
 

 

 

       Credit Ratings Note 

  
      Thursday 30 April 2020 
  
       Standard & Poor's downgrades South Africa to BB- from BB (foreign currency rating) with a stable outlook, and 
      drops SA to BB from BB+ on its local currency rating (stable outlook), as SA falls further down the rating ladder   
  
  
  

 
  

  



 



  
  
  

§ The rand has strengthened to R18.02/USD, R19.61/EUR and R22.48/GBP today on continued improving global financial market risk sentiment 
as markets factor in the positive impact of easing lockdowns around the world. Clearerexpectations that the global economy will turn have 
bolstered risk taking on rising global liquidity and value and yield seeking. 
  

§ The onslaught of improved risk sentiment largely overrode the impact of last night’s S&P’s downgrade on the rand. Further credit rating 
downgrades for SA are still possible, given also ongoing political obstructions to necessary structural reforms (particularly a massive reduction in 
regulations and red tape) to prioritise sustained, rapid economic growth rates. 

  
§ Specifically, yesterday evening Standard & Poor’s lowered South Africa’s credit ratings once again, with the foreign currency rating on the 

sovereign’s long-term debt falling to BB- from BB, with a stable outlook, and the local currency rating on SA’s long-term debt fell to BB, from BB+, 
also with a stable outlook. 
  

§ S&P highlighted that “South Africa's already contracting economy will face a further sharp COVID-19-related downturn in 2020” as “the broader 
economic fallout will be very difficult to handle, and South Africa entered the crisis from a weak fiscal and economic position.” ”The appreciably 
weaker macroeconomic environment will also weigh heavily on … fiscal revenues”. 

  
§ S&P adds, “(i)n the second half of 2019, the economy shrank, due partly to a set of severe rolling power blackouts. The COVID-19 health crisis 

will create additional and even more substantial headwinds to GDP growth, owing to a strict five-week domestic lockdown, the markedly weaker 
external demand outlook, and tighter credit conditions.” 

  
§ “As a result, we now project the economy to shrink by 4.5% this year compared with our November 2019 estimate of growth of 1.6%.” ”	A proactive 

policy response, including South Africa's decision to go into a strict lockdown relatively early, has so far limited the health impact of COVID-19. 
Early gains in tackling the virus will be built upon”.  

  
§ Early this morning the rand did weaken briefly to R18.23/USD, R19.81/EUR and R22.70/GBP in response to S&P’s downgrade as the country’s 

ratings fall closer to C grade. South Africa’s R800bn Covid-19 relief is expected to place great strain on government’s finances, while tax revenues 
underperform substantially due to the lockdown.    

  
§ Concerns over SA’s fiscal deficit and debt levels have been rising in general, with a Bloomberg’s consensus now showing forecasts of a fiscal 

deficit in excess of -10% of GDP for 2020, and close to -10% of GDP in 2021. In 2022 a deficit of -8.5% of GDP is expected, as the impact of 
Covid-19 on government finances is expected to prove long lasting. 



  
§ The borrowing requirement will rise substantially, and S&P sees “net debt levels rising to over 75% of GDP by the end of 2020” and “to 84.7% by 

2023, raising questions around debt sustainability”. Credit rating agencies common primary function is to assess entities ability to repay debt, 
and SA’s ability has deteriorated materially. 

  
  
  



 



  

 
  



 



  
  

  
§ Moody’s and Fitch both plan to downgrade SA again (they have SA on negative outlooks). Additional rating downgrades will make SA’s growth 

objectives more difficult to achieve and weaken the socio-economic aims of the country. The necessary Covid-19 expenditure would have been 
easily affordable without the fiscal deterioration of the past decade. 
  

§ S&P adds “(a)nother legacy of the COVID-19 shock will likely be a far higher annual interest bill. By 2023, we project that interest expenditures 
consume an even larger share of public resources, increasing to 6.5% of GDP (22% of total government revenues) versus 4.1% of GDP (14% 
of total revenues) last year.” 

  
§ Again however, the interest repayments on SA’s increased debt due to higher expenditure in the face of Covid-19 would have been easily 

affordable if government finances had not collapsed into sub-investment grade over the past decade (and are still falling), due to excessive 
expenditure on the back of state capture, corruption, wastage and inefficiencies. 

  
§ Furthermore, economic growth would have been substantially faster, and the economy substantially larger – again without the impact of state 

capture and corruption - and key SOEs and some state institutions in better shape instead of adding to the contingent liabilities of government 
and so adding to the downwards pressure on the country’s credit ratings. 

  
§ SA is falling down the credit rating ladder, and is approaching the C grade categories – as it falls through the double BB rankings and into the 

single B rankings - the C grade ratings follow (first triple C with its attendant plus and minus, then double C, then single C), and after declining 
through all of the C grade comes D grade from S&P, or essentially default. 

  
§ Typically in the low C grades IMF rescue occurs, if not D, where countries come under an IMF adjustment programme, expenditure is curtailed 

heavily and countries lose ‘sovereignty’ of their government finances as they comply with IMF directives, instead of choosing to spend their 
monies as they please. 

  
§ South Africa is unlikely to regain its investment grade rating for a very long time. Fast, sustained economic growth in excess of 3% pa, and 

closer to 5%+ (political opposition to National Treasury’s structural reforms would have to be eradicated to achieve this) would bring SA closer 
to stabilising its ratings trajectory, and eventually to receiving credit rating upgrades. 

  
§ S&P also says “(w)e could raise the ratings if the government's reform efforts were to credibly arrest the rise in the government debt-to-GDP 

ratio. An upgrade could also occur if there is a substantial improvement in job creation and productivity gains, leading to higher real per capita 
GDP growth.” 



  
§ SA is unlikely to see stable outlooks from Moody’s or Fitch this year. The economic activity lost, both due to state capture and now Covid-19 

economic restrictions in lockdown (even with a phased reopening approach see below), will never be recouped. And there is yet to be a 
cessation of political opposition to the full gamut of structural reforms direly needed. 

  
  
  



 



  



 



  



 



  



 



  



 



  



 



  



 



  



 



  
  
  

 

 

  

Disclaimer 
  
For the purposes of this disclaimer, Investec shall include Investec Bank Limited, its ultimate holding company, a subsidiary (or a subsidiary of a subsidiary) of that entity, a holding company of that entity or any other 
subsidiary of that holding company, and any affiliated entity of any such entities. “Investec Affiliates” shall mean any directors, officers, representatives, employees, advisers or agents of any part of Investec. 
  
The information and materials presented in this report are provided to you solely for general information and should not be considered as an offer or solicitation of an offer to sell, buy or subscribe to any securities 
or any derivative instrument or any other rights pertaining thereto. 
  
The information in this report has been compiled from sources believed to be reliable, but neither Investec nor any Investec Affiliates accept liability for any loss arising from the use hereof or makes any representations 
as to its accuracy and completeness. Any opinions, forecasts or estimates herein constitute a judgement as at the date of this report. There can be no assurance that future results or events will be consistent with 
any such opinions, forecasts or estimates. Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied is made regarding future 



performance. The information in this report and the report itself is subject to change without notice. This report as well as any other related documents or information may be incomplete, condensed and/or may not 
contain all material information concerning the subject of the report; its accuracy cannot be guaranteed. There is no obligation of any kind on Investec or any Investec Affiliates to update this report or any of the 
information, opinions, forecasts or estimates contained herein. 
  
Investec (or its directors, officers or employees) may, to the extent permitted by law, own or have a position or interest in the financial instruments or services referred to herein, and may add to or dispose of any 
such position or may make a market or act as a principal in any transaction in such financial instruments. Investec (or its directors, officers or employees) may, to the extent permitted by law, act upon or use the 
information or opinions presented herein, or research or analysis on which they are based prior to the material being published. Investec may have issued other reports that are inconsistent with, and reach different 
conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared them. The value of any securities or financial 
instruments mentioned in this report can fall as well as rise. Foreign currency denominated securities and financial instruments are subject to fluctuations in exchange rates that may have a positive or adverse effect 
on the value, price or income of such securities or financial instruments. Certain transactions, including those involving futures, options and other derivative instruments, can give rise to substantial risk and are not 
suitable for all investors. 
  
This report does not contain advice, except as defined by the Corporations Act 2001 (Australia). Specifically, it does not take into account the objectives, financial situation or needs of any particular person. Investors 
should not do anything or forebear to do anything on the basis of this report. Before entering into any arrangement or transaction, investors must consider whether it is appropriate to do so based on their personal 
objectives, financial situation and needs and seek financial advice where needed.  
  
No representation or warranty, express or implied, is or will be made in relation to, and no responsibility or liability is or will be accepted by Investec or any Investec Affiliates as to, or in relation to, the accuracy, 
reliability, or completeness of the contents of this report and each entity within Investec (for itself and on behalf of all Investec Affiliates) hereby expressly disclaims any and all responsibility or liability for the accuracy, 
reliability and completeness of such information or this research report generally. 
  
The securities or financial instruments described herein may not have been registered under the US Securities Act of 1933, and may not be offered or sold in the United States of America or to US persons unless 
they have been registered under such Act, or except in compliance with an exemption from the registration requirements of such Act. US entities that are interested in trading securities listed in this report should 
contact a US registered broker dealer.  
  
For readers of this report in South Africa: this report is produced by Investec Bank Limited, an authorised financial services provider and a member of the JSE Limited. 
  
For readers of this report in United Kingdom and Europe: this report is produced by Investec Bank Plc (“IBP”) and was prepared by the analyst named in this report. IBP is authorised by the Prudential Regulation 
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority and is a member of the London Stock Exchange. This report is not intended for retail clients and may only be issued 
to professional clients and eligible counterparties, and investment professionals as described in S19 of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005. 
  
For readers of this report in Ireland: this report is produced by Investec Bank plc (Irish Branch) and was prepared by the analyst named in this report. Investec Bank plc (Irish Branch) is authorised by the Prudential 
Regulation Authority in the United Kingdom and is regulated by the Central Bank of Ireland for conduct of business rules. 
  
  
For readers of this report in Australia: this report is issued by Investec Australia Limited, holder of Australian Financial Services License No. 342737 only to ‘Wholesale Clients’ as defined by S761G of the Corporations 
Act 2001.  
  
For readers of this report in Hong Kong: this report is distributed in Hong Kong by Investec Capital Asia Limited, a Securities and Futures Commission licensed corporation (Central Entity Number AFT069) and is 
intended for distribution to professional investors (as defined in the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong)) only. This report is personal to the recipient and any unauthorised use, 
redistribution, retransmission or reprinting of this report (whether by digital, mechanical or other means) is strictly prohibited. 
  
For readers of this report in India: this report is issued by Investec Capital Services (India) Private Limited which is registered with the Securities and Exchange Board of India. 
  
For readers of this report in Singapore: this report is produced by IBP and issued and distributed in Singapore through Investec Singapore Pte. Ltd. (“ISPL”), an exempt financial adviser which is regulated by the 
Monetary Authority of Singapore as a capital markets services licence holder. This material is intended only for, and may be issued and distributed in Singapore only to, accredited investors and institutional investors, 
as defined in Section 4A of the Securities and Futures Act, Cap. 289 (“SFA”). This material is not intended to be issued or distributed to any retail or other investors. ISPL may distribute reports produced by its 



respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Singapore recipients of this document should contact 
ISPL at the above address in respect of any matters arising from, or in connection with, this report. 
  
For readers of this report in Canada: this report is issued by IBP, and may only be issued to persons in Canada who are able to be categorised as a “permitted client” under National Instrument 31-103 Registration 
Requirements and Exemptions or to any other person to whom this report may be lawfully directed. This report may not be relied upon by any person other than the intended recipient. 
  
The distribution of this document in other jurisdictions may be prohibited by rules, regulations and/or laws of such jurisdiction. Any failure to comply with such restrictions may constitute a violation of United States 
securities laws or the laws of any such other jurisdiction. 
  
This report may have been issued to you by one entity within Investec in the fulfilment of another Investec entity’s agreement to do so. In doing so, the entity providing the research is in no way acting as agent of the 
entity with whom you have any such agreement and in no way is standing as principal or a party to that arrangement. 
  
This publication is confidential for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed to another party, without the prior written consent of an entity 
within Investec. Securities referred to in this report may not be eligible for sale in those jurisdictions where an entity within Investec is not authorised or permitted by local law to do so. In the event that you contact 
any representative of Investec in connection with receipt of this report, including any analyst, you should be advised that this disclaimer applies to any conversation or correspondence that occurs as a result, which 
is also engaged in by Investec and any relevant Investec Affiliate solely for the purposes of providing general information only. Any subsequent business you choose to transact shall be subject to the relevant terms 
thereof. We may monitor e-mail traffic data and the content of email. Calls may be monitored and recorded. Investec does not allow the redistribution of this report to non-professional investors or persons outside 
the jurisdictions referred to above and Investec cannot be held responsible in any way for third parties who effect such redistribution or recipients thereof. © 2019. 

  

  

 


