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Rand note: structurally somewhat stronger after repo’s 50bp hike last
week

Monday 3 April 2023

Emerging Markets Implied Volatilities — values 3 April 2023
Russian Ruble
Colombian Peso
Braziian Real
Chilean Peso
Hungarian Forint
South African Rand
Turkish Lira

South Korean Won
Polish Zloty

Czech Koruna
Phiippine Peso
Romanian Leu
Taiwanese Dollar

0.0 50 10.0 15.0 20.0 250 300 350
Source: Bloomberg



Emerging Markets Imphied Volatilities — values 20 February 2023
Colombian Peso
Chilean Peso
Hungarnan Fonnt
Brazian Real
South African Rand
Polsh Zioty

South Korean Won
Czech Koruna
Phippine Peso
Romanian Leu
Tawanese Dollar
Turkish ra

00 50 100 150 200 250

Emerging Markets Interest Return — values 2 January 2023 to 3 April 2023
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Emerging Markets Interest Return — values 4 April 2022 to 3 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

USD/ZAR 1776 1795 1775 1755 1720 1740 1760 1730 1700 1700 1710 1690
GBP/ZAR 2159 2226 2219 2211 2202 2253 2297 2266 2210 2210 2223 2197
EURZAR 1906 1957 1970 1983 1978 2036 2077 2041 1989 1989 2001 1977
ZAR/JPY 7.45 719 7.10 712 7.18 7.01 6.88 6.94 7.88 7.76 766 769
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 1.29 1.31 1.30 1.30 1.30 1.30
EURUSD 108 110 111 112 113 114 116 118 117 117 117 117
USODIJPY 130 129 126 125 124 122 121 120 123 125 128 130
Note: averages, Source: Investec, Iress

The substantial effect of South Africa’s Reserve Bank hiking interest rates by more
than expected last week has set the rand at a new level, with the domestic currency
reaching R17.60/USD on Friday, despite some small US dollar strength.

South Africa’s interest rate hike was 25bp higher than expected at 50bp, the rand
has strengthened by over R1/USD since the R18.81/USD reached around the
middle of March, although the US banking crisis has since waned as well.

The rand continues to be at risk, and will so remain volatile, vulnerable to global
financial market sentiment, with fundamental weaknesses in the domestic economy
still providing a weak underpin to the domestic currency.

As risk sentiment improves in the global economy the rand should too, provided SA
does not enter a more severe bout of load shedding, see a worsening in its other
factors of production or other domestic factors necessary to support businesses.



The expectation of additional US interest rate hikes have been largely factored out
with only one more 25bp lift seen, with a 65% chance currently, while in SA a full
25bp hike is factored in over the next six months, supporting the rand.

The erosion in the risk premium necessary on SA rand portfolio assets had
weakened the rand materially over the past twelve months, as SA’s interest rate
hikes have failed to keep up with those on the US. SA is now 50bp behind the US.

The US has hiked by 4.75% in its current cycle, and SA by 4.25%, with SA seeing
rate hikes every two months and the US every six weeks, resulting in a quickening
in US rate hikes beyond those in SA, even with the same size hikes at each
meeting.

A further 50bp hike in SA’s interest rates, and no more from the US would most likely
see the rand strengthen materially further, which would help in reducing the marked
upwards pressure on SA’s price inflation, which has come from rand weakness.

Market risk sentiment has elevated somewhat as the production cut from OPEC
yesterday saw oil prices rise materially today, with higher oil prices typically
supportive of higher inflation and interest rates, and so negative for risk assets.

Please scroll down to the second section below
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Emerging Markets Implied Rates — values 3 April 2023
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Economist's commodity indices
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The Eurozone recently saw its CPI inflation rate drop to 6.9% y/y in March, from
February’s 8.5% yly, as more modest energy costs contributed to the disinflation,
with the outcome also below the surveyed consensus, surprising markets.

While the core inflation measures (excludes fuel and fuel prices) rose slightly, to
5.7% yly, the sharp moderation in the cost of living (CPl) will help in
moderating inflation expectations, if sustained, with higher oil prices a threat to the
outlook.

OPEC+ has cut its planned supply of oil to markets in order to bolster the oil price,
with the price of Brent crude recently sagging towards US$70/bbl (reaching
US$72.97/bbl), but then climbing subsequently in anticipation of the production cut.

The Brent crude oil price has reached US$84.41/bbl today, which would place
upwards pressure on inflation. For SA, the pricing of Brent is key, with petroleum
products SA’s largest import. Higher rand oil prices quickly translate into higher
inflation.



The Eurozone CPI inflation outcome is also influenced by the price of gas, used for
heating, which has dropped substantially over the past twelve months, and
additional, marked disinflationary base effects are due to come through.

The rand is weaker somewhat today in response, closer to R17.85/USD, as higher
oil prices raise the specter of high inflation for longer, including risks of even higher
inflation, which may reignite Central Banks hawkishness, particularly the Fed.

Markets have consequently seen a modest risk reaction today to OPEC+’s move,
although the calming of the US banking crisis has been key in reducing risk
sentiment over the past few weeks, and allowing the rand to regain some strength
too.

The rand is still at risk, and could see some weak seasonal underpin over the second
and third quarters, but the widening of the US SA interest differential last week has
seen the rand move somewhat stronger structurally recently.

Longer-term, US interest rates are expected to fall over 2024 and 2025, while SA
interest rates are expected to remain stable. This would support the rand, and aid
its strengthening, barring risk negative events in global financial markets.



Economic Scenarios: note updated probabilities
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) 7.75 6.75 6.50 6.25 6.00 600 550 550
1% SA economic growth very quickly rises 1o 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 to investment grade. Very short grey listing. Quick transition to renewable energy from fossil fuels.

Up case Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
1% USD/Rand (average) 1776 1720 1740 1700 1690 1710 1690 16.60
Repo rate (end rate) 7.75 7.00 7.00 7.00 6.50 650 650 6.00

Economic growth averages 3.3% over five-year period, but lifts towards 5.0% y/y by period end, rising

mmmmm rand strength, Mstate—malodmhﬂuononbueased
privatisation. Credit rating 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.

Q123 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 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 (debl
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) 1776 1890 1930 1900 1870 19.00 19.10 1890
(domestic) Repo rate (end rate) 775 8.00 850 9.00 9.00 900 900 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 penod. 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 to 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
dovmn Repo rate (end rate) 775 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 risk of default, 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

eemomyVotyNohhﬂaﬂononvetyadvemwo ather conditions, severe rand weakness. Expropriation
negative economic impact. Blacklisted.

of private property without compensation with a marked
Note: Event risk begins Q2.23. Source: Investec

Lite Down Case: Exchange Rate forecasts
2023 2024 2025

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

USD/ZAR 17.76 1890 1930 1900 1870 1900 1910 1890 1860 1870 1870 1860
GBP/ZAR 2159 2344 2413 2394 2394 2461 2493 2476 2418 2431 2431 2418
EURZAR 1906 2060 2142 2147 2151 2223 2254 2230 2176 2188 2188 2176
ZARIJPY 745 683 653 65 660 642 634 635 720 706 701 6.99
CHFZAR 1920 2070 2121 2074 2038 2078 2097 2084 2044 2055 2055 2044
AUDZAR 1214 1276 1332 1349 1346 1368 1385 1380 1414 1440 1477 1469
GBPUSD 123 124 125 125 126 127 129 131 130 130 130 130
EURUSD 108 110 111 112 113 114 116 118 117 117 117 117
USD/JPY 130 129 126 125 124 122 121 120 123 125 128 130
Note: averages. Source: Investec, Iress



Q123 Q223 Q323 Q423
USD/ZAR 17.76 1930 1970 20.00
GBP/ZAR 2159 2393 2463 2520
EURZAR 1906 2104 2187 2260
ZARIJPY 745 668 640 625
CHFZAR 1920 2114 2165 2184
AUDZAR 1214 1303 1359 1420
GBPUSD 123 124 126 125
EURUSD 108 110 111 112
USD/JPY 130 129 126 125

Up Case: Exchange Rate forecasts
2023

Q123 Q223 Q323 Q423
USD/ZAR 1776 1720 1740 17.00
GBP/ZAR 2159 2133 2175 2142
EUR/ZAR 1906 1875 1931 1921
ZARIJPY 745 750 724 735
CHFZAR 1920 1884 1912 1856
AUDZAR 1214 1161 1201 1207
GBPUSD 123 124 125 125
EURUSD 108 110 111 112
USDIPY 130 129 126 125

mwm%m

Q123 Q223 Q323 Q423
USD/ZAR 1776 1660 1590 1550
GBP/ZAR 2159 2058 1988 1953
EUR/ZAR 1906 1809 1765 1752
ZARIJPY 745 777 792 806
CHFZAR 1920 1818 1747 1692
AUDZAR 1214 1121 1097 11.01
GBPUSD 123 124 126 125
EURUSD 108 110 111 112
USDIPY 130 129 126 125
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15.00
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Q224 Q324
2050 2080
2655 2714
2399 2454
595 582
2242 2284
1476 1508
127 129
114 116
122 121

Q224 Q324
1710 1690
2214 2205
2001 1994
713 716
1871 1856
1231 1225
127 129
114 116
122 121

2024
Q224 Q324
1460 1450
1891 1892
1708 1711
836 834
1597 1592
1051 1051

127 129
114 116
122 121

2025
Q424 Q125 Q225 Q325 Q425
2120 209 2090 2100 2080
2177 27147 2717 2730 2704
2502 2445 2445 2457 2434
566 641 632 624 625
2338 2297 2297 2308 2286
1548 1588 1609 1659 1643
1.31 1.30 1.30 1.30 1.30
118 117 117 117 147
120 123 125 128 130
Note: averages, Source: Investec, Iress

2025
Q424 Q125 Q225 Q325 Q425
1660 1630 1630 1640 1620
2175 2119 2119 2132 2106
1959 1907 1907 1919 1895
723 822 810 799 802
1831 1791 1791 1802 1780
1212 1239 1255 1296 1280
1.31 1.30 1.30 1.30 130
118 117 117 117 117
120 123 125 128 130
Note averages, Source: Investec, Iress

2025
Q424 Q125 Q225 Q325 Q425
1440 1430 1440 1450 1430
1886 1859 1872 1885 1859
1699 1673 1685 1697 1673
833 937 917 903 909
1588 1571 1582 1593 1571
1051 1087 1109 1146 1130
1.31 1.30 1.30 1.30 1.30
1.18 1.17 117 117 117
120 123 125 128 130
Note: averages, Source: Investec, Iress



