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RAND: LACK OF DOLLAR-LIQUIDITY STRIKES AGAIN 

 The recent slide in the rand has little to do with local developments, instead as we have maintained 
throughout the year, it is all about the shrinking pool of Global $-Liquidity (see feature chart). 

 The lack of market liquidity combined with emerging market contagion from Turkey and Russia is exerting 
downward pressure on the rand. The Turkish lira is under severe pressure, largely on the back of a central 
bank that lacks credibility and independence to act on run-away inflation. The weaker lira which has also 
seen Turkish bond yields much higher is threatening to erupt into a full-blown balance-of-payment problem 
as Turkey’s foreign reserves continues to decline. At the same time, the Russian rouble is sharply weaker as 
the US imposes more sanctions on Russia.  

 The dollar is also stronger in its own right. US dollar strength is evident against the euro. The EURUSD is 
trading below the 1.15 level for the first time since July 2017.  

 As far as the dollar is concerned and the risk of further downside risks escalating, we focus on our 
proprietary Global $-Liquidity indicator which measures excess global money supply (USD terms) relative to 
money supply growth in the US economy. We monitor this closely because the USD is still the most used, 
and only reserve currency in the world. How does Global $-Liquidity work? When the growth in global 
money supply (USD terms) exceeds the growth in money supply from the US economy, it implies that that 
there is excess dollars in the global economy, leaving financial conditions accommodative and the carry-
trade attractive. This benefits riskier assets such as EM currencies. The reverse also holds - when the growth 
in global money supply is less than the growth in money supply from the US economy, it creates a shortage 
of dollars in the global economy. This shortage results in tighter financial conditions and makes the carry-
trade (and risky assets) less attractive. 

 The latter scenario has been the case for most of 2018 not only because of major central banks (in 
particular the Fed) tightening monetary policy, but also because protectionist global trade polices dampen 
the prospects for global growth.  This is the main driver of our bearish view on the rand relative to 
Bloomberg consensus (consensus at R13.10 vs. Nedbank R13.85 for year-end 2018). 

 For the rand to depreciate above R14.50 on a multi week/month basis we believe four factors need to 
materialise. Firstly, commodity prices need to decline sharply (we remain cognisant that the rand remains a 
commodity currency). Secondly, the credit cycle in China must weaken despite fiscal and monetary stimulus 
by the authorities. Thirdly, our Global $-Liquidity indicator must move into negative territory (it has merely 
slowed down lately) and lastly downside risks from the local economy must gain further momentum. 

 From a technical perspective, we recommend keeping an eye on the USDZAR resistance level of R15.20 and 
USDZAR support level of R14.39. 

 

Figure 1:  Spot vs. rand financial model                            
 
 

 
Source: Nedbank CIB Research, BBG. Econometric model 

Chart 2:  Shrinking Global $-Liquidity is exerting 
downward pressure on the rand and EM-FX 

 
Source: Nedbank CIB Research, DS  
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We do not expect 

sustained weakness 
above R14.50 on a 
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month basis. 
  

Strategic view:  
We believe tighter 

global financial 
conditions are 

negative for the 
carry-trade, leaving 

the rand vulnerable.  
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FX VOL CURVES - STEADY AS TENSION EASES  
 

Implied volatility in the option market is moving higher, closer to historic average levels (Chart 6). The forecast from the option 

market for the USDZAR remains more bearish than the Bloomberg consensus expectations: 

 On a three-month view, the option market suggests a one standard deviation trading range for the USDZAR of R12.70 to 

R15.15 (Chart 3).  

 On a six-month view, the probability is skewed towards weakness, as one would expect, with the implied probability 

distribution suggesting a one standard deviation range of R12.30 to R15.90 (see Chart 4). 

 
 

 
 

 

 
 
  

Chart 3: 3m implied probability distribution vs forecast  

 
Source: Bloomberg, Nedbank CIB 

Chart 4: 6m implied probability distribution vs forecast 

 
Source: Bloomberg, Nedbank CIB 

Chart 5: USDZAR implied volatility 

 
Source: Bloomberg, Nedbank CIB 

Chart 6: ATM USDZAR implied volatility cone  

 
Source: Bloomberg, Nedbank CIB 
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Chart 7: Rand currency forecast table vs consensus and forwards (period end)  

 
Source: Bloomberg, Nedbank CIB 

 

 

Chart 9: EURZAR forecasts, consensus and forwards 

 
Source: Bloomberg, Nedbank CIB 

 

Chart 11: AUDZAR forecasts, consensus and forwards  

 
Source: Bloomberg, Nedbank CIB 

 

Chart 8: USDZAR forecasts, consensus and forwards  

 
Source: Bloomberg, Nedbank CIB 

 

Chart 10: GBPZAR forecasts, consensus and forwards  

 
Source: Bloomberg, Nedbank CIB 
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Chart 12: EM currencies overvalued vs undervalued (z-scores)  
Rand in fair value territory according to PPP metrics 

 
Source: Bloomberg and BIS. A larger value indicates the spot rate has a larger deviation from PPP metrics 

 

Chart 14: Correlation matrix – markets vs FX 

  

Source: Bloomberg , YTD  

Chart 15: Correlation matrix – commodities vs currencies  

  
Source: Bloomberg, YTD  

Chart 13: EM currency performance  

 
Source: Bloomberg 
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SPX -81% 37% 28% -18% 35% 38% 14% -29% 37% -31% -34%

US -46% 37% 92% -3% 21% 13% -9% -6% 7% -15% -12%

US -35% 28% 92% 1% 13% 5% -12% -4% -2% -6% -4%

SA 14% -18% -3% 1% -30% -50% -5% 36% -32% 26% 63%

TOP40 -30% 35% 21% 13% -30% 28% -3% -9% 33% -27% -20%

EM FX -27% 38% 13% 5% -50% 28% -14% -72% 74% -58% -79%

DM FX -7% 14% -9% -12% -5% -3% -14% 1% 1% 2% -7%
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CAD 20% -31% -15% -6% 26% -27% -58% 2% 51% -67% 51%

ZAR 24% -34% -12% -4% 63% -20% -79% -7% 58% -66% 51%

Gold Plat Pall Ironor Coppe T-Coal Brent BRL AUD CAD ZAR EM FX

Gold 66% 37% 8% -1% 2% 26% -25% 54% -39% -44% 56%

Plat 66% 52% -5% 0% 15% 35% -24% 60% -43% -49% 57%

Pall 37% 52% -14% -3% 8% 33% -11% 44% -33% -32% 42%

Ironor 8% -5% -14% -2% -1% -13% 7% -3% -13% -2% -1%

Coppe -1% 0% -3% -2% 13% 16% -2% 0% 6% 0% -4%

T-Coal 2% 15% 8% -1% 13% 5% -8% 4% 1% -9% 5%

Brent 26% 35% 33% -13% 16% 5% -11% 35% -35% -23% 28%

BRL -25% -24% -11% 7% -2% -8% -11% -32% 25% 32% -47%

AUD 54% 60% 44% -3% 0% 4% 35% -32% -67% -66% 74%

CAD -39% -43% -33% -13% 6% 1% -35% 25% -67% 51% -58%

ZAR -44% -49% -32% -2% 0% -9% -23% 32% -66% 51% -79%

EM FX 56% 57% 42% -1% -4% 5% 28% -47% 74% -58% -79%

CNY JPY KRW TRY MXN RUB THB INR AUD BRL GBP EUR CAD ZAR USD

CNY -6.542 0.480 41.616 -9.547 10.299 -2.997 2.810 1.118 9.016 0.264 -0.663 -1.088 5.983 -5.030

JPY 6.995 -6.941 -34.443 3.150 -14.767 -3.659 -9.092 -7.575 -14.230 -6.766 -5.962 -5.504 -11.812 -1.580

KRW 0.000 7.495 -29.049 10.984 -8.383 3.507 -2.267 -0.661 -7.859 0.182 1.084 1.552 -5.243 5.801

TRY -29.366 51.447 40.943 56.429 29.315 45.911 38.063 40.003 29.867 41.386 43.341 43.174 34.985 49.947

MXN 10.533 -3.429 -9.865 -36.061 -17.446 -6.623 -11.688 -10.480 -16.880 -9.608 -8.858 -8.413 -14.162 -4.562

RUB -8.816 17.245 9.152 -22.675 21.155 13.729 6.950 8.538 0.518 10.093 10.829 10.843 4.314 15.897

THB 3.053 3.802 -3.279 -31.469 7.272 -11.524 -5.613 -4.027 -10.971 -3.028 -2.423 -1.920 -8.487 2.112

INR -2.730 9.981 2.312 -27.601 13.273 -6.493 5.947 1.670 -5.968 2.607 3.452 4.029 -3.299 8.255

AUD -1.114 8.182 0.750 -28.588 11.674 -7.692 4.194 -1.493 -7.217 0.878 1.711 2.497 -4.251 6.473

BRL -8.272 16.599 8.543 -22.998 20.581 -0.582 12.326 6.343 7.787 8.920 10.145 10.240 2.791 14.747

GBP -0.043 7.317 -0.173 -29.253 10.638 -8.594 3.134 -2.586 -0.866 -8.102 0.864 1.393 -5.184 5.571

EUR 0.569 6.378 -1.061 -30.194 9.670 -9.722 2.462 -2.989 -1.569 -9.227 -0.826 0.771 -5.795 4.718

CAD 1.073 5.548 -1.554 -30.623 9.077 -9.833 1.884 -3.553 -2.172 -9.307 -1.331 -0.562 -6.496 4.057

ZAR -6.429 12.921 6.386 -25.937 18.072 -4.190 9.213 3.366 4.391 -1.974 5.693 6.629 6.904 11.147

USD 5.298 1.600 -5.442 -32.918 4.777 -13.434 -2.114 -7.357 -6.071 -12.885 -5.210 -4.475 -3.897 -9.746
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Disclaimer 
 
This report is personal to the recipient and any unauthorised use, redistribution, retransmission or reprinting of this report (whether by digital, 
mechanical or other means) is strictly prohibited. 

The information furnished in this publication, which information may include opinions, estimates, indicative rates, terms, price quotations and 
projections, reflects the judgment of the author(s) and the prevailing market conditions as at the date of this report, which judgment and conditions 
are subject to change without notice, modification or amendment. This publication does not necessarily reflect the opinion of Nedbank Limited 
(“Nedbank”) or its ultimate holding companies or any direct or indirect subsidiary undertakings of such holding companies (its “Affiliates”). 
Information presented in this publication was obtained or derived from public sources that Nedbank believes are reliable but no representation or 
warranty, express or implied, is made as to its accuracy or completeness. Neither Nedbank nor its Affiliates (or their respective directors, 
employees, representatives and agents) accepts any responsibility or liability (whether in delict, contract or otherwise) for loss arising from the use 
of or reliance placed upon the material presented in this publication, except that this exclusion of liability does not apply to the extent that liability 
arises under specific statutes or regulations applicable to Nedbank or its Affiliates. 

This publication has been forwarded to you solely for information purposes only. The information contained in this publication is confidential and is 
not intended to be, nor should it be construed as, "advice" as contemplated in the South African Financial Advisory and Intermediary Services Act, 
2002 (as amended) or otherwise, or a direct or indirect invitation or inducement to any person to engage in investment activity relating to any 
securities or any derivative instrument or any other rights pertaining thereto of any company mentioned herein. 

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely 
for your information and consideration. The information contained in this publication may include results of analyses from a quantitative model 
which represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any 
product.  

You should seek independent advice (including tax, accounting, legal, regulatory and financial advice) in relation to the information contained 
herein. This publication is intended for use by professional investors only. It may not be considered as advice, a recommendation or an offer to 
enter into or conclude any transactions. The information contained in this publication is confidential and is not intended to be, nor should it be 
construed as, a direct or indirect invitation or inducement to any person to engage in investment activity relating to any securities or any derivative 
instrument or any other rights pertaining thereto (“financial instruments”). Any additional information relative to any financial instruments and/or 
financial products reviewed in this publication is available upon request.  

This publication has been issued in the United Kingdom only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services 
and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). Any investment or investment 
activity to which this document relates is only available to relevant persons and will be engaged in only with relevant persons. 

Directors, officers and/or employees of Nedbank or its Affiliates may at any time, to the extent permitted by law, own or have a position in the 
financial instruments of any company or related company referred to herein, and may add to or dispose of any such position or act as a principal in 
any transaction in such financial instruments. Nedbank and/or its Affiliates may make a market in these instruments for its customers and for its 
own account. Accordingly, Nedbank and/or its Affiliates may have a position in any such instrument at any time. Directors, employees or officers of 
Nedbank and/or its Affiliates may also be directors of companies mentioned in this publication. Nedbank and/or its Affiliates may from time to time 
provide or solicit investment banking, underwriting or other financial services to, for or from any company referred to herein. Nedbank and/or its 
Affiliates may to the extent permitted by law, act upon or use information or opinions presented herein, or research or analysis on which they are 
based prior to the material being published. 

The distribution of this document in certain jurisdictions may be prohibited or restricted by rules, regulations and/or laws of such jurisdictions and 
persons into whose possessions this presentation comes should inform themselves about, and observe, any such restrictions. Any failure to comply 
with such prohibitions or restrictions may constitute a violation of the laws of such other jurisdictions.  

Internet communications are not guaranteed to be secure or virus-free. Nedbank and its Affiliates do not accept responsibility for any loss arising 
from unauthorised access to, or interference with any internet communications by any third party. 

All trademarks, service marks and logos used in this publication are trademarks or service marks or registered trademarks or service marks of 
Nedbank or its Affiliates 

 


