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Rand falters on some global risk-off sentiment, as markets remain wary of SA risks - with such increased volatility over 
other EM currencies some small indication of the environment SA would face with a Moody’s downgrade to sub-
investment grade 

  
 

 
  

 
 

 
 
 

 
 The rand has weakened to R14.57/USD, R16.06/EUR and R19.07/GBP today, after closing on Friday at 
R14.39/USD, R16.04/EUR and R18.81/GBP. While global market players have shown some risk aversion on worries 
about the spread of the coronavirus, SA’s increasing risk of a Moody’s downgrade is proving a dead weight for the 
domestic currency.  
 

 EM currencies are weaker in general, but the rand has been most negatively affected as concerns over SA’s 
debt projections raise fears of a Moody’s downgrade, volatility has increased for the rand. Markets are also factoring 
in a greater chance of a downgrade as South Africa’s CDS has climbed to 178, from 159 at the start of the year.  



 

 We increased the likelihood of a Moody’s downgrade to almost 50/50 – essentially a 50.6 chance of no 
downgrade (see “Bond note: demand for SA bonds sees yields drop into the end of 2019 as low inflation results in 
attractive real returns, SA bonds could see some further strength in 2020 if SA avoids a Moody’s credit rating 
downgrade, 8th January 2020). 
 

 That is, the chance of a Moody’s downgrade is 49.4%, excluding the two up, and the severe (international), 
scenarios (see “Rand Note: volatility persists ahead of material risks for SA in 2020, with the proposed changes to 
the constitution on EWC, Moody’s country review … . Global events will also continue to materially impact the rand”, 
13th January 2020). 
 
 The increase in the price of default ‘insurance’ (CDS) has occurred for SA as markets fear the planned rise 
in government borrowings and so reduced creditworthiness.  SA’s debt projections are due to be updated on 26th 
February 2020 in the Budget, with no certainty that the necessary expenditure cuts will be projected (to allow reduced 
borrowings).  

 
 A Moody’s downgrade is believed to be significantly priced in. A kneejerk reaction is anticipated on the event, 
at worst taking bond yields higher by over 100bp (with attendant currency weakness). Thereafter, yield seeking 
behaviour may eventually see SA’s rates (bonds, forex etc) subside somewhat, but volatility would likely increase 
substantially.  
 

 The global economic environment is expected to improve materially this year, (see “Gold & Commodities 
Note: The improving global trade outlook, on the diminution of conflict …”, 23rd January 2020) which should lead to 
some risk-on, assisting SA’s bond yields, currency and money markets rates to recover after a Moody’s downgrade 
(should it occur).  

 
 

 



 
 
 

 

 The risk is that a global event/s occur/s which scupper/s current market optimism. A severe worsening of the spread 
of the coronavirus is one such risk for market sentiment, as would be an about turn in the improvement in global 
trade relations that have occurred with the phase one deal - we encapsulate this in the severe down case risk, of 
15%. 
 

 The lite down case includes SA losing its Moody’s credit rating, but also includes substantial repair thereafter to 
avoid further marked credit rating downgrades. Should such repair to government finances not occur, and the 
trajectory of deteriorating government finances not halt, SA would see its ratings drop lower from the speculative 
grade category. 
 



 Such a deterioration to a highly speculative credit rating (single B categories, down from the double BB or speculative 
grade categories), would result in a substantially volatile, and likely deteriorated, investor sentiment towards South 
Africa, with SA likely falling into the severe down case - even without the driver/s of any negative international events. 
 

 While the severe down case currently has a low probability of occurring, its probability would rise if SA continues to 
lack the political will to dramatically curb the burgeoning in government expenditure that has pushed up government 
debt, and so weakened government finances, bringing SA to the brink of a sub-investment grade Moody’s rating. 
 

 The risk is not just that SA will receive a Moody’s credit rating downgrade this year, but that SA will continue to 
receive downgrades from the three key rating agencies, falling from highly speculative to the substantial risks 
category of C grade, and onwards to the ‘default imminent with little chance of recovery” credit rating category (IMF 
bailout territory).   
 

 In the past decade, business confidence has remained depressed and the rand has weakened materially. SOEs 
have also been weakened, contributing to load shedding and weak investment growth. Besides the Moody’s 
downgrade, SA also faces the risk of expropriation of private sector property without compensation, which could 
weaken growth further.  
 

 While the global economy, and so global financial market risk sentiment, could well outperform expectations this 
year, diluting some of the impact on SA financial indicators from a Moody’s downgrade, SA is not expected to see 
substantial rand strength before February’s Budget, and indeed not until substantial repair has occurred in 
government finances.  

 
 

 



 
 



 
 
 

 
 
 

 

  



  

 


