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Ultimate Guide to 
Currency Hedging 
in South Africa

INTREPID
CAPITAL

Exchange rate volatility is a structural reality of operating in South Africa. 

This is a comprehensive guide to managing foreign exchange risk using 
listed derivative instruments on the JSE.

In aviation, turbulence cannot be eliminated — but it can be navigated with preparation 
and instrumentation. Financial markets operate similarly.
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The rand is influenced by global capital flows, commodity prices, interest rate di�erentials 
and geopolitical events. For businesses with foreign-denominated costs or revenues, 
currency movements can materially a�ect margins, cash flow and financial forecasting.

Currency hedging is not about predicting exchange rates.
It is about defining exposure within structured parameters.

This guide explains how currency hedging works in South Africa, the instruments available 
on the Johannesburg Stock Exchange (JSE), and how businesses can implement disciplined 
foreign exchange risk management frameworks.

Why Currency Risk Matters

Many businesses focus heavily on operational performance — production, sales, cost control. Yet a 
single adverse currency move can negate months of disciplined operational e�ort.

For example:

�� An importer with USD-denominated supplier contracts may see costs rise sharply if the rand 
weakens.

�� An exporter receiving EUR revenue may see margins compress if the rand strengthens 
unexpectedly.

�� A business bidding on long-term contracts may misprice if exchange rate assumptions prove 
inaccurate.

Currency risk does not announce itself. It emerges through volatility.

In aviation, turbulence cannot be eliminated — but it can be navigated with preparation 
and instrumentation. Financial markets operate similarly.

What Is Currency Hedging?

Currency hedging is the structured management of exchange rate risk using financial instruments.

Its purpose is to:

�� Reduce exposure to adverse currency movements

�� Improve forecasting reliability

�� Protect margins

�� Support governance and budgeting discipline

It is important to distinguish between:

Hedging – Managing an existing exposure
Speculating – Taking a market view without underlying exposure
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The former is a risk management function.
The latter is a risk-taking activity.

Structured currency hedging aligns instruments to genuine business exposure.

Understanding Exchange Rate Risk

Before selecting instruments, exposure must be understood clearly.

There are three primary types of currency risk:

Transaction Risk

Exposure arising from committed foreign currency payments or receipts.

Example:
A company must pay USD 1 million in 90 days.

This is measurable and typically hedgeable.

Forecast Risk

Exposure based on anticipated but not yet contracted foreign currency flows.

Example:
An importer regularly purchases goods monthly but volumes vary.

This requires more flexible hedging structures.

Economic Risk

Longer-term competitive exposure arising from currency shifts.

Example:
A weaker rand benefits exporters but may raise import input costs.

Not all economic risk is hedgeable — but it should be understood.

Clarity in exposure mapping is the foundation of e�ective currency hedging.

Currency Hedging Instruments in South Africa

In South Africa, currency hedging can be implemented using listed instruments on the JSE, 
primarily:

�� Currency futures

�� Currency options
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These instruments operate within a regulated exchange framework, providing transparency and 
standardisation.

Currency Futures (JSE Listed)

A currency futures contract is a standardised agreement to exchange currency at a specified price 
at a future date.

Key characteristics:

�� Exchange-traded

�� Standardised contract sizes

�� Daily mark-to-market settlement

�� Margin requirements

Futures create an obligation at expiry.

They are commonly used when exposure is:

�� Certain

�� Quantifiable

�� Time-defined

Currency Options (JSE Listed)

Currency options provide the right — but not the obligation — to transact at a defined exchange rate.

Options require payment of a premium and allow for more flexibility.

They may be appropriate when:

�� Exposure is uncertain

�� Downside protection is required

�� Participation in favourable currency movements is desired

Instrument selection depends on exposure profile and governance framework.

Common Currency Hedging Strategies

There is no universal hedge structure. Strategy must align to business realities.

100% Hedge

All known exposure is hedged.

Advantages:
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�� Maximum cost certainty

Limitations:

�� No participation in favourable moves

Partial Hedge

A defined percentage (e.g., 50–70%) of exposure is hedged.

Advantages:

�� Balance between protection and flexibility

Rolling Hedge Programme

Hedges are implemented progressively over time.

Advantages:

�� Reduces timing risk

�� Avoids concentration at a single rate

Layered Hedging

Exposure is hedged in tranches across di�erent time horizons.

Advantages:

�� Diversifies entry points

�� Enhances structured risk management

Disciplined strategy selection matters more than rate timing.

Building a Currency Hedging Policy

One of the most overlooked aspects of currency risk management is governance.

A formal hedging policy should address:

�� Hedge ratios (What percentage to hedge?)

�� Time horizons (How far forward?)

�� Approval authority (Who authorises transactions?)

�� Instrument limitations (Futures only? Options permitted?)

�� Monitoring and reporting structure
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A policy transforms hedging from reactive decision-making into structured risk management.

Common Mistakes in Currency Hedging

Even well-intentioned businesses can introduce unnecessary risk.

Frequent errors include:

�� Hedging too late, under pressure

�� Over-hedging uncertain exposure

�� Confusing speculation with hedging

�� Ignoring margin implications

�� Failing to review hedge alignment

Discipline prevents structural drift.

Risks and Limitations of Currency Hedging

Currency hedging does not eliminate risk entirely.

Considerations include:

�� Opportunity cost if the currency moves favourably

�� Margin requirements for futures

�� Premium costs for options

�� Liquidity considerations

�� Governance obligations

Structured risk management defines exposure — it does not remove volatility from markets.

A Structured Approach to Currency Risk Management

E�ective currency hedging follows a repeatable process:

1. Assess – Understand exposure, timing and sensitivity

2. Structure – Select appropriate listed instruments

3. Execute – Implement transparently and e�iciently

4. Monitor – Review positions as conditions evolve
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This framework ensures alignment between instruments and underlying exposure.

Markets shift. Structure maintains orientation.

Frequently Asked Questions

Is currency hedging expensive?

Costs vary depending on instrument and structure. Unmanaged volatility may be more costly than 
structured protection.

Should small and medium businesses hedge?

If foreign currency exposure materially a�ects margins or pricing stability, structured hedging may 
be appropriate.

Does hedging guarantee savings?

No. It defines exposure within agreed parameters.

Is it better to wait for a better exchange rate?

Timing markets consistently is di�icult. Structured frameworks reduce reliance on prediction.

Final Thoughts

Currency volatility is structural in South Africa.

Businesses cannot control exchange rates.
They can control their risk framework.

Like aviation instruments that provide orientation when visibility declines, structured 
currency hedging provides clarity during market turbulence.

If your business is exposed to foreign exchange volatility, a structured currency risk management 
framework may support greater financial stability and governance discipline.

Explore Related Topics

�� Managing Exchange Rate Risk for Importers

�� Futures vs Options: What’s the Di�erence?

�� Financial Risk Management in South Africa

If you would like to assess whether a structured currency hedging framework is 
appropriate for your exposure, speak to a specialist.
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