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 The recent downgrades to South Africa’s sovereign debt 
rating (foreign by S&P and foreign and domestic by Fitch), 
are frankly a massive blow to the country.  

What makes this so much more frustrating is how hard the 
former finance minister, treasury and the private sector 
worked on avoiding this downgrade (from 2015), and how the 
economy was finally showing some signs of life, with added 
optimism around the prospect of interest rate cuts later in 
2017. 

Also concerning is how some officials are playing down the 
downgrades with no real understanding of the impact.  

Most frustrating of all is that this was essentially self-
inflicted, with the S&P decision based on concerns around 
political and fiscal (institutional) stability. 

In short, this could have (and should have) been avoided! 

Why it matters 

The loss of an ‘investment grade’ rating is important as it: 

• Naturally raises the borrowing costs for the country. See 
graph showing 10-year bond yield. 

• Will result in more Rand weakness and this will put 
upward pressure on inflation and that this will 
effectively kill the possibility of a rate cut by SARB late 
in 2017. 

• Will probably trigger a recession. 

• Comes at a time where SA needs the access to global 
capital markets, especially if we are to build the enabling 
infrastructure on which to base future GDP growth. 

• Will further damage investor sentiment and direct 
investment into SA, and 

• Means less budget available for other programs (e.g. a 
1% rise in average borrowing costs will remove well over 
1% of the budget). This will ultimately hit the poor 
hardest. 

 

“South Africa Long-Term Foreign Currency Rating Cut To 'BB+' On Political and 

Institutional Uncertainty; Outlook Negative” S&P Global Ratings” 

The rating downgrade clearly wounded South 

Africa, but we don’t see this (necessarily) as a 

mortal wound.  

South Africa is more than capable of regaining 

its investment grade status in time (with the 

right leadership and a concerted, collective 

effort) and we can frankly function (albeit with 

difficulty) in this less than ideal state (with a 

rating below investment grade).  

 

We will (as we have for some time now) 

continue to avoid government and parastatal 

debt and remain wary of the listed property 

sector (given the risk of higher yields and 

rates). As we have said many times, the 

marginal yield enhancement frankly doesn’t 

compensate for the extra risk! 

We also expect to add (we have over the past 

few weeks) to local listed shares that offer good 

value with upside participation in a weaker 

Rand scenario and increase offshore asset 

holdings. 

  

 

http://kornerperspective.co.za/
mailto:admin@kornerperspective.co.za
https://twitter.com/KornerPerspect
https://www.linkedin.com/company-beta/16197361/


 
Tel: +27 11 706 3977/4 www.korper.co.za 

KORNER PERSPECTIVE (PTY) LTD 
Authorised Financial Service Provider (FSP No 42387)  

 

 

All is not lost though 

While painful, we don’t see the downgrades as the end 

of the world (at least on a 2 to 3-year view), given: 

1. The relatively low aggregate national debt (debt to 

GDP is less than 50%) and our relatively small 

budget deficit (assuming this remains the case).  

2. How the vast majority of our debt is Rand 

denominated. 

3. How South Africa has lengthened the duration 

(maturity) of its bonds, with only 20% of bonds 

maturing before the end of 2020. It therefore takes 

time for aggregate debt costs to rise materially. 

 
4. That local money managers (most notably the PIC) 

are natural buyers of SA debt. 

5. How (after a downgrade to junk) yields rise on the 

short term, but often ease back after a period, and

 
6. That we may very well see a new leadership 

approach within few years, at which point we can 

seriously start work on regaining our investment 

grade rating. 

 

 

The situation is extremely fluid right now, with constantly shifting politics. 

Investors must remain alert and rational!
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So what? 

We (as a nation) clearly scored an own goal.  

Somewhat ironically though, we believe that the 

rating downgrade may actually prove to be a 

defining moment in our history, as the rating 

review and the events that led up to this point 

will force us to be a lot more definitive on key 

issues such as economic policy and how to close 

the trust deficit between government and the 

private sector (local and foreign). 

The question on whether the rating downgrade 

will prove a kiss of death for South Africa will be 

answered with the following: 

• How society (the ANC specifically) 

respond over the coming months, and 

more specifically the how we hold 

leadership accountable.  

• The degree to which we (collectively) take 

this as an opportunity to focus on what is 

important for South Africa and its people. 

• The extent to which the public sector 

(including varies parties and civil society) 

and the private sector bridge the gap and 

concede the urgent need to collaborate 

more to get the country back on the right 

path. 

• Whether the new finance minister and 

treasury leadership will usher in a new 

fiscal path (spending priorities), for 

example resulting in ballooning budget 

deficits, and 

• If we descend into a rating downgrade 

spiral, seeing the initial junk rating as the 

beginning of the end, rather than 

motivation to galvanise all sectors to 

regain our investment grade rating. 
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We must focus on deliberate action 

While we are highly critical of the decision of the 
President to remove the finance minister, we feel 
that we all need to make a conscious decision to 
make a positive contribution. This includes: 

1. Not giving into despair, seeing all is lost.  

2. Holding the leadership accountable for what has 
transpired, but not relying only on politicians to 
‘solve our problems’. 

3. Committing (personally, as companies, 
congregations etc.) to do what is right for the 
country (for all South Africans) and not just 
ourselves, and resolving to make a positive 
contribution where ever we can, and 

4. Actively working to bridge the trust deficit 
between the public sector, civil society, and the 
private sector.  

Conclusion 

“It always seems 

impossible until it is done” 

Nelson Mandela 

 

 

 

While still we hold out hope for a middle to high road 

long term scenario for South Africa, we are forced to 

look for assets that will perform in a weak Rand 

scenario (e.g. Aspen, Steinhoff, Sasol, Reinet).  

We are also looking closely at a number of other 

locally listed shares that we feel have been oversold 

with reasonable recovery prospects, and are 

constantly increasing clients offshore exposure, 

especially where local stocks offer dull prospects. 

We are very pleased that we essentially have no SA 

bond exposure and have almost no listed property 

exposure. These decisions were very deliberate, 

given the asymetrical risks and very nominal yield 

pick up over the past few years.  

We are comfortable that our portfolios are generally 

well positioned and see no need to panic. 

We encourage those who have not used foreign 

investment allowances to do so with some urgency. 

The mixed messages on future monetary and 
fiscal policy (between the radical economic 
transformation and business as usual) are 
causing great uncertainty. 

 

          Source: EWN 

 

Min. Gigaba has big shoes to fill. It is vital that 
he (like his predecessors) moves quickly and 
decisively to gain respect and trust from 
markets. 

We feel the Rand and bond market are holding 
up better than they should in these conditions.  

We believe that the local bond market and Rand 
are factoring in some degree of political solution 
(e.g. that the president will yield to pressure to 
arrest the damage) and we are also benefiting 
from an incoming tide (firmer commodity prices 
and apparently synchronized growth). A 
reversal of these conditions would make the 
Rand very vulnerable to a significant sell off.  

We feel it prudent to actively position client 
portfolios against a weaker Rand. 
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