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SUMMARY OF VIEWS

Local markets ready for a downgrade, local fundamentals remain downbeat

A The ongoing trade war between the US and China continues to be flagged as a key downside risk to global growth, with the IMF revising its global growth forecast to a post-recession low of 3.2% for
2019. The World Bank is more bearish, with a global growth estimate of 2.6% for 2019 and a marginal pick-up to 2.7% in 2020 and 2.8% in 2021.

A High-frequency data releases that precede the 3Q GDP print point to a sharp slowdown in growth in 3Q, as consumer confidence has fallen to pre-Ramaphoria levels, business confidence falls
sharply, retail sales growth and manufacturing product i oanc ugrraotwet hr edpirseaspepnotiantti so,n aonfd etchoen oSvA RB bas
declines. Eskom implemented Stage 2 load shedding in October and November, and this will likely hamper 4Q growth. At this stage, we forecast real GDP growth of around 0.4% for 2019, rising to
1.0% in 2020. The main reasons for the improvement stem from a low base, an improvement in GFCF following R363bn worth of investment pledges at President Ra ma p h danvestthent
conference, and an ongoing IPP build programme. Some improvement in disposable incomes as a result of low inflation and a potential interest rate cut could also raise household consumption in
2020.

A However, we still believe demand is too weak to spur inflation in the near term. We expect inflation to remain well contained in the long run in the absence of a drought. Global disinflationary
pressures and weak local demand are key reasons keeping inflation low. We expect this to persist over the medium term. In line with our expectations, the SARB left the repo rate unchanged at
6.50%, with prime at 10%. Despite the neutral market response, we interpret the statement as being more dovish (than the previous MPC statement in September) due to a split vote, a more dovish
QPM, a weaker growth outlook with growth risks now assessed to the downside vs previously balanced risks, and a sharply wider output gap.

A Ourviewremains unchangedit he bias remains firmly for the SARB&s next mobve mor dec amfood htea b Ic e t-negativé éentsjp st h

with the governor admitting that any exchange rate shock would matter only if it raises the inflation risk premium on a long-term b asi s . Hence, in our view, the Jani
the exchange rate remains stable until then. At this stage, we do not rule out the possibility of two cuts of 25bps each in 2020, given how low inflation has fallen and the possibility of further downside
surprises.

A Moodyds sovereign rating committee convened on 31 October 260ul@ome,réthieewoBMmdsteredieviwerdhi he
ANegativeo from AStableo and affirmed the rating |l evel ato BSBR&330ati Wgsnbw AOnRORO0i,nwathi gher

Current pricelyield Core views Target levels

3- th 5.0
We maintain the view that the rand trading between 14.00 and 14.50 reflects better loacal men
USDZAR 14.57 external risks. However, current period of rand weakness could be sustained until the Feb 6-month 16.00
Budget and Mar 2020 Moody's review Zimonth 569
Repo rate 6.50 We believe that the door is still open for a further 25bps cut, possibly in 1Q20

3-month 6.40
6.73 (R208) We have now updated our valuations as a result of the sharp fall in US core rates, which Venrond o0

believe may persistinto 2020 as a result of low US inflation. Our fair value estimates are b3 :
i [¢) [5) i 3-month 8.60

SAGBs 8.45 (R186) a US 10y yield of ;.8 /-o (vs BI.oomberg consensus fprecasts_ of1.9 /_o) and ;1 US 30y yield of 2

result of the decline in US yields, the SA country risk premium typically rises, as we have { Year-end 8.60
LINSBGA2dzat ed ! & adzOKZ 2dzNJ FF ANJ @I £ dzS SadGAy S month o5

10.25 (R2048) 9.25% previously. We see our fair value estimate as a six-to 12-month view. ’
Year-end 10.20

Source: Nedbank CIB M arkets Research

Disclaimeri Not e t hat the above and ensuing analyses represent t heankag(bddyasktCiBdMarkets Reseaicty and noi necessarily thee d b a n

Nedbank Group House view.
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GLOBAL DEVELOPMENTS

World input costs fall into deflation, weighing on headline CPI

A Inflationary pressures globally remain subdued, weighed down
recently by a fall in commodity and energy prices. In China,

Table 1: Summary of economic and financial indicators

Economic, fiscal

producer input costs have been in deflation since June, while and monetary ~ R€tail sales Consumer GDP growth Manufact. Budget bal. Central bank
consumer inflation has been driven by higher pork and fresh food InleEiens yly % confidence  g/q ann. prod. y/ly % (% of GDP, rate %
prices. In October, CPI jumped to 3.8% yly, from 3.0% in AR ckiis
EEEGERRESSEN | AST PREVLAST PREYLAST PREMLAST PRELAST PREVJLAST PREVLAST PREV
September, worse than consensus forecasts of 3.4%.
us 3.4l 4.1] 126 126 2.1 2| 48.1 48.3 -0.84 -0.3| -4.73 -4.52| 1.75 1.75
o . .
A UK CPI slumped to 1.5% yly in October, from_l.?%m September, B 31 3.1 -14 -14] 03 -02 489 496 -14 -18 -198 -2.08 075 0.75
worse than consensus forecasts of 1.6%. While processed food,
alcohol, tobacco, clothing and services inflation rose, prices of Eurozone 3.1 27 72 -76 0.2 0.2 46.9 459 -1.7 -2.8 -0.72 -0.62 0 0
energy, industrial goods and seasonal food declined. PPI slumped NETeEly -7.1 9.2] 38.7 36.21 0.2 1.8 489 48.4 -7.4 1.3]-2.54 -2.9¢6 -0.1 -0.1
to -5.1% yly, from -3% in September. A fall in US and Chinese PG| 0.65 0.38 59.4 56.60] 0.3 0.66] 49.5 49| 3.37 -3.6| -2.48 -2.63 14 14
_expc;rt prl[ces has fuelled global deflationary pressures on factory China 7.2 78 124 124 6 6.2 502 493 4.7 58 -83 -53 435 4.35
input costs.
P Brazil 2.1 1.4 88.9 89.4 0.4 -0.1] 52.9 52.2 1.1 -2.1] -6.44 -6.39 5 5
A Inthe US, CPI rose to 1.8% yly in October, from 1.7%n _ GUEEE 1.6 0.7 683 71.3 1.7 0.9 456 47.2] 2.6 3| 296 269 65 65
September, petterthan.cgnsensqs forecasts of.no change. While P 4063 5003 47.8 46.1] 45 5| 512 506 43 -1.4|-357 -3.35 5.15 5.15
US export prices are still in deflation, producer input costs have .
continued to grow, but at a slower pace recently i PPl eased to Mexico 2.4 2.6/ 105 106/ 0.01 -0.0§ 46 46.4 -1.77 -1.27/ -1.43 -1.7 7.5 7.75
1.1% yly in October, from 1.4% in September. The US PCE South Africe 0.2 1 -7 5 3.1 -3.1f 47.7 48.1] -2.4 -1.5(-5.28 -4.73 6.5 6.5
defl ator, which is the Fedo6s preferred gauge of inflation, remained
unchanged at 1.3% y/y in October.
A Eurozone inflation also remains well below the 2% target, with CPI Chart 1: Global inflation trend subdued Chart 2: G7 input costs are in deflation
at 0.7% yly in October, weighed down by lower energy costs. -
Within the EU, Greece, Portugal and Cyprus are already in 45 Global inflation rates ] | |
deflation, while Italy, Spain and Belgium are likely to follow suit in 4 ! mUS Exprt prices y/y (RD) 090
the coming months. Producer input costs remain in deflation. 5 | bocco G7'pp1 v/ on 6/30/15 (k| RIERS
3
A Japanodés inflation remained

worse than consensus forecasts of 0.3%. While services input
costs remain elevated, goods prices are weighed down by lower
fresh food prices. Although PPI has risen in recent months, it
remains in deflation, at -0.4% y/y in October.

A EMinflation rates have been contained, with CPI falling in recent
months as a result of lower energy costs. Most regions, apart from
Turkey, have maintained inflation rates within the targeted levels.

Source: Bloomberg, Nedbank CIB Markets Research
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GLOBAL DEVELOPMENTS

Finalised 2Q growth rates show a slowdown across the board

A The ongoing trade war between the US and China continues to be Chart 3: Major PMIs are now Chart 4: Global manufacturing activity
flagged as a key downside risk to global growth, with the IMF revising |~ CONtractionary falls sharply as a result of lower growth
its global growth forecast to a post-recession low of 3.2% for 2019.
The World Bank is more bearish, with a global growth estimate of . .
5

2.6% for 2019 and a marginal pick-up to 2.7% in 2020 and 2.8% in
2021.

Major manufacturing PMIs Manufacturing PMIs

54

A The UK managed to avoid a recession in 3Q, posting preliminary v /\
growth of 0.3% g/q, from -0.2% in 2Q, worse than consensus
forecasts of 0.4%. Private consumption growth remained unchanged 52
over the quarter, while exports surged, more than offsetting declines
in gross fixed capital formation (GFCF) and lower government 50
spending in 3Q. However, the country is struggling to grow amid the
uncertainty surrounding Brexit and the general elections, the ongoing

53

51

50

45

trade war between the US and China, and weak global demand. 49
A Japanés economy also slowed in 3Q R
H 34 N4 4 N4 34 34 34 34 34 34 34 34 34 34 34 34 34 34
SAAR, from 1.8% in 2Q, worse than consensus forecasts of 0.9%. \Q\%” \Qx\® \@\0” \@\@ . o \@\& : & g o \@\e\ \&\e\ y & \&\@ : & \@\s\ \@@N \@\@ \@\QN \@\& : o g oS \&\e \&\o y o \&\o . S \@\o \&\0 \@\c \@\e \&\c : o8 \@\o \&\e \@\o \@\0 \&\o
Private consumption slowed, along with most other product R R SR I GRS N A R O IS AR AR AR S S AT It it g A 4
categories, while GFCF slowed for the third consecutive quarter. —Us Eurozone Japan China UK ——EM PMI Global PMI
Exports contracted for the fourth consecutive month as global
demand eased.
A Eurozone GDP growth remained unchanged at 0.2% g/q in 3Q, in i i
line with consensus. Only Germany showed an improvement in Chart 5: EM PMIs are mixed Chart 6: IIF: Appetlte for EM assets
growth over the quarter, while the other nations showed a
deterioration in growth as a result of weak exports and global 60 EM manufacturing PMis Exhibit 3. EM Net Capital Flows Tracker
demand. - : i = :
- I:Tet capital flows in USD billion, 3-month moving sum
A In the US, 3Q GDP growth was revised up in the second estimate, =200
) . . 150
with growth of 2.1% q/q in 3Q 2020, from 1.9% previously. The only 50 130
upward driver in 3Q was growth in government spending, while
o 50
capital investment contracted. 5 :'D A /'M [f\.
A Growth rates for 2Q were finalised across most major regions in -50
August i the Eurozone recorded growth of 0.2% g/q, from 0.4% in 40 -100
1Q. Japandés growth slowed to 0.3% gq/g, from 0.5% in 1Q, prompted -150
by a decline in investment growth and deteriorating net exports. The 35 -200
US economy expanded by 2% q/q SAAR, down from 3.1% in 1Q. A @\‘ﬁb\i\*"\i \Q\i\&\i @\i\@\i @\i\@\i\Q\i\@i@\i\@\i@\i\@\i@i\@i\&&:\&\i @i\@\@ -250 b
decline in private-sector investment and a sharp contraction in T T LTI TITELS TS -300 EM (excl. China)
exports led the slowdown in 2Q. . . . ) ) -350
——Indonesia—India Brazil—— Turkey Mexico=—— South Afric. Jul—13 Jl.ll—15 Ju]—:l';-' Ju]—:lg
Source: Bloomberg, IIF, Nedbank CIB Markets Research Source: ITF
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MONETARY POLICY DYNAMICS: GLOBAL

Fed moves to neutral, market follows suit

A The Fed cut interest rates by 25bps in October but outlined a very
neutral statement that the market is interpreting as hawkish given
the |l arge disconnect between
own forecasts for interest rates. The Fed sees exports remaining
weak and believes the only aspect driving growth currently is the
resilient consumer. The Fed will be data-watching ahead of its
December review, but has indicated that the current stance of
monetary policy is likely to remain appropriate.

A The Fed funds futures market is now pricing in another cut only in
July 2020, after a neutral meeting and a few dissenting voices
within the Fed. In the Eurozone, the market is pricing in neither a
cut nor a hike in the ECB interest rate, with significantly more
dissenters pointing out the ineffectiveness of looser monetary

policy.

Probability of a

Next MPC meeting hike/  /hold

(§)512019/12/11 21:00:00
0)42019/12/19 14:00:00 87.509
[=(0](eydelpl4 2019/12/12 14:45:00 98.609
NETeET] 2019/12/19 92.409
[ale[4 2019/12/05 08:15:00 87.709
\V/E¥4[efe] 2019/12/19 21:00:00 59.309
STelll s WAVj[er: 2020/01/16

Updated 03-Dec-19

Source: Bloomberg, Nedbank CIB Markets Research
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Chart 7: US inflation expectations are
sticky above 2%

Chart 8: UK inflation remains elevated;
expectations rise
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Chart 9: Eurozone swap markets more in
tune with actual inflation

Chart 10: Real rates are now restrictive in
the US
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MONETARY POLICY DYNAMICS: GLOBAL

Policymakers remain uncertain about QE but continue to stimulate despite disagreement

A In October, the ECB kept its main refinancing rate unchanged at
0 %, as a few of the ECBO6s board

Chart 11: Fed begins loosening monetary
opOl'tover nor s

had di ssented from

Chart 12: Global bond yields supported by
weak global growth and trade uncertainty

the recent | oosening of the ECBO®6s
particular its announcement of asset purchases of EUR20bn a

month from November. Given the low inflation rate, and

deteriorating growth prospects, the ECB will likely remain
accommodative despite the change in governorship in November

(Christine Lagarde, ex-IMF chair, took over as ECB chair).

%

A The Fed reduced the Fed funds target rate by 25bps to the upper
band of 2.0% in October, citing weaker global growth and
uncertainty relating to trade policy as key reasons for the
i nsurance cuto that was needed |
However, Chairman Powell stated clearly that the Fed did not
expect a deep cutting cycle. The dot plot reflected one more cut in
2019 and flat rates in 2020, with a mild hiking cycle beginning
thereafter. The long-term neutral rate remained unchanged at 2.5%.
On the economy, the Fed reiterated that although household
spending remains strong, business investment and exports have
weakened. It is also uncertain about reaching its inflation target of
2% over the medium term.

A The BoE unanimously left the interest rate unchanged at 0.75% in
November but warned of a further period of uncertainty amid

monef arv nol 1T v st ance I n

Major central banks interest rates
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Chart 13: EM monetary policy stance
broadly loose

as Majors: 10y bond yields 45
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Chart 14: EM bond yields follow those of
DMs

ongoing political tensions and uncertainty over Brexit. Weaker
growth and low inflation could warrant a more dovish stance by the
BoE in the coming quarters. It has now turned decidedly dovish on
the back of downside risks to the inflation outlook due to weak

30

EM policy rates

domestic demand. However, it still contends that a smooth Brexit 20

would necessitate a series of gradual rate hikes over the next few

years. Ultimately, it will determine the sustained impact on demand, 15

supply and the GBP exchange rate. The BoE has become
increasingly uncertain in its monetary policy forward guidance

==

despite its more dovish stance. —_
A Of the 53 most-watched central banks, three have hiked interest 0
rates in the past three months, while 23 have reduced rates. The IR RO ORI RO O OSROSROIS
lobal licy bias has clearly shifted ds furth R SR R S R AR SR G S S e g S e
global monetary policy bias has clearly shifted towards further S g o P @ @ @ (Al Al Al AV @ @b @b @V oV oV o o)
v v v v WV Vv v v v v v v WV Vv v v v v v WV v

easing, and this will likely remain the case until global growth
shows any signs of a rebound.

Source: Bloomberg, Nedbank CIB Markets Research
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SA0S REAL

SAOS
data

growt h at

A High-frequency data releases that precede the 3Q GDP print
point to a sharp slowdown in growth in 3Q, as consumer
confidence has fallen to pre-Ramaphoria levels, business
confidence falls sharply, retail sales growth and manufacturing
production growth disappoints,
which is a fairly accurate representation of economic activity in
six to nine monthso ti me, decl i
point to a lack of demand in the economy, and the fact that spare
capacity in the economy is growing (the negative output gap)
further limits inflation.

Consumer confidence declined in 3Q as a result of a complete
reversal in the economic outlook subcomponent as well as
consumer s6 assessment of whethe
to buy durable goods. In 2Q, most consumers expected the
economy to improve in 12 months
consumers expected the economic outlook to deteriorate further.

As a result, the majority of consumers felt that it was

inappropriate to buy durable goods at the time. We see this
evidenced in retail sales data, as retail sales growth averaged

0% in the three months to September 2019, compared to +0.8%

in June.

Eskom implemented Stage 2 load shedding in October and
November, and this will likely hamper 4Q growth. At this stage,
we forecast real GDP growth of 0.4% for 2019, rising to around
1.0% in 2020. The main reasons for the improvement stem from
a low base, an improvement in GFCF following R363bn worth of
investment pledges at President R a ma p h dnvesthent
conference, and an ongoing IPP build programme. Some
improvement in disposable incomes as a result of low inflation
and a potential interest rate cut could also raise household
consumption in 2020.

Source: Bloomberg, Stats SA, Nedbank CIB Markets Research
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SA INFLATION TRENDS

SA0s CPI foll

A SA6s CPl surprised to the
yly, from +4.1% in September, better than consensus forecasts
of 4.0%. Core inflation remained unchanged at 4.0%. The
biggest downward drivers of CPI in October were goods inflation
and transport costs.

A Goods inflation slumped to 3.1% yly, from 4.0% in September.
Lower food, beverages, fuel and recreational equipment costs
weighed on overall goods prices. A small decline in the petrol
price weighed on headline transport inflation and on administered
price inflation. Services inflation remained unchanged at 4.2%

yly.

A Public transport costs, private transport costs, both processed
and unprocessed food costs, packaged holiday prices, and
household content and services prices have either eased or
fallen into deflation in recent months, following weak demand and
muted petroleum inflation as international Brent costs have
fallen.

A We believe demand is too weak to spur inflation in the near term.
We expect inflation to remain well contained in the long run in the
absence of a drought. Globally, producer input costs have fallen
either into disinflation or outright deflation. Export prices from
China and the US have fallen into deflation for the first time since
2016. SA imports almost USD24bn worth of goods from these
two countries alone (off a total import bill of USD98bn in 2018). A
further USD21bn worth of goods is being imported from the
Eurozone i a region that has never achieved its inflation target
since 2013, barring just five months in 2018. Global
disinflationary pressures and weak local demand are key reasons
keeping inflation low. We expect this to persist over the medium
term.

Source: Bloomberg, Nedbank CIB Markets Research
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Chart 19: We expect CPI inflation to remain
contained below 6% at least until 2021

Nedbank CIB Markets Research estimates

Average CPI Core Food Oil USDZ/# Electricity
2018A 4.6 4.3 3.3 716 3.3 52
2019F 4.2 4.2 3.0 64.1 1.6 9.4
2020F 4.7 4.2 5.6 64.9 5.3 9.6
2021F 5.0 4.2 7.2 66.4 15.8 8.6
QILIBA 4.1 4.1 4.1 68.4 s 22
Q2:18A 45 4.4 33 77.4 3.0 3.1
Q3:18A 50 4.2 3.1 78.1 1m.o 7.8
Q4:18A 4.9 4.3 2.7 62.7 1.3 7.7
QIBF 4.2 4.4 23 65.4 4.0 7.6
Q2:19F 4.5 4.2 28 67.9 4.3 6.8
Q3:19F 4.1 4.2 35 62.1 4.8 ns
Q4:19F 3.9 4.0 3.3 611 15.1 ns

Chart 20: Breakeven inflation getting
closer to 4.5%

Chart 21: SA PPl remains above CPI as
producers absorb higher input costs
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