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Rand note: still extremely weak around R18.30/USD, and now
weakening against the crosses

Monday 8 May 2023

Emerging Markets Implied Volatilities — values 8 May 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 17.76 1800 1780 1760 1725 1745 1765 1735 1705 1705 1715 1695
GBP/ZAR 2159 2244 2225 2218 2208 2260 2303 2273 2217 2217 2230 2204
EUR/ZAR 1906 1979 1976 1989 1984 2033 2074 2047 1995 1995 2007 1983
ZARIJPY 745 736 722 716 716 699 686 692 786 774 764 767
CHFZAR 1920 2001 1956 1922 1880 1909 1938 1913 1874 1874 1885 1863
AUDZAR 1214 1213 1228 1250 1242 1256 1280 1267 1296 1313 1355 1339
GBPUSD 122 125 125 126 128 130 1.31 1.31 130 130 1.30 1.30
EURUSD 1.07 1.10 1.1 113 115 117 118 118 117 117 117 117
USDIPY 132 132 129 126 124 122 121 120 122 125 128 130

Note: averages, Source: Investec, Iress

The rand remains around R18.30/USD, still seeking a directional driver as a risk
averse environment persists in global financial markets, and so for EM markets and
currencies. Monetary policy globally is also seen to likely have some divergence.

While the financial markets have taken the latest Fed interest rate decision meeting
as reaching the terminal (highest range for the fed funds) rate in the current US
interest rate hike cycle, the FOMC statement was not definitely clear on this.

The ECB, however, has clearly said that its recent hike is not the last in the current
cycle, with ECB President Christine Lagarde stating “(w)e have more ground to
cover and we are not pausing, that is extremely clear”.

The benchmark deposit rate of the ECB is now at 3.25%, lagging the rapid pace of
hikes in the US, with the focus firmly on subduing inflation still, and that this month’s
hike would not be the last this year, despite monetary policy in “restrictive territory”.

In South Africa, a 25bp hike is fully factored in for the repo rate, and indeed the FRAs
are pricing in a 33bp lift at SA’s meeting on 25™, still leaving some space for a repeat
of the last MPC move when the SARB lifted its Bank rate by 50bp.



The US has hiked by a huge 500bp to date in its current cycle, and South Africa by
only 425bp, causing the differential between SA and US interest rates to drop
substantially during a risk averse period, which has weakened the rand.

In a risk off environment, SA should offer a higher risk premium return on the rand,
not a lower one, in order to keep the rand stable, but the erosion of the differential
between SA and US rates has lowered the risk premium instead.

Consequently, it is no surprise that the rand has weakened substantially over the
past twelve months of risk-off in global financial markets, from R14.50/USD to
R18.50/USD, as the US dollar has strengthened and the rand weakened.

The rand has also reached R20.43/EUR and R23.31/GBP, from 15.65/EUR and
R18.77/GBP mid-April 2022, with this broad based rand weakness most likely to add
to inflationary pressures in South Africa as the pass through effect has escalated.

Please scroll down to the second section below

Emerging Markets currency depreciation (-) %, appreciation (+) %

yly % change 2 January to 8 May 2023
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Emerging Markets Carry Return — values 2 January 2023 to 8 May 2023
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Emerging Markets Carry Return - values 9 May 2022 to 8 May 2023
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The US dollar generally weakened since September, as markets increasingly
factored in the approach of the terminal US rate, while the rand has continued
weakening, depreciating against key currencies such as the EUR and GBP.

The rand has weakened on a trade weighted basis, which has added to inflationary
pressures, with both lagged and fairly direct effects, with SA’s targeted measure of
inflation at 7.1% y/y well removed from the targeting midpoint of 4.5% yly.

A 50bp hike in the repo rate this month would strengthen the domestic currency,
particularly as the market has not fully factored it in, restoring some erosion in
the differential but not the full 75bp that is lacking currently.

Indeed, with the US deemed to have ended its rate hike cycle, and the ECB expected
to end theirs this year, the SARB may wish to front load a rate hike this month,
delivering a 50bp hike instead of 25bp.

After the recent interest rate decision of the ECB, its President Christine Lagarde,
noted that some members if its monetary policy setting committee had wanted a
bigger hike then 25bp (50bp).



For SA, the SARB should not miss this opportunity to restore some of the risk
premium for the rand by hiking by 50bp instead of 25bp this month, with financial
markets pulling in their expectation recently of the size of the domestic hike.

That is, markets had factored in a 40bp hike a week ago and this has now fallen
closer to 30bp, which means that delivering a 50bp hike at SA’s MPC meeting on
25" May would likely move the rand stronger.

The US-mini banking crisis occurred shortly after the last 50bp hike in SA interest
rates, causing the domestic currency to strengthen by less than it would have if
global financial markets had not turned substantially more risk-off at the time.

The rand risks becoming entrenched at the current very weak levels, negatively
affecting inflation and sentiment, and depreciation has not boosted the terms of trade
either this year as falling electricity supply and freight capacity weakens exports.



Economic Scenarios: note updated probabilities

Extreme
Up case
1%

Up case
1%

H

Lite

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

USD/Rand (average) 1776 1660 1590 1550 1500 1460 1450 1440
Repo rate (end rate) 7.75 7.00 6.75 6.50 6.00 600 S75 S5S0

SA economic growth very quickly rises to 3-5%, then 5-7%. Good govemance, growth-creating reforms
(structural constraints , strong property rights, no nationalisation or expropriation without

compensation. High growth,

drives debt to low ratios of 2000s. vwmmmwmwmrmw 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.

Q1.23 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USD/Rand (average) 1776 1750 1720 1690 1650 1610 1600 1570
Repo rate (end rate) 7.75 7.25 725 7.25 6.7 675 650 6.00

Economic growth averages 3.3% over five-year period, but kfts 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 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.

0123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USD/Rand (average) 1776 1800 1780 1760 1725 1745 1765 1735
Repo rate (end rate) 7.75 7.75 7.75 7.50 7.00 700 700 650
Economic growth modest (1.9% average over S 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 consobdation (debl
to GDP stabiisation) leading to positive ouiooks, 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
USD/Rand (average) 1776 1860 1870 1900 1860 1875 1890 18.70

(domestic) Repo rate (end rate) 7.75 8.00 8.50 9.00 9.00 900 900 9.00

case
40%

Severe

10%

momcaxaunggm

Weak GDP growth (0.9% average over S-years), swing toward lefl leaning policies. Business confidence
depressed, substantial electricity and waler shedding, very weak rail capacity, civil and political unrest,
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.

Q1.23 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USD/Rand (average) 1776 1930 1970 2000 2020 2050 2080 2120
Repo rate (end rate) 775 9.00 1000 1050 1050 1100 1100 1150
Lengthy global recession, global financial crisis — insufficient monetary and other support domestically
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
economy. Very high inflation on very adverse weather conditions, severe rand weakness. Expropriation
of private property without compensation with a marked negative economic impact. Blacklisted.

Note: Event risk beains Q2 23. Source: Investec

2024 2025
Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425

USD/ZAR 1776 1860 1870 1900 1860 1875 1890 1870 1860 1870 1870 1860
GBP/ZAR 2159 2319 2338 2394 2381 2428 2466 2450 2418 2431 2431 2418
EUR/ZAR 1906 2045 2076 2147 2139 2184 2221 2207 2176 2188 2188 2176
ZARNPY 745 712 687 663 664 651 640 642 720 706 701 699
CHFZAR 1920 2068 2055 2074 2027 2051 2075 2062 2044 2055 2055 2044
AUDZAR 1214 1253 1290 1349 1339 1350 1370 1365 1414 1440 1477 1469
GBPUSD 122 125 128 126 128 130 131 131 130 130 130 130
EURUSD 107 110 111 113 115 117 118 118 117 147 1147 117
USDWPY 132 132 129 126 124 122 121 120 122 125 128 130

Note: averages, Source: Investec, Iress



Up Case: Exchange Rate forecasts
2023

GBP/ZAR
EUR/ZAR
ZARNPY
CHFZAR

GBPUSD
EURUSD
USDIPY

Q1.23
17.76
21.59
19.06
745
19.20
12.14
122
1.07
132

Q223
17.50
21.82
19.24
7.57
19.46
11.79
125
1.10
132

Q323
17.20
21.50
19.09
747
18.90
11.87
125
m
129

Q423
16.90
21.29
19.10
7.46
18.45
12.00
1.26
113
126

Severe Down Case: Exchange Rate forecasts
2023

USD/ZAR
GBP/ZAR
EURZAR
ZARNPY
CHFZAR
AUDZAR
GBPUSD
EURUSD
USDIPY

Q123
17.76
21.59
19.06
7.45
19.20
1214
122
1.07
132

Q223
19.30
24.06
21.22
6.86
21.46
13.00
125
1.10
132

Q3.23
19.70
2463
21.87
6.52
2165
13.59
125
111
129

Q4.23
20.00
25.20
22.60
6.30
2184
1420
1.26
113
126

Extreme Up Case: am%mm

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

Q123
17.76
21.59
19.06
745
1920
1214
122
1.07
132

Q223
16.60
20.70
1825
7.98
18.46
11.18
125
1.10
132

Q323
15.90
19.88
17.65
8.08
17.47
10.97
125
mm
129

Q423
15.50
1953
17.52
813
16.92
11.01
1.26
113
126

Q1.24
16.50
21.12
18.98
748
17.99
11.88
128
1.15
124

Q1.24
20.20
25.86
23.23
6.11
22,02
1454
128
1.15
124

Q1.24
15.00
1920
17.25
823
16.35
10.80
128
115
124

2024
Q224 Q324
16.10 16.00
2085 2088
1876 1880

758 756
1761 1757
1159 1160
130 131
117 118
122 121
2024
Q224 Q324
2050 20.80
2655 2714
2388 2444
595 582
2242 2284
1476 1508
130 131
117 118
122 121

2024
Q224 Q324
1460 1450
1891 1892
17.01  17.04

836 834
1597 1592
1051 1051
130 131
117 118
122 121

Q424
15.70
20.57
18.53
764
17.31
11.46
131
1.18
120

Q1.25
15.40
20.02
18.02
7.92
16.92
11.70
1.30
117
122

2025

Q225
15.40
20.02
18.02
8.12
16.92
11.86
1.30
117
125

Q325
15.50
20.15
18.14
826
17.03
1225
1.30
117
128

Q4.25
15.30
19.89
17.90
8.50
16.81
12.09
1.30
117

130

Note averages, Source: Investec, Iress

Q424
2120
2177
25.02
5.66
2338
1548
1.31
118
120

Q1.25
20.90
2717
24.45
5.84
2297
15.88
1.30
117
122

2025

Q225
20.90
2717
2445
5.98
2297
16.09
1.30
117
125

Q3.25
21.00
27.30
24.57
6.10
23.08
16.59
1.30
117
128

Q425
20.80
27.04
2434
6.25
2286
16.43
1.30
117
130

Note: averages, Source: Investec, Iress

Q424
14.40
18.86
16.99
833
1588
10.51
1.3
1.18
120

Q128
14.30
18.59
16.73
8.53
15.71
10.87
1.30
117
122

2025

Q225
14.40
18.72
16.85
8.68
15.82
11.09
1.30
117
125

Q3.25
1450
18.85
16.97
8383
15.93
11.46
1.30
117
128

Q425
1430
18.59
16.73
9.09
15.71
11.30
1.30
117
130

Note: averages, Source: Investec, Iress



