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Rand continues to strengthen as markets are building up optimism for quicker recovery in some key 
geographic areas, notably some commodity importers, benefiting the commodity nature of the domestic 
currency 

  
  

 
  

  
  

 
  



 
  



 
  

  

  
 The rand has strengthened to R17.52/USD, R19.10/EUR and R21.35/GBP this month, leading emerging 

market currencies, along with the Mexican peso, in recovery, but still below its pre-crisis level of R16.26/USD, 
R17.83/EUR and R19.82/GBP in mid-March. The global market sentiment lift driving the rand is still prone to 
risks however.  
  

 Both China and Germany are seen to show some early indications of recovery potentially beginning, i.e. that 
economic activity has bottomed at very low levels and is likely in the process of improving. Countries ahead 
in the easing of restrictions are seeing some optimism on their future outlooks, but a deep severe recession 
globally will not be avoided. 
  



 With these two countries key importers of SA’s exports, the rand has also seen some benefit from rising 
sentiment as a commodity currency. Metals prices have lifted by 12.4% on the month, and by 3.0% y/y 
(Economist Metal’s Commodity Index), also driving the domestic currency stronger.  
  

 Industrial commodity prices have also lifted on the month, by 9.3%, with food commodity prices up 2.0% 
m/m, assisting the overall commodities’ price index in a 6.3% lift compared to in April (all Economist data). 
With the price lift in metals’ commodities leading the pack the rand has benefitted from this source. 
  

 So too, South Africa’s imminent move to level three lockdown on 1st June, which is currently reported as 
allowing mining to scale up to 100% employment, but with restrictions and not full clarity yet, has added to 
market optimism, as has SA’s planned general move to level 3 in June. 
  

 Indeed, level 3 is now reported as all economic activity is permitted in South Africa, with a few exceptions 
where the risk of transmission is high. All public transport, subject to some restrictions, as well as limited 
domestic air travel for work purposes is also reported to be allowed. Virtually all retail activity will be permitted, 
with stringent health protocols. 
  

 However, getting back to full operation of the economy will be another matter. The severe interruptions to 
supply chains, along with the huge loss in incomes, plunge in the circulation of money and high levels of 
unemployment have damaged both supply and demand, while level 3 still has a number of restrictions to the 
smooth functioning of the economy.  
  

 Indeed, before the Covid-19 lockdown in South Africa there were many impediments to the smooth 
functioning of the economy, and Eskom indicates that various units of Medupi will experience outages in a 
number of remaining months of this year, which will likely contribute to limiting the ability for economic 
recovery. 
  

 Globally, early optimism in economic recovery, particularly the marked lift in metals prices, is likely to be very 
vulnerable to a switch in sentiment, and the recent support for the rand from this source will be at risk. 
Commodity currencies are exhibiting less weakness in May so far on a year ago, versus in April, but are still 
very weak versus a year ago.   

  
  

  

 
  
  



 
  

 
  
  
  

 While the rand has seen new historic weak points, on a level basis of R19.35/USD, R20.92/EUR and 
R23.72/GBP, the depreciation in the domestic currency on an annual basis has not been as marked as 
occurred either in South Africa’s 1985 debt (standstill) crisis or in 2001’s 9/11 terrorist attack. 
  

 The weakness in the rand has even been less than that which occurred following Nene-gate, and that 
experienced in the emerging market crisis in 1998. The bounce back in the domestic currency that has been 
underway since the last few days of April has likely not run its course, but will also likely see various 
interruptions.  
  

 Foreigners showed increased appetite for South African portfolio assets last week, purchasing R1.3bn in 
equities on a net of sales basis at the end of last week, and buying R2.1bn worth of SA government bonds 
on Friday, net of sales, as global financial market sentiment’s increasingly risk-on bent benefited SA’s 
portfolio flows. 



  
 To date, the rand averages R18.49/USD this quarter, and if it averages R17.50/USD for the remainder of the 

quarter, it will come out at R18.15/USD, slightly weaker than our forecast. The domestic currency is likely to 
see further strength this year, moving towards R16.00/USD by year end, with the potential to strengthen 
further into 2021. 
  

 The high levels of QE globally, which are not expected to be unwound this year, or necessarily next year 
either, will contribute to EM currencies’ strength, while global recovery, which is already being anticipated by 
markets, will assist with supporting commodity currencies. 
  

 However, the high sensitivity of EM currencies to financial market risk aversion will place the rand in continual 
jeopardy from shifts in market sentiment, continuing to keep the domestic currency highly susceptible to 
volatility, while also seeing an ongoing downward trend overall due to South Africa’s higher inflation rates 
than its key trading partners. 
  

 Furthermore, the weak fundamentals of the South African economy, particularly government finances, still 
weak governance in municipalities and in other public areas including utilities (even though many are in the 
process of being resolved), will also have a negative impact on the domestic currency until they are resolved. 
  

 Furthermore, South Africa’s ease of doing business was suppressed and declining before the lockdown, 
reflecting the little that had been done to ease the regulatory burden, and the mining industry has suffered 
from many impediments to robust growth. The lockdown will have exacerbated the declining nature of the 
industry.  
  

 Other emerging market countries with weakened economic fundamentals, such as Brazil, Turkey, Russia, 
Argentina and Indonesia have seen marked currency depreciation over the past decade or so, and this is 
also reflected in the widened CDS of these countries, reflecting the risks, and so repair markets believe 
needs to be done.  

  
  
  

 
  
  



 
  
  



 
  
  
  
  

  

  



 


