™
qj l nve Stec Qwt af the Ordinary

SA Economics

Monday 6 June 2022

Rand note: the rand strengthens as key incoming data on the global economy allays
immediate concerns
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Emerging Markets Implied Volatilities — values 6 June 2022
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Emerging Markets Carry Return — values 6 June 2022
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Emerging Markets Interest Return — values 6 June 2022
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The rand has strengthened in June, after May’s sharp run weaker, with the domestic
currency at R15.31/USD today, from an average of R15.89/USD over May, and a high of
R16.37/USD. Global financial markets subsequently saw risk aversion lesson from mid-
May onwards.

USD strength has subsided somewhat, but the rand has also gained against the Euro, at
R16.41/EUR today, from an average of R16.80/EUR over May, and a high of R17.18/EUR
in that month. The euro reached 1.08 in June against the US dollar, from its 1.06 May
average.

The rand has also gained against the other crosses too, and is now at R19.21/GBP, from
May’s average of R19.79/GBP and high of R20.12/GBP. Markets have calmed after
episodes of marked risk-off that were driven by fears of a very rapid US rate hike cycle.



Market expectations for US rate hikes have cooled, with a 50bp hike expected on the 15"
of this month, and another next month on the 27" for the Fed funds target rate, although
after that markets still expect another 100bp by year end.

Markets cheered recently as well on the inflation front as OPEC+ agreed to increase
production significantly over the next two months, potentially to the point which overcomes
the shortages in the energy market caused by the sanctions against Russia.

Saudi Arabia has led the agreement, which is a move away from its controlled supply
policy of the past few years. The eurozone has already seen producer price inflation at a
record high in April of 37.2% y/y (March 36.8% y/y), driven by food and beverage prices.

In the US, higher than consensus jobs numbers on Friday (at 390 000 versus expectations
of 318 000) saw some recession fears recede, while the unemployment rate remained at
3.6% (consensus) providing the outcome that gave markets some reassurance.

The Bureau of Labor Statistics reported 80 000 jobs were created in the US’s hospitality
and leisure sectors, while professional and business sectors added 75 000 and
transportation and warehousing 47 000, while retailers shed a reported 61 000.

With the jobs numbers fairly broad based, evidencing continued strength of the US
economy, while US inflation excluding food and energy is expected to dip this week from
6.2% yly to 5.9% yly for May, markets are seeing the combined outcomes as positive.

Please scroll down to the second section below
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Energy costs have also been bolstered by seasonal maintenance of refineries, and
OPEC+ noted at its recent meeting that refinery capacity is now expected to increase,
while also highlighting the importance of a stable, balanced oil market.

Markets has been worrying over the last six weeks that the FOMC could misfire in its
monetary policy, failing either to curb inflation, or prevent recession, or both, but the latest
data from the US is seen to provide some reassurance against this.

The OPEC+ supply easing is not expected to solve either the energy or the inflation crises,
while the production increase is being brought forward from September into July and
August, and there is no indication of further supply increase from September.

However, markets have seized on the various recent small positives, providing a respite
from the risk-off environment which has been prevailing over most of Q2.22 to date, but
this does not mean that markets’ risk aversion will not rise again this quarter, or next.

The ECB has highlighted that price pressures are becoming broad based, and warned
that inflation is too high, with an end to its negative real interest and monetary stimulus
(via its bond-buying) seen sooner rather than later.

ECB Governor, Christine Lagarde, has said the ECB will raise interest rates in July, with
monetary stimulus from QE ending in Q3.22, and the potential of a 50bp hike from the
ECB next month. The ECB’s June meeting is expected to give further insights.

In South Africa, PPI inflation is in double digits, and CPI inflation at the upper limit of the
target range, at 5.9% yly, with the rand benefitting from the lower SA rates of inflation than
those in the US from a PPP (Purchasing Power Parity) value.

The rand’s PPP value against the US dollar is closer to R10.00/USD than R15.00/USD,
with the domestic currency today running stronger towards R15.00/USD. However,
R15.00/USD is a key resistance level which will likely prove hard to sustainably breach.

The domestic currency has also gained on China’s reopening as its COVID-19 cases
decline, further assisting in causing market fears of recession to recede, with the world’s
second largest economy freeing up restrictions on economic activity.



Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q4.3

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% Impact of Covid-19 very rapidly resolved - economic growth of 3-5%, then 5-7% for SA. Good governance,
growth-creating reforms (structural constraints overcome), strengthening of property rights - individuals
obtain title deeds in EWC - no other EW or nationakisation. High business confidence and fixed investment
growth, substantial FDI, strong fiscal consolidation (state debt falls 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. Stabiisation of credit ratings, then upgrades
Up case 0122 Q222 Q322 Q422 Q123 Q223 Q323 Q423
4% USD/Rand (average) 1521 1450 1500 1490 1490 1470 1460 1450
Repo rate (end rate) 425 400 400 400 400 400 425 425
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 imited impact of
expropriation without compensation) 1o abandoned, labour tenants’ and government land (individuals are
new owners and receive titie deeds) does not have a negative effect on economy - no nationalisation. Low
domestic inflation on favourable weather conditions, rand strength reduction in state-controlied price
inflation on increased private privatisation.
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q43
Base USD/Rand (average) 1521 1560 1580 1540 1520 1560 1600 1550
case Repo rate (end rate) 425 475 500 5.00 525 550 575 575
50% Recovery from the sharp global economic slowdown 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 imited and does not have a negative impact on the
economy or on market sentiment. SA remains in the BB category rating bracket fiscal consolidation (debt
1o GDP stabiisation) occurs. Civil and political unrest wanes. Inflation impacted by normal course of
weather patterns via food price inflation and rand, with modest transition 10 renewable energy and slow
move away from fossil fuel usage, measures 1o alleviate impact of cimate change on economy are
modestly implemented.
Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423
Lite USD/Rand (average) 1521 1600 1665 1690 1700 1750 1760 1750
(domestic) Repo rate (end rate) 425 500 525 550 575 600 625 6.50
Down The international environment (incl. risk sentiment) is that of the base case. South Africa fails o see its
case debl projections stabiiise 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
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 Q123 Q223 Q323 Q43
Severe  USD/Rand (average) 1521 1680 1750 1800 1850 1870 1920 1955
down Repo rate (end rate) 425 525 575 625 650 7.00 750 175
case Lengthy global recession, giobal financial crisis — insufficient monetary and other policy supports 10 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 nsk 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
Lite Down Case: Exchange Rate forecasts
2022 2023 2024
Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q422 Q124 Q224 Q324 Q424
USD/ZAR 1521 1600 1665 1690 1700 1750 1760 1750 1720 1700 1680 17.00
GBP/ZAR 2040 2014 2106 2180 2236 2354 2394 2389 2408 2431 2436 2482
EUR/ZAR 1707 1700 1782 1842 1887 1978 2006 2004 2030 2040 2066 2125
ZARIJPY 765 797 754 734 718 6.89 6.82 6.86 686 676 6.55 6.29
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 1.26 127 129 1.32 1.35 1.36 1.37 1.40 143 145 1.46
EURUSD 1.12 1.06 1.07 1.09 i1 113 1.14 115 1.18 1.20 123 125
USDIPY 116 127 126 124 122 121 120 120 118 115 110 107

Note: averages, Source: Investec, Iress
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15.00
18.98
16.05
837
1543
11.03
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14.90
1922
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832
1532
1125
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Q1.22
1521
20.40
17.07
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16.47
11.02
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116

Q2.22
14.00
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1487
9.10
14.42
10.03
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13.80
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14.77
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1420
10.14
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9.05
14.09
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USD/PY

Q1.22
1521
20.40
17.07
765
16.47
11.02
134
112
116

Q222
16.80
21.15
17.85
759
17.30
12.04
126
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Q3.22
17.50
2214
18.73
717
18.00
12.86
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1.07
126

Q4.22
18.00
23.22
1962
6.89
18.51
13.59
129
1.09
124

Q1.23
14.90
1959
16.54
8.19
1538
1147
1.32
i
122
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Q1.23
18.50
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11
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Q223
14.70
19.77
16.61
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1524
1161
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113
121

Q323
14.60
19.86
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822
1513
11.68
1.36
1.14
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2023

Q223
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1389
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1.35
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18.09
15.16
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13.78
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2023

Q223
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2515
2113
6.44
19.39
1477
135
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Q323
19.20
26.11
21.89
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19.90
15.36
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120

Q4.22
1450
19.79
16.60
828
15.09
11.60
137
1.15
120

Q1.24
1450
20.30
171
814
1559
11.31
1.40
1.18
118

2024

Q224
14.40
2059
17.28
799
15.82
123
143
1.20
115

Q324
14.40
2088
17.71
764
1582
1123
145
123
110

Q4.24
14.30
2088
17.88
748
15.71
11.15
1.46
125
107

Note averages, Source: Investec, Iress
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1230
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Note: averages, Source: Investec, Iress
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Note: averages, Source: Investec, lress







