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Rating Rationale 
• The revision of South Africa’s Outlook to Stable on 17 January 2011 reflects the 

country’s successful navigation of the global financial crisis and recession. After 
a 1.7% fall in 2009, Fitch Ratings expects real GDP growth to have recovered to 
2.8% in 2010. The recovery is slightly faster than originally projected by the 
government. Consequently, the medium‐term budget deficits and public debt 
ratios have been revised downward. The deterioration in credit metrics — 
including external debt ratios — has not been very sharp and South Africa’s 
credit fundamentals remain in line with or slightly better than for rating peers. 

• The government projects the budget deficit at 5.3% of GDP in financial year 
ending 31 March 2011 (FY2010/11), revised down from 6.2%, before falling to 
4.3% and 3.4% in later years as the fiscal stimulus continues to be unwound 
through slower non‐interest spending and tax revenues recover. The public debt 
ratio will rise from 32.8% in FY2009/10, below the median for the ‘BBB’ range 
(sovereigns rated ‘BBB+’, ‘BBB’ and ‘BBB−’) to 41% of GDP in FY2012/13, in line 
with the ‘BBB’ median. 

• Due to lower‐than‐requested tariff increases given by the regulator, the 
government increased the Eskom guarantee facility from ZAR176bn to ZAR350bn 
(13.4% of 2010 GDP). Fitch Ratings estimates the debt of the broader public 
sector to reach just below 60% of GDP in FY2013/14 as the guarantee is drawn 
down. The facility is chiefly to enable the company to borrow at reduced cost 
to complete two major power stations. The chances that the government would 
be called to pay out on Eskom’s guarantee facility are low. Investment by 
Eskom is critical to easing structural constraints on higher growth potential and 
is positive for creditworthiness. 

• Monetary policy is supporting the recovery. Following a significant fall in 
inflation to close to the lower band of the inflation target range owing to a 
strong currency and lower global inflation, interest rates in this cycle have been 
cut by 650bp to 5.5%. 

• Imbalances in the economy continue to improve. Credit growth was just 4.6% 
and inflation 3.6% in November 2010. The current account deficit narrowed to 
around 4% of GDP in 2009 and 2010. It has been more than covered by very 
strong portfolio inflows — mainly equities in 2009 and then debt in 2010 — 
owing to strong emerging‐market investor sentiment. Consequently, the 
currency has strengthened since March 2009. In 2010 more portfolio debt 
inflows came from pension funds and so should be less destabilising in the event 
of a reversal in emerging‐markets investor sentiment. 

• Social factors are a weakness for South Africa’s rating. Under the New Growth 
Path (NGP) the government is taking a new approach involving dialogue with all 
major stakeholders to collectively address the challenge of very high youth 
unemployment and raise growth. Success in this area will be important for the 
rating. Likewise, new approaches will be taken to improve social services 
delivery other than increasing the resource envelope. 

Key Rating Drivers 
• Structural issues in the areas of energy and transport infrastructure bottlenecks 

and labour markets continue to weigh on the rating and if not successfully 
addressed will become more negative for the rating over time. 
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Rating Factors 

Summary: Strengths and Weaknesses 
Rating factor Macroeconomic Public finances External finances Structural issues 
Status Strength Strength Neutral Weakness 
Trend Stable Stable Stable Stable 

Note: Relative to ‘BBB’ category 
Source: Fitch 

Strengths 
• South Africa’s government and legal institutions, banking sector and business 

environment are at par with or stronger than rating peers. 

• Fiscal consolidation in FY2009/10 was faster than expected and will continue as 
a result of slower non‐interest spending growth. Public debt ratios will rise but 
stabilise at around 41% of GDP in FY2012/13 and FY2013/14, in line with the 
‘BBB’ median, before starting to decline. The ability of local markets to finance 
increased deficits with relative ease emphasises a key rating strength for South 
Africa. 

• South Africa’s macroeconomic framework is underpinned by inflation targeting, 
a flexible monetary and exchange rate regime, and fiscal discipline, which have 
supported adjustments to shocks. As the economy recovers from the recession, 
fiscal policy is being tightened to rebuild fiscal space, while monetary policy 
will remain relatively loose. 

• Gross external debt ratios, although rising owing to the shift to portfolio debt 
inflows and public sector corporation borrowing, remain moderate. Banks’ 
external assets have risen rapidly, doubling since 2005 to USD51bn in 2009, and 
net external debt ratios are in line with rating peers. 

Weaknesses 
• Extremely high unemployment is affecting South Africa’s youth. If not 

addressed, this could become the main threat to future political and social 
stability. 

• UN Human Development Indicators are far weaker than for rating peers. 

• Infrastructure bottlenecks, skills shortages and low economic participation hold 
down potential growth. 

• The savings rate is low. The reliance on portfolio inflows to finance the current 
account deficit exposes the economy to shifts in investor sentiment. 

Local Currency Rating 
South Africa’s Long‐Term Local‐Currency IDR is ‘A’, two notches above the Long‐ 
Term Foreign‐Currency IDR. This reflects its fiscal position and the depth of its 
domestic capital market, which provides access to local‐currency financing at 
reasonable cost. 

Country Ceiling 
The Country Ceiling, at ‘A’, is two notches above the Long‐Term Foreign‐Currency 
IDR. This reflects South Africa’s strong global integration, fully flexible exchange 
rate, and lack of restrictions on current account and on non‐resident capital 
account transactions. There are a few, limited capital account restrictions on 
residents that do not materially affect their capital flows. Exchange controls 
continue to be gradually relaxed. 

Peer Group 
Rating Country 
A− Malaysia 

Poland 

BBB+ South Africa 
Ireland 
Libya 

BBB Aruba 
Lithuania 
Mexico 
Russia 
Thailand 
Tunisia 

Rating History 

Date 

Long‐Term 
Foreign 
Currency 

Long‐Term 
Local 
Currency 

25 Aug 05 BBB+ A 
2 May 03 BBB A‐ 
27 Jun 00 BBB‐ BBB+ 
19 May 00 BB+ BBB+ 
5 Jun 96 BB BBB 
22 Sep 94 BB ‐ 

Source: Fitch
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Outlook and Key Issues 
Growth 
The South African economy contracted by 1.7% in 2009 owing to the global 
recession and a fall in domestic private consumption. This contraction was steeper 
than the ‘BBB’ median of 1.3%. The monetary and fiscal stimulus and recovery of 
global growth and trade resulted in a bounce‐back from H209. Quarterly annualised 
data show a return to quarterly growth in Q309 of 0.9%. This picked up in Q409 
(3.1%) and Q110 (4.6%), although momentum has since slowed to 2.8% in Q210 and 
2.6% in Q310. 

The recovery in 2010 was driven by a slowing in the pace of inventories reduction 
and a gradual recovery in private consumption; despite a rise in unemployment, 
high real wage increases, lower inflation and lower debt servicing, costs have 
increased household incomes overall. The Football World Cup in 2010 had a small 
positive impact on consumption. These factors are in turn fuelling a recovery in 
manufacturing. 

Indicators of consumer demand — retail sales, new vehicles sales and wholesale 
trade — and business and consumer confidence survey indices have picked up since 
H209 but are still much below pre‐crisis levels. This is consistent with a sustained 
but gradual household consumption recovery starting in the final months of 2009 
and early months of 2010 (see the charts). The Purchasing Managers Index (PMI), a 
leading indicator of factory activity, started to recover in H209. Manufacturing 
turned the corner in December 2009. 

High commodity prices are finally resulting in a mining recovery after many years of 
contraction owing to supply side problems within the sector. Private credit growth 
has also started to recover, growing by 4.6% in November (latest available data). 
Nevertheless, the recovery is not fully established: in Q210 mining output fell on 
year–on‐year and quarterly bases before rebounding in Q310. Also in Q310, 
manufacturing production contracted on a quarterly basis. This reflected industrial 
strike activity in each sector in those quarters, and the strength of the South 
African rand. Year‐on‐year growth for the first three quarters was 2.5%. 

Fitch expects growth of 2.8% in 2010, strengthening to around 4% by 2012, weaker 
than the 5%‐6% growth rates before the recession (which were above trend growth) 
and weaker than the recovery projected for ‘BBB’ credits. This is due to the slower 
growth in government spending as the stimulus is wound down and a slow recovery 
in private investment reflecting a variety of factors: relatively weak global 
recovery, regulatory uncertainty surrounding the mining sector, infrastructure 
blockages affecting the entire exports sector and more restrained credit growth and 
consumer demand. In 2010 increased strike activity and rand volatility and strength 
also affected the pace of recovery. 

Monetary Policy and Inflation 
Inflation has been firmly back below the inflation target range since February 2010 
and reached a trough of 3.2% in September before rising to 3.4% in October and 
3.6% in November, reflecting the strength of the currency, low imported inflation, 
low domestic food prices, weak domestic demand and a moderation of 
administrative price increases. Private credit growth has been positive since May, 
but is expanding at a very moderate pace. 

Inflation expectations have moderated but not sufficiently, and wage demands 
present the biggest risk. Nevertheless, the South African Reserve Bank (SARB) 
considered the balance between upward and downward pressures on inflation to be 
even, and lowered the repo rate by 50bp to 5.5% in November, its lowest rate for 
three decades. This brings the cumulative cut to 650bp since December 2008, when 
the SARB started to provide monetary stimulus to the economy. Inflation will drift 
higher but the SARB does not expect inflation to rise above the target range until 
after 2012. 
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The private credit growth recovery is being led by the household sector. The 
recovery is being driven by mortgage advances up by 4.8% year on year in 
November. Instalment sales moved into positive territory in April. Other loans and 
advances (representing mainly corporate credit) finally started to recover in August 
and grew by 4.9% in November. In line with the economic cycle, banking sector 
NPLs were 5.7% in September 2010, having peaked at 6% in November 2009. 
Nevertheless, despite very low interest rates, the recovery in credit growth will be 
gradual, reflecting the subdued economic recovery, high indebtedness of 
consumers, who are now trying to restore their balance sheets, and the increased 
cautiousness of banks following rising impairment charges and falling earnings 
during the recession. 

The much more benign inflation outlook coupled with the unwinding of the fiscal 
stimulus, fragility of the domestic recovery and risks to the recovery in global 
growth suggest that interest rates are likely to be kept at the present very low level 
until at least towards the end of 2011. 

Public Finances 
The FY2009/10 budget deficit was considerably higher than originally projected — 
6.7% of GDP 1 rather than 3.8% — owing to the recession and consequently much 
sharper fall in revenue than expected. However, a faster‐than‐expected pace of 
recovery is positively affecting revenue in FY2010/11. In addition, the stimulus is 
being unwound from FY11/12 through a moderation of non‐interest expenditure 
growth. In the October Medium‐Term Budget Policy Statement (MTBPS), the budget 
deficit for FY2010/11 was revised down to 5.3% of GDP from 6.2%, to fall to 4.2% 
and 3.4% in the later years. 

The reduction of real expenditure growth comes after a massive increase in 
government spending over the previous decade. It is needed to offset some of the 
rise in interest costs. The emphasis is shifting to better public services delivery, so 
outcomes will not necessarily be negatively affected by slower spending growth. 
The government will reprioritise spending, cut waste 2 and provide dedicated 
support to departments and municipalities to reduce under spending on capital 
projects. 

The biggest risk to the budget is the wage bill, with average public sector wage 
agreements coming in at a 7.5% increase in FY2010/11, compared with budget 
projections at an average of 6.3% until FY2013/14. The shortfall due to the higher 
wage settlement will be financed from the contingency reserve. However, the 
government also thinks it will be possible to save a further ZAR20bn until 
FY2012/13 through improved efficiency that is not factored into the budget. The 
medium‐term projections therefore seem realistic, with possible upside if the 
expenditure cuts are achieved and the pace of recovery is faster than forecast. 

Spending by the public sector corporations Eskom and Transnet has not been pared 
down and will continue to provide a stimulus to the economy. 

The budget deficit will be financed primarily through the domestic capital markets. 
The National Treasury (NT) is also taking advantage of the stronger exchange rate 
to purchase foreign exchange to prefund future currency commitments using cash 
balances and domestic borrowing. At the same time, this is helping moderate 
exchange rate strength. Consequently, the NT estimates the public debt/GDP ratio 

1 Fitch uses the general government budget definition on a cash basis recorded in the SARB 
quarterly bulletin. According to these numbers the FY2009/10 deficit was 5.8% of GDP (see the 
table “Forecast Summary”, and the appendix “Fiscal Accounts Summary”) 

2 The key areas will be making the procurement process more transparent and competitive, 
freeing up more money, improving the balance between administrative and services delivery 
capacity in the health, education and protections services departments, and additional scrutiny 
of non‐departmental agencies, consulting services and information systems 
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at 36.4% of GDP in FY2010/11, slightly below the ‘BBB’ median and projects it to 
stabilise at 40.9% of GDP in FY2012/13–FY2013/14. 

Owing to the smaller deficit in FY2010/11 the public sector borrowing requirement 
falls by 1 percentage point to 10.1% of GDP. It will average 8.3% of GDP in 
FY2010/11–FY2013/14. 

Eskom 
The National Energy Regulator of South Africa (NERSA) approved lower tariff 
increases, of 24.8% in 2010, 25.8% in 2011 and 25.9% in 2012, than the 35% increase 
for each year requested by Eskom. The corporation will therefore have to carry out 
more upfront borrowing. The government is increasing the guarantee facility to 
ZAR350bn (13.4% of 2010 GDP) from ZAR176bn to be used over five years as Eskom 
issues debt to finance its capital expenditure programme. By end FY2009/10 the 
government had ZAR49bn guarantee exposure to Eskom. The NT expects this to rise 
to ZAR176bn at the end of FY2010/11 due to the inclusion of previously 
unguaranteed debt. 

Eskom has also applied for an additional capital injection of ZAR20bn. This still 
needs to be approved through the budget process. It will be in the form of a 
subordinated loan over three years. Should it be approved, the NT plans to fund it 
through one‐off receipts from the sale of non‐strategic assets and re‐allocating 
funding that is not being used productively. The timing would depend on when the 
NT can get these funds. It will be in the form of a subordinated loan over three 
years. 

The extension of the Eskom guarantee limit would put South Africa’s overall state‐ 
owned entity guarantee limit at ZAR458bn (17.6% of 2010 GDP). According to the 
most recent projections Eskom would reach its limit in FY2013/14 before 
guaranteed debt starts fall back. The guaranteed debt would put the debt of the 
broader public sector at around 58.5% of GDP in FY2013/14 according to Fitch 
estimates. Government projections put net debt, provisions and contingent 
liabilities at 55% of GDP in FY2012/13 before falling to 54.3% of GDP in FY2013/14. 
This is above the government’s tolerance benchmark of 50%, but Fitch considers the 
chances that the government would have to pay up on the entire Eskom guarantee 
to be low: the facility is chiefly to allow the company to borrow at reduced cost to 
complete two major power stations and until it is able to generate sufficient cash 
flow by 2017. 

The government is committed to supporting Eskom financially due to its critical role 
to the economy. Following the appointment of a new CFO and CEO early in 2010, 
management issues also seem to be resolved. The 4,700MW Medupe power plan is 
scheduled for commissioning in October 2012. Kusile (4,800MW) has experienced 
delays in the awarding of local contracts and is now scheduled to be commissioned 
in 2014 (instead of 2013). The tariff structure starts to be cost reflective in around 
2014, after which independent power producers will be encouraged to invest in the 
20,000MW new generation capacity needed by 2020. 

Current Account Deficit and the Currency 
The current account deficit narrowed sharply to 4% of GDP in 2009 from 7.3% in 
2008. This resulted from the collapse in trade, contraction in consumer spending 
and lower dividend payments following the collapse of the Johannesburg Stock 
Exchange during the early part of the global financial crisis. 

In Q110 the current account deficit widened to 4.6% before narrowing to 2.5% in the 
second quarter as imports for the World Cup slowed. Although the strong currency 
and lower export demand from developed countries will affect exports, this is being 
offset by the country’s improved terms of trade due to commodities demand from 
Asian countries. Fitch expects the current account deficit to have widened slightly 
in 2010 to 4.2% of GDP reflecting the modest recovery in consumer demand. The 
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current account deficit will widen further in 2011 and 2012 as economic growth 
strengthens and income payments recover in line with improved corporate 
profitability. 

The current account deficit has been easily covered by net portfolio flows in both 
years — predominately into equities in 2009 and then the bond market in 2010. The 
country has also received FDI in both years (around 2% of GDP). 

External Finances: Sources and Uses 
(USDm) 2009 2010f 2011f 2012f 
Uses 18,102 21,519 22,107 28,293 
Current account balance 11,327 14,939 18,610 20,984 
MLT amortisation 2,121 1,273 1,355 6,064 

Sovereign 1,228 612 663 1,597 
Non‐sovereign 893 661 692 4,467 

Change in fx reserves 4,654 5,307 2,142 1,245 
Sources 18,102 21,519 22,107 28,293 
Gross MLT borrowing 646 5,189 6,027 12,213 

Sovereign ‐164 716 1,172 1,649 
Non‐sovereign ‐1,311 3,200 3,500 4,500 

Net FDI 4,042 4,000 3,000 3,000 
Net portfolio debt 8,075 3,500 6,000 7,000 
Net portfolio equity 3,547 8,250 6,500 5,500 
Other credit flows nes 2,596 230 230 230 
Net E&O ‐804 350 350 350 

Source: Fitch 

The rebound of portfolio flows into the equity market from March 2009 as 
emerging‐markets’ risk aversion eased resulted in a substantial strengthening of the 
currency. The exchange rate averaged ZAR8.47/USD1 in 2009 and ended the year at 
ZAR7.38/USD1. In 2010 the search for higher‐yielding emerging‐markets bonds 
drove a huge increase in foreign investment in the South African bond market. 
Moreover, the source of flows seems to have shifted to pension funds, which are 
longer term. Consequently, the currency has strengthened further, to average just 
below ZAR7/USD1 in October to December and ended the year at ZAR6.63/USD1. 

Weak growth in advanced countries and continued low interest rates are likely to 
lead to a continued capital outflows to emerging markets and an appreciating bias 
for the rand in the short to medium term until capital flows normalise. Real 
exchange rate appreciation is hurting the manufacturing and exports sector, with 
adverse implications for employment. The SARB has intervened to slow appreciation 
by purchasing foreign exchange and then issuing debentures at the repo rate to 
sterilise the purchase. It has also swapped the purchases of FDI flows into a forward 
book to spread out the cost of sterilisation. Nevertheless, the cost of sterilisation 
limits the extent to which the SARB can intervene. 

However, the strong currency has been positive for inflation and lower interest 
rates. The government is also looking at opportunities to take advantage of the 
exchange rate, for example pre‐financing foreign repayments (see “Public 
Finances” above) and frontloading imports for the public corporations’ capital 
spending. 

In the MTBPS the Ministry of Finance relaxed restrictions on offshore investments by 
institutional investors and removed all restrictions on “blocked funds”. This should 
in theory encourage capital outflows and reduce rand appreciation pressures. 
However, in practice better growth opportunities in South Africa and cumbersome 
administrative procedures with the SARB will limit the impact. 

The New Growth Path 
High unemployment is a longstanding problem in South Africa. It has been 
exacerbated by the recession, which led to the shedding of 1.1 million jobs 

60 

80 

100 

120 

Jan 08 Oct 08 Jul 09 Apr 10 Jan 11 

(2008 = 100) 

Jo'burg Stock Exchange 
Index 

Source: Datastream 

5 

7 

9 

11 

13 

Jan 08 Oct 08 Jul 09 Apr 10 Jan 11 

Rand/USD Exchange Rate 

Source: Datastream



Sovereigns 

South Africa 
January 2011  8 

between Q408 and Q210 and a rise in official unemployment (excluding 
permanently discouraged job seekers) to 25.3%, but is mainly structural. It has been 
a central focus for government, which has addressed it through its GEAR policy 
(introduced in 1994), which concentrated on growth and other macro issues as a 
way of reducing unemployment. ASGISA (introduced in 2005) focused on 
interventions in labour‐intensive sectors such as tourism, public works and agro 
processing, improving infrastructure, and addressing the skills shortage through 
training and the quality of education. 

Despite progress on growth and various strategies on job creation, the problem is 
getting worse, especially among young people. This calls for a new approach and 
has led to the New Growth Path (NGP). The NGP adds a few new sectors for 
intervention, such as the green economy, but the main difference is that this time 
the government is consulting with all stakeholders — organised labour, private 
sector, civil society — in order to meet the challenge collectively, giving the 
programme a better chance of working. In addition to the job‐creating sector 
interventions, reforms need to be made to the wage laws and to the 
underperforming education system. 

There is general agreement on the need to increase economic participation, which 
will help increase economic growth and improve equity. However, the biggest 
challenge will be to get organised labour to buy in to the more flexible labour 
regulation and pay restraint needed to enable young people to break into the 
workforce. Strike activity increased in 2010, slowing the recovery in sectors such as 
manufacturing and mining, and wage agreements have been much higher than 
inflation — at least one to two percentage points outside the inflation target range 
and even up to double the upper band in some cases. This has increased the burden 
of hiring untrained youth, hurt productivity and added to inflationary pressures. 
The government is also looking into giving a wage subsidy to the young employed, 
tax incentives for employers and a discounted youth wage. Success in addressing 
the youth unemployment problem and raising growth will be important for the 
rating. 

Politics 
The political situation is stable. Although the ANC is facing weak official opposition 
some form of opposition is coming from coalition partners. COSATU, for example, 
has been effective in getting the government to address the HIV/Aids problem and 
has been vocal on condemning patronage politics in the ANC. However, it has also 
organised a wave of strikes, which are hurting the economy and leading to high 
wage increases that are worsening the unemployment problem. Meanwhile, calls for 
mine nationalisation are being made by the ANC youth wing. However, ANC policy 
remains pragmatic and mine nationalisation is not on the agenda for the National 
General Council meeting in September 2010. 

A cabinet reshuffle in October 2010 was a balance between removing non‐ 
performing ministers and appeasing coalition partners. President Zuma is 
consolidating his position ahead of the ANC national conference in December 2012, 
which will include elections for the leadership of the party.
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Forecast Summary 
2006 2007 2008 2009 2010 2011e 2012f 

Macroeconomic indicators and policy 
Real GDP growth (%) 5.6 5.6 3.6 ‐1.7 2.8 3.4 3.9 
Consumer prices (annual average % change) 4.6 6.5 11.5 7.3 4.3 4.3 4.8 
Short‐term interest rate (%) a 9.0 11.0 11.5 7.0 6.0 6.5 7.0 
General government balance (% of GDP) 2.2 2.0 0.2 ‐5.8 ‐5.1 ‐4.3 ‐3.0 
General government debt (% of GDP) 30.6 27.9 27.0 32.8 36.4 39.2 40.9 
LC per USD (annual average) 6.8 7.0 8.3 8.5 7.3 7.1 7.5 
Real effective exchange rate (2000 = 100) 103.0 96.8 86.1 94.0 107.6 109.3 108.2 
External finance 
Current account balance (USDbn) ‐13.7 ‐20.0 ‐20.1 ‐11.3 ‐14.9 ‐18.6 ‐21.0 
Current account balance (% of GDP) ‐5.3 ‐7.0 ‐7.3 ‐4.0 ‐4.2 ‐4.7 ‐5.2 
Current account balance plus net FDI (% of GDP) ‐7.6 ‐6.0 ‐3.0 ‐2.6 ‐3.1 ‐4.0 ‐4.5 
Net external debt (USDbn) ‐8.8 ‐16.0 ‐23.4 ‐13.2 ‐9.7 ‐0.8 8.3 
Net external debt (% of GDP) ‐3.4 ‐5.6 ‐8.5 ‐4.7 ‐2.7 ‐0.2 2.1 
Net external debt (% of CXR) ‐10.3 ‐16.2 ‐22.0 ‐15.7 ‐11.1 ‐0.9 7.9 
Official international reserves including gold (USDbn) 25.6 32.9 34.1 39.7 46.0 47.5 48.7 
Official international reserves (months of CXP cover) 3.1 3.3 3.2 5.0 5.4 5.0 4.7 
External interest service (% of CXR) 4.2 4.3 4.4 3.8 4.0 4.1 4.1 
Gross external financing requirement (% int. reserves) 76.5 85.1 67.1 39.5 42.1 43.5 57.4 
Memo: Global forecast summary 
Real GDP growth (%) 
US 2.7 1.9 0.0 ‐2.6 2.8 3.2 3.3 
Japan 2.0 2.4 ‐1.2 ‐6.3 3.2 1.5 1.7 
Euro area 3.1 2.7 0.4 ‐4.1 0.9 1.5 2.0 
World 3.8 3.7 1.4 ‐2.5 3.1 2.9 2.7 
Commodities 
Oil (USD/barrel) 65.4 72.7 97.7 64.0 80.0 85.0 85.0 
a Repo rate end year. 
Source: Fitch



Sovereigns 

South Africa 
January 2011  10 

Strengths 
• South Africa’s five‐year growth average is on par with the ‘BBB’ median. Over a 

10‐year horizon its GDP volatility is lower than both the ‘BBB’ and ‘A’ medians. 
Lower macroeconomic volatility is associated with higher debt tolerance. 

• Inflation has fallen sharply since mid‐2009 to low single digits, reflecting the 
strength of the rand, weak consumer demand pressures and low global inflation. 
Fitch expects it to stay within the 3%‐6% inflation target range until at least 
2012. This has enabled the SARB to cut interest rates aggressively by a 
cumulative 650bp, helping to support the recovery. Since 2005 inflation has 
been higher than the peer group median, but was negatively influenced by high 
global food and fuel prices in 2007 and 2008. Inflation volatility over a 10‐year 
horizon is aligned with the ‘BBB’ median. 

Weaknesses 
• Real exchange rate volatility is much worse than the peer group. The currency 

is very volatile, owing to a flexible exchange rate regime, South Africa’s large 
and liquid capital markets and a large current account deficit reliant on 
portfolio inflows for financing. This makes the currency very susceptible to 
emerging‐market sentiment rather than economic fundamentals. The currency 
has strengthened substantially since March 2009 due to strong emerging‐market 
sentiment, which Fitch expects to continue until advanced economies start to 
recover. 

• Unemployment is a big problem; 75% of unemployed are aged under 35. If not 
addressed, this will become a threat to social and political stability. The 
reasons for this are mostly structural, and include inflexible labour legislation 
and a skills shortage. The NGP has been formulated around all stakeholders 
collectively addressing the youth unemployment problem. It will need to involve 
changes to wage laws that will allow young people to break into the workforce, 
new approaches to education and skills training, and sector interventions. 

Commentary 
In addition to a steeper recession than those of rating peers, South Africa’s 
recovery will also be slightly shallower. This reflects structural problems that need 
to be addressed for South Africa to increase trend growth. The slow recovery of 
private investment reflects uncertainty about the domestic and global growth 
outlook, but infrastructure blockages and regulatory uncertainty are major factors 
for mining. 

Comparative Analysis: Macroeconomic Performance and Policies 

South Africa 
2009 

Poland 
‘A−’ 

South Africa 
‘BBB+’ 

Hungary 
‘BBB−’ 

Mexico 
‘BBB’ 

Russia 
‘BBB’ ‘BBB’ median ‘A’ median 

Real GDP (5yr average % change) 4.7 3.7 0.3 1.4 4.1 3.7 3.4 
Volatility of GDP (10yr rolling SD) 2.0 2.1 3.5 3.5 5.0 3.5 2.9 
Consumer prices (5yr average) 2.8 6.8 5.1 4.4 11.4 4.6 2.8 
Volatility of CPI (10yr rolling SD) 2.7 2.3 2.2 1.7 4.3 2.3 1.8 
Years since double‐digit inflation 9.0 0.0 11.0 10.0 0.0 n.a. n.a. 
Unemployment rate 8.2 24.0 10.0 5.5 8.4 9.0 6.9 
Type of exchange rate regime Independent float Independent 

float 
Independent 

float 
Independent 

float 
Managed 

float 
n.a. n.a. 

Dollarisation ratio 12.1 0.0 39.7 11.2 33.0 32.7 9.5 
REER volatility (10yr rolling SD) 9.6 13.2 5.8 6.9 6.7 5.5 4.9 

Source: Fitch 
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Strengths 
• Political and economic governance indicators are all at par or better than the 

‘BBB’ rating peer group. The business environment is better than even the ‘A’ 
rating group; South Africa is ranked 34th globally out of 183 countries. 

• South Africa’s banking sector is sound, and unlike that of many rating peers was 
not affected by the global financial crisis. With a private credit/GDP ratio of 
82% compared with 59% for the ‘BBB’ median, the banking system is also far 
more developed than its rating peer group, although less developed than the ‘A’ 
rating group. 

Weaknesses 
• In the lowest 30th percentile, South Africa’s UN Human Development Index is 

well below the ‘BBB’ median. Inequality, high unemployment and the impact of 
HIV/Aids on life expectancy are particular weaknesses, although the HIV/Aids 
problem is now turning the corner and life expectancy is picking up to 55 years. 
Spending on education and health is at middle income levels but outcomes need 
to improve. 

• South Africa’s savings rate is much lower than the peer group median. Some of 
the reasons are structural — a large portion of the population not participating 
in the economy and the lack of intergenerational savings for the majority non‐ 
white population due to the apartheid legacy. This means that domestic 
investment and the current account deficit are financed from external sources, 
predominately portfolio investment. Although this has been strong overall, 
reflecting improved growth prospects in South Africa, it leaves the country 
vulnerable to investor sentiment and a reversal of portfolio investment, which 
remains a persistent macroeconomic risk. 

Commentary 
South Africa’s per capita income at market exchanges in 2010, estimated by Fitch 
at around USD7,200, will be around 90% of the peer group median, up from 82% in 
2009. This reflects a five‐year growth average aligned with the ‘BBB’ level and a 
substantial strengthening of the currency. Gross national income per capita in 
purchasing power parity terms in 2009 is 83% of the ‘BBB’ median level. 

Comparative Analysis: Structural Features 

South Africa 
2009 

Poland 
‘A−’ 

South Africa 
‘BBB+’ 

Hungary 
‘BBB−’ 

Mexico 
‘BBB’ 

Russia 
‘BBB’ 

‘BBB’ 
median ‘A’ median 

GNI per capita PPP (USD, latest) 17,310 10,050 17,790 14,270 15,630 11,650 21,690 
GDP per capita (USD, mkt exchange rates) 11,314 5,793 12,885 7,985 8,746 7,111 16,438 
Human development index (percentile, latest) 77.9 35.7 76.7 71.2 61.3 60.2 78.7 
Ease of doing business (percentile, latest) 60.5 83.0 ‐ 78.1 36.9 64.1 78.6 
Trade openness (CXR and CXP % GDP) 45.5 31.6 85.2 31.3 29.6 n.a. n.a. 
Gross domestic savings (% GDP) 20.2 18.1 24.4 20.9 25.4 24.2 26.6 
Gross national savings (% GNP) 19.1 15.5 19.9 22.1 23.5 23.5 22.6 
Gross domestic investment (% GDP) 20.2 19.1 19.2 22.4 18.7 22.4 20.2 
Private credit (% GDP) 53.8 82.2 71.5 25.1 44.4 62.2 108.4 
BSR indicators C2 C1 D1 C1 D3 n.a. n.a. 
Bank system CAR 13.3 14.1 11.1 16.5 14.0 n.a. n.a. 
Foreign bank ownership (% assets) 69.8 30.0 86.0 74.0 18.3 n.a. n.a. 
Public bank ownership (% assets) 19.5 28.0 3.5 0.0 39.2 20.4 17.3 
Default record (year cured) a 1994 1993 None 1990 2000 n.a. n.a. 
a Modern (ie. Since 1980) rescheduling history 
Source: Fitch and World Bank 
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Strengths 
• There was a large rise in gross external debt in 2009, mainly due to portfolio 

debt (up USD8.8bn). Gross external debt is now higher than the ‘BBB’ median as 
a percentage of current external receipts, although it is roughly comparable as 
a percentage of GDP. There was an even stronger rise in portfolio debt inflows 
in 2010. External debt service compares favourably with the ‘BBB’ and ‘A’ 
medians. Fitch includes FDI‐related debt of around USD12bn in the gross debt 
numbers. 

• Net external debt ratios have improved markedly due to the gradual build‐up of 
official reserves and a doubling of banks’ foreign assets from USD26bn in 2005 
to USD51bn in 2009. The slight deterioration from 2010 puts them at a similar 
level to the ‘BBB’ median in 2010‐2012. 

Weaknesses 
• South Africa has had a current account deficit since 2004. It narrowed to 4% in 

2009 but is still higher than the 10‐year ‘BBB’ and ‘A’ medians. Reliance on 
portfolio inflows to finance the current account deficit is a weakness for the 
balance of payments owing to the effect of shifts in investor sentiment. 

• South Africa’s commodity dependence is higher than the median of all ‘BBB’ 
rated countries, and the country is more exposed to terms‐of‐trade shocks. 

Commentary 
The large increase of portfolio debt inflows in 2010 comes mainly from pension 
funds seeking yield over the longer term. It should therefore be less destabilising in 
the event of a reversal of emerging‐markets sentiment. 

Comparative Analysis: External Finances 

South Africa 
2009 Last 10 years 

Poland 
‘A−’ 

South Africa 
‘BBB+’ 

Hungary 
‘BBB−’ 

Mexico 
‘BBB’ 

Russia 
‘BBB’ ‘BBB’ median ‘A’ median 

GXD (% CXR) 146.0 112.1 164.9 70.8 122.7 96.4 86.7 
GXD (% GDP) 65.3 33.2 140.1 22.0 38.8 47.2 49.9 
NXD (% CXR) 80.5 ‐15.7 89.4 ‐1.7 ‐75.2 17.3 ‐18.7 
NXD (% GDP) 36.0 ‐4.7 76.0 ‐0.5 ‐23.8 8.5 ‐12.9 
GSXD (% GXD) 33.1 44.4 36.1 38.2 11.0 33.8 16.5 
NSXD (% CXR) 5.7 ‐1.3 16.5 ‐9.7 ‐105.2 ‐8.6 ‐25.1 
NSXD (% GDP) 2.5 ‐0.4 14.0 ‐3.0 ‐33.3 ‐5.2 ‐15.9 
SNFA (USDbn) ‐10.9 15.3 ‐23.3 26.4 409.7 3.4 5.1 
SNFA (% GDP) ‐2.5 5.4 ‐18.1 3.0 33.3 6.4 15.5 
Ext. debt service ratio (% CXR) 18.9 6.4 24.7 15.2 23.7 14.2 11.8 
Ext. interest service ratio (% CXR) 4.0 3.8 5.7 4.3 6.7 3.8 2.6 
Liquidity ratio (latest) 69.5 135.6 91.5 135.9 356.3 137.0 138.3 
Current account balance (% GDP) ‐1.7 ‐4.0 ‐0.5 ‐0.6 4.0 ‐2.7 ‐0.8 
CAB plus net FDI (% GDP) 0.3 ‐2.6 0.8 ‐0.2 3.4 0.5 2.2 
Commodity dependence (% CXR, latest) 14.8 ‐ 14.7 22.4 64.8 19.4 12.1 
Sovereign net FX debt (% GDP) ‐3.5 ‐6.6 7.7 ‐5.8 ‐31.5 ‐ ‐ 

Source: Fitch 
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Strengths 
• South Africa’s budget deficit rose to around 6% in FY2009/10, way above the 10‐ 

year median for the ‘BBB’ and ‘A’ ratings owing to the fiscal stimulus. However, 
the public debt ratio remained below the 10‐year median of rating peers. The 
debt/revenue ratio is also below the 10‐year median. The government projects 
the public debt ratio to stabilise at around 41% of GDP in FY2012/13 and 
FY2013/14 before declining. 

• South Africa’s deep domestic capital market gives the government flexibility to 
finance a much wider net public borrowing requirement averaging 9% in 
FY2009/10–FY2012/13. In 2010 foreigners have been willing buyers of increased 
amounts of debt. 

Weaknesses 
• The effectiveness of services delivery and under spending of the capital budget 

at the municipal and provincial level are problems for the public finances. 
According to the NT there will be increased emphasis on delivery outcomes and 
improving efficiencies to address these problems. 

Commentary 
The government is committed to having National Health Insurance to make service 
provision more equitable and affordable, and bring down overall health spending as 
a share of GDP. Measures are already under way to strengthen public hospitals. The 
technicalities of how the insurance will be funded have not been finalised. Reforms 
will be phased in over 20 years from 2012. 

Comparative Analysis: Public Finances 

South Africa 
2009 Last 10 years 

Poland 
‘A−’ 

South Africa 
‘BBB+’ 

Hungary 
‘BBB−’ 

Mexico 
‘BBB’ 

Russia 
‘BBB’ ‘BBB’ median ‘A’ median 

Budget balance (% GDP) ‐7.2 ‐5.8 ‐4.4 ‐2.7 ‐6.2 ‐2.4 ‐2.3 
Primary balance (% GDP) ‐4.7 ‐3.3 0.2 ‐0.6 ‐5.4 ‐0.2 ‐0.1 
Revenues and grants (% GDP) 37.1 32.9 46.1 18.1 34.3 31.6 34.2 
Volatility of revenues/GDP ratio 2.9 5.8 3.3 4.3 4.6 6.7 7.3 
Interest payments (% revenue) 6.9 7.7 9.8 10.8 1.6 7.4 5.6 
Debt (% revenue) 137.0 99.5 170.0 213.4 29.9 118.6 120.8 
Debt (% GDP) 50.9 32.8 78.4 38.6 10.3 34.6 33.4 
Net debt (% GDP) 47.9 22.6 72.4 32.0 ‐1.5 28.5 28.4 
FC debt (% total debt) 29.4 12.4 53.6 14.4 40.8 34.1 24.8 
CG debt maturities (% GDP) 8.5 3.3 15.1 7.1 0.7 6.0 5.6 
Average duration of CG debt (years) 2.9 6.3 3.0 4.3 5.3 4.3 3.7 
a GG if not otherwise specified 
Source: Fitch
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Fiscal Accounts Summary 
(% of GDP) 2007 2008 2009 2010 2011e 2012f 
General government 
Revenue 35.8 35.4 32.9 34.2 34.6 35.1 
Expenditure 33.8 35.2 38.8 39.2 38.8 38.1 

O/w interest payments 2.7 2.5 2.5 2.7 3.0 3.2 

Primary balance 4.7 2.7 ‐3.3 ‐2.4 ‐1.3 0.2 
Overall balance 2.0 0.2 ‐5.8 ‐5.1 ‐4.3 ‐3.0 

General government debt 27.9 27.0 32.8 36.4 39.2 40.9 
% of general government revenue 78.0 76.4 99.5 106.7 113.4 116.4 

General government deposits 9.3 8.8 10.2 5.7 5.6 4.9 
Net general government debt 18.6 18.2 22.6 30.7 33.6 36.0 

Central government 
Revenue 27.1 27.5 24.8 25.0 25.1 25.1 
O/w grants 0.0 0.1 0.1 0.0 0.0 0.0 

Expenditure and net lending 26.2 28.1 30.2 29.9 29.4 28.3 
O/w current expenditure and transfers ‐ ‐ ‐ ‐ ‐ ‐ 

‐ Interest 2.6 2.3 2.3 2.7 3.0 3.2 
O/w capital expenditure ‐ ‐ ‐ ‐ ‐ ‐ 

Current balance ‐ ‐ ‐ ‐ ‐ ‐ 
Primary balance 3.4 1.8 ‐3.1 ‐2.2 ‐1.2 0.1 
Overall balance 0.9 ‐0.6 ‐5.4 ‐4.9 ‐4.2 ‐3.1 

Central government debt 27.9 27.0 32.8 36.4 39.2 40.9 
% of central government revenues 78.0 76.4 99.5 106.7 113.4 116.4 

Central government debt (ZARbn) 577.0 627.0 805.0 977.6 1,149.6 1,319.3 
By residency of holder 

Domestic 487.4 499.9 654.6 794.9 934.8 1,072.7 
Foreign 89.6 127.1 150.4 182.7 214.8 246.5 

By place of issue 
Domestic 480.8 529.7 705.3 880.9 1,045.2 1,211.6 
Foreign 96.2 97.3 99.7 96.7 104.4 107.7 

By currency denomination 
Local currency 480.8 529.7 697.7 866.3 1,029.6 1,199.3 
Foreign currency 96.2 97.3 107.3 111.3 120.0 120.0 

In USD equivalent (eop exchange rate) 13.8 14.3 11.5 15.1 18.1 
By maturity 

Less than 12 months (residual maturity) 81.0 80.8 80.2 83.9 127.5 139.9 
Average maturity (years) 5.5 7.4 10.3 ‐ ‐ ‐ 
Average duration (years) 5.5 7.4 6.3 ‐ ‐ ‐ 

Memo (% of GDP) 
Non‐financial public‐sector balance ‐ ‐ ‐ ‐ ‐ ‐ 
Net non‐financial public‐sector debt ‐ ‐ ‐ ‐ ‐ ‐ 

Nominal GDP (ZARbn) 2,067.9 2,321.2 2,455.6 2,683.9 2,933.5 3,227.9 

Source: Ministry of Finance and Fitch estimates and forecasts
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External Debt and Assets 
(USDbn) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 
Gross external debt 40.0 33.8 38.6 45.4 52.7 56.1 67.7 86.1 82.1 93.9 

% of GDP 30.1 28.6 34.7 27.0 24.0 22.7 25.9 30.1 29.8 33.2 
% of CXR 101.0 87.9 98.8 90.3 85.3 77.0 79.7 87.6 77.3 112.1 

By maturity 
Medium‐ and long‐term 31.6 25.5 30.1 38.0 27.9 25.9 28.8 39.3 36.8 40.0 
Short‐term 8.5 8.4 8.5 7.4 24.7 30.2 38.9 46.8 45.3 53.9 

% of total debt 21.1 24.7 22.0 16.2 47.0 53.8 57.4 54.3 55.2 57.4 

By debtor 
Monetary authorities 3.9 4.0 2.6 3.1 3.8 3.9 3.1 2.6 1.0 0.8 
Public sector (incl. public corporations) 20.6 15.1 20.3 24.6 29.1 29.8 31.0 35.9 34.6 41.7 
O/w general government 20.6 15.1 18.1 22.4 25.9 27.9 28.3 33.2 31.5 38.6 
Banks 10.4 8.9 6.3 5.9 7.0 7.8 10.3 12.7 12.1 10.4 
Other sectors 9.1 9.8 11.9 14.9 16.6 18.5 26.4 37.5 35.4 41.8 

Gross external assets (non‐equity) 21.0 19.7 26.6 40.8 53.1 60.3 76.5 102.0 105.5 107.1 
International reserves, incl. gold 7.5 7.5 7.6 8.0 14.7 20.6 25.6 32.9 34.1 39.7 
Other sovereign assets nes ‐ ‐ ‐ ‐ ‐ ‐ ‐ ‐ ‐ ‐ 
Deposit money banks' foreign assets 5.4 7.3 11.7 24.3 26.1 26.4 33.1 49.5 57.0 51.3 
Other sector foreign assets 8.0 4.9 7.3 8.5 12.3 13.2 17.8 19.6 14.4 16.2 

Net external debt 19.1 14.2 12.0 4.6 ‐0.5 ‐4.2 ‐8.8 ‐16.0 ‐23.4 ‐13.2 
% of GDP 14.3 11.9 10.8 2.7 ‐0.2 ‐1.7 ‐3.4 ‐5.6 ‐8.5 ‐4.7 
% of CXR 48.1 36.7 30.6 9.2 ‐0.7 ‐5.7 ‐10.3 ‐16.2 ‐22.0 ‐15.7 

Net sovereign external debt 13.0 7.6 12.7 14.4 11.2 7.2 2.7 0.2 ‐2.5 ‐1.1 
% of GDP 9.8 6.4 11.4 8.6 5.1 2.9 1.1 0.1 ‐0.9 ‐0.4 

Net bank external debt 4.9 1.6 ‐5.4 ‐18.5 ‐19.1 ‐18.6 ‐22.8 ‐36.8 ‐44.9 ‐40.9 
Net other external debt 3.1 4.9 4.6 6.4 4.3 5.2 8.6 17.9 21.0 25.7 

Net international investment position ‐6.8 ‐11.1 ‐9.9 ‐12.1 ‐21.0 ‐34.0 ‐41.1 ‐68.4 ‐11.3 ‐40.2 
% of GDP ‐5.1 ‐9.3 ‐8.9 ‐7.2 ‐9.6 ‐13.7 ‐15.7 ‐23.9 ‐4.1 ‐14.2 

Sovereign net foreign assets ‐4.2 ‐3.9 ‐5.9 ‐6.6 ‐1.6 2.8 7.0 15.7 17.8 15.3 
% of GDP ‐3.2 ‐3.3 ‐5.3 ‐3.9 ‐0.7 1.1 2.7 5.5 6.4 5.4 

Debt service (principal & interest) 5.4 5.3 4.7 5.9 5.8 5.0 5.6 6.0 6.7 5.3 
Debt service (% of CXR) 13.6 13.7 12.0 11.8 9.4 6.9 6.6 6.1 6.3 6.4 
Interest (% of CXR) 6.1 5.1 4.6 4.3 3.6 3.5 4.2 4.3 4.4 3.8 

Liquidity ratio (%) 43.1 55.6 81.3 91.6 154.4 113.7 109.3 95.6 110.5 135.6 
Net sovereign FX debt (% of GDP) 1.8 1.3 4.6 3.9 ‐0.1 ‐2.8 ‐3.8 ‐4.2 ‐5.4 ‐6.6 
Memo 
Nominal GDP 132.9 118.5 111.1 168.2 219.1 247.1 261.0 286.2 275.3 282.8 
Gross sovereign external debt 20.6 15.1 20.3 24.6 29.1 29.8 31.0 35.9 34.6 41.7 
Inter‐company loans 3.2 2.9 4.6 6.1 7.9 7.5 8.3 12.3 11.4 14.9 

Sources: NBP, IMF, World Bank and Fitch estimates and forecasts 

Amortisation Schedule on Medium‐ and Long‐Term Debt at End‐2009 
(USDbn) 2009 2010 2011 2012 2013 2014 2015+ 
Sovereign 409 462 1,456 2,223 1,383 353 

Bonds placed in foreign markets 0 0 1,000 1,800 1,000 0 

Private sector 
Amortisation 1,114 729 6,185 742 3,618 860 

Memo 
Non‐sovereign public sector 263 254 193 874 175 146 

Sources: Ministry of Finance, Central Bank and Fitch
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Balance of Payments 
(USDbn) 2007 2008 2009 2010 2011e 2012f 

Current account balance ‐20.0 ‐20.1 ‐11.3 ‐14.9 ‐18.6 ‐21.0 
% of GDP ‐7.0 ‐7.3 ‐4.0 ‐4.2 ‐4.7 ‐5.2 
% of CXR ‐20.4 ‐18.9 ‐13.5 ‐17.0 ‐19.7 ‐20.1 

Trade balance ‐5.2 ‐4.4 0.5 ‐2.1 ‐4.1 ‐3.7 
Exports, fob 76.4 86.1 66.5 70.5 76.5 84.9 
Imports, fob 81.6 90.6 66.0 72.6 80.6 88.7 

Services, net ‐2.7 ‐4.2 ‐2.8 ‐3.5 ‐4.4 ‐5.3 
Services, credit 13.8 12.8 12.0 12.7 13.5 14.5 
Services, debit 16.5 17.0 14.8 16.3 17.9 19.7 

Income, net ‐9.8 ‐9.1 ‐6.4 ‐7.2 ‐8.2 ‐9.2 
Income, credit 6.9 5.9 4.0 4.2 4.4 4.7 
Income, debit 16.7 15.1 10.4 11.4 12.6 13.8 

O/w: Interest payments 4.2 4.7 3.2 3.5 3.9 4.3 

Current transfers, net ‐0.9 ‐0.7 ‐0.6 ‐1.0 ‐1.7 ‐2.5 

Memo 
Non‐debt‐creating inflows (net) 9.7 1.2 12.1 7.5 9.0 10.0 

O/w equity FDI 2.8 11.8 4.0 4.0 3.0 3.0 
O/w portfolio equity 6.9 ‐10.5 8.1 3.5 6.0 7.0 
O/w other 0.0 0.0 0.0 0.0 0.0 0.0 

Change in reserves (‐= increase) 9.7 1.4 5.6 5.3 2.1 1.2 
Gross external financing requirement 21.8 22.1 13.4 16.7 20.0 27.3 
Stock of international reserves, incl. gold 32.9 34.1 39.7 46.0 47.5 48.7 

Sources: IMF and Fitch estimates and forecasts
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