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Given that South Africa operates within a flexible ex-
change rate regime, the value of the Rand, like any com-
modity, is determined by the market forces of supply 
and demand. The demand for a currency relative to the 
supply will determine its value in relation to another 
currency.
 
In theory, the demand for a floating currency (Rand) 
and hence its value changes continually based on a 
multitude of factors. In the case of the Rand, it’s current 
weakness can be attributed to a myriad (both internal 
and external) structural problems facing the economy.
 
The main determinants of a currency’s value include 
demand for a country’s goods and services.  This is 
closely linked to the growth and national income of its 
main trading partners. 
 
Unfortunately, South Africa is quickly becoming a nation 
that imports more goods than we export. With the high 
cost of labour, and strong defiant labour unions who 
now hold companies and the country to ransom, this 
situation is unlikely to ever change and, in all likelihood, 
will get worse. A complete change in mind set is need-
ed by the trade unions to work together with business 
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and the government to create an environment that is 
conducive to productivity which will ultimately lead to 
growth and the much-needed employment. Sadly, this 
does not seem to be the case…
 
Another important aspect is domestic interest rates. 
High rates attract foreign capital, causing the exchange 
rate to strengthen, but high inflation wipes out the ben-
efit of high interest rates to foreign investors.
 
Additional factors that drive the currency down are:
• Current account deficit – the deficit increases when a 
country spends more on foreign trade than it is earning 
and must borrow capital from foreign sources to make 
up the difference
• Political instability – poor economic performance and 
political instability reduces investor confidence. This 
inevitability forces foreign investors to seek out stable 
countries with strong economic performance. 
 
Unfortunately, all of the above is negatively impacting 
our Rand.  As you are aware in our June newsletter 
the article “Ramaphoria versus Ramareality” we spoke 
about the Rand and why it is important to diversify 
one’s Portfolio by including offshore assets in one’s 
total portfolio. We have now most recently seen the 
spectacular collapse of the Turkish Lira, which unfor-
tunately has dragged down most emerging currencies,  
ours included.
 
Through events such as these, it unfortunately puts 
into perspective the reality of where South Africa 
stands on the world economic stage and how we are 
influenced by events not just internally but even more  
so internationally. 
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Below is a timeline of the biggest Rand depreciation 
events over the past 11 years:

•	 47% Global financial crisis
From 29 September 2008 (R8.05) to 22 October 2008 
(R11.87) The housing boom in the US gave rise to a sub-
prime lending crisis: people who couldn’t afford it, were 
given large mortgages. These dud mortgages were 
then sold off to banks through intricate financial instru-
ments, which triggered a massive confidence crisis in 
the financial sector, eventually pushing it to the brink 
of collapse. Investors sold off risky assets - particularly 
in emerging markets - and fled to the safety of the US 
dollar, which saw massive gains during this time. 

•	 21.9% Eurozone crisis
From 1 September 2011 (R6.97) to 22 September 2011 
(R8.49) The crisis in the eurozone during this time 
caused turmoil all around the world. As ratings agen-
cies downgraded Italy, and investors worried about the 
stability of the eurozone, there was a massive influx into 
safe haven currencies like the US dollar and Swiss franc. 
Investments in emerging markets all but dried up.

•	 16.4% Taper tantrum
From 6 May 2013 (R8.91) to 11 June 2013 (R10.37)
This sharp fall was due to the infamous ‘taper tantrum’: 
a global sell-off triggered by the surprise announce-
ment by then Fed chair Ben Bernanke that the US 
central bank is considering scaling down quantitative 
easing, the massive amounts of money it pumped into 
global markets. Over the course of 2013, the rand lost 
almost a quarter of its value.

•	 16.0% Turkey turmoil
From 9 August 2018 (R13.41) to 13 August 2018 (R15.55)  
The latest rand shock originated in Turkey, where the 
economic fallout from a diplomatic spat with the US 
soon snowballed into grave concerns about the Turkish 
debt situation. Foreign-denominated loans now rep-
resent half of its GDP, and its president’s meddling in 
monetary policy aggravated investor concerns.

•	 14.9% Eurozone crisis
From 28 July 2011 (R6.62) to 9 August 2011 (R7.61)         
While the EU had approved a bail-out package for 
Greece by this stage, the eurozone crisis was still in full 
swing. During this time, US bond yields spiked to above 
3% and investors ditched emerging market assets, in-
cluding the rand.
•	 14.7% Chinese meltdown

From 6 January 2016 (R15.62) to 11 January 2016 (R17.92) 
The rand’s steep fall was triggered by a shock slump 
in the Chinese market. Chinese authorities repeatedly 
had to halt trading after sharp declines in share prices. 
This instability triggered large losses on global markets 
and – as China is the world’s biggest consumer of com-
modities - compounded the slump in metal prices. As 
a large platinum and gold producer, South Africa was 
hit hard.

•	 13.3% Pravin Gordhan fired
From 27 March 2017 (R12.31) to 11 April 2017 (R13.96)
Pravin Gordhan was fired as finance minister on March 
30th, which caused havoc in the local market and was 
followed by credit rating downgrades. 

•	 13.2% Grexit fears
From 3 May 2012 (R7.69) to 1 June 2012 (R8.71)                             
The rand fell victim to more uncertainty about the eu-
rozone in the run-up to elections in Greece, with inves-
tors fearing that an anti-austerity group of parties could 
force a “Grexit”.

•	 12.5% Fallout of global financial crisis
From 9 February 2009 (R9.53) to 5 March 2009 (R10.73)
This was a grim period during the global financial cri-
sis, with massive losses among banks, which continued 
to receive emergency capital from governments. The 
MSCI World Index lost more than 9% during this time. 
In a single quarter, Japan’s economy shrank by 12% and 
Germany saw a 2% decline in its GDP.

•	 11.2% Gordhan arrest rumours
From 19 August 2016 (R13.17) to 31 August 2016 
(R14.65) The rand took a hit amid rumours that the 
then Finance Minister Pravin Gordhan was on the verge 
of being arrested. This followed a report that Gordhan 
was summoned by the Hawks to answer charges relat-
ing to a so-called rogue unit in the SA Revenue Service. 

•	 10.7% Nenegate
From 9 December 2015 (R14.51) to 11 December 2015 
(R16.05) On 9 December 2015, then president Jacob 
Zuma replaced respected finance minister Nhlanhla 
Nene with ANC MP David van Rooyen. A sharp sell-
off followed, which was halted by the appointment of 
Pravin Gordhan.

Over the years we have documented many articles on 
the Rand and why it is important for investors to ensure 
that they have adequate offshore exposure to protect 
their wealth globally. We Saffers need to face up to the 
hard-cold facts that we are an emerging market and as 
such will face volatility and the long-term prospect of 
a slowly (sometimes quick) depreciation of the Rand. 
There is no crystal ball when it comes to investing but 
what we do know is that diversification is the one key 
ingredient to a successful financial future, and a very 
important part that makes up diversification is OFF-
SHORE ASSETS… 
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When comparing, or wanting to take out new long-term 
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assurance, it is important to know what different types 
of offerings there are, and what the consequences of 
these offerings may be. 

One important difference is identifying if certain cov-
er is accelerated or stand-alone. If cover is accelerat-
ed, additional cover such as disability or critical illness 
claims will cause the insured’s life assurance to reduce 
by the same value as a successful claim, whereas if the 
cover is stand-alone, the life cover of the insured per-
son will remain at the same insured value and will not 
be reduced, whether they are paid a claim or not, on 
any additional cover. Although having your additional 
cover accelerated against your life cover will reduce 
the premium by a very small margin, it can completely 
eradicate any good intentions you had when taking out 
your long-term insurance policy, and this drawback is 
usually only discovered at claim stage, when it is too 
late to do anything about it.

For example, if a person has taken out adequate life as-
surance to ensure their dependents are financially se-
cure should they no longer be around to support them, 
but their additional cover such as disability cover or 
critical illness cover is accelerated against the life cover, 
and the life assured becomes disabled, they are unable 
to work, and therefore claims from their disability cov-
er. The life cover is now reduced by the same rand val-
ue as the disability claim paid to the life assured. Now 
the life assurance cover is no longer sufficient to ensure 
the insured’s dependents will be financially sound. The 
life assured can look at taking out additional life cov-
er after he has become disabled in order to compen-
sate for the reduction in current cover, but now their 
personal circumstances have completely changed, and 
there may be extremely high loading on the premiums, 
or the insurance companies may list exclusions on the 

policy, which exclude the cover from being valid if the 
cause of death is due to pre-existing conditions, or a 
bi-product of pre-existing conditions, or they may even 
not qualify for additional life cover at all.

Although most insurance products are relatively the 
same, offering a similar level of cover, some insurance 
companies will offer a range of entry level products, in-
creasing to a comprehensive level of cover. Because all 
of the insurance companies have different names for 
their products to try and entice new business, it can 
be very difficult to identify which products are compa-
rable with each other, and which products offer what 
level of cover. This can lead to people switching their 
cover to alternate insurers, but landing up with an  
inferior product.

Some of the insurance companies may also try to entice 
new clients by offering reward programmes (at an ad-
ditional cost of course), or supposed value added ben-
efits. When considering these options, it is important to 
remember the saying, “nothing in life is free”, and this 
is only too true in this instance. The minority of clients 
who follow the reward programme by the book and put 
in the hard yards by attending regular medical exam-
inations, complete regular questionnaires, maintain a 
healthy lifestyle and measure their fitness routine may 
benefit from this, but it is the majority of us who sign 
up for the reward programme, and aren’t able to partic-
ipate because life gets in the way, who subsidize these 
costs, and ultimately results in us paying more for our 
long-term assurance than is necessary.

Lastly, long-term insurance premiums usually increase 
by a far higher percentage than inflation, causing the 
monthly premium to become over inflated over time. 
For this reason, it is critical that clients compare their 
cover every 2 – 3 years to ensure they aren’t over 
paying, and that their cover is still adequate for their  
unique needs.

If you are unsure if you are adequately covered or if 
you are paying a market related premium for the cover 
you do have, speak to your Resolute Wealth Manage-
ment Private Wealth Manager for us to advise you as 
to what cover is required, and we will request compar-
ative quotes from a variety of insurers on your behalf 
in order to ensure you are paying the best premium for 
the cover you require.
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When you entrust money to our management we have 
a humble ambition: to make the fewest mistakes on a 
path to maximizing reward for risk. Below we elaborate 
on what that means to us, by revealing five of the im-
portant portfolio construction ideas that we believe will 
help us reduce the number and impact of mistakes.

• Costs must be kept to a minimum:
Let’s start with an undeniable path to improving out-
comes. Reduce costs. Costs come in many forms – fund 
charges are what we target the most, but we must also 
think about trading costs, hedging costs and finally op-
portunity costs.

In the short term, costs may not feel important (when 
markets move by percentage points on a weekly ba-
sis, it is easy to forget about basis points on an annual 
basis), but it is this penny pinching that is one of the 
most underrated paths to long-term success. We tend 
to think of costs like a hurdle rate, primarily because it 
becomes easier to hit a return objective.

• Understand what is (un)important and (un)knowable:
When people seek success, they often fall into the trap 
of short-term forecasting. What will the central banks 
do next? Will we encounter a recession following Brex-
it? At what point will Donald Trump be ousted from pol-
itics? Macro forecasting of this kind is often fraught with 
danger – not due to motivation or intention, but rather 
due to ability and implementation. By trying to become 
an instant expert in the unpredictable, they are prone 
to making errors.

For this reason, we spend a significant amount of time 
considering what is important/unimportant and what 
is knowable/unknowable. When investing, we are deal-
ing with uncertainty, and frankly, a lot of what we deal 
with is predictably unpredictable. We therefore want to 
focus on the important knowables, while trying to pro-
tect against the important unknowables and ignoring 
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the unimportant. If an investor thinks about the mar-
kets under this framework, they are far more likely to 
remain humble in euphoria and steadfast in panic. It 
redirects the human brain to the things that are import-
ant and knowable, which helps construct portfolios ho-
listically and minimises judgement errors.

• Deal with animal spirits:
Behaviour is the beast that keeps us up at night. At an 
individual level, it is theoretically in our control, yet has 
a habit of impairing our rational selves. Most promi-
nently, it is the pendulum between fear and greed, com-
bined with the herd mentality, that matters most. At 
extremes, the collective power of fear and greed is un-
fathomable. It exaggerates market cycles, but for those 
able to control their biases and think independently, it 
creates the opportunities to improve reward for risk. 
Thought of this way, behaviour is both our friend and 
our worst enemy at the same time.

In the current context, this has special importance. We 
are living in a distinctive period, where optimism has 
been rife for a long time driving the price of some as-
sets, such as U.S. equities, to a level that we believe is 
unsustainable. If and when this collective optimism un-
winds (the catalyst of which will be largely unknowable), 
it is important that we first control our own behaviour 
and act independently when it counts. To help us do 
this, we are holding more cash than we would ordinari-
ly like, providing ammunition and a safety blanket to 
protect ourselves.

• Adopt probabilistic thinking:
Research shows that investors chase performance to 
their own long-term detriment. By being contrarian, 
one of the easiest ways to identify opportunities is to 
find investments that are utterly unloved and out of 
vogue. Perhaps more than that, we want to identify 
assets where the price is trading significantly below its 
intrinsic value – a margin of safety if you will.

We do this because such a valuation-driven approach 
reduces the probability of making mistakes. We seek 
exposure to investments where the price is unusually 
low (especially when the fundamentals are sound), be-
cause the range of outcomes are skewed in our favour. 
More recently, this means favouring unloved areas of 
the market such as UK multinationals, European tele-
communications, European energy, Russian equities 
and US treasuries. They are out-of-favour, but not out-
of-being.

We also think about this more broadly. We know that 
over the long term, equities are likely to provide a bet-
ter return than bonds or cash. Hence, depending on the 
objective of the portfolio, it makes sense to only reduce 
the equity exposure when valuations appear to be un-
sustainably high (relative to their intrinsic value) rather 
than just moving the weight up or down in response to 
market movements.
• Be aware of the risks we can’t see:
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Possibly the most important theme of all is to know 
what you don’t know. The demise of many talented in-
vestors comes from a mix of overconfidence, a recency 
bias and ultimately getting side-swiped by something 
they didn’t see coming. Risk is all around us, and as hu-
mans, we have a behavioural habit of focusing only on 
what we can see directly in front of us.

The path to making the fewest mistakes requires us to 
build portfolios that are designed to stand up to many 
outcomes, not just one. Therefore, we think it is much 
smarter (and safer) to consider risk management holis-
tically. This illustrates the importance of diversification, 
balancing the inter-relationship between opportunities 
to limit the downside and maximise the upside.

In the current environment, this means being guard-
edly positioned, with exposure to multiple drivers of 
returns. In this regard, we find the sizing of Japanese 
equities and European telecommunications exposure 
particularly important, as they offer a portfolio some-
thing different and can help improve reward for risk. 
The key is to apply abstract thinking and always re-
member to know what we don’t know.

From all of us here at Resolute Wealth Management, 
we would like to wish Mrs Nancy Bowring a warm wel-
come to our team. We are excited to have Nancy join 
our growing Cape Town office and we look forward to a 
long and successful relationship going forward.

NANCY BOWRING
Private Wealth Manager (22 years experience)

Certificate in Financial Planning (Milpark Business 
School), Completed Representatives, Key Individual & 
RE3 examinations.

Nancy joins the Resolute Wealth team as a Financial 
Adviser bringing along with her 22 years of industry 
knowledge and experience. Having started her career 
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at a large corporate institution, Nancy soon moved into 
the independent space in 1996. Since then, Nancy has 
gone on to obtain her Certificate in Financial Planning 
from the Milpark Business School and has continued to 
grow her practice as an Independent Financial Adviser. 

Throughout the years, Nancy has enjoyed her role ad-
vising and reassuring clients through various market 
cycles, including three bear markets (1998, 2002 and 
2008). Nancy has built her business by helping peo-
ple better understand finance and assisting her clients 
manage their financial affairs both pre and post-retire-
ment and is passionate about good client service, which 
is one of her reasons for joining the Resolute Wealth 
team. 

Currently based in Cape Town, Nancy is married to 
Owen and is a proud Mother and Grandmother. In her 
spare time, she enjoys reading, hiking, nature and lis-
tening to music. Nancy is proud to be associated with 
the RWM brand as she continues to service her clients 
for the foreseeable future.


