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Key Indicators

South Africa
2006 2007 2008 2009 2010E 2011F 2012F

Real GDP (% change) 5.6 5.6 3.6 -1.7 2.8 3.2 3.8
Inflation (CPI, % change Dec/Dec) 5.8 9.0 10.1 6.3 3.5 4.5 4.5
Gen. Gov. Financial Balance/GDP (%) [1] 0.8 1.2 -0.8 -5.6 -4.7 -3.8 -3.7
Gen. Gov. Debt/GDP (%) 32.5 26.9 23.9 26.8 33.5 36.4 39.4
Gen. Gov. Debt/Gen. Gov. Revenue (%) [2] 81.3 66.9 62.7 93.3 87.9 93.0 89.6

Gen. Gov. Int. Pymt/Gen. Gov. Revenue (%) [2] 8.4 7.5 7.1 7.7 7.7 7.2 7.2
Current Account Balance/GDP (%) -5.3 -7.0 -7.1 -4.1 -2.8 -2.6 -4.0
External Debt/CA Receipts (%) [3] 69.6 76.8 69.2 94.9 96.5 70.1 71.3

External Vulnerability Indicator [4] 98.3 89.2 91.1 74.2 66.0 61.8 53.3

[1] Fiscal years beginnng April 1 [2] Government debt statistics are calendar year basis except when government revenue is the denominator [3]
Total Current Account Receipts [4] (Short-Term External Debt + Currently Maturing Long-Term External Debt + Total Nonresident Deposits Over
One Year)/ Official Foreign Exchange Reserves

Opinion

Credit Strengths

The credit strengths of South Africa include:

- High public debt affordability, including low foreign debt and good external liquidity

- Stable, predictable economic policy framework

Credit Challenges

The credit challenges for South Africa include:

- Regaining control over public finances following recession

- Weak national savings and large infrastructure constraints

- High unemployment and wide income disparities

- HIV/AIDS prevalence and its consequences

Rating Rationale



The government's A3 foreign- and domestic-currency ratings reflect relatively low levels of government debt and debt service requirements,
sufficient levels of external liquidity and a healthy banking system. These characteristics combine to suggest a high degree of financial
robustness that contrasts sharply with low average incomes. The ratings also incorporate a macroeconomic policy framework that has been
stable and largely coherent for more than a decade. However, more expansive fiscal and monetary policies were pursued to deal with the
country's infrastructure shortfalls as well as the impact of the global crisis on the local economy over the past two years, reversing the
previously favorable public debt trajectory. Moreover, the population is growing increasingly impatient for the government to deliver on promises
of improved social services and housing, jobs, and better education, among other demands. These expectations have grown more strident
since the last general election two years ago, partly because memories of the period before the 1994 democratic transition are non-existent or
fading in the minds of young people, who have extraordinarily high rates of unemployment; and second, the election campaign raised hopes that
the new administration would place these issues ahead of all else. The government has acknowledged the urgency of these demands and has
put job creation at the top of its "New Growth" agenda.

South Africa's ratings are likely to be constrained to the mid-investment-grade level by steep socio-economic challenges, including significant
poverty related to high un- and under-employment, wide income disparities, poor general education attainment, and a weak law and order
situation, which are stressing the government's institutional capacity. If inadequately addressed, these could threaten longer-term economic and
political stability.

Rating Outlook

The outlook on South Africa's country ceilings and government ratings is stable, based on the expectation that the sound fiscal and monetary
policies of the past decade will continue. However, there is also increased risk that easier fiscal policy will become entrenched due to the
greater influence of the labor unions and more activist public policy advocates in government.

What Could Change the Rating - Up

Higher domestic savings and investment rates would support a rating upgrade, as would sustainably stronger growth, restrained external debt
accumulation, and the maintenance of sound economic policies by the current administration and its successors.

What Could Change the Rating - Down

The ratings could be downgraded in the event of a serious and durable deterioration in the fiscal debt metrics and/or heightened socio-political
unrest that is not addressed in a manner consistent with future debt sustainability.

Recent Developments

Moody's estimates that the general government deficit narrowed during FY2010/11 compared to the year before, roughly in line with the
forecasts in the Medium-Term Budget Policy Statement (MTBPS) last October. Still, the medium-term plans announced along with the FY
2011/12 budget forecast higher future deficits than were envisioned in the MTBPS. The explanation for the government's revisions relates to
accelerated spending plans, in particular efforts to spur job creation, including a jobs fund, youth employment subsidy, additional public works
programs and extra allocations to the state-owned Industrial Development Corporation to fund business development. Large increases were
also allocated for housing, health and education. The revenue projections were less optimistic, too, so that the consolidated budget deficit is not
expected to shrink at all between the 2010/11 and 2011/12 and come down only gradually by 2013/14. Regardless of the less ambitious fiscal
consolidation goals, the South African government's debt metrics remain quite strong relative to its peers. Its external debt exposure is also
modest, with government foriegn debt accounting for only about a tenth of its total debt.

In view of the severity of the employment problem, which in turn relates also to the country's high poverty and crime rates, the government's
decision to pick up the pace of job creation efforts is understandable. However, the effectiveness of any such efforts is far from assured and
their success will also depend heavily on the programs' design and the receptiveness of the groups or individuals that are targeted and trained.
Certain private sector companies in South Africa have made significant progress in this field.

Growth is likely to pick up to above 3% in both 2011 and 2012. This assumes that high oil prices, the crisis in Japan and a likely increase in
interest rates later this year do not overly disrupt the momentum. Growth came in at 2.8% last year, with expenditure-side national accounts
data confirming that the expansion was driven less by the supply side than by spending, similar to the pattern before the recession. Investment
remains weak, as public investment spending still does not make up for the slump in private investment and the construction sector has not
revived in any meaningful way. A slowdown in capital goods imports seems to be the main explanation for why the current account deficit
shrank almost to zero in the fourth quarter of 2010. Meanwhile, private consumption is rebounding, attributable to households having reduced
their debt levels plus strong real wage increases and low interest rates last year.
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