
Repo rate (end rate) 425 475 5.50 575 6.00 600 625 625
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 Afica_in the BE credit rating
calegory bracket as fiscal consolidation (debt to GDP stabiisation) occurs leading o 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 siow move away from fossil fuel
wm“mh%ﬂwimdeﬁubdmmhmmm
implemented. The Russian/Ukraine conflict eases and does not exacerbate.

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
USD/Rand (average) 1521 1600 1665 1690 1700 1750 1760 1750

(M)Reporae(ename) 425 475 S$.75 6.25 6.75 728 775 825
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environment (incl. risk sentiment) is that of the base case. South Africa fads o see debt
projections stabilise, falls into single B (local and foreign currency) credit ratings from all three agencies
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 Q322 Q422 Q123 Q223 Q323 Q423

USD/Rand (average) 1521 1680 1750 1800 1850 1900 1975 2050
Repo rate (end rate) 425 475 6.00 6.75 7.50 800 850 900
Lengthy global recession, global financial crisis — insufficient monetary and other support domestically
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 defauit
Government borrows from increasingly wider sources, sinks deeper into a debt trap, widespread, severe
services load shedding, severe civil and political unrest. SA economy in depression. Failure to transition
1o renewable energy and to sufficient measures to alleviate the impact of climate change on the economy.

Note: Event risk begins Q3.22. Source: Investec
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Total Regional Portfolio Flows (Equity and Debt)
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Expected Case. Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Qa4
USDZAR 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
ZARIIPY 765 817 704 805 765 817 794 805 765 817 794 805
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 134 126 127 120 132 135 136 137 140 143 145 146
EURUSD 112 106 107 1090 111 113 114 115 118 120 123 125
uUsSoOuUPY 116 127 126 124 122 121 120 120 118 115 110 107
Note: averages, Source: Investec, lress

With the rand averaging R15.59/USD so far this quarter, and only four readings left, the
domestic currency is likely to attain its forecast (average) rate for Q2.22, while it is now
tracking towards R15.80/USD, its Q3.22 forecast.

However, Q3.22 is still at risk of marked volatility, despite some recent strength in the
rand. While the domestic currency reached R15.77/USD today, before being rebuffed
back towards R15.90/USD, it has yet to sustainably breach the R15.80/USD resistance
level.

The rand has gained from its geographical distance from the Russian/Ukraine conflict, and
from Europe in general, as well as from portfolio disinvestment from China, with China
seen as aligned with Russia, and having increased imports of Russian energy
commodities.

China has led EM non-resident portfolio outflows since the Russian/Ukraine war, while
overall foreigners have been net disinvestors from EM portfolio assets, as higher interest
rates (particularly in the US) and high inflation globally has driven recession fears and risk
aversion.

By the end of May, there was some evidence that the outflows had lessened, but investor
sentiment has been volatile, and the volatility is likely to continue for emerging markets
this quarter and next; and increased risk of US recession will heighten this.



While the US monetary policy committee has been very positive about the strength of the
US economy, it is increasingly believed that a marked slowdown, and weakness in the
labour market is needed to bring inflation sustainably back to the FOMC'’s goal of around
2.0%.

The Fed has yet to show notable concerns on the strength of the labour market and US
economy, but markets are a lot less sanguine, which has driven risk aversion sentiment
and so the weakness in risk assets, particularly those of EMs’ and their currencies.

Signs of an extensive slowing in the US economy are likely in H2.22, which should limit
US interest rate hikes, while the global economy is also expected to slow, causing interest
rate hike expectations to likely be scaled back in other key advanced economies too.

While initially positive for the rand, which would likely see further weakness if the US
continued to deliver large interest rate hikes this year and next, the domestic currency will
also remain volatile, and at risk of particular weakness on global recession.

Please scroll down to the second section below

Emerging Markets Implied Volatilities — values 27 June 2022
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Emerging Markets Carry Return — values 27 June 2022
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Rand vs Economist’'s metals commodity price index
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Economist’'s commodity indices
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Emerging Markets currency depreciation (-) %, appreciation (+) %

yly % change 3 January to 27 June 2022
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With the Russian/Ukraine war showing no signs of drawing to a close, and instead
sanctions intensifying further against Russia from the West, high inflation, and weaker
global growth is still the most likely characterisation for this year.

The G7 group of key economies, US, UK, Canada, France, Germany, Japan, Italy (and
so the EU in general), have agreed to “align and expand targeted sanctions to further
restrict Russia’s access to key industrial inputs, services and technologies”.

Food supply remains a concern globally. The G7 has now agreed that Russians deemed
responsible for war crimes against the Ukraine, and those increasing “global food
insecurity” by “stealing and exporting Ukrainian grain” would be targeted individually with
sanctions.



Nato has said it expects that Russia could pause its offensive in H2.22 to redeploy troops
and refresh supplies and forces, but continue its onslaught into next year and beyond. The
G7 is also discussing a cap on the oil price for Russia and sanctions on gold exports.

With a lengthy war in the Ukraine of many years expected by Nato, the US will find it hard
to collapse its inflation on the impact on food and fuel prices, and will likely either need to
live with higher inflation or a substantially weaker jobs market which may necessitate
recession.

However, the FOMC is unlikely to wittingly drive the US into a severe recession, even a
substantial slowdown in growth is likely to cool its appetite for severe interest rate hikes,
although a technical recession of couple of quarters contraction may be unavoidable.

Increasing the burden of sanctions on Russia increases the strain on economic activity
globally, but the G7 are likely to continue to heavily support Russia this year and next,
while Russia itself is now not expected to back out of its invasion of the Ukraine any time
soon.

The rand appears to have consolidated around R15.90/USD today, and could see further
near term strength, but longer-term the domestic currency is at risk of material weakness
as the global economy slows, if not falling into outright recession, which will exacerbate
risk-off.

In SA, high inflation aids the run-down of nominal debt, if accompanied by robust nominal
inflation led GDP, with lower fiscal debt and deficits, both actual and projected, positive
for the domestic currency. However, well above inflation wage demands seek to eat up
the gains.
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2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Qe 24
USD/ZAR 1521 1680 1750 1800 1850 1870 1920 1955 1970 1990 2020 2040
GBP/ZAR 2040 2115 2214 2322 2433 2515 2611 2669 2758 2846 2929 2978
EUR/ZAR 1707 1785 1873 1962 2054 2113 2189 2238 2325 2388 2485 255
ZARIJPY 765 759 7TA7 689 659 644 625 614 599 578 545 525
CHFZAR 1647 1730 1800 1851 1910 1939 1990 2035 2118 2187 220 24
AUDZAR 1102 1204 1286 1359 1425 1477 1536 1564 1537 1552 1576 159
GBPUSD 134 126 127 129 132 135 136 137 140 143 145 146
EVRUSD 112 106 107 109 m 113 14 115 118 120 123 125
USDIJPY 116 127 126 124 122 121 120 120 118 115 110 107
Note: averages, Source: Investec, lress
Lite Down Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Qe 24
USD/ZAR 1521 1600 1665 1690 1700 1750 1760 1750 1720 1700 1680 1700
GBP/ZAR 2040 2014 2106 2180 2236 2354 2394 2389 2408 2431 2436 2482
EURZAR 1707 1700 1782 1842 1887 1978 2006 2004 2030 2040 2066 2125
ZARIIPY 765 797 754 734 718 689 682 686 686 676 655 629
CHFZAR 1647 1648 1713 1738 1755 1814 1824 1822 1849 1868 1846 1868
AUDZAR 1102 1147 1224 1276 1309 1383 1408 1400 1342 1326 1310 1326
GBPUSD 134 126 127 129 132 135 136 137 140 143 145 146
EURVUSD 112 106 107 109 m 113 1.4 1.15 118 120 123 125
USOIPY 116 127 126 124 122 121 120 120 118 115 110 107

Note: averages, Source: Investec, Iress



Long-term trend of the rand
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Extreme Up Case: Rate forecasts
E:nr.hngu 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Qe24
USD/ZAR 1521 1400 1380 1370 1360 1340 1330 1310 129 1280 1260 1230
GBP/ZAR 2040 1762 1746 1767 1788 1802 1809 1788 1806 1830 1827 179
EUR/ZAR 1707 1487 1477 1493 1510 1514 1516 1500 1522 1536 1550 1538
ZARIJPY 765 910 909 905 897 899 902 916 915 898 873 810
CHFZAR 1647 1442 1420 1409 1404 1389 1378 1364 1387 1407 1385 1352
AUDZAR 1102 1003 1014 1034 1047 1059 1064 1048 1006 998 983 95
GBPUSD 134 126 127 129 132 135 1.36 137 140 143 145 146
EUVRUSD 112 106 107 109 111 113 114 115 118 120 123 125
UsSoOuPY 116 127 126 124 122 121 120 120 118 115 110 107
Note: averages, Source: Investec, lress
Up Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Q24
USD/ZAR 1521 1450 1500 1490 1490 1470 1460 1450 1450 1440 1440 1430
GBP/ZAR 2040 1825 1898 1922 1959 1977 1986 1979 2030 2059 2088 2088
EURZAR 1707 1540 1605 1624 1654 1661 1664 1660 1711 1728 1771 1788
ZARJPY 765 879 837 832 819 820 822 828 8w 19 764 748
CHFZAR 1647 1493 1543 1532 1538 1524 1513 1509 1559 1582 1582 151
AUDZAR 1102 1039 1103 1125 1147 1161 1168 1160 1131 1123 1123 1115
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
USOPY 116 127 126 124 122 121 120 120 118 115 110 107

Note averages, Source: Investec, lress




