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Executive summary:

®  The velocity of money has been falling for many decades. It accelerated to the downside during the 1970s as the world
abandoned the gold standard and then remained stable from 1990 to 2008. Reserves (savings) held by exporting nations
—for example, Japan, China, and Germany — contributed to the major savings glut since globalisation started, contributing
substantially to this low velocity of money. After the global financial crisis (GFC), the velocity of money fell below 1, and
central banks had no choice but to add to the monetary base to avoid deflation.

® This implies that central bank balance sheets will remain a permanent feature of monetary policy as long as velocity of
money and policy rates remain this low. Even negative interest rates, which were supposed to force savers to spend, have
failed to boost the velocity of money.

®  Aspolicy rates approached zero and the velocity of money moved below the important level of 1, the quantum of money
and credit in the system became equally important to the price of money.

® |nvestment implications: If the velocity of money remains low, it would favour yielding assets over growth assets. The
value of the USD would, as usual, be the real-time barometer to follow to see whether the softer tone taken by central
banks would overcome the damage the contraction in the global monetary base and global trade caused last year.

® Target ranges: USD: A sustained break above 98 would indicate that the contraction in liquidity is continuing. Only a break
below 92 would signal that the next major risk-on phase, similar to 2016 and 2017, is playing out.

Chart 1: Global velocity of money (growth in GDP/M2)
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Chart 1: Global velocity of money is currently below 1. This means that every dollar of monetary base and credit added to
the financial system results in less than a dollar of GDP. This is a combination of weak global growth since 2009 and strong
growth in the world’s monetary base since then. This means that a large portion of money is either being saved (hoarded)
or being used for balance sheet restoration. The world’s money is trapped in the financial system, and confidence to invest
in projects or to spend is low internationally; it is not just a South African story. As long as the velocity of money is below 1,
the dominant threat would be deflation and not inflation. This is, therefore, an environment that favours bonds over
equities.

Hence, in our view, the global velocity of money turned down in 2018 (see last chart). If the central banks want to add to
GDP, which is the right side of the MV=PQ equation, they would have to cut policy rates or add to their balance sheets. The
ANALYST DETAILS US and China are the only major economies that have room to move on interest rates.
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Chart 2: Stimulus by global central banks (USDtn)
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Chart 2: Central bank balance sheets ballooned to USD21tn after the GFC. This was equivalent to a -8% policy rate for the
world. This global GDP-weighted shadow rate rose rapidly last year as central banks either shrank or stopped adding to their
balance sheets.

China has already started to ease financial conditions and has placed regulation of the shadow-banking system on the back
burner. Its total social financing has rallied to a new all-time high on the back of easier conditions. As China added liquidity
after the GFC, it triggered an extension of the commodity cycle, driving a rally in commodity prices from 2009 to 2011. These
higher commodity prices added significant dollar liquidity to the global financial system, as commodities are traded in USD
and the USD weakened over this period.

We believe the value of the USD would soon indicate whether the central banks can reverse the weakening global economy.

Chart 3: Global Financial conditions lead global growth
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Chart 3: As the Fed’s balance sheets stopped growing in 2014, financial conditions tightened. On top of this, commodities
topped out and oil, the biggest one of the lot, fell from USD100 per barrel to USD30. This contraction in liquidity forced the
central banks and regulators to add liquidity in early 2016. Everything changed after the G20 meeting in Shanghai and a risk-
on phase followed in 2017/18. Tighter monetary policy in 2018 — stemming from higher US policy rates and a slowdown in
the global monetary base — has driven financial conditions back to 2016 lows. Many commentators are, therefore, saying it
is time for Shanghai 2.0.

The equity market has already reacted as if the central banks have added liquidity, and has front-loaded a lot of the returns.
Now it is a question of whether the central banks would follow through, how big the stimulus would be and whether it can
overcome shrinking global trade that is leading to a contraction in global liquidity and economic growth.

The current trade negotiations between China and the US are, therefore, very important, but we must note that China’s
exports to the rest of the world have also slowed. The issue is more complex than just US-China tensions.
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Chart 4: Nedbank’s global velocity of money indicator
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Chart 4: The downside of the velocity of money number is that it is a quarterly backward-looking number. Therefore, we
have developed a more real-time velocity of money indicator by which we monitor, for example, credit impulses, money
multipliers and banks vs overall stock performance.

Our velocity of money indicator turned down in 2018 due to tighter financial conditions globally. The central banks will take
centre stage over the coming weeks, and we will see whether the regulators are successful in turning our indicator back up
again.

The long-term trend of this index, however, is a concern. Monetary policy has become more aggressive since the turn of the
century, but every high in our indicator is lower, notwithstanding these massive stimulus packages. These stimulus packages
have also caused the rand to become a price-taker amid these global financial conditions. If central banks flood the global
system with liquidity, the carry trade (risk-on) takes centre stage and vice versa.
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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 9.60 9.40 9.40 8.60 9.70
R208 (%) 7.00 7.10 7.20 7.20 6.90 7.40
R186 (%) 8.90 9.30 9.10 9.10 8.30 9.40
R2048 (%) 10.00 10.20 10.30 10.30 9.50 10.50
EURUSD 1.16 1.12 1.14 1.14 1.16 1.12
USDZAR 13.50 14.20 14.10 14.10 14.40 13.50
EURZAR 15.66 15.96 16.00 16.00 16.19 15.66
GBPZAR 17.60 18.10 17.90 17.90 18.10 17.60
AUDZAR 9.80 10.10 10.00 10.00 10.20 9.80
A Global $-Liquidity & to P tod N2 N2 - -
Nedbank CIB Markets Research/Nedbank Group Economics

1Q19 2Q19 3Q19 4Q19 2019 Ave 2020 Ave
SA headline CPI 5.00 4.90 5.30 5.40 5.30 5.20
SA core inflation 4.40 4.50 4.50 4.60 4.50 4.50
SA GDP 1.60 1.70 2.10 2.30 1.60 2.00
Current account as a % of GDP -3.3 -3.6
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 - - - - 5.60 5.40
SA core inflation - - - - - -
SA GDP - - - - 0.70 1.70
Current account as a % of GDP - - - - -3.2 -3.7
All numbers in % unless otherwise indicated
Source: Nedbank CIB Markets Research, Nedbank Group Economics, SARB, NT
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2019 Macro Calendar
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17th Jan: SA MPC
24th Jan: ECB meeting

7th Feb: BoE Meeting
7th Feb: SA SONA

1st Mar: End of 90-day trade truce US-China 10th Apr: ECB Meeting

7th Mar: ECB Meeting 12-14th Apr: World Bank & IMF meet
22-25 Jan WEF Davos

30Jan: Fed FOMC

13th-14th Feb: UK Mps to vote on Brexit 15th Mar: BoJ Meeting
20th Mar: FOMC Meeting

21st Mar: BoE Meeting

17th Apr: Indonesia election
16th Feb: Nigeria election 25th Apr: BoJ Meeting
20th Feb: SA budget April/May: India election

29th Mar: Brexit deadline (A50)
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1st May: FOMC Meeting

2nd May: BoE Meeting

23-36th May: European Parlimentary election

26th May: Belguim election

6th June: ECB Meeting
19th June: FOMC Meeting
20th June: BoE and BoJ Meeting

28-29th June: G20 Summit

18th July: SA MPC
25th July: ECB Meeting
30th July: BoJ Meeting

31stJuly: FOMC Meeting

1st Augut: BoE Meeting

25-27th Aug: G7 Summit

May-August: South African election
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12th Sep: ECB Meeting 18-20th Oct: World Bank and IMF meet 7 Nov: BoE Meeting 11th Dec: FOMC Meeting

18th Sep: FOMC Meeting 23rd Oct: SA MTBPS 22 Nov: S&P/Fitch review SA credit rating 12th Dec: ECB Meeting

19th Sep: SA MPC 24th Oct: ECB Meeting 19th Dec: BoJ Meeting

19th Sep: BoE and BoJ Meeting 27th Oct: Argentina election
30th Oct: FOMC Meeting

31st Oct: BoJ Meeting, End of term for ECG
President (Draghi) and EC President
(Juncker)

-Central Bank Meeting
-World Summit/IMF/Trade war/Political

- Election
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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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