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Rand note: the rand continues to stay mainly above R15.00/USD so far this month, 
despite market risk-on, as SA’s high debt trajectory and path to single B credit ratings 
maintains pressure on the domestic currency  
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•   The rand currently averages R15.11/USD so far in January 2021, closer to R15.00/USD 
than the average of R15.14/USD a week ago, with our forecast for Q1.21 remaining an 
average of R15.00/USD. Q2.21 will likely average R15.40/USD or worse as SA is 
downgraded. 

•   The rand is the second worst performing emerging market currency today since the start 
of this year out of Bloomberg’s ranking of EM currencies, and remains in the worst quartile, 
with the Argentine, Columbian and Chilean Peso and Brazilian Real.  

•   Friday saw depreciation in the rand, as it weakened to R15.16/USD from R14.76/USD the 
day before, with markets also worried around the longevity of monetary policy support 
measures in the US, and the domestic currency is set to remain volatile. 

•   Today the rand weakened to R15.27/USD, after beginning the year at R14.66/USD, while 
other EM currencies have seen less weakness from the start of this year. That is, the vast 
majority of EM currencies are fairly flat since the year started (excluding the worst quartile). 

•   Fitch’s negative outlook warns of further downgrades for SA (Fitch and S&P BB-, Moody’s 
BB), with Brazil at BB- also one of South Africa’s (Fitch designated) rating peers, along 
with Turkey, Uzbekistan, Guatemala, Bangladesh, the Hashemite Kingdom of Jordan and 
Oman. 
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•   Fitch said at the end of last year that South Africa’s “downgrade and Negative Outlook 
reflect high and rising government debt, exacerbated by the economic shock triggered by 
the COVID-19 pandemic”. 

•  Fitch added at the start of this year that “South Africa’s widening fiscal deficit will weigh on 
the currency capping potential gains”. Moody’s also has a negative outlook on SA, which 
means the next credit rating move from Moody’s and Fitch will be a downgrade. 

•   Moody’s next country review is likely around the end of this quarter, and this could see SA 
drop to ba3 (BB-) at that time, and while Fitch does not give a date for its review, it is 
normally around the same time with the negative outlook from Fitch signalling a 
downgrade to B+. 

•   SA could fall into the single B credit rating category from Fitch as early as the end of March, 
and S&P also has SA on BB-, with the next rung down B+. S&P’s country review is also 
likely after February’s 2021 Budget, and SA’s government has indicated possible further 
borrowing. 
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•   In particular Fitch says it has “29 EM sovereigns on a Negative Outlook at the beginning 
of 2021, up from 13 at end-2019, signalling that further downgrades are likely this year. In 
2020, there were 45 downgrades of Fitch-rated sovereigns (across 27 different entities)”. 

•   More chilling is the addition that “(a) record five Fitch-rated sovereigns defaulted in 2020, 
and 11 are rated below 'B-', another record”. SA is one of the EM countries on a negative 
outlook and likely to see a downgrade this year into Fitch’s single B category. 

•   This report from Fitch specifically covers the countries “China, India, Malaysia, Sri Lanka, 
the UAE, Iraq, South Africa, Turkey, Russia, the impact of Next Generation EU on CEE 
sovereigns, Peru, Ecuador and low-rated sovereigns in central America”. 

•   Fitch specifies that “(t)he main factors that could, individually or collectively, lead to 
negative rating action/downgrade: A continued rise in government debt/GDP and failure 
to formulate a clear and credible path towards stabilising the government debt/GDP ratio.” 

•   And “(p)ersistent weak trend GDP growth rate that further undermines fiscal consolidation 
efforts and raises socioeconomic pressures in the face of exceptional inequality”, but 
expects “2.3% in 2021, reflecting base effects and the roll-out of Covid-19 vaccines” from 
H2.21. 
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•   Fitch also worries about a “(r)ising risk of a de-stabilising large net capital outflow that 
triggers sharp exchange rate depreciation, higher inflation and interest rates”, and with 
global financial market sentiment in risk-on, a switch to risk-off or extreme risk off would 
likely see outflows. 

•   “If these risks were to materialise, the rise in the government debt burden would become 
increasingly difficult to slow down let alone reverse.” Already government has indicated 
that it will fund the vaccines from borrowings as they are a “public good”. 

•   On the plus side Fitch notes “South Africa has made some progress with reforms, notably 
in terms of tackling corruption and improving governance, and fiscal consolidation efforts 
will require efforts to tackle the public-sector wage bill.” 

•   However, the agency still has SA on a negative outlook, indicating that the next move is a 
downgrade, and this risk of falling into the single B category continues to limit the rand’s 
gains, keeping it amongst the worst performing EM currencies. 
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