
NEWS RELEASE
Jul 08, 2011

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

RATIONALE:

R&I Affirms A-/A, Stable: Republic of South Africa

ISSUER: Republic of South Africa
Foreign Currency Issuer Rating: A-, Affirmed
Rating Outlook: Stable

Domestic Currency Issuer Rating: A, Affirmed
Rating Outlook: Stable

Foreign Currency Short-term Debts: a-1, Affirmed

     South Africa is one of the world's preeminent mineral resources suppliers and also has built up the 
industrial sector, including automobile manufacturing. Its gross domestic product (GDP) accounts for 
around one-fourth of Africa's total GDP, with per capita GDP at the US$7,000 level. With South Africa's 
black citizens participating in economic activity in growing numbers, consumption has been invigorated, 
and infrastructure investment has increased. Under such circumstances, the country had continued to 
achieve solid growth based largely on domestic demand. Although real GDP growth in 2009 was negative 
under the impact of the global economic crisis, it has been recovering steadily. Capital inflows also remain 
solid, even as the global financial environment undergoes wrenching adjustments. Furthermore, the 
government is unlikely to face major challenges in achieving its fiscal deficit reduction plan. In 
consideration of such factors, R&I has affirmed both the Foreign Currency Issuer Rating and the Domestic 
Currency Issuer Rating with Stable Rating Outlooks.
     South Africa's economy slipped into recession for the first time in 17 years from the fourth quarter of 
2008, dragged down by a sharp decline in manufacturing. Real GDP for full-year 2009 contracted by only 
1.7%, however. With a steady economic recovery backed by a rebound in exports and solid private 
consumption, the economy grew by 2.8% in 2010. The government forecasts that the economy will return 
to growth in the mid 4% range by FY2013 if investment is kept on a gradual recovery track.
     Although the impact of the economic slowdown on the fiscal situation is pronounced, the fiscal deficit in 
FY2010 (April 2010 through March 2011) was contained at 5.3% of GDP, lower than the 6.2% estimate in 
the initial budget, thanks to a recovery in tax revenues. For FY2011, the government expects a fiscal 
deficit of 5.3% of GDP, the same as the FY2010 level, and the fiscal deficit is projected to be reduced 
gradually to 4.8% in FY2012 and 3.8% in FY2013. That said, primary expenditures, which exclude interest 
payments, grew by only 2.8% in real terms in FY2010, a sharp slowdown from the FY2003 to FY2008 
average of 11%. Due in part to its conservative estimates, the tax revenue could well be higher than the 
government's projection. With discussions underway regarding the introduction of fiscal guidelines that 
include numerical targets for, among others, the structural fiscal balance, the government is likely to 
maintain fiscal discipline. Although the outstanding debt is anticipated to rise given the fiscal deficit 
projections, at present the government forecasts a peak-out at around 43-45% of GDP.
     The current account deficit as a percentage of GDP, which had expanded to the 7% range, narrowed 
to 3.2% in 2010 as the trade account balance turned positive, albeit small in size, helped by adjustments 
in the domestic economy. Amid the sustained economic recovery and infrastructure investment, import 
pressure is expected to continue, making the current account deficit likely to linger in about the 4-5% 
range for the foreseeable future. Nevertheless, no major disruptions have been noted from a financing 
perspective. As capital began flowing into emerging markets, portfolio investment, which recorded a net 
outflow in 2008, attracted sizable net inflows again. Although these inflows somewhat lack stability 
because the funds ebb and flow according to foreign investors' risk appetite, R&I can positively evaluate 
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overall solid capital inflows supported by South Africa's mature capital market infrastructure. Foreign 
reserves are also accumulating, standing at approximately US$50 billion as of May 2011. With the 
reserves more than twice the size of short-term external debt at the end of 2010, external liquidity has 
improved.
     In order to solve its deep-rooted social problems, which are exemplified by the high rates of 
unemployment and crime, the government needs to have a strong commitment to implementing a 
consistent policy package, as well as achieving appropriate debt management, based on a long-term 
policy vision. The focal point of the economic policy would be whether the government is able to hammer 
out an effective policy under the New Growth Path (NGP), a new policy program that clearly sets job 
creation as a policy goal. Meanwhile, growing dissatisfaction among those who are yet to benefit from 
economic growth has surfaced as a drop in votes for the African National Congress (ANC), the ruling 
party in South Africa, and this trend has been confirmed in the 2011 local government elections as well. 
As the political situation is anticipated to gradually become more fluid, R&I will pay close attention to how 
the government ensures the effectiveness of various policies going forward.

     The primary rating methodologies applied to this rating are provided at "R&I's Analytical Approach to 
Sovereigns" and "R&I's Analytical Approach to Short-Term Ratings". The methodologies are 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: A-, Affirmed
RATING OUTLOOK: Stable

Domestic Currency Issuer Rating
RATING: A, Affirmed
RATING OUTLOOK: Stable

Foreign Currency Short-term Debts
RATING: a-1, Affirmed
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