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"the Asian financial crisis is a cumulative result of many complex

causes coming together at roughly the same time. But if we were

to find a single factor that has brought the crisis to a head and

magnified its damaging effects, we should be looking not to 'cronie

capitalism' or 'Asian values: but to a more specific and more

universal phenomenon; the swift flow of large amounts of heavily

leveraged capital into and out of the region through 'anintemational

financial system that is globalised, liberalised, technologically

advanced, but from an international point of view, largely

unmanaged and unregulated"27.

76. There are common features between Asian countries as emerging

markets and South African markets which, like the Asian countries, are

small and open and fluctuation in the currency and the sort of risks

associated with globalisation are therefore a feature of the South African

foreign exchange market.

77. Dr Abedian has argued that financial markets including 'capita'! and foreign

exchange markets display two key characteristics: they. are impedect and

incomplete28. The outcome of imperfect and incomplete markets are as

follows:

financial markets are neither efficient nor socially optima/;

markets are structurally prone to short-lived as well as prolonged

"bubbles" in which prices and quantities could deviate from private

and socIally optimal levels;

information plays a vital role in such markets. Such financial

27

28
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markets are largely vulnerable to information manipulation,

rumours and speculations29.

78. The foreign exchange markets are both incomplete and imperfect and are

commonly subject to overshooting and undershooting which in small open

economies entail a high degree of volatility wjth resultant financial and

social costs. The bulk of these costs refer to structural damages .to-the

economy and shorter macro economic imbalances in the form of higher

interest rates, inflation rates, and welfare losses.

79. As the integration of global markets increase and in the absence of an

international regulatory and prudential framework, the frequency of

financial market crises will occur30, To illustrate this point Abedian has

shown how a financial crisis has affected the currency in various cases31,

The reason for each of these crises differ but Abedian argues that specific

factors and financial market operations interact to give rise to a particular

crises and he broadly identified the following factors as possible root

causes of these events:

Macro economic policy imbalances;

"Herding", spawned for no other reason than trend;

self -fulfilling crisis (stemming from internal policy) despite no

worsening in trend fundamental;

contagion via trade links;

banking confidence / crises;

29

30

31
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79.6 large agents advancing the dates of crises.

8O. Referring to the Tai crisis of July 1997 which started locally but then

engulfed the whole Asian region in 1998, Yam likened the crisis to a

stampede and said that it took very little account of the economic

fundamentals behind the market. He ar.gJ.Jed that there were ongoing

problems in many Asian economies but there was fiG .microeconomic

reason why there should have been such a sudden and wholesale

withdrawal of funds and quoted the US Deputy Treasury Secretary,

Lawrence Summers, who had said and, I quote;

"If a financial crisis has elements of a self-fulfilling prophecy, like

bank grants. Everyone expects failure or everyone expects

everyone else to expect failure, leading to a rush to be a first one

out in that causing failure.32"

81 This appears to be what happened to the foreign exchange market in

South Africa in 2001.

E. PERFORMANCE OF THE RAND 2001

The History of the Rand

82. Dr Jammine argues that a historical review of the Rand should be seen in

four distinct phases33. The first phase incorporates the Rand movement

until 10 March 1995 and covers the period during which there was a dual

exchange rate system in place. The financial Rand acted as a shock

absorber for the commercial Rand. It is therefore not accurate to compare

the movement of the currency prior to 1995 with that which prevailed after

such date

32

33
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83. The second phase is from March 1995 to the end of 1999 which is

characterised by two sell-offs in the currency in the first half of 1996 and in

the middle of 1999. On both occasions the Rand recovered and stabilised

for a period of over a year in 1997 and 1999 respectively.

84. The third phase covers 21 months from the beginning of January.2000 .to

11 September 2001.

85. During this period the Rand on an almost consistent basis declined

against the US Dollar.

86 It is significant that in the second half of this 20 month period the Rand

depreciated against other currency's besides the Dollar as well, but the

currencies movements against these other currencies were not as

consistently downward as against the Dollar specifically.

87. The fourth phase covers the period 11 September to 20 December 2001

which was characterised by an increase in the depreciation of the Rand.

Highlights of the Performance of the Rand before 2001 were:.

88. Most of the Rand's history incorporated a dual exchange rate system. The

financial Rand acted as a shock absorber for the commercial Rand and

traded at a significant discount of between 15% and 55% to the

commercial Rand over the thirty years that this mechanism was in place.

89. On different occasions during the 1970's the commercia! Rand was fixed

to the US dollar or to the British pound and fluctuated in line with the value

of these currencies. In September 1975, specifically, Government

devalued the Rand against the Pound by 18%.
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90. In the late 1970's the commercial Rand was allowed to float freely against

all currencies and in 1980 hit its highest level ever of USD1.35 to the

Rand.

91. During the debt standstill crisis in the 1980's both the commercial and

financial Rand plummeted, with the Rand losin9 over '30% of its real trade

weighted value in a matter of months. The only comparable decline of

such magnitude in the real effective exchange rate of the Rand was

witnessed in November and December 2001.

92. For a period of 11 months after the abolition of the dual exchange rate

system on 10 March 1995 the unified Rand was stable at around R 3.60 to

the US Dollar.

93 The year 1996 marked a "sell-off' of the Rand with the Rand losing 20% of

its value, reaching R 4.50 against the US dollar by June 1996.

94. Around September/October 1997, the world witnessed the start of the so-

called Asian crisis. The contagion arising from this crisis hit all emerging

markets in May 1998 and the Rand was materially affected, as with

currencies of many other developing countries.

95. Having declined by over 20% in real terms in 1998, the Rand regained

some of its composure through 1999, trading in a broad band between

R 5.50 and R 6.40 to the US Dollar during that year.

96. The long slide in the Rand began with the Rand trading at R 6.12 at the

turn of the new mi/lennium.34

34
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The Rand Foreign Exchange Market in 2001

97. Most of the experts testifying to the Commission as well as some of the

Commission's assistants took into account only the last three months of

2001 as that is the period during which the depreciation of the exchange

rate of the Rand accelerated.

98 During the year 2001, the Rand recorded the following exchange rates

against the US dollar during the year:

moving from around R 7.6035 to the US dollar at the beginning of

the year, the Rand depreciated to over R 8.00 for the first time

ever during the second quarter;36

the pace of depreciation increased with the Rand at R 8.52 to the

US dollar on 11 September, R 9.03 at the end of September and

R 9.44 at the end of October;

by the end of November 2001

R10.27 to the US Dollar;37

the Rand had fallen to

the rapid depreciation reached its crescendo with the Rand hitting

a newall-time low of R 13.84 to the US dollar on 21 December

2001.38,

98.5 for the period 1 January to 31 August 2001 the Rand depreciated

by 10.7% or an average of 1.3% per month, while from 1

September to 31 December 2001, the Rand weakened by 42% -

an average of 10.5% per month.
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99, Below are three graphs showing the movement of the Rand during the

year 2001. The first graph below shows the full 12 months.

100 It can be seen on the graph above that the Rand seems to be relatively

flat from January to end of August. The rapid depreciation appears to

start in September. From September to December, the Rand depreciated

42%, which is "super" extraordinary. What is not clear in the graph above

is that, the Rand lost 10% since the beginning of the year, as shown in the

graph below:

101 If we focus on the months May and April, the picture becomes clearer.

The graph below shows that the Rand lost 8% (effective 59% annualized)

over the two months.
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102 What occurred in the last four months of the year was therefore not simply

a rapid depreciation (this having commenced in the first six months) but

something much more extraordinary given the rate of depreciation.

103
Dr Jammine indicated that in November and December technically the

Rand had entered a so-called blow-off phase which means that the

currency was in unchartered territory and would keep running upwards in

an ever dramatic fashion against the US Dollar until the movement blew

itself out which occurred on 20 December. The extent of the depreciation

was not simply rapid but abnormal. Gouws also indicates that compared to

other currencies towards the end of 2001 South Africa become somewhat

of a special case39.

The Rand against the Dollar compared to other currencies

104
The weakness of the Rand against the US dollar during 2001 compared to

other comparable countries is illustrated in Annexures 9 and 10, indicating

GOuws_~xDert Bundle 11439
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that South Africa had become, towards the end of 2001, somewhat of a

special case4O,

105. The graphs in annexures 9 and 10 graphs below show the Rand's

performance relative to the exchange rates of similarly rated countries and

against those of other emerging-market economies. The thick red line

indicating the South African Rand:

If one measures the Rand against four other emerging market currencies:

the Brazilian real, the Korean won, the Polish zloty and the Mexican peso,

one finds that from 1999 until late 2001 there was not much difference in

the value of the Rand and those currencies, save that the Brazilian real

was weaker41.

In 2001 the Rand held its own against the Korean won, the Polish zloty

and the Mexican peso until September/October 2001 but then plunged in

value. In December 2001 the Rand became even weaker than the

Brazilian real.42

108 Similarly, until about September/October 2001, the Rand performed as

well as other commodity currencies, such as the Australian Dollar, the

Canadian dollar, the New Zealand Dollar, the Norwegian Krone and the

Swedish Krone. O'Neill commented:

'f.. .that it was October of last year something seemed to

happen...which caused the Rand to actually under-perform against
those commodity majors.. .relative to the [US] dollar. .143
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109 The performance of the Rand is usually illustrated against .theUS dollar.

Although the Rand/Euro exchange rate was not worse in early September

2000 than it had been when the Euro was introduced, between September

2000 and November 2000, the Rand suddenly began declining against all

currencies, especially the Euro. This was at a time when the Euro began

strengthening against the US Dollar.44 This is illustrated in the graph

below45:

Goldman Sachs adopts a methodology to estimate the fair value of an

exchange rate. Fair value is defined as the inflation adjusted exchange

rate (often called purchasing power parity (PPP)) which is then adjusted

for relative productivity. Conceptually, a country with stronger productivity

should see its real currency appreciate relative to other currencies and a

country with weak productivity should see its currency depreciate. Until

44

45
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