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The anatomy of rand crises 
Looking at the current and the three previous rand blowouts we can conclude: 

1. The rand always comes back in real terms (Figure 1). This happens either 

through high inflation appreciating the real value of a flat nominal rand rate — as 

seen after 1985 — or, ever since inflation targeting was introduced, via nominal 

appreciation — as after 2001 and 2008.  

2. Rand recoveries happen very quickly (Figure 2). After each of the three 

previous crises, USD/ZAR experienced a six-month period in which it dropped 30% 

(Figure 3). 2001 provides an example of the fastest recovery: after hitting nearly 

14.00, USD/ZAR dropped to 9.00 within one year, to 6.50 within two years, and a 

low of 5.60 within three years. We have not experienced anything close to these 

type of gains — to achieve a 30% gain in a six-month period would require  

USD/ZAR to trade under 11.00 by the end of the year, or to under 10 in 1Q17. 

3. The rand strengthens a lot. Real rand gains after the three previous cycles, using 

monthly closes, were 38%, 55% and 35%. These would equate to USD/ZAR 

dropping between 7 and 10 in this cycle. Looking in terms of levels rather than 

changes provides a slightly different story. In the 1985 blowout, the rand recovered 

to where it started (in real terms). In 2008 it recovered even more than it ever lost. 

In 2001, the rand never regained all its losses, trading at a structurally weak level: 

we attribute this to the economy going through a structural opening in the mid- to 

late-90s (Table 1). The conclusion is that the rand can recover very far, much more 

than most people expect, but history gives no clear indication about how far 

exactly. History meanwhile, can tell us even less about the worst level during a rand 

crisis - the peaks in Figure x1 are so vastly different — hopefully not an issue we 

have to worry about for many years to come). 

4. Rand crises start slowly and end quickly: The lead up the 2001 and 2016 peaks 

were five and four years respectively. The lesson in the present context is the 

importance played by psychology: rand losses generate more losses, which 

eventually spiral into panic. The same, obviously, can happen in reverse: rand gains 

generate further gains, although gains historically have tended to start fast and 

end slowly.  

5. Rand cycles are very long. We like to work on the assumption of seven 

years: this was the length between 2001 and 2008 and 2008 and 2015. At 

maximum, they are close to 15 years: between 1985 – 2001 and 2001 – 2016. 

Within this, the recovery cycle can last as much as two years. If that is the case 

again, the rand would be in a strengthening trend up until 2018. 

6. Volatility is extreme at rand turning points and often elevated thereafter 

(Figure 4). In all the crises, USD/ZAR suffered at least a 10% range on the day it 

hit its worst. Volatility remained high for one year after the 1985 blowouts and 

two years after the 2001 blowouts. Only in the 2008 blowout did volatility drop 
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sharply. This time around, volatility remains elevated eight 

months after USD/ZAR peaked and we will not be surprised 

if it remains high for at least the rest of this year. This 

supports our view that rand volatility is mispriced.  

7. The most important issue in determining rand turning 

points appears to be the dollar (Figure 5). In each of the 

four cycles, the rand’s worst level was timed very closely with 

the dollar hitting its best level. The dollar’s value, it appears, 

contains a lot of information that is relevant to the rand, 

such as: the extent of Fed rates being priced, the strength of 

the US economy, the value of commodity prices (a well-

known close link to the dollar’s value), etc. This brings the 

conversation back to the Fed. Elevated pricing of future Fed 

hikes helped the dollar to a peak in January: ever since then 

Fed hike shave been priced out, the dollar has weakened and 

the rand has gained.  

Figure 1: USD/ZAR in real CPI-adjusted terms 

Source: INet-Bridge, RMB Global Markets 
Data as at September 2016 

Figure 2: Nominal USD/ZAR values in this and previous crises 

Note: X-axis indicates years before and after the rand peaked: the peak is at point 
0. The data for 1985 includes only daily closes; the other series show highs, lows 
and closes, which helps understand the volatility at the tuning points. Series are 
indexed to four years before the rand’s weakest levels.  

Source: INet-Bridge, RMB Global Markets 
Data as at September 2016 

Figure 3: Changes in USD/ZAR over 6-months  

Source: INet-Bridge, RMB Global Markets 
Data as at September 2016 

Figure 4: Realised 3-month USD volatility 

Source: INet-Bridge, RMB Global Markets 
Data as at September 2016 
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Figure 5: Real USD/ZAR and the USD real effective exchange rate 

Source: INet-Bridge, RMB Global Markets 
Data as at September 2016 

 
Table 1: The four rand crises 

Source: RMB Global Markets 
Data as at September 2016 
 
 

  Description 

1985 “The Rubicon speech and debt 
standstill” 

The rand began to weaken in late 1980 following the peak of the gold price. Drought, the 
Latin American currency crisis, the strengthening of the dollar, and a deteriorating political 
situation and associated sanctions caused continuous weakness, which culminated with 
the “Rubicon” or “Groot Krokodil” speech in August 1985. The September 1985 Plaza 
accord agreement to weaken the dollar, combined with the introduction of the financial 
rand and renegotiation of the SA’s foreign debt eventually brought relief to the rand. 

2001 “The opening of the economy 
and rand panic” 

Rand weakness began in 1996 with fears over Mandela’s health. A 1998 mini-crisis linked 
to the Asian financial crisis contributed further. The rand weakened through to 2011 due 
to fears over the situation in Zimbabwe, ongoing dollar gains, the bursting of the tech 
bubble and the September 11 terrorist attacks. A structural change in the economy was 
the underlying driver of the long-term weakness: the opening of the economy, we believe, 
led to a structurally weaker rand, just as the opening of other economies led to currency 
weakness. By late 2001 the currency was in free fall, best described as panic. 2002 to 
2004 saw significant rand gains as the dollar weakened. 

2008 “The Great Financial Crisis” This was the smallest of the rand crises, both in extent and duration. The rand began 
weakening in late 2007 following the Polokwane ANC conference and the electricity 
shortages. Sharp weakness follows the 2008 bankruptcy of Lehman’s Brothers. Rand gains 
came quickly after the crisis and extended very far. 

2016 “Taper tantrum” Rand losses began in 2Q11 and extended through to January of 2016. Our work has 
indicated that around 60% of the weakness can be attributed to global factors — notably 
dollar gains and associated commodity price declines — and only 40% to local issues. 
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This research has been written by the Global Markets research team at FirstRand Bank Limited (“the Bank”) (acting through its Rand Merchant Bank 

Division). Whilst all care has been taken by the Bank in the preparation of the opinions and forecasts and provision of the information contained in 

this report, the Bank does not make any representations or give any warranties as to their correctness, accuracy or completeness, nor does the Bank 

assume liability for any losses arising from errors or omissions in the opinions, forecasts or information irrespective of whether there has been any 

negligence by the Bank, its affiliates or any officers or employees of the Bank, and whether such losses be direct or consequential. Nothing 

contained in this document is to be construed as guidance, a proposal or a recommendation or advice to enter into, or to refrain from entering into 

any transaction, or an offer to buy or sell any financial instrument. 

This research contains information which is confidential and may be subject to legal privilege. Irrespective of whether you are the intended recipient 

or not, you may not copy, distribute, publish, rely on or otherwise use anything contained herein without our prior written consent. 

Some of our communications may contain confidential information which could be a criminal offence for you to disclose or use without authority. If 

you have received this communication in error, please notify us at the address below and destroy the communication immediately. 

This communication is not intended nor should it be taken to create any legal relations or contractual relationships. 

FirstRand Bank Limited is listed on the JSE and Namibian Stock Exchange and is an Authorised Financial Service Provider under South African law. 
FirstRand Bank Limited is authorised and regulated by the South African Reserve Bank. In the UK, FirstRand Bank Limited is authorised by the 
Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 
Authority. Details about the extent of FirstRand Bank Limited regulation by the Prudential Regulation Authority are available from us on request. 

 

 


