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Welcome to the May issue of  Africa Outlook
S&P’s Africa Outlook brings you all the important information and 
up-to-date news on all of  the recent rating actions and market trends 
across the Africa region

Welcome to this year’s first edition 
of  Standard & Poor’s Africa Outlook, 
published to coincide with the African 
Development Bank’s Annual Meetings in 
Kigali, Rwanda in May. Notwithstanding 
bouts of  volatility following the U.S. 
Federal Reserve Bank’s tapering 
announcement and implementation – 
which hit a number of  emerging markets, 
including South Africa, particularly 
hard – ratings have continued to spread 
across Africa. In this edition you will 
find a number of  new ratings that were 
assigned over the last couple of  months 
including the very latest new sovereign 
rating for Ethiopia, as well as new ratings 
for banks such as Investec in South 
Africa, Diamond Bank in Nigeria and 
S&P’s first corporate rating in Morocco 
for phosphate fertilizer producer OCP 
S.A. The case for rapid economic growth 
and further capital markets development 
in Africa is still strong. However, with 
growth still averaging above 5%, the 
debate has shifted towards the quality 
of  growth; with job creation, better 
income distribution and an acceleration 
of  economic and social development 
becoming the main focus points and 
challenges. In a similar way, S&P 
observes that rapid economic growth 
in Africa has not (yet) led to across-
the-board credit improvement. Gardner 
Rusike, one of  S&P’s lead analysts for 
African sovereign credits, discusses in 
one of  this edition’s feature articles how 
external and fiscal weaknesses continue 
to constrain creditworthiness of  African 
sovereigns notwithstanding the region’s 
rapid growth. Taking a step further, we 
note that infrastructure development 
holds the key to the future of  resources-
led growth in a number of  African 
countries.

African frontier market Eurobond 
issuance has gone from being exotic 
and the exception to a quite regular 
event – one we expect to continue. 
Zambia’s recent US$1 billion Eurobond 
was assigned a ‘B+’ rating. That said, 
evolving investor risk appetite in a 
changing global monetary environment 
poses a challenge. As seen in Zambia’s 
significantly wider spread compared to 
its inaugural Eurobond, risk repricing and 
differentiation is underway as investors 
weigh strong growth prospects against 

political, fiscal and external challenges 
for these issuers. Nevertheless, rated 
sovereigns such as Kenya, Senegal and 
Ghana, as well as unrated Cote d’Ivoire 
and Tanzania, have publicly discussed 
possible Eurobond issuances for 2014.

Given current global market and 
economic dynamics and challenges, 
it should not come as a surprise that 
Emerging Market sovereign and 
corporate ratings are showing their 
highest negative bias since 2010, as 
observed by S&P fixed income analyst 
Diane Vazza. With the U.S. Fed’s tapering 
being the overwhelming market topic 
over recent months, S&P credit analyst 
Mohamed Damak has taken a look at 
which emerging market banking systems 
could suffer most from global monetary 
tightening. Unsurprisingly, Africa’s most 
advanced and globally most integrated 
banking system, South Africa, could 
face some challenges in this context. 
Information on Africa’s rapidly growing 
insurance industry is provided in a 
number of  industry commentaries by 
S&P’s insurance analyst Neil Gosrani. 
In particular Ghana, Nigeria and South 
Africa are in Neil’s spotlight in this 
edition with the first insurance rating 
for a Ghana-based insurer, Glico Life 
Insurance, published recently.

Last but not least, S&P metals and 
mining analyst, Elad Jelasko, discusses 
the global decline in commodity prices 
which is putting pressure on the ratings 
of  a number of  mining companies where 
negative rating outlooks are prevailing 
for now.

As always we hope you find the 
material in this newsletter useful and 
welcome your feedback on our research 
and insights. A list of  key contacts 
appears at the end of  this publication. 
Please get in touch with us if  you have 
any questions or suggestions.

Yours sincerely
Konrad Reuss
Managing Director/Regional 
Manager Sub-Saharan Africa

Africa Happenings

Upcoming ratings events 
(dates to be confirmed):

Lagos 
Cross-practice ratings event

Nairobi 
Bank ratings event

Johannesburg 
Insurance ratings event

Please contact Astrid Buhmann at
astrid.buhmann@standardandpoors.com 
for information on all Standard & Poor’s
events.

“The case for rapid 
economic growth and 
further capital markets 
development in Africa 
is still strong. However, 
with growth still 
averaging above 5%, 
the debate has shifted 
towards the quality of  
growth”
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 AFRICAN SOVEREIGN RATINGS

High economic growth rates among most sub-Saharan African 
(SSA) sovereigns this year are not translating into improved 
credit quality. This is because their fiscal and external positions 
in particular have continued to weaken.

Fiscal deficits persist for most rated sovereigns in Africa, and 
current account deficits remain high in many cases owing to 
high capital and consumer goods imports.

S&P forecasts that GDP growth in the region will average 
around 5% in 2013, similar to previous years. Various factors 
constrain the ratings on many African sovereigns, despite high 
GDP growth rates. First, growth still comes from a very low level. 
Most SSA countries are still very poor in per-capita-GDP terms 
in a global comparison. Five rated African sovereigns, namely 
Burkina Faso, Kenya, Mozambique, Rwanda, and Uganda, have 
GDP per capita below $1,100, while the median globally in 
the ‘B’ category is above $3,000. Only six rated sovereigns in 
SSA have GDP per capita higher than $3,000, namely Angola, 
Botswana, Cape Verde, Congo, Gabon, and South Africa.

Second, most African sovereigns rely on little diversified 
economic sectors and sources of  fiscal revenues. For most 
commodity-producing countries, economic activity is 
concentrated in the mining or oil sectors, which also results in 
reliance on fiscal revenues from those sectors. This makes these 
African sovereigns vulnerable to changes in the production, 
demand, or prices of  commodities. Other factors weighing on 
the creditworthiness of  SSA sovereigns are low political and 
institutional predictability.

Furthermore, high oil prices continue to weigh on the current 
account balances of  oil-importing countries. Even among some 

oil exporters, elevated oil prices can contribute to growing fiscal 
deficits and debt because many governments pay fuel subsidies.

In an attempt to cover their fiscal and external funding needs, 
SSA sovereigns have been increasingly turning to Eurobond 
issuance as a new source of  funding.

S&P’s average rating on sub-Saharan African sovereigns has 
gradually declined over the past decade. However, this does 
not reflect a longer term trend of  weakening creditworthiness. 
Rather, it is because S&P rates a greater number of  sovereigns, 
some of  which have lower ratings. Of  the 16 sovereigns 
currently rated in SSA, 11 reside in the ‘B’ category, and three 
in the ‘BB’ category. Only two sovereigns - Botswana and South 
Africa- have investment-grade ratings (that is, ‘BBB-’ or above). 
As of  Nov. 12, 2013, five of  S&P’s 16 sovereign ratings in SSA 
had a negative outlook. No African sovereign currently has a 
positive outlook, which reflects the view that there is limited 
potential for upward rating movements in the near term.

Capital market conditions have been encouraging 
governments in SSA to turn to international markets to raise 
funds. So far this year, four sovereigns have issued Eurobonds (in 
addition to issuances by South Africa, which until a few years 
ago was the only country in the region that regularly tapped 
international bond markets). These issuances exceeded $2.5 
billion in total in 2013, making this the highest annual global 
issuance volume from the region to date.

Further information is available on the Global Credit Portal in the research piece 
entitled: “Fiscal And External Weaknesses Constrain African Sovereign Ratings, 
Despite Strong Economic Growth”

FISCAL AND EXTERNAL WEAKNESSES 
CONSTRAIN AFRICAN SOVEREIGN RATINGS, 
DESPITE STRONG ECONOMIC GROWTH
S&P Credit Analyst Gardner Rusike explains the economic factors behind African sovereign ratings and 
the emergence of  funding on international markets

“Both countries are 
also going through 
transformative economic 
periods following the 
discovery of  natural 
resources – oil in Uganda 
and coal and gas in 
Mozambique”

“In an attempt to 
cover their fiscal and 
external funding needs, 
sub-Saharan African 
sovereigns have been 
increasingly turning to 
Eurobond issuance as a 
new source of  funding.”

UGANDA AND MOZAMBIQUE 

The downgrade, earlier this year, of  Uganda and Mozambique 
by throws into sharp relief  the similarities that these sovereigns 
share. From a credit perspective, their common characteristics 
include relative political stability since the end of  civil wars; 
weak institutional and governance strength; low GDP per capita  
(both less than $1,000); a dependence on donor funding, albeit 
to varying degrees; structural trade deficits; and significant 
infrastructure and development needs. What’s more, the 
countries’ economies are dominated by the size of  their service 
sectors (trade, finance, tourism, transport, and communication) 
relative to GDP, and the size of  their agriculture sectors in terms 
of  both employment and exports.

However, both countries are also going through transformative 
economic periods following the discovery of  natural resources-
-oil in Uganda and coal and gas in Mozambique. Uganda 
discovered oil in 2006, while Mozambique, which is already 
producing and exporting coal, discovered gas reserves in 2011.

Mozambique started producing coal in 2010, but has only 
been exporting it in small quantities (less than 10 million tonnes 
per year) due to infrastructure bottlenecks. S&P understands that 
the country’s gas reserves should come onstream from 2018.

Uganda has mapped out a plan for utilizing its crude oil 
production, estimated to be at least 100,000 barrels per day, 
over the next three years. This includes: power generation, which 
could commence within two to three years using existing power 
plants; the construction of  a refinery for Uganda and the East 
African Community (EAC) region; and the construction of  a 
pipeline from Uganda to Kenya for crude oil exports.

 Recognizing that they have infrastructure bottlenecks, both 
countries have fast-tracked their infrastructure development. 

Uganda is focusing on its transport and energy sectors. Road 
construction, upgrading, and maintenance are going ahead since 
most freight is transported by road. Mozambique, meanwhile, is 
improving its ports, rail, and road infrastructure. 

While the aforementioned projects provide long-term 
benefits, they also lead to short-term vulnerabilities in the two 
sovereigns’ fiscal and external accounts. 

Strong import growth has led the sovereigns to post weaker 
current account balances in recent years. Uganda’s current 
account deficit, for example, is more than 10% of  GDP. In 
Mozambique, the current account balances have weakened 
significantly since 2011 and it is estimated that they will average 
35% of  GDP over the medium term. S&P lowered to ‘B/Stable’ 
from ‘B+/Negative’ its long-term foreign and local currency 
sovereign credit ratings on Uganda and Mozambique in January 
and February 2014, respectively. 

Looking ahead, S&P has assigned stable outlooks to both 
Uganda and Mozambique, indicating that currently further 
changes are not foreseen within the next 12 months. The 
completion of  the ports and rail improvements could lead to 
much higher coal exports in the medium term and, over time, 
should support the gradual narrowing of  the country’s current 
account deficit. Both countries are receiving resource-related 
one-off  revenues from intercompany sales of  equity stakes, 
the proceeds of  which are being saved for future infrastructure 
spending.

Further information is available on the Global Credit Portal in the research piece 
entitled: “Infrastructure Development Holds The Key To Two African Sovereigns’ 
Resource-Led Futures”

INFRASTRUCTURE DEVELOPMENT HOLDS 
THE KEY TO TWO AFRICAN SOVEREIGNS’ 
RESOURCE-LED FUTURES
S&P Credit Analyst Gardner Rusike explains how the discovery of  oil, coal, and gas reserves is 
transforming the economies of  Uganda and Mozambique



 REPUBLIC OF CAMEROON

Republic of  Cameroon 
‘B/B’ Ratings Affirmed; 
Outlook Stable
A stable outlooks reflects a lack 
of  expected improvement in 
governance and a view that fiscal 
and external deficits will persist

The Republic of  Cameroon’s 
creditworthiness is constrained by weak 
institutions, presidential-succession risk, 
low income per capita, and large external 
financing needs. However, Cameroon has 
only modest, albeit rising, government 
debt and its currency is stable with the 
CFA franc pegged to the euro.

Standard & Poor’s Ratings Services 
has affirmed its ‘B’ long-term and ‘B’ 
short-term foreign and local currency 
sovereign credit ratings on the Republic of  
Cameroon. The outlook remains stable.

The stable outlook reflects S&P’s 
expectation that governance indicators 
will not improve substantially, and that 
fiscal and external deficits will persist. 
However continued monetary stability is 
expected and continued low, albeit rising, 
government and external debt.

Since its Dec. 12, 2013 review, S&P 
has revised slightly upward its 2014-2017 
economic forecast. This follows last year’s 
real GDP growth of  5.5%. 

S&P Credit Analyst Christian Esters 
says: “According to various international 
measures of  institutional and governance 
effectiveness, Cameroon ranks poorly. 
Risk related to presidential succession 
also weighs on the ratings.”
 
Further information is available on the Global Credit 
Portal in the research piece entitled: “Republic of 
Cameroon ‘B/B’ Ratings Affirmed; Outlook Stable”

“oil production fall below 
levels the government 
assumed …while fiscal 
buffers in the excess 
crude account (ECA) 
have been drawn down 
over the last year”

RATINGS ON KENYA

Ratings On Kenya Affirmed At ‘B+/B’;  
Outlook Stable
The economy continues to perform well but is susceptible to  
balance-of-payments pressures

On May 9, 2014, Standard & Poor’s 
Ratings Services affirmed its ‘B+/B’ long 
and short-term foreign and local currency 
sovereign credit ratings on the Republic 
of  Kenya. The outlook is stable reflecting 
S&P’s opinion of  improving economic 
prospects moderated by concerns over 
devolution implementation risks, and 
fiscal and external account deficits.

The Kenyan economy has continued 
to perform well and medium-term growth 
prospects remain strong. The president 
and vice-president of  Kenya are facing 
trials at the International Criminal 
Court (ICC) of  inciting violence in the 
2007-2008 elections, which could pose 
potential political risks, but it is believed 
overall stability will likely continue. The 
implementation of  the government’s 
devolution policy will test its institutional 
capacity.

S&P Credit Analyst Benjamin Young 
says: “S&P’s ratings on Kenya are 
constrained by its history of  ethnic 
tensions, low GDP per capita, relatively 
high government debt, and susceptibility 
to balance-of-payments pressures.”

Disruptive events related to the 
pending ICC trial and ongoing attacks 
from insurgency groups also pose risks. 

The ratings are supported by a moderate 
level of  net external leverage, a diversified 
economy with a strong private sector and 
growing middle class, a large and growing 
domestic debt market, and satisfactory 
monetary flexibility.

The government’s process of  
decentralizing its administrative functions 
presents both risks and potential 
benefits. If  well implemented, it would 
demonstrate that the capacity and 
capabilities of  Kenya’s government 
institutions had improved to better 
represent a population beset by poverty 
and underlying ethnic tensions. A 
successful fiscal decentralization strategy 
could also address the shortfall in basic 
services and infrastructure as it could 
mean more-targeted expenditure. 
Nevertheless, there are also downside 
risks to decentralization as institutional 
capacity at the local level has generally 
been weak.

Real GDP growth will accelerate to 
average over 5.5% between 2014 and 
2017, from 3.8% over the previous five 
years.
 
Further information is available on the Global Credit 
Portal in the research piece entitled: “Ratings On Kenya 
Affirmed At ‘B+/B’; Outlook Stable”

NIGERIA RATINGS

Nigeria Ratings Affirmed; Outlook Negative On 
Increasing Political, Institutional, And Fiscal Risks
The ratings on Nigeria could be lowered this year or next if  the 
political environment or fiscal picture deteriorate further.

“The government’s 
process of  decentralizing 
its administrative 
functions presents both 
risks and potential 
benefits”
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Standard & Poor’s Ratings Services 
is removing the long-term ratings on 
Nigeria from CreditWatch, where they 
were placed with negative implications on 
March 21, 2014. The ‘BB-/B’ long- and 
short-term sovereign credit ratings on 
Nigeria are affirmed.

S&P also affirmed its long- and short-
term Nigeria national scale ratings at 
‘ngAA-/ngA-1’. 

The outlook is negative, indicating 
at least a one-in-three chance that S&P 
could lower the ratings on Nigeria this 
year or next if  the political environment 
or fiscal picture deteriorate further.

Infighting within Nigeria’s ruling party 
has heightened political and institutional 
risks. Extensive oil theft and installation 
shutdowns have seen oil production fall 
below levels the government assumed in 
its 2013 budget and 2014 budget plan, 
while fiscal buffers in the excess crude 
account (ECA) have been drawn down 
over the last year.

S&P Credit Analyst Ravi Bhatia 
says: “In addition, it is our view that the 
possibility of  increased political influence 
on the central bank’s management could 
slow or halt the progress made in bank 
regulation and supervision.”

Ahead of  the February 2015 elections, 
the ruling People’s Democratic Party 
(PDP) is experiencing infighting 
and defections to the strengthening 
opposition.

Many northern (and some southern) 
PDP politicians have crossed the aisle to 
the All Progressive Congress (APC) and 
there is a chance that next year’s election 
will be fought along religious and regional 
lines.

In 2013, average oil production stood 
at around 2.2 million barrels per day (b/d) 
against a budgeted amount of  2.5 million 
b/d, while in 2014 production has so far 
averaged about 2.25 million b/d against a 
reduced 2014 budgeted amount of  2.39 
million b/d.

The production shortfall contributed  
to a drawdown of  ECA reserves; these  
fell to about US$3.4 billion in February 
2014 from more than US$10 billion 
at end-2012. S&P understands the 
government is committed to raising the 
ECA reserves during 2014 (and the ECA 
rose slightly from about US$2.1 billion 
in January to US$3.4 billion in February 
2014), although it believes that pre-
election spending could pose challenges 
in this regard. 

Although nominal gross general 
government debt has increased 
significantly in recent years, it is expected 
to remain relatively low at about 30% of  
GDP for 2014-2017. 

Further information is available on the Global Credit 
Portal in the research piece entitled: “Nigeria Ratings 
Affirmed; Outlook Negative On Increasing Political, 
Institutional, And Fiscal Risks”

ETHIOPIA

Ethiopia Assigned 
‘B/B’ Foreign And 
Local Currency 
Sovereign Ratings
Ethiopia becomes the 129th 
sovereign to be rated by Standard 
& Poor’s.

Standard & Poor’s Ratings Services 
assigned its ‘B/B’ foreign and local 
currency long- and short-term sovereign 
credit ratings to the Federal Democratic 
Republic of  Ethiopia. The outlook is 
stable. The transfer and convertibility 
(T&C) assessment is ‘B’. Ethiopia is the 
129th sovereign rated by S&P.

S&P Credit Analyst Gardner Rusike, 
says: “The stable outlook reflects S&P’s 
view that the strong pace of  economic 
growth will be maintained.”

The ratings are constrained by 
Ethiopia’s low GDP per capita, large 
public-sector contingent liabilities, and 
a lack of  monetary policy flexibility. 
The ratings are supported by strong 
government effectiveness, which has 
halved poverty rates over the past decade. 

Further information is available on the Global Credit 
Portal in the research piece entitled: “Ethiopia 
Assigned ‘B/B’ Foreign And Local Currency Sovereign 
Ratings; Outlook Stable; 129th Rated Sovereign”



“Pressure on the kwacha 
has come from copper 
prices falling by about 
8% in the last month, 
mainly reflecting 
concerns over Chinese 
demand”

 ZAMBIA RATINGS

Zambia Ratings Affirmed At ‘B+/B’; Outlook 
Remains Negative On Persistent External Risks 
And Fiscal Pressures
Zambia’s public finances deteriorate but external performance was 
better than anticipated 

Standard & Poor’s Ratings Services has 
affirmed its ‘B+/B’ long and short-term 
foreign and local currency sovereign 
credit ratings on Zambia. The outlook 
remains negative reflecting the view of  
persistent external risks and associated 
risks to Zambia’s fiscal position.

Zambia’s public finances deteriorated 
in 2013, partly on significant public-sector 
wage increases but also because the 
government eliminated arrears caused by 
substantial subsidies. The government’s 
subsequent cap on the latter makes it less 
likely arrears will build up again, however 
it is expected fiscal deficits will remain 
high and consolidation to be medium term.

Zambia’s 2013 external performance 
was better than anticipated, and S&P 
estimates the current account remained 
in surplus. A relatively strong external 
stock position will help absorb Zambia’s 
worsening terms of  trade and external 
flows, and its pressured currency.

Zambia’s local currency, the kwacha, 
has depreciated some 13% against 
the U.S. dollar since the start of  2014. 
Pressure on the kwacha has come from 
copper prices falling by about 8% in the 
last month, mainly reflecting concerns 
over Chinese demand as well as a weaker 
current account and U.S. Federal Reserve 
monetary tightening.

Further, a rising government debt 

burden linked to only-gradual fiscal 
consolidation and a limited stock of  
foreign exchange reserves to support 
the currency (estimated at $2.7 billion in 
February 2014) have rendered Zambia 
increasingly vulnerable to a further 
deterioration in its terms of  trade.

The ratings on Zambia are constrained 
by its policy uncertainties, fairly low 
level of  economic development (S&P 
estimates GDP per capita at $1,700 in 
2014), and vulnerability to copper prices, 
as copper accounts for almost 70% of  
goods exports. The ratings are supported 
by promising investment prospects in the 
mining sector, positive economic growth 
trends, moderate general government 
debt, and a robust external balance sheet.

S&P Credit Analyst Benjamin Young 
says: “S&P views Zambia’s growth 
prospects as strong, reflected in the 
potential of  its agricultural, mining, 
electricity, and services sectors. An 
estimated 20% of  potential agricultural 
land is currently cultivated, its coal and 
gem-stone resources remain substantial-
as does its capacity to generate and 
exportelectricity-and demand from 
neighboring countries continues to grow.”

Further information is available on the Global Credit 
Portal in the research piece entitled: “Zambia Ratings 
Affirmed At ‘B+/B’; Outlook Remains Negative On 
Persistent External Risks And Fiscal Pressures”

ZAMBIA $1 BILLION EUROBOND

Zambia $1 Billion Eurobond Assigned  
‘B+’ Rating
Rating on bond reflects Zambia’s long-term foreign currency sovereign 
credit rating

Standard & Poor’s Ratings Services 
has assigned its ‘B+’ long-term senior 
unsecured debt rating to the $1 billion 
bond issued by the Republic of  Zambia 
on April 14, 2014. The rating on the 
bond reflects the ‘B+’ long-term foreign 
currency sovereign credit rating on 
Zambia.

S&P Credit Analyst Benjamin Young 

says: “The bond is Zambia’s second 
international issue after its $750 million 
debut in September 2012.”

The issue is senior unsecured and 
matures in 2024. Interest payments are 
semi-annual.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Zambia $1 Billion 
Eurobond Assigned ‘B+’ Rating”

RWANDA RATINGS

Rwanda Ratings 
Affirmed At ‘B/B’; 
Outlook Stable
Economy is recovering as 
government deficit declines, 
spending is checked and donors 
programmes are resuming 
following suspension 

In Rwanda, fiscal deficits are gradually 
declining and economic growth is 
rebounding. This follows several donors 
resuming previously-suspended aid, 
alongside the Rwandan government 
curbing its spending growth. Standard 
& Poor’s Ratings Services has therefore 
affirmed its ‘B/B’ long and short-term 
foreign and local currency sovereign 
credit ratings on the Republic of  Rwanda. 
The outlook is stable.

The ratings on Rwanda are constrained 
by its low per capita GDP, structural 
current account deficits, and strained 
political relations with the Democratic 
Republic of  the Congo (DRC). The 
ratings are supported by a low general 
government debt stock, relative to peers, 
and strong economic performance and 
policymaking for the rating category.

S&P forecasts general government 
deficits to gradually decline to 3% of  GDP 
by 2017. With this fiscal consolidation, 
it is expected the change in general 
government debt will average 3.3% of  
GDP over 2014-2017 compared to 5.0% 
over 2010-2013. Relative to peers, Rwanda 
has a low general government debt stock, 
with gross levels estimated at 28% of  
GDP over the medium term. The majority 
of  the debt stock is external, which makes 
it vulnerable to exchange-rate risk. 

S&P Credit Analyst Gardner Rusike 
says: “Instability in the eastern DRC has 
somewhat moderated. Relations between 
DRC, M23 rebels, and Rwanda are set 
to remain tense, however. S&P believes 
that if  there are further allegations of  
Rwandan interference in the eastern 
DRC, donors may again cut back 
aid. That said, donors generally view 
Rwanda as one of  the most effective 
and transparent recipients of  aid, which 
partially mitigates political issues.”

S&P estimates GDP per capita at 
US$720 in 2014, one of  the lowest levels 
of  the sovereigns it rates. Traditionally, 
Rwanda has enjoyed high economic 
growth rates but shows signs of  slowing 
over the medium term. After the donor 
aid suspensions of  2012, the government 
scaled down public spending. This led 
to slower real GDP per capita growth of  
3.5% in 2013, compared to 5.0% in both 
2011 and 2012.

 
Further information is available on the Global Credit 
Portal in the research piece entitled: “Rwanda Ratings 
Affirmed At ‘B/B’; Outlook Stable”
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Sovereign  Date of  rating change  New rating Old rating  Rationale
 /affirmation /outlook /outlook
 
DR Congo 4th April 2014 B+/B/Stable  B+/B/Stable  Robust Growth Prospects And Strong   
    Foreign Direct Investment

Angola 14th February 2014 BB-/B/Stable  BB-/B/Stable  Strong Oil Revenues But Political   
    Succession Risk 

Mozambique 14th February 2014 B/B/Stable  B+/B/Negative  High Debt Accumulation

Uganda  17th January 2014 B/B/Stable  B+/B/Negative  Weakening Fiscal Position

SOVEREIGN RATINGS WATCHBOX

“Donors generally view 
Rwanda as one of  the 
most effective and 
transparent recipients 
of  aid, which partially 
mitigates political issues.”
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EMERGING MARKETS RATINGS

T
here were 53 emerging market downgrades and 
10 upgrades in the first quarter of  2014. The 
downgrades of  the sovereign ratings on Brazil and 
Ukraine drove the majority of  the rating actions in 
the emerging markets. Looking forward, the negative 

bias, or the proportion of  issuers with negative outlooks or on 
CreditWatch with negative implications, in the emerging markets 
region is at its highest level since 2010. Eastern Europe, the 
Middle East, and Africa (EEMEA) saw the greatest number of  
rating actions among emerging markets, with 22 downgrades 
and three upgrades. The two one-notch downgrades of  S&P’s 
sovereign rating on Ukraine (to ‘CCC’ at the end of  first-quarter 
2014 from ‘B-’at the end of  2013) drove corresponding rating 
actions on Ukrainian corporates, which drove the downgrade-to-
upgrade ratio higher.  S&P lowered its ratings on three banks and 
four consumer products companies as a result of  the sovereign 
downgrade.

S&P analyzes negative bias to gauge the outlook for ratings in 
the region. As of  March 31, 2014, the negative biases in EEMEA 
and Latin America were above their historical averages, while 
the negative bias in emerging Asia was slightly lower than its 
historical average. The overall emerging markets negative bias 
is significantly higher than the global negative bias, and is at its 
highest level since 2010.

Ratings in the sovereign and banking sectors make up about 
40% of  emerging market ratings, and are therefore an important 
driver of  the region’s rating trends. Rating biases in the 
emerging market’s sovereign and banking sectors have generally 
overlapped in the past. This is primarily because bank ratings are 
highly dependent on the rating of  their sovereign, as government 

policy and socio- and geo-political risks play an important role 
in analyzing emerging market financial institutions. The negative 
bias in the ratings of  emerging market sovereigns as well as 
banks has been edging higher since the second half  of  2012. As 
of  March 31, 2014, 21% of  the 85 emerging market sovereigns 
and 25% of  the 230 banks in the region had negative credit 
outlooks or ratings on CreditWatch with negative implications, 
which is significantly higher than the 13-year average of  16% for 
each of  the sectors.

Within the emerging markets, entities based in the EEMEA 
region had the highest net negative bias, followed by emerging 
Asia and Latin America. Russian and South African entities are 
driving the elevated negative bias in the EEMEA region.

Speculative-grade emerging market entities, or those rated 
‘BB+’ or lower, show a higher negative bias when compared 
with investment-grade entities (rated ‘BBB-’ or higher). The 
‘CCC’ rating category shows the highest downgrade potential as 
measured by net negative bias, or negative bias minus positive 
bias. This is intuitive, as companies rated in this category are on 
the lowest level of  the rating spectrum.”

However, the second highest downgrade potential was for 
companies rated in the ‘BBB’ rating category, which was driven 
largely by entities in India and South Africa that currently have 
negative outlooks. A majority of  these negative outlooks are a 
consequence of  the negative outlooks on the ratings of  their 
sovereigns.

Further information is available on the Global Credit Portal in the research piece 
entitled: “Emerging Markets Corporate And Sovereign Rating Actions And Outlook: 
Ratings Show Their Highest Negative Bias Since 2010”

EMERGING MARKETS CORPORATE  
AND SOVEREIGN RATING ACTIONS  
AND OUTLOOK
Diane Vazza outlines how emerging market ratings are showing their highest negative 
bias since 2010, edging ever higher since the second half  of  2012

“For the banking 
system in South Africa, 
higher credit losses 
for unsecured loans 
are expected as low 
economic growth and 
high household inflation 
restrain retail clients’ 
repayment capacity in 
2014”

EMERGING MARKET BANKING SYSTEMS

I
n December 2013, the U.S. Federal Reserve (Fed) 
announced that it would start progressively tapering 
its $85 billion monthly bond-buying program, known 
as quantitative easing (QE), judging the U.S. economic 
recovery to be on track.

The Fed implemented the first three waves of  tapering over 
the past four months, reducing the monthly bond buying by a 
total of  $30 billion. Standard & Poor’s Rating Services believes 
the Fed will continue tapering its program throughout 2014, 
possibly ending it by October. At that point, the Fed is likely to 
start normalizing U.S. monetary policy through interest rate 
increases by the second quarter of  2015.

While S&P’s base-case scenario assumes that the Fed’s 
gradual removal of  unconventional monetary support won’t 
derail the economic recovery in developed countries, emerging 
markets are expected to experience episodes of  instability. 
In particular, countries whose economies display significant 
external vulnerability will have a more difficult time coping.

To get a better understanding of  how the Fed’s tapering 
could affect banking systems in emerging markets, S&P looked 
at seven countries: Brazil, Chile, India, Indonesia, Peru, South 
Africa, and Turkey. 

Banking systems can feel the impact of  tapering directly 
through more limited access to external funding or through 
increasing costs to refinance external debt. They can also feel it 
indirectly through possible central bank interest rate increases, 
due to currency depreciation and lower capital inflows through 
the financial account of  their balance of  payments, which may 

weigh on economic growth. That, in turn, could hurt asset 
quality and profitability.

The banking systems in Turkey and South Africa were found 
to be the most vulnerable. 

The South African system appears to have the least vulnerable 
external funding position due to its low amount of  foreign 
borrowing. Banks there primarily get their funding through core 
customer deposits and funds from large asset management 
companies in the country. The latter, however, are more sensitive 
to pricing and could push South African banks’ cost of  funding 
upward if  the Fed speeds its tapering and the South African 
Reserve Bank reacts more aggressively to raise rates.

In South Africa, slowing household consumption, low 
corporate investment, and labor tensions are likely to result in a 
low economic growth rate in 2014. Further downside pressure 
may come from labor tensions and weaker power supply.

For the banking system in South Africa, higher credit losses 
for unsecured loans (10% of  total loans) are expected as low 
economic growth and high household inflation restrain retail 
clients’ repayment capacity in 2014. The retail mortgage book is 
also exposed to a potential interest rate shock that could emanate 
from tapering. Households may start to experience debt service 
ability pressures, in a scenario where interest rates rise 250-300 
basis points. The impact of  this could be worsened if  the real 
estate market starts to slip once again after stabilizing in 2013.

Further information is available on the Global Credit Portal in the research piece 
entitled: “Which Emerging Market Banking Systems Could Suffer Most From Fed 
Tapering?”

WHICH EMERGING MARKET BANKING 
SYSTEMS COULD SUFFER MOST FROM 
FED TAPERING?
S&P Credit Analyst Mohamed Damak expects QE tapering to hit some emerging 
markets’ banking systems either directly due to reduced global liquidity or indirectly 
through lower economic growth.

“Ratings in the sovereign 
and banking sectors 
make up about 40% of  
emerging market ratings, 
and are therefore an 
important driver of  the 
region’s rating trends”
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NIGERIA’S BANKING SECTOR

N
igerian banks rated by Standard & Poor’s Ratings 
Services are assigned stable outlooks, reflecting 
the view that the domestic economy will continue 
to support the banks’ loan growth, earnings 
generation, and balance-sheet growth given the 

current low level of  nonperforming loans. However, S&P sees 
greater downside risks than upside for Nigerian bank ratings in 
2014 due to mounting political pressures.

S&P also considers that future growth and stability of  the 
banking sector will largely depend on a cohesive regulatory 
framework, together with political and institutional stability, and 
sees a risk that the momentum of  regulatory improvements may 
slow after the leadership changes at the central bank this year. 
These opinions are based on Nigeria’s robust GDP growth and 
on an ongoing, but slower push toward economic diversification.

These factors should support accelerated balance sheet 
growth among the banks in 2014 of  between 20% and 30%.  

Negative Rating Triggers
Rapid loan growth and a lapse in corporate governance 
present the main risks to the Nigerian banking sector. The 
structurally high level of  credit risk is the result of  historically 
weak underwriting standards and a lack of  transparency, while 
potential political interference could undermine the progress 
made in regulation and supervision. Competition for new 
business could lead banks to raise their risk tolerance. 

Rapid Loan Growth Could Cause Credit Risks To Rise
While S&P remains cautious of  Nigerian banks’ appetite for 
risk, a behavioral change in terms of  risk tolerance and lending 

practices has been seen since the banking crisis of  2009. 
However, some banks could resume rapid lending in 2014 
as they try to harness growth in the power, agriculture, and 
infrastructure sectors. Rapid credit growth could undermine 
banks’ progress in underwriting standards in a country where the 
credit culture is weak.

Now, armed with stronger balance sheets after the Asset 
Management Corporation of  Nigeria (AMCON) ring-fenced 
approximately $25 billion worth of  nonperforming bank assets in 
2010-2011, Nigerian banks are better positioned to fund growth 
in the real economy and achieve their growth potential.  

A Gradual Deterioration In Operating Performance
Earnings could deteriorate in 2014, owing to slower revenue 
growth as a result of  regulatory changes that may constrain 
banks’ earnings and tighten liquidity in the banking sector. It is 
anticipated guidelines on transaction fee charges, for example, 
will lower the growth of  no-interest revenues.

Industry Stability and Competition
Any setback in the pursuit of  banking reform, particularly the 
alignment of  Nigerian banking regulations with international 
standards, could undermine Nigerian banks’ progress in terms 
of  governance and risk management. As Nigerian banks seek 
international funding to participate in fast-growing segments 
of  the economy, they need to convince the capital markets that 
they have adopted best practice in these areas. 

Further information is available on the Global Credit Portal in the research piece 
entitled: “Brighter Prospects For Nigeria’s Banking Sector In 2014 Will Depend On 
Political And Regulatory Stability”

BRIGHTER PROSPECTS FOR NIGERIA’S 
BANKING SECTOR IN 2014 WILL DEPEND ON 
POLITICAL AND REGULATORY STABILITY
S&P Credit Analyst Samira Mensah expects accelerated balance sheet growth among Nigerian banks in 
2014 of  between 20% and 30%.

COMMISSIONER STREET NO. 7 (RF) LTD

Ratings Assigned To Commissioner Street No. 7 
(RF) TopDrive Funding’s South African Repack 
Notes Series 2014
The transaction is a repackaging of  a loan which is exposed to the 
credit risk of  the guarantor

Standard & Poor’s Ratings Services has 
assigned its ‘zaAAA’ credit ratings to 
Commissioner Street No. 7 (RF) Ltd. 
TopDrive Funding’s class A1 and A2 
repack notes series 2014.

This transaction is a repackaging 
of  a BMW (SA) loan granted by Absa 
Corporate and Investment Bank and 
guaranteed by BMW AG. The transaction 
is exposed to the credit risk of  BMW 
AG acting as guarantor. Since BMW 
AG provides a guarantee to the loan in 
favor of  the repack noteholders, there 
is no reliance on the underlying assets’ 
performance. Therefore, S&P did not 
perform a credit analysis as the repack 
notes’ performance does not depend on 
the corporate loan’s credit performance.

Commissioner Street No. 7 (RF) is a 
new, bankruptcy-remote special-purpose 
entity (SPE), incorporated in South Africa. 
The SPE is in line with S&P’s European 
legal criteria, which include criteria for 
bankruptcy-remoteness. The issuer’s only 
purposes are to acquire the collateral 
backing the series issuance, issue the 
notes, and engage in certain transaction-
specific activities.

At closing, the SPE used the notes’ 

issuance proceeds to purchase the 
corporate loan. The issuer passes through 
(to the holders of  the repack notes) any 
interest payments and any redemption 
payments that it receives as the legal 
holder of  the loan.

The guarantee agreement complies 
with our guarantee criteria and pays 
the amounts of  interests and principal 
due under the repack notes. S&P Credit 
Analyst Virginie Couchet says: “S&P 
considers the key risk for the repack 
notes to be the credit risk of  BMW AG 
as the guarantor. Consequently, under its 
criteria for rating repackaged securities, 
the ratings on the repack notes are linked 
to our long-term rating on BMW AG. Any 
movement on the long-term rating on the 
guarantor could be reflected in the ratings 
on the repack notes.”

On the global scale, the repack notes 
could achieve a ‘A’ rating in line with 
S&P’s long-term rating on BMW AG 
(as guarantor) and the bank account 
provider’s constraint. 

Further information is available on the Global Credit 
Portal in the research piece entitled: “Ratings Assigned 
To Commissioner Street No. 7 (RF) TopDrive Funding’s 
South African Repack Notes Series 2014”

“Since BMW AG provides 
a guarantee to the loan 
in favor of  the repack 
noteholders, there is no 
reliance on the underlying 
assets’ performance”

Preliminary Ratings 
Assigned To South 
African ABS 
Transaction Transsec
Transaction will securitize a pool 
of  fully amortizing instalment sale 
agreements relating to the financing 
of  South African mini-bus taxis

Standard & Poor’s Ratings Services 
assigned its preliminary credit ratings  
to Transsec (RF) Ltd.’s class A asset-
backed floating-rate notes (‘zaAAA’) and B 
(‘zaAA’), C (‘zaA-’), and D (‘zaBBB-’) asset-
backed floating-rate interest deferrable 
notes. At closing, Transsec (RF) will also 
issue unrated floating-rate subordinated 
notes.

The transaction will securitize a pool 
of  fully amortizing installment sale 
agreements (ISAs) relating to the financing 
of  South African mini-bus taxis. Potpale 
Investments (RF) Proprietary Ltd., SA 
Taxi Development Finance Proprietary 
Ltd.’s (SA Taxi) warehouse facility, will 
originate the receivables. The underlying 
obligors are predominantly South African 
individual taxi operators. This will be SA 
Taxi’s second registered securitization 
transaction, and the first one that S&P  
has rated. 

Further information is available on the Global Credit 
Portal in the research piece entitled: “Preliminary 
Ratings Assigned To South African ABS Transaction 

TRANSSEC

“As Nigerian banks seek 
international funding 
to participate in fast-
growing segments of  
the economy, they need 
to convince the capital 
markets that they have 
adopted best practice”

SOUTH AFRICA SECURITISATIONS



SOUTH AFRICA-BASED INVESTEC BANK

South Africa-Based 
Investec Bank Ltd. 
Assigned ‘BBB/A-2’ 
And ‘zaAA/zaA-1’ 
Ratings; Outlook 
Negative
The bank’s earnings capacity and 
quality are expected to remain 
below those of  its domestic 
peers although it benefits from 
operating within the wider group

South Africa-based Investec Bank Ltd. 
(Investec) has a modest domestic market 
share with a niche private client and 
corporate franchise. Its real estate lending 
concentrations are balanced by its better 
cost of  risk and higher capitalization than 
rated South African peers.

On Feb. 19, 2014, Standard & Poor’s 
Ratings Services assigned its ‘BBB/A-2’ 
long- and short-term counterparty 
credit ratings to Investec. The outlook is 
negative.

At the same time, the bank was 
assigned S&P’s ‘zaAA/zaA-1’ South 
African national scale ratings.

S&P Credit Analyst Jones Gondo 
says: “The ratings on Investec reflect the 
overall creditworthiness of  the South 
African operations of  the Investec group. 
The bank is the core component of  the 
group, contributing 73% of  total assets 
(93.5% when excluding policyholder 
assets) and 66% of  profit before tax on 
March 31, 2013.”

The ratings on Investec balance its 
modest domestic market share (7% on 
Sept. 30, 2013) with a niche private client 
and corporate franchise, operating almost 
exclusively in the highly concentrated 
and competitive South African banking 
sector. Positively, Investec benefits from 
operating within the wider Investec 
group of  companies, which has a strong 
wealth and asset management franchise. 
Investec also operates with higher 
levels of  capital than market peers. It 
is expected S&P’s risk-adjusted capital 
(RAC) ratio for the bank to remain 
slightly above 8.0% over the next 18-24 
months, assuming subdued credit growth 
of  roughly 8%-10%. Conversely, the 
bank’s earnings capacity and quality are 
expected to remain below those of  its 
domestic peers, due to lower interest 
margins and lower contribution of  
recurring noninterest revenues.

Investec is exposed to the same 
structural funding and liquidity risks as 
its domestic peers. This means that the 
bank has short-term and concentrated 
funding from corporate and institutional 
investors. An assessment of  risk balances 
the bank’s concentrations within the 
real estate sector with its better cost 
of  risk in comparison with rated South 
African peers. These risks are mitigated 
by South Africa’s currency controls, low 
dependence on external funding, and 
access to the South African Reserve 
Bank’s guaranteed emergency liquidity.

Further information is available on the Global Credit 
Portal in the research piece entitled: “South Africa-
Based Investec Bank Ltd. Assigned ‘BBB/A-2’ And 
‘zaAA/zaA-1’Ratings; Outlook Negative”

“Diamond Bank benefits 
from some first-mover 
advantage through its 
retail platform”

NIGERIAN BANKS

Outlooks On Five Nigerian Banks Revised To 
Negative After Sovereign Action
Outlook revised to negative from stable on five Nigerian financial 
institutions as political and institutional risks in the country are 
heightened

Standard & Poor’s Ratings Services has 
revised its outlook on Nigeria to negative 
from stable to reflect heightened political 
and institutional risks in the country 
(see page 3). It is therefore revising to 
negative from stable its outlooks on the 
five Nigerian banks that it rates at the 
sovereign foreign currency level. It is also 
affirming the ‘BB-/B’ counterparty credit 
ratings and the Nigeria national scale 
ratings on these banks.

S&P does not rate any regulated bank 

in Nigeria above its sovereign ratings on 
Nigeria because of  the likely direct and 
indirect influence of  sovereign distress 
on the banks’ operations--including 
their ability to service foreign currency 
obligations and the possibility of  
regulatory intervention—and because 
of  the high proportion of  government 
securities and public sector deposits on 
their balance sheets.

S&P Credit Analyst Matthew D 
Pirnie says: “The stand-alone credit 
profiles (SACP) of  the banks and 
holding company (FBN Holding) remain 
unchanged, despite the expectation that 
Nigeria’s mounting political pressures 
and regulatory changes are likely to test 
banks’ operating performances over 
the next 12-18 months, particularly 
earnings capacity and potentially cost 
of  risk, owing to rapid loan growth.”  
Nevertheless, economic growth and 
gradual diversification, plus the currently 
low level of  nonperforming loans and 
sound liquidity indicators are expected to 
be broadly supportive of  financial sector 
stability over this period.
 
Further information is available on the Global Credit 
Portal in the research piece entitled: “Outlooks On Five 
Nigerian Banks Revised To Negative After Sovereign 
Action; Ratings Affirmed”

NIGERIA-BASED DIAMOND BANK

Nigeria-Based Diamond Bank Assigned ‘B/B’ 
And ‘ngBBB-/ngA-3’ Ratings; Outlook Negative
The negative outlook reflects the view that the bank’s risk adjusted 
capitalization may fail to improve despite a retail platform that 
bolsters its ability to gather low-cost deposits

Diamond Bank enjoys a modest 
position in Nigeria’s increasingly 
competitive middle-tier banking sector. 
The bank’s relatively strong retail bank 
offering provides low cost of  funds 
and strengthens its earnings capacity, 
although earnings stability and loan loss 
experience compare poorly with rated 
Nigerian peers.

Standard & Poor’s Ratings Services is 
assigning its ‘B/B’ counterparty credit 
and ‘ngBBB-/ngA-3’ national scale 
ratings to Diamond Bank. The negative 
outlook reflects the view that the bank’s 
risk adjusted capitalization may fail 
to improve to above 5% over the next 
12-18 months, either through internal 
capital generation or equity-raising 
plans. Diamond Bank benefits from 
some first-mover advantage through its 
retail platform. The platform bolsters the 
bank’s ability to gather low-cost deposits, 
which helps bring its cost of  funds and 
net interest margins to levels comparable 
with top-tier banks. 

S&P Credit Analyst Jones Gondo says: 
“The ratings on Diamond Bank factor in 
the expectation that the bank’s Standard 
& Poor’s risk-adjusted capital (RAC) ratio 
will improve to a little over 5% over the 
next 12-18 months as the bank returns 

solid earnings and releases modest 
dividends and potentially undergoes a 
capital raising exercise in mid-2014. It 
is also expected the bank will maintain 
or improve its normalized cost of  risk of  
around 3.5%, which is higher than that 
of  rated peers, despite periods of  rapid 
loan growth and moderately high loan 
concentrations.”

It is also expected the bank will 
maintain its cost-of-funds advantage over 
second-tier institutions, as well as liquidity 
comparable with that of  sector peers.

The negative outlook reflects the 
view that S&P could lower the ratings 
if  there are no further tier 1 capital 
injections and if  its asset quality and the 
regulatory pressures weighing upon the 
industry’s operating performance restrain 
its earnings and ability to grow its RAC 
ratio sufficiently above 5% over the next 
12-18 months. The ratings could also be 
lowered if  the bank’s capital adequacy 
fails to improve, owing to rapid risk-asset 
accumulation or if  an aggressive dividend 
policy erodes internal capital retention.

 

Further information is available on the Global Credit 
Portal in the research piece entitled: “Nigeria-Based 
Diamond Bank Assigned ‘B/B’ And ‘ngBBB-/ngA-3’ 
Ratings; Outlook Negative”

“Mounting political 
pressures and regulatory 
changes are likely to 
test banks’ operating 
performances over the 
next 12-18 months”
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On April 1, 2014, Standard & Poor’s 
Ratings Services revised its outlook to 
negative from stable on the following 
Nigerian financial institutions:
• Access Bank PLC,
• FirstBank of  Nigeria Ltd, and its 

holding company, FBN Holding 
PLC,

• Stanbic IBTC Bank PLC,
• Guaranty Trust Bank PLC, and
• Zenith Bank PLC.

At the same time, S&P affirmed 
its ‘BB-/B’ long- and short-term 
counterparty credit ratings on the 
banks and its ‘B/B’ long- and short-
term counterparty credit ratings on the 
holding company FBN Holding PLC



“With regards to the P/C 
insurance sector, S&P 
views industry factors 
as a relative strength, 
reflecting our view of  the 
P/C insurance sector’s 
earnings as positive”

SOUTH AFRICA’S LIFE AND P/C INSURANCE SECTORS 

South Africa Life and Non-Life Insurance 
Sectors Carry An Intermediate Industry And 
Country Risk Assessment
Assessments capture the typical level of  risks that life and property/
casualty (P/C) insurers operating in South Africa face and reflects 
moderate country risk and intermediate industry risk.

Standard & Poor’s Ratings Services has 
assessed industry and country risk for 
the South African life and P/C insurance 
sectors as intermediate. The assessments 
capture the typical level of  risks that 
insurers operating in South Africa face 
and reflect moderate country risk and 
intermediate industry risk. 

S&P’s assessment of  country risk as 
moderate for both sectors incorporates 
its view of  South Africa’s low economic 
growth, stable political institutions, 
modest financial system risk, and 
acceptable payment culture and rule of  
law. Country risk is a key determinant in 
the assessments. 

With regards to industry factors for the 
South African life insurance sector, Credit 
Analyst Neil Gosrani comments: “We view 
industry factors as intermediate and a 
relative strength to our assessment. This is 
based on our evaluation of  five industry-
related factors. We see profitability 
(measured by return on equity) as a 
positive factor and all other subfactors 
as neutral. The institutional framework is 
assessed as moderately strong.”

Based on data of  the five largest 
players in the life insurance market, the 
sectors 3-year average return on equity 
is approximately 20%. Relatively low – 
albeit recently rising – interest rates have 
been weighing on profitability, alongside 
limited economic growth, and rising 
administration and management costs. 

Gosrani comments: “Despite 
poorer-than-average results for the P/C 
insurance industry in 2013, South Africa 
compares well with international peers. 
We view barriers to entry and product 
risk as neutral in our assessment. We 
think growth prospects are limited as 
penetration is already relatively high. The 
institutional framework in South Africa 
we view as moderately strong, which 
incorporates our views on the regulatory 
framework and track record, as well as 
governance and transparency.”

Further information is available on the Global Credit 
Portal in the research pieces entitled: “South Africa 
Life Insurance Sector Carries Intermediate Insurance 
Industry And Country Risk Assessment” and “South 
Africa Property/Casualty Insurance Sector Carries An 
Intermediate Insurance Industry And Country Risk 
Assessment”

NIGERIA’S PROPERTY/CASUALTY INSURANCE SECTOR

Nigeria’s Property/Casualty Insurance Sector 
Carries A High Industry And Country Risk 
Assessment
Assessment is derived from S&P’s view of  high country risk and 
moderate industry risk for the sector

Standard & Poor’s Ratings Services 
has assessed industry and country 
risk for Nigeria’s property/casualty 
(P/C) insurance sector as high. S&P’s 
assessment reflects the risks typically 
faced by P/C insurers operating in 
Nigeria and is derived from its view of  
high country risk and moderate industry 
risk for the P/C insurance sector.

The country risk is assessed as high to 
reflect the difficult environment in which 
P/C insurers operate. Nigeria has low 
levels of  per capita income, heightened 
political tension, low levels of  economic 
development outside the oil sector, 
significant infrastructure shortfalls, and 
weak institutions.

S&P Credit Analyst Neil Gosrani says: 
“In S&P’s opinion, insurance industry 
risks are moderate. This reflects good 
historical and prospective profitability, 
although fraud and corruption have the 
potential to cause volatility. Barriers to 
entry are also neutral to S&P’s analysis, 
reflecting modest operational and 
regulatory hurdles. “

Growth prospects are considered 
neutral because the industry barely 
maintains pace with real economic 
growth and there is limited evidence of  
increased insurance penetration.

There is potential for growth, 
but the industry needs to overcome 
significant challenges to achieve this. 

The regulatory framework is negative to 
S&P’s assessment because it considers 
regulatory oversight, governance, and 
transparency to be weak. That said S&P 
anticipates that the market will benefit 
from the ongoing industry and regulatory 
changes.

Based on historical data, S&P 
estimates return on equity to be around 
10%, which is modest compared with 
similar developing markets, but high 
compared with the global average. 
However, S&P estimates that the 
combined ratio is high at about 100%. 
(Lower combined ratios indicate better 
profitability. A combined ratio of  greater 
than 100% signifies an underwriting loss.) 
Profitability therefore relies on investment 
performance and this accounts for the 
high volatility in returns over the past five 
years. 

The sector recorded significantly 
stronger returns in 2007 and 2008, when 
it derived investment gains from the then-
booming Nigerian stock exchange. After 
the 2009 domestic banking crisis and a 
sharp fall in the local stock exchange, 
returns moderated to around 9%, in line 
with investment returns.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Nigeria’s 
Property/Casualty Insurance Sector Carries A High 
Industry And Country Risk Assessment”

SOUTH AFRICAN INSURER SANTAM

South African Insurer 
Santam ‘A-’Ratings 
Affirmed Based On 
Criteria For Rating 
Above The Sovereign; 
Outlook Negative
S&P assesses potential impact 
of  a hypothetical South African 
sovereign default on Santam’s 
consolidated balance sheet
 
South Africa-based non-life insurer 
Santam Ltd. passes Standard & Poor’s 
Ratings Services’ hypothetical foreign 
currency sovereign default stress test 
under its revised criteria for rating 
companies above the sovereign, indicating 
that it would not exhaust its regulatory 
solvency capital, even under the stress of  
a sovereign foreign currency default.

S&P Credit Analyst Mark Button, says: 
“Under S&P’s group rating methodology, 
Santam is considered to be independent 
from, and an insulated subsidiary of, its 
59% shareholder, Sanlam Ltd. Therefore 
it considers that the same sovereign 
stress test at Sanlam would have a limited 
impact on Santam.”

S&P is therefore affirming the ‘A-’ 
ratings on Santam and removing them 
from CreditWatch negative, where they 
were placed on Nov. 26, 2013. The 
negative outlook on Santam mirrors that 
on the long-term local currency ratings 
on South Africa, 
Further information is available on the Global Credit 
Portal in the research piece entitled: “South African 
Insurer Santam ‘A-’Ratings Affirmed Based On Criteria 
For Rating Above The Sovereign; Outlook Negative”
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“The sector recorded 
significantly stronger 
returns in 2007 and 
2008, when it derived 
investment gains from the 
then-booming Nigerian 
stock exchange”

Life and Non-Life 
Insurance Industries 
Of  Ghana Assessed As 
Having A High Industry 
And Country Risk 
Assessment is based on view of  
political, economic, and financial 
system risk.

Standard & Poor’s has assessed industry 
and country risk for Ghana’s life and 
property/casualty (P/C) insurance sectors 
as high. S&P assesses country risk as 
high, based on its assessment of  political, 
economic, and financial system risk. 
Compared with peer countries, Ghana has a 
track record of  political stability, highlighted 
by peaceful political changeovers and a 
stable institutional framework. However, 
the predictability of  its fiscal policy is 
limited and social discontent is on the rise. 
S&P forecasts strong economic growth 
supported by foreign direct investment, 
although private investment is constrained 
by the high cost of  borrowing and 
insufficient energy supplies.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Ghana Life 
Insurance Sector Carries A High Industry And Country 
Risk Assessment” and “Ghana Property/Casualty 
Insurance Sector Carries A High Industry And Country 
Risk Assessment”

GHANA’S LIFE AND P/C INSURANCE 



ANGLOGOLD ASHANTI

AngloGold Ashanti 
‘BB+’ Rating Affirmed
Rating affirmed as cost cuts 
by AGA offsets lower price 
assumptions 

Earlier this year, Standard & Poor’s 
Ratings Services lowered its gold 
price assumptions for 2014 and 2015. 
Subsequently, it placed its corporate 
credit rating on South African gold 
miner AngloGold Ashanti Ltd. (AGA) on 
CreditWatch negative.

The company partially offsets 
increased risks stemming from the lower 
gold price environment with cost cuts 
and capital expenditure curbs, teamed 
with favorable foreign exchange (FX) 
conditions as seen in the fourth quarter 
of  2013. S&P is therefore affirming its 
‘BB+’ long-term corporate credit rating 
on AGA and lowering the South Africa 
national scale ratings on the company to 
‘zaA-’ from ‘zaA’. It is removing all ratings 
from CreditWatch negative.

S&P Credit Analyst Elad Jelasko 
says: “The negative outlook reflects the 
possibility that S&P could lower the 
ratings over the next six to 12 months 
if  gold prices fall below S&P’s price 
deck assumptions, bearing in mind that 
AGA’s EBITDA, free cash flow, and credit 
metrics remain highly sensitive to changes 
in actual gold prices and FX rates”.

Further information is available on the Global Credit 
Portal in the research piece entitled: “AngloGold 
Ashanti ‘BB+’ Rating Affirmed; Removed From 
CreditWatch Negative; Outlook Negative”

“Negative outlook 
reflects the possibility 
that S&P could lower 
the ratings over the next 
12 months if  gold prices 
fall below its base-case 
assumptions”

SOUTH AFRICAN MINING AND GOLD

South African Mining And Gold Companies 
Face Ratings Pressure
Standard & Poor’s credit analyst Elad Jelasko discusses how the global 
decline in commodity prices is affecting mining and gold companies in 
South Africa 

Average metal commodity prices have 
fallen about 20-25% since the start of  
2013 (see chart). In 2013 the global 
commodities sector entered a downwards 
cycle with falling prices, where an 
increase in capacity exceeded demand. 
This year, the decline in prices has 
continued, driven by negative sentiment 
on the growth of  China’s economy. In 
South Africa, this has lead to negative 
outlook revisions on Anglo American, 
AngloGold Ashanti and Gold Fields.  

With respect to the mining sector, 
our negative outlook revision on Anglo 
American takes into account the recent 
deterioration in commodity prices and 
the company’s continued high capex of  
up to $8 billion per annum in 2014 and 
2015. This is in contrast to the rest of  
the industry, as we expect the world’s 5 
largest miners’ (including BHP, Rio Tinto, 
Vale, GlencoreXstrata besides Anglo 
American) aggregate investment levels to 
come down to $50 billion in 2015, from 
$70 billion in 2013. Consequently, we 
see Anglo American as more exposed to 
substantial negative free cash flow. This 
will push debt upwards and may cause 
ratings to be lowered if  prices continue 
to fall with no counter-response from the 
company. 

Our outlook for the gold industry is 
negative as we see growth in the US 
economy and no inflationary pressure 
making gold less attractive. We anticipate 
gold prices to average $1250/ounce in 
2014 and $1200/ounce in 2015/16. Even 
if  the recent price hovered around $1300/
ounce, we see flexibility of  gold miners, 
including AngloGold and GoldFields, to 
have significantly decreased in the lower 
gold price environment. Rating downside 
would be likely if  gold prices were to fall 
our above baseline scenario. 

In South Africa, the risk of  doing 

business is one of  the key building blocks 
of  our ratings. For mining companies 
this often acts as a penalising factor, 
accounting for the risk that economic 
and social issues present in the country 
will affect the industry. At the current 
time, we see two key issues stand out in 
terms of  negative investor perception: 
risks stemming from the new mining bill 
and the ongoing strike action affecting 
the platinum industry. The mining bill 
represents in our view a fine-tuning to 
the current framework rather than a 
revolution from a ratings perspective.  
The second key issue is the ongoing 
strikes affecting the platinum industry.  
At this stage, we see such strikes as 
relating to specific mines concentrated 
in the platinum industry. We believe 
such risk is unlikely to spill over to other 
industries, as witnessed for instance in 
the gold industry. Even so, South Africa’s 
highly unionized workforce remains a risk 
factor in terms of  ensuring manageable 
salary increases at a time many 
commodity sectors are under pressure. 
 
Further information is available via the following 
video: http://ratings.standardandpoors.
com/?video=25419632

SOUTH AFRICAN MINER GOLD FIELDS

South African Miner Gold Fields Global Scale 
Ratings Affirmed At ‘BB+/B’; Outlook Negative
Affirmed rating follows improvement in Gold Fields’ cash cost profile 

Standard & Poor’s Ratings Services 
believes that South Africa-headquartered 
gold miner Gold Fields Ltd. partly 
offsets increased risks stemming from 
the lower gold price environment with 
cost cuts and capital expenditure curbs, 
teamed with favorable foreign exchange 
conditions, as seen in the fourth quarter 
of  2013.

S&P is therefore affirming its ‘BB+/B’ 
corporate credit ratings on Gold Fields, 
lowering its long-term South Africa 
national scale rating to ‘zaA-’ from ‘zaA’, 
and affirming its short-term national scale 
rating at ‘zaA-2’. S&P is also removing 
both long-term ratings from CreditWatch 
negative, where it had been placed them 
on Jan. 31, 2014.

S&P Credit Analyst Andrey Nikolaev 
says: “The negative outlook reflects 
the possibility that S&P could lower 
the ratings over the next 12 months 
if  gold prices fall below its base-case 
assumptions or if  the company is not 
able to contain cost inflation.”

The affirmation follows improvement 
in Gold Fields’ cash cost profile in 
the fourth quarter of  2013. Thanks to 
management’s cost cutting measures 
as well as weaker currencies, notably 
the South African rand (ZAR) and the 
Australian dollar against the U.S. dollar, 

Further information is available on the Global Credit 
Portal in the research piece entitled: “South African 
Miner Gold Fields Global Scale Ratings Affirmed At 
‘BB+/B’; Outlook Negative”
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South African Coal 
Miner Exxaro Resources 
Assigned ‘zaA-/zaA-2’
Business risk profile assessed as 
“fair” reflects a strong market 
position

Standard & Poor’s has assigned its ‘zaA-
’long-term and ‘zaA-2’ short-term South 
Africa national scale ratings to South 
African coal miner Exxaro Resources Ltd. 
(Exxaro).

Exxaro is the second-largest producer 
of  thermal coal in South Africa, with 
stakes in global titanium producer Tronox 
and Sishen Iron Ore Company.

S&P assesses Exxaro’s business risk 
profile as “fair” and its financial risk profile 
as “intermediate.” It is assigning its ‘zaA-/
zaA-2’ long- and short-term South Africa 
national scale ratings to Exxaro.

S&P Credit Analyst Elad Jelasko says: 
“The assessment of  Exxaro’s business 
risk profile as “fair” reflects the company’s 
strong market position in the coal 
industry, where the company sells most 
of  its output to South African electricity 
company ESKOM Holdings SOC Ltd. 
under long-term agreements.”

The assessment of  Exxaro’s financial 
risk profile also reflects S&P’s forecast of  
substantially negative discretionary cash 
flow in 2014 and in 2015.

Further information is available on the Global Credit 
Portal in the research piece entitled: “South African 
Coal Miner Exxaro Resources Assigned ‘zaA-/zaA-2’ 
South Africa National Scale Ratings”

COAL MINER EXXARO RESOURCES



“OCP is credited with 
possessing over 75% 
of  global phosphate 
rock reserves, ensuring 
several centuries of  
production”

PHOSPHATE FERTILIZER PRODUCER OCP

Morocco-Based Phosphate Fertilizer Producer 
OCP S.A. Rated ‘BBB-’; Outlook Negative
The main business risk factors supporting the rating are favourable 
over the long term but short-term weaknesses remain possible

Standard & Poor’s Ratings Services 
has assigned its ‘BBB-’ long-term 
corporate credit rating to Morocco-
based, phosphate rock, acid, and fertilizer 
producer, OCP S.A. The outlook is 
negative. The negative outlook reflects 
S&P’s outlook on Morocco, given the 
view that OCP, as a government-related 
entity with close links to the state, cannot 
be rated higher than the sovereign.

OCP S.A. benefits from very large 
low-cost phosphate reserves, leading 
to favorable profitability. While S&P 
anticipates positive long-term demand 
trends, short-term weaknesses remain 
possible and the industry is cyclical.

S&P Credit Analyst Lucas Sevenin 
says: “OCP has initiated a large capital 
expenditure program that will translate, 
under S&P’s 2013-2015 base case, into 
large negative cash flow after capital 
expenditures and weakening credit 
metrics.”

The rating reflects the assessment of  
OCP’s stand-alone credit profile (SACP) 
at ‘bbb-’. This takes into account the view 
of  the company’s “satisfactory” business 
risk profile combined with a “significant” 
financial risk profile. As the Moroccan 
government owns nearly 95% of  OCP 
and the company is very important for 
the state and the economy, S&P view 
OCP as a government-related entity 
(GRE). However, likely extraordinary 

government support does not currently 
lift the rating, since OCP’s SACP is at the 
same level as the long-term rating on 
Morocco (BBB-/Negative/A-3).

The main business risk factors 
supporting the rating are favourable. On 
the other hand, OCP has no access to 
cheap ammonia or sulfur, two major raw 
materials; it is exposed to country risk 
in Morocco and industry cyclicality; and 
capacity expansion is capital intensive.

OCP is credited with possessing over 
75% of  global phosphate rock reserves, 
ensuring several centuries of  production. 
Its costs of  production and transportation 
of  rock to the ports will further decline 
once transportation, currently handled by 
rail, moves to pipelines.

These strengths are mitigated by 
potential large swings in profits, mirroring 
a fluctuating industry supply and demand 
balance. In 2013, for example, EBITDA 
dropped by 45%. Big swings in demand 
are possible from one year or quarter to 
another, given a sensitivity to weather 
conditions, inventory levels and policies, 
price expectations, and Indian state 
subsidies and exchange rates, because 
India is the largest importer of  phosphate 
products in the world.
 
Further information is available on the Global Credit 
Portal in the research piece entitled: “Morocco-Based 
Phosphate Fertilizer Producer OCP S.A. Rated ‘BBB-’; 
Outlook Negative”

ANGLO AMERICAN

Anglo American Outlook To Negative On 
Uncertain Metal Prices And Negative Free  
Cash Flow
In 2013, the commodity sector entered a downward cycle which 
combined with capital expenditure may increase pressure on the 
global mining company

Recent softening in commodity prices 
and heavy capital expenditure (capex) at 
global mining company Anglo American 
PLC in the coming two years may 
increase pressure on the company’s 
financial ratios. In addition, Anglo 
American’s South African business 
activities, which currently contribute 
about 45% of  annual EBITDA, may be 
subject to changes in the mining charter, 
including higher taxes.

Standard & Poor’s Ratings Services is 
therefore revising its outlook on Anglo 
American to negative from stable. At 
the same time, it is affirming its long- 
and short-term corporate credit ratings 
on Anglo American at ‘BBB/A-2’ and 
our long- and short-term South Africa 
national scale ratings at ‘zaAA+/zaA-1’.

The negative outlook reflects the 
possibility of  S&P downgrading Anglo 
American in the coming 12-18 months 
if  the company’s negative free operating 
cash flow is materially higher or more 
prolonged than it assumes. Rating 
pressure could also stem from a potential 
negative effect of  ongoing mining charter 

discussions in South Africa.
S&P Credit Analyst Andrey Nikolaev 

explains: “S&P views Anglo American’s 
Standard & Poor’s-adjusted funds from 
operations (FFO) to debt of  30%-35% 
over 2014-2015 as commensurate with 
the current ratings. Under its base-case 
scenario, S&P sees a possibility that Anglo 
American’s FFO to debt may fall below 
30%. Ultimately, whether this happens will 
depend on commodity price evolutions, 
as well as on management actions, 
including its ongoing portfolio review.”

In 2013, the commodity sector 
entered a downward cycle as an increase 
in capacity exceeded the increase in 
demand, leading to some softness in base 
metal prices. A further fall in commodity 
prices this year has been exacerbated by 
recent market fear that economic growth 
will slow in China, which may lead to 
spot prices falling below our base-case 
price deck. 

Further information is available on the Global Credit 
Portal in the research piece entitled: “Anglo American 
Outlook To Negative On Uncertain Metal Prices And 
Negative Free Cash Flow; ‘BBB/A-2’ Ratings Affirmed

“Under its base-case 
scenario, S&P sees a 
possibility that Anglo 
American’s funds from 
operations (FFO) to debt 
may fall below 30%”

SOUTH AFRICA-BASED EQSTRA

Long-Term National 
Scale Rating On South 
Africa-Based Eqstra 
Cut To ‘zaBBB+’ 
On Mining Sector 
Instability And Weak 
Economy
Industrial action in South Africa 
has cost Eqstra dear and combined 
with poor economic prospects are 
a restraint on the ratings 

Ongoing labor tensions in the South 
African mining sector and a lackluster 
economic environment have, in Standard 
& Poor’s Ratings Services’ opinion, 
weakened the business risk profile of  
Eqstra Holdings Ltd. (Eqstra). Industrial 
action in late 2013 led to a, potentially 
temporary, weakening in Eqstra’s financial 
performance, which highlights the 
heightened risks of  operating in South 
Africa and its mining sector.

As a result S&P has lowered its long-
term South Africa national scale rating 
on Eqstra to ‘zaBBB+’ from ‘zaA-’. At 
the same time, it affirmed its short-term 
rating at ‘zaA-2’.

Industrial action in the South African 
mining sector in late 2013 cost Eqstra an 
estimated South African rand (ZAR)135 
million. It wiped out profits in the first 
half  of  2014 at Eqstra’s Contract Mining 
and Plant Rental division, which had 
contributed 46% of  group revenues and 
44% of  operating assets over the 12 
months ended June 30, 2013. 

S&P Credit Analyst Matthew D Pirnie 
says: “Industrial actions are an ongoing 
risk which, alongside low commodity 
demand (affecting the Benga project) and 
poor weather in South Africa, highlight, in 
our opinion, the risks of  operating in the 
cyclical mining industry.”

Despite increasing international 
revenue diversification, albeit partially due 
to the weaker rand, the majority of  group 
operations originate from South Africa 
(80% of  revenues on Dec. 31, 2013). As 
a consequence, the ratings on Eqstra 
are anchored to South Africa’s domestic 
economic fortunes.

The ratings are also constrained 
by S&P’s view of  the company’s high 
single name concentrations, its liquidity’s 
reliance on operating cash flows, and 
intermediate leverage. The ratings are 
supported by a generally diversified 
business profile for a domestic leasing 
company, solid capital levels, and strong 
asset quality stemming from intrinsically 
high collateral.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Long-Term 
National Scale Rating On South Africa-Based Eqstra 
Cut To ‘zaBBB+’ On Mining Sector Instability, Weak 
Economy”
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“Despite increasing 
international revenue 
diversification, the 
majority of  group 
operations originate from 
South Africa”
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