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Rand note: the mild weakness of the US dollar, along with last week’s substantial SA
interest rate hike, sees the rand gain

Emerging Markets Interest Return - values 25 July 2022
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Emerging Markets Carry Return - values 25 July 2022
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Expected Case: Exchange Rate forecasts
2022 2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

USD/ZAR 1521 1559 1660 1580 1560 1600 1640 1590 1570 1620 1670 1620
GBP/ZAR 2040 1959 2025 1912 1903 2000 2083 2035 2041 2155 2255 2236
EURZAR 1707 1660 1776 1722 1732 1808 1870 1829 1853 1944 2054 2025
ZARIJPY 765 833 813 848 840 806 774 792 783 728 689 6.79
CHFZAR 1647 1615 1747 1681 1677 1739 1802 1747 1725 1780 1835 1780
AUDZAR 1102 1114 1179 1138 1154 1200 1246 1240 1225 1264 1303 1264
GBPUSD 134 126 122 1.21 122 125 127 128 1.30 133 135 138
EURUSD 112 106 107 109 111 113 114 115 118 120 123 125
USDUJPY 116 130 135 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, Iress

The rand has strengthened to R16.71/USD, from R17.26/USD last week, with SA’s 75bp
hike matching June’s FOMC’s move, and the MPC’s very hawkish tone of bolstering
expectations that the SARB will not let SA’s interest rate differential with the US narrow
severely.

The FRA curve did not fully factor in a 75bp hike at last week’s MPC meeting, and as a
consequence the rand has had room to strengthen significantly as markets digested the
information from the meeting, and in particular the very hawkish tone of the SARB.

Markets will continue digesting the MPC outcome this week, and the domestic currency
has room to strengthen even further, although much will depend on the signals coming
out from the US, with the latter likely to have a strong impact for the rand.

SA’s FRA (Forward Rate Agreement) curve currently anticipates that the SARB will only
hike the repo rate by 50bp in September, while the November meeting is expected to
deliver a 50bp hike but with a greater chance of 75bp.

The FOMC meets this week and is expected to deliver a 75bp hike on the 27" July, which
is fully factored in by the Fed Funds Futures. However, this will take the US lift in the cycle
to 2.25%, while SA is at 2.00% currently, as SA saw a 75bp not 100bp hike last week.

The differential between SA and US interest rates will consequently risk narrowing at the
end of this week, causing some pressure on the rand. The US dollar has weakened
somewhat ahead of the FOMC meeting, now at 1.02 dollars to the euro from parity earlier
in the month.



Risk aversion has subsided slightly, allowing the US dollar to lose some ground, with
markets having pulled back somewhat, as recent US data showed some slightly better
outcomes on the activity and inflation front than expected, although the pull back is
relatively small.

The US’s strongly positive empire state building manufacturing survey on general
business conditions for June (released 15" July) cheered markets (a negative outturn was
expected, and the University of Michigan reading, and US retail sales were also market
positive.

As the rand is largely determined by international events, particularly those taking place
in the US, the better than expected US data recently has allowed safe haven flows to calm
somewhat, and the advancing US dollar to pull back.

Please scroll down to the second section below
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Emerging Markets currency depreciation (-) %, appreciation (+) %
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The rand has seen less volatility in 2022 than other key emerging market currencies, in
the middle of the pack on SA’s interest rate return, and the implied volatilities, running
alongside the USD index, while against the EUR and GBP it has been relatively more
stable.

Risk aversion is still elevated however, despite having subsided somewhat since the
middle of the month, and there is likely to be further market volatility this quarter, which
will impact emerging market currencies, and so the rand.

In particular, SA’s interest rate hikes are not expected to keep up with (nor exceed) the
moves in US interest rates initially, and consequently the rand is at risk of some further
weakness this quarter, and in particular of some volatility.

Foreigners remain net sellers of SA government bonds this quarter so far (Bloomberg JSE
settled data for foreigner purchase, sales of SA bonds) at -R11.5bn. Foreigners also sold-
off -R11.5bn of SA equites (net of purchases) in Q3.22 to date (Iress).



The second, and particularly third, quarters of the year are usually weak periods for the
rand, as trade thins in risk assets, including EM currencies and portfolio assets as the
July/August months of peak northern hemisphere summer sees senior (risk-taking)
traders on vacation.

While the MPC meetings, at about two month intervals, are out of sync with those of the
FOMC which tend to occur every six weeks, the MPC can hike between meetings, and if
the differential between SA and US interest rates becomes significantly narrowed it may
do so.

Should the Fed deliver a 100bp hike this week (not expected), the rand will likely weaken,
while a smaller move (50bp) could see rand strength, although the most likely outcome is
the 75bp lift in the fed funds rate that the markets anticipate.

The SARB has shown more concern about the recent rand weakness than it has tended
to do historically, and will likely worry if the domestic currency tracks towards R18.00/USD,
and so could deliver an inter meeting repo rate adjustment higher.

The risk of recession has not disappeared however, and rapid rand strength back to
R14.00/USD this quarter is unlikely, instead we have weakened our forecast modestly, as
the risks to the global economy are likely to be seen to persist in H2.22 and over 2023.



Economic Scenarios: note updated forecasts
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Severe Down Case: Exchange Rate forecasts
2022

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

Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423

USD/Rand (average) 1521 1559 1400 1380 1370 1360 1340 1330
Repo rate (end rate) 425 475 4.00 375 375 375 350 350
SA economic growth 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 ratings. Strong
transition away from fossil fuel usage, a quick transition to renewable energy.

Q122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423
USD/Rand (average) 1521 1559 1500 1490 1490 1470 1460 1450
Repo rate (end rate) 425 475 450 425 4.00 400 425 425

Economic growth of 3%, 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-controlied
price inflation on increased private privatisation. Positive outiooks on credit ratings tum into upgrades fiscal
consolidation, debt projections fall substantially. Substantial transition to renewable energy away from
fossil fuel usage, comprehensive measures to alleviate climate change impact on economy.

0122 Q222 Q322 Q422 Q1.23 Q223 Q323 Q423
USD/Rand (average) 15.21 15.59 1660 1580 1560 1600 1640 1590
Repo rate (end rate) 425 475 550 6.50 6.50 6.50 6.50 6.50
Economic growth modest but lifts towards 3.0% y/y over five years on sufficient domestic policy support
measures, global financial market risk sentiment is neutral to positive. South Africa in the BB credit rating
category bracket as fiscal consolidation (debt to GDP stabilisation) occurs leading to some positive
outlooks. The rand sees mild weakness and inflation is impacted by the course of weather patterns via
food price inflation. Little expropriation without compensation occurs and has no negative effect on
economy, no nationalisation. A modest 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.

Q122 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q423
USD/Rand (average) 15.21 15.59 1690 1700 1750 1760 1750 17.70
Repo rate (end rate) 425 475 575 6.75 6.75 725 7.75 825
The international environment (incl. risk sentiment) is that of the base case. South Africa fails to see debt
projections stabilise, falls into single B (local and foreign currency) credit ratings from all three agencies
Recession occurs. Business confidence depressed, significant load shedding, weak investment growth,
civil and political unrest. High inflation on unfavorable weather conditions, marked rand weakness. Little
transition to renewable energy or measures to alleviate the impact of climate change. Very limited
expropriation of private sector property without compensation, with some negative impact on the
economy. Substantial fiscal consolidation ultimately occurs, preventing ratings falling into the C grades

Q1.22 Q222 Q322 Q422 Q1.23 Q223 Q3.23 Q4.23
USD/Rand (average) 15.21 1559 1750 1800 1830 1850 1860 19.00
Repo rate (end rate) 425 475 6.00 7.00 7.50 8.00 850 9.00
Lengthy global recession, global financial crisis - insufficient monetary and other support domestically
and internationally. Limited expropriation of private property without compensation with a marked negative
economic impact. Very high inflation on very adverse weather conditions, severe rand weakness. SA rated
single B from all three key agencies, downgrades eventually into CCC grade, increased risk of default
Government borrows from increasingly wider sources, sinks deeper into a debt trap, widespread, severe
services load shedding, severe civil and political unrest. SA economy in depression. Failure to transition
to renewable energy and to sufficient measures to alleviate the impact of climate change on the economy.

Note: Event risk begins Q3.22. Source: Investec

2023 2024

Q122 Q222 Q322 Q422 Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
1521 1559 1750 1800 1830 1850 1860 1900 1930 1940 1930 1930
2040 1959 2135 2178 2233 2313 2362 2432 2509 2580 2606 2663
1707 1660 1873 1962 2031 2091 2120 2185 2277 2328 2374 2413
765 833 771 744 716 697 683 663 637 608 59 570
1647 1615 1842 1915 1968 2011 2044 2088 2121 2132 2121 2121
1102 1114 1243 1296 1354 1388 1414 1482 1505 1513 1505 15.05
134 126 122 121 122 125 127 128 130 133 135 138
112 106 107 109 111 113 114 115 118 120 123 125
116 130 135 134 131 129 127 126 123 118 115 110
Note: averages, Source: Investec, Iress



Lite Down Case: Exchange Rate forecasts
2022

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

Q122

15.21
20.40
17.07
7.65
16.47
11.02
134
1.12
116

Q222

15.59
19.59
16.60
833
16.15
11.14
1.26
1.06
130

Q3.22

16.90
20.62
18.08
799
17.79
12.00
122
1.07
135

Up Case: Exchange Rate forecasts
2022

USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIPY
CHFZAR
AUDZAR
GBP/USD
EURUSD
USDWPY

Q1.22
1521
20.40
17.07
7.65
16.47
11.02
134
1.12
116

Q222
15.59
19.59
16.60
833
16.15
11.14
126
1.06
130

Q3.22
15.00
18.30
16.05
9.00
15.79
10.65
122
1.07
135

Q422

17.00
20.57
1853
7.88
18.09
1224
1.21
1.09
134

Q4.22
14.90
18.03
16.24
8.99
1585
1073
121
1.09
134
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZARIPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USDIPY

Q1.22
15.21
20.40
17.07
7.65
16.47
11.02
134
1.12
116

Q222
15.59
19.59
16.60
833
16.15
11.14
1.26
1.06
130

Q322
14.00
17.08
14.98
9.64
1474
994
122
1.07
135

Q4.22
13.80
16.70
15.04
97
1468
994
1.21
1.09
134

Q123

17.50
21.35
1943
749
18.82
12.95
122
imn
131

Q1.23
1490
18.18
16.54
879
16.02
11.03
122
m
11

Q123
13.70
16.71
15.21
9.56
1473
10.14
122
11
131

2023

Q223

17.60
22.00
19.89
733
19.13
13.20
125
113
129

Q323

17.50
2223
19.95
7.26
19.23
13.30
127
1.14
127

2023

Q223
1470
18.38
16.61
878
1598
11.03
125
1.13
129

Q3.23
14.60
18.54
16.64
8.70
16.04
11.10
127
114
127

2023

Q223
13.60
17.00
15.37
949
1478
10.20
125
113
129

Q3.23
13.40
17.02
1528
948
1473
10.18
127
1.14
127

Q423

17.70
2266
20.36
7.12
19.45
13.81
128
115
126

Q1.24

18.00
23.40
2124
6.83
19.78
14.04
130
1.18
123

2024

Q224

17.80
23.67
21.36
6.63
19.56
13.88
133
120
118

Q324

17.60
23.76
21.65
6.53
19.34
13.73
135
123
115

Q4.24

17.70
2443
2213
6.21
19.45
13.81
138
125
110

Note: averages, Source: Investec, Iress

Q423
1450
18.56
16.68
869
1593
11.31
128
115
126

Q1.24
14.90
19.37
17.58
826
16.37
11.62
1.30
1.18
123

2024

Q224
15.00
19.95
18.00
787
16.48
11.70
133
120
118

Q3.24
1450
19.58
17.84
793
1593
11.31
135
123
115

Q424
1450
20.01
18.13
7.59
1593
1131
138
1.25
110

Note averages, Source: Investec, Iress

Q423
13.30
17.02
15.30
947
14.62
10.37
128
1.15
126

Q1.24
13.10
17.03
15.46
939
14.40
1022
1.30
1.18
123

2024

Q2.24
13.10
17.42
15.72
9.01
14.40
10.22
133
120
118

Q324
12.90
17.42
15.87
891
14.18
10.06
135
123
115

Q424
1280
17.66
16.00
859
14.07
998
138
125
110

Note: averages, Source: Investec, Iress



