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Rand note: markets continue to worry about the effects of the banking
Crisis
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Emerging Markets Carry Return — values 3 January 2023 to 27 March 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
USDZAR 1780 1840 1860 1830 1780 1800 1830 1790 1760 1760 1770 1750
GBP/ZAR 2188 2282 2325 2288 2243 2286 2352 2336 2288 2288 2301 2275
EURZAR 1926 2015 2065 2050 2011 2052 2114 2103 2059 2059 2071 2048
ZARNPY 728 698 6.77 683 694 678 661 6.70 761 7.50 740 743
CHFZAR 1945 2025 2044 1980 1906 1927 1975 1966 1934 1934 1945 1923
AUDZAR 1234 1306 1349 1345 1317 1332 1363 1343 1338 1355 1398 138
GBPUSD 123 124 125 125 126 127 129 13 130 130 130 130
EURUSD 108 110 111 112 113 114 116 118 117 117 117 117
USDUPY 130 129 126 125 124 122 121 120 134 132 131 130
Note: averages, Source: Investec, Iress

Risk aversion has not fallen for emerging markets yet, despite growing expectations
that the end of the US rate hike cycle is now in sight and the FOMC predicting over
1% in cuts in its fed funds rate next year, which markets think will start in H2.23.

Concerns over the health of private sector banks in advanced economies are
supporting risk-off, as are worries over still high inflation, while the ECB and BOE
warn of further rate hikes to tame inflation.

Fears over systemic risk have intensified in the banking sector, with the IMF warning
“risks to financial stability have increased ... (a)t a time of higher debt levels”, and
that the outlook for the global economy is weak for the medium-term.

“(T)he rapid transition from a prolonged period of low interest rates to much higher
rates ... inevitably generates stresses and vulnerabilities, as evidenced by recent
developments in the banking sector in some advanced economies."

“Policymakers have acted decisively in response to financial stability risks, and
advanced economy central banks have enhanced the provision of U.S. dollar
liquidity. These actions have eased market stress to some extent”.



However, “uncertainty is high which underscores the need for vigilance”, with” risks
of geo-economic fragmentation which could mean a world split into rival economic
blocs ... that would leave everyone poorer and less secure.”

Concerns that the banking crisis could worsen have overshadowed global financial
markets, as this would risk a global recession. Markets are being cautious and so
risk averse, which is limiting rand gains from the less hawkish FOMC stance.

The rand reached R18.32/USD today, R22.42/GBP and R19.70/EUR, still weak, and
foreigners have sold off -R13.6bn in SA bonds so far this year, while net sales of
equities have been recorded too as foreigners continue to dump SA tocks.

Looking ahead, much will depend on market concerns around the banking system,
and the shoring up of liquidity, with Central Banks rushing to reassure markets on
their respective banking sectors health, but this is not allaying concerns currently.

Please scroll down to the second section below

Volatile non-resident portfolio net purchases (+) sales (-) vs USD/ZAR (monthly averages)
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Financial market volatility negatively affects risk sentiment, in turn reducing investor
appetite for EM assets. Concerns over US recession have increased, however no
evidence is due in the data for several weeks yet of any economic weakness.

Markets do not favour uncertainty, and the waiting period will also add to negative
sentiment, while markets naturally fear new announcements of weakened banks
with contagion from the US banking sector still affecting bank share prices globally.

Concerns centre around a reduction in the pace of lending, particularly in the US, as
banks reel from the shock of some failures in the system, tightening lending
conditions, and so exacerbating the effect of higher interest rates on the economy.

Due to the lags involved, concerns are also circling that the combined shocks may
be more significant than anticipated, although the IIF (Institute of International
Finance) highlights “the US economy is less dependent than others on bank credit.”

“The IIF is the global association of the financial industry, with about 400 members
from more than 60 countries. (M)embers include commercial and investment banks,
.. central banks and development banks.”

It adds “(t)he US isn’'t nearly as dependent as other economies on bank lending,
given how diversified and broad US capital markets are.” “(I)n an international
comparison of the importance of bank credit, the US ranks near the bottom of the
scale.”

A sudden slowing in the pace of credit growth in the US is seen as a high risk for the
US economy, and this is still a concern for recession, i.e. a sharp slowdown
(contraction) in the pace of credit growth offered where credit growth stalls.

Markets consequently still see marked risks, and this has counterbalanced the likely
positive effect that the recent reduction in hawkishness in the Fed'’s tone last week
would normally have had on financial markets.



The rand has pulled back somewhat, from R18.62/USD last week before the FOMC
meeting with only a 25bp rate hike (from market concerns of a 50bp move before
the banking crisis), but markets are now fretting over increased chance of US
recession.

Economic Scenarios: note updated probabilities to reflect elevated downgrade risk on weakening growth
Q1.23 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Extreme USD/Rand (average) 1660 1590 1550 1500 1470 1460 1450 1470
Up case Repo rate (end rate) 7.00 6.75 6.50 6.25 6.00 6.00 550 550
1% SA economic growth very quickly 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
ralings to investment grade. Very short grey listing. Quick transition to renewable energy from fossil fuels.

Up case Q1.23 Q223 Q323 Q423 Q124 Q224 Q324 Q424
1% USD/Rand (average) 1700 1720 1740 1690 1650 1610 1600 1570
Repo rate (end rate) 7.00 7.00 7.00 7.00 6.75 650 650 6.00

Economic growth averages 3.3% over five-year period, but lifts towards 5.0% y/y by period end, 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
privatisation. Credit raling upgrades on fiscal consolidation, markedly lower borrowings. Substantial
transition to renewable energy away from fossil fuel usage, comprehensive measures to alleviate climate
change impact on economy. Grey listed for less than eighteen months.

Q1.23 Q223 Q323 Q423 Q1.24 Q224 Q324 Q424

Base USD/Rand (average) 1780 18.40 1860 1830 1780 1800 1830 17.90
case Repo rate (end rate) 7.50 7.75 775 7.50 7.00 7.00 7.00 6.50
48% Economic growth modest (1.9% average over 5 years) but lifts towards 3.0% y/y by end period on reforms,

global financial market risk sentiment is neutral to positive. South Africa follows fiscal consolidation (debt
to GDP stabilisation) leading to positive outlooks, 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 to
alleviate the impact of climate change on the economy are modestly implemented. The Russian/Ukraine
conflict eases and does not exacerbate. Little expropriation without compensation. Temporary grey listing.

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Lite USD/Rand (average) 1800 1890 1900 1920 1860 1875 1890 1870
(domestic) Repo rate (end rate) 775 8.00 850 9.00 9.00 900 9.00 9.00
Down Weak GDP growth (0.9% average over 5-years), swing toward lefl leaning policies. Business confidence

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

40% little investment growth, recession. Increased state borrowings, risk of credit rating downgrades rises, then
occurs later in period. Some expropriation of private sector property without compensation with a negative
impact on the economy. High inflation on unfavourable weather conditions, marked rand weakness. Little
transition to renewable energy or measures 10 alleviate dimate change. Lengthy greylisting.

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Severe  USD/Rand (average) 1870 1930 1970 2000 2020 2050 2080 21.20
down Repo rate (end rate) 8.00 9.00 1000 1050 1050 1100 1100 1150
case Lengthy global recession, global financial crisis ~ insufficient monetary and other support domestically
10% and intemationally. ANC/EFF coalition in 2024. Widespread, severe services load shedding, severe civil

and political unrest. Government borrows from increasingly wider sources, SA rated single B from all three
key agencies, eventually CCC grade, increased nisk of defaull, sinks deeper into a debt trap. Failure to
transition to renewable energy and to sufficient measures to alleviate the impact of climate change on the
economy. Very high inflation on very adverse weather conditions, severe rand weakness. Expropriation
olmeumwm«nwmaﬂonmamakedneoauve impact Blacklisted.

Note: Event risk begins Q1.23. Source: Investec
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Q123 Q223 Q323 Q423

USD/ZAR 1800 1890 1900 1920
GBP/ZAR 2212 2344 2375 2400
EURZZAR 1947 2070 2109 2150
ZARWJPY 720 680 663 651

CHFZAR 1966 2080 2088 2078
AUDZAR 1248 1342 1378 14N
GBPUSD 123 124 125 125
EURUSD 108 110 m 112
USDUPY 130 129 126 125
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Q123 Q223 Q323 Q423
USD/ZAR 1870 1930 1970 20.00
GBP/ZAR 2299 2393 2463 2500
EURZZAR 2023 2113 2187 2240
ZARNPY 693 666 640 625
CHFZAR 2043 2124 2165 2164
AUDZAR 1296 1370 1428 1470
GBPUSD 123 124 125 125
EURUSD 108 110 111 112
USDUPY 130 129 126 125

Up Case: Exchange Rate forecasts
2023

Q123 Q223 Q323 Q423
USD/ZAR 1700 1720 1740 1690
GBP/ZAR 2090 2133 2175 2113
EURZAR 1839 1883 1931 1893
ZARWPY 762 747 728 740
CHFZAR 1857 1893 1912 1829
AUDZAR 1179 1221 1262 1242
GBPUSD 123 124 125 125
EURUSD 108 110 111 112
USDUPY 130 129 126 125
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Q123 Q223 Q323 Q423
USD/ZAR 1660 1590 1550 1500
GBP/ZAR 2040 1972 1938 1875
EURZAR 1796 1741 1721 1680
ZARJPY 780 808 813 833
CHFZAR 1814 1750 1703 1623
AUDZAR 1151 1129 1124 1103
GBPUSD 123 124 125 125
EURUSD 108 1.10 m 112
USDUPY 130 129 126 125
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Q224 Q324
1875 1890
2381 2429
2138 2183
651 640
2007 2040
1388 1408
127 129
114 116
122 121

Q224 Q324
2050 2080
2604 2673
2337 2402
595 582
2194 2245
1517 1550
127 129
114 116
122 121

2024
Q224 Q324
1610 16.00
2045 2056
1835 1848
758 756
1723 727
1191 1192

127 129
114 116
122 121

2024
Q224 Q324
1460 1450
1854 1863
1664 1675

836 834
1563 1565
1080 1080
127 129
114 116
122 121

2025
Q424 Q125 Q225 Q325 Q425

1870 1840 1845 1845 1840
2440 2392 2399 2399 2392
2197 2153 2159 2159 2153
642 728 715 710 707
2053 2022 2027 2027 2022
1403 1398 1421 1458 1454
131 130 130 130 130
118 117 117 117 147
1220 134 132 131 130
Note: averages, Source: Investec, Iress

2025
Q424 Q125 Q225 Q325 Q425
2120 2090 2090 2100 2080
2767 2TAT 2717 2730 2704
2491 2445 2445 2457 2434
566 641 632 624 625
2328 2297 2297 2308 2286
1590 1588 1609 1659 1643
131 130 130 130 130
118 117 117 117 W17

120 134 132 131 130
Note: averages, Source: Investec, iress

2025
Q424 Q125 Q225 Q325 Q425
1570 1540 1540 1550 1530
2049 2002 2002 2015 1989
1845 1802 1802 1814 1790
764 870 857 845 850
1724 1692 1692 1703 1681
1178 1170 1186 1225 1209
131 130 130 130 130
118 117 117 117 w17

120 134 132 131 130
Note averages, Source: Investec, lress

2025
Q424 Q125 Q225 Q325 Q425
1470 1440 1440 1450 1430
1918 1872 1872 1885 1859
1727 1685 1685 1697 1673
816 931 917 903 909
1614 1582 1582 1593 1571
1103 1094 1109 1146 1130
131 130 130 130 130
118 117 117 117 117

120 134 132 131 130
Note: averages, Source: Investec, lress



