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Monday 6 April 2020 
 
South Africa's fall down the credit rating ladder weakened the rand, with the latest downgrade from Fitch at 
BB negative seeing the rand slide to R19.35/USD, then recovering somewhat this afternoon 

 
 
 

 
  

 

 
 



 
 
 

▪ After reaching R19.35/USD early this morning in thin trade, the rand pulled back briefly below R19.00/USD, 
then moved back towards R19.10/USD later in the morning (R23.46/GBP and R20.62/EUR) as the 
downgrade from Fitch saw increased risk aversion to South African financial market assets, in contrast to 
those of other emerging markets. 
 

▪ Most emerging market currencies were stronger or flat against the USD this morning versus Friday, with the 
exception of the Turkish Lira, the rand, the Malaysian Ringgit and the Mexican Peso. Some measure of risk 
appetite later returned to global financial markets as the US indicated that its Covid-19 outbreak could 
hopefully be levelling off. 
 

▪ Specifically, President Trump is reported as saying “"we hope we're seeing a levelling off in the hottest spots 
of them all" and the US State department’s immunologist that: Italy and Spain have “crossed the apex” of 
their outbreaks (both Bloomberg), with some market players evincing some optimism.    
 

▪ Firmer indications that the Covid-19 curve is flattening in the US in particular would reduce global risk 
sentiment more substantially, and aid economic forecasts to become clearer. However, reducing market risk 
aversion very substantially is needed for some recovery of the rand as it has the additional hurdle of a 
deteriorated ratings outlook now. 
 

▪ Indeed, the rand has seen substantial, additional depreciation over and above that of a number of other 
emerging market currencies due to its downgrades from Moody’s and Fitch in the heat of the 2020 Covid-19 
induced financial turmoil, and sharp loss in value of many assets. The volatility of the domestic currency 
has  increased noticeably. 
 

▪ Fitch’s key rating drivers for South Africa’s downgrade include the impact of Covid-19 on government 
finances and economic growth, and lack of a clear plan for the stabilisation of South Africa’s borrowing 
trajectory, which remains on an upwards path. That is, the planned level of government borrowings continues 
to rise, as opposed to stabilising, or falling.  
  

▪ Such has been the escalation of South Africa’ projected government debt over the past decade and this year, 
that the three key rating agencies (Fitch, Moody’s and S&P) have repeatedly downgraded SA’s credit ratings. 
Even at sub-investment grade, the rating agencies have increasing doubts (negative outlooks) over the ability 
of SA to repay its debt. 
 

▪ The rating agencies recognised resilience of South Africa’s sovereign debt to global shocks (Fitch defines 
this as South Africa’s low foreign currency debt as a % of total debt and its long average maturity of 
government debt) was seen as insufficient to provide enough of a counterbalance to avoid a downgrade. 
 



▪ Fitch’s negative outlook on South Africa’s credit ratings signals that it will downgrade SA’s ratings further 
without any planned realistic lowering of SA’s projected debt trajectory. Instead it sees “the prospect of further 
significant upside pressure on government debt and additional downside risks associated with the global 
shock”. 

 
 

 

 
 

 
 
 

 
▪ In response, Finance Minister Mboweni has said that “government is seized with addressing and minimizing 

the impact of COVID-19, implementing measures to improve economic growth and setting government 
finances on a sustainable trajectory. This work requires close collaboration and coordination across various 
sectors of the economy”. 
 

▪ However, the rating agencies have downgraded SA’s long-term debt ratings chiefly on the basis of planned 
further substantial growth in its debt. Government has not shown specific measures aimed at reducing the 
planned debt trajectory, and the rating agencies indicate further shocks to the system would likely see SA’s 
debt projections climb even further. 
 

▪ After Moody’s recent downgrade, National Treasury said “over the short to medium term, government 
remains committed to implementing structural economic reforms to address the weak economic growth, 
constrained fiscus and the ailing state-owned companies.” 
 



▪ The South African Reserve Bank says “(t)he debt problem is not where we are”, “while our debt to GDP ratio 
has more than doubled over 10 years, it is still in the region of the emerging market average, which is 55%.” 
“The problem is where we are going.” “(O)ur fiscal deficits are over 6% of GDP, … (with a projected) deficit 
of nearly 7% of GDP for 2020/2021.  
 

▪ At that rate of borrowing, it doesn’t take long to get to a dangerous level of debt. Some analysts suggest we 
could get to a 100% debt to-GDP ratio within a few years.” “In that scenario, lenders might give up on us. Or 
we could see our interest bill claim even more of our scarce resources. … We are suffering the consequences 
of past mistakes”.  
 

▪ The SARB adds that “inflation does not appear to be falling much further, gaining more space for interest 
rate cuts means we would need to reduce the impact of country risk.” The credit rating downgrades from 
Moody’s and Fitch have raised South Africa’s country risk, and so reduced the likelihood of further interest 
rate cuts for South Africa. 
 

▪ The SARB adds “South Africa borrows heavily from the world. … Almost all our peer countries borrow less. 
If we try to cut rates too far, despite the country risk, investors won’t have enough reason to be in South 
Africa. They would be better off investing in less risky places. So we need to become less risky, to enjoy 
more of the benefits of low global rates.” 
 

▪ This afternoon global financial markets have seen some improvement in risk appetite as investor confidence 
has increased. Covid-19 infection rates are seen to have flattened somewhat globally in new daily cases, 
and daily numbers of fatalities from Covid-19 in key European economies (France, Spain and Italy) are now 
reported as declining.   
 

▪ The rand gained in particular from improved global risk sentiment, reaching R18.69/USD, R20.18/EUR and 
R22.94/GBP this afternoon, gaining by more than the majority of Bloomberg’s basket of twenty-four emerging 
market currencies versus Friday. Previous SARB signals on limited space for further interest rate cuts on 
rising country risk was also likely helpful. 

 
 

 
 
 



 
 



 
 

 

  

  

 


