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Key Indicators

South Africa
2009 2010 2011 2012 2013 2014 2015F 2016F

Real GDP (% change) -1.5 3.0 3.2 2.2 2.2 1.5 1.4 1.4
Inflation (CPI, % change Dec/Dec) 6.0 3.4 6.4 5.7 5.3 5.3 6.4 6.0
Gen. Gov. Financial Balance/GDP (%) [1] -4.2 -3.7 -4.4 -3.8 -3.4 -3.2 -3.3 -3.3
Gen. Gov. Debt/GDP (%) [2] 30.1 34.7 38.2 40.9 44.2 47.1 49.7 49.4
Gen. Gov. Debt/Gen. Gov. Revenue (%) [2][3] 98.7 108.0 115.4 122.6 127.2 130.3 133.2 132.9
Gen. Gov. Int. Pymt/Gen. Gov. Revenue (%) [2][3] 7.6 7.8 8.1 8.6 8.8 9.0 9.1 9.4
Current Account Balance/GDP (%) -2.7 -1.5 -2.2 -5.0 -5.8 -5.4 -3.9 -3.7
External Debt/CA Receipts (%) [4] 94.4 98.2 88.4 112.9 112.0 122.1 142.0 144.8
External Vulnerability Indicator [5] 91.3 70.9 68.2 70.1 77.4 78.1 93.0 90.8

[1] Fiscal years ending March 31, e.g. 2014 refers to fiscal year 2014/15 [2] National government debt [3]
Government debt statistics are calendar year basis except when government revenue is the denominator [4] Total
Current Account Receipts [5] (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:

- Good external liquidity that reduces vulnerabilities arising from financial market and exchange rate volatility and a
relatively large current account deficit



- Complementary monetary, fiscal and exchange rate policies

- Abundant natural resources

- A developed domestic financial market and well-capitalised banking system

- Dominant role in the African economy

Credit Challenges

The credit challenges for South Africa include:

- Regaining control over public finances in advance of inevitable interest rate increases from current lows

- Weakening labor productivity and strike-related business losses exacerbated by declining terms of trade

- Weak national savings and infrastructure constraints that contribute to low growth potential

- High unemployment and wide income disparities that contribute to social tensions

Rating Rationale

We rate South Africa's long-term government debt at Baa2.

The relatively large size of the South African economy and the country's abundant natural resources are balanced
against relatively low average incomes attributable to wide income disparities. Although small in comparison to the
economies of the other members of the BRICS (Brazil, Russia, India, China, South Africa) group of emerging
markets, South Africa's $350 billion economy came in at the 76% percentile of all rated sovereigns in 2014.
Persistent structural challenges continue to impede potential growth, however, which lowers the country's
Economic Strength assessment to 'moderate(+)'.

Macroeconomic policy formation in South Africa is coherent, and monetary and exchange rate policies as well as
fiscal policy are well-integrated and credible, resulting in an assessment of 'high(-)' for Institutional Strength. The
importance of maintaining this credibility to the stability of the local economy and financial markets was amply
demonstrated in the finance minister reshuffling that took place in mid-December.

South Africa's Fiscal Strength assessment is 'high(-)'. The government's credit metrics are still roughly in line with
similarly rated peers in terms of both quantitative and qualitative comparisons and the external position is
manageable, despite a steep depreciation of the exchange rate and heightened risk aversion to emerging market
exposure in global capital markets.

Susceptibility to Event Risk is assessed at 'moderate(-)'. Under our sovereign bond methodology, we analyse
risks associated with political developments, the banking system, debt market access and external vulnerabilities,
and a country's overall susceptibility to these risks is set at the maximum level that any of these sub-factors
reach. The greatest risks to South Africa's creditworthiness - while still moderate - are posed by domestic political
risks. Lesser vulnerabilities come from the large current account deficit and heavy reliance on foreign portfolio
inflows. Government liquidity remains strong; the government has ready access to both domestic and international
debt markets, its debt maturity is elongated at more than 14 years, plus more than 90% of the government's debt
denominated in rands and raised in the local capital market.

Rating Outlook

On December 15, 2015, we changed the outlook to negative from stable on South Africa's Baa2 rating based on
two main drivers: 1. Increased probability that growth will remain low for a prolonged period of time due to the
structural challenges facing the mining industry and other sectors of the economy; and 2. Rising risk of fiscal
slippages in the face of both slower growth and increasing political pressures.

What Could Change the Rating - Up

We could revise the rating outlook to stable if policymakers were able to maintain spending restraint despite the
accumulation of spending pressures. The rating could be upgraded if planned structural reforms, such as
embodied in the National Development Plan, were implemented and were successful in raising the economy's
potential growth rate, thereby reducing both its exposure to external shocks and its stubbornly high unemployment
rate. Over the longer term, reforms resulting in higher domestic savings and investment rates and sustainable,



stronger growth, alongside continued restraint in public debt accumulation and the ongoing implementation of the
macro- and micro-level reforms embedded in the NDP would also be credit positive.

What Could Change the Rating - Down

Evidence of further shocks to growth and/or lower commitment to fiscal restraint implying a higher than expected
rise in the government's debt burden could lead to a downgrade, particularly if that reduced South Africa's access
to the capital flows needed to finance the current account deficit. South Africa's rating could be downgraded if the
country's commitment to fiscal discipline and debt stabilization were to falter, as evidenced by an explicit upward
shift in the spending ceilings or if budget commitments for new programs were to threaten those ceilings implicitly.
Further deterioration in the investment climate would place downward pressure on the rating if it undermined
growth and/or the availability of external financing for the current account deficit. More generally, indications that
the slowdown in growth will be even deeper and more protracted than currently expected would be negative for the
rating.

Recent Developments

We expect growth to come in at only about 1.4% in 2015 and 2016. The economy is suffering from the steep
collapse in commodity prices, the negative impact of which has been more severe than the benefits obtained from
the drop in oil import prices. Low metals and minerals prices have compromised earnings already hard-hit by
higher energy and labor costs, leading to announcements of mine closures and tens of thousands of employee
layoffs. To add to these problems, a drought attributed to the onset of a new El Niño event has exacerbated output
challenges in agriculture and other water-dependent sectors.

Even without considering the cost of expensive new programs that government is eventually committed to
pursuing, such as nuclear power development or National Health Insurance, political pressures to increase
government spending have been growing, calling into question the government's continued ability to maintain
spending restraint. Earlier this year, government reached a wage agreement with civil servants that resulted in
much higher wage increases than the 6% that the National Treasury had budgeted, with 8%-10% increases in the
first year and inflation plus 1% for the final years of the contract. The wage increases eroded most of the buffers
built into the medium-term budget ceilings for the period 2015/16-2017/18, such that any new primary spending
allotments would need to be accommodated by reallocations from other areas. One additional source of political
pressure is the upcoming local elections in May 2016. Moody's notes that while the South African government is
not known for ramping up spending ahead of elections because of its disciplined fiscal framework, the potential for
losses of several important cities represents a deeper challenge than the ANC has faced since the democratic
transition in 1994.

Despite these pressures, South Africa's credit metrics are still roughly in line with similarly rated peers in terms of
both quantitative and qualitative comparisons and the external position is manageable, despite a steep
depreciation of the exchange rate and heightened risk aversion to emerging market exposure in global capital
markets. Although growth has continually disappointed in recent years due to a combination of domestic and
external circumstances, spending restraint and the buoyancy of fiscal revenues to date has led to only marginal
deviations for budget deficits and debt. At the same time, moderate foreign currency debt exposure has limited the
impact of the depreciation of the rand and capital inflows have been sufficient to finance the shrinking current
account deficit.

Against market expectations, the inflation rate has stayed roughly in the middle of the Reserve Bank's 3%-6%
target range in recent months, helped by the renewed downturn in oil prices and the weak pass-through of the
rand's depreciation to domestic price levels. Still, the Reserve Bank hiked by 25 bps at its bimonthly meetings in
July and again in November because its forecasts show that inflation will temporarily breach the upper limit of the
inflation target in early 2016. That said, the impact of yet another fall in oil prices in recent weeks against a shock-
driven fall in the rand to all-time lows when Finance Minister Nene was displaced means that forecasting inflation
will remain extremely challenging for the monetary authorities in the near term. We nonetheless expect that the
Reserve Bank will continue to tighten gradually in 2016, likely as early as the first MPC meeting in January, not so
much related to US Federal Reserve tightening but in light of the extent of the recent depreciation.
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Rating Factors Sub-

Factor
Weighting

Indicator Factor
Score

Factor 1: Economic Strength                     M+
Growth Dynamics 50%                     
Average Real GDP Growth (2010-19F)           2.3           
Volatility in Real GDP Growth (Standard Deviation, 2005-14)           2.2           
WEF Global Competitiveness Index (2015)           4.4           
Scale of the Economy 25%                     
Nominal GDP (US$ billion, 2014)           349.8           
National Income 25%                     
GDP per Capita (PPP, US$, 2014)           13,093.9           
Factor 2: Institutional Strength                     H-
Institutional Framework and Effectiveness 75%                     
Worldwide Government Effectiveness Index (2014)           0.3           
Worldwide Rule of Law Index (2014)           0.2           
Worldwide Control of Corruption Index (2014)           -0.1           
Policy Credibility and Effectiveness 25%                     
Inflation Level (%, 2010-19F)           5.4           
Inflation Volatility (Standard Deviation, 2005-14)           2.2           
Economic Resiliency (F1xF2)                     H-
Factor 3: Fiscal Strength                     H-
Debt Burden 50%                     
General Government Debt/GDP (2014)           47.1           
General Government Debt/Revenues (2014)           130.3           
Debt Affordability 50%                     
General Government Interest Payments/Revenue (2014)           9.0           
General Government Interest Payments/GDP (2014)           3.2           
Government Financial Strength (F1xF2xF3)                     H-
Factor 4: Susceptibility to Event Risk Max.

Function
          M-

Political Risk                               
Worldwide Voice & Accountability Index (2014)           0.7           
Government Liquidity Risk                               
Gross Borrowing Requirements/GDP           5.0           
Non-Resident Share of General Government Debt (%)           34.2           
Market-Implied Ratings           Baa3           
Banking Sector Risk                               
Average Baseline Credit Assessment (BCA)           baa2           
Total Domestic Bank Assets/GDP           110.2           
Banking System Loan-to-Deposit Ratio           95.1           
External Vulnerability Risk                               
(Current Account Balance + FDI Inflows)/GDP           -3.8           
External Vulnerability Indicator (EVI)           90.8           
Net International Investment Position/GDP           -7.6           
Government Bond Rating Range (F1xF2xF3xF4)                     A3 -

Baa2
Assigned Foreign Currency Government Bond Rating           Baa2           
Note: While the information used to determine the grid mapping is mainly historical,
our ratings incorporate expectations around future metrics and risk developments
that may differ from the ones implied by the rating range. Thus, the rating process
is deliberative and not mechanical, meaning that it depends on peer comparisons
and should leave room for exceptional risk factors to be taken into account that
may result in an assigned rating outside the indicative rating range.

                              



For more information please see our Sovereign Bond Rating Methodology                               
                              

Footnotes:(1) Rating Range: Factors 1, Economic Strength, and Factor 2,
Institutional Strength, combine with equal weight into a construct we designate as
Economic Resiliency or ER. An aggregation function then combines ER and Factor
3, Fiscal Strength (FS), following a non-linear pattern where FS has higher weight
for countries with moderate ER and lower weight for countries with high or low ER.
As a final step, Factor 4, a country's Susceptibility to Event Risk, is a constraint
which can only lower the preliminary Government Financial Strength rating range
as given by combining the first three factors.(2) 15 Ranking Categories: VH+, VH,
VH-, H+, H, H-, M+, M, M-, L+, L, L-, VL+, VL, VL-(3) Indicator Value: If not
explicitly stated otherwise, the indicator value corresponds to the latest data
available.

                              

This publication does not announce a credit rating action. For any credit ratings referenced in this publication,
please see the ratings tab on the issuer/entity page on http://www.moodys.com for the most updated credit rating
action information and rating history.
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