
          
 
 

 
  

 

 
 

  
Dear client 
  
The inevitable has now finally happened. In its latest sovereign credit rating review, Moody’s rating 
agency has downgraded South Africa to junk bond status – on the first day of a national lockdown in 
response to the escalating global COVID-19 pandemic. While our Finance Minister believes the 
downgrade couldn’t have come at a worse time, in our view, it may not be all doom and gloom. 
Some of the bad news may already have been priced in by financial markets, and the timing may 
not be as unfortunate as it appears at first glance. 
  
Please read our views on the potential impact of the downgrade here. In a nutshell: 

• South Africa’s deteriorating fiscal position and below-par economic growth trajectory led to 
rating agencies Fitch and S&P relegating us to junk status in 2017. Moody’s followed suit on 
Friday (27 March). 
  

• South Africa will now be excluded from all important global bond indices. This means that 
foreign investors who aren’t allowed to invest in sub-investment grade bonds will be forced 
to sell their South African bonds. Between US$5 billion and US$11 billion could be sold off. 
  

• This will add further pressure to an already dire local fiscal situation. Whatever scope there 
was to support monetary stimulus, has now been further reduced.  
  

• We’ve argued in the past that this downgrade was inevitable, and if financial assets do 
discount very likely future events, one could argue that at least some of the news of this 
downgrade – as well as the impact of COVID-19 – should already be priced into these 
assets. 
  

• It should be noted that despite the fact that we’ll fall out of global bond indices, South 
African credit may well hit the radar screens of investors seeking attractive yields in a low-
yield investment universe. 
  

• The timing of the downgrade might not be quite as bad as it looks. COVID-19 has 
highlighted the fragile fiscal positions of many countries, so if South Africa now needs to 
approach the International Monetary Fund for funding, it’s not likely to draw the same 
attention that it would in ‘normal’ circumstances. 
  

• As was the case during the global financial crisis in 2008 and 2009, our research would 
suggest that prices are now materially below their true values. Despite the downgrade and 
the immense uncertainty created by COVID-19, the prospective returns across a wide range 
of assets look more attractive now than at any time over the past five years. 

 
Kind regards 

 

https://info.sanlam.co.za/servlet/link/23395/379135/53979870/4977725
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