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RATING AGENCIES

DOWNGRADES & YOUR INVESTMENTS
By MAGNUS HEYSTEK, Investment Strategist.

ONLY a dramatic turnaround in the economic policies of the government
could prevent South Africa’s international rating on its foreign debt and
currency being downgraded to “junk” status within the next 12 to 18 months.
Such a move could have a very serious impact on most asset classes,
including the currency, bond and capital markets. This newsletter tries to
identify the major risks as well as offering guidance in an increasing turbulent
time for local investors going forward.
This follows on last week’s news of the downgrading, on Friday the 13th of June
2014, of SA’s long-term foreign currency rating by Standard and Poor’s (S&P) to
BBB- on the back of further economic weakness brought on by the strike on the
platinum mines, already the longest and costliest strike in SA’s history.
S&P also cut South Africa’s GDP growth forecast for 2014 to 1,9% from 2,7% which
represents a significant drop in the expected growth rate of the country for the year.
The other major ratings agency Fitch has an even gloomier outlook on SA’s growth
prospects, not expecting growth of more than 1,7% for the year.
While Fitch, also reporting on Friday, did not reduce SA’s BBB rating, it changed
its outlook from stable to negative, often a sign that the next rating would be down.
International rating agencies play a significant role in attracting foreign flows
to any country, especially South Africa which has become very reliant on
attracting foreign investments which is needed to pay for the shortfall on the
balance of payments.
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Any slowdown or interruption of these vital
capital flows could seriously impact the balance
of payments, the currency as well as the local
currency markets.
Credit ratings are important as they
help determine a country’s cost of
international borrowing and influence
international investor appetite for its
debt and equities.
This affects how much capital flows into the
country and also the external value of rand. As it
is, South Africa is already heavily dependent on
foreign capital to finance its external requirements
and therefore very vulnerable to any dis-allocation
of such flows.
Worryingly, both S&P and Fitch expressed lack of
confidence in the government’s ability to tackle the
country’s deep-rooted structural problems.
S&P said it did not believe the country would manage
to undertake major labour or other economic reforms
that will significantly boost GDP growth.
Fitch, on the other hand, indicated that it was
disappointed by the new cabinet, saying “the track
record of some key ministerial appointments and
shortcomings in administrative capacity means this is
subject to downside risk.”
S&P lowered its foreign currency rating on SA on
the back of a rising current account deficit, rising
government debt and the potential volatility and cost of
external financing.
The agency has also expressed concern that the
economic slowdown would impact government’s
ability to achieve its budgeted forecasts for revenue
collection. This seriously raises the risk of taxes being
increased in the upcoming Mid-Term Budget review in
October.
Reserve Bank governor Gill Marcus has been warning
about the serious threats to the SA economy, pointing
out that it faces a “perfect storm” in the form of
reduction in global flows to emerging economies as
well as an expected slowdown in China, SA’s largest
trading partner.
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Ms Marcus was referring to the winding down of the
quantitative expansion, known as QE, in terms of
which the US Federal Reserve is reducing its bondbuying programme by $10billion per month and, finally
ceasing it altogether by the end of October this year.
Analysts say that the downgrade is a serious
wake-up call for the government to speed up
implementation of the National Development Plan
(NDP), the long-term blueprint for faster economic
growth, employment creation and poverty
alleviation.
The NDP remains largely stillborn thus far with the
ANC’s alliance partners taking issue with several
elements of the plan, most notably from the members
of the SA Communist Party.
S&P says that although South Africa’s fiscal stance
held up reasonably well so far, it could become
exposed over the next few years to lower-thanexpected economic growth (growth expectations on
which revenue forecast are based), pressure from a
new round of public sector pay talks and increased
public-spending needs.
Comments from government on the downgrades have
been mute with the Treasury only saying “government
will not deviate materially from the forecasted path”,
indicating it still intends reducing the budget deficit to
below 3% (of GDP) by 2017.
This target, however, in the light of the current economic
trends are now seen to be hopelessly unrealistic and
unachievable.
Fitch also warned that the increased strike activity,
high pay demands and electricity constraints remained
major threats that are unlikely to go away soon.
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THE OUTLOOK

OFFSHORE
FOR THE LOCAL CURRENCY DIVERSIFICATION
SA’s currency has been under enormous pressure
for the last three years and has dropped substantially
against the British pound, US dollar and the Euro since
January 2012.
Against the US dollar and the euro the
rand is now down 63% in both instances
while it is down by 77% against the British
pound, which remarkably has been the
strongest of the three currencies.
This sharp decline in the currency is
highly inflationary, especially to people
who do not have offshore assets or
investments that can act as a cushion
against a weakening currency. Further
declines in the currency could be
expected in the weeks and months ahead.
A downgrade to junk-status by any of the major ratings
agencies could see the downward spiral in the currency
accelerate at a faster rate.
Our advice for the last four years has been very
consistent: increase your offshore exposure in
order to reduce your exposure to the SA economy.
In addition, we have advised our clients to expose
part of their assets to exciting asset classes not
available to local investors, such as biotechnology
and technology, for instance. This advice has
produced some spectacular results for many of
our clients who acted on our advice early on.
The warning from two of the largest ratings
agencies in the world cannot be starker: the SA
economy is facing serious headwinds which, if
not resolved soon, could become structural rather
than cyclical.
This will have a serious impact on your personal wealth.
Recently we’ve had to field some calls from some of
our clients after well-known economist Dawie Roodt,
writing an article in Rapport, advised people to move
most, if not all of their assets abroad, out of fear of a
confiscation of assets by the state in terms of current
legislation which, he says, allows it.

CAN BE ACHIEVED IN
ONE OF SEVERAL WAYS
1. RAND-BASED ASSET SWAPS
Local fund managers are able to create offshore
portfolios for their clients with up to 25% of their
total assets, in terms of Reserve Bank regulations.
Such investments can be made without making use
of offshore allowances but fund companies are often
forced to close these funds for new investments when
inflows exceed the 25% guideline, which is currently
the case with Allan Gray, for example.
Funds invested in this manner, while exposed to
offshore assets, need to be repatriated back to South
Africa when withdrawals are made.
However, for some legal entities such as trusts or
companies this is the only way to obtain offshore
diversification.

2. DIRECT OFFSHORE INVESTMENTS
At Brenthurst Wealth we prefer recommending
taking money offshore directly in terms of
the annual offshore travel (R1m per year) and
R4 million investment allowance respectively.
By taking money offshore directly you are assured that
in a worse-case scenario, the money does not have to
come back to South Africa. It is not inconceivable that
in a severe-enough crisis the government could repeal
the foreign investment allowance overnight.
Another benefit of taking the money to an international
platform is that investors can obtain exposure to asset
classes and funds not available to South African
investors.
Prime examples include funds that invest in technology,
biotechnology, global health and demographic funds.
These funds have massively outperformed local assets
over the last three to four years.

We still consider such a step as rather extreme, but
it does reflect an underlying anxiety amongst certain
investors about the long-term financial future of the
country.
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OFFSHORE

INVESTMENT RETURNS

CONCLUSION
At Brenthurst Wealth we believe in managing your investments on a global basis, identifying global
macro-trends and trying to benefit from them.
For more than three years we have been actively encouraging our clients to benefit from the weaker rand
as well as the exciting growth prospects not available on the local market.
Many clients have acted on this advice and benefitted handsomely, others still remain fearful and
hesitant to venture into what it considered dangerous territory.
We only recommend very large and trusted offshore investment companies with impeccable management
and track records. In addition, all our offshore funds are invested on either the Momentum Wealth and
Investec global investment platforms, which further ensures excellent compliance and due diligence.
Speak to any of our Brenthurst investment advisors to discuss these issues in greater detail.
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Celebrating
10 Years

of INVESTMENT EXCELLENCE
& WEALTH CREATION

The BRENTHURST BULLETIN

Invitation

Seminar Reminder
BRENTHURST WEALTH TAKES GREAT PLEASURE IN INVITING
ALL OUR CLIENTS, FAMILY MEMBERS AND FRIENDS TO OUR
UPCOMING Investment SEMINARS.

“STATE OF THE NATION”
CPT: 23 JUNE 2014
JHB: 25 JUNE 2014
PTA: 26 JUNE 2014

KNOWLEDGE IS POWER!
CLEM SUNTER Legendary Futurist, Strategist & Visionary
GLYN OWEN Top Fund Manager, MOMENTUM
MAGNUS HEYSTEK Investment Strategist, BRENTHURST

SOUTH AFRICA AFTER THE ELECTIONS - WHAT NOW?
The 2014 election is over and the results are in.
The ANC & Jacob Zuma have been given another mandate to rule the country until 2019. What now?

•
•
•
•
•

Will the new Zuma administration be more effective than the last?
Will the election promises of cleaner government and better service delivery be realised?
Will the international business community like what they see?
Is this the end of the road for Cope and Inkatha?
How will these elections shape our economic policy?

If you are a decision maker or have any concerns regarding the direction that South Africa is taking, then these countrywide
seminars “STATE OF THE NATION” are not to be missed.   
BOOKING IS ESSENTIAL TO SECURE YOUR SEATING: LIMITED SEATING!
Non-clients: subject to availability!

CAPE TOWN SEMINAR: 23 JUNE 2014

Time: 16h00 to 17h45
Venue: Mount Nelson Hotel (The Garden Room), 76 Orange Street, Cape Town
RSVP: +27 21 914 9646 or ronelle@brenthurstwealth.co.za

JOHANNESBURG SEMINAR: 25 JUNE 2014

Time:
16h00 to 17h45
Venue: Michelangelo Hotel (II Paviglione; 10th Floor), 135 West Street, Nelson Mandela Square, Sandton
RSVP: +27 11 799 8100 or reception@brenthurstwealth.co.za

PRETORIA SEMINAR: 26 JUNE 2014 FULLY BOOKED!

Time:
16h00 - 17h45
Venue:
Villa Sterne Boutique Hotel, 212 Johann Rissik Drive, Waterkloof Ridge, Pretoria
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BRENTHURST WEALTH
CERTIFIED FINANCIAL PLANNERS:
Brenthurst Wealth Management (pty) Ltd is a registered financial services provider and is a fully-fledged financial
and investment services company with offices in Johannesburg, Pretoria and Cape Town.
All our Financial Planners are cfp® Professionals and members of the Financial Planning Institute of Southern Africa.
They are highly qualified to give advice on all investment matters.

MAGNUS HEYSTEK

Email: magnus@heystek.co.za

Tel: +27 (0)83 692 8635

Magnus is a director of Brenthurst Wealth Management and is in charge of investment strategies, research and client communication.

BRIAN BUTCHART CFP®

Email: brian@brenthurstwealth.co.za

Tel: +27 (0)82 335 5117

BRIAN is head of financial planning at the CAPE TOWN OFFICE and a director of Brenthurst Wealth Management.

JOHAN BURGER CFP®

Email: johan@brenthurstwealth.co.za

Tel: +27 (0)82 732 8655

JOHAN is the head of financial planning at the PRETORIA OFFICE and a director of Brenthurst Wealth Management.

RENEE EAGAR CFP®

Email: renee@brenthurstwealth.co.za

Tel: +27 (0)83 233 9373

SONIA DU PLESSIS CFP®

Email: sonia@brenthurstwealth.co.za

Tel: +27 (0)83 260 4055

MAGNUS L HEYSTEK CFP®

Email: magnus1@brenthurstwealth.co.za

Tel: +27 (0)72 071 5567

RICHUS NEL ACCA

Email: richus@brenthurstwealth.co.za

Tel: +27 (0)78 260 4013

SUZEAN HAUMANN RFPTM

Email: suzean@brenthurstwealth.co.za

Tel: +27 (0)21 914 9646

CLIENT SERVICES & EXCECUTIVE ASSISTANTS:
Jhb: +27 (0)11 799 8100

Pta: +27 (0)12 347 8240

Cpt: +27 (0)21 914 9646

CHRISTOFF POTGIETER
christoff@brenthurstwealth.co.za

ESMERIE LOOTS
esmerie@brenthurstwealth.co.za

RONELLE STIPP
ronelle@brenthurstwealth.co.za

CELESTE PHAKHATI
celeste@brenthurstwealth.co.za

YOLANDI BURGER
yolandi@brenthurstwealth.co.za

ERNA MARÉ
erna@brenthurstwealth.co.za

MAGDA KAMFER
magda@brenthurstwealth.co.za

NATASCHA DU PLESSIS
natascha@brenthurstwealth.co.za
ANTJE MOUTON
reception@brenthurstwealth.co.za

DIRECTOR & HEAD OF MARKETING: SUE HEYSTEK

TAX & ACCOUNTS: GAVIN BUTCHART

sue@brenthurstwealth.co.za

gavinb@brenthurstwealth.co.za

Wills & EsTATES: ROZANNE HEYSTEK-POTGIETER

CLIENT COMMUNICATION: MICHELLE BURGER

rozanne@brenthurstwealth.co.za

michelle@brenthurstwealth.co.za

“The fine art of managing investments requires consistency, patience and the
critical ability to perceive a long-term Approach to the creation of wealth and
most importantly, the power of good sound investment advice.”

DISCLAIMER: Brenthurst Wealth Management is an authorized financial services provider Reg No 2004/012998/07 FSP No. 7833.
This document should not be viewed as investment advice as each individual investor is different and has different investment needs. Please consult any one of
our highly qualified investment advisors before acting on the advice and recommendations contained in this newsletter. Kindly contact BWM for an appointment.
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