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Mozambique: metical gains
may reverse

The metical, trading at 55.5 to the USD at the time of writing, has gained 35% ytd, or
22.2% y/y, after closing 2020 at 74.9. The metical will however likely reverse some
of these gains as exporters have started to put on hold FX conversions and importers
returned to the market as they benefited from recent metical gains.

Therefore, FX liquidity supply/demand dynamics as well as negative sentiment and
economic fundamentals imply unsustainable FX rates given the historical large current
account (C/A) deficit and the diminished outlook for foreign direct investment (FDI)
inflows, at least for this year, after a series of terror attacks on Palma since 24 Mar.

Even considering a relatively low level FDI this year, we still see the C/A deficit
accelerating towards 29.8% of GDP, from USD4.5bn in 2020, or 27.3% of GDP, as
imports will likely grow faster than exports.

Taking into account increased forecast risk and uncertainty related to (i) ongoing security
challenges; (ii) policy response uncertainty; (iii) Covid-19; and (iv) climate events, our
scenario analysis now sees the USD/MZN pair closing the year around 60.7 in the bull
scenario, 62.4 in the base, and at 70.1 in the bear scenario. This lowers year-end
inflation in the base case to 7.1% y/y, from 7.6% y/y, with the GDP recovery expected
to remain low, at annual growth of just 1.6% y/y.

Numerous factors contributed to the stellar, though counter-intuitive, performance
of the metical over the past few weeks. Here, we include (i) the 300bps policy rate hike
last Jan, which further eased import demand; (ii) expectations that Bank of Mozambique
(BOM) would support the market by selling foreign currency (FCY) to help stabilize the
metical, a clear change from the policy stance in 2020 when the USD/MZN was allowed
to rise almost in a straight line through the year as a shock absorber for balance of
payments (BOP) pressures and to help protect FX reserves; (iii) importers delaying
payments to benefit from the daily appreciation of the metical; (iv) foreign direct
investment (FDI) inflows emanating from the resources sector; (v) limited space on
commercial banks’ balance sheets to store excess FX liquidity given the net open position
limit of 20% of capital to cover underlying currency risk; (vi) BOM not buying excess FX

liquidity.
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to continue to sell FX at rates below 60, and with importers starting to catch up to pre- +258-215-01012

empt a rapid correction of FX rates. However, the magnitude of such FX rate correction
remains uncertain. In the short term, BOM could lend some stability to the MZN by
absorbing excess FX liquidity or by supplying whenever the market is short — but this too
remains uncertain given the recent trends.
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We still see FX reserves declining by 7.3% y/y this year, to USD3.7bn by Dec, from
USD4bn currently. The import cover ratio is expected to fall to 5.6 months, from around
6.4 currently. FX reserves have held quite stable while the MZN appreciated; clearly,
there have been limited FX sales from BOM. www.standardbank.com/research
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FX derivatives (forward and swap contracts) are now allowed after 30 days’ elapse since
the publication of the governmental official gazette on 16 Mar of BOM regulations
regarding those products. This too could stabilize the MZN.

Our chart below shows that for the 3 to 9 months bracket, importers could take advantage
of forward contracts to hedge their FX risk, considering the FX rate forecasts across our
base, bull and bear scenarios.

We believe that low inflation through 2020, which had averaged 3.1% y/y, allowed BOM
to take a rigid stance on FX reserves management and tolerate MZN depreciation
last year. The rapid rise in headline inflation since the beginning of the year, last reported
at 5.8% y/y in Mar, from 3.5% y/y Dec 2020, was the main driver of the policy rate hike
in Jan 20, with MZN appreciation fueling expectations that inflation will remain in single
digits.

The government had managed to avoid an increase in the price of bread, targeted for 1
Apr, as previous FX rates had driven up the cost of imported wheat/flour, which now has
been corrected, supporting the stability of the price of bread. Given the current levels of
Brent crude above USD/60bbl, an increase in local fuel prices would have been required
had the MZN not appreciated.

The BOM clearly has a vested interest in seeing a relatively strong MZN to help keep
imported inflation low. The question is: how low it can be sustained given the diminished
FDI outlook? Also, Mozambique’s export sector competitiveness needs to be addressed for
sustainability reasons.

A humanitarian situation has developed in Cabo Delgado in the wake of numerous terror
attacks since 2017, with thousands of families requiring urgent assistance, which, together
with security response requirements, will intensify fiscal pressures. The likely result here
is the rise in net lending to the government, which grew by 166% y/y in Feb, crowding
out private sector credit growth.

Given subdued aggregate demand and low investment, the rise in prime lending rate to the
current level of 18.9%, from 15.5% last Jan, will likely prevent a further acceleration of
local currency private sector credit growth, last reported at 10.1% y/y in Feb 2021.
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Medium-term economic growth base scenario

Q1:21 Q2:21 Q3:21 Q4:21 Q1:22 Q2:22 Q3:22 Q4:22 Q1:23 Q2:23 Q3:23 Q4:23 Q1:24 Q2:24 Q3:24 Q4:24

GDP (% y/y) pa -0.4 3.2 2.0 1.6 2.3 2.5 2.4 2.4 3.2 3.4 3.3 33 3.7 3.6 3.5 3.6
CPI (% y/y) pe 5.8 7.0 7.8 7.1 5.6 4.4 52 6.2 6.4 6.7 6.4 6.7 6.3 6.5 6.7 6.5
MIMO rate (%) 1325 1325 1325 1325 1325 1325 1325 1325 1325 1325 1325 1325 1325 1325 1325 13.25
gfm rate (%) pe 133 133 133 133 13.2 13.1 13.0 12.9 13.0 13.1 13.1 13.2 13.2 13.2 13.2 13.2
6-m rate (%) pe 133 13.4 13.4 133 13.4 133 13.1 13.1 13.1 13.2 133 133 133 133 133 133
USD/MZN pe 67.5 61.4 61.5 62.4 63.5 63.9 63.4 64.3 64.2 65.4 64.9 65.1 65.7 65.6 66.1 66.3

Source: Banco de Mogambique; Instituto Nacional de Estatistica de Mogambique; Bloomberg; Ministério da Economia e Finangas; Standard Bank Research

Notes: pa-period average; pe-period end



Standard Bank

Africa | FI & FX
16 April 2021

Protection of Personal Information Consent

Standard Bank Group, its subsidiaries and associate business units (including Standard Bank Research) have committed to treat the personal
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Disclaimer

This material is non-independent research. Non-independent research is a "marketing communication”

This material is "non-independent research”. Non-independent research is a "marketing communication” as defined in the UK FCA
Handbook. It has not been prepared in accordance with the full legal requirements designed to promote independence of research and
is not subject to any prohibition on dealing ahead of the dissemination of investment research.

Additional information with respect to any security referred to herein may be made available on request. This material is for the general
information of institutional and market professionals’ clients of Standard Bank Group (SBG) only. Recipients who are not market
professionals or institutional investor customers of SBG should seek advice of their independent financial advisor prior to taking any
investment decision based on this communication or for any necessary explanation of its content. It does not take into account the
particular investment objectives, financial situation or needs of individual clients. Before acting on any advice or recommendations in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The
information, tools and material presented in this marketing communication are provided to you for information purposes only and are
not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial
instruments, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to
such action. This material is based on information that we consider reliable, but SBG does not warrant or represent (expressly or impliedly)
that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. The
information and opinions contained in this document were produced by SBG as per the date stated and may be subject to change without
prior notification Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update the
material in this report on a timely basis, but regulatory compliance or other reasons may prevent us from doing so.

SBG or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other
financial instruments referred to in this material. Where SBG designates NON- INDEPENDENT Research to be a “marketing
communication”, that term is used in SBG’s Research Policy. This policy is available from the Research Compliance Office at SBG. SBG
does and seeks to do business with companies covered in its non-independent research reports including Marketing Communications. As
a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors
should consider this report as only a single factor in making their investment decision.

SBG has published a Conflicts of Interest Policy that is available upon request which describes the organisational and administrative
arrangements for the prevention and avoidance of conflicts of interest. Further disclosures required under the FCA Conduct of Business
Sourcebook and other regulatory bodies are available on request from the Research Compliance Department and or Global Conflicts
Control Room, unless otherwise stated, share prices provided within this material are as at the close of business on the day prior to the
date of the material. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or
distributed to any other party, without the prior express written permission of SBG. All trademarks, service marks and logos used in this
report are trademarks or service marks or registered trademarks or service marks of SBG or its affiliates.

SBG believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions
presented in the other sections of this communication were obtained or derived from sources SBG believes are reliable, but SBG makes
no representations as to their accuracy or completeness. Additional information is available upon request. SBG accepts no liability for loss
arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability
arises under specific statutes or regulations applicable to SBG.

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors should
make their own investment decisions based upon their own financial objectives and financial resources and it should be noted that
investment involves risk, including the risk of capital loss. Past performance is no guide to future performance. In relation to securities
denominated in foreign currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. Some
investments discussed in this marketing communication have a high level of volatility. High volatility investments may experience sudden
and large falls in their value causing losses when that investment is realised. Those losses may equal your original investment. Indeed, in
the case of some investments the potential losses may exceed the amount of initial investment, in such circumstances you may be required
to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to
make them investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult
to sell or realize those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which
such an investment is exposed.
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This report is issued and distributed in Europe by Standard Advisory London Limited 20 Gresham Street, London EC2V 7JE which is
authorised by the Financial Conduct Authority (“FCA”). This report is being distributed in Kenya by Stanbic Bank Kenya ; in Nigeria by
Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; into the People’s Republic of China from overseas by the Standard Bank
Limited; in Botswana by Stanbic Bank Botswana Limited; in Democratic Republic of Congo by Stanbic Bank Congo s.a.r.l.; in Ghana by
Stanbic Bank Ghana Limited; in Hong Kong by Standard Advisory Asia Limited; in Isle of Man by Standard Bank Isle of Man Limited; in
Jersey by Standard Bank Jersey Limited; in Madagascar by Union Commercial Bank S.A.; in Mozambique by Standard Bank s.a.r.l.; in
Malawi by Standard Bank Limited; in Namibia by Standard Bank Namibia Limited; in Mauritius by Standard Bank (Mauritius) Limited; in
Tanzania by Stanbic Bank Tanzania Limited; in Swaziland by Standard Bank Swaziland Limited; in Zambia by Stanbic Bank Zambia Limited;
in Zimbabwe by Stanbic Bank Zimbabwe Limited; in UAE by The Standard Bank of South Africa Limited (DIFC Branch).

Distribution in the United States: This publication is intended for distribution in the US solely to US institutional investors that qualify as
"major institutional investors" as defined in Rule 15a-6 under the U.S. Exchange Act of 1934 as amended, and may not be furnished to
any other person in the United States. Each U.S. major institutional investor that receives these materials by its acceptance hereof
represents and agrees that it shall not distribute or provide these materials to any other person. Any U.S. recipient of these materials that
wishes further information regarding, or to effect any transaction in, any of the securities discussed in this document, must contact and
deal directly through a US registered representative affiliated with a broker-dealer registered with the U.S. Securities and Exchange
Commission (SEC) and a member of the Financial Industry Regulatory Authority (FINRA). In the US, Standard Bank Group [SBG} has an
affiliate, ICBC Standard Securities Inc. located at 520 Madison Avenue, 28th Floor, USA. Telephone +1 (212) 407-5000 which is
registered with the SEC and is a member of FINRA and SIPC.

Recipients who no longer wish to receive such research reports should call +27 (11) 415 4272 or email SBRSupport@standardbank.co.za.
In jurisdictions where Standard Bank Group is not already registered or licensed to trade in securities, transactions will only be effected
in accordance with the applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be

made in accordance with applicable exemptions from registration or licensing requirements.

Standard Bank Group Ltd Reg.N0.1969/017128/06) is listed on the JSE Limited. SBSA is an Authorised Financial Services Provider and
it also regulated by the South African Reserve Bank.
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