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GLOBAL CREDIT RATING 2015 SOUTH AFRICAN TRANSITION AND DEFAULT STUDY  
 

OVERVIEW 
This introduces the fourth edition of the Transition and Default Study for Global Credit Rating Co. (Pty) Ltd 
(“GCR”).  
 
This document is divided into four main sections as follows: 
 
 Limitations of GCR’s Transition and Default Study – This provides important information pertaining to the 

validity, relevance, accuracy and limitations of the statistical analyses and commentary presented in this 
document. Furthermore, it is recommended that a reader be familiar with GCR’s rating scales and 
definitions prior to reading the remainder of this document. 

 GCR’s ratings history – GCR’s ratings history is based on ratings accorded to South African entities only. This 
encompasses all long term issuer, claims paying ability (“CPA”), financial strength (“FS”), and long term issue 
ratings across four broad sectors. These include: 
 Insurance (pertaining to short term insurance, life assurance, reinsurance and healthcare); 
 Corporates (pertaining to corporate and industrial borrowers, property funds, parastatals, utilities, 

state governments and local authorities);  
 Financial Institutions (pertaining to banks and non-bank financial institutions); and 
 Structured Finance and Securitisation. 

 Transition Study – GCR employs a static pool approach to calculating transition data. The static pools (or, 
alternatively, cohorts) are created by grouping entity ratings according to the years in which the ratings are 
active and outstanding at the beginning of the respective year.  

 Default Study – GCR’s default rates are calculated on an entity basis, as opposed to absolute currency 
values. Furthermore, default rates included in this analysis are prepared using two different methods, which 
are explained further in this report. 

 
GCR’s transition and default statistics include all GCR’s South African national scale entity ratings from 2001 to 
2015, comprising in excess of 2,500 data points.   
 
Clients wishing to discuss any aspects of the publication or requiring any additional information are requested 
to contact GCR directly. 
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LIMITATIONS OF GCR’S TRANSITION AND DEFAULT STUDY 
 

THE SIZE OF THE SAMPLE 
 

GCR’s transition and default statistics include all of GCR’s South African national scale entity ratings from 2001 
to 2015, containing in excess of 2,500 data points. Notwithstanding this, whilst the sample utilised is of sufficient 
size to draw meaningful conclusions on larger categories and/or groupings of data, certain conclusions drawn 
from smaller category samples (for example, the number of B(ZA) band1 ratings totals four over the entire 
population) are weaker than those from large samples. Given this, while there may still be value in sharing results 

from undersized samples, the value is more anecdotal than statistical.  
 

HISTORY OF THE SAMPLE 
 

In certain cases, the significance of categories and/or groups pertaining to the transition studies is limited. This 
is largely evidenced in structured finance ratings, given the relatively small size of this sector prior to 2010. 
However, note is taken of the strong growth in this sector in the medium term, and as such, more appropriate 
and meaningful data can be derived over the medium term transition metrics displayed for this sector.   
 

LIMITATIONS OF TRANSITION RATES 
 

The rating transitions outlined in this study represent a distinct historical period and may not represent future 
rating migration patterns. Transition rates are influenced by a number of factors, including macroeconomic 
variables, credit conditions, and company strategy.  As such, it is useful to examine the performance of GCR’s 
ratings on a relative scale within each rating category.  
 

THE NATIONAL RATING SCALE 
 

The significance of GCR’s default studies on its national scale ratings is limited. This is as a result of the relative 
nature of national scales, as a given national scale rating is not intended to represent a fixed amount of default 
risk over time (ie, the implied probability of default of a given national scale rating will vary over time). As a 
result, GCR’s default study may not provide a true reflection of the historical relationship between ratings and 
default risk. As such, readers are required to exercise caution if they wish to infer future default probabilities for 
national scale ratings using the historical default experience. Further, cognisance should be taken of the fact 
that there has not been a comprehensive global study of default history among entities with national scales 
ratings to show that their ex-post default experience has been consistent with ex-ante probabilities implied. This 
is due to the relatively short history of ratings in emerging markets and the restrictive nature of the national 
scales. 
 

THE INTERNATIONAL RATING SCALE 
 

The significance of GCR’s default studies on its international ratings is limited. This is as a result of the limited 
number of international scale ratings published by GCR relative to its national scale ratings. As a result, GCR has 
not yet accorded sufficient international scale ratings to provide a default study that may be a true reflection of 
the historical relationship between ratings and default risk. As such, GCR has included the international scale 
ratings accorded to South African entities for the three-year period ending 2015 at the end of this document, 
for reference purposes only.  
 

WITHDRAWN RATINGS 
 

All public ratings are included in the static pools of data (or cohorts) until the ratings are withdrawn and are then 
excluded from future static pools. As such, GCR’s default study excludes defaults on withdrawn ratings for the 
cohorts in which the ratings were active and outstanding. The exclusion of this data in the analysis provided 
below will, in all probability, provide a more favourable representation than would have been reflected if these 
ratings were monitored on an ongoing basis and included in the statistical analysis. 
 

PAID IN FULL 
 

GCR includes issue credit ratings in its pool of data. In this respect, following the full settlement of the principal 
and interest obligation, the issue rating is classified as being paid in full, meaning the issue no longer exists, and 
is excluded from future static pools. 
 

PERFORMANCE COMPARISON BETWEEN DIFFERENT CREDIT RATING AGENCIES 
 

Cognisance should be taken of the fact that transition matrices and default rates for corresponding rating 
categories (and/or periods) reported by various ratings agencies often differ significantly. This is largely due to 
the incongruities in distributions of the underlying rated populations, variations in rating agencies’ definitions of 

                                                 
1 A band is comprised of a collection of credit ratings with the same alpha character(s), for example the “AA” band comprises of AA+, AA, 
AA-. 
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default, the historical time periods under study and the periodicity of observation. Furthermore, differences will 
arise as a result of differences in statistical treatment of entity rating withdrawals.  
 
GCR RATINGS HISTORY 
 

 

 

1Compares beginning-of-the-year rating with end-of-year rating; does not reflect multiple rating actions throughout the year. 

Note: Rating changes are defined at the modifier level, making a distinction between +/-. 

 

Leading up to the global financial crisis in 2008/2009, followed by a period of economic recession, credit ratings 
evidenced a negative rating drift, with the number of downgrades increasing and the number of upgrades 
declining as a general weakening in financial strength was evidenced. As a result of the global financial crisis, as 
well as the unresolved Eurozone sovereign debt crisis thereafter (which saw a disruption in capital markets), the 
negative ratings drift remained up until 2011. In this respect, the average proportion of rating downgrades 
between 2007 and 2011 totalled 15.5%, compared to average upgrades of 7.2% over the corresponding period. 
In 2012, the reaffirmation of the credit quality and soundness of the South African banking sector, as well as 
improved performance in the insurance sector, saw an overall reversal of the negative rating drift, with the 
proportion of upgrades increasing to 16.2% (2011: 8.1%), compared to an 8.1% downward movement in ratings 
for 2012 (2011: 10.5%). Supported by improved financial metrics in the corporate sector, as well as the bedding 
down of sizable acquisitions in several property fund, the upward trend continued over the last three years, with 
the total number of upgrades for the three-year period ending 2015 equating to 48 (11.6%), compared to 
downgrades of 27 (6.8%) for the corresponding period. Cognisance is, however, taken of the fact that the 
upwards drift in 2013 and 2014 was inflated by a specific category of ratings in the corporate sector, relating to 
local subsidiaries of international conglomerates. These ratings are based on the international scale ratings of 
the parent company, and therefore were impacted by the downward movement in South Africa’s sovereign 
credit rating; ie, as the sovereign rating was downgraded, the national scale rating of the parent and thus the 
subsidiary being rated improved. Notwithstanding the aforementioned upgrades, as at year end 2015, the 
median credit rating across all sectors remained stable at A(ZA) (single A). This is as a result of the average rating 
notch2 downgrade of 1.8x (based on the modifier level) exceeding the upward notch movement of 1.2x for 2015.  
 

  
Average Annual 2001 -2015 2014 2015 Ratio: downgraded vs upgraded 

% Downgraded Upgraded Downgraded Upgraded Downgraded Upgraded 
Average 

Annual 2001 - 
2015 

2014 2015 

AAA(ZA) 5 n.a. 0 n.a. 0 n.a. n.a. n.a. n.a. 
AA(ZA) 25 9 2 2 0 0 2.8:1 1.5:1 n.a. 
A(ZA) 28 33 0 4 3 1 0.8:1 0:1 3:1 
BBB(ZA) 23 33 3 1 0 1 0.7:1 3:1 0:1 
BB(ZA) 2 13 0 2 0 0 0.2:1 0:1 n.a. 
B(ZA) 1 0 0 0 0 0 n.a n.a n.a. 
CCC to C(ZA) 0 0 0 0 0 0 n.a n.a n.a. 

Note: rating changes defined at the broad band level and, as such, does not show rating movements within the broad band. 

 

Over the period between 2001 and 2015, the average rating downgrade (based on the modifier level) equates 
to 1.56 notches, compared to the average 1.2 notch upgrade for the corresponding period. 
 
 
 
 
 
 

                                                 
2 A rating notch is based on credit rating changes defined at the modifier level, making a distinction between +/-. For example, a rating 
upgraded from A (single A) to A+ (single A plus) would be counted as having been upgraded by one rating notch. 
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Note: Rating changes are defined at the modifier level, making a distinction between +/-. 

 

BROAD SECTOR TRENDS 
 

The information below provides a visual analysis of the rating movements and groupings based on GCR’s four 
main sectors. As stated in the sample size limitations discussion in the first part of this document, the rating 
history pertaining to the structured finance sector over the ten-year review period between 2005 and 2015 
should be viewed with caution, as any conclusions drawn from the information provided below is more 
anecdotal than statistical. 
 

20152 
  

Downgrades Upgrades Total 
Ratio:             

downgraded vs 
upgraded 

Total 

Sector No. 

% of Sector 
Ratings 

(Excludes 
Assigned) 

No. 

% of Sector 
Ratings 

(Excludes 
Assigned) 

(Excludes 
Assigned) 

ratio Type 
(Include 

Assigned) 

Insurance  1 2.6 3 7.9 38.0 0:1 CPA/FS* 41.0 
Corporates  5 7.7 8 12.3 65.0 1:1 Debt rating 68.0 
Financial Institutions 0 0.0 1 6.3 16.0 0:1 Debt rating 16.0 
Structured Finance 0 0.0 0 0.0 37.0 n.a. Debt rating 74.0 

Total 6 3.8 12 7.7 156.0 0.5:1   199.0 
2Compares beginning-of-the-year rating with end-of-year rating; does not count multiple rating actions throughout the year. 
  Note: Rating changes are defined at the modifier level, making a distinction between +/-. 
*CPA: Claims Paying Ability; FS: Financial Strength 
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TRANSITION STUDY 
 
INTRODUCTION 
GCR’s transition and default statistics include all GCR’s national scale, publicly rated, entity ratings from 2001. 
GCR employs a static pool approach in calculating default and transition data. In this respect, the static pools (or 
alternatively, cohorts) are created by grouping entity ratings according to the year in which the ratings are 
outstanding (ie, active) at the beginning of the respective year. Given this, entities with ratings outstanding at 
the beginning of 2001 constitute the 2001 static pool or cohort, with the same true for the 2002, 2003, and 
subsequent cohorts. Issuers newly rated by GCR in any given year are included in the following year’s cohort. 
For example, the performance of ratings initiated in mid-2001 would be included in the 2002 and future cohorts.  
 
Ratings withdrawn mid-year are excluded from subsequent cohorts since they are no longer active. Cognisance 
should be taken of the fact that GCR’s ratings are not actively monitored for future defaults subsequent to the 
rating being withdrawn. As such, any default post the rating being withdrawn is excluded from GCR’s average 
annual and multiyear default statistics. 
 
TRANSITION RATES 
 A B D 

A Probability of staying in A Probability of migrating from A to B Probability of default from A 

B Probability of migrating from B to A Probability of staying in B Probability of default from B 

 

In order to calculate one-year transition rates, GCR examines the performance of ratings outstanding at the 
beginning and end of a calendar year. Withdrawn ratings are excluded from the transition table calculations, as 
the ratings must be outstanding over a full year or over the full period under observation. 
 
Issuer ratings may reside in multiple static pools, as long as their ratings are outstanding at the beginning and 
end of the year or multiple-year horizons under observation. For example, the annual performance of an issuer 
rating initiated in 2002, and therefore outstanding at the beginning of 2003, and withdrawn in 2007, would be 
included in the 2003, 2004, 2005, and 2006 cohorts. The rating’s performance over multiple-year horizons would 
also be included in the two-year, three-year, and four-year transition rates for each of the cohorts noted, but 
excluded from five-year transition rates since the rating was withdrawn in year five and was not outstanding for 
five full years as part of any cohort. 
 
To estimate probabilities for transitions over a horizon, GCR converts a transition matrix for a given period 
length into a multi-period matrix. As such, GCR assumes that transitions are independent across the years. 
Then, a multi-period transition matrix table can be obtained by taking the one-period transition matrix table to 
the power of the time required less one (ie, a three year estimated transition matrix table will be calculated by 
taking the probabilities to the power of two “which is derived by subtraction of one from three-years required”). 
 

OVERVIEW 
 

The rating migration tables below pinpoint the movements of ratings across the major bands (eg, from “A(ZA)” to 
“BBB(ZA)”), as opposed to the modifier level, which counts for each notch change (eg, from “A(ZA)” to “A-(ZA)”). The 
vertical left-hand column identifies ratings outstanding at the beginning of the year, while the horizontal axis 
offers details on the migration pattern of those ratings by year’s end. In the transition tables below, the diagonals 
(eg, beginning with “AAA(ZA)” at 100% in the 2015 one-year table) reveal stability in the majority of the rating 
bands, with the only exception being the A band. In this respect, the A band displayed a negative ratings drift, 
with a higher number of ratings moving down the rating scale, compared to the number of ratings moving up 
the rating scale for the same period. Notwithstanding this, the A(ZA) band displayed an increase in the one-year 
movement stability to 94.34%, compared to 92.59% in the 2014.  
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GCR issuer one-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  100.00   -     -     -     -     -     -     -    - 

AA(ZA)  -   100.0   -   -     -     -     -     -    - 

A(ZA)  -     1.89  94.34   3.77    -   -     -     -    - 

BBB(ZA)  -     -     -     100.0  -  -     -     -    - 

BB(ZA)  -     -     -     -     -     -     -     -    - 

B(ZA)  -     -     -     -     -     -     -     -    - 

CCC to C(ZA)  -     -     -     -     -     -     -     -    - 

 

GCR issuer average three-year: 2013 – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  100.00   -     -     -     -     -     -     -    - 

AA(ZA)  1.48  97.41   1.11   -     -     -     -     -    - 

A(ZA)  -     2.90   94.52   2.14   0.44   -     -     -    - 

BBB(ZA)  -     -     2.45   96.19   1.36   -     -     -    - 

BB(ZA)  -     -     -     -     -     -     -     -    - 

B(ZA)  -     -     -     -     -     -     -     -    - 

CCC to C(ZA)  -     -     -     -     -     -     -     -    
- 

 

GCR issuer average ten-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  98.75   1.25   -     -     -     -     -     -    - 
AA(ZA)  1.48   97.29   1.23   -     -     -     -     -    - 
A(ZA)  -     3.00   94.75   1.86   0.37   -     0.02   -    - 
BBB(ZA)  -     -     3.17   94.75   2.08   -     -     -    - 
BB(ZA)  -     -     -     0.26   16.32   0.09   -     -    83.33 

B(ZA)  -     -     -     -     -     16.67   -     -    83.33 

CCC to C(ZA)  -     -     -     -     -     -     16.67   -    83.33 

 

BROAD SECTOR TRENDS 
 
The information below provides a visual analysis of the rating movements and groupings based on GCR’s four 
main sectors. It is important to note that GCR does not actively monitor the entity following the withdrawal of 
the rating. As such, the transition metrics provided may be more favourable than in actuality.  
 

INSURANCE 
 

GCR issuer one-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  100.00   -     -     -     -     -     -     -    - 

AA(ZA)  -     100.00   -   -     -     -     -     -    - 

A(ZA)  -     9.09   90.91   -     -     -     -     -    - 

BBB(ZA)  -     -     -     100.00   -     -     -     -    - 

BB(ZA)  -     -     -     -     -     -     -     -    - 

B(ZA)  -     -     -     -     -     -     -     -    - 

CCC to C(ZA)  -     -     -     -     -     -     -     -    - 

 

GCR issuer average ten-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  98.21   1.79   -     -     -     -     -     -    - 

AA(ZA)  0.89   97.53   1.59   -     -     -     -     -    - 

A(ZA)  -     6.32   92.97   0.71   -     -     -     -    - 

BBB(ZA)  -     -     7.20   89.91   2.89   -     -     -    - 

BB(ZA)  -     -     -     -     -     -     -     -    - 

B(ZA)  -     -     -     -     -     -     -     -    - 

CCC to C(ZA)  -     -     -     -     -     -     -     -    - 

 
 
 

3.77% of A(ZA) band ratings at the beginning 
of 2015 migrated to BBB(ZA) band ratings by 

the end of 2015 
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CORPORATES 
 

GCR issuer one-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  100.00   -     -     -     -     -     -     -    - 

AA(ZA)  -   100.00  -   -     -     -     -     -    - 

A(ZA)  -     -   93.33   6.67     -     -     -     -    - 

BBB(ZA)  -     -     -     100.00   -     -     -     -    - 

BB(ZA)  -     -     -     -     -     -     -     -    - 

B(ZA)  -     -     -     -     -     -     -     -    - 

CCC to C(ZA)  -     -     -     -     -     -     -     -    - 

 

GCR issuer average ten-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  100.00   -     -     -     -     -     -     -    - 

AA(ZA)  7.03   88.56   4.42   -     -     -     -     -    - 

A(ZA)  -     2.91   94.05   3.04   -     -     -     -    - 

BBB(ZA)  -     -     5.63   93.43   0.95   -     -     -    - 

BB(ZA)  -     -     -     0.18   16.32   0.18   -     -    83.33 

B(ZA)  -     -     -     -     -     16.67   -     -    83.33 

CCC to C(ZA)  -     -     -     -     -     -     -     -    - 

 

 

FINANCIAL INSTITUTIONS 
 

GCR issuer one-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  -     -     -     -     -     -     -     -    - 

AA(ZA)  -     100.00   -     -     -     -     -     -    - 

A(ZA)  -     -     100.00   -     -   -     -     -    - 

BBB(ZA)  -     -     -     100.00  -   -     -     -    - 

BB(ZA)  -     -     -     -     -     -     -     -    - 

B(ZA)  -     -     -     -     -     -     -     -    - 

CCC to C(ZA)  -     -     -     -     -     -     -     -    - 

 

GCR issuer average ten-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA)  66.67   -     -     -     -     -     -     -    33.33 

AA(ZA)  -     100.00   -     -     -     -     -     -    - 

A(ZA)  -     -   89.21   1.33   9.46   -     -     -    - 

BBB(ZA)  -     -     0.90   92.10   7.00   -     -     -    - 

BB(ZA)  -     -     -     0.61  16.06  -     -     -    83.33 

B(ZA)  -     -     -     -     -     -     -     -    - 

CCC to C(ZA)  -     -     -     -     -     -     -     -    - 

 

 
STRUCTURED FINANCE 
 

GCR issuer one-year transition rates – 2015 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA) 100.00 - - - - - - - - 

AA(ZA) - 100.00 - - - - - - - 
A(ZA) - - 100.00 - - - - - - 
BBB(ZA) - - - 100.00 - - - - - 
BB(ZA) - - - - - - - - - 
B(ZA) - - - - - - - - - 

CCC to C(ZA) - - - - - - - - - 
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GCR issuer average ten-year transition rates – 2015* 
 

 AAA(ZA) AA(ZA) A(ZA) BBB(ZA) BB(ZA) B(ZA) CCC to C(ZA) D(ZA) Not rated 

AAA(ZA) 100.00 - - - - - -  -    - 

AA(ZA) - 99.90 0.10 - - - -  -    - 

A(ZA) - - 99.71 - 0.15 - 0.15  -    - 

BBB(ZA) - - - 98.65 1.35 - -  -    - 

BB(ZA) - - - - 16.67 - -  -    83.33 

B(ZA) - - - - - - -  -    - 

CCC to C(ZA) - - - - - - -  -    - 

 

*As stated in the sample size limitations in the first part of this document, the rating history pertaining to the structured finance sector over 
the ten-year review period between 2005 and 2015 should be viewed with caution, as any conclusions drawn from the information provided 
below is more anecdotal than statistical. 

 
DEFAULT STUDY 
 
DEFINITION OF DEFAULT: 
Issuer rating 

 Limited Default (LD): Defaulted on one or more of its obligations, failing to meet scheduled principal 
and/or interest payments.  

 Default (DD): Defaulted on all obligations, or is likely to default on all or substantially all of its obligations 
as they fall due, thus failing to meet all or substantially all scheduled principal and/or interest payments.  
 

Issue rating 
 Default (DD): Defaulted on all obligations, or is likely to default on all or substantially all of its obligations 

as they fall due, thus failing to meet all or substantially all scheduled principal and/or interest payments  
 
GCR’s default rates are calculated on an issuer basis. Furthermore, GCR utilises two approaches with respect to 
the study of default rates.  
 
Firstly, defaults are examined by year for each static pool and individual rating category. For example, if five 
issuers defaulted in 2002, and the 2002 static pool consisted of 300 issuer ratings, the resulting annual default 
rate for all ratings in 2002 would be 1.7% (equation: 5/300). If two of these defaults consisted of defaults among 
issuers rated “BB” at the beginning of the year and the “BB” cohort at the beginning of the year totalled 30, the 
“BB” 2002 default rate would be 6.7% (equation: 2/30). 
   
From these annual default rates, GCR derives average annual default rates by weighting each cohort’s default 
rates by the number of ratings outstanding in the given cohort relative to the number of total ratings outstanding 
for all cohorts. In other words, following the example above, the 2002 “BB” annual default rate of 6.7% might 
be followed by a 2003 “BB” annual default rate of 5% (equation: 2/40). A straight average of these two rates 
would ignore potential differences in the size of the two cohorts. Rather, weighting the results based on the 
relative number of “BB” ratings outstanding in 2002 and 2003 gives greater emphasis to the results of the “BB” 
cohort with the most observations (in the example above, 2003 would receive greater emphasis due to the 
larger number of observations). 
 
The same technique is used to calculate average default rates over multiple-year horizons. For example, the 
two-year default rate for the 2002 “BB” rating pool would be averaged with the two-year default rate for the 
2003 “BB” rating pool by weighting the default rates by the relative size of each pool. 
 
Secondly, a pool of data is formed on the number of years a rating has been outstanding, based on its original 
rating date and rating assigned. As such, an Issuer rating may reside in multiple static pools, as long as these 
ratings have been outstanding for the appropriate time period. For example, a rating outstanding for three-years 
will be included in the three-year, two-year and one-year pools.   
 
From these annual default rates, GCR derives cumulative annual default rates by incorporating a fraction of the 
actual default rate of the prior year (ie, 1–d1) in each of the subsequent intervals. For example, the three-year 
cumulative default rate is based on the default rate for one year plus the two-year default rate multiplied by (1-
d1) plus the three-year default rate multiplied by (1-d1 and 1-d2). This is due to the fact that the time periods are 
non-overlapping and the probability of default in each period is assumed to be independent. As such, the 
cumulative default rate for a given period is defined as one minus the product of the survival rates (ie, prior 
period default rates) weighting each cohort’s default rates by the number of ratings outstanding in the given 
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cohort relative to the number of total ratings outstanding for all cohorts, and accordingly, placing greater weight 
on more recent cohorts. Following the example above, a one-year “BB” annual default rate of 2% might be 
followed by a two year “BB” annual default rate of 3%. A straight accumulation of these two rates would place 
equal weighting on each year, when in fact the most recent cohort is deemed the more important. As such, 0.03 
+ (0.02 * (1 – 0.03)) gives greater emphasis to the results of the more recent cohort with the most observations, 
equating to 0.049, compared to 0.05 (utilising a more simplified approach).  
 

 

GCR ISSUER DEFAULT RATES 
 
All public ratings are included in the static pool of data (or cohorts) until the ratings are withdrawn and are then 
excluded from future static pools. As such, GCR’s default table below excludes defaults on withdrawn ratings for 
the cohorts in which the ratings were active and outstanding. The exclusion of this data in the analysis provided 
below will, in all probability, provide a more favourable representation than would have been reflected if these 
ratings were monitored on an on-going basis and included in the statistical analysis.  
 

 ANNUAL DEFAULT RATES 
 

In June 2008, GCR undertook the initial credit 
assessment of Madibeng Local Municipality, as part 
of a nationwide assessment of the municipal sector, 
instigated by National Treasury. The municipality 
defaulted on its loan obligations to the PIC (“Public 
Investment Corporation”) in 2003. Accordingly, GCR 
accorded an initial long term credit rating of D(ZA).  

 

 

 

 

 
 AVERAGE CUMULATIVE DEFAULT RATES: 2005 – 2015 

 
  One-year two-year Three-year Four-year Five-Year 10-Year 

AAA(ZA) - - - - - - 

AA(ZA) - - - - - - 

A(ZA) - - - - - - 

BBB(ZA) - - - - - - 

BB(ZA) - - - - - - 

B(ZA) - - - - - - 

CCC to C(ZA) - - - - - - 

              

Investment Grade                -                   -                   -                   -                   -                   -    

Non-Investment Grade 1.85 1.85 1.85 1.85 1.85 1.85 

All Issuer 0.16 0.16 0.16 0.16 0.16 0.16 

 
As stated above, GCR does not actively monitor withdrawn issuer credit ratings. However, in certain cases GCR 
is made aware, via public information channels, of instances where the full repayment of an issuers material 
financial obligations have not been made timeously. In this respect, GCR has been made aware of two such 
occurrences, notably African Bank Limited (placed under curatorship in 2014) and First Strut Group (liquidated 
in 2013).  
 
INTERNATIONAL SCALE CREDIT RATINGS 
 
DEFINITION OF AN INTERNATIONAL SCALE CREDIT RATING: 
 
International scale ratings relate to either foreign currency or local currency commitments, and in both instances 
assess the capacity of issuers to meet these commitments using a globally applicable scale. As such, both are 
internationally comparable. 
 
International foreign currency ratings measure the ability of an organisation to service foreign currency 
obligations, taking into account transfer and convertibility risk. Transfer and convertibility risk relates primarily 
to the risk of capital and exchange controls being imposed by a sovereign authority that would prevent or 

  No. of GCR rated defaults Default rate (%) 

2005 0 0 

2006 0 0 

2007 0 0 

2008 1 0.006134969 

2009 0 0 

2010 0 0 

2011 0 0 

2012 0 0 

2013 0 0 

2014 0 0 

2015 0 0 
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materially impede the private sector’s ability to convert local currency into foreign currency and transfer it to 
non-resident creditors. As such, typically no organisation or debt issue in a country can be rated higher than the 
country’s “sovereign risk rating”. However, exceptions can arise; for instance, in structured finance transactions 
(if there is an opportunity to pierce the sovereign cap, eg, by trapping cash flows offshore) or in the instance of 
strong corporate entities (exceptionally strong corporate entities that are shielded from transfer and 
convertibility constraints may also be rated above the sovereign ceiling). Such considerations as substantial 
export earnings, foreign assets and offshore production, or foreign parents or strategic partners that would 
provide financial support in the form of foreign exchange, could enable corporate entities to be rated above the 
sovereign ceiling. 
 
International local currency ratings measure the likelihood of repayment in the currency of the jurisdiction in 
which the issuer is domiciled. Therefore, the rating does not take into account the possibility that it will not be 
able to convert local currency into foreign currency or make transfers between sovereign jurisdictions. Local 
currency ceilings are applied to every country in order to facilitate the assignment of local currency ratings to 
issues and/or issuers. The local currency ceiling summarises the general country-level risks (excluding transfer 
and convertibility risk) that should be taken into account in assigning local currency ratings to locally domiciled 
obligors or locally originated structured transactions. They indicate the rating level that will generally be assigned 
to the financially strongest obligations in the country, with the proviso that obligations benefiting from support 
mechanisms based outside the country (or area) may on occasion be rated higher. 
 
As mentioned previously, GCR has not yet accorded sufficient international scale ratings to provide a default 
study that may be a true reflection of the historical relationship between ratings and default risk. Given this, 
GCR has included the international scale ratings accorded to South African entities for the three-year period 
ending 2015 in the tables below for reference purposes only.  
 
OVERVIEW 
 

The rating migration tables below pinpoint the movements of ratings across the major bands (eg, from “A” to 
“BBB”), as opposed to the modifier level, which counts for each notch change (eg, from “A” to “A-”). The vertical 
left-hand column identifies ratings outstanding at the beginning of the year, while the horizontal axis offers 
details on the migration pattern of those ratings by year’s end. In the transition tables below, the diagonals 
indicate there to be notable movement in the all of the rating bands. This is primarily attributable to the recent 
revision of the Republic of South Africa’s international scale local currency Issuer Default Rating (from “BBB+” 
with a Negative outlook to “BBB” with a Stable outlook). Furthermore, the South African country ceiling was 
lowered from “A-“ to “BBB”. In this respect, and as evidenced in the tables below, the higher international scale 
rating bands have evidenced high downward movement, as the lower international rating ceiling results in the 
compression of available international ratings accorded to South African entities, specifically affecting the upper 
end of the table of international scale credit ratings. It should be noted, however, the rating actions taken do 
not reflect a change in key rating factors applicable to the credit profiles of the issuers rated by GCR, barring the 
impact of sovereign risk. Rather, the ratings reflect changes in the mapping between national scale ratings and 
international scale ratings, as a result of increasing compression in the number of national scale rating notches 
allocated to each international scale rating notch, following the sovereign downgrade. 
 
GCR issuer one-year transition rates – 2015 
 
 AAA AA A BBB BB B CCC to C D Not rated 

AAA  -  -     -     -     -     -     -     -    - 

AA  -  -  -   -     -     -     -     -    - 

A  -     -  50.00  50.00 -   -     -     -    - 

BBB  -     -     -     74.75  25.25  -     -     -    - 

BB  -     -     -     -     90.57    9.43  -     -    - 

B  -     -     -     -     -     -     -     -    - 

CCC to C  -     -     -     -     -     -     -     -    - 

 
 
 
 
 
 
 
 
 

25.25% of BBB band ratings at the beginning 
of 2015 migrated to BB band ratings by the 

end of 2015 
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GCR issuer average three-year: 2013 – 2015 
 
 AAA AA A BBB BB B CCC to C D Not rated 

AAA  -     -     -     -     -     -     -     -    - 

AA  -     -     -     -     -     -     -     -    - 

A  -     -     61.45    38.55  -     -     -     -    - 

BBB  -     -     -     82.38     17.62     -     -     -    - 

BB  -     -     -     7.37     87.37     5.26     -     -    - 

B  -     -     -     -     -     -     -     -    - 

CCC to C  -     -     -     -     -     -     -     -    - 

 
 
 
INTERNATIONAL LOCAL CURRENCY CREDIT RATINGS ACROSS SECTORS: 2015 
 

 Insurance Corporates 
Financial 

Institutions 
Structured 

Finance 
Total 

(Number) 

AAA - - - - - 

AA - - - - - 

A 1 - 1 - 2 

BBB 22 17 6 44 89 

BB 15 49 7 28 99 

B 2 3 1 1 7 

CCC to C - - - - - 

Investment Grade (%) 57.50 24.64 46.67 60.27 46.19 

Non-Investment Grade (%) 42.50 75.36 53.33 39.73 53.81 

 
INTERNATIONAL LOCAL CURRENCY CREDIT RATINGS ACROSS SECTORS: 2014 
 

 Insurance Corporates 
Financial 

Institutions 
Structured 

Finance 
Total 

(Number) 

AAA - - - - - 

AA - - - - - 

A 3 - 1 - 4 

BBB 28 31 9 31 99 

BB 7 31 9 5 52 

B - - - - - 

CCC to C - - - - - 

Investment Grade (%) 81.58 50.00 52.63 86.11 66.45 

Non-Investment Grade (%) 18.42 50.00 47.37 13.89 33.55 

 
INTERNATIONAL LOCAL CURRENCY CREDIT RATINGS ACROSS SECTORS: 2013 
 

 Insurance Corporates 
Financial 

Institutions 
Structured 

Finance 
Total 

(Number) 

AAA - - - - - 

AA - - - - - 

A 3 3 - - 6 

BBB 26 22 10 10 68 

BB 5 28 9 10 52 

B - 1 - - 1 

CCC to C - - - - - 

Investment Grade (%) 85.29 46.30 52.63 50.00 58.27 

Non-Investment Grade (%) 14.71 53.70 47.37 50.00 41.73 

 
 
ONGOING ENHANCEMENT 
GCR’s continuing data enhancement efforts may result in slightly different statistics than in previously published 
studies. Therefore, this most recent study supersedes all previous versions. In addition, comparisons with earlier 
GCR transition and default studies should be viewed within the context of the differing methodologies, whether 
rating movements were analysed across the broad rating categories or at the modifier levels. 
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ALL GCR CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS, TERMS OF USE OF SUCH RATINGS AND DISCLAIMERS. PLEASE READ 
THESE LIMITATIONS, TERMS OF USE AND DISCLAIMERS BY FOLLOWING THIS LINK:HTTP://GLOBALRATINGS.NET/UNDERSTANDING-
RATINGS. IN ADDITION, RATING SCALES AND DEFINITIONS ARE AVAILABLE ON GCR’S PUBLIC WEB SITE AT 
WWW.GLOBALRATINGS.NET/RATINGS-INFO. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE 
AT ALL TIMES.  GCR'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, COMPLIANCE, AND OTHER RELEVANT POLICIES 
AND PROCEDURES ARE ALSO AVAILABLE FROM THE UNDERSTANDING RATINGS SECTION OF THIS SITE.  
 
CREDIT RATINGS ISSUED AND RESEARCH PUBLICATIONS PUBLISHED BY GCR, ARE GCR’S OPINIONS, AS AT THE DATE OF ISSUE OR 
PUBLICATION THEREOF, OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE 
SECURITIES. GCR DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL AND/OR FINANCIAL 
OBLIGATIONS AS THEY BECOME DUE. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: FRAUD, 
MARKET LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND GCR’S OPINIONS INCLUDED IN GCR’S 
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND GCR’S PUBLICATIONS DO NOT 
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND GCR’S PUBLICATIONS ARE NOT AND DO 
NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL OR HOLD PARTICULAR SECURITIES. NEITHER GCR’S CREDIT RATINGS, NOR ITS 
PUBLICATIONS, COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. GCR ISSUES ITS CREDIT RATINGS 
AND PUBLISHES GCR’S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN 
STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING OR SALE. 
 
Copyright © 2013 Global Credit Rating Co (Pty) Ltd. INFORMATION PUBLISHED BY GCR MAY NOT BE COPIED OR OTHERWISE 
REPRODUCED OR DISCLOSED, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON 
WITHOUT GCR’S PRIOR WRITTEN CONSENT. Credit ratings are solicited by, or on behalf of, the issuer of the instrument in respect of 
which the rating is issued, and GCR is compensated for the provision of these ratings. Information sources used to prepare the ratings 
are set out in each credit rating report and/or rating notification and include the following: parties involved in the ratings and public 
information. All information used to prepare the ratings is obtained by GCR from sources reasonably believed by it to be accurate and 
reliable. Although GCR will at all times use its best efforts and practices to ensure that the information it relies on is accurate at the 
time, GCR does not provide any warranty in respect of, nor is it otherwise responsible for, the accurateness of such information. GCR 
adopts all reasonable measures to ensure that the information it uses in assigning a credit rating is of sufficient quality and that such 
information is obtained from sources that GCR, acting reasonably, considers to be reliable, including, when appropriate, independent 
third-party sources. However, GCR cannot in every instance independently verify or validate information received in the rating process. 
Under no circumstances shall GCR have any liability to any person or entity for (a) any loss or damage suffered by such person or entity 
caused by, resulting from, or relating to, any error made by GCR, whether negligently (including gross negligence) or otherwise, or 
other circumstance or contingency outside the control of GCR or any of its directors, officers, employees or agents in connection with 
the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or 
(b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost 
profits) suffered by such person or entity, as a result of the use of or inability to use any such information. The ratings, financial 
reporting analysis, projections, and other observations, if any, constituting part of the information contained in each credit rating 
report and/or rating notification are, and must be construed solely as, statements of opinion and not statements of fact or 
recommendations to purchase, sell or hold any securities. Each user of the information contained in each credit rating report and/or 
rating notification must make its own study and evaluation of each security it may consider purchasing, holding or selling. NO 
WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY GCR IN ANY FORM OR 
MANNER WHATSOEVER. 

 


