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Common sense prevails at Moody’s 
By Dr Roelof Botha, Adjunct Faculty, GIBS  3 April 2018 
 
 

The last week of March provided the South African economy with reason to cheer, as influential 

ratings agency Moody's decided to maintain the status of the country's sovereign debt at above 

investment grade. 

 

And for good measure, Moody’s also chipped in with an unexpected bonus in the form of an 

improvement to the ratings outlook, namely from negative to stable.  

 

Although the retention of investment grade status was firmly on the cards the very day that Mr 

Cyril Ramaphosa assumed the South African presidency, the return to a stable outlook caught 

most analysts by surprise, as some of them had even predicted a downgrade to junk status.  

 

The significance of this move is three-pronged. Firstly, Moody’s has now widened the gap 

between its own views on South Africa’s debt and those of the other two authoritative ratings 

agencies, namely Standard & Poor’s (S&P) and Fitch.  

 

The latter two ratings agencies have egg on their faces as a result of the dramatic decline in the 

long-term bond yield since December, which means that South African bonds have increased in 

value – contrary to what their earlier ratings downgrades suggested would happen. 
 

 
 

Secondly, the effective ratings upgrade provides the South African government with some 

breathing space to address some of the key reasons for the earlier threat of a downgrade to junk 

status by Moody’s. Ever since S&P and Fitch jumped the gun by downgrading South Africa’s 

government bonds in the aftermath of Mr Pravin Gordhan’s axing as finance minister in mid-

2017, the stigma of a universal label as “junk” had posed a threat to the ability of National 

Treasury to raise debt at affordable interest costs.    
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Thirdly, South Africa also retains its inclusion in the Citigroup World Government Bond Index, 

an influential investment instrument that virtually guarantees the countries in the Index of a 

handy inflow of so-called tracker funds from relatively small fund managers around the globe. 

 

It turns out that the analysts at Moody’s had stolen a march on their competitors by virtue of the 

timing of their ratings updates and substantially more objective and forward-looking research 

into the strengths and weaknesses of the South African economy. 

 

Towards the end of last year, Moody’s probably realised that two major events lay ahead whose 

influence on the economy would assume historic proportions, namely the ANC elective 

conference in December 2017 and the first national budget under a new ANC president (in 

February 2018).  

 

Although there was never a guarantee that Mr Ramaphosa would be the victor and also assume 

the country’s presidency early in 2018, the patience and foresight of Moody’s has now been 

rewarded. The outlook for South Africa’s public finances and the economy at large has improved 

to such an extent that many of the right boxes required for investment grade status are now 

being ticked. 

 

These include the following: 

 A budget in February that provided a clear and pragmatic plan of action to halt the rising 

trend of the public debt/GDP ratio and to curb the growth of government expenditure 

 The appointment of a new Board of Directors at Eskom and early signs that a turnaround 

strategy for this ailing state-owned enterprise (SoE) would be forthcoming 

 A recovery of business and consumer confidence, as witnessed by a bottoming-out of a 

variety of authoritative indices and surveys, including that of the SA Chamber of 

Commerce & Industry (SACCI) 

 A dramatic recovery of the rand exchange rate since the end of last year. At the end of 

March 2018, the rand was 43% stronger than during its low in early 2016. 

 Higher economic growth during 2017, with the 4th quarter of last year recording a 1.5% 

real increase in total output, compared to the same quarter of 2017 

 Optimistic forecasts for GDP growth in 2018, with several economists predicting growth 

rates of more than 2% 

 An unequivocal commitment to restoring sound corporate governance principles at SoEs 

by the country’s new political leadership 

 

Reading between the lines of the Moody’s statement that was released on 23 March, it is clear 

that a subtle challenge to the South African government was included, namely to strengthen 

public sector institutions via improved management, financial viability and overall functionality. 

 

Moody's seems optimistic that progress will be made with this quest, which will eventually 

support higher economic growth and a concomitant increase in fiscal revenues.   


