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Market Overview 

 
The Rand and SA Bonds were in the midst of a strong rally when on 27th of March the news broke that 

Finance Minister Pravin Gordhan had been told to return to SA from an international roadshow. There 

have been repeated attempts to remove Gordhan since his reappointment in December 2015 so the 

market was understandably nervous after this announcement. On the 30th of March President Zuma 

removed minister Gordhan and his deputy Mcebisi Jonas as part of a broader cabinet reshuffle. Malusi 

Gigaba, previously minister of home affairs, was installed as the new finance minister. While Gigaba 

is a polished and experienced politician, the key attribute leading to his appointment is his loyalty to 

President Zuma. The Rand reacted very negatively to these developments and depreciated from 

R12,30 against the USD before the news broke to end the month at R13,40.  

 

We then saw the rating agencies react to the cabinet reshuffle. S&P downgraded South Africa’s 

sovereign credit rating by one notch on the 3rd of April, which means that their foreign currency rating 

for SA is now sub-investment grade (Junk). Moodys released a press statement putting SA on ratings 

review for a potential downgrade. Fitch downgraded SA to sub investment grade on the 7th of April.  

SA’s fiscal position (debt burden) has been deteriorating for some time, but the rating agencies had 

chosen to give SA the benefit of the doubt. The moves by Zuma to reshuffle cabinet and fire Minister 

Gordhan have finally exhausted their patience.   

 

The following table is a summary of South Africa ratings:  

  

 
 

 

 

We believe that the cabinet reshuffle signals a fundamental shift in the economic and fiscal outlook 

for SA and significantly increases the required risk premium. The Rand and bonds have weakened over 

the last week, but there has not been the panic selling that was seen when Minister Nene was fired. 

Since the cabinet reshuffle and downgrade, foreign inflows to SA have continued as the environment 

for EM has been supportive.  

 

S&P Moodys Fitch

BBB+ Baa1 BBB+

Investment Grade BBB Baa2 (Local and Foreign) BBB

BBB- (Local Currency) Baa3 BBB-

Sub Investment Grade BB+ (Foreign Currency) Ba1 BB+ (Local and Foreign)

BB Ba2 BB

Outlook Negative Negative Stable

Source: S&P, Moodys, Fitch

South Africa Credit Rating Overview (7 April 2017)
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The move by ratings agencies has highlighted SA’s precarious fiscal position and the severe negative 

impact of political developments. The S&P ratings report released alongside the downgrade 

announcement highlighted the large increase in contingent liabilities and debt accumulation by SOE’s. 

These are risks that have been building for some time and the downgrades may serve to create greater 

awareness of SA’s fragile debt position. The move by rating agencies also increases the risk of large 

foreign outflows. If we are unable to maintain a local currency Investment grade rating from either 

S&P or Moodys, SA will be excluded from Citibank’s Global Bond Index (WGBI). Based on SA’s 

weighting in the Index and the size of funds tracking WGBI, SA could experience outflows of R100-

R120bn if there are further downgrades. 

 

While there is widespread dissatisfaction with President Zuma, we do not believe that there is an easy 

path to removing him in the near term. It is looking increasingly likely that Zuma will stay on, with the 

risk that his position becomes further entrenched as we move towards the ANC’s elective conference 

in December 2017. Therefore the payoff profile is currently asymmetrical (skewed to the downside), 

and we will not be buying SA risk premium (or related assets) until yields are much higher, Zuma is 

ousted or we have a more constructive view on how policy is likely to evolve.   

 

For March the All Bond Index underperformed cash with a return of 0.40%. ILB’s delivered -2% as 

yields were marked higher after a failed bond auction on the last day of the month. The All Share Index 

returned 2,7% and remains shielded from local politics due to its high weighting in rand hedge stocks. 

Listed property finished the month flat after being up 4% at one stage. 

 

 

Fund Update 

 

The Fund returned 1.9% for the month. 

 

The level of gross and effective equity exposure has remained at low levels as the current environment 

still calls for a more conservative level of exposure. The net equity exposure on the fund was flat at 

24%. Duration remains low at 0.1 years which shielded the fund against the bond sell off. Political 

shifts have increased our required risk premium. Inflation linked bonds yields have moved up in recent 

months as demand has dried up. However, with real yields just over 2% in the 10 year area they are 

still expensive relative to fair value and we continue to avoid exposure to the asset class.  We increased 

our exposure to convertible bonds by participating in the new Royal Bafokeng Platinum issue. We have 

not participated in a new convertible bond issue for some time due to valuation concerns, but the RBP 

presented an attractive opportunity.  Our offshore bond position was switched into money market as 

spreads have narrowed. Value in the offshore bond space has diminished with credit spreads at post 

crisis lows. 

 

We continue to vary our allocation to the various asset classes based on asset class valuations and 

downside risk. 

 


