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RAND: ALL ABOUT THE “L” WORD - LIQUIDITY

Rand overshoots; we
expect the rand to e The rout in the rand continues as global headwinds intensify: the bias for major DM central banks,
correct to 13.50-13.40 in particular the Fed, remains firmly towards further monetary tightening. At the same time a

in the short-term. growing trade dispute between the US and China are dampening expectations for the global growth

L. outlook. To put US/China trade in perspective, the total trade between the US and China was $650bn
However, rising US

borrowing cost and a in 2017, of which the US imports from China constituted $505bn. The US threatens to impose tariffs
dollar shortage will be on almost $300bn of these imports.
negative for the carry-
trade and will leave
the rand vulnerable

e These are key factors (amongst others) which are currently contributing to the withdrawal of
liquidity, resulting in an unwinding of the carry-trade. This is driving not only the rand weaker, but
also other carry-trade favourites such as the AUS/USD and JPY/ZAR crosses. We provide 6 charts of

Our forecasts: key factors that we monitor closely for the outlook of the rand (page 2).
R13.00, 3Q18 e At this point our base case is for global $-Liquidity growth metrics (y/y) not to turn negative, but
R13.10, 4Q18

merely to slow down which is currently materializing — a key reason why we kept our year-end
target unchanged at the 13.10 level.

e However, what if the external environment for EM’s worsen and our global $-Liquidity indicators
contract (instead of just slowing down)? We stress test our fair value model which takes into
account changes in the local economy and the international environment. In particular, we push
commodity prices 8% weaker, the US Dollar Index 2% stronger and market volatility 300bps higher
from current levels). In this stress test our model forecasts the rand weakening close to R14.30,
which is much higher than our current forecast of R13.10 for end of 2018.

e On the local front, South Africa’s external vulnerability, in the form of South Africa’s current
account balance for 1Q18, will be published on Thursday. In the current environment where there
are portfolio outflows from South Africa, the current account is likely to attract more attention than
usual — even though the data is backward looking. Bloomberg consensus is at -4% of GDP and we
believe the bias is for a marginally wider current account than this.

e From a technical perspective, we recommend keeping an eye on the $-rand resistance level of
R13.40 and support of R14.00 (see our latest Technical Strategy note: “SA rand and bonds in a blow-
off phase” of 13 June 2018 for a more detailed technical view on the currency).

Figure 1: Rand financial fair-value estimate
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KEY CHARTS WE MONITOR CLOSELY FOR OUR RAND VIEW

Chart 1: Our rand fair-value model forecasts the rand to be in the Chart 2: Decomposition of rand fair-value model. Global forces
range of 13.10-13.50 for 2H18. (our base case) remain a headwind for rand
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Chart 3: The rand’s performance is linked to global trade. Chart 4: Stable FX volatility is essential in the carry-trade.
Trade wars will dent global trade and prospects for the rand Rising political uncertainty will lead to higher FX volatility
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Chart 5: EM FX gains are steady, like going up an escalator, but Chart 6: There is a strong relationship between $-Liquidity and
losses are like going down a lift EM FX. Currently not in good shape
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FX VOL STILL RISING BUT NO STRESS YET

The forecast from the options market for the USDZAR remains more bearish than the Bloomberg consensus expectations:

e On a three-month view, the options market suggests a one standard deviation trading range for the USDZAR of between

12.60 and 15.13 (see Chart 4).

e On a six-month view, the implied probability distribution suggesting a one standard deviation range of between 12.20 and

16.15 (see Chart 5).

Chart 7: 3m implied probability distribution vs forecast

Chart 8: 6m implied probability distribution vs forecast
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Chart 9: USDZAR implied volatility

Chart 10: ATM USDZAR implied volatility cone
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Chart 11: Rand currency forecast table vs consensus and forwards (period end)

Current Spot Q218 Q318 Q418 2019

USDZAR

Nedbank CIB Markets 13.89 13.60 13.00 13.10 13.50
Current Fwd 13.89 13.90 14.07 14.24 14.97
Consensus 13.89 12.33 12.66 12.80 12.63
EURZAR

Nedbank CIB Markets 16.03 15.78 15.15 15.26 16.00
Current Fwd 16.03 16.05 16.36 16.69 18.13
Consensus 16.03 14.80 15.07 15.62 16.17
GBPZAR

Nedbank CIB Markets 18.30 17.95 17.68 18.60 19.58
Current Fwd 18.30 18.32 18.62 18.94 20.29
Consensus 18.30 16.77 17.09 17.54 17.54
AUDZAR

Nedbank CIB Markets 10.24 10.06 9.62 9.69 10.13
Current Fwd 10.24 10.25 10.37 10.51 11.08
Consensus 10.24 9.37 9.62 9.86 9.98

Source: Bloomberg, Nedbank CIB

Chart 12: USDZAR forecasts, consensus and forwards

Chart 13: EURZAR forecasts, consensus and forwards
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Chart 14: GBPZAR forecasts, consensus and forwards

Chart 15: AUDZAR forecasts, consensus and forwards
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Chart 16: EM currencies overvalued vs undervalued (z-scores)

Rand in fair value territory according to PPP metrics
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Chart 17: EM currency performance
CNY JPY KRW TRY MXN RUB THB INR AUD BRL GBP EUR CAD ZAR usD
CNY -1.957 4.773- 5616  11.707 1.319 7.889 6.707  13.946 2.902 4.159 6.218  13.195 0.716
JPY 2.000 -6.449 -21.998  -7.352 -11.755 -3.240 9115 -8121 -13913 -4749 -5918 -7.663 -13.383 -2.671
KRW -4.918 6.861 -16.102  -0.846  -5.664 3371 -2.8% -1749 -8.040 1.827 0.606 -1.259 -7.421 3.983
TRY -19.908 " 27.410 191146 18173 12677 23254 16027 17.077 9601 21576 20728 17.698 11575 24817
MXN -5.327 7.429 0.867 -15.373 -4.854 4470 -1623 -0913 -7.143 2.803 1519 -0356  -6.152 5.071
RUB -9.884) 13.318 6.009 -11.264 5.112 10.292 2.901 4265 -2.521 8.650 7.102 4660 -1.033 10711
THB -1.301 3351 -3.279 -18.886  -4.054  -8.803 -6.043  -5.003 -11.065 -1.390 -2.791  -4553 -10.498 0.540
INR -7.310  10.016 2982 -13.881 1788  -3.174 6.427 1119  -5.609 4.859 3.532 1.694  -5.000 7.085
AUD -6.284 8.789 1.833 -14.615 0922  -4.072 5.244  -0.995 -6.311 3.656 2.358 0.737  -5.507 5.895
BRL -12.243 16225 8743 -8.770 8.244 2583 12453 5.919 6.813 10.925 9.416 7.373 0.633  13.051
GBP -2.655 5046 -1.789 -17.667 -2.660 -7.813 1393 -4310 -3.516 -9.714 -1.218  -3.024  -8.863 2.190
EUR -4.053 6314 -0512 -17.119 -1.651 -6.250 2853 -3.142 -2185  -8.622 1.269 -1.587  -7.578 3.493
CAD -5.845 8.007 1.266 -15.599 0313  -4.453 4716 -1523 -0469 -6.881 3.157 1.812 -6.004 5.298
ZAR -12.387  15.014 8.898 -10.406 7.982 1024 11.695 5.282 5.696 0.146 9.962 8.648 6.379 11.925
usb -0.744 2749 -3.884 -19333  -483% -9323 -0573 -6361 -5.558 -11.626  -2.072  -3.350 -5.028 -10.367
Source: Bloomberg
Chart 18: Correlation matrix — markets vs FX Chart 19: Correlation matrix — commodities vs currencies
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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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