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Rand note: risk aversion has climbed higher in global financial markets on hawkish
Central Banks, global recession fears
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Emerging Markets Implied Volatilities — values 26 September 2022
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Emerging Markets Carry Return — values 26 September 2022
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Expected Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USD/ZAR 1521 1559 1680 1600 1580 1620 1660 1610 1590 1640 1690 1640
GBP/ZAR 2040 1959 2008 1904 1888 1952 2034 2013 2035 2132 2282 2263
EURZAR 1707 1660 1714 1632 1627 1701 1776 1755 1781 1886 1994 2017
ZARIIPY 765 833 813 834 829 796 765 7.80 7.74 7.20 6.80 6.71
CHFZAR 1647 1615 1737 1665 1660 1718 1759 1696 1747 1802 1857 1802
AUDZAR 1102 1114 1163 1120 1130 1199 1253 1232 1240 1279 1318 1279
GBPUSD 134 126 1.20 1.19 120 1.21 123 125 128 1.30 135 138
EURUSD 112 1.06 1.02 1.02 103 1.05 1.07 1.09 1.12 1.15 118 123
USDIPY 116 130 137 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, lress

The US dollar continues to power ahead, driven by high levels of risk aversion in global
financial markets as recession fears grow. Risk assets, including equities, EM portfolio
assets and EM currencies have fallen, as investors move increasingly into safe haven
investments.

Bear markets loom as the Fed is seen as hiking the global economy into recession (by
2023), while the largest economic area, the EU is believed to have already fallen into
recession in H1.22 and the US dollar is at multi-decade highs as market fears grow.

Business activity has already contracted in both the EU and in the US, showing slowing
economic growth for the US, and the EU at risk of contraction, with high energy prices,
economic and political uncertainty and rising interest rates afflicting confidence in the EU.

With the differential between US and EU interest rates widening on rapid US interest rates,
the dollar has strengthened against the euro, while US interest rate hikes are also outdoing
those in South Africa, adding to both rand and euro weakness against the US dollar.

In addition, the ECB has warned that it could tighten its momentary policy (above the
neutral interest rate) which will dampen economic activity for the purpose of reducing
inflationary pressures, and ensuring inflation expectations do not become de-anchored.



The World Bank warning that the risk is rising of global recession in 2023 “and a string of
financial crises in emerging market and developing economies that would do them lasting
harm”, amid simultaneous rate hikes has added to market fears.

The World Bank further warns that “the currently expected trajectory of interest-rate
increases and other policy actions may not be sufficient to bring global inflation back down
to levels seen before the pandemic”, which is also roiling markets.

But “(u)nless supply disruptions and labor-market pressures subside, those interest-rate
increases could leave the global core inflation rate (excluding energy) at about 5 percent
in 2023—nearly double the five-year average before the pandemic”.

The high levels of uncertainty are negatively afflicting investor confidence, in particular the
long lead time up to a potential for global recession by 2023, while Central Banks
hawkishness has increased again, also negatively affecting risk assets, and so the rand.

Please scroll down to the second section below
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Emerging Markets CDS (risk) Spreads — values 26 September 2022
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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Indeed, the World Bank adds in its recent report that global growth is already “slowing
sharply, with further slowing likely as more countries fall into recession.” “The global
economy is now in its steepest slowdown following a post-recession recovery since 1970”.

“To cut global inflation to a rate consistent with their targets, central banks may need to
raise interest rates by an additional 2 percentage points” over current expectations of an
almost 4% lift into “2023 — an increase of more than 2 percentage points over their 2021
average.”

“Global consumer confidence has already suffered a much sharper decline than in the run-
up to previous global recessions. The world’s three largest economies—the United States,
China, and the euro area—have been slowing sharply.”

Financial markets take commentary from key advanced economies’ Central Bank
governors very seriously, as they do from key multilaterals, such as the World Bank, IMF.
Each time the hawkish nature of Central Banks increase, risk aversion rises further,
quelling risk assets.

So too, dire warnings from multilateral organisations about future economic growth also
has a very quelling effect on market sentiment, with investors increasingly wary about
rising investment risk, which is worsening market losses.

High inflation is not at an end, despite some expectations early in H1.22 that inflation would
slow on the earlier weakening in supply chain costs. Instead, supply chains have a twelve
to eighteen month feed through into inflation and inflation was not going to drop quickly.

The large fiscal expenditure package announced last week in the UK, financed through
increased debt, and focusing on tax cuts to stimulate the UK economy caused UK bond
yields to jump by multi-decade increases and the pound to weaken on investor concerns.

The rand has gained against the UK pound consequently, reaching R18.68/GBP today,
from R20.32/GBP last week, and saw some strength against the euro, reaching
R17.25/EUR today, from R17.77/EUR last week.

The increase in the hawkish tone of the FOMC last week caused risk assets to weaken
further, including EM currencies, and so the rand as markets factor in a higher US interest
rate trajectory, for longer, in the face of crumbling global growth.



Economic Scenarios: note updated forecasts, scenarios
Q1.22 Q222 Q3.22 Q422 01.23 Q223 Q3.23 Q4.23

Extreme USD/Rand (average) 15.21 15.59 16.80 1540 1450 1400 1360 13.40
Up case Repo rate (end rate) 425 475 450 4.00 3.75 3.75 3.50 3.50
1% SA economic growth rises to 3-5%, then 5-7%. Good governance, growth-creating reforms (structural

constraints eradicated), strong property rights, no nationalisation or expropriation without compensation.
High business confidence and fixed investment growth, substantial FDI, fiscal consolidation drives debt 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. Strong
transition away from fossil fuel usage, a quick transition to renewable energy.

Up case Q1.22 Q222 @322 Q422 Q1.23 Q223 Q3.23 Q4.23
1% USD/Rand (average) 1521 1559 1700 16.00 1530 1500 1470 14.60
Repo rate (end rate) 425 475 475 4.50 425 425 425 425

Economic growth of 3%, rising confidence and investment levels, structural constraints eroded, global
growth strong, global financial markets risk-on. No nationalisation or expropriation without compensation.
Low domestic inflation on favourable weather and global conditions, rand strength, lower state-controlled
price inflation on increased private privatisation. Positive outlooks on credit ratings tum into upgrades fiscal
consolidation, debt projections fall substantially. Substantial transition to renewable energy away from
fossil fuel usage, comprehensive measures to alleviate climate change impact on economy.

Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23

Base USD/Rand (average) 15.21 15.59 1712 1680 1660 17.00 17.40 16.90
case Repo rate (end rate) 425 475 6.25 7.00 7.50 7.50 7.25 7.00
50% Economic growth modest but lifts towards 3.0% y/y over five years on sufficient domestic policy support

measures, global financial market risk sentiment is neutral to positive. South Africa in the BB credit rating
category bracket as fiscal consolidation (debt to GDP stabilisation) occurs leading to some positive
outlooks. The rand sees mild weakness and inflation is impacted by the course of weather patterns via
food price inflation. Little expropriation without compensation occurs and has no negative effect on
economy, no nationalisation. A modest transition to renewable energy and slow move away from fossil fuel
usage occurs and measures to alleviate the impact of climate change on the economy are modestly
implemented. The Russian/Ukraine conflict eases and does not exacerbate.

Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23

Lite USD/Rand (average) 15.21 15.59 1725 1740 1770 17.80 17.70 17.90
(domestic) Repo rate (end rate) 425 475 7.00 7.50 8.00 8.50 9.00 9.00

Down The international environment (incl. risk sentiment) is that of the base case. South Africa fails 1o see debt
case projections stabilise, falls into single B (local and foreign currency) credit ratings from all three agencies.
39% Recession occurs. Business confidence depressed, significant load shedding, weak investment growth,

civil and political unrest. High inflation on unfavorable weather conditions, marked rand weakness. Little
transition to renewable energy or measures to alleviate the impact of climate change. Very limited
expropriation of privaie secior piopeily withoul compensation, with some negative impact on the
economy. Substantial fiscal consolidation ultimately occurs, preventing ratings falling into the C grades.

Q1.22 Q222 Q322 Q422 Q123 Q223 Q3.23 Q4.23

Severe  USD/Rand (average) 15.21 1559 1760 18.00 1830 1850 18.60 19.00
down Repo rate (end rate) 425 475 7.50 8.00 9.00 10.00 1050 10.50
case Lengthy global recession, global financial crisis — insufficient monetary and other support domestically
9% and internationally. Limited expropriation of private property without compensation with a marked negative

economic impact. Very high inflation on very adverse weather conditions, severe rand weakness. SA rated
single B from all three key agencies, downgrades eventually into CCC grade, increased risk of default
Government borrows from increasingly wider sources, sinks deeper into a debt trap, widespread, severe
services load shedding, severe civil and political unrest. SA economy in depression. Failure to transition
to renewable energy and to sufficient measures to alleviate the impact of climate change on the economy.
Note: Event risk begins Q3.22. Source: Investec

Lite Down Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Qa2

USD/ZAR 1521 1559 1725 1740 1770 1780 1770 1790 1810 1820 1820 1800
GBP/ZAR 2040 1959 2061 2071 2115 2145 2168 2238 2317 2366 2457 2484
EURZAR 1707 1660 1760 1775 1823 1869 1894 1951 2027 2093 2148 2214
ZARJPY 765 833 792 767 740 725 718 7101 680 648 632 611
CHFZAR 1647 1615 1783 1811 1860 1888 1875 1885 1989 2000 2000 1978
AUDZAR 1102 1114 1194 1218 1266 1317 1336 1369 1412 1420 1420 1404
GBPUUSD 134 126 120 1.19 120 1.21 123 125 128 130 135 138
EURUSD 112 106 102 102 103 105 107 109 112 115 118 123
USDWPY 116 130 137 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, Iress



Severe Down Case: ngzﬂﬂm

USD/ZAR
GBP/ZAR
EUR/ZZAR
ZARNPY
CHFZAR
AUDZAR
GBPUSD
EURUSD
USDIPY

Q1.22
1521
20.40
17.07
7.65
16.47
11.02
134
112
116

Q222
1559
19.59
16.60
833
16.15
11.14
126
1.06
130

Q322
17.60
21.03
17.95
7.76
1820
12.18
120
1.02
137

Up Case: Exchange Rate forecasts

USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIJPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USD/PY

Q1.22
15.21
20.40
17.07
7.65
16.47
11.02
1.34
1.12
116

2022
Q222 Q3.22
15.59 17.00
19.59 20.32
16.60 17.34
8.33 8.04
16.15 17.58
1114 1177
1.26 1.20
1.06 1.02
130 137

Q422
18.00
2142
18.36
742
1873
1260
119
1.02
134

Q4.22
16.00
15.04
16.32
8.34
16.65
11.20
1.19
1.02
134

Extreme Up Case: Exchange Rate forecasts

2022

Q122 Q222 Q322 Q422
USD/ZAR 15.21 1559 16.80 15.40
GBP/ZAR 2040 1959 2008 1833
EUR/ZAR 17.07 16.60 17.14 1571
ZARJPY 765 833 8.13 867
CHFZAR 1647 16.15 17.37 16.03
AUDZAR 1102 1114 1163 10.78
GBP/USD 1.34 1.26 1.20 1.19
EURMUSD 1.12 1.06 1.02 1.02
USD/JPY 116 130 137 134

Q123
1830
2187
1885
7.16
1923
13.08
120
103
131

Q1.23
15.30
18.28
15.76
8.56
16.08
10.94
120
1.03
131

Q1.23
14.50
17.33
1494
9.03
15.24
10.37
1.20
1.03
131

2023

Q223
1850
229
1943
6.97
19.62
1369
121
1.05
129

Q323
18.60
279
19.90
683
1971
1404
123
107
127

2023

Q223
15.00
18.08
15.75
8.60
1591
11.10
1.21
1.05
129

Q3.23
14.70
18.01
15.73
8.64
15.57
11.10
1.23
1.07
127

Q423
19.00
2375
2071
6.61
20.01
1454
125
1.09
126

Q124
19.30
2470
2162
6.37
221
15.05
128
1.12
123

2024

Q224
19.40
2522
21
6.08
21.32
1513
130
1.15
118

Q324
19.30
26.06
2277
596
2121
15.05
135
118
115

Q424
19.30
2663
2374
570
221
15.05
138
123
110

Note: averages, Source: Investec, Iress

Q4.23
14.60
18.25
1591
8.60
15.38
11.17
125
1.09
126

Q1.24
14.40
18.43
16.13
8.54
15.82
11.23
1.28
1.12
123

2024

Q2.24
14.90
19.37
17.14
7.92
16.37
11.62
1.30
1.15
118

Q3.24
15.40
20.79
18.17
7.47
16.92
12.01
1.35
1.18
115

Q4.24
14.90
20.56
18.33
7.38
16.37
11.62
1.38
1.23
110

2023

Note averages, Source: Investec, Iress

Q2.23
14.00
16.87
14.70
9.21
14.85
10.36
1.21
1.05
129

Q3.23
13.60
16.66
14.55
9.34
1441
10.27
123
1.07
127

2024
Q423 Q124 Q224 Q324 Q424
1340 1330 13.10 13.10 1290
16.75 17.02 1703 1769 17.80
1461 1490 1507 1546 15.87
9.37 9.25 9.01 8.78 8.53
1411 1462 1440 1440 1418
10.25 10.37 10.22 10.22 10.06
1.25 1.28 1.30 1.35 1.38
1.09 1.12 1.15 1.18 1.23
126 123 118 115 110

Note: averages, Source: Investec, Iress



