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Rand note: rand gains as US rate hike enthusiasm wanes
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Emerging Markels Carmy Returmn = values 2 January 2023 to 17 April 2023
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Expected Case: Exchange Rate forecasts
2023 2024 2025

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425

USDIZAR 17.76 1785 1775 1755 1720 1740 1760 1730 1700 1700 1710 1650
GBPIZAR 2159 2228 2219 2211 2202 2253 2297 2266 2210 2210 2223 2197
EURZAR 1906 1957 1970 1983 1978 2036 2077 2041 1980 1989 2001 1977
ZARGIPY T45 T8 TH0 742 T18 TO1 GEBR 604 TEE TTE 766 769
CHFZAR 1920 1966 1951 1916 1875 1903 1933 1908 1868 1868 1879 1857
AUDZAR 1214 1212 1225 1246 1238 1253 1276 1263 1292 1309 1351 1335
GBPUSD 123 124 125 125 126 127 120 13 130 130 130 130
EURUSD 108 110 111 1142 113 114 116 118 147 147 1T 147
USDVIPY 120 129 126 125 124 122 121 120 13 125 128 130
Molte: averages, Source: Investec, Iress

The rand moved stronger last week, as expectations of sharp interest rate hikes in
the US continued to fade. The rand temporarily pierced R18.00/USD on Friday, and
ran near the key resistance level of R18.00/USD this morning.

Sentiment on US growth has dimmed for this year, driving the subsidence in interest
rate hike expectations, along with concerns still over the impact of the sharply higher
US rate hike cycle to date on the health of the US banking system.

The IMF warns “(b)elow the surface, however, turbulence is building, and the
situation is quite fragile, as the recent bout of banking instability reminded us ... the
sharp policy tightening ... is hav(ing) serious side effects for the financial sector”.

“Financial institutions with excess leverage, credit risk or interest rate exposure, too
much dependence on short-term funding, or located in jurisdictions with limited fiscal
space could become the next target.”

“So could countries with weaker perceived fundamentals. A sharp tightening of
global financial conditions—a “risk-off” shock—could have a dramatic impact on



credit conditions and public finances especially in emerging market and developing
economies”.

“(W)ith large capital outflows, a sudden increase in risk premia, a dollar
appreciation in a rush toward safety, and major declines in global activity amid lower
confidence, household spending, and investment.”

“In such a severe downside scenario, global GDP per capita could come close to
falling— an outcome whose probability we estimate at about 15 percent.” Markets
are cautious as the full effect of rate hike cycles have not been felt yet.

“We are therefore entering a perilous phase during which economic growth remains
low by historical standards and financial risks have risen, yet inflation has not yet
decisively turned the corner.”

With financial markets already concerned by higher interest rates, which has driven
varying degrees of risk-off sentiment in global financial markets over the past twelve
months, the cautious tone taken by multilaterals recently has been seen as positive.

Please scroll down to the second section below
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Long-term trend of the rand
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Volatile non-resident portfolio net purchases (+) sales (-) vs USD/ZAR (monthly averages)
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That is, after Easter last year the IMF and a number of other multilateral
organisations, along with key financial institutions and global research houses,
rapidly downgraded economic growth expectations on a rapid rate hike cycle.

Concerns over recession also built from April last year, increasing towards October,
and adding to the risk-averse global financial market environment and so EM
currency weakness, particularly for the rand.

Additionally, the global economy has not weakened as much as has been feared,
nor has the US economy in particular, which has also calmed market sentiment
somewhat this year.

Indeed, overall the IMF is sounding more guardedly cheerful about economic
prospects than a year ago, although it is nevertheless warning of high risks, but it
also acknowledges the better than expected strength of economies.

“Activity too shows signs of resilience as labor markets remain historically tight in
most advanced economies ... both output and inflation estimates have been revised
upward for the past two quarters, suggesting stronger-than-expected demand.”

The IMF, other multilateral organisations, along with key financial institutions and
global research houses are not sounding severe alarms over the economic outlook
as they did a year ago with widescale, severe downgrades of economic forecasts.

The outlook is still seen to be risky, but most of the commonly perceived risk has
been factored in, compared to a year ago where economic growth forecasts made
a sudden about turn substantially lower, fueling strong market concerns.

The rand has weakened against the US dollar this afternoon, after reaching
R18.02/USD, rebuffed from the key resistance level of R18.00/USD, as the US dollar
regained some lost ground.



» Looking forward, the direction of the rand will depend heavily on the movement of
the USD dollar in the currency pair. A more definitive end to the US rate hike cycle
would spur ZAR strength against the USD, although a May US hike is still a
possibility.

Economic Scenarios: note updated probabiiities
Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Extreme USD/Rand (average) 1776 1660 1590 1550 1500 1460 1450 1440
Upcase Repo rate (end rate) 175 6.75 650 625 6.00 600 55 55
1% SA economic growth very quickly nses 1o 3-5%, then 5-7% Good govemance, growth-creating reforms

(structural constraints eradicated), strong property rights, no nationakisation or expropriation without
compensation. High business confidence and ficed investment growth, substantial FDI, fiscal consolidation
drives dedt to low ratios of 2000s. Very subdued domestic inflation on extreme rand strength, very
favourable weather conditions. Strong global growth, risk-on, commodity boom. Rapid upgrades of credit
ratings 1o investment grade. Very short grey ksting. Quick transition to renevable energy from fossi fuels,

Up case Q1.23 Q223 Q323 Q423 Q124 Q224 Q324 Q424
1% USD/Rand (average) 1776 1720 1740 1700 1690 17.10 1690 1660
Repo rate (end rate) 7.75 7.00 7.00 7.00 6.50 650 650 600

Economic growth averages 3.3% over five-year period, but ifts towards 5.0% yly by period end, nsm

without
favourable weather and global conditions, rand strength, lower state-controlied price inflation on increased
privatisation. Credit raling upgrades on fiscal consolidation, markedly lower borrowings. Substantial
transition to renewable energy away from fossi fuel usage, comprehensive measures 10 alleviate climate

Q1.23 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Base USD/Rand (average) 1776 1795 1775 1755 1720 1740 1760 1730
case Repo rate (end rate) 175 175 175 750 7.00 700 700 650
48% Economic growth modest (1.9% average over 5 years) but iifts towards 3.0% y/y by end period on reforms,

global financial market risk sentiment is neutral 1o positive. South Africa follows fscal consoldation (debl
to GDP stabiisation) leading 10 positive outiooks, then likely credit rating upgrades. The rand stabilises,
then strengthens somewhat. Inflation is impacted by the course of weather patterns via food price inflation
A transition to renewable energy and slow move away from fossil fuel usage occurs and measures 1o
alleviate the impact of climate change on the economy are modestly implemented. The Russian/Ukraine
conflict eases and does not exacerbate. Litle expropriation without compensation, Temporary grey listing,

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Lite USD/Rand (average) 1776 1890 1930 1900 1870 1900 1910 1890
(domestic) Repo rate (end rate) 7.75 8.00 850 9.00 9.00 900 900 900
Down Weak GDP growth (0.9% average over 5-years), swing toward lefl leaning polices, Business confidence

case depressed, substantial electricity and water shedding, very weak rail capacity, civil and political unrest,

40% ittie investment growth, recession, Increased state borrowings, risk of credit rating downgrades rises, then
ocours later in period. Some expropriation of private sector property without compensation with a negative
impact on the economy. High inflation on unfavorable weather conditions, marked rand weakness. Little
transition to renewable energy or measures 1o alleviate climate change. Lengthy greylisting

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Severe  USD/Rand (average) 1776 1930 1970 2000 2020 2050 2080 2120
down Repo rate (end rate) 7.75 900 1000 1050 1050 1100 1100 1150
case Lengthy global recession, global financial crisis - insufficient monetary and other support domestically
10% and inlemationally. ANC/EFF coalition in 2024, Widespread, severe services load shedding, severe civil

and poltical unrest Government borrows from increasingly wider sources, SA raled single B from all three
key agencies, eventually CCC grade, increased risk of defaull, sinks deeper into a debt trap Failure to
transition to renewable energy and 10 sufficient measures 1o alleviate the impact of ckmate change on the
economy. Very high inflation on very adverse weather conditions, severe rand weakness. Expropriation
dMuMMmmm:mmmmmw

Note: Event risk begins Q2 23. Source: Investec
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745
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683
2070
12.76
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M23 Q2233 Q323
USDIZAR 1776 1930 1970
GBPIZAR M50 2393 263
EURZAR 1906 2104 2187
TARIPY  T45 GE8 640
CHFZAR 1920 2114 2185
AUDZAR 1214 1303 1359
GBPUUSD 123 124 125
EURUSD 108 110 11
UsDUPY 130 129 126
Up Case: Exchange Rate forecasts

2023

Q123 Q223 Q323
USD/ZAR 1TTE 1720 1740
GBRZAR M58 M3 MNT75
EURZAR 1906 1875 183
ZARIPY  TA45 7.50 724
CHFZAR 1920 1884 1912
AUDZAR 1214 1181 1201
GBPUSD 123 124 1.25
EURUSD 108 110 11
USDWPY 130 129 126

Q423
20.00
2520
2280
625
2184
14.20
1.25
1.12
125

Q423
17.00
21.42
1921
735
18.58
12.07
125
1.12
125

Extrems: Up Case: Exchange Rate forecasts
2023

USDIZAR
GBPR/ZAR
EUR/ZAR
ZARSIPY
CHFZAR
AUDZAR
GBRUSD
EURMUSD
USOrPY

Q123
17.76
2158
19.06
T 45
19.20
12.14
1.23
1.08
130

Q223
16.60
2058
18.09
T.IT7
1818
12
1.24
1.10
129

Q323
1590
1688
1765
792
17.47
1097
125
1.1
126

Q423
15.50
19,53
17.52
8.05
16.62
11.01
1.25
1142
125

Q1.24
18.70
2394
21.51
660

13.46
126
113
124

Q1.24
2020
2586
2323
611
2200
1454
1.26
1.13
124

Q1.24
16.90
2163
19.44
]
18.42
1217
126
1.13
124

anz4
15.00
18.20
17.25
823
16.35
10.80
1.26
113
124

Q224
19.00
24 61
2293
642
20.78
1368
127
1.14
122

Q324
19.10
2493
2254
634
2087
1385
129
1.16
P4

2024

Q224
2050
2655
2399
5685
2242
14.76
1.27
1.14
122

Q2 24
17.10
2214
200
713
1871
123
127
1.14
122

Q324
20,80
2714
2454
582
2284
15.08
129
1.16
121

Q324
1690
205
19.94
T.16
1856
1225
129
1.16
121

2024

Q224
1460
1861
17.08
838
15.97
10.51
1.27
1.14
122

Q324
14.50
18,62
17.11
834
15.62
10.51
128
1.16
121

Q424
1890
2476
2230
635
2084
1380
1.3
1.18
120

a12s
1860
2418
2176
720
2044
14.14
1.30
1147
123

2025

Q225
18.70
24
21.88

7.06

2055

14.40
1.30
1.7
125

Q325
18.70
243
2188
T.01
2055
14.77
1.30
117
128

Q425
18.60
2418
M76
6.99
2044
14 649
1.30
1147
130

Note: averages, Source: Investec, lress

2025
Q424 Q1235 Q225 Q325 425
2120 2090 2090 2100 2080
2TTT 27AT7T  2TAT 2730 2704
2502 2445 2445 2457 MM
568 641 632 624 625
2338 2297 29T 2308 2286
1548 1588 1609 1659 1643
1.3 130 130 130 130
118 17 17 17 a7
120 123 125 128 130
Mobe: averages, Source: Investes, Iness
2025
424 Q125 Q225 Q325 Q425
1680 1630 1630 1640 16820
M7 NM19 M19 M2 M6
1959 1907 1907 1919 1885
723 822 810 799 802
1831 1791 1791 1802 178D
1212 1239 1255 1296 1280
1.3 1.30 1.30 1.30 1.30
118 147 147 1a7 17
120 123 125 128 130
Mole averages, Source: Invesiec, Iress
2025
Q424 125 Q225 Q325 Q425
1440 1430 1440 1450 1430
1886 1859 1872 1885 1859
1699 1673 1685 16487 1673
833 937 917 203 9.09
1588 1571 1582 1583 157
1051 1087 M09 1146 1130
1.3 1.30 1.30 1.30 1.30
1.18 1.17 117 1.17 1.17
120 123 125 128 130

Note: averages, Source: Investec, Iress






