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Research Update:

South Africa Outlook Revised To Negative On
Persistent Economic And Social Problems; All
Ratings Affirmed

Overview
• We consider that South Africa's near-term political pressures have eased
and that the Treasury remains committed to further gradual fiscal
consolidation.

• However, fundamental structural economic and social problems continue,
such as very high unemployment and a structural current account deficit
that makes the economy dependent on external financing.

• We are revising our outlook on South Africa to negative from stable, and
affirming our foreign and local currency ratings at 'BBB+/A-2' and
'A/A-1'. We are affirming the national scale ratings at 'zaAAA/zaA-1'.

• The negative outlook reflects the potential for a downgrade if economic
and social problems feed into the political debate in the run-up to the
2014 elections and consequently further put pressure on the policy
framework.

Rating Action
On March 28, 2012, Standard & Poor's Ratings Services revised its outlook on
the Republic of South Africa to negative from stable. At the same time, we
affirmed the long- and short-term foreign currency ratings on South Africa at
'BBB+/A-2' and the long-and short-term local currency ratings at 'A/A-1'. We
also affirmed the long- and short-term South Africa national scale ratings at
'zaAAA/zaA-1'.

The transfer and convertibility assessment is unchanged at 'A'.

Rationale
The negative outlook reflects the potential for a downgrade if economic and
social problems feed into the political debate in the run-up to the 2014
national and provincial elections and consequently further put pressure on the
policy framework.

We consider that South Africa's near-term political pressures have diminished
since the African National Congress (ANC) has put the leadership of its youth
league, which advocated nationalization of the country's mining sector,
through a disciplinary process. We also think that South Africa's Treasury
remains committed to further gradual fiscal consolidation, stabilizing its
debt levels that have grown strongly since 2009.
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However, fundamental structural economic and social problems, such as low per
capita growth estimated at 2.1% in 2012 and very high unemployment rates,
persist, and South Africa's structural current account deficit makes the
economy dependent on external financing.

Draft policy documents expected to be discussed ahead of the ANC national
conference in December 2012 support our expectation that there will be no
abrupt shift in the party's policies, despite continued debates ahead of the
conference. This is because of the party's checks and balances, the allocation
of key positions to the centrist wing, and the economy's exposure to market
sanctions. Nevertheless, we think that looming economic and social pressures
could gradually affect the country's policy framework. In the run-up to the
2014 elections, the ANC's centrist wing may make gradual concessions to the
more populist expectations from within and without the party.

Deterioration in the global economic environment could add pressure given that
exports of goods and services amount to about 30% of GDP and that the country
runs persistent current account deficits, which we estimate will be about 4%
of GDP in 2012. We expect that nearly one-half of the current account deficit
will be funded by net foreign direct investment, and the other half through an
increase in external debt, as was the case in 2011. This is because portfolio
equity continues to be a net outflow.

Standard & Poor's ratings on South Africa are supported by our view of the
country's stable political environment and transparent institutions. Its
moderate fiscal and external debt afford South Africa fiscal and monetary
flexibility, as seen in the country's successful use of macroeconomic policies
to cushion the burden of the recent global economic downturn.

The ratings are constrained by South Africa's multiple development needs and
social challenges, which we think may have long-term ramifications for policy
and may raise fiscal expenditure pressures. Supply shortages--including
infrastructure bottlenecks and labor market rigidity and skill
shortages--constrain South Africa's growth potential.

We consider South Africa to be a middle-income country with a diverse economy
but wide income disparities. We estimate per capita GDP at $7,800 for 2012.

In our view, South Africa's gradual fiscal consolidation, which targets a
general government deficit of 3% of GDP by 2014, is vulnerable to public
sector wage increases and multiple development needs and social challenges. We
anticipate the 2011 fiscal year ending March 31, 2012, will close with a
general government deficit of 4.8% of GDP, which is better than budgeted. The
improvement stems in part from underspending on capital projects.

General government debt has approximately doubled since 2008, and the debt
burden has risen by a little more than 10% of GDP. We expect gross general
government debt to stabilize at just under 43% of GDP over the next three
years. We estimate gross public sector debt (including nonfinancial public
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enterprises) to increase to 52% of GDP at the end of fiscal 2011, and to
further increase to 58% of GDP by 2014, a significant increase compared with
35% in 2008. This is because of increased borrowing by South African power
utility ESKOM and other entities involved in addressing infrastructure gaps.

We estimate the country's net external liability position will widen to 73% of
current account receipts this year, but the prevalence of equity funding has
kept net external debt (excluding liquid assets) low at an estimated 12% of
current account receipts this year. We expect infrastructure investment to
result in a rising external debt burden in the next few years, but we also
expect the country's export capacity to improve.

Outlook
The outlook is negative because we could potentially lower the ratings if
economic and social problems feed into the political debate in the run-up to
the 2014 elections and consequently further put pressure on the policy
framework. The difficulty of addressing economic and social imbalances could
be exacerbated by increasing external pressure in a context of sluggish global
growth or investor risk aversion.

We could lower the ratings if South Africa's economic disparities and social
development needs persist, with the economy increasingly failing to generate
the jobs required by an expanding labor force. Rising external or fiscal
pressures could also lead to a downgrade, particularly if public sector wages
or debt service costs increase above expectations.

We could affirm the ratings at the current levels and revise the outlook to
stable if the increase in public sector debt is offset by an improvement in
investment and economic growth prospects, and if fiscal consolidation is
supported by keeping public sector wage increases gradual and moderate.

Related Criteria And Research
All articles listed below are available on RatingsDirect on the Global Credit
Portal, unless otherwise stated.
• Sovereign Government Rating Methodology And Assumptions, June 30, 2011
• Criteria For Determining Transfer And Convertibility Assessments, May 19,
2009

Ratings List
CreditWatch/Outlook Action; Ratings Affirmed

To From

South Africa (Republic of)
Sovereign Credit Rating
Foreign Currency BBB+/Negative/A-2 BBB+/Stable/A-2
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Local Currency A/Negative/A-1 A/Stable/A-1
South Africa National Scale Rating

zaAAA/--/zaA-1 zaAAA/--/zaA-1
Transfer & Convertibility Assessment

A A
Senior Unsecured BBB+ BBB+
Senior Unsecured A A

Additional Contact:
Sovereign Ratings;SovereignLondon@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of Standard & Poor's
Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well
as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or
for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS,
SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence)
in connection with any use of the Content even if advised of the possibility of such damages.
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