
MARKET MATTERS
A HARDY PERENNIAL

OLD MUTUAL MULTI-MANAGERS
DAVE MOHR AND IZAK ODENDAAL | OLD MUTUAL MULTI-MANAGERS
8 JUNE - 12 JUNE 2020

175 BIRTHDAY LOGO - SUPPORT VERSION - FRESH GREEN - RGB AND WHITE



OLD MUTUAL MULTI-MANAGERS

Managing exchange rate exposure is a perennial problem for 

South African investors and businesses. It is an equally big 

headache for foreigners who invest here. In very simple terms, 

the rand is one of the most volatile currencies around, something 

we experienced again in 2020.

In fact, last week saw more sizable swings after the U.S. Federal 

Reserve painted a bleak picture of the health of the American 

economy. In response it expects to keep interest rates near zero 

at least until the end of 2022, and will continue buying bonds 

and other securities in record numbers. An uptick in new 

coronavirus cases in the US further unnerved investors who 

were betting on a speedy recovery. The rand was but one 

casualty.

THE MIGHTY DOLLAR
When they talk about “the rand”, most people refer to the 

rand-US dollar exchange rate. It is by far the most important 

currency pair for South Africans. Our commodity exports are 

priced in US dollars, as is oil, our main import. More than 50% 

of global equity market capitalisation is also in dollars, meaning 

that it has an outsized role in portfolios too. Other notable 

currency pairs are rand-euro, rand-pound and rand-yen. 

To state the obvious, an exchange rate has two moving parts, 

the rand and the dollar, for instance. It is possible for the rand 

to strengthen against the pound and weaken against the dollar, 

such as when Brexit risks weighed heavily on the pound. But 

it is unusual. Being an emerging market and commodity 

currency, the rand will tend to move in the same direction 

against the major currencies. It tends to move in line with its 

emerging market peers, as chart 1 shows. When global sentiment 

towards emerging markets improves and commodity prices 

rise, capital flows increase and the rand will tend to appreciate 

with its peer currencies. The opposite is also true. 

CHART 1: EMERGING MARKET CURRENCIES VS THE US 
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The rand experienced a classic blow-out in the first few months 

of 2020 as global Covid-related risk aversion gripped the world. 

Investors pulled money out of emerging markets at a record 

pace, and sought the safety of the US dollar, Japanese yen and 

Swiss franc. Commodity prices also came under pressure.

Similar blow-out episodes were experienced in 1985, 1998, 2001, 

2008 and 2015. What they have in common is the general 

backdrop of a strong dollar and the more particular backdrop 

of a global risk-off episode. While there are some South Africa-

specific issues at play, changes in global financial conditions 

are more important. They determine the general trend in the 

rand – the direction of the tides. The short-term noise (the 

waves) that is often the focus of media attention adds to volatility 

but little else.

What these episodes – spring tides – also have in common is 

that the rand strengthened significantly in the following months. 

So while the long-term trend (i.e. over decades rather than 

years) is for the rand is to weaken in line with the difference in 

inflation rates between the US and South Africa (according to 

the theory of purchasing power parity, or PPP), in the shorter-

term it can strengthen appreciably. Recently, we saw this after 

the 2015 blow-out, and also following Cyril Ramaphosa’s election 

as ANC president.

WHERE TO NEXT?
So what is the shorter-term outlook? There are three reasons 

to believe that the US dollar could pull back. Firstly, in times of 

financial stress, the US dollar tends to strengthen as a safe 

haven asset. As investors breathe out, they tend to look for 

opportunities elsewhere and the dollar eases. 

Secondly, the interest rate gap between US and other major 

economies has virtually disappeared. The difference between 

US and German (and other Eurozone) short-term interest rates 

was almost 2% at the start of the year. It is only 0.5% now. The 

Fed has also embarked on a more substantial quantitative 

easing programme than its peers, and set up swap lines with 

several central banks to supply the dollars desperately craved 

by the global banking system in the midst of the market panic. 

Thirdly, the recent dollar rally has come on top of a nine-year 

bull market which put it above its long-term average value. As 

chart 2 shows, there have been three big cycles in the dollar 

when it became a free-floating currency after President Nixon 

broke the gold peg in 1971. (The chart shows an index of the 

dollar against other countries weighted according to their share 

of US trade and adjusted for inflation differences. It is also known 

as the real effective exchange rate.) It tells us nothing about 

timing, but suggests it is more likely to revert to mean than to 

strengthen further. A currency that is too strong for too long 

tends to adjust eventually because it can cause distortions in 

the economy by suppressing inflation and hurting export 

competitiveness. A currency that is too weak will similarly adjust.
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CHART 2: REAL TRADE WEIGHTED US DOLLAR
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A fourth regular argument is that a complicated US political 

outlook with elections looming in November, coupled with 

massive Federal government borrowing and central bank 

money creation, is negative. However, it is not as if other major 

economies don’t have big problems of their own. For the dollar 

to fall, the euro, pound and yen have to rise, and each of these 

economies have major weaknesses. Nonetheless, on balance 

it looks like the odds are stacked for a somewhat weaker dollar.

Should we expect a strong recovery from the rand then? One 

obstacle is lower short-term rates in South Africa. Though the 

Reserve Bank’s interest rate cuts have been fewer than in 

previous cycles, it has been able to cut more than the Fed 

(which has hit zero). The gap between SA and US short-term 

rates is the smallest since 2007, though it is still reasonably 

attractive at around 4%. Another is that, unlike in 2009 when 

the world emerged from the financial crisis, emerging markets 

do not appear to be set for a particularly strong recovery, nor 

are they in better financial shape than developed markets, nor 

is there the prospect of a renewed surge in Chinese demand 

for commodities. Still, the rand appears somewhat oversold at 

current levels.

CHART 3: REAL TRADE WEIGHTED RAND
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BENEFITS OF BEING WEAK
This is not a bad thing. South Africans have more assets abroad 

than foreigners have here. Our net international investment 

position (NIIP) is positive, to use the technical term, suggesting 

that the economy as a whole should benefit from a weaker 

rand. This obviously includes the offshore assets in local investment 

portfolios. Most domestic pension funds have maintained close 

to 30% maximum offshore exposure allowed by Regulation 28, 

while a substantial portion of JSE-listed companies earn foreign 

revenues and benefit from a weaker rand.

Export revenues (values) will also increase, all else being equal. 

But the boost to export volumes is much more muted. Half of 

global trade is in the form of interlinked value chains, where 

trade is in inputs, not final goods. Suppliers in these value chains 

are not chosen based on exchange rate movements. 

At any rate, exporters (and importers for that matter) have 

learned the hard way that what the rand gives it can take away. 

Its volatility is a serious hindrance for long-term planning. 

Perhaps more active intervention from the Reserve Bank would 

be useful. If the rand does appreciate, it should use the opportunity 

to build forex reserves (widely seen as inadequate). This will 

prevent the currency from becoming too strong. 

Meanwhile, higher forex reserves could ward off at least some 

speculators, and reduce future disorderly depreciation. This is 

not an argument for a managed currency, such as China’s. The 

flexibility of the exchange rate is a key strength, but it can be 

a bit too flexible, and in particular it can get too strong. When 

it is too strong, imports surge and domestic producers suffer. 

The Reserve Bank has resisted doing so because it insists, 

probably unnecessarily, on “sterilising” the associated increase 

in money supply (a technical discussion for another day) and 

because it quite likes a strong currency as it assists with bringing 

inflation down. 

However, given global deflationary backdrop, the near-term 

outlook is for local inflation to firmly remain in the Reserve 

Bank’s target range, weak rand or not. The pass-through from 

currency weakness to domestic inflation has also declined 

substantially over the past decade.

PORTFOLIO POSITIONING PROBLEMS
So how should investors think about exchange rate volatility 

in their portfolios? The first thing to remember is the short-term 

unpredictability. For all the reasons listed above as to why the 

rand could appreciate, a sudden turn in risk appetite could toss 

them out the window. Investors can hedge out volatility with 

futures contracts, but it not always cheap or straightforward. 

It is better therefore to place any investment with exchange 

rate exposure in the long-term growth portion of a portfolio, 

since anything can happen in the short term. 
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This also means that timing is devilishly difficult. Yet investors 

still insist on trying. We get many queries from people who 

want to invest offshore, but who are waiting for just the right 

moment to do so. The problem is that the same conditions 

that lead to the rand appreciating and giving a better entry 

point also tend to cause global markets to rally. What you gain 

on the currency, you might lose on more expensive global 

markets. The reverse is also true. We saw this year that the rand 

fell along with global markets. It happened again last week. 

Of course there is a difference between asset allocation and 

asset location. We know some investors want to take some 

money offshore not on a tactical basis, but because they are 

worried about the future of the country. In such a case, the 

exchange rate shouldn’t matter that much nor should global 

market valuations. These investors are not trying to generate 

a rand return now, they are seeking protection against a 

catastrophic political or economic outcome in South Africa, 

however unlikely that is. 

For the rest of us, it all comes down to building balanced 

portfolios that could do well when the rand strengthens or 

weakens. Because ultimately our living expenses are in rand. 

It is often noted how poor South Africans have become in dollar 

terms over the years, but unless you plan on emigrating, your 

purchasing power should be measured in the currency that 

you do most of your purchasing in. It makes sense to match 

shorter-term spending needs with SA interest bearing assets, 

particularly with high local long bond yields. 

Putting your entire portfolio offshore might work over the very 

long term, and would have worked over the past few years, but 

there have been uncomfortably long periods when this would 

not have worked (most notably between 2002 and 2006). And 

it would miss out on attractive local investment opportunities. 

The thing is, “attractive” investments tend to be unpopular, 

unwanted and unglamorous, priced for doom and gloom, the 

kind of investments that anxious investors believe can never 

recover. Like junk status South African bonds, or beaten up 

bank shares or pummelled property companies. Or, for that 

matter, the rand itself.
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EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Global MSCI World US$  2 164.0 -4.54% 0.74% -8.23% 1.41%

United States S&P 500 US$  3 041.0 -4.79% -0.10% -5.88% 5.59%

Europe MSCI Europe US$  1 510.0 -6.09% 2.23% -15.36% -8.48%

Britain FTSE 100 US$  7 656.0 -6.79% 2.01% -23.46% -18.10%

Germany DAX US$  1 264.0 -6.65% 1.54% -8.13% -0.47%

Japan Nikkei 225 US$  207.7 -0.43% -5.35% -4.57% 6.67%

Emerging Markets MSCI Emerging Markets US$  987.0 -1.60% 6.13% -11.48% -3.80%

Brazil MSCI Brazil US$  1 516.0 -3.81% 13.30% -36.11% -29.81%

China MSCI China US$  84.7 -0.88% 5.16% -0.48% 12.75%

India MSCI India US$  473.9 -1.45% 3.69% -19.95% -21.28%

South Africa MSCI South Africa US$  356.0 -2.73% 9.88% -25.52% -24.42%

EQUITIES - SOUTH AFRICA (TR UNLESS INDICATED OTHERWISE)

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Share (Capital Only) All Share (Capital Index) Rand  53 640.0 -1.98% 6.25% -6.03% -8.64%

All Share All Share (Total Return) Rand  8 273.0 -1.96% 6.28% -4.48% -5.32%

TOP 40/Large Caps Top 40 Rand  7 560.0 -1.89% 5.81% -1.52% -3.10%

Mid Caps Mid Cap Rand  13 429.0 -3.34% 8.18% -24.18% -17.14%

Small Companies Small Cap Rand  13 954.0 0.76% 14.12% -18.96% -20.90%

Resources Resource 20 Rand  3 451.4 -1.16% 4.59% 2.29% 8.65%

Industrials Industrial 25 Rand  14 682.0 -1.23% 5.18% 6.54% 2.24%

Financials Financial 15 Rand  6 718.0 -6.03% 10.77% -28.49% -32.64%

Listed Property SA Listed Property Rand  1 197.8 -3.22% 15.95% -36.19% -38.38%

FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

US Aggregate Bond 
Index

Bloomberg Barclays US$  526.2 0.73% 0.75% 2.84% 5.36%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Bond BESA ALBI Rand  699.9 -1.30% -1.29% 0.20% 4.80%

Government Bonds BESA GOVI Rand  692.1 -1.30% -1.29% 0.19% 4.71%

Inflation Linked Bonds BESA CILI Rand  256.8 0.22% 0.18% -1.24% -1.47%

Cash STEFI Composite Rand  453.7 0.10% 0.21% 2.92% 6.96%

COMMODITIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Brent Crude Oil Brent Crude ICE US$  38.7 -8.44% 1.92% -41.32% -35.45%

Gold Gold Spot US$  1 733.0 1.46% 0.70% 13.71% 29.62%

Platinum Platinum Spot US$  816.0 -2.51% -1.92% -15.96% -0.37%

CURRENCIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

ZAR/Dollar ZAR/USD Rand  17.05 -1.31% 2.85% -17.90% -12.80%

ZAR/Pound ZAR/GBP Rand  21.38 -0.14% 1.36% -13.19% -11.74%

ZAR/Euro ZAR/EUR Rand  19.20 -1.03% 1.47% -18.27% -12.54%

Dollar/Euro USD/EUR US$  1.13 0.00% -1.68% -0.80% 0.00%

Dollar/Pound USD/GBP US$  1.25 1.02% -1.12% 6.06% 1.28%

Dollar/Yen USD/JPY US$  0.01 -2.02% -0.39% -1.19% -1.03%
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Whilst every care has been taken in compiling the information in this document, the information is not advice and Old Mutual Multi-
Managers and/or its associates, do not give any warranty as to the accuracy or completeness of the information provided and disclaim 
all liability for any loss or expense, however caused, arising from any use of or reliance upon the information. Please note that there are 
risks associated with investments in financial products and past performances are not necessarily indicative of future performances.

THE WEEK AHEAD

SOUTH AFRICA
• Youth Day

US
• Retail sales

• Industrial production

• Housing starts and building permits

EUROPE
• Germany ZEW Economic Sentiment 

CHINA
• Retail sales

• Industrial production

• Fixed investment
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Old Mutual Multi-Managers is a division of Old Mutual Life Assurance Company (South Africa) Limited. Registration number 1999/004643/06.

Old Mutual Life Assurance Company (South Africa) Limited is a licensed financial services provider, FSP 703, authorised in terms of the Financial Advisory and Intermediary 
Services Act 37 of 2002 to furnish advice and render intermediary services with regard to long-term insurance and pension fund benefits as well as providing intermediary 
services as a discretionary investment manager.


