Rand note: weakened outlook on greylisting, lengthier US rate hike
cycle
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Emerging Markets Carry Return — values 28 February 2022 to 27 February 2023
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Emerging Markets CDS (risk) Spreads — values 27 February 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/ZZAR 1780 1840 1860 1830 1780 1800 1830 1790 1760 1760 1770 1750
GBP/ZAR 2188 2282 2325 2288 2243 2286 2352 2336 2288 2288 2301 2275
EURZAR 1926 2015 2065 2050 2011 2052 2114 2103 2059 2059 2071 2048
ZARIJPY 728 6.98 6.77 6.83 694 6.78 6.61 6.70 761 7.50 740 743
CHFZAR 1945 2025 2044 1980 1906 1927 1975 1966 1934 1934 1945 1923
AUDZAR 1234 1306 1349 1345 1317 1332 1363 1343 1338 1355 1398 1383
GBPUSD 123 124 125 125 126 127 129 1.31 1.30 130 1.30 130
EURUSD 108 110 111 112 113 114 116 118 117 117 117 117
USDUIPY 130 129 126 125 124 122 121 120 134 132 131 130

Note: averages, Source: Investec, Iress



The outlook for the rand has weakened on the greylisting of South Africa by the
Financial Action Task Force (FATF), while Friday’s worse than expected outcome of
the key US inflation measure negatively affected global market risk sentiment.

The Fed implicitly targets the core PCE deflator, seeking to achieve a 2.0% yly
annual average, while the measures came out at 5.4% y/y on Friday, higher than
the 5.0% yly, both, expected and prior, and well removed from the Fed’s 2.0% aim.

Global financial markets are now factoring in the expectation that the Fed will hike
its interest rates higher than previously expected in the current cycle, due to the
upside surprise in the key US inflation (implicit target) measure.

The US’s Personal Consumption Expenditure or PCE deflator reflects the strength
of its consumer spend, and the robust nature of the economy, with US retail sales
and manufacturing also posting data surprising on the upside last week.

US home sales have in contrast weakened on the sharp hike trajectory of the US,
but given the FOMC'’s focus on subduing inflation, the US terminal rate is now
anticipated higher, with up to four more 25bp hikes this year in the US.

The Fed funds futures now fully factor in a 25bp hike in the Fed funds target rate at
each of the three upcoming FOMC meetings, of 22" March, 3@ May and 14" June,
while the 26™ July meeting sees a 25bp hike beginning to be factored in.

For South Africa, the shift in the US interest rate hike trajectory, along with the effect
of greylisting which raises SA’s sovereign risk premium, are both rand negative, and
also place upwards pressure on SA interest rates, which are lagging US hikes.

The domestic currency has weakened substantially over the past year on the
weakening global outlook and rapid hike cycle in the US as SA has failed to match
it, with a consequent narrowing in eth differential by 75bp and rand weakness.

The rand has reached R18.48/USD today, R19.51/EUR and R22.13/GBP, from
R17.00/USD, R18.13/USD and R20.47/GBP at the start of the year, with the rand at
R15.36/USD a year ago, on lower risk aversion and a materially weaker USD.

Please scroll down to the second section below



Emerging Markets Implied Volatilities — values 27 February 2023
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Emerging Markets Interest Return — values 2 January 2023 to 27 February 2023
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Grey listing occurs when a country formally comes under increased monitoring from
the Financial Action Task Force (FATF) following serious deficiencies in its anti-
money laundering, terrorism and proliferation financing framework.

Blacklisting in contrast is applied to countries that do not cooperate with the FATF,
while greylisted countries are committed to addressing their identified inadequacies
within a given timeframe to attempt to come off the greylist.

Once a country is added to the FATF grey list, it is accordingly also added to the
“EU high-risk third countries list” by the European Union and to the UK’s “high-risk
jurisdictions” list.

The IMF has found that when a country is grey listed there is “a large, significant
negative effect ... on capital inflows”. In particular, “capital inflows decline on
average by 7.6 percent of GDP”.

”In contrast, foreign direct (fixed) investment, or FDI, "inflows decline on average by
-3.0 percent of GDP, portfolio inflows decline on average by -2.9 percent of GDP, and
other investment inflows decline on average by -3.6 percent of GDP“.

South Africa attracts an extremely low level of FDI (foreign direct investment) inflows
asitis, with the bulk of the activity on its capital account instead consisting of portfolio
flows (purchases and sale of bonds and equities).

FATF is intergovernmental, setting standards and promoting implementation of
legal, regulatory and operational measures to combat money laundering, terrorist
financing, and related threats to the integrity of the international financial system.

With the rand already having factored in SA’s greylisting, the domestic currency saw
a mild reaction on Friday, driven more by the high PCE deflator outcome. The rise
in the US interest rate outlook also pushed up SA’s interest rate forecasts.

SA is likely to match the US hike in March, and May, hiking by two further 25bp lifts
at its two upcoming MPC meetings (30" March, 25" May), but there will be pressure
for larger and more SA hikes, and so for further rand weakness as SA disappoints.



Economic Scenarios: note updated probabilities
0123 Q223 Q323 Q423 Q124 Q224 Q324 Q4.4

Extreme USD/Rand (average) 1660 1590 1550 1500 1470 1460 1450 1470
Up case Repo rate (end rate) 7.00 6.75 6.50 625 6.00 600 550 550
1% SA economic growth very quickly nises 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 1o investment grade. Very short grey listing. Quick transition to renewable energy from fossil fuels.

Up case Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
4% USD/Rand (average) 1700 1720 1740 1690 1650 1610 16.00 1570
Repo rate (end rate) 7.00 7.00 7.00 7.00 6.75 650 650 6.00

Economic growth averages 3.3% over five-year period, but kfts towards 5.0% yly by period end, rising

favourable weather and global conditions, rand strength, Mstale-cotmomhla&ononnaeasec
privatisation. Credit rating upgrades on fiscal consolidation, markedly lower borrowings. Substantial
transition to renewable energy away from fossil fuel usage, comprehensive measures to alleviate dimate
change impact on economy. Grey listed for less than eighteen months.

Q1.23 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Base USD/Rand (average) 1780 1840 1860 1830 1780 1800 1830 17.90
case Repo rate (end rate) 7.50 175 175 7.75 7.50 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 1o positive outiooks, 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. Little expropriation without compensation. Temporary grey listing.

Q1.23 Q223 Q3.23 Q423 Q1.24 Q224 Q324 Q424

Lite USD/Rand (average) 18.00 1890 1900 1920 1860 1875 1890 1870
(domestic) Repo rate (end rate) 7175 8.00 850 9.00 9.00 9.00 9.00 9.00
Dovn 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,

36% iittle investment growth, recession. Increased state borrowings, risk of credit rating downgrades rises, then
occurs later in period. mwmmawmouaaumwmmmmamm
impact on the economy. High inflation on unfavorable weather conditions, marked rand weakness. Little
transition to renewable energy or measures o alleviate climate change. Lengthy greylisting.

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424

Severe  USD/Rand (average) 1870 1930 1970 2000 2020 2050 2080 2120
down Repo rate (end rate) 8.00 9.00 1000 1050 105 1100 1100 1150
case Lengthy global recession, global financial crisis - insufficient monetary and other support domestically
11% 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 defaull, sinks deeper inlo a debt trap. Failure to
transition to renewable energy and to sufficient measures to alleviate the impact of climate change on the
economy. Vuyuohhlaﬁononvotymuemaﬂmmm severe rand weakness. Expropriation
of private property without compensation with a marked negative economic impact. Blacklisted.

Note: Event risk begins Q1.23. 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 1800 1890 1900 1920 1860 1875 1890 1870 1840 1845 1845 1840
GBP/ZAR 2212 2344 2375 2400 2344 2381 2429 2440 2392 2399 2399 2392
EUR/ZAR 1947 2070 2109 2150 2102 2138 2183 2197 2153 2159 215 2153
ZARJPY 720 680 663 651 6.64 6.51 640 642 728 715 710 7.07
CHFZAR 1966 2080 2088 2078 1992 2007 2040 2053 2022 2027 2027 2022
AUDZAR 1248 1342 1378 1411 1376 1388 1408 1403 1398 1421 1458 1454
GBPUSD 123 124 125 125 126 127 129 1.31 130 1.30 130 1.30
EURUSD 108 110 111 112 113 114 116 118 117 117 117 147
UsSDUPY 130 129 126 125 124 122 121 120 134 132 131 130
Note: averages, Source: Investec, Iress
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Q123 Q223 Q323 Q423
USD/ZAR 1870 1930 1970 20.00
GBP/ZAR 2299 2393 2463 2500
EURZAR 2023 2113 2187 2240
ZARWPY 693 666 640 625
CHFZAR 2043 2124 2165 2164
AUDZAR 1296 1370 1428 1470
GBPUSD 123 124 125 125
EURUSD 108 110 111 112
USDWPY 130 129 126 125

Up Case: Exchange Rate forecasts
2023

Q123 Q223 Q323 Q423
USD/ZAR 1700 1720 1740 1690
GBP/ZAR 2090 2133 2175 2113
EURZAR 1839 1883 1931 1893
ZARJPY 762 747 724 740
CHFZAR 1857 1893 1912 1829
AUDZAR 1179 1221 1262 1242
GBPUSD 123 124 125 125
EURUSD 108 110 111 112
USDUPY 130 129 126 125

Extreme Up Case: Exdu?o guo forecasts
Q123 Q223 Q323 Q423
USD/ZAR 1660 1590 1550 15.00
GBP/ZAR 2040 1972 1938 1875
EURZAR 1796 1741 1721 1680
ZARJPY 780 808 813 833
CHFZAR 1814 1750 17.03 1623
AUDZAR 1151 1129 1124 1103
GBPUSD 123 124 125 125
EURUSD 108 110 111 112
USDWPY 130 129 126 125
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2024
Q224 Q324
1460 1450
1854 1863
1664 1675
836 834
1563 1565
1080 1080
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2025

Q424 Q125 Q225 Q325 Q425
2120 2090 2090 2100 2080
2767 2747 2747 2730 27.04
2491 2445 2445 2457 2434

566 641 632 624 625
2328 2297 2297 2308 2286
1590 1588 1609 1659 1643

131 130 130 130 130

118 117 117 117 147

120 134 132 131 130
Note: averages, Source: Investec, Iress

2025
Q424 Q125 Q225 Q325 Q425
1570 1540 1540 1550 1530
2049 2002 2002 2015 1989
1845 1802 1802 1814 1790
764 870 857 845 850
1724 1692 1692 1703 1681
1178 1170 1186 1225 1209
131 130 130 130 130
118 117 117 117 117
120 134 132 131 130
Note averages, Source: Investec, lress

2025

Q424 Q125 Q225 Q325 Q425
1470 1440 1440 1450 1430
1918 1872 1872 1885 1859
1727 1685 1685 1697 1673
816 931 917 903 909
1614 1582 1582 1593 1571
1103 1094 1109 1146 1130
1.31 130 130 1.30 1.30
1.18 117 117 117 117
120 134 132 131 130

Note: averages, Source: Investec, Iress



