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Rand note: treads water in quiet period, with US inflation data
upcoming this week

Monday 9 January 2023
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Drivers of ISM Manufacturing PMI
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Emerging Markets currency depreciation (-) %, appreciation (+) %
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Expected Case: Exchange Rate forecasts
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The rand is treading water, nearer R17.00/USD today versus Friday’s R17.49/USD,
as market risk aversion pulls back somewhat from the end of last week’s US labour

market figures, in a typically quiet period at the start of the year.

The rand modest strength today comes after Friday’s R17.49/USD, when the US
dollar strengthened on data showing good labour market conditions, and causing
some expectations of US rate hikes potentially falling away more quickly, to abate.

However, the rand is still weaker today, at R17.02/USD, than the middle of last
week when it reached R16.78/USD. Last week also saw the release of the US PMI
readings, and, with readings below 50, indicative of weakening economic activity.



The US manufacturing PMI showed activity falling over Q4.22, now at lows last
experienced in 2020, and evidence of the effects of the US interest rate hike cycle,
along with the weak services PMI, and overall composite PMI, readings.

Additionally, the US’s ISM manufacturing reading in negative territory saw new
orders, production and supplier deliveries reflecting contracting activity, with the
FOMC showing some concern over the US economy at its last meeting.

A number of US data readings came out weaker than expected last month, adding
to hopes that the US would stick to a slowing rate hike trajectory, which would
weaken the dollar, although volatility is likely in the data, and so for the rand.

China’s reopening has room to lift sentiment however, which may result in a better
than expected GDP outcome for the country in Q1.23, although markets retain some
skepticism, with substantial COVID-19 outbreaks and state reactions seen as risks.

Europe has coped better with winter heating and other fuel demand than feared so
far, which has added to some improved sentiment, while a particularly warm January
is now underway, easing the gas crisis.

Holding back the rand domestically, little improvement is expected this year in terms
of state infrastructure, particularly on the rail, port, electricity and water supply front,
all of which are severely impeding economic growth and so job creation.

Please scroll down to the second section below

Emerging Markets Carry Retum ~ values 9 January 2023

350 Argenine Peso
Brazian Rea
Mexic an Peso
Peruvian Sol
Chilean Peso
Simgapare Dolar
Hong Kong Daar
Czech Koruna
Thai Bant
Maaysian Ringgit
Phippne Peso
Korean Won
Poash Zioty
South Afrcan Rand
Chinese Renmindd
Turkish Lira
Indonesan Rupah
Indan Rupiah
Hungarian Fonnt
Tawanese Dollar
Colombian Peso




Emerging Markets Interest Return — values 9 January 2023

141.2

13.2
Hungarian Forint 10.2
Mexican Peso .7
Chiean Peso 9.3
Colombian Peso 8.0
Palish Doty 75
South African Rand 85
Czech Koruna 6.4
Peruvian Sol 6.2
Indian Rupee 8.1
Phiippine Peso 58
Indonesian Rupiah 44
Chinese Renminbi 29
Malaysian Ringgit | 2.6
Singapore Dollar § 2.1
Hong Kong Dollar §1 2.1
South Korean Won | 2.0
Taiwanese Dollar | 0.8
ThaiBaht | 06
0.0 200

400

60.0

80.0

Emerging Markets CDS (risk) Spreads — values 9 January 2023

. 5804
&y

2
251
W 249
W 212
m133
0122
B 120
119
1115
1103
195
195
176
181
| 57
| 49
] 45

0

1,000 2,000

3.000

4,000

5,000

100.0

6.000

1200 1400 160.0

7.000

Source: Bloomberg

Argentna
Turkey
Colombia
South Africa
Brazi
Hungary

Bulgana
Poland

Chie

India
Phippnes
Indonesia
China

South Korea
Czech Republic

Source: Bloomberg



Emerging Markets Impbed Rates - values 9 January 2023

I 06 4 Turkish Lira
T 0070 Phippine Peso
B Hungarian Forint
I S O Braziian Real
I 0.7 Mexican Peso
7.3 South African Rand
I O Czech Koruna
I GG Pdlish Doty
L& Indonesian Rupiah
I Indian Rupee
I 50 Chinese Renminbi
I 0 Malaysian Ringgit
I 7 Singapore Dollar
I Hong Kong Dollar
-2 6 I Thai Baht
3.7 I Tawanese Doilar
<50 I South Korean Wen
-10.0 -5.0 00 50 10.0 15.0 20.0 25.0 30.0
Source: Bloomberg
USDZAR
20 1 ysozaR
19 4
18 1
17 4
16 4
15 4
14 -
13 -

Jan-19 Mk19  Jan20 k20 Jen21 k21 Jen22 k2 Jen23

Source: Iress

A ruling in the courts is expected on Karpower in early 2023 (end March) on
environmental approval to bring Karpowerships into SA’s ports, with the gas fuelled

energy production able to provide a life line for the economy.

The Minister of the Department of Forestry, Fishing and the Environment, Barbara
Creecy, is reported to have said last year the application for Karpowerships to

operate in SA contained “material and fatal” omissions.

But that it could “remit the matter ... so that the various gaps in information and
procedural defects in relation to the public participation process that led to the
rejection of the environmental authorisation application may be addressed.”



The Department is expected to respond by the end of Q1.23 as Karpower refiles its
application this quarter, with a number of additional, studies required, including a
reported acoustic study, with the process not expected to be quick.

South Africa’s weak economic environment, with insufficient economic growth and
job demand in the face of very high unemployment, is further damaged by the
inability of the state monopolies, Eskom and Transnet, to meet demand for their
services.

The ANC 8™ January policy statement released yesterday after its conference
highlighted the need to repair infrastructure, improve SOE’s, reindustrialise and
improve education, among other objectives.

However, the policy statement was met with little market reaction as implementation
is expected to continue to lag on growth enhancing reforms (such rail, ports
electricity, water etc.), and be insufficient.

On the positive front, evidence is beginning to emerge that inflation is falling faster
than anticipated, with the Eurozone seeing a drop to 9.2% y/y from the prior month’s
10.1% yly for its CPI inflation, and this week US CPl inflation is out on Thursday.

A drop to 6.5% yly from 7.1% yly is expected, down from 9.1% y/y in June last year,
as energy costs (and commodities prices in general) waned, although US services
price pressure are still rising. A higher outcome would weaken the rand further.



Extreme
Up case
1%

Up case
4%

Base
48%

Lite

Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424

USD/Rand (average) 1640 1550 1450 1400 1360 1340 1330 1310
Repo rate (end rate) 6.50 625 6.00 575 550 525 475 475

SA economic growth very quickly nises to 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 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.

Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424
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 infiation on
favourable weather and global conditions, rand strength, lower state-controlied price inflation on increased
privatisation. Credit raling upgrades on fiscal consolidation, markedly lower borrowings. Substantial
transition 1o renewable energy away from fossil fuel usage, comprehensive measures 1o alleviate climate
change impact on economy. No grey listing.

Q123 Q223 Q323 Q423 Q124 Q224 Q324 Q424
USD/Rand (average) 1690 1645 1620 1640 1620 1645 1680 1660
Repo rate (end rate) 750 750 7.00 7.00 6.50 650 650 650
Economic growth modest (1.9% average over 5 years) but ifts towards 3.0% yly by end period on reforms,
global financial market risk sentiment is neutral to positive. South Africa follows fiscal consoldation (debt
1o GDP stabiiisation) 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 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
USD/Rand (average) 1830 1850 1800 1820 1790 1810 1820 1830

(domestic) Repo rate (end rate) 7.50 8.00 850 9.00 9.00 900 900 900
Down confidence

case
36%

Severe

1%

Weak GDP growth (0.9% average over 5-years), swing toward lefl leaning pohicies. Business
depressed, subslantial eleciniaty and water shedding, very weak rall capacity, civil and political unfest,
very little investment growth, recession. Increased state bormrowings, risk of credit rating downgrades rises,
then ocouwrs later in penod. 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 cimate change. Grey listed.

Q123 0223 Q323 Q423 Q124 Q224 Q324 Q424

USD/Rand (average) 1870 1930 1950 1970 1990 1990 2000 2050

Repo rate (end rate) 800 9.00 1000 1050 1050 1100 1150 1150

memmm global financial crisis - insufficient monetary and other support domestically

. ANC/EFF coaliion in 2024 Widespread, severe services load shedding, severe cvil

and political unrest Government borrows from increasingly wider sources, SA rated single 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 10 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
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Severe Down Case: Exchange Rate forecasts
2023

Q123 Q223 Q323
USDVZAR 1870 1930 19.50
GBPZAR 2253 2374 2433
EURZZAR 1045 2027 2077
ZARMNPY 741 TO7 690
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EURMUSD 104 105 147
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Up Case: Exchange Rate forecasts

2023
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Extreme 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
GBPZAR 1976 1907 1813 1750 1727 1742 1756 1808 1834 1819 1330 1816
EURZAR 1706 1628 1544 1519 1523 1541 1560 1611 1638 1613 1600 1588
ZARMPY 845 881 928 954 956 89 865 840 817 829 836 843
CHFZAR 1726 1632 1526 1474 1432 1441 1462 1440 1440 1418 1407 1396
AUDZAR 1115 1085 1044 1029 1020 1045 1037 1022 1022 1006 998 9.9
GEPUSD 429 423 125 125 127 130 132 138 140 141 143 143
EURUSD 104 105 107 100 112 115 118 123 125 125 125 125
USDUPY 139 137 135 134 130 120 115 110 107 107 107 107
Mote: averages, Source: Investec, Iress
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