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Geopolitical risks once again spoil recovery of the Rand and the JSE

Almost a repetition of last year during May the geo-political risk surrounding the trade war
between the US and China imposes a worrying risk for financial markets, despite the Covid-
19 pandemic woes. The decision of China on Thursday to introduce a new national security
law in Hong Kong to deal with pro-democracy protest brought about a new fear that US-China
trade negotiations and deals of the last three years may collapse. Hong Kong as a
manufacturing hub in Asia now stands a change to subside as an economic power. In reaction
global equity markets, especially emerging market bourses contracted, bond rates climbed,
and the Dollar strengthened.

Domestically the JSE felt the China-Hong-US uncertainty with the ALSI losing more than 2000
points alone last Thursday and Friday, after trading above the 52 100 (52 143) level during
the middle of last week or 5.1% higher than the close of 49 628 the previous Friday. The index
ended Friday on 50 147 or an increase of a mere 1.0% for the week.

The decision by the Monetary Policy Committee (MPC) last Thursday to lower the repo rate
with 0.5%, the fourth consecutive time this year came as expected. The MPC stressed that
overall risks for the inflation rate appear to be on the downside, given the stronger Rand, lower
international oil prices and lower bond rates. The Reserve Bank now expects that the inflation
rate will reach a low 3.4% for 2020 and 4.4% in 2021 and 2022. In this regard it is forecasted
by the Reserve Bank’s Quarterly Projection Model a further two more cuts of 25 basis points

in the repo rate during the next two quarters.

The MPC stressed its worry on the expected economic growth rate for South Africa in 2020
due to the Covid-19 virus and foresee a negative growth rate of 7.0% in 2020, but expects the
economy to rebound strongly to growth rates of 3.8% in 2021 and 2.9% in 2022. The MPC
also mentioned that: “Monetary policy can ease financial conditions and improve the resilience
of households and firms to the economic implications of Covid-79”.” In this regard the Bank
has introduced lower regulatory requirements on banks and steps to secure liquidity in

domestic markets.

The Rand exchange rate started to discount this continuation of sound Monetary Policy
already last Monday. The currency traded as weak as R18.55/$ at the close the previous
Friday but quickly tested the R18.00/$last Tuesday. After the announcement of the cut in the
repo rate on Thursday the Rand appreciated strongly to levels of around R17.56/$. The
uncertainty on the US- China- Hong Kong debacle on Friday had seen the Rand to lose ground
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again to a level of close to R17.90/$ but recovered in late trade again to R17/70/$, still 83
cents stronger than the previous week. The Gold price remains strong on $1 732 but the price
of Brent crude subsided to $33.67 per barrel. On the capital market bonds continue to recover.
The R186 Government treasury ended the week on 7.65% against 7.80% the previous Friday
close. This morning markets opened with not much movement, given that the US has a public
holiday. The Rand however recovered fully over the weekend and is trading again at levels
lower than R17.60/$

This coming week investors’ attention will concentrate on the release of South Africa’s inflation
number for April. Markets expected a rate of 4.0%, marginally lower than the 4.1% recorded
in March 2020. The release of the South Africa’s Balance of Trade for April will also be of

importance as a surplus of R1.8 billion is forecasted.
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DISCLAIMER AND CONFIDENTIALITY

This document does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation
is not authorised or to any person to whom it would be unlawful to make such offer or solicitation, and is only intended for
the use by the original recipient/addressee. If further distributed by the recipient, the recipient will be responsible to ensure
that such distribution does not breach any local investment legislation or regulation. Opinions expressed are current opinions
as of the date appearing in this material only. The information is confidential and intended solely for the use of Rebalance
Fund Managers (Pty) Ltd client’s and prospective clients, and other specific addressees. It is not to be reproduced or distributed
to any other person except to the client's professional advisers.

All data, models and tests are sourced from external data vendors or service providers unless otherwise stated thereon. While
information obtained is from sources, we believe to be reliable; Rebalance Fund Managers (Pty) Ltd does not guarantee the
accuracy or completeness thereof. Save as may be provided under law, Rebalance Fund Managers (Pty) Ltd, does not accept
any liability for inaccurate or incomplete information contained, or for the correctness of any opinions expressed. Prospective
investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable
taxation and exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant

to the subscription, purchase, holding, exchange, redemption or disposal of any investments.
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While the portfolio manager will attempt to minimise risk, the value of investments in discretionary accounts and the income
derived from those investments may fluctuate and it is possible that the investor could incur losses, including the loss of
principal invested. Past performance is not necessarily indicative as to future performance. An investor whose reference
currency differs from that in which the fund or segregated account is denominated may be subject to exchange rate movements,
which may cause fluctuations in the value of their investments. In addition, investments involving exposure to a currency
other than that in which the segregated account or fund is denominated may also cause values to fluctuate. Funds that pursue
a multi-management approach have an extra layer of fees, with fees payable to both the underlying managers and the manager
of the fund itself. Normally both annual management fees and performance fees are payable to the underlying managers and

an annual management fee is payable to the manager of the fund.

Rebalance Fund Managers (Pty) Ltd is an authorized Financial Service Provider, FSP 45054,

£ REBALANCE



