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Rand note: weakness against the key crosses reflects concerns over
SA’s growth
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Emerging Markets CDS (risk) Spreads — values 5 January 2023
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Emerging Markets CDS (risk) Spreads — values 30 January 2023
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Emerging Markets currency depreciation {-) %, appreciation (+) %

viy % change 2 January to 30 January 2023
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Expected Case: Exchange Rate forecasts
2023 2024 2025

0123 Q223 Q323 0423 Q124 Q224 Q324 Q424 Q125 0225 Q325 Q425

USDIZAR 1690 1645 1620 1640 1620 1645 1680 1660 1650 1650 1680 1660
GBF/ZAR 2037 2024 2025 2050 2058 2130 2218 2291 2310 2327 2403 2374
EURZAR 1758 17.28 1726 1780 1815 1852 1983 2042 2063 2083 2100 2075
ZARIJFY 819 8.30 830 B14 802 728 G684 6.63 648 648 6.37 6 44
CHFZAR 1779 1732 1706 1727 1706 1769 1846 1824 1813 1813 1846 1824
AUDZAR 1149 1152 1167 12068 1215 1283 1311 1285 1287 1287 1311 1265
GBPUSD 121 123 125 125 127 130 132 138 140 141 143 143
EURUSD 104 105 107 108 112 115 118 123 125 125 125 125
USDIPY 139 137 135 134 130 120 115 110 107 107 107 107
Mote: averages, Source: Investec, Iress

The persistence of loadshedding has eroded investor confidence in the domestic
economy, with no state solution to end the damaging effect on the economy in the
near term, as we have been increasingly noting over the course of this month.

January typically sees seasonal strength in the rand, but this year market players
are penalising the domestic currency, as the state fails to allay investor concerns
over the electricity crisis (see rand note of 23" January 2023).

Additionally, Transnet’s deteriorating ability to meet demand for its rail and port
transport services has further dented investor and business confidence, threatening
export-led growth, and afflicting the rand (see rand note of 16" January 2023).

The rand reached R17.29/USD, R18.80/EUR and R21.37/GBP on Friday, trading
weaker this morning against the key crosses, as investor sentiment against SA has
dipped, and the interest rate differential with the US has not narrowed significantly.



SA’s growing electricity crisis implies a substantially weaker 2023 outcome for the
economy as we have increasingly noted this year so far, well below the 1.1% yly
growth rate we had forecast end December/start January (likely closer to 0.6% yl/y).

Already industrial production contracted in the first two months of Q4.22, down by -
1.4% versus the same period in Q3.22 (seasonally adjusted) for South Africa, on the
country’s deepening supply side energy shortages.

Additionally, Eskom faces high and rising costs from its usage of diesel to fuel open-
cycle gas turbines, and desperately needs cash injections (and a wholesalers
license) to purchase diesel, absent which the stages of load shedding have risen.

The looming threat of stage 8 load shedding, and outages including stage 6 so far,
have eroded confidence in the domestic economic outlook, with no government
solution in sight in the near-term, pushing the rand weaker (rand note 16" January
2023).

Little improvement is expected this year in terms of state infrastructure, particularly
on the rail, port, electricity and water supply front, which will impede economic
growth and so job creation, keeping the rand weak (rand note 9" January 2023).

Please scroll down to the second section below

Emerging Markeis Carry Return — values 2 January 2023 to 30 January 2023
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Emerging Markeis Interest Return — values 31 January 2022 — 30 January 2023
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Emerging Markets Interest Return — values 2 January 2023 to 30 January 2023
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Emerging Marketz Implied Veolatilities — values 30 January 2023
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Emerging Markets Implied Volatilities — values 5 January 2023
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On the positive front, evidence is emerging that inflation is falling faster than
anticipated, and 2023 is expected to see supply chains strengthen, and associated
cost increases slow aiding down inflation globally.

A better than expected global economic performance this year, with the avoidance
of overheating, will prove positive for financial market sentiment internationally,
which is already in the process of recovering.

Indeed, 2023 started in a sweet spot, with economic outlooks improving for key
advanced economies (which previously were expected to drive a severe recession),
while the improved outlooks are not to the extent of being inflationary.



However, this is not the case for SA’s domestic economy, with the announcement
of permanent load shedding this year in the second half of January, along with
political risk this year and next has seen a downgrade in SA’s growth outlook.

The global economy is improving in contrast, with the US seeing better than
expected growth in Q4.22, lifting 2.9% qggsaa (quarter on quarter, seasonally
adjusted, annualised) — without annualisation it came out at 0.7% qgsa.

However for SA, economic activity likely stalled in Q4.22, with the risk of contraction
as shown by the recent industrial production figures ( for the first two months of
Q4.22) as the SA economy continues to underperform (Industrial production note,
171 January 2023).

The US in comparison has had a markedly steeper interest rate hike cycle to date
(with a 4.25% lift and likely another 25bp next week) than SA’s (3.75%). A key
reason for rand weakness and not a factor which is likely to change in H1.23.

This will suppress the domestic currency, preventing it from gaining substantially on
US dollar weakness and weakening it against the major crosses in Q1.23. Markets
were disappointed by the SARB’s small hike last week, seeing the rand drop.

That is, the rand weakened on the 25bp hike the SARB delivered instead of the
expectation of 50bp, from R17.01/USD to R17.25/USD, failing to recover back to
R17.01/USD on Friday or today.



Economic Scenanos: note updated probabilities
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USDVZAR
GEP/ZAR
EUR/ZAR
ZARNPY
CHFZAR
AUDZAR
GBPUSD
EUR/USD
USDUPY

01.237 Q227 0327 04323 0124 Q224 Q324 Q424

USD/Rand (average) 1640  15.50 14.50 1400 1360 1340 1330 1310
Repo rate (end rate) 6.50 6.25 6.00 575 5.50 523 475 475
SA economic growth very guickly rises fo 3-5%, then 5-7%. Good govemance, growth-creating reforms

(structural constraints eradicated), strong property rights, no nationalisation or expropriaion without
compensation. High business confidence and fixed investment growth, substantial FDI, fiscal conscolidation
drives debt to low ratios of 2000s. Very subdued domestic inflation on extreme rand strength, very
favourable weather condiions. Sirong global growth, risk-on, commedity boom. Rapid upgrades of credit
rafingz to investment grade. No grey listing. Ciuick transition to renewable energy from fossil fuels.

01.23 Q.23 G323 0423 0124 Q224 0Q3.24 Q4.24
USD/Rand (average) 16.60 15.90 1550 1500 1470 1460 14350 1490
Repo rate (end rate) 7.00 6.75 6.50 625 6.00 6.00 550 5.50
Economic growth averages 3.3% owver five-year period, but lifis towards 5.0% iy by period end, rising
confidence and investment levels, structural constraints eroded, global growth strong, global financial
markets risk-on. Mo nafionalisation or expropriation without compensation. Low domestic inflafion on
favourable weather and global conditions, rand strength, lower state-controlled price inflation on increased
privatisation. Credif 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. Mo grey listing.

Q1.23 Q223 G327 0423 0124 Qi34 Q324 Q424
USD/Rand (average) 16.890 1645 1620 1640 1620 1645 1630 1660
Repo rate (end rate) 723 7253 7253 T.23 7.00 7.00 7.00 6.50
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 fizcal conzolidation (debl
to GDOP siabilisation) leading to positive outlooks, then likely credit rating upgrades. The rand stabilises,
then strengthens somewhat. Inflafion iz impacted by the course of weather patterns via food price inflation.
A fransition to renewable energy and slow move away from fossil fuel usage occurs and measures fo
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.

01.23 @223 Q323 Q423 01.24 Q224 (Q3.24 Q4.24
USD/Rand (average) 1330 1850 1300 18320 1750 1810 1320 1330
Repo rate (end rate) 7.50 2.00 3.50 9.00 9.00 9.00 9.00 9.00
Weak GDP growth (0.9% average over 3-years), swing toward lefi leaning policies. Business confidence
depressed, substantial electricity and water shedding, very weak rail capacity, civil and poliical unrest,
very litlle imvestment growth, recession. Increased state borrowings, risk of credit rating downgrades rises,
then occurs later in period. Some expropriation of private sector property without compensation with a
negative impact on the economy. High inflaion on unfavorable weather conditions, marked rand
weakness. Litlle transition to renewable energy or measures to alleviate climate change. Grey listed

Q.23 Q223 0323 Q427 0124 Q224 0Q3.24 Q4.24
USD/Rand (average) 1870 19.30 1950 1970 1990 1990 2000 2050
Repo rate (end rate) .00 9.00 1000 1023 1025 1050 1073 1075
Lengthy global recession, global financial crisis — insufficient monetary and other support domestically
and intermationally. ANC/EFF coalifion in 2024. Widespread, severe senvices load shedding, severe civil
and political unrest. Govemment bormows from increasingly wider sources, SA rated single B from all three
key agencies, eventually CCC grade, increazed risk of default, sinks deeper into a debt frap. Failure to
transition to renewable energy and to sufficient measures fo alleviate the impact of climate change on the
economy. Very high inflaticn 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

Case: Exchange Rate forecasts
2023 2024 2025

123 0223 Q323 Q423 0124 0224 0324 0424 0125 Q235 Q325 Q425

1230 1850 1800 1820 1790 1810 1320 1830 1335 1845 1845 1840
2205 2276 2250 2275 2273 2353 2402 2525 2569 2601 2633 261
19.03 1943 1917 1975 2005 2082 2148 2251 2294 2306 2306 2300
1.57 7.38 747 7.34 7.26 6.63 6.32 6.01 583 S5.80 5.80 5.82
1926 1947 18985 1916 1884 1946 2000 2011 2016 2027 2027 2022
1244 1295 1296 1338 1343 1412 1420 1427 1431 1439 1439 1435
11 123 125 125 1.27 1.30 1.32 1.38 1.40 1.41 1.43 1.43
1.04 1.05 1.07 1.09 1.12 1.15 1.18 1.23 1.25 1.25 1.25 1.25
138 137 135 134 130 120 115 110 107 107 107 107
Mote: averages, Source: Investec, lress



Severe Down Case; Exchange Rate forecasts
2023

0123 Q223 Q323
USIVZAR 1870 1930 19.50
GBPF/ZAR 22531 2374 2433
EURZZAR 1945 2027 2077
ZARNPY 741 707 690
CHFZAR 1968 2032 2053
AUDZAR 1272 1351 1404
GBRPUSD 421 123 125
EURMUSD 104 105 107
USDIFY 139 437 135
Up Case: Exchange Rate forecasts

2023

Q1.23 Q223 Q323
USDIZAR 1660 1590 1550
GBPIZAR 2000 1956 19.38
EURZAR 1726 1670 1651
ZARUPY 834 858 863
CHFZAR 1747 1674 1632
AUDZAR 1129 1113 11.16
GBPUSD 121 123 125
EURUSD 104 105 107
USDUPY 435 437 135
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Extreme Up Case; Eatdm'iggzﬂamfwm

USDFZAR
GBPFIZAR
EURSZAR
LZARNPY
CHFZAR
AUDZAR
GBRUSD
EURMISD
USDLPY

Q123
16.40
19.76
17.06
8.45
17.26
1115
121
1.04
139

Q223
15.50
19.07
16.28
a3
16.32
10.85
1.23
1.05
137

Q323
14,50
1813
15.44
928
15.26
10.44
1.25
1.07
135

04.23
14.00
17.50
1519
954
14.74
10.29
1.25
1.08
134

1.24
19.90
25.27
22.29
6.53
20.95
1493
127
112
130

o124
14.70
18.67
16.46
B84
15.47
11.03
127
112
130

o124
13.60
17.27
15.23
9.56
1432
10.20
1.27
1.12
130

2024

Q224
19.90
25.87
2289
6.03
21.40
15.52
1.30
1.15
120

Q324
20,00
26.40
2380
5.75
21.98
15.60
132
1.18
115

Q4.24
20050
28.29
2522
5.37
2253
15.99
138
1.23
110

Q1.25
20.40
28.56
25.50
5.25
2242
15.91
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107
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MNote: averages, Source: Investec, Iress
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Note averages, Source: Investec, lress
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