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R&I Changes Rating 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- 
RATING OUTLOOK: Negative (Changed from Stable) 

 
Domestic Currency Issuer Rating 

 
R&I RATING: A 

RATING OUTLOOK: Negative (Changed from Stable) 
 
RATIONALE: 

As investors become increasingly risk-averse amid of global financial turmoil, South Africa, 
a typical emerging country, has seen the value of the rand plunge by about 30% against the dollar 
since the start of October. The JSE All Share Index, a representative stock index, had dropped by 
about 15% as well. This appears to be a result of thinning capital inflows caused by heightened 
risk-aversion for emerging countries as a whole, plus unwinding of the so-called carry trade in 
conjunction with this change. Concern about the size of South Africa's current account deficit, 
which is projected to reach 7.6% of gross domestic product (GDP) in 2008, probably is a factor as 
well. 

While South Africa's current account deficit has been widened both because of increasing 
domestic demand and the steep rise in prices for raw materials, it had been adequately financed 
through portfolio inflows, namely stocks and bonds from other countries, which were supported by 
the firm economic growth outlook and the substantial improvement in fiscal administration. Under 
the impact of inflation that has stubbornly remained in the double-digits and worldwide economic 
stagnation, however, a deceleration in both domestic and external demand is unavoidable, and 
GDP growth in 2009 is forecast to slow to about 3%. 

South Africa's Foreign Currency Issuer Rating of A- is supported by R&I's high evaluation 
on the low level of public debt (23% of GDP on a net debt basis after subtracting deposits as of 
March 31, 2008), the government's reliable economic and fiscal management, and the steady 
increase in the rate of economic growth being driven by domestic demand over the past few years. 
The potential has emerged, however, for the growth base of South Africa's economy to weaken 
through the abrupt change in the capital inflows that have been financing economic growth. 

In light of these circumstances, R&I changed the Rating Outlook to Negative and will 
carefully follow the external factor including international monetary flows and trends of South 
Africa's real economy. If R&I can observe South Africa can strengthen its growth potential through 
measures such as enhancing domestic savings and revitalizing its industrial base even after the 
external environmental change, R&I may return the Rating Outlook to Stable. 
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In the Medium Term Budget Policy Statement (MTBPS) released on October 21, the 

government announced economic support which will bring budget deficits of 1.6% and 1.1% of GDP 
in FY2009 and FY2010, respectively. R&I believes the government is still maintaining its fiscal 
discipline, and under these conditions fiscal deficits need not be viewed negatively. It is necessary, 
however, to pay attention to possible overreaction in the market, as concerns over left-leaning 
policies have not been eliminated prior to the general election scheduled in 2009. 
 
 
R&I RATINGS: 
ISSUER: Republic of South Africa 
Foreign Currency Issuer Rating: A-  
RATING OUTLOOK: Negative (Changed from Stable) 
 
Domestic Currency Issuer Rating: A  
RATING OUTLOOK: Negative (Changed from Stable) 
 
 

Issuer Rating is R&I's opinion regarding an issuer's overall capacity to repay its entire 
financial obligation, and will be assigned to all issuers. The rating of individual obligations (i.e. 
bonds and loans etc.) includes the prospect of recovery and reflects the terms and conditions of the 
agreement and may be lower or higher than the Issuer Rating. 


