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V o l u m e  1 1 8 9  

Our beleaguered rand: might it return to ‘fair value’ over time? 

Author: Renier de Bruyn, Head of Asset Allocation, Sanlam Private Wealth   

 

Our fragile currency has been severely hammered over the past couple of years. Since June 2021, it has lost 

more than 40% of its value against the US dollar. At the end of May this year, it plummeted to a new record low 

after the latest rate hike by the South African Reserve Bank. What is the outlook for the rand – is there a chance 

it may return to ‘fair value’ over time? And how does this impact long-term investment decisions?  

Media commentators tend to attribute the movement of the rand to the political headlines of the day, but it’s 

important to distinguish between external global macro-economic drivers and South Africa-specific factors when 

assessing our fragile currency’s performance.  

A simple way to determine whether external or internal factors are at play is by comparing the rand’s 

movement to comparable emerging market currencies such as the Brazilian real, as seen in the chart below. 

We can also compare it to South Africa’s terms of trade (a measure that shows the movement in the relative 

prices of our country’s imports and exports, which correlate strongly with mining commodity prices). 
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We can see here how important commodity prices are for the currencies of countries such as South Africa and 

Brazil. Both currencies are also impacted by global risk events, such as the global financial crisis in 2008/09 and 

the COVID pandemic in 2020 when emerging market currencies were generally shunned in favour of perceived 

safe havens such as the US dollar.  

When these two currencies start to diverge, however, it’s usually a sign that domestic factors have come into play. 

For example, the ‘Ramaphoria rally’ in early 2018 resulted in abnormal rand strength, while Brazil clearly missed 

out on some of the post-pandemic recovery due to internal political issues. More recently, as loadshedding has 

intensified in South Africa since late 2022, the rand has noticeably started to underperform both its emerging 

market peers and the US dollar. 

Self-inflicted wounds 

South Africa can only blame itself for its recent currency woes. The negative impact of severe loadshedding 

on economic growth and investor confidence is the direct result of the long-term mismanagement of the state-

owned power utility. South Africa’s greylisting by the Financial Action Task Force in February, and the public 

relations fallout resulting from our perceived association with Russia, are also self-inflicted wounds.  

Historically, the rand has always managed to recover from points of extreme pessimism. However, given the 

number and extent of South Africa’s ‘own goals’, is it realistic to expect the pattern to repeat?  

The ‘fair value’ of a currency is ultimately determined by its relative purchasing power. The chart below shows 

a regression of the change in purchasing power (i.e., inflation differentials) versus the prevailing rand/US dollar 

exchange rate over the past 30 years. This has in the past been a useful indicator of the long-term fair value 

of the currency. 
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As can be seen on the chart, the fair value of the rand is currently around R15/US dollar, with the current 

deviation (i.e., cheapness) of the rand in line with the extremes of the COVID and Nenegate selloffs. If the 

South African Reserve Bank (SARB) can continue to act independently in its mandate to anchor inflation within 

the 3-6% target range, there is a fair chance for the rand to return to fair value in time. 

Internal and external factors 

However, the currency can deviate from this fair value for sustained periods, primarily driven by three factors: 

• Global risk sentiment (external factor) 

• Terms of trade (external factor) 

• Country-specific factors that impact its expected economic growth (domestic factors).  

To move the rand back to fair value, we’ll need to see an improvement in a combination of these three factors, 

while the SARB remains in control of its inflation mandate. While the valuation of the rand is undoubtedly 

cheap and the SARB has maintained its credibility, we’re concerned that the global economic environment 

may not be supportive of the currency over the next year should the tight financial conditions result in a global 

recession. 

Furthermore, the domestic (‘self-help’) factors depend heavily on an improvement in our electricity supply, and 

while investment in private generation should start alleviating some of the pressure in the future, the near-

term outlook in terms of loadshedding remains worrisome. The national elections next year are further 

increasing investor uncertainty – the prospect of a coalition government that can take on a number of 

permutations with widely differing economic policy makes it difficult to take any bold views on the currency 

with confidence. 

Another factor to consider is the higher offshore allowance for South African retirement funds (currently 45% 

versus 30% before 2022). Many pension fund managers were forced to repatriate funds during past spells of 

rand weakness so as not to breach the 30% offshore limit. This provided a natural countercyclical force for 

the currency. However, it seems as if most pension fund managers are currently still well below the revised 

45% offshore limit, creating less impetus to start reversing the flow of money as was the case in previous 

cycles. 
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Is the pessimism priced in? 

The recent market movements have resulted in attractive relative valuations for South African equities, bonds, 

and the currency. In other words, there is already a great deal of pessimism priced into these assets. It would 

therefore be inappropriate to let fear drive indiscriminate selling of South African assets to buy foreign assets at 

these levels. Investors who did so in the 2001 cycle destroyed much material wealth over the following decade. 

We do, however, remain mindful of the structural challenges our economy faces. We’ll therefore continue to 

advocate for globally well-diversified portfolios, but guard against pro-cyclical portfolio changes driven by fear or 

greed.  
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Glacier Research thanks Renier de Bruyn for his contribution to this week’s Funds 

on Friday 

 

 

Renier de Bruyn  

Head of Asset Allocation 

Sanlam Private Wealth 
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portfolios with the director of Investments 
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Asset Allocation in 2022. Renier graduated 

with a Bachelor of Commerce (Honours) in 

Financial Analysis from the University of 

Stellenbosch and is a CFA® charter holder. 


