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Rand note: the rand is poised for further strength if the inflation target is lowered
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Emerging Markets Implied Volatilities — values 19 May 2025
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Emerging Markets Implied Volatilities - values 12 May 2025
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Emerging Markets Implied Volatilities — values 5 May 2025
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Expected Case: Exchange Rate forecasts

2025 2026 2027

Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
USD/ZAR 1850 1860 1845 1800 1790 1800 1810 1800 1790 1800 1810 17.90
GBP/ZAR 2329 2422 2454 2412 2425 2466 2498 2484 2434 2412 2389 2327
EURZAR 1947 2072 2113 2088 2103 2142 2172 2160 2130 2142 2136 2112
ZARIJPY 824 786 78 806 79 778 760 750 754 744 735 737
CHFZAR 2058 2195 2224 2186 2191 2220 2239 2215 2157 2118 2057 1989
AUDZAR 1161 1155 1190 1170 1172 1188 1204 1206 1235 1242 1249 1235
GBPUSD 126 130 133 134 136 137 138 138 136 134 132 130
EURUSD 105 111 115 116 118 119 120 120 119 119 118 118
USDWPY 152 146 145 145 143 140 138 135 135 134 133 132

Note: averages, Source: Investec, Iress

The rand continues to attempt to break through the R18.00/USD mark, a major
resistance level, reaching R17.99/USD temporarily on Friday, then rebounding
back above R18.00/USD, and at R18.01/USD today, ahead of the budget.

Markets are anticipating the announcement of a new inflation target, with the
range currently 3-6% y/y and the midpoint of 4.5% y/y. National Treasury is
likely to prefer a gradual descent, as opposed to the SARB’s preference of close
to 3.0% y/y.

National Treasury sets the inflation target, and the Reserve Bank is mandated
to achieve it, with National Treasury in charge of deciding what the range and
or target point will be, and having said a change is imminent.

However, National Treasury has also warned in the past that “you don’t get
there (a lower inflation target) in a manner which is painless”, “What is clear is



that if we revise the target, the target can only be revised lower.” “But ... (t)o
get there is tough.”

¢ Finance Minister Godongwana has previously asked National Treasury and the
Reserve Bank to determine the full impact on consumers and the economy first
before any changes are made to the inflation target.

e The announcement could come as early as this week, on Wednesday, with
National Treasury having said “South Africa’s inflation target is out of sync”. A
modest revision to 3-5% y/y with a midpoint would probably be preferable for
National Treasury.

e Thisis in contrast to the Reserve Bank’s previously stated choice of closer to
South Africa’s key trading partner’s inflation targets of 2.0% y/y (US, EU, China,
UK), but first moving to 3.0% y/y before the drop to 2.0% y/y.

e A compromise of a new target range of 5-2% y/y is possible, with a midpoint
then of 3.5% y/y. CPI inflation is already below this, at 2.7% y/y, and likely to be
below 3.0% y/y for Q2.25. However, base effects in Q3.25 will push inflation
above 3.5% vy/y.

e A new target midpoint of 3.5% y/y would likely mean no further interest rate

cuts for this year. The rand would likely strengthen further towards R17.50/USD
as the US cuts. Currently two -25bp US interest rate cuts are expected in H2.25.

Please scroll down to the second section below



Emerging Markets Carry Return - values 1 January 2025 to 19 May 2025
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Emerging Markets Carry Return — values 17 May 2024 to 19 May 2025
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Emerging Markets Interest Return — values 17 May 2024 to 19 May 2025
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Emerging Markets Interest Return — values 1 January 2025 to 19 May 2025
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Given the negative impact on consumers of missing out on further interest rate
cuts in the current cycle, National Treasury could aim for more caution and
announce the new target range at 5.5% -2.5% y/y instead, moving the mid-
point down to 4.0% vy/y.

Also key for South Africa, S&P’s country review on Friday saw the credit rating
agency affirm South Africa’s BB- foreign currency rating and BB/B local currency
rating, maintaining a positive outlook on the potential for reform.

S&P notes “the potential for stronger growth ... despite trade- and tariff-related
headwinds, alongside government debt consolidation if the coalition
government can accelerate economic and fiscal reforms while addressing
infrastructure pressures”.

Adding, “(w)e could raise the ratings if an improving track record of effective
reforms resulted in the strengthening of economic growth, and reduced
government debt and contingent liabilities”.

“Despite the re-tabling of the budget and the likely removal of VAT, the
government plans to continue with fiscal consolidation, and fiscal financing
benefits from access to deep domestic markets and an actively traded
currency.”

“Despite the significant disagreements, the coalition government of national
unity (GNU) has managed to remain intact, which we believe bodes well for
broad policy continuity and enhanced reform momentum.”



e “The ratings ... benefit from the country's sizable and sophisticated financial
system that provides a deep funding base for the government. The country also
has relatively strong institutions, with good checks and balances, particularly”
the SARB.

e “The ratings are constrained by relatively low GDP per capita and low GDP
growth rates, as well as sizable fiscal deficits and high government debt. The
positive outlook reflects the potential for stronger growth than we currently
expect”.

e This is “despite trade- and tariff-related headwinds, alongside government debt
consolidation, if the coalition government can accelerate economic and fiscal
reforms while addressing infrastructure pressures”, as S&P remains positive on
SA.
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EUR/ZAR
ZAR/IJPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USDIIPY

Q125 Q225 Q325 Q425 Q126 Q226 Q326 Qa2

USD/Rand (average) 1850 1700 1600 1530 1500 1490 1480 1465

Repo rate (end rate) 7.50 7.00 650 625 6.00 550 525 5.00
SA economic growh rises 10 3-5%, then 5-7%. Good governance, growth-creating reforms, stucturdl (induding
without jon.,

usage, a quck ranstion 0 renevable encrgy, very comprehensive measures o alleviate cimate change impact on
economy. Geopoltical tersions subside.
Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426

USD/Rand (average) 1850 1750 1660 1630 1610 1600 1605 16.10
Repo rate (end rate) 7.50 725 7.00 675 650 625 6.00 575
Ic growth

without

Mmemmmehdummmmmmmm
sbstantial fiscal consolicdtion, debt projections fall substardally. Grey listed for 8 moderate period. Substantial
transtion to renewable energy aauy from fossil fusl Lsage, comprehensive measures 1o alieviae dimate change impact
on economy. Geopalitical lensions ease.

Q1.25 Q225 Q325 Q425 Q126 Q226 Q326 Qa6
USD/Rand (average) 18.50 18660 1845 18.00 1790 1800 1810 18.00
Repo rate (end rate) 7.50 7.50 725 7.00 675 6.75 6.75 675
Economic growth modest but Iis towards 3.0% yy over five years on sufficient domestic policy support maasures
but is still imited by structural (nduding infrastructure such as freight transport) constraints. Global fnancial market
risk serdment is neutral %0 positive. South Alica is in the BB crecit rating catenory bracket as fiscal consalidation
(dedt 10 GOP stabiisation) occurs, leading to some positive outiooks. The rand stsbilses and somewhat,
inflation s impacted by the course of weather patierns Wa food price inflation. A modest raneition to renewabie ensegy
mﬁmn“hmd“&wmhmnwmm
without compersation oocurs and has no signficant negative effect on econcery, there i no nasonaleation. South
m-mmw-»nmmm Bt do not exacerbate.

Q425 Q126 Q226 Q326 Q426

USD/Rand (average) 10.50 1910 2000 2050 2080 2100 2060 2040
Raporu(endmln 750 8.00 850 875 9.50 950 950 925
The international ernironment (incl risk sentiment) is that of the base came. South Alrica fals 10 see govermment debt
Mus.muwammmm)m‘ﬁmmmsmwm
occurs. Business confidence remains depressed, load shedding and freight (infrastructure) constraints worsen, weak
mﬂwmeMmm conddons, marked rand weakness, Littie
transtion 10 renewable energy of measures to alieviate the impact of dimate change. Very Imiied expropriation of
private sacior property without compersation, with a dight negative impact on the economy. Substantial Sscal
consolidation Uitimariely occurs, preventing ratings faling into the C grades. The greviisting is lengtty.
Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426
USD/Rand (average) 1850 2050 2080 2110 2150 2190 2180 21.20
Repo rate (end rate) 7.50 9.00 978 11.00 1150 1100 1075 10.50
intermationally. Very high inflation on very adverse weather condions, severe rand weakness. SA rated single B fom
ammmmmamca:qm.wmamwm«oammw
borrows fom increasingly wider sources, sinks deeper into a debt trap, widespread, severe senvioes load sheddng,
mcﬁﬂuﬂpﬁdm FﬂnbeMW“mthmdm

Note: Event risk beqins Q2 25. Source: Investec

2026 2027

Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427

1850 1980 2000 2050 2080 2100 2060 2040 2030 2040 2050 20.30
2329 2578 2660 2747 2818 2877 2843 2815 2761 2734 2706 2639
1947 2206 2290 2378 2444 2499 2472 2448 2416 2428 2419 2395
824 739 725 707 68 667 667 662 665 657 649 650
2058 2337 2410 2490 2546 2590 2548 2511 2446 2400 2330 2256
1161 1230 1290 1333 1362 1386 1370 1367 1401 1408 1415 1401
126 130 133 134 136 137 138 138 136 134 132 130
106 111 115 116 118 119 120 120 119 119 118 118
152 146 145 145 143 140 138 135 135 134 133 132
Note: averages, Source: Investec, Iress



Severe Down Case: Exchange Rate forecasts
2025

USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIJPY

AUDZAR
GBP/USD
EURUSD
USD/IJPY

Q1.25
1850
2329
1947
824
20.58
1161
126
1.05
152

Q225
20.50
26.69
2284
7.14
24.19
1273
1.30
i
146

Q325 Q425
2090 21.10
2780 2827
2393 2448
694 687
2519 2563
1348 1372
133 134
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145 145

Up Case: Exchange Rate forecasts
2025

USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIJPY
CHFZAR
AUDZAR
GBP/USD
EURUSD
USD/JPY

Q1.25
18.50
2329
19.47
824
20.58
11.61
126
1.05
152

Q225
17.50
2279
19.49
836
2065
10.87
1.30
1.1
146

Q325 Q425
1660 16.30
2208 2184
1901 1891
873 890
2001 1980
10.71 1060
133 134
115 116
145 145
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZAR/JPY
CHFZAR
AUDZAR
GBP/USD
EURUSD
USDIIPY

Q1.25
18.50
2329
19.47
824
20.58
1161
126
1.05
152

Q225
17.00
2214
18.94
860
20.06
10.56
1.30
1.1
146

Q325 Q425
16.00 1530
2128 2050
1832 1775
906 948
1928 1858
1032 995
133 134
115 116
145 145

2026 2027
Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
2150 2190 2180 2120 2110 2120 2130 2110
2913 3000 3008 2926 2870 2841 2812 2743
2526 2606 2616 2544 2511 2523 2513 2490
663 639 631 637 640 6.32 6.24 626
2631 2701 2697 2609 2542 2494 2420 2344
1408 1445 1450 1420 1456 1463 1470 1456
1.36 1.37 1.38 138 1.36 134 1.32 1.30
118 119 120 120 119 1.19 1.18 1.18
143 140 138 135 135 134 133 132
Note: averages, Source: Investec, Iress
2026 2027
Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
1610 1600 1605 1610 16.15 1610 1620 16.10
2182 2192 2215 2222 219 2157 2138 2093
1892 1904 1926 1932 1922 1916 1912 1900
885 875 857 839 836 832 821 820
1971 1973 1986 1982 1946 1894 1841 1789
1055 105 1067 1079 1114 1111 1118 111
136 1.37 1.38 138 136 134 1.32 1.30
1.18 1.19 120 120 1.19 1.19 1.18 1.18
143 140 138 135 135 134 133 132
Note averages, Source: Investec, Iress
2026 2027
Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
1500 1490 1480 1465 1460 1455 1450 1430
2033 2041 2042 2022 1986 1950 1914 1859
1763 1773 1776 1758 1737 1731 1711 1687
950 940 929 922 925 921 917 923
1836 1837 1831 1803 1759 1712 1648 1589
983 983 984 982 1007 1004 1001 987
1.36 137 1.38 1.38 1.36 134 1.32 1.30
1.18 1.19 1.20 120 1.19 119 1.18 1.18
143 140 138 135 135 134 133 132

Note: averages, Source: Investec, Iress



