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Rand note: signs of an improving outlook for the global economy has
lifted market sentiment

Monday 16 January 2023

Emerging Markets currency depreciation (-) %, appreciation (+) %
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Emerging Markets Implied Volatilities — values 16 January 2023
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Emerging Markets Implied Volatilities — values 5 January 2023
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Emerging Markets Implied Volatilities - values 5 December 2022
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Q123 Q223 0323 0423 0124 0224 0324 0424 Q125 0225 Q325 Q425
USDZAR 1690 1645 1620 1640 1620 1645 1680 1660 1650 1650 1680 1660
GBPZAR 2037 2024 2025 2050 2058 2130 2218 2201 2310 2327 2403 2374
EURZAR 1758 1728 1726 1780 1815 1892 1983 2042 2063 2083 2100 2075
ZARIUPY 819 830 830 814 802 T29 684 663 648 B4R B3IT 644
CHFZAR 1779 1732 1706 1727 1706 1760 1846 1824 1813 1813 1846 1824
AUDZAR 1149 1152 1167 1206 1215 1283 1311 1295 1287 1287 1311 1295
GBPUSD 121 123 125 125 127 130 132 138 140 141 143 143
EURUSD 104 105 107 109 112 115 118 123 125 125 125 125
USDIPY 139 137 135 134 130 120 115 110 107 107 107 107

Mote: averages, Source: Investec, Iress

The rand has attempted to consolidate below R17.00/USD, having achieved this for
its daily close since Wednesday last week, while against the euro it is now above
R18.00/EUR, as the euro returned to above parity against the USD in November.

The rand has however calmed against the GBP, dipping to R20.48/GBP early this
morning, versus R21.93/USD at the start of December, while the domestic currency
reached R18.00/USD on that day, but since then risk aversion has subsided
materially.

Friday saw stronger than expected GDP data from the UK for November, reducing
fears of recession, as “telecommunications and computer programming” pushed
“the economy forward. Pubs and bars also did well” on “World Cup games" - ONS.

Germany’s statistical agency also highlighted at the end of last week that the
Eurozone’s largest economy likely avoided a recession “based on our current
knowledge, GDP stagnated in the fourth quarter...after growing in the third
quarter”.



The IMF is sounding more positive on global growth, highlighting most recently that
“the U.S. can still avoid tipping into a recession, not least because of labor market
resilience” which it described as "remarkable”.

Echoing our view, the IMF now believes that "the trajectory of slowing global growth
to reverse in the second half of 2023, possibly towards the end of 2023, and then to
see in 2024 higher growth than we had in 2023."

Furthermore “China is the single most important factor for global growth this year. If
they stay the course, (around) mid-year China will turn into a positive contributor to
average global growth".

The US saw lower than expected annual price inflation pressures, and markedly
better than anticipated consumer sentiment, in the University of Michigan data
released last week, adding to the improvement in risk sentiment.

US PPI data is due this week Wednesday, and is expected to show some
‘deflationary’ price pressures, adding to some further improvement in sentiment,
although the rand is likely to remain volatile, having returned to above R17.00/USD
(R20.90/GBP) by this afternoon.

Please scroll down to the second section below
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Emerging Markets Interest Return — values 16 January 2023
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Emerging Markets Implied Rates — values 16 January 2023
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The IMF nevertheless warned that “2023 would be challenging, especially as central
banks face tough decisions as to how much further to squeeze their economies in
the face of persistently high inflation.”

Also due out in the middle of this week in the US is the advance retail sales reading
for December which is expected to fall -0.9% m/m. With unemployment still low in
the US, and inflationary pressures subsiding, retail sales could surprise on the
upside.

Sentiment in global financial markets will remain focused on US economic data,
particularly the pace at which inflationary pressures slow, and the strength of the
jobs markets, the consumer and businesses.

Expectations for a soft landing for the US economy have broadened, as economic
data holds up, which has allowed the US dollar to retreat, and the euro to return to
parity, then exceed it with the greenback.

The US dollar is likely to see further weakening this year, as terminal interest rates
are reached (the high point in the current interest rate hike cycle), while inflation falls,
potentially quicker than expected.

Last year saw the peaking of inflation measures at historically high rates for most
economies, with a very rapid interest rate hike cycle, fears of economic slowdowns
and recession, and so prevalent market risk aversion, leading to US dollar strength.

High commodity prices, which boosted inflation, along with supply chain pressures
last year, have seen substantial easing, lowering inflation over most of H2.22, but
remain a risk, significantly for H2.23, although base effects should pull inflation
pressures down substantially in H1.23.



» Higher metals and mineral commodity prices are a benefit for the rand, but the
looming threat of stage 8 load shedding, and persistence of stage 6 so far, is eroding
confidence in the domestic economic outlook, with no government solution in sight,
pushing the rand weaker this afternoon as the President skips Davos.

* A worsening in rail and port capacity is a further risk for SA and so the rand this year.
While global financial market sentiment has improved in 2023 so far, January
typically sees seasonal strength in the rand, while the year is just at its start.

Economic Scenarios: note updated probabilities
Q123 0223 Q3.23 Q423 Q124 Q224 Q324 Q424

Extreme USD/Rand (average) 1640 1550 1450 1400 1360 1340 1330 1310
Up case Reporale (end rate) 6.50 625 6.00 575 550 525 475 475
1% SA economic growth very quickly nses to 3-5%, then 5-7% Good governance, growth-creating reforms

structural constraints eradicated), strong property rights, no nationalisation or expropration without
compensaﬂon High business confidence and foced 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 1o investment grade. No grey listing. Quick transition to renewable energy from fossil fuels.

Up case Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424
4% USD/Rand (average) 1660 1590 1550 1500 1470 1460 1450 1490
Repo rate (end rate) 7.00 6.75 6.50 625 6.00 600 550 550

Economic growth averages 3.3% over five-year period, but ks towards 5.0% yly by period end, rising
confidence and investment leveis, structural constraints eroded, oiobdgrm‘sum global financial
markets risk-on. No nationalisation or expropriation without compensation. Low domestic infiation on
favourable weather and global conditions, rand strength, Msmmmmummmmw
privatisation. Credit raling upgrades on fiscal consolidation, markedly lower borrowings. Substantial
transition 1o renewable energy away from fossil fuel usage, comprehensive measures to alleviate climate
change impact on economy. No grey listing.

Q123 Q223 Q323 Q423 Q1.24 Q224 Q324 Q424

Base USD/Rand (average) 1690 1645 1620 1640 1620 1645 1680 1660
case Repo rate (end rate) 750 750 7.00 7.00 6.50 650 6.50 6.50
48% Economic growth modest (1.9% average over 5 years) but ifts lowards 3 0% yly by end period on reforms,

global financial market risk sentiment is neutral to positive. South Alrica follows fiscal consoldation (debt
1o GDP stabiisation) leading 1o 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 siow 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. Littie expropriation without compensation. Temporary grey listing.

Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424

Lite USD/Rand (average) 1830 1850 1800 1820 1790 1810 1820 1830
(domestic) Repo rate (end rate) 750 8.00 850 9.00 9.00 900 900 9.00
Dovn Weak GDP growth (0.9% average over 5-years), swing toward lefl leaning posicies. Business confidence

case depressed, substantial electncty and water shedding, very weak rall capacity, civil and political unrest,

36% very little investment growth, recession. Increased state bormrowings, risk of credit rating downgrades nses
then occuwrs later in period. 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 10 alleviate climate change. Grey listed

Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424

Severe  USD/Rand (average) 1870 1930 1950 1970 1990 1990 2000 2050
dovmn Repo rate (end rate) 8.00 9.00 1000 1050 1050 1100 1150 1150
case Lengthy global recession, giobal financial crisis - insufficient monetary and other support domestically
1% 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 singile B from all three
key agencies, eventually CCC grade, increased risk of default, sinks deeper into a debt rap. Fallure to
transition to renewable energy and 1o sufficient measures to alieviate the impact of cimate 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 Grey listed

Note: Event risk begins Q1.23. Source: Investec



Lite Down Case: Exchange Rate forecasts
2023 2024 2025

Q123 Q223 Q323 Q423 0124 Q224 Q324 0424 0125 Q2325 Q325 Q425

USIVZAR 1830 1850 1800 1820 1790 1810 1820 1830 1835 1345 1845 1840
GBPZAR 2205 2276 2250 2275 2273 2353 2402 2525 2569 2601 2638 263
EURVZAR 19.03 1943 1947 1975 2005 2082 2148 2251 2254 2306 2306 23.00
ZARMPY 757 738 74T 734 726 BB} 632 601 58 580 580 582
CHFZAR 1926 1947 1895 1916 1884 19456 2000 2011 2016 2027 2027 2022
AUDZAR 1244 1295 1296 1338 1343 1412 1420 1427 1431 1439 1439 1435
GBPUSD 421 423 125 125 127 130 132 138 140 141 143 143
EURUSD 104 105 107 109 112 115 118 123 125 125 125 125

USDUIPY 139 137 135 134 130 120 115 110 107 107 107 107
Mote: averages, Source: Investec, lress

Severe Down Case: Exchange Rate forecasts
2023 2024 2025

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424 25 Q225 Q325 Q425
USD/ZAR 1870 1930 1950 1970 1990 1990 2000 2050 2040 2040 2070 2050
GBF/ZAR 2253 2374 2438 2463 2527 2587 2540 2820 2856 2876 2060 2032
EUR/ZAR 1945 2027 2077 2137 2229 2280 2360 2522 2550 2550 2588 2563
ZARNPY T4 TOT 690 678 653 603 575 537 525 525 517 522
CHFZAR 19.68 2032 2053 2074 2095 2140 2198 2253 2242 2242 2275 2253
AUDZAR 1272 1351 1404 1448 1493 1552 1580 1599 1591 1591 1615 1599
GBPUSD 4121 123 125 125 127 130 132 138 140 141 143 143
EURUSD 104 105 107 109 112 115 118 123 125 1235 1235 135

USDUPY 438 137 135 134 130 120 115 110 107 107 107 107
Note: averages, Source: Investec, Iress

Up Case: Exchange Rate forecasis
2023 2024 2025

0123 0223 0323 Q423 0124 0224 Q324 0424 Q125 Q225 Q325 0435
USDIZAR 1660 1590 1550 1500 1470 1460 1450 1490 1500 1450 1450 1460
GBFIZAR 2000 1956 1938 1875 1867 189 1914 2056 2100 2045 2074 2088
EURZAR 1726 1670 1651 15628 1646 1679 1711 1833 1875 1813 1813 1325
ZARMPY 834 8.58 868 890 8.84 8.22 793 T3 T3 738 T38 7.33
CHFZAR 1747 1674 1632 1579 1547 1570 1583 1637 1648 1593 1583 1604
AUDZAR 1129 1113 1116 1103 1103 1139 1.3 1162 1170 1.3 1131 1139
GBPUSD 121 123 126 125 127 130 132 138 140 141 143 143
EURUSD 104 105 107 108 142 115 118 123 125 135 1235 135

USDUPY 139 137 115 134 130 120 115 110 107 107 107 107
Note averages, Source: Investec, lress

Exireme Up Case: Exchange Rate forecasts
2023 2024 2025
Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425
USD/ZAR 1640 1550 1450 1400 1360 1340 1330 1310 1310 1290 1280 1270
GBPIZAR 1976 1907 1813 1750 1727 1742 1756 1808 1334 1319 1830 1816
EURZAR 1706 1628 1544 1519 1523 1541 1568 1641 1638 1613 1600 1588
ZARJJFY 845 881 9028 954 056 896 265 S40 817 829 835 243
CHFZAR 1726 1632 1526 1474 1432 1441 1452 1440 1440 1418 1407 1396
AUDZAR 1115 1085 1044 1029 1020 1045 1037 1022 1022 1006 998 991
GBPUSD 129 123 125 125 127 130 132 138 140 141 143 143
EURMUSD 104 105 107 109 112 115 118 123 125 125 125 125
USDIPY 139 137 135 134 130 120 115 110 W07 107 107 107
Mote: averages, Source: Investec, Iress






