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Tactical view:

Keep it simple; keep an eye on
the DXY and EURUSD.

Above 98 (DXY) or below 1.11,
risk-off ZAR weakness. Below
95 (DXY) or above 1.14, risk-on
ZAR strength.

Strategic view:

Tighter global financial
conditions and global USD
shortages, coupled with policy
uncertainty and a low-growth
environment, would be
negative for carry trades,
leaving downside risks to the
rand intact.
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RAND: THE FED CAN BE YOUR FRIEND (OR FOE)

Our rand view remains unchanged — however, as Keynes said “When the facts change, | change my mind”, as such
there a number of upside and downside risks on the horizon that may (or not) require us to revaluate our forecasts
and trading range. Our view that the rand is likely to trade within the 14.00-14.50 range has been successful so far
as we have been selling into the rand strength close to R14.00, and would buy into weakness as it approaches R14.50.

From a currency perspective: for now our base case remains- the rand is likely to trade within the R14.00-R14.50
range in the near-term as investors are likely to asses: (1) incoming data prints both locally and globally will provide
investors/policy markets of the severity of the current slowdown in local/global growth which will guide or further
enforce global central bank’s policy decisions (dovish tone) (2) We expect Moody’s to keep its credit rating
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unchanged however we do believe that there is a possibility they change the outlook from “neutral” to “negative”
and notably (3) all eyes will be on the Federal Reserve policy meeting (20 March) — we believe this is an important
meeting for the outlook for risk-assets. We expect the Fed to keep interest rates unchanged however market
participants have already discounted this into the price of riskier assets since the start of this year after the Fed
surprised markets with its dovish pivot and amid low inflation/softer economic growth. Notably, in recent months
there has been a growing consensus within the Fed (FOMC speeches and published research) that “quantitative
tightening” or the reduction of its balance sheet tightened financial conditions considerably last year. As such should
the Fed announce a plan to end “quantitative tightening” ahead of schedule this will certainly be positive for risk-
assets as the contraction in global $-Liquidity would slowdown, resulting in easier financial conditions which
would support riskier assets like the rand.

“Keeping it simple”: There are many economic/financial variables that influence movement in the rand at various
stages in the economic cycle, but the single most important macroeconomic variable that influences movement in
the rand and other risky assets is the USD, according to our studies, as it remains the reserve currency of the world
and lubricates global financial markets (carry trade).

If the USD (DXY Index) breaks below 95 or the EURUSD breaks above 1.14 on a sustained basis, it would signal that
financial conditions are becoming easier than the market expects, and in this scenario (amid a lack of local exogenous
shocks), the rand is likely to strengthen close to R14.00, with the risk of further strength towards R13.80. If the USD
(DXY Index) breaks above 98 or the EURUSD breaks below 1.11 on a sustained basis, it would signal that financial
conditions are tightening more than the market expects, and in this scenario, the rand is likely to weaken close to
R14.50, with the risk of further weakness towards R15.00 and above.

As we write, the EM/ZAR carry trade is losing momentum, and a liquidity injection is needed to either ease
financial conditions materially or boost investor risk appetite (Chart 2); hence, the next couple of weeks will be
crucial.

At this point, we are closely monitoring the R14.50 level. If the USDZAR remains above this level over the next two
weeks, there is a chance it could extend to 14.90, with the possibility of extending to 15.00 and above. If the R14.50
level holds, we will consolidate below this level over the next two weeks, and the rand could retrace to close to
R14.20 For a technical perspective, please refer to “Technical FX Strateqy: The EM currency bull trend since 3Q18 is
over”.

Chart 1: Spot vs our financial fair value model on the
rand, based on a range of financial market variables

Chart 2: ZAR carry trade is running out of steam —a
liquidity injection is needed soon
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FX VOL CURVES — STEEPENING

FX volatility towards the long end has risen, but market expectations of higher FX volatility prevail at the short end of the vol curve
ahead of domestic risks, i.e., local elections, Eskom and as Moody’s is due to give a credit rating decision in the coming weeks (by
29 March). The options market’s forecast for the USDZAR remains more bearish than Bloomberg consensus expectations:

®=  On a three-month view, the options market suggests a one standard deviation trading range for the USDZAR of R13.15-15.87
(see Chart 3).

®=  Onasix-month view, the probability is skewed towards weakness, as one would expect, with the implied probability distribution
suggesting a one standard deviation range of R12.84-16.44 (see Chart 4).

Chart 3: 3m implied probability distribution vs forecast Chart 4: 6m implied probability distribution vs forecast
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Chart 5: USDZAR implied volatility Chart 6: ATM USDZAR implied volatility cone
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Chart 7: EM currency valuations from a PPP fundamental perspective

Chart 8: EM currency valuations from a carry-trade perspective
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Chart 9: YTD EM currency performance vs USD
CNY JPY KRW TRY MXN RUB THB INR AUD BRL GBP EUR CAD ZAR usb
CNY 3.798 4.201 5.723 0.523 -3.505 0.404 2.913 2.128 0.691 0.000 3.804 1.014 2.545 2.504
JPY -3.660 -0.274 -2.052 3.140 3.219 1.057 1.517 3.268 4.120 -0.199 3.489 0.978 1.449
KRW -4.839 0.103 -1.920 3.525 3.001 1.259 1.726 3.609 4.429 0.028 3.855 1.067 1.656
TRY -5.022 2.666 1.945 5.542 6.416 3.298 2.640 4.535 6.484 2.290 5.208 3.405 3.791
MXN -0.773 -2.793 -3.446 -5.272 4.462 0.990 -1.418 -1.617 0.079 0.942 -3.339 0.311 -2.025 -1.675
RUB 3.647 -7.272 -7.546 -8.640 -4.245 -3.399 -6.029 -5.944 -4.189 -3.428 -7.330 -3.983 -5.788 -5.523
THB -0.423 -3.944 -2.778 -6.071 -0.843 3.586 -1.689 -1.385 -0.759 0.769 -3.678 -0.551 -3.280 -2.085
INR -2.827 -1.168 -1.251 -2.836 1.530 6.303 1.731 0.773 1.846 3.274 -1.041 1.890 -0.648 0.393
AUD -2.058 -1.471 -1.728 -3.015 1.667 6.404 1.294 0.000 1.695 2.583 -1.538 1.942 -0.404 -0.064
BRL -0.694 -3.221 -3.499 -4.772 -0.253 4.381 0.761 -1.566 -1.728 0.847 -3.239 0.218 -2.142 -1.814
GBP 0.204 -3.960 -4.244 -6.074 -0.754 3.571 -0.116 -1.786 -2.533 -0.743 -4.228 -0.609 -2.925 -2.601
EUR 3.662 0094 -0140 -2212 338 7043 2828 1761 1575  3.394 4251 3561 1149 1512
CAD -0.982 -3.372 -3.704 -4.969 -0.289 4.131 0.541 -1.539 -1.924 -0.228 0.569 -3.439 -2.313 -1.973
ZAR -2.894 -1.148 -1.435 -3.361 2.158 6.147 2.619 0.585 -0.254 1.926 2.855 -1.287 2.074 0.041
usb -2.442 -1.416 -1.769 -2.647 1.713 6.276 2.571 0.189 0.057 1.825 2.659 -1.493 2.018 -0.360
Source: Bloomberg
Chart 10: Correlation matrix — Markets vs FX Chart 11: Correlation matrix — Commodities vs currencies
VIX SPX US USTIPS SA10yr TOP40 EMFX DMFX MXN AUD CAD ZAR Gold Plat Pall Ironore Copper T-Coal Brent BRL AUD CAD ZAR EMFX
VIX -81% -41% -28%  18% -30% -27% -13% 21% -23% 23% 2% Gold 37% 9% 2% 1% 12% -2% A% -42%
SPX -81% 4% 6% -16% 34% 32% 20% -26% 3% -27% -33% Plat -1% 5% 1% 28% -24% -46%  -50%
US 10yr -41% 4% 0% 17% 10% -6% -6% 0% -10% -10% Pall 37% -6% 7% 5% 28% -14% 3% -31% -34%  35%
USTIPS -28%  26% % 8% 1% -12% 3% -13% 4% 1% Ironore 9% 1% -6% 2% -1% 7% 4% 4% -10% 2% 3%
sAloyr | 18% -16% 0% %% 6% -61% 4% 3% 3% 29% 6% Copper % S T % 0% 1% 6% 5% 3% -10% 2%
TOPAO  -30% 3% 1% 8% -26% Wh W% % 3% 0% -26% T-Coal Vo 1% 5% 1% 10% 4% 5% 3% 1% 5% 3%
EMFX 2% 3% 10% 1% -61% 2% % -67%| 6% -49% -82% Brent 2% 28% 2% -T% 3% 4% 6% 19% -36% -17%  13%
DM FX 3% 20% 6% -12% 4% 2%  -T% 6% 17% 1% 6% BRL 2% -24% -14%  -4% 6% -5% -6% -25%  20%  31% -42%
MXN A% -26% 6% 3% 3% %% 6% 6% 4% 4% 55% AUD 3% 4% Sk 3% 1% d
AUD 2% 3% 0% -13% -34% 31% 64% 17% -41% -61%  -61% CAD A% -A6% 316 -10% 3% 1% -36%
CAD 8% 2% -10% 4% 9% 2% A% 1% 4% -61% 50% AR AX6 0% 4% 26 0% 5% -17%
AR % 3% 0% 1% 6% 8% 6% 55% -61%| 50% EMFX S5 3% 2% 3% 13%

Source: Bloomberg, YTD
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Key forecasts and target values

Target values (period-end) Broad trading range
3m 6m 12m Year-end High Low

Fed funds 2.50 2.75 2.75 2.75 2.50 2.75
US 10-year bond yield 2.80 3.00 2.80 2.80 2.30 3.20
Repo rate 6.75 6.75 7.00 7.00 6.75 7.00
SA 10-year bond yield 9.20 9.50 9.40 9.40 8.60 9.70
R208 (%) 7.00 7.10 7.20 7.20 6.90 7.40
R186 (%) 8.90 9.20 9.10 9.10 8.30 9.40
R2048 (%) 10.00 10.20 10.30 10.30 9.50 10.50
EURUSD 1,12 1,10 1,14 1,14 1,14 1,10
USDZAR 14,10 14,50 14,10 14,10 14,50 14,10
EURZAR 15,79 15,95 16,07 16,07 16,07 15,79
GBPZAR 17,80 18.10 17.90 17.90 17,80 17,80
AUDZAR 9,90 10,15 10.00 10.00 10,15 9,90
A Global $-Liquidity © NA NA N - -
Nedbank CIB Markets Research/Nedbank Group Economics

1Q19 2Q19 3Q19 4Q19 2019 Ave 2020 Ave
SA headline CPI 4.40 5.00 5.30 5.30 5.00 5.10
SA core inflation 4.40 4.40 4.40 4.40 4.50 4.50
SA GDP 1.60 1.70 2.10 2.30 1,3 1,8
Current account as a % of GDP -3,4 -3,5
South African Reserve Bank

1Q19 2Q19 3Q19 4Q19 2019 Ave 2020 Ave
SA headline CPI 4.60 4.70 4.80 4.80 4.80 5.30
SA core inflation 4.80 5.00 5.10 5.30 5.00 5.10
SA GDP - - - - 1.70 2.00
Current account as a % of GDP - - - - -3.7 -4.1
National Treasury

1Q19 2Q19 3Q19 4Q19 2019 Ave 2020 Ave
SA headline CPI - : : - 520 >.40
SA core inflation - - - - - -
SA GDP - - - - 1.5 1.70
Current account as a % of GDP - - - - -34 -3.8

All numbers in % unless otherwise indicated

Source: Nedbank CIB Markets Research, Nedbank Group Economics, SARB, NT
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17th Jan: SA MPC

24th Jan: ECB meeting
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1st May: FOMC Meeting

2nd May: BoE Meeting
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23-26th May: European Parlimentary election

26th May: Belguim election

May-August: South African election
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12th Sep: ECB Meeting

18th Sep: FOMC Meeting

19th Sep: SA MPC

19th Sep: BoE and BoJ Meeting

- Central Bank Meeting
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7th Feb: BoE Meeting

7th Feb: SA SONA

13th-14th Feb: UK Mps to vot:
16th Feb: Nigeria election
20th Feb: SA budget
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1st Mar: End of 90-day trade truce US-China
7th Mar: ECB Meeting
e on Brexit 15th Mar: BoJ Meeting
20th Mar: FOMC Meeting
21st Mar: BoE Meeting

28th Mar: SARB Meeting
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6th June: ECB Meeting

19th June: FOMC Meeting

20th June: BoE and BoJ Meeting

28-29th June: G20 Summit
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18th July: SA MPC
25th July: ECB Meeting
30th July: BoJ Meeting

31st July: FOMC Meeting
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18-20th Oct: World Bank and
23rd Oct: SA MTBPS

24th Oct: ECB Meeting

27th Oct: Argentina election
30th Oct: FOMC Meeting
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IMF meet 7 Nov: BoE Meeting

22 Nov: S&P/Fitch review SA credit rating

31st Oct: BoJ Meeting, End of term for ECG

President (Draghi) and EC Pr
(Juncker)

- World Summit/IMF/Trade war/Political

- Election
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10th Apr: ECB Meeting

12-14th Apr: World Bank & IMF meet
17th Apr: Indonesia election

25th Apr: BoJ Meeting

April/May: India election
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1st Augut: BoE Meeting

25-27th Aug: G7 Summit
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11th Dec: FOMC Meeting
12th Dec: ECB Meeting

19th Dec: BoJ Meeting
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Disclaimer

This report is personal to the recipient and any unauthorised use, redistribution, retransmission or reprinting of this report (whether by digital,
mechanical or other means) is strictly prohibited.

The information furnished in this publication, which information may include opinions, estimates, indicative rates, terms, price quotations and
projections, reflects the judgment of the author(s) and the prevailing market conditions as at the date of this report, which judgment and conditions
are subject to change without notice, modification or amendment. This publication does not necessarily reflect the opinion of Nedbank Limited
(“Nedbank”) or its ultimate holding companies or any direct or indirect subsidiary undertakings of such holding companies (its “Affiliates”). Information
presented in this publication was obtained or derived from public sources that Nedbank believes are reliable but no representation or warranty, express
or implied, is made as to its accuracy or completeness. Neither Nedbank nor its Affiliates (or their respective directors, employees, representatives and
agents) accepts any responsibility or liability (whether in delict, contract or otherwise) for loss arising from the use of or reliance placed upon the
material presented in this publication, except that this exclusion of liability does not apply to the extent that liability arises under specific statutes or
regulations applicable to Nedbank or its Affiliates.

This publication has been forwarded to you solely for information purposes only. The information contained in this publication is confidential and is
not intended to be, nor should it be construed as, "advice" as contemplated in the South African Financial Advisory and Intermediary Services Act, 2002
(as amended) or otherwise, or a direct or indirect invitation or inducement to any person to engage in investment activity relating to any securities or
any derivative instrument or any other rights pertaining thereto of any company mentioned herein.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for
your information and consideration. The information contained in this publication may include results of analyses from a quantitative model which
represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product.

You should seek independent advice (including tax, accounting, legal, regulatory and financial advice) in relation to the information contained herein.
This publication is intended for use by professional investors only. It may not be considered as advice, a recommendation or an offer to enter into or
conclude any transactions. The information contained in this publication is confidential and is not intended to be, nor should it be construed as, a direct
or indirect invitation or inducement to any person to engage in investment activity relating to any securities or any derivative instrument or any other
rights pertaining thereto (“financial instruments”). Any additional information relative to any financial instruments and/or financial products reviewed
in this publication is available upon request.

This publication has been issued in the United Kingdom only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). Any investment or investment activity
to which this document relates is only available to relevant persons and will be engaged in only with relevant persons.

Directors, officers and/or employees of Nedbank or its Affiliates may at any time, to the extent permitted by law, own or have a position in the financial
instruments of any company or related company referred to herein, and may add to or dispose of any such position or act as a principal in any
transaction in such financial instruments. Nedbank and/or its Affiliates may make a market in these instruments for its customers and for its own
account. Accordingly, Nedbank and/or its Affiliates may have a position in any such instrument at any time. Directors, employees or officers of Nedbank
and/or its Affiliates may also be directors of companies mentioned in this publication. Nedbank and/or its Affiliates may from time to time provide or
solicit investment banking, underwriting or other financial services to, for or from any company referred to herein. Nedbank and/or its Affiliates may
to the extent permitted by law, act upon or use information or opinions presented herein, or research or analysis on which they are based prior to the
material being published.

The distribution of this document in certain jurisdictions may be prohibited or restricted by rules, regulations and/or laws of such jurisdictions and
persons into whose possessions this presentation comes should inform themselves about, and observe, any such restrictions. Any failure to comply
with such prohibitions or restrictions may constitute a violation of the laws of such other jurisdictions.

Internet communications are not guaranteed to be secure or virus-free. Nedbank and its Affiliates do not accept responsibility for any loss arising from
unauthorised access to, or interference with any internet communications by any third party.

All trademarks, service marks and logos used in this publication are trademarks or service marks or registered trademarks or service marks of Nedbank
or its Affiliates
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