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South African sovereign credit ratings 

Moody’s leaves rating at Baa3, as expected 

 As expected, on 23 March Moody’s announced that it would leave the country’s 

sovereign credit rating unchanged at Baa3, after putting the country on review 

for a downgrade on 24 November. We originally expected Moody’s to 

downgrade, but changed our call after the 2018 Budget.  

 Moody’s identified three main drivers for leaving the rating unchanged: a halt to 

the deterioration of South Africa’s institutional strengths; improving growth 

prospects; and a credible fiscal plan, as represented by the 2018 Budget.  

 Perhaps surprisingly, Moody’s changed the outlook on the rating from Negative 

to Stable. Moody’s said in its statement that this reflected an even balance of 

upside and downside risks, with the “new administration facing equally 

significant opportunities and challenges.”  

 S&P will make its next pronouncement on 25 May, and Fitch around that time 

too. We think both agencies will leave their ratings unchanged, with a small 

chance that the recent political and growth progress might encourage them to 

change their outlooks to Positive from Stable.  

 

 

 

FIGURE 1 

Moody’s left its FX and local currency credit ratings in investment grade territory 

 
Source: Moody’s, Fitch, Standard & Poor’s, Absa Research 
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On Friday, 23 March, long after close of South African business hours, Moody’s announced 

that it would leave South Africa’s long-term foreign- and local-currency sovereign credit 

ratings unchanged at Baa3, after putting the country on review for a downgrade on 24 

November. This was widely expected. Of the 18 economists surveyed by Reuters, only two 

forecast a downgrade. We initially argued in late January that a downgrade was more likely 

than not. However, we changed our mind after President Ramaphosa managed to persuade 

his predecessor to step down early on 14 February and after the 2018 Budget on 21 

February took the bold step (which we did not expect) of hiking the VAT by 1 percentage 

point in an effort to bring the fiscal deficit under control. 

Moody’s identified three main drivers for leaving its rating unchanged:  

 A halt and partial early reversal of the deterioration in South Africa’s institutional 

strengths. Moody’s said that the recent political changes have been very positive and 

that the speed with which President Ramaphosa has moved to replace the leadership in 

key institutions including the Ministries of Finance, Mineral Resources and Public 

Enterprises, and more recently the South African Revenue Service, illustrates resolve to 

root out state capture and “to set the state, society and the economy on a new and 

positive path. At the same time, the ambitious reform agenda set out in the SONA 

illustrates an acknowledgement of, and the intent to address, the range and depth of 

South Africa's economic, fiscal and social problems.” 

 A pickup in growth prospects. Moody’s noted that for two years now, growth has 

modestly outperformed initial forecasts, and said that “the change in political leadership 

comes in parallel with growing signs of cyclical, and perhaps structural, improvements 

in economic growth.” It also noted that the improvement in confidence, illustrated by 

both survey data and the strengthening rand, could further lift growth momentum. 

However, Moody’s did not provide a specific update of its GDP growth forecasts, which 

it pegged at 0.5% for 2017 and 1.2% for 2018 in November 2017, when it put South 

Africa on review for a downgrade. As the recent much-higher-than-expected Q4 17 

GDP release showed, total real GDP growth in 2017 was 1.3%. Meanwhile, the latest 

Reuters consensus survey published on 20 March shows a median GDP growth forecast 

of 1.6% for 2018. Our forecast is for 2018 1.4%, but we see strong upside risks should 

current reform momentum be maintained.  

 A credible fiscal plan represented by the 2018 Budget. Moody’s judgment on South 

Africa’s fiscus is surprisingly rosy, in our view. Moody’s said “the 2018 budget outlines a 

clear strategy for addressing rising fiscal pressures, with a front loaded, revenue-driven, 

fiscal adjustment, supported by material cuts in expenditures in this and subsequent 

years needed to finance, inter alia, rising expenditure on education.” In contrast, we still 

find the pace of planned deficit reduction to be too slow and unlikely to deliver a 

stabilization of the debt-to-GDP ratio, given likely upside spending shocks, not least the 

current public sector wage negotiations. Like us, however, Moody’s sees a positive 

reform signal in the politically unpopular VAT hike, which goes beyond the ZAR22bn or 

so in revenues it is projected to generate.  

Perhaps surprisingly, Moody’s changed the outlook on the rating from Negative to Stable. 

Moody’s said in its statement that this reflected an even balance of upside and downside 

risks, with the “new administration facing equally significant opportunities and challenges.” 

Moody’s saw the prospect of a “virtuous circle of economic recovery, fiscal consolidation 

and rising social cohesion,” but cautioned that the “political, policy and practical challenges 

of meeting diverse economic, social and fiscal objectives cannot be underestimated.” In 

particular it cited two issues to watch which have the potential to create significant tensions 

and conflict within the administration and broader society, namely the Mining Charter and 

the official adoption of expropriation without compensation (EWC) as a tool to advance 
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land reform. We agree that these two issues will likely prove bellwethers of the 

government’s ability to manage an increasingly pluralistic, polarized, and fractious country, 

where nearly all policy choices will necessitate some difficult tradeoffs. 

Now, investors and the markets will shift their focus forward to the next announcements 

due from S&P and Fitch, although these announcements are not as significant as Moody’s 

was since whatever these two agencies decide it will not matter greatly for South Africa’s 

inclusion in various bond indices. S&P is scheduled to announce on 25 May and then again 

roughly half a year later on 23 November. Fitch does not disclose the dates of its 

announcements but generally sticks to roughly the same biannual schedule as S&P. S&P, 

which currently rates South Africa’s long-term foreign-currency debt at BB and its local 

currency debt at BB+, both with a Stable Outlook (after downgrading straight away last 

November when Moody’s merely put South Africa on review for a downgrade) is, in our 

view, likely to leave the rating and outlook unchanged. However, if Ramaphosa is able to 

dampen the furor around expropriation of land without compensation and upcoming high-

frequency indicators continue to show stronger growth prospects, it could move the 

outlook to Positive. Similarly, we think Fitch will leave its BB+ (Stable Outlook) foreign- and 

local-currency credit ratings unchanged, with a small chance of lifting the outlook to 

Positive if the next three months deliver further gains in South Africa. Moody’s is next due to 

opine on South Africa on 12 October.  

 

We expect Fitch and S&P to 

leave their current ratings 

unchanged at the next 

announcements, but possibly 
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from Stable  
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