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Q&A: SOUTH AFRICA’S DOWNGRADE TO JUNK STATUS AND GOVERNMENT BONDS - APRIL 2017
1. Is a downgrade to junk status a buying opportunity for government bonds?
The event of the downgrade by itself does not create the opportunity. It is only when markets over-react
negatively to this. So far the market’s reaction has been muted if measured by the bond market’s reaction.
RECM does not see current levels as a buying opportunity yet.
2. As an investment strategy, what factors come into play when buying government bonds, is it the inflation
path or does junk status weigh more?
The downgrade in the government’s debt rating is a point-in-time judgement about the government’s
willingness and ability to pay interest and repay principal debt – this is a view on the creditworthiness of the
government. If you are buying the ZAR-denominated bonds, then the credit is not an issue – the government
can print all the money they need to repay the bonds. You have to take into account inflation, which is more
important. So keep an eye on inflation.
3. R20 billion of bonds have been bought since President Zuma asked Gordhan to cut short his overseas
international trip in late March. Is this a normal investment reaction to junk status or is there manipulation
going on?
The SA government bond market is massive, so these numbers do not look out of the ordinary.
4. Can we expect more South African bonds to be bought in the future with junk status hanging over us?
There are sufficient investors that would buy these bonds. The constituents of the group of buyers might
change though. At the moment the market ‘clears’ at rates of about 9%. The bigger concern for the country
is whether Treasury will be able to issue new debt at reasonable interest rates, and so far it looks like it is the
case.
5. Anything you want to add?
A credit rating is not a beauty contest, and does not reflect the extent to which investors ‘like’ South Africa as
a country. There are fairly straight forward calculations one can do to calculate whether a country will be more
likely or less likely in future to service their debt and repay the principal when it falls due. One can only but
look at the fact that the total amount of debt relative to the size of the economy (Debt/GDP) has doubled from
25% to 50% in the last 8 years to see where it is going. That is a combination of the government increasing
spending while the economy is not growing, and them having to borrow more as a result. And as our debt
burden increases, our ability to keep servicing it reduces. Simple as that.
Contact
Regarding Capital Management (Pty) Ltd
PO Box 45040, Claremont, 7735, South Africa
T. +27 21 657 3440
www.recm.co.za

René Klinger
National Retail Business Development Manager
M.+27 82 784 1571
T. +27 21 657 3466
E. rene.klinger@recm.co.za

Disclosure
Collective Investment Schemes are generally medium to long term investments. The value of participatory interests or investments may go down as well as up and fluctuations or movements in exchange rates may also cause the value of
underlying international investments to go up or down. Returns are calculated on a lump sum investment, NAV-NAV, net of fees, with net distributions reinvested. Annualised returns are the weighted average compound growth rate earned
each year over the given time period. Individual investor performance may differ as result of initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Past performance is not necessarily a guide to
the future. The manager does not provide any guarantees either with respect to a funds’ capital or investment returns. Collective investments are traded at ruling prices and can engage in borrowing and scrip lending. The manager may
borrow up to 10% of the market value of the portfolio where insufficient liquidity exists. A schedule of fees and charges and maximum commissions is available on request from the manager. Commission and incentives may be paid and
if so, would be included in the overall costs. The quantifiable deduction is the annual management fee (and performance fee where applicable), whilst non-quantifiable fees included in the net asset value price may comprise brokerage,
auditor’s fees, bank charges, taxes, trustee and custodian fees. Collective investment prices are calculated on a net asset value basis, which is the total value of all assets in the portfolio including any income accrual and less any permissible
deductions from the portfolio. Forward pricing is used. Where a fund is exposed to foreign securities, investors should consider the (a) potential constraints on liquidity and repatriations of funds, (b) global macro-economic risks, (c)
political risks, (d) foreign exchange risks, (e) tax risks, (f) settlement risks and (g) potential limitations on the availability of market information. Funds may be closed. Prior to investing, please read the Minimum Disclosure Document for
your chosen fund/s available at www.recm.co.za. This document contains objective factual information about our products; does not constitute advice and the reader should approach a financial adviser to determine suitability before
investing. No warranty is given as to the accuracy or completeness of the information and no liability is accepted for reliance upon the information. The Manager of the RECM Funds is RECM Collective Investments (Pty) Ltd, Company
Registration Number: 2004/027540/07, registered under the Collective Investment Schemes Control Act of 2002 and is a member of the Association for Savings and Investment SA (ASISA). The Investment Manager is Regarding Capital
Management (Pty) Ltd, FSP No 18834 and the Trustees, the Standard Bank of SA Limited, PO Box 54, Cape Town, 8000. Domestic funds are valued daily at 15h00. Instructions must reach RECM before 14h00 to ensure same day value
(11h00 for the RECM Money Market Fund and 13h00 for the Prescient RECM Global Feeder Fund.

