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Recent statistics suggest that the domestic economglgagrew in the third quarterAt this stage GDP is projected
to expand by about 0.2% over the third quarter, which takes our GDP growth forecast for caleh@apz slightly
higher 03%.0Our forecasts for 2017 and 2018 remain unchanged at 1% and 1.5% respectively.

The MTBP®ffered a sobering compromiséiven that tax revenue is projected to fall substantially short of the
2016 Budget projections, higher taxes and more spending wiltde required to reduce the budget deficit and
contain the rise in public debt to a pace relaliy close to the one proposed in Febru@@16 Treasury hopes to
raise an additional R1llion and R1%illion in 2017/18 and 2018/19 respectively through even higher taxes than
those already proposed in the 2016 Budget, while the expenditure ceilihdpavreduced by a further RHillion

and R1@illion respectively in 2017/18 and 2018/19

We still expect inflation to peak at about 6.2% around November this yearebefaling the year at 6%nflation is

then forecast to ease to below 6% ineaflyt M T = K2 @SNRY I 2dzA G ¢ AdngeXof thelréstDf wS &
the year.The rand remais the key risk to theutlook.! & &dzYAy 3 y2 YIF 22N OKlFy3sSa G2
ratings later this year, a slightly weaker rand is forecast fd72@ut the impact on inflation will be offset by lower

food prices as the drought recedes, subdued domestic demand and base considerations.

Global monetary policies are likely to remain loose. We anticipate a further rate cut frorBdBesometime in
1Q17, when Brexit proceedings begin. The ECB is likely to extend thdrtime of its stimulus programme which
was originally expected to end in March 2017. We believe this may be extended towards 20¥hgess the
economy is still struggling with lowfiation and growth levels. While the Fed may raise interest rates in December,
they are likely to indicate the pace of rate hikes/policy normalisation will be very slow, keeping paligy fai
accommodative ithe mediumterm in order to support the currentecovery.Domestically,fiour view of no ratings
downgrade transpires and assuming an easing of political risks, it is quite conceivable, that we may be abthe top
close to the top of the current hiking cycle.

The rand appreciated further i®ctober2016 even as the US dollar strengthenamh growing market confidence

that the US Federal Reserve will raise interest rates in December and despite some temporary jitters over the tough
measures contained in the 2016 MTBPBe rand appreciated by further 2.4% against the tradeeighted basket

of currencies in Octobe?016 takingli KS NJ Y RQa | LILINS date ko i sighiflcant 1B R&luciKdbthig S NJ
improvement appears to be driven mainly by generally stronger global risk apptitesnerging market assets
(specifically bonds and FXmong global investors in response to woav interest rates in many advanced
countries.Based on our estimates of purchasing power parity the rand is currently about 6% undervalued.

The possibilityof higher US interest rates in the near term may hamper US equity market performances, as the
previous lowinterest rate environment has been a key driver of financial markets and asset prices in the past. Along
with deterioration in US equity indices, S#d EM equity markets have been hampered by foreign investor risk
aversiontoward equities especially in the second half of the year, which may persist intogreahr

Event

Risk factor

Globalpoliticaldevelopments

The US election remains a wildcard with polls still too close to call. A Trump victory is construed as negs
risk appdite and the dollar irthe longterm with a Clinton victorjikely to sustain the status quo and a
relatively dovish-ed. Italian referendum and the Brexit negotiations remain on the agenda.

SA event risk

Over the longer term, glitical riskremainsa key considerationThe focus of international investors will be on
the implementationof a better policy rather tharon platitudes and promiseS.he MTBPS was pragmatic in
our view and we remain of the opinion that a hard currency downgrade from S&P is not a foregone conc
for this year $§eeSA Credit Ratings overvigublished 6 October 20)6barringpolitical tail risks.

SourceNedbank
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Domestic economic trends

Recent statistics suggest that theomesticeconomy barely grew in the third quartetOver thethree months to August compared with the
previous three months, manufacturingoduction rose by a seasonally adjusted annualised rate of only 0.6%, wholesale sales contracted by &
sharp 4.2%, retail sales declined by%.2ndelectricity available for distribution dropped by 2.4%he only exception over this period was
mining, whee output rose by a seasonally adjusted annualised 14.5%.

Over the three months to September, total new vehicle sad®r adjusting for seasonal factqmdeclinedby an annualised 12.5%agq. At
this stage GDP is projected to expand by about O®84r the third quarter, which takes our GDP growth forecast for calendar 2016 to a
slightly higher B%.Ourforecasts for 2017 and 2018 remain unchanged at 1% and 1.5% respectively.

) . Natioral Treasury released itsledium-Term Budget Policy Statement
Trends in key economic indicators (MTBPS) on 2®&ctober 2016. Treasuryrevised its growth forecasts
down to 0.5%, 1.3%, 2% and 2.2% in 2016, 2017, 2018 and 2019
respectively ¢ KS SO2y2YvYeQa LR22NJ LISNF2NYI
qgg o January 20087100 (smoothed) subdued growth prospects for the next three years and the recent
O2yO0Saarzya YIRS (G2 addzRSyida Ay
protests at mosuniversitesK I @S FNHzZA GNF 6§ SR bl A2y
120 to restore fiscal sustainability and thereby alldyetconcens of credit

110 rating agencies
100 oA 4 /{{\‘AI\\A\ . L .
\ 7 o S ‘\’/‘\/ The MTBPS offered a sobering compromigiven that tax revenue is
projected to fall substantially short of the 2016 Budget projections,

higher taxes and more spending cuisll be required to reduce the

130

20

Manufacturing production

80 —Mining production

70 —Retail sales budget deficit and contain the rise in public debt to a pace relatively
—Car sales close tothe one proposed ifFebruary 2016Treasury hopes to raise an
80 _;:‘:v:‘r":utpm additional Ridillion and Ri1®ilion in 2017/18 and 2018/19
50 respectively through even higher taxes than those alrepayposed in
20082009 2010 2001 2012 2013 2004 2018 2016 the 2016 Budget, while the expenditure ceiling will be reduced by a
Source: Stats SA further R10billion and R1éillion respectively in 2017/18 and 2018/19.

Within these limits, increased allocations for tertiary education require further moderation in gment employment, improved efficiencies
and cuts to the operating budgets afl departments and provincefostschool education and training becomes the fastest growing item in
the budget after debt service costs.

All these measures should help redube consolidated budget deficit from an estimated 3.4% of GDP in this fiscal year to 3.1% in 2017/18,
2.7%n 2018/19 and 2.5% in 2019/2These, in turn, should contain the rise in gross government debt from a projected 51.3% of GDP in this
fiscal yar to around 52.3% in 2019/2®oth the revised budget deficit targets and the debt projections are higher than those proposed in the
2016 Ridget, but not dramatically st NB I+ &dzNE | RYAGa GKIdG GKS ac¢.t{ Q& LINELR®&lyfbd oA-f
F NBdz§a GKFG F NIXGAYy3I R26y3INIRS g2dd R R2 S@Sy Y2NB KIoMdvandfércing dzNJi
interest rates higher.

Fitch and S&P Global responded to the MTBPS by commending the commitnfisnat@onsolidation, but both agencies expressed concerns
62dzi GKS O2dzy iNEQ&a f2¢ INERGUGKCANIGKS yr2yiiRS Rl KIS | il (2 @2STNY/ aYiBNHZO (Yd3NT &t
FAYS (dzyAy3a NI K S NWIGIK the/MTBEBbmmitsytdeTtalafishindBoficy bEMainty, streamlining regulation and improving
labour market stability, it presents policy reform as a work in progress with few new specifics on the changes or itigatyesnsidered.

In the meantime, more evidercemerged of the damage done by poorly thougfmtough regulation.The Tourism Business Council of SA
NBf SIFaSR FA3IdaNBa GNIO1Ay3d GKS RFEYIF3IS OFLdzAaSR o6& (GKS OziesFamliag y 2
with childrenand the disruptions caused by the introduction of the new biometric system at OR Tambo International. Aifg@ouncil

found that due to the unabridged birth certificate regulati®B,246 foreign visitors were denied boarding flights to SA from Jun& &9 Iuly
2016.Taking into consideration that a tourist spends an averageX#)00 a day, the regulation has cost South Africa at least Bllién in
revenue. Added to this, visitors have expressed frustration with long delays caused by the biodearid § SYZ ¢ KA OK Ol LI
fingerprints at ports of entry, with many travel agents now advising clients not to travel to South Afriesponse, the Council investigated

the impact at OR Tambo International Airport and found thaDgtober2016alonevisitors queued at immigration at peak times for anything
from 90 minutes to 4 hours, 800 passengers missed connecting flights due to delays, 24 domestic and 9 internationariigleiayedand

yet passport control counters were staffed at pdl0% strength on average.
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In October domestic politics took anothemworrisome turn in our view. The National Prosecuting Authority (NPA) formally charged Minister
Gordhan with one charge of fraud and one of theft2 i K OKI NHSa NBft I {iS (2 Kiaa 3INIyiAy3ad 2F F:
2010 at a cost of R1rhillion and his rehiring as Deputy Commissioner on a firem contract, which allegedly constituted a contravention of

the Public FinanceManagement Act.Minister Gordhan, along with former SARS Commissioner Oupa Magashdl former deputy
Commissioner Ivan Pillayere due to appear in court on Rovember2016,but at a press conference on 31 October 20t chargesvere
dropped.

This einforced a high degree adugicion from some quartersthat feel it is likely thatpolitics rather than law enforcement are behind the

case against the Finance Ministdfurthermore,video and audio footagemergedof a bizarre hostage drama that unfeld at SARS
headquarters on 18 Octob&016when SARS Deputy Director of Law, Vlok Symington, was held against his will by four HAWKS officers ar
2yS 2F {!'w{ /2YYAAaaA2YySNJ az2elySQa o62Re3ddzZ NRA I & YAKSRI 20yNAASR aikeA
own legal advisers refused to participate in the case against Gordhan on ethical grounds.

) ) - — Other political and legatlevelopments have been equally unsettling

SA Foreign currency long term ratings scaléatings agenci¢qyr opinion Finance Minister Gordhan approached the court for a
remain vigilant amid heightened political risks declaration to confirm that he was not permitted to intervene in the
RA&LIziS 6SisSSy {nzann&cial Bhrikdadd various T 2 d
Guptaowned companiesThis follows the appointment of a ministerial

_m__mz_m 1 ] task team led by Minerals Resources Minister Zwane, and including
- - . ~ Finance Minister Gordhan, to investigate the reasons behind the closure
s . = " of the Gupta comp Y A $&Q I 002 dzy (Taroughéthe ¥ i o
- - - T eemameee @Pplication the Minister revealed that the banks suspended banking
= & s = services to these companies due to 72 suspicious transactiwighe

e e S = emneE hanks were legally obligated to report to the Financial Intelligence

-Centre (FIGunder the Financial Intelligence Centre Act (FICA) adopted
&= = . = . in 2001.In the processthe Minister essentially provided the banks with
& 5 5 -Iegal justification to break client confidentiality, compelling the Gupta
ot - . m=emmmm 11NS 10 €Xplain the 72 transactions to an appropriate court.
i = ‘ ¢ -The Gupta family is also the subject of the previous Public Pratecto
) : ¢Kd A al R2yasStlrQa FAylf NBLRNI 2y
: : / - o Iy vite0a NBtFGA2YAKAL] 6AGK t NBAAER

SourceNedbank, Fitch, 3&5 a2 2 R& Q3 government officials and their alleged interference in the operations of

the state.The report was due for reése on 14 Octobe2016 her final
day in office, but President Zuma applied for an urgent interdict preventing the release of the r€perPresident argues that he was not
IAPSYy Sy2dAaAK GAYS (2 | yags SMg appKchtior iszbid e Geard MBolrSdd i RAVaNH201p #iSvavieri they a @
President recently applied for a postponement of the interdict proceeding, given confusion as to whether the state captutdnréts
current form was the final version and the need for even mimee to respondto the application brought to court by former ANC MP Vytjie
Mentor. These rapidly unfolding events aiia our opinionfast eroding confidence in government among the public, business and the broader
investment communitylt is also veryikely that the major rating agencies may wonder how politicadipsitive and difficult structural reforms
needed to boost growth and investor confidence will be implemented in such a divided and unstable political environment.

_ IMF revises global growth2lg SNJ 2y W. NBEA
Global economic trends working populations globally

The International Monetary Fund (IMF) released its October editioﬁ_;al GDP growth, % per annum
the World Economic Outlookthe IMF expects the world economy 1
grow by a softer 3.1% in 2016, before recovering at a moderate p &° P
of 3.4% in 2017 and 3.6% in 2018. 60 \ /

4.0
Subdued growth is forecast for advanced economidse IMF argue
GKFG GKS !''YQa RSLI NIdz2NBE FNRY
understood andprotracted slowdown in productivity growth and tr ®°
growing calls for protectionist and inwatdoking policies will hurt -z.0 —
growth prospects in developed countries over the longer term. 4.0 | | —Advanced economies
¢KS 2dzif 221 T2N SYSNHhbuysHl fcﬁe@@tyfd's'c 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19
improve gradually over the next three year§he greatest challenge fc ,, _Share of workers aged 55-64 (%)
most developing economies remains adjusting to the adverse'impe 1 — Advanced economies ,/
/ KAyl Qa 3N} Rdzrf &t26R26y | yR N _ Emerging sconomies _— 1
¢tKS LaC 0StAS@PSE (KIO2YYR&RAWROE ™ __—
is probably over for most commodity exporters, but fis _—
vulnerabilities, slow progress with mucteeded structural reforms 12z R /
domestic strife, political discord and geopolitical tensions will prob. 1o ) 7
continue to undermine the groth outlook for many developini _— -
economies.
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The US economy fared much better than expectedthe third quarter, growing by an annualised 2.9%-q, up from 1.4% and 0.8% in the
second and first quarters respectivelhis acceleration was mainly the uéisof a much stronger net export position, aggressive restocking of
inventories as well as moderate growth in government spending and investr@amtsumer spending grew at a slower paetile fixed
investmenttrends appeared to firm up after a slump 2Q. Recent indicators suggest that consumer confidence faltered in Oc@bES
weighed down by concerns over the outcome of the general election on 8 Novezbtiéiand the slower pace of job creation over the third
quarter, which, coupled with a slightarease in the labour force, pushed the unemployment rate up marginally to 5% in Sept@oigr

| 26 SHSNE AYRdzAGONRIE FOGAGAGE |yR o0dzaiySaa O2yFARSYOS ltidehd3 InNJ {2
September and rose evdarther above the key 50 threshold in Octotiz016

Conditions in Eurozone also improved over the third quartdry RdzA G NA I £ LINP RdzOGA 2y NBo2dzy RSR Ay
indices (PMIs) for manufacturing and services suggest that trazbinglitions improved further in September and Octobbr. contrast,
consumers remain relatively pessimistic about future prospeictgeding growth in retail salesHowever,i KS 3t 22Y Ol dzA SR
decision to leave the EU is starting to recede.

TheUK economy held up relatively well in the third quartedespite the shock outcome of the EU referendu@DP expanded by 0.5%oeg

g, only slightly softer than the 0.7% growth recorded in the second quarter.main boost came from a resilient services@eevhich largely
offset declines in value added by manufacturing, construction and agriculdarapared with the same quarter a year ago, the economy grew
by 2.3% in the third quartecompared with 2.1% and 1.9% in the second and first quarters respBct

In Japanthe pace of activity remained sluggislalthough both business and consumer confidence improved slightly towards the end of the
third quarter. Industrial production recovered somewhat in August, but machinery orders were down and clucpom declinedHowever,

the PMI readings for manufacturing suggest that activity picked up more convincingly in September and GZtoisemers remained
reluctant to spend as the slide in retail sales continued in Auddstiationary pressures also wgbed on the economyConsumer prices
declined for the seventh consecutive month in SepteméeCPI remains in deflation

Although conditions in most emerging economies remained challenging, there were signs of improvement in some countriehewaird
quarter. The Chinese economy grew at the same pace of 6:@% i the third quarter as in the second and first quartéree economy was
supported by stronger growth in government spending and fixed investment, which was driven almost exclusivelyl8g aurge in capital
expenditure by state firmsConsumer spending also held up relatively well, but the slowdown in industrial activity continued, hurt by falling
exports.In the first three quarters of this yeathe services sector grew by 7.6% aheé industrial sector expanded by a slower 6.18dndia

more evidence emerged of some loss of momentundustrial production declined over July and August, while PMI readings suggest that
business conditions deteriorated moderately in both the manufaogirand services sectors in September.Russia conditions are slowly
improving.Although the economy remains in recession, the rate of decline is at least modef@gayGDP contracted by 0.6%-q in the

third quarter, after shrinking by 1.3% add?% in the second and first quarters respectivielySeptemberinflation moderated to a 2%ear

low of 6.4% and the unemployment rate was steady at 5.B¥Brazil the weakness persisted throughout the third quartedustrial
production declined furtkr in August and the PMI for manufacturing remained stuck in negative territory for the 12th consecutive month in
September.Factories reported the sharpest rate of decline in new export orders since May B@&eholds continue to battle tough
conditions but signs emerged that the worst may be ov€he unemployment rate was steady although still high at 11.8% in September.
Inflation moderated further to 8.5%-9-y in September, down from an earlier peak of 10.7% in Jan@ysequentlythe central bark cut
interest rates by 25 basipoints for the first time in fouyears to 14% in OctobeWhile retail sales declined for the 17th consecutive month in
August, therate of decline over the past thremonths has been noticeably less severe.

Global moneary policy trends

Global monetary policies remain highly accommodativEhe minutes of the Federal Open Market Committee (FOMC) meeting held in
Septembey indicated that sevemf the 10 members voted to leavatéerest rates unchanged, while threeembersfavoured an increase in
the target range for the federal funds rate to 0.5% to 0.7%%e markets expect the FedeRéserve to hike interest rates in December.

The European Central Bank (ECB) left its monetary policy unchanged in Obitdyest rateson main refinancing operations, the marginal
lending facility and the deposit facility remain at 0%, 0.25% -@m4Pb6 respectivelyThe ECB will also continue monthly asset purchases of
€ y hillion until March 2017 or beyondf needed.The Governing Council once again stressed that interest rates Wefg to remain at
present or even lower levefor an extended period of timand well past the horizon of the asset purchase programiie Bank expects
inflation to rise during the remader of 2016 and throughout 2017 and 20H8eadline inflation in Eurozone rose 0.4%-y in September,
beingits highest level since October 2015.

The Bank of England also maintained its current policy stance, with the bank rate at 0.25%, governmdeptifobases at £434illion and
corporate bond purchases at up to £bllion. The Bank of Japan left its policy unchanged after introducing a complexcvieid control
framework in SeptembeiThe shoriterm rate remains at0.1% and the target for th&0-year Japanese government bond yield at 0%.

Most other central banks leaned towards either maintaining the status quo or easing policy rates fimtlEtober Indonesia, Brazil, India,
Uganda and the Ukraine cut their base lending rates, while Hun§argden, Norway, Russia and Turkey left interest rates unchanged.

So far this year, a total of 40 central banks have eased their monetary policies, while 19 have tightened.
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South AfricarBalance ofPaymentsimplications

The trade account switcheftom a deficit amounting to R8.8dllion in Augustto a R670billion surplus in SeptembeiThis brought the
cumulative deficit for the fitsnine months of the year to R9.9#llion, compared with R37.9 hillion over the same period in 201%Bhe switch

to a cumulative deficit compared with surpluses in recent monites a result of the downward revision of gold exports between February
and July this year.

We still expecta current account deficit of around 3.4% of GDP in 2016, down from the 4.3% decbin 2015 This is likely to flow mainly
from a larger trade surplus as exports outpace impohisrt by weak consumedemand and shrinking fixed investmetidowever, import
volumes and prices are forecast to rebound in 2Gis7domestic spending gradually recovers and global oil prices drift higher.

In contrast, the upside for exports wilh our opinionremain contained by the lack of fixed investment in the major exporting industries over
the past two years angersistent capacity constraints in general economic infrastructlihe current account deficit,itherefore, forecast to
widen toabove4% of GDP in 2017.

Capital inflows will probably remain volatil€lobal risk appetites is expected to improve in 20d4s US interest rates are unlikely to rise by
much and yields on other lowisk assets are likely to remain low or negatiVle obstacles for South Africa remain the threat of further
R2gyaANI RSa G2 (GKS O2dzyiNEQa &RaAINIIASR, LNBREaAl ANDE G A v Ty REBKOS LISY O NERI
outlook for next two years

SA is close tdf not at the top of the current hiking cycle Food inflation remains a key upward driver andpside risk
should drought conditions persist

CPI, Prime (%) Real prime (%) on: -y 9
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SourceNedbank Group Economic Unit SourceStats SA

Credit demand

Growth inmoney supply (M3) edged up to886 yo-y in September in line ith market expectations, from 5% in the previous month. Over
the month, M3 increased by.8%,driven by net goverment and private sector claines well as net other assets and liabilities. Private sector
credit extension (PSCE) growth accelerated .89/ yo-y, beating the consensus forecast 00% from 62% in August, pushed up mainly by
the vohtile investments and bills category, which rose by%4 over the month. Credit growth to companies remainiech fwhile that to
households weraveak.Loan growth is forecast to slow further during the remainder of this ygaen the strain on company piits and
household incomesSome improvement is expected in 2017 as financial conditions stabilise and the economy starts to recover.

Inflation

Consumer inflation edged up to 6.1% in September, after easing to 5.9% in Afugurs6% in JulyThe upward pessure came from food
inflation, which remains at a high B yo-y and the higher costs of housing and utiliti&sflation for durable goods and nedurable goods
accelerated to 7.3% and 6.7% respectively from 6.9% and 6.1% the month befooatrast, inflation for semdurable goods and services
moderated slightly to 5.5% and 5.6% respectively from 5.6% and 5.7% in August.

We still expect inflation to peak at about 6.2% around November this year, before ending the year atrétion is then forecast to ease

to below 6% inearly20l¥ K2 @SNAYy 3 2dzad ¢AGKAY GKS wSasS NI randirgmbiisdhe Key neBtSthe NI
outlook.! aadzyAy3a y2 YI22N OKFy3ISa (2 {2dziK sligitiNdieakereid isif@ad3NGS 2087/ butNide a |
impact on inflation will be offset by lower food prices as the drought recedes, subdued domestic demand and base comsideratio
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Mounting political uncertainty and associat®iih 4 1 & N8B f A{1Sfte (G2 ¢SA3IK 2y (GKS wSaSNBS . |
policy meeting of this yeaiThe MPC is likely tcerr of the side of caution, most probably leaving interest rates unchanged in November
ahead of the rating updates beforeonsidering ahike in January to counter the impact odiny negative ratings or politicabutcomes. We
maintain that the possibility ofmore rate hikes over the sheterm cannot be completely ruled oumgiven the highlyfluid political
SY@ANRBYYSyG IyR AdGa AYLI AOF GA 2 yWaur ficvid nd fitbgs OdvdgyadeNBnQpireadd2agsEmiig and y 1
easing of politicakisks, it is quite conceivablghat we may be at the top or close to the top dfie current hiking cycle.

Decent rainfall in parts of the country has increased the prospects of a better field crop in the upcoming seasoerafute, the chances of

lower food prices in 2017The rand has held up remarkably well despite the palititurmoil of October¢ KS NJ Y RQ& NB&aAf A
growing expectations among global investdiet interest rates in most major developed economies would remain low to negative for longer
given subdued global growth prospects and considerable daenrisks to the outlook.

Global

Developed market inflation metrics have risen across the boarteadline CPI has not only risen in the UK, US and Eurozone, but has also
firmed in China andemained unchanged idapanThis was predominantly due tsupply-pushinflation as a result of the higher energy and

oil price. However, inflation remains well below central bank targets and may remain depressed in most regi®ss stimulus spurs
consumer spending and the associated demand inflation.

Inflationary pressuresire evident in the UK, as the BOE raised its inflat@yacast;to reach the 2% targeted level next year, rather than its
previous forecast of 2018. However, this is predominantly as a result of a weaker sterling exchange ratesidegplyssures), rather than

from demandside factors. Nonetheless, growth will likely be hampered on the back of subdued economic, business and consumer activit
once the Brexit proceedings begin early next year. As a result, continued loose mopeitayyis expected from the BoE over the medium

term, with a further cut in the policy rafesshould economic data deteriorate ahead of the Brexit.

Higher inflationand improving macroeconomic indicatoiis the USshould continue to build the case for a Fedite hike in DecemberThe

Fed has continued to stress its datapendency and recent positive economic data out of theHaS fuelled higher market expectations of a
December rate hike. The labour market is very close to full employment, while inflatipnassures are starting to rise, strengthening the
OFL&aS F2NJ I CSR NIGS KA1S a22yod 902y2YAO RIEGlI 2 @SN (dsSintgfedtiaies F 2 dz
this yearor not.

Fedpolicymakers engaged in tough déban September, over leaving interest rates at uiav levels. While some policymakers indicated
that the labour market will overheat threatening to raise inflation faster than expected, which would warrant faster ratg biker
policymakers arguedhat more slack is present in the labourarket and leaving rates low would bring in discouraged workers into
employment.

The decision to keepates unchanged was a close aaild most policymakers indicated that they would favour a rate hike soonChedt
Yellen argued that the labour market recovery still has room to run and the Fed would not want to stifle a recovery dpyatssitoo early.
The minutes noted that economic data since the previous meeting was softer, lending further impetukdlat. Blowever, policymakers
agreed that the case for a rate hike has risen recently, even while some expressed concern over recent slack in the labctr and
inflation below 2%.

Inflation firms up in the developed world Fed and market consensus converge recently

L
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Eurozone bond yields decline across the curve, 30% of the cui Nervous investors sell Eurozone bonds the back of recer

negativeyielding Wil LJISNX NXzY 2 dzNEB
Lo ] 35/
-] ECB Eurozone Benchmark Yield Curve
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Hints of a tapering in ECB stimulus caused some concerns in the market in early October. While ECB taperingttsmaliéealise over the
mediumterm and monetary policy is likely to be kept loose for most of 2017, ECB policymakers are facing a supply problem on their bonc
buying programmec 6 2y R @A St Ra KI @S FritSy a2 t2¢ GKFG | f1NBS HRNJiAZY
programme.

.f22Y0SNB SaidAYIGSa GKFEG emon  NRLRof(whighy & 2 F K § dOIBZNE  SafiBa@einRiBilScs o5 (
purchase by the ECB. This rule is-gdlicted ¢ the ECB created these rules to mitigate riskéhcdigh Eurozone bond yields have risen
recently, this will likely be temporary, with core and peripheral yields falling further in coming months. ECB Pré&gdenDraghj has
indicated that the Governing Council is willing to use all tools withiméadate to maitain monetary easingnd they are now considering

how to improve the QE implementation. This QE review is expected to persist until December. Draghi has continued t@stresslibr

states need to implement structural reform while moneggsolicy is loose in order to boost the effectiveness of monetary easing and gain the
full benefit of QE.

Nervousness by investors on the back of this review and headlines surrounding tapering has resulted in bond yields gisaty nthough

not enaugh to increase the availability of bonds the ECB can purchase. When the ECB does decide to wind down asset purchiiasy, it wil
R2 &2 AY emn oAfftA2Y AYONBYSy(&as tnacksSarilin&as that tReRECR is Boind tgper mextwaa® | 2
Monetary policywill be highly dependent on economic @aand inflation in the Eurozorend likely to be kept ultrdoose until both metrics

rises towards ECB targettle believe the ECB will probably extend the timing of tEprogramme (to December 201§nd this may be
announced in Decembe2016 after its QE review is concluded.

Domestic

Local FRA rates over the next 24 months have converged close to the 7.5%qlaekFRA market is essentially pricing in no change in the
repo rate over the next two yearsThe SARB may be close to a peak in the current hiking cycle, given that the inflation profile was revised
lower, and the SARB is seeing headline inflation sustainably bek@%hupper band over the mediutarm. At this stage,political risks and

the commensurate reaction of the rand alikely to be the deciding factan whether we have reached the top of the current hiking cycle
locally or not.

Domestic market prices in flat interest rate profile over the ne ALBI index yield rises recently, may sustain break above suf
two years level
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The ALBI index yield has been reflective of foreign sentiment most recesthg by 17 basis points and testitige mediumterm declining
support line from January 2016. Key Fibonacci levels to watch are the 9% and 9.11% levels, which correspond to the 58% BitaBacci
projection from the June 2015 peak. This is the third time the yield is testing this suppocttieanically, the more times a level is tested,
the greater the probability of a break of the lev8liven mediumterm event risks in the form of a credit ratings review, global central bank
action, local social and political event risk and a vulnerable ramdathange ratethe ALBI yield may break higheéowards abovementioned
support levels. Resistance on the downside is at 8.6% &% 8ver the near and mediuterm.

- Relative to our EM CDS indexan equallyweighted basket of five

EM CDS spreads converge, but remain above EM average year emerging market CDS spreads (excluding Inglidle SA CDS

spread has performed significantly worse than the EM basket. Over

the past 10 weeks, the EM risk premium has risen, on avelag®

EM 5-yr CDS spreads [ basis points. SA, by contrast, has surged by 22 basis points. Given the
= upcoming credit ratings review, the ajoing political event ris,

social unrest by studentsnd the nuclear deal currently being

discussed, these issues will likely keep oxSGpread elevated and

Mj’* 5-yr CDS spread " well in excess of the EM average.
oy . .
J( W‘«wﬂw ; == The Brazilian, Turkish and SA CDS spreads have all converged recently
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+Equally weighted basket of 10 major EMs (ex-India) 5-yr CDS spreads ... risk aversion ahead & possible Fed rate hike in December has been

Turkish CDS spreads. Better economic olidical prospects for Brazil

EM 5 CDS Ind [— H H H H :
YD IEEE L. has seen their CDS spreads falling sharply, while in Turkey, continued

~ raising spreads. Higher bond yields and credit spreads are likely to add
—upside presare to government debt service costs, while limiting
foreign investment into local bonds and equities due to foreign risk
aversion.

SourceBloomberg Nedbank

Outlook

Global monetary policies are likely to remain loos&Ve anticipae a further rate cut from the BoE, sometime 1917, when Brexit
proceedings begin. The ECB is likely to extend the-fiamae of its stimulus programme which was originally expected to end in March 2017.
We believe this may be extended towards 2017 yenad as the economy is still struggling with lowlatibn and growth levels. While the Fed
may raise interest rates in December, they are likely to inditiaé¢ the pace of rate hikes/policy normalisation will be very slow, keeping
policy farly accommodative in the mediwterm, in order to support the cuent recovery.

We maintain that the possibility amore rate hikes over the shoterm cannot be completely ruled ougiven the highly fluid political
SY@ANRBYYSyG FyR AG& AYLX AOLI (A 2VadousficdaldvénkriSkseikeydayiny KiBt@sifor baaldhtend ratdsy N,
while food inflation remains highly dependent on the drought easing. The SARB may be close to the peak of the curreyclakistgpuld
inflation remain sustainably below the 6% malfkour view of no rathgs downgrade transpires and assuming an easing of politiisiis, it is

quite conceivablethat we may be at the top or close to the top of the current hiking cycle.
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The rand appreciated further in Octoh@ven as the US dollar strengthened on growing market confidence that the US Federal Reserve will
raise interest rates in December and despite some temporary jitters over the tough measures contained in the 2016 TM&#BBRSd
appreciated by a further 2.% against the trades SA AIKGSR o0+ &1 80 2F OdzZNNByOASa Ay hoOil20SNE
date to a significant 13.2%Much of this improvement appears to be driven mainly by generally stronger global risk appetites for emerging
market asets among global investorm response to ultrdow interest rates in many advanced countrie®ased on our estimates of
purchasing power paritythe rand is currently about 6% undervalued.

Domestic

As discussed earlier in the document, price action onrdra has continued to be subjexd to the vagaries of political risk which remains
impossible to quantify. Recent favourable developments around the finance minister have resulted in a reneweaof sgiigeism around

the local unit. As such, the rand hasstined its stay below its 2@fay moving average and has recently used this level as a support rather
than a resistance. The sustained move below the 2014/2016 pivot line also appears to betisgpgpanore range bound performance from
the rand in coming months, assuming the absence of political risks resurfacing. At present, the consolidation chanhel &ameety lows on

the rand appears intact.

For as long as favourable conditions pdrdiwe see nadowngrade from S&P this yeasee SA Credit Ratings overvigwblished 6 October

2016 the rand will look toretest R13.25/$ againThis will be thethird test of lewels below R13.50/$ in the last threenonths and as
technical theory holds, the more times a level is tested, the higher the probability of a breakreak below R13.20/$ would open aweo
toward R12.85/$ in the shorterm, corresponding with levels close to the 61.8% Fibonacci retracement of the 2011/2016 trend. To the upside,
R14.15/$ and R14.75/$ act as immediate rand supmanresponding with the upper end of the consolidation channel. Oslyséained break

back above this channel support would indicate a change in the consolidation trend since the start of this year.

USDZAR sustains 2016 consolidatiattempts to break lowe GBPZAR remains one of tireost spectacular cross rates
again globally this year

USDZAR
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The GBPZAR has been one of the most spectacular crossegatch this yeard A dSy G KS adSNI Ay3Qa ,éaped i L
with a strong retracement in the rand. This cross has broken below the R17.00/£ resigthicbeve indicated last month and this opens a
move toward the R15.35/£ levelvhich corresponds with the 123.6% extension of the 2016 bear trend and the 38.2% retracement of the
2011/2016 trend. We would see fairly strong resistance to further rand gains beyond this level. To the upside, R17.10&%%fl frRmain
targeted suppor levels. We would expect this cross to head lower in the medium to longer term given a bearish view on the pound.
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