
It’s intriguing to perceive the 
pattern thrown up by the austerity 
measures creating such cries of 
anguish as the European Union 
attempts to solve its currency and 
banking crises. Being part and 
parcel of a common currency, the 
euro, is no longer fun.  

As Germany wields the big stick, attempts to solve 

Europe’s woes boil down almost to a North and 

South stand-off. The defaulters and near-defaulters 

are, with the exception of Ireland, all southern 

belles – Greece, Spain, Italy and Portugal. None can 

take the old-fashioned road of depreciating their 

individual currencies because they don’t have one 

anymore. They are all locked into the euro, unless 

they take the bold and scary step of quitting.

British euro-sceptics are happily waving their 

sterling notes and “told-you-so” banners. “Thank 

goodness we stayed out,” is the slogan of the day. 

Those who pointedly warned that a common  trade 

agreement was all that was needed rather than a 

complicated monetary union feel vindicated.

Here in South Africa, the authorities must also be 

glad that we have an easily adjustable exchange 

rate, which enables us to absorb most of the 

economic blows we have been experiencing – 

some imported, but many self-inflicted. Lowering 

the exchange rate has become the national 

strategy by which to keep our exports, and 

domestic businesses, globally competitive.

Rand weakness is fast becoming our staple diet. 

It’s so much easier to give in to increasingly 

alarming labour strikes and grant wage increases 

more than double the rate of domestic inflation 

rather than to develop trade competitiveness 

through hard work and increased productivity. 

We now attempt to keep our exports flowing by 

making them cheaper. No matter that our import 

bill, by the latest government figures, is so much 

higher than our exports earnings.

The balance of payments deficit has widened to the 

extent that the international ratings agencies are 

downgrading us – affecting our borrowing costs 

as well as taking even more shine off our national 

image. Ironically, South African government debt 

only very recently was included in the global  

$2 trillion CitiBank world government bond index. 

Both Moody’s and Standard and Poor agencies  

downgraded South Africa following the most 

disruptive and violent industrial action in 18 years. 

Fitch’s grading is still awaited. If Fitch follows 

the line of the other agencies then South Africa’s 

inclusion could be reversed.

What is keeping us afloat is the money piling into 

our stocks and bonds from international investors 

fleeing next-to-nothing interest rates in their home 

backyards and finding bountiful returns here.  But 

even the “carry trade”, as it is called, took a bit of 

a stumble after Marikana – reminding us that if 

emerging market sentiment turns we could be in 

a right pickle.

So whither the rand?

First National Bank’s chief economist Cees 

Bruggemans puts it rather quaintly: “We seem 

to be caught in a remarkably fine example of 

animated suspension between global strain 

and yield hunger (the carry trade) flooding in, 

potentially firming the rand; and domestic strain 

translating into higher cost levels requiring trade-

competitive adjustments in the rand downwards. 

“There are optimists and deep pessimists on either 

score, for which reason suspended animation 

of the rand in extremely narrow territory –  

8.00-9.00/$ seems attractive but also unrealistic. 

One or the other force will give, defining a tipping 

point for the rand.”

Bruce Donald, currency strategist at Standard Bank 

holds the view that as long as commodity prices 

remain soft (currently the case), the rand will stay 

on the back foot, adding; “The risk premium built 

into the rand is likely to remain in place over the 

next three to six months.”    
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