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RAND: CARRY-TRADE UNWINDING QUICKLY     

 External conditions for the rand remain challenging. Lingering contagion risks from the dire situation 
in Turkey, weaker global commodity prices and a contraction in Global $-Liquidity are proving to be a 
difficult macroeconomic backdrop for emerging market currencies. For the rand, the mix of local 
political downside risks has led to the sharp sell-off in the rand and a result the carry-trade has come 
under severe pressure. 

 Our bearish view in the rand has played out, but the rand has weakened more than we anticipated. 
We have been surprised at the speed and accompanying volatility of this current move.  

 More concerning to us is that the sensitivity to changes in the rand and other emerging market 
currencies from the changes in Global $-Liquidity (lack off) has clearly risen. Portfolio inflows into 
emerging markets and in particular South Africa continue to unwind. This is happening at a time when 
the underlying economic fundamentals of EM (as reflected by sovereign ratings) are at their weakest 
point since late 2009 (Chart 1).  

 When markets move as they have in recent days and liquidity reduces, it is very hard to call a top or 
bottom. However, one can assess how large the current moves are in an historic context. This 
provides some indication of where the rand sits in the historic distribution of outcomes.  

 For this comparison we turn to the carry-to-risk ratio for the rand. The carry-to-risk ratio is simply the 
carry return (borrow low yielding currency and invest in high yielding currency) on the rand adjusted 
for volatility. The lower (higher) the ratio, the more attractive (unattractive) it becomes from a carry 
trade return perspective to invest in the rand. Importantly, from an external environment perspective 
changes to the carry-to-risk ratio are also influenced by changes in the Global $-Liquidity environment 
i.e. when the offshore cost of USD is cheap the carry-trade is attractive and when offshore cost of USD 
is expensive the carry-trade becomes unattractive, the latter is currently the case.   

 The carry-to-risk ratio for the rand Chart 2 is closing in fast on cheap territory. In fact, on a risk 
adjusted basis the rand carry trade now looks cheaper than it did just after “Nene-gate” and this ratio 
is not far off levels last seen during 2008/09. The fall in the ratio comes not only from a weaker 
currency, but also from a steep spike in implied volatility (Chart 6). Never the less, this ratio does 
provide us with an indication that movements in the rand have been extreme and we believe the rand 
will not remain at current levels on a multi week/month basis. We still look for a pull-back in the rand 
from these overextended levels, closer to the R14.50-14.20 region.  

 From a technical perspective, we recommend keeping an eye on the USDZAR resistance level of 
R15.20 and USDZAR support level of R14.69 (please see our latest Technical Strategy note: “Calling a 
top in bonds” date 16 August 2018). 

Chart 1:  Cheap money has fuelled the disconnect 
between the carry-trade and EM fundamentals 

 
Source: Nedbank CIB Research, BBG. Econometric model 

Chart 2:  USDZAR carry-to-risk ratio (carry trade adjusted 
for volatility) in cheap territory 

 
Source: Nedbank CIB Research, DS, *TR of long 3m ZAR and short 3m t-bill adjusted for USD/ZAR 
3m implied volatility 
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FX VOL CURVES – SHARP SPIKE IN VOLATILITY  
 

Implied volatility in the option market has spike sharply higher especially for nearby vol (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 R12.90 to 

R16.10 (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 R12.40 to R17.60 (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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US -36% 28% 92% -4% 14% 10% -13% -6% 0% -7% -9%
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EUR 0.345 7.176 0.051 -31.511 8.962 -8.333 3.400 -3.985 -1.785 -10.468 -0.755 0.967 -10.996 5.486

CAD 1.034 6.138 -0.646 -31.892 8.294 -9.206 2.630 -4.569 -2.570 -11.205 -1.455 -0.754 -11.811 4.614

ZAR -11.786 20.473 13.879 -22.985 24.203 2.328 16.684 8.389 10.276 1.758 11.960 12.868 13.376 18.512
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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 

 


