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               Rand strength from improving global risk sentiment held back by WGBI reweighting and Moody's recent worsening   
out           look for SA's key growth sector (the banking system) on concerns over the domestic economy 
 

 
 

 
  

 

 



 

 
 



 
 

 
 



 

 
 
 
 

▪ The rand traded at R18.55/USD, R20.19/EUR and R23.19/GBP today, from Friday’s close of R18.77/USD, 
R20.34/EUR and R23.35/GBP, supported by improved global market sentiment despite poor incoming 
economic data, with clearer expectations that the global economy will turn bolstering risk taking on likely 
value seeking and rising global liquidity.  
 

▪ The unprecedented quantitative easing programmes of advanced economies this year has aided improved 
global financial market risk appetite (supporting the rand), with unlimited monetary support anticipated in 
most advanced economies, while markets are also seemingly more cheered by the other support measures 
that are being implemented as well.  
 

▪ While global financial markets have not yet entered a period of sustained, or even substantial risk-on, 
financial markets tend to lead economic data, and the extreme levels of uncertainty in markets earlier this 
month and last month seem to have waned somewhat. We expect the rand could attempt to strengthen 
somewhat further from mid-May, if not earlier. 
 

▪ Further volatility in markets is still likely domestically and internationally however, the level of  risk aversion 
is still heightened globally even if it has waned somewhat, and risk aversion in financial markets would likely 
rise instead if uncertainty around Covid-19 intensifies again as expectations change.  
 

▪ Over the weekend Moody’s said it “changed …(its) outlook for the South African banking system to negative 
from stable, reflecting our assessment that disruption caused by the coronavirus outbreak will exacerbate 
the already challenging operating conditions in the country.” 
 



▪ “The fallout from the outbreak will weaken the creditworthiness of South African banks by hurting loan 
performance and profitability and severely hampering business growth.” SA’s finance (business services etc) 
sector accounts for 21% of GDP, having proved a relatively more robust sector in the face of the broad 
based, marked economic activity slowdown.  
 

▪ Moody’s latest credit rating warning (negative outlook) implies a credit rating downgrade will materialise, 
unless the outlook returns to stable or positive. Rating downgrades in general increase the difficulty of doing 
business in SA, lifting longer term borrowing costs and market volatility, while also making SA even more 
susceptible to further rating downgrades.  
 

▪ Moody’s adds that the “recent fiscal package and regulatory measures to ensure adequate liquidity in money 
and government bond markets and loosening of capital requirements to free capital for on-lending by banks 
will provide some support”, but that it “still expect(s) a material deterioration in the credit risk exposure of 
South African banks.” 
 

▪ South Africa’s government bonds exit from the FTSE Russel WGBI (World Government Bond Index) at the 
end of April is also weighing on SA market sentiment for the rand, as is the expected very weak performance 
of the South African economy and the extremely slow pace of any meaningful growth-enhancing structural 
reforms.  

 
 
 

 
 



 
 



 
 
 

 
 



 
 

 



 
 

 

 

▪ Moody’s forecast that South Africa will see GDP contract by “6.5% in real terms in 2020, a result of long-
standing structural challenges and the severe hit to economic activity caused by the coronavirus. The 
outbreak has led to a temporary lockdown of the country, which will reduce production and cut household 
consumption.” 
 

▪ The agency adds “(t)he transport, hospitality, mining and manufacturing industries will be particularly 
affected. The South African government's crisis response program of ZAR500bn will partly mitigate the 
negative effect. Furthermore, political tensions and reform inertia have significantly eroded business 
confidence.”  
 

▪ Furthermore, “(t)hese challenges will materially hurt banks' growth prospects over the next 12 to 18 months. 
Loan performance will deteriorate materially. We expect problem loans to increase in view of the challenging 
economic backdrop, which will strain borrower cash flows and make it harder to manage loan repayments.” 
 

▪ “At the same time, the regulator has requested banks consider suspending dividends and bonus payments 
in 2020 so as to conserve capital and increase their ability to absorb losses and originate or restructure loans. 
This will reduce downward pressure on capital metrics somewhat, although many banks will pay out 
dividends previously announced, for 2019.” 
 

▪ “A decline in client activity will weaken banks' total revenue. Operating expenses will likely grow faster than 
earnings because of high digital investments, although this will improve operational efficiency over the longer 
term. Loan-loss provisioning needs will increase … (on) rising problem loans and lower loan recoveries.” 
 



▪ The rand benefitted late last week from US dollar weakness, with the euro area Covid-19 rescue package 
also stimulating some market optimism. The rand is highly sensitive to global financial market risk sentiment, 
and against the basket of 24 EM currencies on Bloomberg the domestic currency (vs. US$) is the best 
performer on a week ago.   
 

▪ The President’s move to open up certain areas of the economy (see attached tables) is also seen to have 
strengthened the rand. Specifically, the series of phased easings of the lockdown restrictions from the 1st of 
May was seen as positive, as some industries can begin operation, albeit partially and with a number of 
restrictions, with more opening up planned.  
 

▪ In particular, the approaching level four lockdown (albeit with regional contingencies on its occurrence) has 
sparked some optimism in domestic markets, while some easing in lockdowns in various economies globally 
has seen risk aversion subside somewhat in internal markets, as markets are beginning to anticipate some 
turning in the global economy.  
 

▪ While the rand is highly liquid, and reflective of global financial market risk sentiment, concerns over the 
impact of the funding of SA’s fiscal stimulus package are also weighing on the domestic currency. Markets 
are wary of further rating downgrades for SA from all three of the key credit rating agencies, given also 
political obstructions to necessary reforms.    

 
 
 



 
 



 



 



 



 
 

 



 



 



 



 
 



 
 
 
 

  

  

 


