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     Rating and Investment Information, Inc. (R&I) has announced the following:

RATIONALE:

R&I Downgrades to BBB+/A-/a-2, Stable: Republic of South Africa

ISSUER: Republic of South Africa
Foreign Currency Issuer Rating: BBB+, Previously A-
Rating Outlook: Stable

Domestic Currency Issuer Rating: A-, Previously A
Rating Outlook: Stable

Foreign Currency Short-term Debts: a-2, Previously a-1

     South Africa is one of the world's leading mining countries and also a prominent economic power in the 
African continent with well-developed manufacturing and service industries including the automobile 
sector. Its state system is mature. While the economic development has centered around promoting non-
white South Africans' participation in economic activities in the post-apartheid era, there still exist social 
problems such as a wide wealth disparity.
     On the back of a slowdown in the global economy and a subdued resources boom, South Africa's 
economic growth has decelerated since 2012, and its current account deficit has widened. The fiscal 
deficit is in an acceptable range, and the government's debt burden is likely to remain at a manageable 
level. Nevertheless, it should take time before the economy is back on a solid growth path through steady 
expansion of domestic economic activities. Besides, there are potential impediments to growth, such as 
re-emergence of large-scale strikes and disruptions in power supply. The rating downgrades this time 
reflect such circumstances.
     In 2013, the economy grew only 1.9% principally because of stagnation in private consumption, which 
had supported a recovery from the global financial crisis. With unemployment rates remaining high, real 
wages are pressured amid inflation. Private consumption has lacked strength in 2014 as well. In 2Q, 
private investment dropped at an annualized rate of 1.1%. When the government announced a Medium 
Term Budget Policy Statement (MTBPS) in October, its real gross domestic product (GDP) growth 
forecast for 2014 was lowered to 1.4% from 2.7% in its initial budget.
     In addition, some special factors have dragged down the economy from 2012 to 2014, such as large-
scale strikes by platinum miners and other workers. Given that workers' poor living conditions are believed 
to be an underlying cause of such strikes, however, these events are also a manifestation of deep-rooted 
social challenges in South Africa. In that sense, one should bear in mind that similar detrimental events 
could occur, remaining as a risk to economic growth going forward.
     According to the government, economic growth rates will edge up to 2.5%, 2.8% and 3.0% in 2015, 
2016 and 2017, respectively. These projections are premised on an economic recovery in other countries 
and an upturn in the private sector's production driven by a boost in infrastructure investment. The key to 
production activity is a stable power supply that would be achieved by the commencement of a new 
power plant's operation, but the financially struggling state-owned electricity public utility Eskom is a 
cause for concern. While the government plans to recapitalize Eskom and keep the utility's investment 
going, eyes must be on developments.
     The government will support the flagging economy with deficit budgets for the time being and expects 
to reduce deficits at a moderate pace as the economy regains the capacity to grow. The government 
projects that the fiscal deficit will be 4.1% of GDP in FY2014 and narrow gradually in FY2015 and 
thereafter to reach 2.5% in FY2017. After general elections, the former deputy finance minister Nhlanhla 
Nene became the finance minister. R&I believes that he will continue prudent fiscal management with due 

Rating and Investment Information, Inc. Nihonbashi 1-chome Mitsui Bldg., 1-4-1, Nihonbashi, Chuo-ku, Tokyo 103-0027, http://www.r-i.co.jp

■Contact             :  Investors Service Division                                    TEL.+81-(0)3-3276-3511     E-mail. infodept@r-i.co.jp       

Credit ratings are R&I's opinions on an issuer's general capacity to fulfill its financial obligations and the certainty of the fulfillment of its individual obligations as promised (creditworthiness) and are not 
statements of fact.  Further, R&I does not state its opinions about any risks other than credit risk, give advice regarding investment decisions or financial matters, or endorse the merits of any investment.  

R&I does not undertake any independent verification of the accuracy or other aspects of the related information when issuing a credit rating and makes no related representations or warranties.  R&I is not 

liable in any way for any damage arising in relation to credit ratings (including amendment or withdrawal thereof).  As a general rule, R&I issues a credit rating for a fee paid by the issuer.  For details, 

please refer to http://www.r-i.co.jp/eng/policy/policy.html.  © Rating and Investment Information, Inc.

■Media Contact  :  Corporate Planning Division (Public Relations)  TEL.+81-(0)3-3276-3438



NEWS RELEASE
consideration to fiscal discipline, and evaluates positively more credible diagnosis of the economic 
situation and the commitment to fiscal tightening, both stipulated in his first MTBPS.
     In line with the revision of economic and fiscal outlooks, the projection for the central government's 
outstanding debt to GDP ratio was modified. The estimated ratio of gross central government debt for 
end-FY2014, which had been 42.4% at the time of 2012 budget formulation, was set to 48.2%. While the 
ratio is forecast to climb to 49.8% at end-FY2017, this level is not considered to be an excessive burden. 
Unless a medium-term economic growth scenario works out as envisaged, however, the government's 
fiscal balance and debt burden will be affected through a fall in potential growth rates, which are currently 
estimated at around 3%. This warrants attention.
     The inflation rate is rising modestly because of higher food and gasoline prices, combined with the 
weaker currency. In the full year 2014, the rate will most likely exceed the central bank's uppermost target 
of 6%. Partly because of the stagnant economy, the central bank has maintained interest rates since 
August, after raising them twice earlier this year. With real policy rates being negative, its stance is still 
accommodative. If the economy starts to recover, real rates may be hiked a little more. Although the 
incumbent central bank governor will step down in November 2014, no major changes are anticipated in 
the central bank's policy stance as the current deputy governor will take over the position.
     The current account deficit reached 5.8% of GDP in 2013 due primarily to a wider trade deficit. As 
terms of trade have been worsening since 2010, a remarkable improvement in trade deficit is unlikely. 
The government expects the current account deficit to gradually narrow to 5% in 2017. There is little 
concern over the financing of current account deficits given ample foreign reserves, as well as the access 
to external funding that is ensured through the country's well-developed capital markets with appropriate 
regulations.
     Faced with heightened volatility of emerging markets mainly stemming from speculation over possible 
changes in U.S. monetary policy, investors surely perceive a large current account deficit as a risk factor. 
Attention should be paid to the impact a change in the global financial markets may have on monetary 
policy. The Rating Outlook is Stable. Economic developments will continue to hold the key to a medium-
term fiscal outlook. Should economic and fiscal outlooks deteriorate further, the rating would come under 
another downward pressure.
     The government is aware of the country's structural challenges and expected to implement policies 
centered around the comprehensive National Development Plan. A focus is now on effective 
implementation of the plan, together with the maintenance of prudent macroeconomic policies.

     The primary rating methodology applied to this rating is provided at "R&I's Analytical Approach to 
Sovereigns". The methodology is available at the web site listed below, together with other rating 
methodologies that are taken into consideration when assigning the rating.
     http://www.r-i.co.jp/eng/cfp/about/methodology/index.html

R&I RATINGS:
ISSUER: Republic of South Africa

Foreign Currency Issuer Rating
RATING: BBB+, Previously A-
RATING OUTLOOK: Stable

Domestic Currency Issuer Rating
RATING: A-, Previously A
RATING OUTLOOK: Stable
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Foreign Currency Short-term Debts

RATING: a-2, Previously a-1
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