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South Africa sovereign credit ratings 

Moody’s downgrade still likely 
 After putting South Africa on review for a downgrade on 24 November, Moody’s 

will likely issue announce its decision sometime shortly after the 2018 Budget is 

unveiled on 21 February. Moody’s decision is critical since it could potentially 

remove the last of South Africa’s investment grade local currency ratings and see 

the country removed from the World Government Bond Index. 

 The faster-than-expected pace of political progress on some fronts since the 

ANC’s elective conference in December has encouraged hopes that perhaps 

Moody’s will not downgrade South Africa. We think this may be overly optimistic, 

given the severity of the economic challenges facing the country and the risk that 

effective policy-making is complicated by the factional divide within the ANC.  

 There are two big unknowns for Moody’s decision: whether President Zuma still 

resides in the union buildings by the time Moody’s decides (which could signal 

Ramaphosa’s political weakness) and the shape of the critical 2018 budget. An 

exceptionally strong budget is needed to allay downgrade risks. A VAT hike or a 

public sector pay freeze, for example, would show strong priority being given to fiscal 

consolidation, but both measures seem fairly unlikely in a pre-election year.  

 Investors should remember that Moody’s only very infrequently puts a country 

on review for a downgrade and fails to follow through. Of the 117 times it has 

put any sovereign on review for a downgrade, it has confirmed the existing 

ratings only 18 times.   

FIGURE 1 

Ratings timeline: two out of three long term local currency ratings now sub-IG 

 
Source: Standard & Poors, Moody’s, Fitch, Absa Research 
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On 24 November, after the National Treasury published a disappointing Medium Term Budget 

Policy Statement (MTBPS), Moody’s Investors Service (Moody’s) put South Africa’s Baa3 

Negative Outlook long-term sovereign credit ratings on review for a downgrade. Moody’s said 

that it implemented the review in “response to a series of developments that suggest the 

country's economic and fiscal challenges are more pronounced than we had previously 

assumed.” Review periods typically last about three months, and the 24 November statement 

warned that the review probably would not be concluded until after the 21 February 2018 

Budget. We expect Moody’s to make an announcement sometime around end-February or 

conceivably even early March. Moody’s has not published a precise date. The event is of major 

importance, since a Moody’s downgrade would remove the last of South Africa’s investment 

grade local currency ratings. This would lead to the country’s ejection from the World 

Government Bond Index, thereby motivating the sale of up to $8bn worth of government 

bonds currently held by passive index matching bond funds. Consequently there is a high 

degree of interest from investors and policy makers in Moody’s decision.  

When considering whether or not Moody’s is likely to follow through with a downgrade, it is 

worth examining carefully exactly what the rating agency said at the time it put South Africa 

on review. Its 24 November statement said “We would downgrade the rating if our ratings 

review were to conclude that South Africa’s economic, institutional and fiscal strength will 

continue to weaken – specifically, if we were to conclude that the government's measures to 

address funding gaps over the next two years lacked credibility or that the lack of progress 

with structural reforms effort would result in an environment not conducive to investment 

and growth. A lack of structural reforms would also send a negative signal regarding the 

strength of South Africa’s institutions, in particular about government effectiveness in 

enacting sound policies. Relatedly, any developments that cast further doubt over the 

independence and credibility of core institutions, including the National Treasury and the 

Reserve Bank, would be strongly credit negative”. 

The decision to downgrade seemed like a foregone conclusion last year after the MTBPS 

failed to produce a concrete plan to tackle South Africa’s faltering fiscal and growth 

dynamics, in marked contrast to the approach adopted under previous MTBPSs. S&P 

downgraded South Africa’s BB+ foreign currency and BBB- local currency ratings 

immediately, although Fitch, having previously downgraded in April 2017, stayed put. 

Subsequently, Finance Minister Gigaba announced that the government would implement 

additional corrective expenditure and revenue measures in the 2018 Budget, without 

detailing exactly what these would look like. Then the electricity regulator gave a much 

lower than expected tariff adjustment for Eskom, raising liquidity risks with large potential 

knock on consequences for the fiscus (see South Africa: Electricity price adjustment and CPI, 

18 December for more details). Additionally, although the narrow election of Deputy 

President Ramaphosa as the new leader of the African National Congress at the elective 

conference was positive, the rest of the elections manifested the ANC’s sharp factional 

divide, with an even split among the Top Six and the key National Executive Committee 

(NEC). Just after the conference Moody’s issued a statement, the title of which encapsulated 

its cautiously even-handed view: New ANC leadership gives prospect of a credit positive 

policy shift; narrow victory complicates consensus on reforms. In particular, Moody’s said 

that “substantial political obstacles to a marked policy shift remain” and that “the relatively 

strong representation of the opposition faction in the ANC leadership will likely complicate 

policy negotiations and could delay agreement on key reforms”. 

Moody’s is expected to make its 

highly anticipated decision on 

South Africa’s credit ratings 

sometime around end February 

Moody’s statement on 24 

November flagged the 

importance of the credible 

fiscal consolidation measures 

and structural reform progress 

Moody’s was cautious on the 

creditworthiness impact of 

the outcome of the ANC’s 

electoral conference 
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Since then, however, there has been – on the state capture and Eskom fronts in particular – a 

faster pace of positive political developments than might have been expected right after the 

National Conference. In particular, Ramaphosa and the ANC have moved swiftly to unlock the 

investigation of state capture and to stabilize Eskom by appointing a brand new board and 

executive leadership. However, despite this good progress, and the market’s positive reaction 

to this apparent manifestation of the relative ascendency of the “good governance” faction 

within the ANC, it is important to remember that South Africa’s underlying fiscal imbalances, 

weak growth dynamics, structural constraints and socio-political pressures persist.. We firmly 

support the idea that South Africa’s new political leadership and action against corruption 

should, by virtue of their impact on business confidence, start to unlock investment, higher 

growth and better fiscal performance, but these stronger outcomes will take time to 

materialize.  

It is also important to remember that South Africa is in a pre-election year, and that politics 

have probably moved somewhat in a populist direction due to the success of the Economic 

Freedom Fighters in setting the policy agenda. Although Moody’s statement in December did 

not comment much on the National Conference policy resolutions of the ANC, it is important 

to remember that the ANC adopted some seemingly populist stances, such as: 

 constitutional change to allow the expropriation of property (not just land) without 

compensation, albeit subject to a sustainability test;  

 nationalization of the South African Reserve Bank, which could open a thicket of 

challenges for policy setting at one of South Africa’s key institutional bulwarks; and  

 free university education for all students from families whose combined income falls 

below ZAR350,000 per annum, which could cost up to ZAR50bn, although the 

government has said it will phase it in only gradually and the cost in the upcoming fiscal 

year will be just ZAR14bn, about 0.3% of GDP, without giving further details.  

Although the ANC may choose to deprioritize some of these policies (particularly 

nationalization of the SARB), they are nonetheless all probably credit negative, at least on 

the surface, even if the ANC has committed to implementing land expropriation lawfully in a 

sustainable manner and funding free university education within the existing expenditure 

envelopes. And the ANC remains committed, in theory at least, to other costly policies, such 

as National Health Insurance, without having outlined any concrete plans to fund them.  

For Moody’s, by its own admission, much depends on the 2018 Budget due out on 21 

February. The fact that it is a pre-election year (with general elections due in Q2 19) means 

that tough adjustment measures – such as a hike in the VAT rate or a freeze on public sector 

salaries – are unlikely. Public sector unions appear to still be pushing for an unaffordable 

double digit wage increase in the current talks to replace the three-year pay deal that 

expires at the end of March, and the public sector payroll is a major obstacle to achieving 

fiscal sustainability, but it is politically challenging for the ANC to tackle aggressively. As we 

argued in our last macroeconomic forecast, we think it will be very hard for the ANC to 

produce a 2018 Budget that both satisfies markets and rating agencies while at the same 

time delivering politically sufficient succour to its key electoral constituencies.  

Some surprisingly swift 

political progress since the 

ANC conference has raised 

hopes that Moody’s might not 

follow through on a 

downgrade, but we think these 

hopes may be overdone 

South Africa is in a pre-election 

year and politics have clearly 

been tugged in a somewhat 

more populist direction, and 

Moody’s will probably realize this 

The best fiscal and structural 

policies from an economic 

perspective will likely continue 

to be at least partially blocked 

or watered down  
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Nor does a dramatically changed approach to public ownership of state owned companies 

(SOCs) such as Eskom Holdings SOC Limited (Eskom) and Transnet SOC Limited (Transnet) 

appear to be up for discussion. In the text of its report, Moody’s highlighted its concerns 

surrounding the funding situation for SOCs, which it noted has become increasingly difficult, 

as financial institutions have been hesitant to lend or roll over debt because of concerns about 

corporate governance. Moody’s, along with the other two credit rating agencies, is particularly 

concerned about Eskom, due to its governance issues, weak financial situation, and 

government guarantees on its borrowing, which amount to some 7% of GDP. Despite the fact 

that the appointment of a new broom at Eskom, announced by Deputy President Ramaphosa 

on 20 January, is clearly positive, there is no sign of a markedly changed approach to SOCs in 

general, and the scale of the challenges at Eskom is worth highlighting. By virtue of its size, 

and the government guarantees on its borrowing, a creditworthiness concern about Eskom is 

intrinsically a creditworthiness concern about the sovereign. 

In this regard, it is significant, in our view, that Moody’s downgraded Eskom’s long-term to 

Ba3 to B1 last Friday, without even waiting to see the interim financials. Moody’s cited the 

“deterioration in Eskom's financial and liquidity position with no prospect of a near term 

equity injection by the government to shore up its weak financial profile”. However, 

Moody’s acknowledged the recent changes, saying that “the pressure on credit quality is 

mitigated by the strong likelihood that the steps announced on 20 January 2018 by Deputy 

President Ramaphosa, including replacing the Eskom Board, together with the support of 

the National Treasury, will allow the company to secure sufficient funding to address a 

looming liquidity crisis,” but that it was keeping the ratings on review for a further 

downgrade, pending “evidence of the company's ability to meet its financing needs and 

stabilise its financial position”. We think Moody’s attitude towards Eskom will play into its 

views on the sovereign. 

Additionally, the severe drought in the Western Cape (along with some early indications of 

incipient drought in the key maize producing areas) is a major growth and credit negative. A 

lack of rainfall in the catchment areas serving Cape Town, combined with strong population 

growth over the past two decades and a lack of infrastructure development, could see Cape 

Town become the first major city in the world to run out of water for a sustained period of 

time. Presently, the water authorities in the municipal and national government forecast 

that “Day Zero”, when average dam levels hit 13.5% and water supply to 75% of the city’s 

distribution network is turned off, potentially for as long as three months, to be 16 April. 

The scale of the likely economic and social consequences of the Day Zero scenario is hard 

to measure, although the direction is clearly negative. Moody’s yesterday issued a 

statement focusing on the City of Cape Town and the negative credit impact of the drought 

on the city’s creditworthiness. However, a sustained water shutdown in Cape Town and its 

surrounding agricultural areas would inevitably have an adverse impact on national 

macroeconomic performance, particularly if it leads to social unrest. Furthermore, damage 

to the agricultural sector, food processing, tourism and other industries can persist well 

beyond the duration of the drought, although in the longer run if the city can be made 

water resilient, this could strengthen its economic prospects and creditworthiness. 

However, the rating agencies are looking mainly at the likely picture over the next few years. 

Additionally, there are some early indications of incipient drought in key maize producing 

areas. The Crop Estimates Committee, for example, today reported that the areas planted 

with the key maize crop this year were down 12% on last year.  

We also note that its fairly rare for Moody’s not to downgrade after placing a country on 

review for a downgrade, although Moody’s has in fact done this twice for South Africa, 

confirming the existing ratings once in October 1998 and once in May 2016 after initiating a 

review for a downgrade. However, for the full universe of rated sovereigns since ratings 

began this pattern looks markedly less frequent. In its entire history Moody’s has 

implemented sovereign downgrades 245 times without putting the country on review first. 

Moody’s highlighted its 

concerns surrounding the 

funding situation of South 

Africa's state-owned 

enterprises, with Eskom a 

particular cause for concern 

given its financial situation and 

the scale of its guaranteed 

borrowings 

Moody’s appears to take a 

very cautious view on Eskom, 

implementing a downgrade 

last Friday even after the 
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before the interim results 

Renewed drought is a growing 

economic and 
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Of the 117 times it has first put a country on review for a downgrade, it has only affirmed 

the existing rating 18 times, the rest of the time following through with downgrades or 

negative changes in the outlook.    

FIGURE 2 

SA has twice been on review for a downgrade, when Moody’s didn’t follow through  

Date Rating Rating Action 

03-Oct-94 Baa3 New 

17-Jul-98 Baa3 On Watch - Possible Downgrade 

02-Oct-98 Baa3 CONFIRMED 

12-Oct-01 Baa3 On Watch - Possible Upgrade 

29-Nov-01 Baa2 Upgrade 

14-Oct-04 Baa2 On Watch - Possible Upgrade 

11-Jan-05 Baa1 Upgrade 

16-Jul-09 A3 Upgrade 

27-Sep-12 Baa1 Downgrade 

17-Jul-13 Baa1 RATING AFFIRMATION 

06-Nov-14 Baa2 Downgrade 

15-Dec-15 Baa2 RATING AFFIRMATION 

08-Mar-16 Baa2 On Watch - Possible Downgrade 

06-May-16 Baa2 CONFIRMED 

03-Apr-17 Baa2 On Watch - Possible Downgrade 

09-Jun-17 Baa3 Downgrade 

24-Nov-17 Baa3 On Watch - Possible Downgrade 

Source: Moody’s, Absa Research 

We think the arguments above lay out a solid case for why Moody’s is much more likely to 

downgrade than not. However, we cannot fully discount the personal factor here, in that 

Moody’s may be hesitant to downgrade, just as hopes are starting to mount that 

Ramaphosa will be able to pull the country out of the problems of the Zuma years. A 

downgrade at this stage would likely be an embarrassment for Ramaphosa, who is likely to 

want buy-in to the South African “new dawn” recovery story to shore up his political 

authority. Ultimately, however, the rating agencies tend not to want to engage in such finely 

nuanced political considerations. They are supposed to make their rating assessment 

regardless of how a rating judgement will affect a country, and we think the economics are 

still pointing toward a downgrade. We think there is a greater chance that Moody’s will 

downgrade than it will stay on hold. If it stays on hold, it will likely retain the Negative 

Outlook until there is convincing evidence that the fiscal imbalances have been eliminated 

and growth is on a rising trajectory. The next form release dates for Moody’s sovereign 

rating reviews are pencilled in for 23 March and 12 October.  

The fiscal imbalances and 

policy challenges may be just 

too big to prevent Moody’s 

following through with a 

downgrade 
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