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R&I Affirms A-/ A, Outlook Negative: South Africa 

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

 
ISSUER: Republic of South Africa  

Foreign Currency Issuer Rating 
 

R&I RATING: A- (Affirmed) 
RATING OUTLOOK: Negative 

 
Domestic Currency Issuer Rating 

 
R&I RATING: A (Affirmed) 

RATING OUTLOOK: Negative 
 

Foreign Currency Short-term Credit Rating 
 

R&I RATING: a-1 (Affirmed) 
 
RATIONALE: 

Despite a increased fiscal burden as the government counteracts an economic slowdown 
mainly by expanding infrastructure investment, R&I expects South Africa’s public debt to remain 
at a relatively low level, and has affirmed both the Foreign Currency and Domestic Currency 
Issuer Ratings. Although the trend in capital inflow was a concern, foreign direct investment and 
the use of overseas assets have substituted the drop in securities investment, and moves that will 
help diversify the financing structure have emerged. Judgment of whether there has been a 
structural change in the flow of overseas capital that has provided foundation for growth will have 
to be made prudently, in conjunction with an evaluation of the economic management of the new 
administration launched in May 2009. If economic growth appears likely to get back on track with 
recovery of the global economy, however, there is a possibility R&I will return the Rating Outlook, 
which has been Negative since October 2008, to Stable. R&I has also affirmed the Foreign 
Currency Short-term Credit Rating. 

With the effects of the global economic downturn centered on manufacturing and mining, 
the rapid growth that continued until 2007 has come to a pause. In the first quarter of 2009, the 
economy slipped into a recession (negative quarterly growth for two or more consecutive quarters) 
for the first time in 17 years. The real GDP growth rate in 2009 is projected to be negative for the 
full year as well. On the other hand, the high inflation pressure that troubled South Africa in 2008 
has been eased, and the central bank has begun lowering interest rates. Additionally, the 
government drafted a fiscal 2009 budget that calls for a deficit of 3.8% of GDP, and is attempting 
to support the economy by increasing expenditures centered on infrastructure investment. 
Although the fiscal deficit is expected to exceed the government’s projection because the recession 
has been deeper than anticipated, public debt at the end of 2008 was low at 27% of GDP. Even 
when the corresponding expansion of the deficit is considered, the deficit budgets planned for the 
next three years are not likely to lift the public debt above the upper 30% range of GDP. 

Following the general election held in April 2009, Jacob Zuma was inaugurated as 
president. R&I believes that given South Africa’s political structure, there will not be substantial 
changes in the direction of major policies. Because the economic outlook remains uncertain, 
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however, R&I will continue to closely watch how the increased influence of leftists such as the 
South African Communist Party (SACP) and the Congress of South African Trade Unions 
(COSATU), which have joined with the ruling African National Congress (ANC) in a coalition 
government, will affect fiscal management. 

Given the country’s enormous income disparities, the importance of the poverty and 
employment measures demanded by leftist political groups is clear. The country’s social issues, 
however, are largely a reflection of the huge negative legacy of apartheid, and considering its roots 
and scale will not be overcome quickly through lavish pork barrel spending. Rather, R&I believes 
these circumstances call for the skills to accomplish a consistent policy package, together with 
appropriate debt management based on a long-term policy vision. R&I will watch to see how the 
newly established National Planning Commission (NPC) headed by Trevor Manuel (Minister in 
the Presidency), who was highly praised for his guidance as Minister of Finance, is used as part of 
this effort. 

Over recent years the current account deficit has expanded, driven by factors such as 
rapidly rising oil prices and imports of raw materials and capital goods for projects centered on 
public works. As public works investments continue apace in 2009, the import of corresponding 
raw materials and capital goods is expected to continue, and a deficit equivalent to 6-7% of GDP is 
projected despite the slowing economy. Although the securities investments that had financed this 
deficit have changed into a net outflow, spending is being supplemented by other investments, 
particularly use of banks’ overseas assets. To procure financing for the public-sector, the 
government is contemplating the use of soft loans from international organizations such as the 
World Bank, and R&I will watch to see if this leads to diversification of South Africa’s funding 
structure. In general, when an economy’s means for funding current account deficits rely solely on 
volatile sources such as stock investments, the fluctuations in its exchange rate will grow larger as 
well. The external debt of South Africa’s government is low at roughly 6% of GDP, however, and 
consequently the direct impact is minimal. 
 

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/rating/rating/methodology.html 
 
R&I RATINGS: 
ISSUER: Republic of South Africa 
FOREIGN CURRENCY ISSUER RATING: A- 
RATING OUTLOOK: Negative 
 
DOMESTIC CURRENCY ISSUER RATING: A (Affirmed) 
RATING OUTLOOK: Negative 
 
Foreign Currency Short-term Credit Rating: a-1 (Affirmed) 
 

In principle, an Issuer Rating is R&I's opinion on an issuer's overall capacity to repay its 
financial obligations as agreed and is assigned to all issuers. The rating of individual obligations 
includes the prospect of recovery and reflects the terms and conditions of the agreement and it may 
be lower or higher than the Issuer Rating. 
 


