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Rand note: overall stronger than at the start of March, but slightly

volatile as US rate cuts pushed out further

Monday 8 April 2024

Emerging Markets currency depreciation (-) %, appreciation (+) %
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Emerging Markets Implied Volatilities — values 8 April 2024
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Emerging Markets Carry Return — values 7 April 2023 to 8 April 2024
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Emerging Markets Carry Return — values 2 January 2024 to 8 April 2024
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Expected Case: Exchange Rate forecasts
2024 2025 2026

Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426
USD/ZAR 1887 1820 1790 1770 1750 1780 1790 1770 1760 1810 1820 1800
GBP/ZAR 2393 2329 2291 2283 2257 2278 2309 2283 2277 2353 2366 2340
EURZAR 2049 2020 2005 2000 1995 2029 2058 2035 2024 2099 2111 2088
ZARIJPY 7.87 824 8.16 802 794 7.70 7.60 768 761 729 7.14 722
CHFZAR 2159 2068 1989 1945 1923 195 1967 1945 1934 1989 2000 1978
AUDZAR 1241 1219 1199 1204 1190 1228 1235 1221 1214 1249 125 1242
GBPUSD 127 128 128 129 129 128 129 129 129 130 130 1.30
EURUSD 1.09 1.1 112 113 114 114 115 115 115 116 116 1.16
USDIPY 148 150 146 142 139 137 136 136 134 132 130 130
Note: averages, Source: Investec, Iress

While the rand reached R18.48/USD last month, from R19.25/USD at the start of
March as the domestic currency has seen some improvement as risk sentiment
improved, it has since moved back to around R18.65/USD.

In the first week of March markets saw the probability of a US interest rate cut in
June at very close to 100%, which lead to the rand dropping below R18.50/USD,
while for July the implied Fed funds futures factored in well over 100% likelihood.

That is, the July FOMC meeting had 100% ascribed to one -25bp cut by the end of
July and a 57% chance of another, while by the end of September two -25 bp cuts
were already expected to have occurred, with 40% chance of a third.

Subsequently, market expectations have dropped lower on the probability for the US
rate cuts, with July expected close to 100%, and June only around a relatively low
53% in comparison, as expectations have pulled back on a quick cut cycle.



The rand has consequently pulled back, weakening to around R18.65/USD, from
below R18.50/USD, while only September is now seen as holding a full 100%
chance of a -25bp cut in the US, and 53% chance of another by the end of that
month.

The volatility in the US interest rate expectations has in turn contributed to the
modest volatility in the rand, as the US dollar has softened then gained somewhat,
but the volatility overall is mild, and not of material concern.

The push-back in US rate cut timing expectations has come as the US core PCE
deflator remained at an uninspiring 2.8% yly in the latest (February outcome),
unchanged from the previous month, and in line with market expectations.

The core PCE deflator is the key inflation measure US monetary policy officials
watch in their implicit inflation targeting. The PCE deflator measure, in turn rose to
2.5% yly, from 2.4% yly in January, also not inspiring market confidence.

This week in the US, CPI inflation measures are due, with the core CPI inflation
reading expected at 3.7% y/y, and CPI inflation rising to 3.4% y/y from 3.2% yly, all
dissuading market expectations of a quicker cut cycle, holding back the rand.

Please scroll down to the second section below
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Fed Fund Futures implied rates — 8 April 2024

Meeting #Hikes/Cuts % Hike/Cut Implied RateA  Implied Rate ARM
05/01/2024 -0.057 -5.7% -0.014 5.312 0.250
06/12/2024 -0.518 -46.1% -0.129 5.197 0.250
07/312024 -0.875 -35.7% -0.219 5.108 0.250
09/18/2024 -1.520 -64.5% -0.380 4.946 0.250
11/07/2024 -1.854 -33.4% -0.464 4.863 0.250
12/18/2024 -2.473 -61.9% -0.618 4708 0.250
01/29/2025 -2.855 -38.2% -0.714 4613 0.250

Source: Bloomberg

Fed Fund Futures implied rates — 7 March 2024

Meeting #Hikes/Cuts % Hike/Cut Implied RateA  Implied Rate ARM
03/20/2024 -0.054 -5.4% -0.014 5.318 0.250
05/01/2024 -0.282 -22.7% -0.070 5.261 0.250
06/12/2024 -0.962 -68.0% -0.240 5.091 0.250
07/31/2024 -1.574 -61.2% -0.394 4.938 0.250
09/18/2024 -2.404 -83.0% -0.601 4.730 0.250
11/07/2024 -2.971 -56.7% -0.743 4588 0.250
12/18/2024 -3.695 -72.4% -0.924 4.407 0.250
01/29/2025 -4.284 -58.9% -1.071 4.260 0.250

Source: Bloomberg

Implied overnight rate and number of hikes/cuts — 7 March 2024
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Implied overnight rate and number of hikes/cuts — 8 April 2024
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The next FOMC meeting is on 15t May, with only a paltry 6% probability seen of a
US interest rate cut. The US labour market remains strong, unemployment tipped
lower recently, and job gains were robust in the latest figures.

Wage growth was controlled however, not adding to inflationary concerns, with the
tightness in the labour market easing somewhat. Fed Chair Powell has highlighted
that “(w)e don’t need to be in a hurry to cut”.

Adding, “(i)f we reduce rates too soon, there’s a chance that inflation would pop back
and we’d have to come back in and that would be very disruptive (to the economy),”
he said.

And that, “this is an economy that doesn’t feel like it's suffering from the current level
of rates,” With the latest PCE readings showing a halt in the inflation decline, this
has also pushed back expectations of the timing of US interest rate cuts.

Chair Powell also is reported to have said “(g)rowth is strong. As | mentioned, the
economy is in a good place. And there’s no reason to think the economy is in a
recession or is at the edge of one”.

"Recent readings on both job gains and inflation have come in higher than
expected," Rate cuts will occur when policymakers "have greater confidence that
inflation is moving sustainably down" to the Fed's 2% target.

“We do not expect that it will be appropriate to lower our policy rate until we have
greater confidence that inflation is moving sustainably down toward 2 percent,”
“Recent readings on ... inflation have come in higher than expected”.



+ Markets have been disappointed by the FOMC’s communications from the point of
view of being supportive for rate hikes, instead Chair Powell is dismissive of any
short-term need for a cut, which has weakened market hopes.

+ The Fed is seen to be sticking to three -25bp cuts this year, with inflation seen to be
“bumpy”, as the start of the year showed some firming in inflation data, adding to
volatility in market expectations for rate cuts, and so modestly for the rand.

Economic Scenarios:

Q1.24 Q224 Q324 Q424 Q125 Q225 Q325 Q425
Extreme USD/Rand (average) 1887 1710 1650 1550 1500 1460 1450 1440
Upcase Reporate (end rate) 825 750 725 7.00 650 625 6.00 550
1% SA economic growth rses 10 3-5%, then 57% Good governance, growth-creating reforms (structural
constraints eradicated), strong property rights, no nationalisation or expropriation without compensaton. High
business confidence and fixed investment growth, substantial FDI, fiscal consolidation drives debt 10 low ratios
of 2000s. Very subdued domestic inflation on extreme rand strength, very favourable weather conditions. Very
short grey listing. Strong global growth, risk-on, commodity boom. Rapid upgrades of credt ratings. Strong
transibon away from fossd fuel usage, a Quick ransition 10 renewable energy, very comprehensive measures

10 alleviate cimate change impact on economy. The RussianUlkraine war ends quickly.

Up case Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425
2% USD/Rand (average) 1887 1750 1720 1700 1690 1680 1670 1650
Repo rate (end rate) 825 175 7.50 750 7.00 675 650 600

Economic growth Ifts 10 around 4%, rising confidence and investment levels, structural constraints eroded,
global growth strong, global financial markets risk-on. No nationaksation of expropration without
compensation. Low domestic inflation on favourable weather and global conditions, rand strength, lower state-
controled price Inflation on InCreased private privatisation. Positive outiooks on creddt ratings turn into upgrades
on substantial fiscal consolidation, debl projections fall substantially. Grey listed for less than eighteen months
Substantial transiton 10 renewable energy away from fossd fuel usage, comprehensive measures 10 alleviate

climate change impact on economy. The Russian/Ukraine war ends
Q1.24 Q224 Q324 Q424 Q125 Q225 Q325 Q45
Base USD/Rand (average) 1887 1820 1790 1770 1750 1780 179 17.70
case Repo rate (end rate) 825 825 800 775 725 7.00 675 675
45% Economic growth modest but Mts towards 2 0% yly over five years on sufficient domestic policy support
measures (but stll imited somewhat by load shedding, freight consiraings. ). global financial market risk
sentiment is neutral 10 positive. South Africa In the BB creddt rating category bracket as fiscal consoldation
(dedt 1o GDP stabiksation) occurs leading 1o some positive outicoks. The rand stabiises and strengthens
somewhat, inflation is impacted by the course of weather pattems via 100d price inflation. Little expropriation
without compensation occurs and has no negative effect on economy, no nationalisation. A modest transition
10 renewable energy and siow move away from fossi fuel usage occurs and measures 10 alleviate the impact
of climate change on the economy are modestly implemented. The Russian/Ukraine war persists and does not

m.mummrm.mgqng‘nm
Q124 Q4 Q Q424 Q125 Q225 Q325 Q425

Lite USD/Rand (average) 1887 1900 1920 1930 1930 1950 1950 1970
(domestic) Rooonn(mm) 825 875 9.00 950 950 950 950 925
Down The international environment (incl. risk sentiment) is that of the base case. South Alnca falls o see

case government dedt projections stabiise, falls inlo single B (local and foreign currency) credit ratings from all
43% heee agencies. Recession ocours. Business confidence depressed, substantial load shedding, marked freight
constraints, weak investment growth, civil and political unrest High inflation on unfavorable weather
condibons, marked rand weakness. Litte transition 10 renewable energy of measures 10 alleviate the impact

of cimate change. Very imited expropriation of private sector property without compensation, with a slight
negative impact on the economy. Substantial fiscal consoldation ulimately occurs, preventing ratings faling

into the C grades The greylisting is lengthy.

Q124 0224 Q324 Q424 Q125 Q225 Q325 Q45

Severe  USD/Rand (average) 1887 2050 2120 2140 215 2170 2170 219
down Repo rate (end rate) 825 925 1050 1100 115 115 1100 1075
case Lengthy global recession, global fnancial crisis - insufficient monetary and other support domestically and
9% internationally. Very high inflation on very adverse weather Conaions, severe rand weakness SA rated snghke

B from all theee key agencies, downgraded into CCC grade, increased risk of default. Government borrows
from increasingly wider sources, sinks deeper into a dedt trap, widespread, severe services load shedding,
severe civil and polibcal unrest. Fallure 10 ransition 10 renewable energy and measures 10 alleviate the impact
of cimate change on the economy. Limited expropriation of private property without compensation with a
noticeable negative economic Impact SA s blackisted The Russian/Ukraine war widens into neighbouring
(NATO) countries, Middie East tensions worsen
Note: Event risk begins Q2 24. Source: Investec



Lite Down Case: Exchange Rate forecasts
2024
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Q1.24
18.87
2393
20.49
787
2159
12241
127
1.09
148

Q224
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i
150

Q324

19.20
2458
2150
7.60
2133
12.86
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19.30
2490
2181
7.36
2121
13.12
129
113
142

Severe Down Case: Exchange Rate forecasts
2024

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

Q124
18.87
2393
20.49
787
21.59
1241
127
1.09
148

Q224
20.50
26.24
2276
7.32
2330
1374
128
1.1
150

Q324
21.20
27.14
2374
6.89
2356
1420
128
1.12
146

Q424
21.40
27.61
2418
6.64
2352
1455
129
113
142
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIPY
CHFZAR
AUDZAR
GBP/USD
EURUSD
USDIPY

Q1.24
18.87
2393
20.49
787
21.59
1241
127
1.09
148

Q224
17.10
21.89
18.98
877
1943
11.46
128
imn
150

Q324
16.50
21.12
1848
885
18.33
11.06
128
112
146

Q4.24
15.50
20.00
17.52
9.16
17.03
10.54
129
1.13
142

Q1.25
19.30
2490
22.00
720
2121
13.12
129
114
139

Q125
21.50
27.74
2451
6.47
2363
14.62
129
1.14
139

Q125
15.00
19.35
17.10
927
16.48
10.20
129
114
139

Q1.25
15.00
19.35
17.10
927
16.48
10.20
129
114
139

2025 2026
Q225 Q325 Q425 Q126 Q226 Q326 Q426
1950 1950 1970 1950 1960 1960 1970
2496 2516 2541 2523 2548 2548 2561
2223 2243 2266 2243 2274 2274 2285
703 697 690 687 673 663 660
2143 2143 2165 2143 2154 2154 2165
1346 1346 1359 1346 1352 1352 1359
128 129 129 129 130 1.30 1.30
114 115 115 115 116 116 116
137 136 136 134 132 130 130
Note: averages, Source: Investec, Iress
2025 2026
Q225 Q325 Q425 Q126 Q226 Q326 Q426
2170 2170 2190 2210 2220 2220 2210
2778 2799 2825 2859 2886 2886 2873
2474 2496 2519 2542 2575 2575 2564
631 627 621 6.06 595 586 588
2385 2385 2407 2429 2440 2440 2429
1497 1497 1511 1525 1532 1532 1525
128 129 129 1.29 1.30 1.30 1.30
114 115 115 115 1.16 1.16 1.16
137 136 136 134 132 130 130
Note: averages, Source: Investec, Iress
2025 2026
Q225 Q325 Q425 Q126 Q226 Q326 Q4.26
1460 1450 1440 1410 1400 1430 1420
1869 1871 1858 1824 1820 1859 1846
1664 1668 1656 1622 1624 1659 1647
938 938 944 950 943 909 915
1604 1593 1582 1549 1538 1571 1560
1007 1001 994 973 966 987 9.80
128 129 129 129 130 130 130
114 115 115 115 116 116 116
137 136 136 134 132 130 130
Note: averages, Source: Investec, Iress
2025 2026
Q225 Q325 Q425 Q126 Q226 Q326 Q426
1460 1450 1440 1410 1400 1430 1420
1869 1871 1858 1824 1820 1859 1846
1664 1668 1656 1622 1624 1659 1647
938 938 944 950 943 909 915
1604 1593 1582 1549 1538 1571 1560
1007 1001 994 973 966 987 980
128 129 129 129 1.30 1.30 1.30
114 115 115 115 116 116 116
137 136 136 134 132 130 130

Note: averages, Source: Investec, Iress



