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 Thought provoking material 

 Unpacking governance

 Status of SA economy 

 Profile of Rating Agencies 

 Critical governance questions 

 Critical factors influencing  sovereign rating

 Controversies surrounding rating agencies

 Rating analyses   





 Horizontal and vertical relationship between and among 
different institutions (individuals, government, banks)

 Governance relies on credible and ethical leadership ( 
private and public sector).

 Governance relies on credible information for decision 
making. 

 Fundamentally good governance is about adherence to 
rules of engagement.

 It also about trust – custodians are expected to apply 
rules without fail. 

 Then what is the global and national economic problem 
from governance perspective and what does it mean from 
the rating agency? 



 A key problem in any consideration of corporate governance 
is „agency problem‟: 

 This is applicable in both private and public sector. 

 The risk that managers making decisions in their own 
interests rather than in the interests of the company‟s 
shareholders.

◦ Corruption

◦ Fraud 

◦ Nepotisms;

 What are the implications of agency problem?
◦ Investor confidence;

◦ Skewed development;

◦ Exorbitant  borrowing ;

◦ Political instability;   



 Government spending exceed revenue. In 
2009 South Africa‟s debt-to-GDP ratio 44%

 Bloated civil service sector and social grants 
remains liability which must be checked 

 Unemployment rate hovers between 27-29%



 Strong institutions and robust legal framework

 Well developed and deep capital markets

 Share of GDP spending on infrastructure exceeds 
that of most other economies

 Good environment for business compared to 
many of our peers

 Renewed vigor from government, business and 
civil society for economic reforms



 Volatile and uncertain global environment 
limits external stimulus

 Domestic business confidence and investor 
sentiment is low

 Lower commodity prices undermine 
performance of the primary sector

 Room for fiscal and monetary stimulus has 
narrowed



 Youth unemployment 
persistently high:

 Youth unemployment rate 
deteriorated to 54.5 
percentin1Q2016,

 long-term rise  following 
rapidincreasefrom45.6percentin
2008duetotheeconomiccrisis

 Ratio of youth to adult 
unemployment rate is 
above3,indicatinge extreme 
youth unemployment

 High  long-term unemployment  
symptomatic of structural labour
market challenges

 Unemployment dominated by 
low levels of education:

◦ Incomplete secondary education 
46% of the unemployed



 Investment growth lower due to 
weaker confidence, rand and 
commodity prices 

 Household spending reduced by 
higher inflation, lower job 
creation 

 Drought, weak commodity 
prices, slower than expected 
expansion in global growth 

 Electricity remains a constraint 
on growth through till 2018 

 Headline inflation above target 
band until 2018, eroding 
spending power – esp. of the 
poor 

 Due to weaker rand, electricity 
price increases, and drought-
related food inflation of close to 
10 per cent

 Actual Q3/16 Q4/16 Q1/17 Q2/17 2020   

Inflation Rate 6.30 6.2 6.5 6.6 6.5 4.7 percent   

Inflation Rate Mom 0.60 0.8 0.5 0.4 0.3 0.4 percent   

Consumer Price Index CPI 122.10 124 125 127 128 150 Index Points   

Core Consumer Prices 121.70 123 125 126 128 147 Index Points   

Core Inflation Rate 5.60 6.2 5.9 5.9 5.9 3.5 percent   

Producer Prices 125.80 128 131 131 131 162 Index Points   

Producer Prices Change 6.50 8.2 8.4 8.4 8.4 4.3 percent   

Export Prices 143.00 148 152 152 153 154 Index Points   

Import Prices 139.40 141 142 142 142 142 Index Points   

Food Inflation 10.80 11.5 11.3 11.1 11 7.1 percent   

Cpi Transportation 115.70 116 117 119 115 121 Index Points   

 



 SA debt-to-GDP ratio remains concern 

 However ratio remains low by international standards. 

 In 2015 ratio stood 47%, which compares favorably to 

◦ Brazil (65%), 

◦ Malaysia (53%) and 

◦ Thailand (44%

 China  committed R97 billion in SA and additional R1 trillion 
to the continent. 

 Institutions of Democracy remains vibrant, independent and 
functional  



 South Africa‟s GDP growth is forecast to decelerate from 1.3 per cent in 
2015 to 0.9 per cent in 2016.

 Key considerations;
◦ Budget deficit sitting 3.2 percent 
◦ Current account deficit sitting at 4

 Consumer inflation, which averaged 4.6 per cent in 2015, has resumed 
an upward trajectory

 SA remains heavily reliant on resource based industry – Structural shift is 
imperative and urgent 

 Chinese economy gravitating towards consumption and away from 
investment resulting decline in commodity demand

 December 2015, the rand fell 9 per cent against the US dollar, compared 
with the 2.7 per cent decline over the same period by peer currencies

 Local firms requires greater investment, and research and development, 
particularly in fast-growing and emerging sectors



 In a global market, country‟s‟ ability to borrow and pay back 
loans hinges on assessment carried rating agencies such as 
Standard and Poor (S&P), Moody‟s and Fitch

 The big three control approximately 95% of the credit rating 
business throughout world. 

 The downside of overly concentration of powerful entities 
promotes absolute control, and with absolute control abuse is 
inevitable

 South Africa is running budget deficit of 3.2 percent 

 Power of the big three illustrated in 2015 after the President 
replaced the minister of Finance (rand plummeted  to a record 
R15.3857/$ after the news)



 Can a country afford to pay loans to offset budget 
deficit? 

 First, what aspects of corporate governance are relevant 
from a creditor‟s perspective? 

 Second, how should creditors assess the quality of 
governance in these areas, and how should that factor 
into the credit decision?

 What are the mitigating strategies needed to create 
atmosphere of trust, diligence and accountability and 
return on investments for shareholders;  



 First, what aspects of corporate governance are 
relevant from a creditor‟s perspective? 

 Risk mitigation is key.  
◦ Attack on Finance Minister, Gordhan, serious risk.  

 This covers sovereign risk, currency risk, 
reputational risk for the creditor. 

 Ratings agencies own reputation has been badly 
tarnished in recent years for not predicting 
market falls, correctly. Reputational risk is a very 
serious issue.



 How should creditors assess the quality of 
governance in these areas, and how should that 

factor into the credit decision?
◦ assessment is valid only if data collected is credible 

and accurate;

◦ Good governance practices would ensure that the 
right policies are developed to achieve credible, 
trustworthy, useful information for rating agencies 
to make sound assessments.

◦ MTN‟s integrated report highlights all the sovereign 
risks but its fine in Nigeria indicates that it did not 
implement its own risk management policy.



 What are the mitigating strategies needed to create 
atmosphere of trust, diligence and accountability 

and return on investments for shareholders;

◦ Ongoing communication is key - Companies Act requires and  
shareholders and stakeholders  must be duly informed .

◦ Boards develop a Crisis Management Plan which should be regularly 
reviewed and updated.

◦ This creates trust, rather than creating a falsely optimistic picture.

◦ If a company keeps missing its budget, it breaks trust and credibility and 
indicates that it hasn‟t applied its mind



 The agencies are aware of the conflicts that are 
inherent to their business model 

 The conflict of interest between CRAs and bond 
issuers has been identified as the main problem 
because it drives the entire CRA business model. 

 This conflict of interest between rating agencies 
and the bond issuers from whom they receive 
fees undermines the CRAs ability to give an 
unbiased assessment of credit risk.



 Companies such Enron, Arthur Andersen cost 
investors billions of dollars based on their 
opinions.

 The Enron saga is a classic example of inherent 
conflict of interest between ratings agencies 
and corporations.  

 Fitch played a role in the US subprime 
mortgage crisis that led to the 2008 financial 
downturn. 



 Rating Agencies are commercial entities that express 
opinion on creditworthiness of debt issuers for a fee to 
be paid by the issuer. 

 The rating agencies themselves claim that their ratings 
reflect mere opinions. 

 This argument raises the following fundamental 
questions; 
◦ firstly who carries the legal liability in situations where these 

opinions are inaccurate, 

◦ secondly any commercial company is driven by profits motives, 
there are bound to be conflict of interest, the question is how 
are they being  managed?. 



 Russia started its own rating agency after 
condemning its downgrade to junk as 
politically motivated. 

 Perceived bias displayed by the BIG 3 triggered 
a need by BRICS countries to establish 
„‟politically‟‟ sensitive agencies. 



 The very nature of global financial integration is indicative of 
global economy and its factors with varying dependencies, 
such as 

◦ global economic growth,

◦ national growth, 

◦ inflation and  

◦ policy environment

 All these variables have a direct bearing on the South African 
social, economic and political environment. 

 The overall implication is that government must manage
economic and political issues through legislative, executive
and judiciary institutions.



 Ability to honor debts obligations and deal 
with various exogenous shocks

 The Reserve Bank‟s revised 2016 forecast 
down from 0.8% to 0.6%. 

 A recovery is still expected in the next two 
years, the forecasts for both these years 
were revised down by 0.1 percentage points 
to 1.3% in 2017 and 1.7% in 2018.



AGENCY RATING OUTLOOK DATE

Moody's Baa2 Negative May 06 2016

TE 49 Negative Apr 16 2016

Moody's Baa2 Negative Watch Mar 08 2016

Fitch BBB- Stable Dec 04 2015

S&P BBB- Negative Dec 04 2015

Moody's Baa2 Negative Nov 06 2014

Moody's Baa2 Stable Nov 06 2014

• S&P is due to announce its next rating assessment in 

December. 

• Fitch Ratings also kept its evaluation of South Africa’s 

debt at one level above junk 

• Moody’s left the nation at two levels above non-

investment grade in May.



 A cut to below investment grade would 

◦ push up South Africa‟s borrowing costs, 

◦ making it harder to plug a budget deficit projected 
at 3.2% of GDP in the 2016/17 financial year.



 Commitment to reduction of government 
debt growth over the medium term (35%)

 Broad political support for a macroeconomic 
strategy, National Development Plan (NDP), 

 Tighter monetary policy and fiscal restraint, 
which should help stabilize the debt burden 
over the medium term.

 Implementation of Nine Point Plan 



 Credit rating is rating assessment is more than economy
◦ Economic growth (0.8%) worrisome 
◦ Reduction of country debt in relation to GDP
◦ Tight fiscal and monitory controls

 Political stability 
◦ national and local government declared free and fair  
◦ Prevalence of the rule of law 

 Independence of Chapter Nine institutions
◦ Public protector ruling against political elite 
◦ Role of Auditor General  

 Credibility of Judiciary 
◦ Concourt findings against President to payback non security items  
◦ Reinstatement of corruption charges against President 

 Credibility of leadership throughout government 
◦ Reinstatement of the finance minister 
◦ Independence of treasury against “state capture”



 It is about inclusive growth – departure from shareholder to 
stakeholder model of growth.

 It MUST also be about equity, redress and equality. 

 Rule of engagement – follow through on micro and macro 
policies;

◦ Governance institution (Reserve bank, AG, Treasury, Public Protector)
◦ Fiscal discipline
◦ Crowding investments
◦ Social contract = social partners – labour, capital and gvt

 Investor confidence – government is running budget deficit of 
3.2 per cent in 2016/17

 Borrowings must secure ROI  




