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Rand note: the rand runs around R17.00/USD but risk-off still evident
on global growth concerns
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US interest rate projections
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MPC meeling dates for 2023
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FOMC meetings for 2023
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Emerging Markets currency depreciation (-) %, appreciation (+) %

yly % change
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Expeciled Case: Exchange Rate forecasts

2023 2024 2025

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425
USDZAR 1890 1645 1620 1640 1620 1645 1680 1660 1650 1650 1680 1660
GBPFZAR 2037 2024 2025 2050 2088 2139 2218 2291 2310 2327 2403 2374
EUR/ZAR 17588 1728 1726 1780 1815 1852 1983 2042 2063 2063 2100 2075
ZARLIPY B.19 8.30 8.30 B.14 802 729 6.84 663 6.48 648 B.37 644
CHFZAR 1779 1732 1706 1727 1706 17690 1846 1824 1813 1813 1846 1824
AUDZAR 1148 1152 1167 1206 1215 1283 1311 12985 1287 1287 1311 1285
GBPUSD 1.2 1.23 125 1.25 127 1.30 1.32 1.38 1.40 1.41 1.43 143
EURUSD 104 1.05 1.07 1.09 1.12 1.15 1.18 1.23 1.25 125 1.25 1.25

USDAUPY 139 137 135 134 130 120 115 110 107 107 107 107

Mole: averages, Source: Investec, Iress

The 50bp lift at 14" December’s Federal Open Market Committee (FOMC) meeting,
with the target range for the federal funds rate now 4.25% - 4.50%, was expected,
but aided the rand in tracking back to R17.00/USD by the end of 2022 on USD
weakness.

The rand strengthened to R16.87/USD today, with the release of the FOMC minutes
for the mid December 2022 meeting showing a unified decision to slow the pace of
rate hikes in order to limit the impact on economic growth in the US.

In particular, in “(i)light of the heightened uncertainty regarding the outlooks for both
inflation and real economic activity, most participants emphasized the need to retain
flexibility and optionality when moving policy to a more restrictive stance.”

Markets are beginning to factor in the chance that the FOMC reduces the quantum
of its rate hike increases further, to 25bp potentially as early as the 1St February
FOMC meeting, although market expectations are also divided, with the futures
consequently pricing in a 34bp lift currently.

The Fed funds futures further show less than a 25bp hike at the 22" March and 3™
May FOMC meetings — the FOMC'’s next two meeting dates, and then stabilisation
around mid-year, turning to cuts in US interest rates over H2.23.

However, as the FOMC itself notes “the Committee would continue to make
decisions meeting by meeting”, while the updated dot-plot chart shows the Fed’s
target rate peaking at the 5.00% - 5.25% range, then dropping down to 4.00% -
4.25% next year.

The dot-plot consequently shows a higher peaking for the target rate for this year
than in its previous publication of 4.50% to 4.75%, which has prevented the rand
from strengthening (the US dollar from weakening) more substantially than it has
from mid-December so far.

However, Fed Chair Powell highlighted on the dot-plot (FOMC members’) interest
rate views “(0)f course, these projections do not represent a Committee decision or
plan, and no one knows with any certainty where the economy will be a year or more
from now.”



With the global economy expected to weaken this year, and the IMF warning "(w)e
expect one-third of the world economy to be in recession", markets are concerned
as they show US rate cuts later in the year. Investor uncertainty is still high, and so
the rand is weak.

Please scroll down to the second section below
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Emerging Markets Implied Rates — values 5 January 2023
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Emerging Markets Carry Return — values 5 January 2023
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The IMF adds "(h)alf of the European Union will be in recession", ... “the three big
economies US, EU, China are slowing ... simultaneously.” “(T)he US may avoid
recession,” if “resilience of the labor market ... holds, the US would help the world
to get through a very difficult year”.

Fed Chair Powell highlights “(d)espite the slowdown in growth, the labor market
remains extremely tight, with the unemployment rate near a 50-year low, job
vacancies still very high, and wage growth elevated.”

“Job gains have been robust, with employment rising by an average of 272,000 jobs
per month over the last three months. ... the labor market continues to be out of
balance, with demand substantially exceeding the supply of available workers.”

“FOMC participants expect supply and demand conditions in the labor market to
come into better balance over time, easing upward pressures on wages and prices.”
In addition, the unemployemt rate for 2023 was raised at the December meeting
versus September’s projection.

With the Fed’s change in interest rate expectations, and focus “that ongoing
increases will be appropriate in order to attain a stance of monetary policy that is
sufficiently restrictive to return inflation to 2 percent over time”, the Fed has not fully
rolled back from its hawkish stance.

The rand will consequently be unlikely to pierce R16.00/USD this month, but could
track towards this level. Markets continue to worry over the Fed’s monetary policy
proving too restrictive, and so the need for policy reversal in H2.23 with rate cuts (as
shown by the Fed funds futures).

China’s COVID-19 outbreak, and resultant harsh restrictions in Q4.22, are expected
to have supply chain effects into 2023, while the end of 2022 and early 2023 saw



the dismantling of its zero-COVID policy, although the WHO believes China’s COVID
cases are now under counted.

The risks for 2023 include the global economic slowdown proving more severe than
expected, which would yield lower global interest rates and inflation rates than
currently expected, but raise risk aversion levels, and so have a negative effect on
the rand.

The recent domestic political situation evolved as expected, and now a cabinet
reshuffle is anticipated in Q1.23 to bolster the President’s policy aims to repair SA’s
infrastructure. The Phala Phala saga is not over, but we expect that it will unfold in
the courts without derailing Ramaphosa.

Economic Scenarios: note updated probabilities
Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424

Extreme USD/Rand (average) 1640 1550 1450 1400 1360 1340 1330 1310
Up case Reporale (end rate) 650 625 6.00 575 550 525 475 475
1% SA economic growth very quickly rises 1o 3-5%, then 5-7% Good governance, growth-creating reforms

(structural constraints eradicated), strong property rights, no nationalisation or expropration 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. 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, 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. Credt raling 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. No grey listing.

Q123 Q223 Q323 Q423 Q124 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 6.50 650 650 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 Africa follows fiscal consohdation (debt
1o GDP stabiisation) leading o 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 slow move away from fossil fuel usage occurs and measures to
alleviate the impact of cimate 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 9.00 900 900 900
Dovn Weak GDP growth (0.9% average over 5-years), swing toward left leaning policies. Business confidence

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

36% very little investment growth, recession. Increased state borrowings, risk of credit rating downgrades nses
then occurs later in period. Some expropriation of private sector property without compensation vith a
negative impact on the economy. High inflation on unfavorable weather conditions, marked rand
weakness. Littie transition to renewable energy or measures 10 alleviale cimate change. Grey listed,

Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424

Severe  USD/Rand (average) 1870 1930 1950 1970 1990 1990 2000 2050
down Repo rate (end rate) 800 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 singie 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 alleviate 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

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

USVZAR 1830 1850 1800 1820 17980 1810 1820 1830 1335 1345 1845 1840
GBP/ZAR 2205 2276 2250 2275 2273 2353 2402 2525 2569 2601 2638 263
EUR/ZAR  19.03 1943 1917 1975 2005 2082 2148 2251 2294 2306 2306 23.00
ZARMPY TS5T 738 747 T34 T2 663 632 601 58 580 580 582
CHFZAR 1926 1947 4895 1946 1884 1946 2000 2011 2016 2027 2027 2022
AUDZAR 1244 1295 129 1338 1343 1412 1420 1427 1431 1439 1439 1435
GEBPUSD 121 123 125 125 127 130 132 138 140 141 143 143
EURUSD 4104 105 4107 1080 1142 115 118 123 1258 125 1258 125
USDWPY 138 137 135 134 130 120 115 110 107 107 107 107
Mote: averages, Source: Inveslec, lress

Severe Down Case: Exchange Rate forecasts
2023 2024 2025

0123 Q223 0323 0423 0124 0224 Q324 Q424 Q125 Q225 Q325 Q425
USVZAR 1870 19.30 1950 1970 1980 1950 2000 2050 2040 2040 2070 2050
GBP/ZAR 2253 2374 2433 24863 2527 2587 2640 2829 2856 2876 29850 2932
EURVZAR 1945 2027 2077 2137 2229 2283 2360 2522 2550 2550 2588 2563
ZARMPY 741 TOT 600 678 653 603 575 537 535 875 547 527
CHFZAR 1968 2032 2053 2074 20955 2140 2198 2253 2242 2242 2275 2253
AUDZAR 1272 1351 1404 1448 1493 1552 1560 1589 1591 1591 1615 1599
GBRUSD 421 123 125 125 127 130 132 138 140 141 143 143
EUR/USD 404 105 107 108 1142 115 118 123 1325 125 125 125
USDUFY 439 437 135 134 130 120 115 110 107 107 107 107
Note: averages, Source: Invesiec, Iress

Up Case: Exchange Rate forecasts
2023 2024 2025

0123 0223 0323 Q423 0124 0224 0324 0424 0125 Q2325 Q325 0425
USDIZAR 1660 1590 1550 1500 1470 1460 1450 1490 1500 1450 1450 1460
GBFIZAR 2000 1956 1938 1875 1867 1898 1914 2056 2100 2045 2074 2088
EURZAR 1726 1670 1651 1628 1646 1679 1711 1833 1875 1813 1813 1325
ZARIMPY §34 858 868 890 &84 822 783 T8 T3 T.38 T3 T33
CHFZAR 1747 1674 1632 1579 1547 1570 1583 1637 1643 1593 1583 1604
AUDZAR 1129 1113 1116 1103 1103 1139 1.3 11682 1170 113 1131 1139
GBPUSD 121 123 125 125 127 130 132 138 140 141 143 143
EURUSD 104 105 107 1098 112 115 118 123 125 125 1258 125

USDUPY 138 137 115 134 130 120 115 110 107 107 107 107
Note averages, Source: Investec, lress

Exireme Up Case: Exchange Rate forecasts
2023 2024 2025
0123 Q223 Q323 0423 Q124 Q224 Q324 0424 Q125 Q225 Q325 Q425
USD/ZAR 1640 1550 1450 1400 1360 1340 1330 1310 1310 1290 1280 1270
GBP/ZAR 1976 1907 1813 1750 1727 1742 1756 1808 1834 1319 1330 1816
EUR/ZAR 1706 1628 1544 1519 1523 1541 1568 1611 16383 1613 1600 1588
ZARJJPY 345 881 923 954 956 89 865 840 817 829 836 543
CHFZAR 1726 1632 1526 1474 1432 1441 1462 1440 1440 14158 1407 13.96
AUDZAR 1115 1085 1044 1029 1020 1045 1037 1022 1022 1006 993 991
GEBPUSD 121 123 125 125 127 130 132 138 140 141 143 143
EURMUSD 104 105 107 108 142 145 1148 123 125 125 125 135
USDIPY 139 137 135 134 130 120 115 110 107 107 107 107
Mote: averages, Source: Investec, Iress
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