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SA Economics

Rand note: the rand’s strength will be underpinned by the US interest rate cut cycle

Thursday 30 September 2024

Emerging Markets currency depreciation (-) %, appreciation (+) %

yly % change 2 January 2024 to 30 September 2024

Polish Zloty 14,3 Malaysian Ringgit
Malaysian Ringgit 135 South African Rand
Thai Baht 10,5 Thai Baht

South African Rand Polish Zloty

Bulgarian Lev
Romanian Leu
Hungarian Forint
Chinese Renminbi

Indonesian Rupiah
Chinese Renminbi
Bulgarian Lev
Romanian Leu
Hong Kong Dollar

Russian Ruble Peruvian Sol
Czech Koruna Czech Koruna
Indonesian Ruiah Indian Rupee
Philippine Peso Philippine Peso
Taiwanese Dollar South Korean Won
South Korean Won Chilean Peso
Peruvian Sol Hungarian Forint
Hong Kong Dollar Tagvangse Dollar
Indian Rupee sian Bt
L Colombian Peso 1,7
Chilean Peso Brazilian Real  -10,6
Colombian Peso Turkish Lira -13,7
Brazilian Real Mexican Peso -13,8
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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Volatile non-resident portfolio net purchases (+)/ sales (-) vs USD/ZAR (monthly averages)
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Expected Case: Exchange Rate forecasts
2025 2026
Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q4.26
USD/ZAR 1887 1860 18.00 1720 17.00 1690 1680 1660 16.30 16.10 1590 1570
GBP/ZAR 2396 2344 2337 2279 2261 2265 2276 2266 2201 2141 2067 2041
EUR/ZAR 2057 2009 1975 19.09 1887 1884 1890 1892 1875 1852 1844 1821
ZARJPY 784 839 830 828 829 822 815 816 828 832 843 834
CHFZAR 2169 2067 2076 1999 1955 1933 1919 1902 1831 1789 1747 1725
AUDZAR 1245 1228 1204 1170 1156 1158 1159 1154 1125 1111 1097 10.83
GBP/USD 127 126 1.30 133 133 1.34 1.36 1.37 135 133 130 1.30
EUR/USD 1.09 1.08 1.09 1.1 1.11 1.12 113 1.14 115 115 116 1.16
USDAJPY 148 156 152 143 141 139 137 136 135 134 134 131

Note: averages, Source: Investec, Iress

The rand has strengthened quickly over the past couple of weeks, running rapidly
stronger on the surprise -50bp US interest rate cut, but already having appreciated,
albeit more slowly, since the national election in South Africa at the end of May.

With the rand initially nearing R17.00/USD on Friday, at 17.03/USD, the domestic
currency was then rebuffed, closing at the end of last week at R17.12/USD, but
reached R17.04/USD again today.

The rand is beginning to unwind its depreciation experienced under the US interest
rate hike cycle, with the domestic currency running below R15.00/USD before the US
started hiking interest rates in early 2022.

R17.00/USD is a major resistance level however, with the rand not having reached it
yet, and will likely require further momentum to convincingly pierce it, driven either
by positive data outcomes, or further US interest rate cut surprises, or both.



e The Chinese stimulus has also helped allay some worries over the weakness of global
activity, with commodities’ prices seeing some benefit too, along with EM currencies,
although the recent US interest rate cut is the main driver of rand strength.

¢ More supportive stimulus measures are expected to follow from China, while in US
markets, the implied Fed funds futures are currently pricing in about a 40% chance of
another -50bp cut, which is supporting investor sentiment.

¢ In South Africa, improving economic activity has also had a positive effect on the
domestic currency, along with the reduction in political risk on the formation of a
centrist government, and increased foreign appetite for SA’s portfolio assets.

e The substantial movement in the rand since the US interest rate cut this month has
brought it towards R17.70/USD more quickly than a -25bp US cut would have done,
and Q4.24 is therefore likely to be significantly stronger, at R17.20/USD than Q3.24.

e While the rand is expected to see further strength over the course of the US interest
rate cut cycle, markets expect US rate cuts to end in H2.25 and are also eyeing the
possibility of further -50bp cuts in the US interest rate cutting cycle.

Please scroll down to the second section below
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Emerging Markets Carry Return — values 1 January 2024 to 30 September 2024
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Emerging Markets Interest Return — values 1 January 2024 to 30 September 2024
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Emerging Markets Interest Return — values 29 September 2023 to 30 September 2024
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e The deep, fast US interest rate cut cycle currently being factored in for the US by
financial markets tilts the risk towards a faster appreciation in the domestic currency
than factored in in the base case, which in turn, could benefit inflation outcomes.

e As highlighted in the rand note of 25" September (contact details below), the
recalibration in financial markets expectations, post the FOMC meeting on 18"
September, has been the key driver of rand strength, along with the US cut.

¢ The differential between US and South African interest rates has widened by 25bp this
month, as the MPC delivered a -25bp cut. The US cuts again in November and
December, while South Africa’s MPC has only one meeting left, in November.



Consequently, the differential: between US and South African interest rates is likely to
widen by at least another 25bp by the end of this year, supportive of underpinning the
rand’s strength.

Financial markets expect a cut in US interest rates at every FOMC meeting in the
remainder of this year, and over H1.25, a total of six meetings, while SA only has four
in the period.

By the end of 2025, the US is expected to cut its interest rates by around 1.50%
(150bp), while South Africa is expected to see further cuts of 1.25% (125bp) at most
according to the FRA (Forward Rate Agreement) curve.

The further widening in the interest rate differential between the US and South Africa
is also supportive of further, marked rand strength, although domestic and global risks
(particularly on the geopolitical front) could slow the rand’s trajectory.

While load shedding has halted on increased capacity, lower unplanned outages (by -
9% y/y), and expenditure on diesel to fire generators is R11.3bn lower y/y, concerns
persist on the stability of the grid, particularly due to aged infrastructure.

Progress on rectifying the problems at the ports and on the rails has been slow,
severely limiting economic growth, as is the lack of ability of the DMRE (Department
of Minerals and Energy) to drive large-scale mining exploration and investment.
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Up Case: Exchange Rate forecasts
2024

USD/ZAR
GBP/ZAR
EUR/ZAR
ZAR/JPY
CHFZAR
AUDZAR
GBP/USD
EUR/USD
USD/PY

Q1.24 Q224 Q324 Q424 Q125 Q225 Q3.25 Q4.25
USD/Rand (average) 18.87 18.60 18.00 16.50 1550 1460 1450 14.40
Repo rate (end rate) 8.25 8.25 8.00 7.25 6.75 6.50 6.25 6.00
SA economic growth rises to 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. Very short grey listing. Strong global
growth, risk-on, commodity boom. Rapid upgrades of credit ratings. Strong transition away from fossil fuel usage, a
quick transition to renewable energy, very comprehensive measures to alleviate climate change impact on economy.
The Russian/Ukraine war ends quickly.

Q1.24 Q224 Q324 Q424 Q125 Q225 Q3.25 Q4.25
USD/Rand (average) 18.87 18.60 18.00 17.00 1660 1630 15.90 15.70
Repo rate (end rate) 8.25 8.25 8.00 7.50 7.00 6.75 6.50 6.25
Economic growth lifts to 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 outlooks on credit ratings turn into upgrades on substantial fiscal consolidation, debt projections
fall substantially. Grey listed for less than eighteen months. Substantial transition to renewable energy away from fossil
fuel usage, comprehensive measures to alleviate climate change impact on economy. The Russian/Ukraine war ends

Q1.24 Q224 Q324 Q424 Q125 Q225 Q3.25 Q4.25
USD/Rand (average) 18.87 18.60 18.00 17.20 1700 1690 16.80 16.60
Repo rate (end rate) 8.25 8.25 8.00 7.75 7.50 7.50 7.25 7.00
Economic growth modest but lifts towards 3.0% yly over five years on sufficient domestic policy support measures (but
still limited 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 GDP stabilisation) occurs leading
to some positive outlooks. The rand stabilises and strengthens somewhat, inflation is impacted by the course of weather
patterns via food price inflation. Little expropriation without compensation occurs and has no negative effect on
economy, no nationalisation. A modest 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 war persists and does not exacerbate, nor do middle East Tensions. The grey listing is temporary.

Q1.24 Q224 Q324 Q424 Q125 Q225 Q3.25 Q4.25
USD/Rand (average) 18.87 18.60 18.00 19.70 1950 1930 19.00 19.10
Repo rate (end rate) 8.25 8.25 8.00 8.50 8.75 9.50 9.50 9.50
The international environment (incl. risk sentiment) is that of the base case. South Africa fails to see government debt
projections stabilise, falls into single B (local and foreign currency) credit ratings from all three agencies. Recession
occurs. Business confidence depressed, substantial load shedding, marked freight constraints, weak investment
growth, civil and political unrest. High inflation on unfavorable weather conditions, marked rand weakness. Little
transition to renewable energy or measures to alleviate the impact of climate change. Very limited expropriation of
private sector property without compensation, with a slight negative impact on the economy. Substantial fiscal
consolidation ultimately occurs, preventing ratings falling into the C grades. The greylisting is lengthy.

Q1.24 Q224 Q324 Q424 Q125 Q225 Q3.25 Q4.25
USD/Rand (average) 18.87 18.60 18.00 20.20 2050 2070 20.70 20.60
Repo rate (end rate) 8.25 8.25 8.00 9.00 9.75 11.00 1150 11.50
Lengthy global recession, global financial crisis - insufficient monetary and other support domestically and
internationally. Very high inflation on very adverse weather conditions, severe rand weakness. SA rated single B from
all three key agencies, downgraded into CCC grade, increased risk of default. Government borrows from increasingly
wider sources, sinks deeper into a debt trap, widespread, severe services load shedding, severe civil and political
unrest. Failure to transition to renewable energy and measures to alleviate the impact of climate change on the
economy. Limited expropriation of private property without compensation with a noticeable negative economic impact.
SA is blacKlisted. The Russian/Ukraine war widens into neighbouring (NATO) countries, Middle East tensions worsen.

Note: Event risk begins Q4 24. Source: Investec

2025 2026

Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q4.26
1887 1860 1800 17.00 1660 1630 1590 1570 1550 1530 1510 1490
2396 2344 2337 2253 2208 2184 2154 2143 2093 2035 1963 1937
2057 2009 1975 1887 1843 1817 1789 1790 1783 1760 1752 17.28
7.84 8.39 8.30 838 849 8.53 8.62 8.63 8.71 8.76 8.87 8.79
2169 2067 2076 1976 1909 1864 1816 1799 1742 1700 1659 1637
1245 1228 1204 1156 1129 1117 1097 1091 1070 1056 1042 1028
1.27 1.26 1.30 1.33 1.33 1.34 1.36 1.37 1.35 1.33 1.30 1.30
1.09 1.08 1.09 1.11 111 1.12 113 114 1.15 1.15 1.16 1.16
148 156 152 143 141 139 137 136 135 134 134 131
Note averages, Source: Investec, Iress



Extreme Up Case: Exchange Rate forecasts

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

Q1.24

18.87
23.96
20.57
7.84
21.69
12.45
127
1.09
148

Lite Down Case: Exchange Rate forecasts
2024

USD/ZAR
GBP/ZAR
EUR/ZAR
ZAR/JPY
CHFZAR
AUDZAR
GBP/USD
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Severe Down Case:

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

Q1.24

18.87
23.96
20.57
7.84
21.69
12.45
1.27
1.09
148

Q1.24
18.87
23.96
20.57
7.84
21.69
12.45
1.27
1.09
148

024 2025 2026
Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q126 Q226 Q3.26 Q4.26
1860 18.00 1650 1550 1460 1450 1440 1410 1380 1390 13.70
2344 2337 2186 2062 1956 1965 1966 19.04 1835 18.07 17.81
2009 1975 1832 1721 1628 1631 1642 1622 1587 1612 1589
839 830 864 910 952 945 94 957 9.7 964 956
2067 2076 1918 1783 1670 1656 1650 1584 1533 1527 15.05
1228 12.04 1122 1054 1000 10.01 10.01 973 952 959 945
1.26 1.30 133 133 1.34 1.36 1.37 135 133 1.30 1.30
1.08 1.09 1.11 1.1 1.12 1.13 1.14 115 115 1.16 1.16
156 152 143 141 139 137 136 135 134 134 131
Note: averaaes. Source: Investec. Iress
2025 2026
Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q126 Q226 Q3.26 Q4.26
1860 1800 19.70 1950 1930 19.00 1910 1880 18.70 18.40 18.40
2344 2337 2610 2594 2586 2575 26.07 2538 2487 2392 2392
2009 1975 2187 2165 2152 2138 2177 2162 2151 2134 2134
8.39 8.30 723 723 7.20 7.21 7.09 718 717 7.28 712
2067 2076 2290 2243 2207 2170 2188 2112 2078 2022 2022
1228 1204 1340 1326 1322 1311 1327 1297 1290 1270 1270
1.26 1.30 1.33 1.33 1.34 1.36 1.37 135 133 1.30 1.30
1.08 1.09 1.1 1.1 1.12 1.13 1.14 1.15 1.15 1.16 1.16
156 152 143 141 139 137 136 135 134 134 131
Note: averages, Source: Investec, Iress
Exchange Rate forecasts
2024 2025 2026
Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426
18.60 18.00 2000 2050 2070 20.70 20.60 2040 2040 20.30 20.40
2344 2337 2650 2727 2774 2805 2812 2754 2713 2639 26.52
20.09 19.75 2220 2276 23.08 2329 2348 2346 2346 2355 2366
839 830 713 688 671 662 658 6.62 6.57 6.60 6.42
2067 2076 2325 2358 2367 2364 2360 2292 2267 2231 22.42
1228 1204 1360 1394 1418 1428 1432 1408 1408 14.01 14.08
126 130 133 133 134 136 137 1.35 1.33 1.30 1.30
1.08 109 111 111 112 113 114 1.15 1.15 1.16 1.16
156 152 143 141 139 137 136 135 134 134 131

Note: averages, Source: Investec, Iress



