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Rand note: continues to gain on US dollar weakness as second US rate cut

probability grows

Monday 27 January 2025

Emerging Markets currency depreciation (-) %, appreciation (+) %
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Emerging Markets Implied Volatilities — values 27 January 2025
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Emerging Markets Implied Volatiliies — values 20 January 2025
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Emerging Markets Implied Volatilities - values 13 January 2025
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Expected Case: Exchange Rate forecasts

Q125 Q225 Q325
USD/ZAR 1840 1810 18.00
GBP/ZAR 2300 2244 2250
EUR/ZAR 1895 1810 1818
ZARIJPY 842 873 889
CHFZAR 2067 2011 20.00
AUDZAR 1178 1122 1134
GBP/USD 125 1.24 1.25
EURUSD 1.03 100 101
USDIPY 155 158 160
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2025 2026 2027

Q425 Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
1790 17.70 1780 1790 1780 1770 1780 1790 17.70
2273 2283 2314 2327 2314 2301 2314 2327 2301
1826 1859 1905 1951 1976 2000 2065 2076 2053
883 876 860 838 815 808 787 765 763
2034 1989 1978 1967 1956 1945 1956 1967 1945
1146 1168 1210 1235 1228 1221 1228 1235 1221
127 129 130 130 130 130 130 130 130
102 105 107 109 111 113 116 116 116
158 155 153 150 145 143 140 137 135

Note: averages. Source: Investec, Iress

The rand dropped to R18.30/USD last week, after reaching R19.23/USD early in
January and experiencing a strengthening momentum since. The US dollar has

seen some pullback, from 1.02 to the euro, to 1.05 most recently.

With the Trump administration now pushing through a number of changes,

and particular focus on the removal of illegal immigrants, tariff threats have

largely been directed in this area, and universal, harsh tariffs previously feared

have not occurred.

The rand has consequently subsided, strengthening against both the US dollar,

as US dollar strength has waned, and also seeing some gains on its own against

the euro and the GBP, as risk-off in global financial markets has reduced.

The rand is expected to remain volatile, but overall see further strength this

year as markets factor out some fears of substantially higher US inflation rates,



and indeed now have now factored in two definite US interest rate cuts this
year.

e The most recent inflation figures, for December, in the US have come out at
3.2% excluding food and energy, down from 3.3% y/y in November, and lower
than the expectation of 3.3% y/y as well.

e The change in the core PCE price index, the preferred measure of inflation for
the FOMC, is due to be published for December at the end of this month,
which was at 2.8% y/y in November, and is expected at a similar rate.

e Much will depend on tariff increases applied by the US. Most recently an
onslaught of tariffs (25% on all imports rising to 50%), along with banking and
financial sanctions was threatened at Colombia if it did not accept the return of
deportees.

¢ |n addition, travel bans on Colombian officials and their associates, as well as
revoking their visas was part of the US threat towards Colombia, with the US
and Colombia then reaching agreement on Sunday for full deportations from
the US.

e The US’s drive to return illegal immigrants to countries of origin has been
supported by threats of very harsh tariff and other economic penalties to other
countries as well, while protectionism for US manufacturers is still reportedly
under discussion.

Please scroll down to the second section below



Emerging Markets Carry Return — values 1 January 2024 to 27January 2025
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Emerging Markets Interest Return — values 1 January 2024 to 27 January 2025
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Emerging Markets Interest Return — values 1January 2025 to 27 January 2025
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With the US Colombia’s largest trading partner, the threat of tariff increases,
and the other penalties has been paused, not dropped, as Colombia has
reportedly accepted all the US’s terms, despite initially threatening retaliatory
protectionism.

The prior Trump presidency, of 2017 to 2021 escalated trade wars, particularly
between the US and China, as retaliatory tariffs proliferated, although since
Covid-19 lockdowns the Chinese economy has seen a marked slowing in
growth.

The US Secretary of State noted “(i)t is the responsibility of each nation to take
back their citizens who are illegally present in the United States in a serious
and expeditious manner.”

“President Trump has made it clear that under his administration, America will
no longer be lied to nor taken advantage of. ... we are unwavering in our
commitment to end illegal immigration and bolster America’s border security.”

US Homeland Security adds “(i)mmediately after being sworn in President
Trump took executive action to stop the invasion at the southern border and to
empower law enforcement agents to deport criminal aliens”.

The rand has weakened slightly to R18.55/USD, but tends to see volatility over
the day, and has been tending to reach new consecutive lows over the second
half of January, in the thinner trading hours of early mornings/late evenings.

The rand is expected to average R18.40/USD this quarter, with US
protectionism worries seen to be fading from initial concerns that the US
administration would impose universal tariffs of 10 to 20% or more, and
greater tariffs on China.

The Fed funds implied futures have now factored in two US interest rate cuts
with 100% probability by the end of this year, one at the 18" June FOMC
meeting and the other at the 10t December FOMC meeting.

However, interest rate expectations are likely to shift further over the course of
the year, and the longer the US holds off imposing tariffs, the greater the
likelihood will be for a third US interest rate cut this year, and so further rand
strength.
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZAR/IJPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USD/JPY

Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q4.5
USD/Rand (average) 1887 1860 1800 1792 1700 1600 1530 1450
Repo rate (end rate) 825 825 800 .75 7.00 675 650 625
SAMQMM!O}S%M5NMWMM (structural constraints
without compensation. confidence

eradicated), strong property rights, no nationalisation or High business

and fixed investment growth, substantial FDI, fiscal consolidation drives debt to low raios of 2000s. Very subdued
domestic inflation on extreme rand strength, very favourable weather condiions. Very short grey listing. Strong global
growth, risk-on, commodity boom Rapid upgrades of credit ratings. Strong transition away from fossil fuel usage, a
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The Russian/Ukraine war

Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q4.25
USD/Rand (average) 1887 1860 1800 1792 1730 1660 1630 1590
Repo rate (end rate) 825 825 800 775 725 7.00 675 650
Economic growth lifts 1o around 4%, 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-controlled price inflation on increased private
privatisation. Positive outiooks on credit ratings tum into uparades on substantial fiscal consolidation, debt projections
um&qmwmmw months. Substantial transition 10 renewable energy away from fossd
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Q1.24 Q224 Q324 Q424 Q125 Q225 Q325 Q4.25

USD/Rand (average) 1887 1860 1800 1792 1840 1810 1800 17.90
Repo rate (end rate) 825 825 8.00 775 750 750 725 7.00
Economic growth modest but ifts towards 3 0% yly over five years on sufficient domestic policy support measures (but
still Emited somewhat by load shedding, freight constraints), global financial market risk sentiment is neutral to positive
South Africa in the BB credit rating category bracket as fiscal consolidation (debt to GOP stabilisation) ocours leading
1o some positive outiooks. The rand stablises and strengthens somewhat, inflation is impacted by the course of weather
patterns via food price inflation. Litthe expropriation without compensation occurs and has no negative effect on
economy, no nationalisation. A modest transition 1o renewable enerqy and slow move away from fossil fuel usage
occurs and measures to alleviate the impact of dimate change on the economy are modestly implemented. The
WhnmmmmmmdoMEmemehm

Q124 Q224 Q324 Q424 Q125 Q3.25 Q4.25
USD/Rand (average) 1887 1860 1800 1792 19.00 1950 19.30 19.00
Repo rate (end rate) 825 825 800 775 850 875 950 950
The international environment (incl. risk sentiment) is that of the base case. South Aliica falls 10 see government debt
projecions stabilise, falls into single B (local and foreign currency) credit ratings from all three agendies. Recession

Business confidence substantial

consolidation ulimately occurs, preventing ratings falling into the C grades. The is lengthy.

Q124 Q224 Q324 Q424 1 25 Q325 Q4.25
USD/Rand (average) 1887 1860 1800 1792 2000 2050 20.70 20.70
Repo rate (end rate) 825 825 800 175 9.00 975 11.00 1150
Lengthy global recession, global finandal oisis - insuffident monetary and other support domestically and
internationally. Very high inflation on very adverse weather condiions, severe rand weakness. SA rated single B from
all theee key agendies, downgraded into CCC grade, weawdmkoldduﬁw borrows from increasingly

2026 2027
Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427

1900 1950 1930 1900 1910 1880 1870 1840 1850 1850 1830 1840
2375 2418 2413 2413 2464 2444 2431 2392 2405 2405 2379 2392
1957 1950 1949 1938 2006 2012 2038 2042 2091 2146 2123 2134
816 810 829 832 812 814 802 788 773 757 749 734
2135 2167 2144 2159 2146 2089 2055 2022 2033 2033 2011 2022
1216 1209 1216 1216 1261 1278 1290 1270 1277 1277 1263 1270
125 124 125 127 129 130 130 130 130 130 130 130
103 100 101 102 105 107 109 111 113 116 116 116
156 158 160 158 155 153 150 145 143 140 137 135
Note: averages, Source: Investec, Iress



Severe Down Case: Exchange Rate forecasts
2025

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

Q1.25
20.00
25.00
20.60
7.75
2247
12.80
125
1.03
155

Q225
20.50
25.42
20.50
™
2278
1271
124
1.00
158

Q325 Q425
20.70 20.70
2588 2629
2091 211
773 763
2300 2352
1304 1325
125 127
101 102
160 158

Up Case: Exchange Rate forecasts
2025

USD/ZAR
GBP/ZAR
EUR/ZAR
ZAR/JPY
CHFZAR
AUDZAR
GBP/USD
EURUSD
USD/IJPY

Q1.25
17.30
2163
17.82
896
19.44
11.07
125
1.03
155

Q225
16.60
20.58
16.60
952
1844
10.29
124
1.00
158

Q325 Q425
1630 1590
2038 20.19
1646 1622
982 994
1811 1807
1027 1018
125 127
101 102
160 158
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USD/ZAR
GBP/ZAR
EUR/ZAR
ZAR/IJPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USD/JPY

Q1.25
17.00
2125
17.61
9.12
19.10
10.88
125
1.03
155

Q225
16.00
19.84
16.00
988
17.78
992
124
1.00

158

Q325 Q425
1530 1450
1913 1842
1545 1479
1046 10.90
1700 1648
964 928
125 127
1.01 1.02

160 158

2026 2027

Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
2060 2040 2040 2030 2040 2020 2030 2040
2657 2652 2652 2639 2652 2626 2639 2652
2163 2183 2224 2253 2305 2343 2355 2366

752 750 735 714 7.01 6.93 6.75 6.62
2315 2267 2242 2231 2242 2220 2231 2242
1360 1387 1408 1401 1408 1394 1401 1408

129 130 130 130 1.30 1.30 1.30 1.30

105 107 109 11 113 1.16 1.16 1.16

155 153 150 145 143 140 137 135
Note: averages, Source: Investec, Iress

2026 2027
Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
1570 1550 1530 1510 1490 1475 1455 1465
2025 2015 1989 1963 1937 1918 1892 1905
1649 1659 1668 1676 1684 1711 1688 1699
987 9.87 980 960 960 949 942 922
1764 1722 1681 1659 1637 1621 1599 16.10
1036 1054 1056 1042 1028 10.18 1004 10.11
129 1.30 1.30 1.30 1.30 1.30 1.30 1.30
105 107 109 111 113 116 116 116
155 153 150 145 143 140 137 135
Note averages, Source: Investec, Iress
2026 2027

Q126 Q226 Q326 Q426 Q127 Q227 Q327 Q427
1440 1410 1380 1390 1370 1360 1350 1320
1858 1833 1794 1807 1781 1768 1755 17.16
1512 1509 1504 1543 1548 1578 1566 1531
1076 1085 1087 1043 1044 1029 1015 1023
1618 1567 1516 1527 1505 1495 1484 1451
950 959 952 959 945 938 932 9.1
129 1.30 1.30 1.30 1.30 1.30 1.30 1.30
105 107 109 111 113 116 116 116
155 153 150 145 143 140 137 135

Note: averages, Source: Investec, Iress



