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

RATIONALE:

R&I Affirms BBB+/A-/a-2, Changes Outlook to Negative: Republic of South Africa

ISSUER: Republic of South Africa
Foreign Currency Issuer Rating: BBB+, Affirmed
Rating Outlook: Negative, Changed from Stable

Domestic Currency Issuer Rating: A-, Affirmed
Rating Outlook: Negative, Changed from Stable

Foreign Currency Short-term Debts: a-2, Affirmed

     R&I has highly evaluated the national-level framework of policies in South Africa, as well as the 
country's policy management environment, where the National Treasury and the central bank ensure the 
stability of fiscal and monetary systems. Nevertheless, R&I still has a concern that the reliability of the 
policy management capability in recent years has been declining on the whole partly because of 
personnel decisions strongly reflecting political considerations. If business confidence remains low with 
the economic growth slowing down, R&I should have a more conservative view on future economic 
growth. In due consideration of these circumstances, R&I has affirmed the Foreign and Domestic 
Currency Issuer Ratings for South Africa but changed the Rating Outlooks to Negative. A rating 
downgrade would become likely unless R&I deems it conclusive that the efficiency of the government and 
related organizations will be enhanced and an economic climate that allows the private sector to exert its 
potentiality will be put in place in order to boost the growth potential in earnest.
     The economic growth has decelerated, dragged down by uncertain business environments such as a 
spate of strikes and disruptions in power supply. Growth in real gross domestic product (GDP) for 2015, 
which was anticipated to recover, apparently ended up at the same level as that for 2014, when the 
economy was hit by the longest-ever strike by platinum miners and other special factors. Although 
inflationary pressure from demand side is weak owing to the lackluster economy, electricity rate hikes, an 
increase in food prices caused by severe drought and effects from the weaker rand will be inevitable. In 
the first quarter of 2016, inflation is expected to accelerate out of the target range again. Based on such 
an inflation forecast, the central bank successively raised its interest rates up to 6.25%, as of end-2015. 
As to domestic demand, both consumption and investment have been weak. The year 2016 will most 
likely mark the third straight year of 1%-plus growth in real GDP. While the depreciation of the currency 
and the recovery of the European economy are underpinning export growth, prospects are not rosy, given 
sentiment for the global economy.
     The current account remains in deficit. The main factor is the income balance deficit resulting from 
large external dividend and interest payments. Because of this, combined with a wider trade deficit, the 
current account deficit increased to 5.8% and 5.4% of GDP in 2013 and 2014, respectively. Although the 
recovery of the European economy and the weaker rand have started to increase the export volume 
slowly, the impact of worsened terms of trade has been a blow. A substantial narrowing of the trade deficit 
is difficult to envisage. With the share of government bonds owned by non-residents rising, the income 
balance deficit will likely stay high as well. The government forecasts the current account deficit to be in 
the 4% range of GDP going forward. The financing of current account deficits has not been a major issue. 
Since capital flows are becoming highly volatile in emerging markets, however, large current account 
deficits undoubtedly act as a negative factor in terms of investors' risk awareness and require attention.
     Gross external debt, including the private sector, was approximately US$135 billion as of end-
September 2015, which is about a little over 40% of GDP. The breakdown of the borrowers shows that 
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the share of public sector debt issued by the government and state-owned enterprises is rising again. The 
effect of foreign exchange fluctuations has abated compared to the past because rand-denominated debt 
accounts for 50% or higher of the total. Foreign reserves, including gold, are enough to cover short-term 
external debt. Concern about external liquidity is thus limited for now.
     The sudden dismissal of finance minister Nhlanhla Nene in December 2015 came as a big surprise 
both at home and abroad. The change of the reputable finance minister, who conducted prudent fiscal 
management, thereby raising uncertainties on policy consistency, is a significant negative factor for stable 
economic management.
     Since Pravin Gordhan, former finance minister, returned to his post, concern over a possible erosion of 
the fiscal discipline maintained by the National Treasury has receded for now. The Medium Term Budget 
Policy Statement (MTBPS) presented by then finance minister Nene in 2015 has given due consideration 
to the balance between economic growth and fiscal burden, which R&I views positively. While it is 
believed that the 2016 budget will also be complied under such a spirit, R&I will focus on the framework of 
the budget and policy messages.
     R&I has favorably evaluated South Africa's matured national systems, including the checking functions 
of the judiciary and media on the administration, for example, as well as a capable treasury department 
and central bank. Meanwhile, R&I remains concerned that the reliability of the policy management 
capability has been declining on the whole through, for example, personnel decisions strongly influenced 
by political considerations at major state-owned enterprises and national organizations. R&I cannot 
overlook the fact that the measure that poses questions about the rationality of the decision was taken at 
the National Treasury, which had been the most efficient and transparent organization in South Africa for 
the past 20 years.

     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+, Affirmed
RATING OUTLOOK: Negative, Changed from Stable

Domestic Currency Issuer Rating
RATING: A-, Affirmed
RATING OUTLOOK: Negative, Changed from Stable

Foreign Currency Short-term Debts
RATING: a-2, Affirmed
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