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Credit Analysis  South Africa 

Rating Rationale 
• South Africa’s ‘BBB+’ Foreign‐Currency Long‐Term IDR has been on Negative 

Outlook since November 2008. Since then, forecasts for growth have been 
revised downwards and budget deficits will be much wider in the current fiscal 
year and subsequent two years. Consequently, public debt ratios will rise from a 
low of 27% of GDP in FY08 (April 2008‐March 2009) to around 34% in FY11. 
External debt ratios are also forecast to rise as borrowing is stepped up to 
finance public investment and the current account deficit (CAD). 

• A smooth political transition after the fourth post‐apartheid general election – 
and most vigorously contested so far – in April, has reduced political uncertainty 
and will ease investor concerns as the country navigates the downturn. Focus 
will now turn to the government’s ability to satisfy raised expectations. 

• The global downturn has affected South Africa mainly through the trade and 
capital flows channels. South Africa experienced a large portfolio outflow and 
sharp weakening of the currency in Q408. With signs of stabilisation in the 
global markets and easing risk aversion, portfolio flows have returned and the 
currency has recovered most of the ground lost since March 2009. However, the 
impact of the global recession and cyclical downturn since 2007 will be more 
broadly felt in 2009. Growth slowed to 3.1% in 2008 and is forecast to contract 
by 1%‐2% in 2009. Growth will, however, contract less sharply than rating peers. 

• The government’s sound starting fiscal position is enabling it to implement a 
counter cyclical fiscal stimulus to mitigate the recession’s impact on 
employment and growth. While public finance indicators of the general 
government will deteriorate, they will still be better than the ‘BBB’ median. 
The deterioration of the debt ratio of the broader public sector which includes 
non‐financial public enterprises will be much starker. However, higher 
investment will over time help the country ease some of the structural 
constraints to higher growth potential. 

• Falling inflation and the response of private credit growth to earlier monetary 
tightening until December 2008 is also allowing a monetary policy stimulus. 
Interest rates have been reduced by 450 basis points (bp) since last December. 
This will help support growth in H209 and into 2010. 

• Due to tighter regulation, the South African banking sector has been relatively 
insulated from the global credit crunch. Banking sector asset quality is 
worsening due to the downturn, but the sector will not need sovereign support. 

• Some of the imbalances in the economy are starting to be addressed with credit 
growth slowing sharply, domestic inflationary pressures abating and the CAD 
forecast by Fitch to narrow, although it is a still relatively high 5%‐6% of GDP. 
This will not be fully covered by increased public borrowing and foreign direct 
investment (FDI). Hence, financing the large CAD will still be reliant on portfolio 
investment, presenting a persistent risk to macroeconomic stability. 

What Would Trigger a Downgrade? 
• South Africa’s ratings could come under further downward pressure if the 

economic recovery is weaker and more protracted than Fitch currently expects, 
leading to a worsening of key credit indicators. A weakening of the policy 
environment would also be ratings negative. However, if the country navigates 
the downturn without a sharp deterioration of its credit metrics and with 
macroeconomic stability intact, the Outlook would be revised to Stable. 
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Rating Factors 

Summary: Strengths and Weaknesses 
Rating factor Macroeconomic Public finances External finances Structural issues 

Status Strength Strength Neutral Weakness 
Trend Stable Stable Negative Negative 

Note: Relative to ‘BBB’ category 
Source: Fitch 

Strengths 
• Strong fiscal position. Fiscal consolidation and sound debt management has 

created fiscal space over the years by bringing down public debt from 48% of 
GDP in FY98 to 26.8% of GDP in FY08, below the ‘BBB’ rating median, and 
interest costs from 6% of GDP in FY98 to 2.4% in FY08. Hence the government 
has room to borrow to counter the impact of the recession on public finances 
and invest in infrastructure. 

• The inflation targeting and flexible exchange rate framework since 2000 has 
strengthened macroeconomic stability and supported adjustments to shocks. 
Inflation has been outside the 3%‐6% target since April 2007. Nevertheless, the 
credibility of the regime has helped anchor expectations about the direction of 
monetary policy. 

• Gross external debt has been moderate at between 20%‐30% of GDP over the 
past 20 years, but has fallen to below 100% of current external receipts (CXR) 
since 2001. Due to a strong build‐up of official reserves and banks’ foreign 
assets, the country has been a net external creditor since 2004. 

• South Africa has one of the soundest and most developed banking sectors of all 
emerging market countries. While asset quality and profitability are 
deteriorating because of the economic downturn, it is better placed than most 
systems to support a recovery. 

Weaknesses 
• The low savings rate means that the country is highly dependent on capital 

inflows. South Africa’s large CAD, which moved above 3% of GDP in 2004, has so 
far peaked at 7.6% of GDP in 2008 and is forecast to remain relatively large at 
5%‐6% of GDP. It has been highly reliant on portfolio investment for financing 
and therefore is a persistent source of macroeconomic risk. 

• South Africa’s social and income indicators are weaker than the ‘BBB’ rating 
medians. In addition, the country has social and structural issues — such as high 
levels of inequality and unemployment, and a skills shortage, among other 
problems — due to the legacy of apartheid that are far more complex than the 
structural issues faced by rating peers. 

Local‐Currency Rating 
South Africa’s Local‐Currency Long‐Term IDR is ‘A’, two notches above the Foreign‐ 
Currency Long‐Term IDR, reflecting its strong fiscal position and the depth of its 
domestic capital market, which provides access to local‐currency financing at 
reasonable cost. 

Country Ceiling 
The Country Ceiling at ‘A’ is two notches above the Foreign‐Currency Long‐Term 
IDR. This reflects South Africa’s strong global integration, fully flexible exchange 
rate, lack of restrictions on current account and on non‐resident capital account 
transactions. There are, however, a few limited capital account restrictions on 
residents that do not materially affect their capital flows. 

Peer Group 
Rating Country 
A‐ Malaysia 

Poland 

BBB+ South Africa 
Estonia 
Libya 
Mexico 

BBB Aruba 
Hungary 
Lithuania 
Russia 
Thailand 
Tunisia 

Source: Fitch 

Rating History 

Date 

Long‐Term 
Foreign 
Currency 

Long‐Term 
Local 
Currency 

25 Aug 05 BBB+ A 
2 May 03 BBB A‐ 
27 Jun 00 BBB‐ BBB+ 
19 May 00 BB+ BBB+ 
5 June 96 BB BBB 
22 Sep 94 BB 

Source: Fitch
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Outlook and Key Issues 
The global recession has hit South Africa primarily through the trade and financial 
flows channels. South Africa experienced a massive outflow of portfolio capital 
(exacerbated by the high liquidity of its capital markets by emerging markets 
standards) in October 2008 as the global financial crisis intensified, which caused a 
sharp decline of stock market prices and the currency. By Q109, exports had fully 
started to reflect the global recession, falling by 19.4% qoq after a fall of 5.4% qoq 
in Q408. Consequently growth forecasts have been revised downwards. 

With signs of stabilisation in the global financial markets and easing risk aversion, 
portfolio flows have returned to South Africa and the currency has made up most of 
the ground lost since March 2009. Nevertheless, the impact of the global recession 
and cyclical downturn since 2007 will be more broadly felt in 2009. Growth slowed 
to 3.1% in 2008 and the economy is now officially in recession with annualised 
quarterly growth contracting by 1.8% in Q408 and by 6.4% in Q109 and 1.3% on a yoy 
basis in Q109. 

Growth 
Manufacturing (18.8% of GDP) and mining (9.5% of GDP) have been key to the 
decline in overall output falling by 22.1% qoq (slowing to 1.2% in 2008) and 32.8% 
qoq (‐6.5% in 2008). Manufacturing has been hit by the fall in exports and consumer 
demand and mining by the fall in commodity prices and earlier supply side shocks to 
the sector. However, in Q109 the quarterly decline was more broad‐based, 
affecting finance, agriculture and transport for the first time, trade and electricity 
— ie, seven out of the 10 major sectors covered by Statistics South Africa, except 
for construction, government and personnel services. 
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By May, mining had not yet bottomed out, although manufacturing showed a slower 
17% yoy contraction, and the Purchasers Managers Index (PMI), which is an indicator 
of factory activity, increased slightly to 37.3. Indicators of consumer demand, such 
as vehicle and retail sales, although still negative, showed a shallower decline in 
May, while consumer and business demand survey indices seemed to have started to 
stabilise, albeit at a very weak level. This suggests that household spending 
continues to be suffering a contraction due to tight credit conditions and rising 
unemployment, despite continued high nominal wage growth of around 10% in Q109 
— although confidence about the future seems to be turning the corner. These 
figures suggest another quarterly economic contraction in Q209. Fitch expects a 
modest recovery in the second half of the year, in line with global trends and 
helped by the significant easing of domestic monetary and fiscal policy, resulting in 
a contraction for the year as a whole of 1%‐2%. 

Fitch expects a modest recovery in 2010 supported by the hosting of the football 
World Cup and the impact of the monetary and fiscal stimuli. This will strengthen in 
2011 in line with the global recovery. However, the absence of strong private credit
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growth, the decline in private investment and increase in unemployment as well as 
the less conducive global economic environment suggest that growth will be lower 
coming out of the recession — in the 3.5%‐4% range rather than the 4.5%‐5% range 
seen previously. In addition to measures already underway to address the 
investment gap, South Africa will need to address structural problems such as the 
skills shortage and labour market rigidities to push potential growth up. 
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CAD and the Currency 

External Finances: Sources and Uses 
(USDbn) 2008 2009f 2010f 2011f 
Uses 23,996 20,751 22,303 23,135 
Current account balance 20,981 15,803 17,488 19,744 
MLT amortisation 2,020 2,121 1,273 1,355 

Sovereign 1,433 1,228 612 663 
Non‐sovereign 587 893 661 692 

Change in fx reserves (‐ve = increase) 995 2,736 3,542 2,036 
Sources 23,996 20,751 22,303 23,135 
Gross MLT borrowing 16,579  6,221  9,823  9,905 

Sovereign ‐1,053  1,600  1,050  1,050 
Non‐sovereign 15,613  2,500  7,500  7,500 

Net FDI 11,937  5,700  3,000  3,000 
Net portfolio equity ‐10,542  4,200  4,000  4,000 
Net portfolio debt ‐3,421  1,400  1,250  1,000 
Other credit flows nes ‐1,205  230  230  230 
Net E&O 10,649  3,000  4,000  5,000 
Source: Fitch 

In 2008, the CAD came in at 7.6% of GDP, just slightly higher than the 7.3% of GDP 
recorded in 2007. However, that reflected a narrowing of the CAD in Q408 to 5.8% 
of GDP from an average of 8% in the first three quarters. In Q408, lower export 
demand was more than offset by the drop in global oil prices and fall in imports due 
to weak domestic demand, and the income deficit narrowed due to significantly 
lower dividend payments. The current account deficit (USD21bn) and net portfolio 
outflow worth (USD14bn) was covered by record net FDI worth USD12bn, increased 
borrowing of the private sector (USD8.6bn), the drawing down of net foreign assets 
mainly by banks (USD7.3bn) and large errors and omissions (USD10.6bn) (typically 
short‐term inflows). 

In Q109, South Africa experienced a steep export decline compared with imports, 
resulting in a widening of the CAD to 7% of GDP. For 2009 as a whole, subdued 
private investment and consumer demand, lower oil prices and dividend payments 
on the payments side, a recovery in commodity prices and an expected recovery in 
global economic activity in H209 (which will help exports), will all contribute to the 
moderation of the CAD. However, it will remain relatively large due to the public 
investment programme. Fitch expects the CAD to moderate to 5%‐6% of GDP. This
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year, it will be predominately covered by net portfolio inflows, rising borrowing by 
the government and public sector corporations and FDI. 

The rand depreciated to a low of ZAR11.56:USD in November 2008, and was at 
around ZAR10.00:USD between December 2008–mid‐March 2009, but then 
appreciated by around 20% to average ZAR8.7:USD in April/May due to the return of 
portfolio investment and an FDI transaction. Returning risk appetite, public 
borrowing and FDI 1 should continue to support the currency which averaged 
ZAR8:USD in June/July. Following May’s sovereign bond issuance, official reserves 
(excluding gold) rose to USD32bn in May (from USD30.6bn in December 2008) and 
remained roughly stable in June, but the South African Reserve Bank (SARB) is not 
intervening, other than in terms of normal market smoothing transactions, to build 
reserves or prevent a further appreciation of the currency. 

Monetary Policy and Inflation 
The former measure of the inflation target, CPIX (CPI excluding mortgage interest 
rates) peaked at 13.6% in August 2008 but had fallen to 10.3% by December 2008, 
reflecting lower global oil and food prices. The government rebased and reweighted 
the inflation index and moved to the CPI measure for all urban areas which put 
January’s inflation at 8.1%. In light of the improved inflation trend, the slowing 
down of private credit growth to 14.8% in December 2008 (from 21.1% a year 
earlier) and a worsening global and domestic growth outlook, the SARB started to 
cut interest rates aggressively in December 2008 to provide a monetary stimulus to 
the economy. The SARB also moved to monthly Monetary Policy Committee (MPC) 
meetings rather than bi‐monthly in order to be more responsive to the fast 
deteriorating situation. 

Interest rates now stand at 7.5%, down from 12% in December 2008 and were kept 
on hold for the first time since December at the June MPC meeting. Inflation is 
expected to move into the 3%‐6% target range in H209, helped by rand strength, but 
due to administrative prices, recent wage agreements and inflation expectations, 
inflation is likely to remain at the high end of the target. Given sticky inflation, 
there is only limited scope for further cuts. Private credit growth has fallen further 
to 5.7% in May and M2 to 7.4%. Despite calls from the ANC coalition members to 
ease or drop the inflation target mandate, Fitch expects policy continuity under the 
new central bank governor, Gill Marcus, who is due to start in November. Ms Marcus 
was formerly deputy governor at the SARB and has experience in the Treasury and 
commercial banking sectors. 

The slowdown in private credit growth is exacerbated by banks’ increased caution 
in providing credit, despite the absence of subprime lending by South African banks 
and any crisis of confidence within the banking system and on the interbank 
markets. This is evidenced by the fall in financial services growth in Q109 for the 
first time in several years, and has the potential to depress economic growth 
further. More generally, due to the economic slowdown and credit squeeze on 
households, NPLs more than doubled to 3.8% of total lending in 2008 from 1.4% in 
2007. Rising impairment charges (most of which emanate from the property market 
where prices have also declined by 4.4% yoy in June according to ABSA) will also 
contribute to earnings slow down. In March, Fitch downgraded the Individual 
Ratings of the banks it rates in South Africa to ‘C’ from ‘B/C’ due to significantly 
higher impairment charges and weakening asset quality indicators. The Foreign‐ and 
Local‐Currency IDRs for the banks were affirmed, with the Outlooks remaining 
Negative. Despite these changes, the South African banking system remains one of 
the strongest among emerging markets and will manage the downturn without any 
support from the government. 

1 The Vodacom/Vodaphone (UK) transaction in April brought in USD2.5bn. Negotiations between MTN and 
Bharti Airtel (India) are scheduled to end on July 31 st and could bring in as much as USD4‐7bn. 
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Public Finances 
Fiscal policy is also able to provide a huge stimulus to the economy. After achieving 
a small deficit in FY08 of 1% of GDP (following two consecutive years of surpluses), 
reflecting slowing revenues as a result of the economic slowdown, the 2009 Budget 
projects a sharp rise of the deficit to 3.8% of GDP before a gradual decline to 3.1% 
and 2.3% of GDP in the FY10 and FY11. The stimulus involves a large increase in 
infrastructure spending and also emphasises welfare spending. Total infrastructure 
spending — including that of the public corporations, mainly Eskom (power) and 
Transnet (transport) will rise over the next three years to ZAR787bn (or around 10% 
of GDP annually). The budget was based on growth and inflation assumptions of 
1.4% and 5.4% respectively. However, due to much slower growth, first quarter 
revenues were ZAR19bn below target, indicating that the deficit could turn out 
close to 6% of GDP for the year as a whole and then closer to 5% and 4% in 
subsequent years. 
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The government plans to increase borrowing to cover the additional deficit. Its 
sound fiscal position and deep capital markets mean that it is not constrained in 
terms of sourcing financing at relatively long maturities and reasonable cost. The 
government also has good access to international capital markets and has already 
issued a USD1.5bn eurobond at a spread of 375bp above 10‐year US treasuries in 
May. Around half (USD700m) went towards redeeming the remaining part of a 
eurobond and the remainder will be used to make other debt redemptions through 
the year. The domestic capital markets will be the main source of financing for the 
public corporations. However, the government is supporting Eskom to secure loans 
worth a total of around USD8bn from the African Development Bank (AfDB) and the 
World Bank (WB) as well as export credit agencies for the Eskom build programme. 
To improve Eskom’s access and reduce the cost of its borrowing, the government is 
guaranteeing a total of ZAR176bn (7.7% 
of 2008 GDP) of Eskom’s existing and 
new debt over five years with any 
guarantees needed by the multilateral 
included in the new debt guarantees. 
Contingent liabilities and provisions in 
FY07 (the latest available) were the 
equivalent of just 11% of GDP, giving 
the government some head room within 
the ceiling. A fee is charged on all 
guarantees. 

As a result of increased borrowing, the 
general government debt:GDP ratio will 
increase from a low of 27% of GDP in 
FY08 to 34% of GDP by FY11 according 

Domestic 
financingª 

42% 
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to a forecast by Fitch taking into account larger deficits already coming through; 
the ‘BBB’ median in 2011 is forecast at 35.3% of GDP. According to Fitch estimates, 
which assume that all debt is rolled over, debt of the public enterprises will rise 
from a low of 11% of GDP in FY07 to around 19% of GDP in FY11. This would put 
overall public sector debt at slightly above 50% of GDP in FY11 showing that the 
deterioration of overall public debt is much starker, with risks to the upside due to 
larger budget deficits, rising costs of investment and the likelihood of Eskom tariff 
increases falling short of what Eskom has proposed, although during this year’s 
round, the increase agreed by the National Energy Regulator of South Africa (Nersa) 
of 31.3% was just slightly below the 34% requested by Eskom. 

Politics 
The smooth transition to a new ANC government after the fourth post‐apartheid 
democratic elections and a more competitive election due to the emergence of a 
new party, Congress of the People (COPE), and the vigorous campaign run by the 
Democratic Alliance, has reduced political uncertainty and further strengthened 
democracy. 

COPE and the Democratic Alliance are also likely to increase political pressure on 
the ANC government in the future. COPE’s membership in particular includes 
former ANC members disaffected with growing corruption and weak service 
delivery. However, COPE, which had only been in existence for five months at the 
time of the election, will also need to use the intervening time before the next 
election to build the infrastructure needed to fight an effective campaign and 
provide credible opposition. 

Although the new ANC government has been more inclusive in terms of its 
supporters from the leftist trade unions, communist party and ANC youth wing, 
initial indications (from, for example, the State of the Nation Address) are that 
policy will remain pragmatic although within the context of slightly expansionary 
fiscal policy even outside the need to counter a recession. The main union pressure 
will be on the wage and jobs front. The main challenge for this administration is 
effective service delivery including health and education (others are rural 
development, jobs and fighting crime). The formation of the new National Planning 
Commission headed by Trevor Manuel within the Office of the Presidency, which 
will ensure coordination across government in furtherance of effective service 
delivery, and competent cabinet appointments in key service delivery portfolios, 
signals the government’s intent to focus on this area. From a credit rating 
perspective, South Africa is comparatively very weak in these areas compared with 
rating peers and so addressing them would enhance creditworthiness. It is also 
necessary from the point of view of ensuring future social and political stability. 

South African National Assembly Election Results 
April 2009 
Party Leader Votes (%) Swing (%) Seats won Swing 
African National Congress (ANC) Jacob Zuma 65.9 ‐3.79 264 ‐33 
Democratic Alliance (DA) Helen Zille 16.66 4.29 67 20 
Congress of the People Mvume Dandala 7.42 30 
Inkataha Freedom Party (IFP) Mangosuthu Buthelezi 4.55 ‐2.42 18 ‐5 
Independent Democrats (ID) Patrica de Lille 0.92 ‐0.78 4 0 
United Democratic Movement (UDM) Bantu Holomisa 0.85 ‐1.43 4 ‐2 
Others 3.7 13 ‐4 

Source: Independent Electoral Commission
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Forecast Summary 
2005 2006 2007 2008 2009f 2010f 2011f 

Macroeconomic indicators and policy 
Real GDP growth (%) 5.0 5.3 5.1 3.1 ‐1.3 2.7 3.4 
Consumer prices (annual average % change) 3.9 4.6 6.5 7.7 6.5 5.5 5.0 
Short‐term interest rate (%) a 7.0 9.0 11.0 11.5 7.0 8.0 8.5 
General government balance (% of GDP) ‐0.2 0.4 1.4 ‐1.3 ‐5.8 ‐4.8 ‐3.9 
General government debt (% of GDP) 33.3 30.5 27.7 26.8 30.7 33.1 34.0 
LC per USD (annual average) 6.4 6.8 7.0 8.3 8.6 8.5 8.3 
Real effective exchange rate (2000=100) 100.0 94.1 85.9 72.7 66.0 69.0 72.0 
External finance 
Current account balance (USDbn) ‐9.7 ‐16.1 ‐20.8 ‐21.0 ‐15.8 ‐17.5 ‐19.7 
Current account balance (% of GDP) ‐4.0 ‐6.3 ‐7.3 ‐7.6 ‐5.8 ‐5.7 ‐5.7 
Current account balance plus net FDI (% of GDP) ‐1.7 ‐8.6 ‐6.4 ‐3.3 ‐4.8 ‐4.7 ‐4.8 
Net external debt (USDbn) ‐4.2 ‐8.8 ‐16.8 ‐28.6 ‐19.3 ‐16.2 ‐8.6 
Net external debt (% of GDP) ‐1.7 ‐3.4 ‐5.9 ‐10.4 ‐7.1 ‐5.2 ‐2.5 
Net external debt (% of CXR) ‐5.9 ‐10.6 ‐17.3 ‐27.3 ‐19.1 ‐14.8 ‐7.3 
Official international reserves including gold (USDbn)  20.6  25.6  32.9  34.1 37.0 40.7 43.0 
Official international reserves (months of CXP cover)  3.1  3.1  3.4  3.2 3.8 3.9 3.8 
External interest service (% of CXR)  3.6  4.3  4.4  4.5 4.0 3.8 3.6 
Gross external financing requirement (% int. reserves)  82.8  88.0  88.1  69.8 52.6 50.7 51.8 
Memo: global forecast summary 
Real GDP growth (%) 
US 2.9 2.8 2.0 1.1 ‐3.1 1.3 1.7 
Japan 1.9 2.1 2.3 ‐0.6 ‐6.9 0.9 1.5 
Euro area 2.9 2.8 2.0 1.4 ‐1.2 1.2 1.8 
World 3.3 3.8 3.6 1.7 ‐2.7 1.4 ‐ 
Commodities 
Oil (USD/barrel) 54.4 65.4 72.6 97.0 55.0 65.0 70.0 
a This footnote should reference the appropriate central bank policy interest rate (annual average). 
Source: Fitch
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Strengths 
• South Africa’s five‐year growth average is just below the ‘BBB’ median and its 

volatility is lower than both the ‘BBB’ and ‘A’ medians. This reflects its robust 
macroeconomic framework — sound fiscal position and inflation‐targeting and 
flexible exchange rate regime — which supports adjustments to shocks and 
underpins macroeconomic stability. Low macroeconomic volatility is associated 
with higher sovereign debt tolerance. 

• Inflation performance over the past five years is in line with the ‘BBB’ median 
but higher than the ‘A’ median. The inflation average was negatively influenced 
by inflation in 2007 and 2008. It has been outside the 3%‐6% target since April 
2007, reflecting South Africa’s own consumer demand pressures until end‐2007 
and global inflationary pressures in 2008. It has declined from a peak of 13.6% in 
August 2008 to 8% in May 2009 due to falling consumer demand, falling global 
food and commodity prices and the rebasing and reweighting of the inflation 
index. Interest rates have been cut aggressively since December 2008 by 450bp. 
The SARB expects inflation to fall back to within the 3‐6% target in H209. 

Weaknesses 
• South Africa’s very high unemployment rate is a symptom of structural 

inefficiencies in the economy — a shortage of highly skilled workers and 
inflexible labour markets. The trend had very gradually been improving but the 
current recession and slower medium‐term growth will have a negative impact 
on unemployment and increase social pressures. High crime and past episodes 
of xenophobic violence are symptoms of these social pressures. 

• Real exchange rate volatility is much higher than the ‘BBB’ and ‘A’ medians. 
This in part reflects South Africa’s status as one of the few emerging markets 
with large, sophisticated and highly liquid capital markets and its flexible 
exchange rate. But a large current account deficit reliant on portfolio inflows 
for financing is a continuing vulnerability. This makes the currency susceptible 
to the level of investor sentiment and not just economic fundamentals. 

Commentary 
South Africa’s economy is in the midst of a recession, the first since 1998, and is 
forecast by Fitch to contract by 1.3%. Nevertheless, this contraction is shallower 
than that of rating peers. Moreover, some of the imbalances in the economy are 
starting to be addressed with credit growth slowing sharply, domestic inflationary 
pressures abating and the current account deficit forecast by Fitch to narrow by 
around 1%‐2% of GDP. Both inflation and the CAD will remain relatively high due to 
high wage demands and high public investment. 

Comparative Analysis: Macroeconomic Performance and Policies 

South Africa 
2008 

Poland
A‐ 

Mexico 
BBB+ 

South Africa 
BBB+ 

Russia 
BBB 

Thailand 
BBB BBB median A median 

Real GDP (5‐yr average % change) 5.3 3.3 4.7 7.0 4.7 5.3 5.2 
Volatility of GDP (10‐yr rolling SD) 1.8 2.1 1.1 1.6 1.5 2.1 2.0 
Consumer prices (5‐yr average) 2.7 4.3 5.4 11.3 3.9 5.4 3.2 
Volatility of CPI (10‐yr rolling SD) 3.0 4.0 1.7 23.0 1.8 2.5 1.8 
Years since double‐digit inflation 8.0 9.0 15.0 0.0 27.0 n.a. n.a. 
Unemployment rate 7.1 4.0 23.0 6.3 1.4 7.6 5.2 
Type of exchange rate regime Independent 

float 
Independent 

float 
Independent 

float 
Managed float Managed float n.a. n.a. 

Dollarisation ratio 14.8 10.5 0.5 30.0 1.6 20.3 11.6 
Reer volatility (10‐yr rolling SD) 7.8 6.5 14.2 13.5 4.2 4.3 5.2 

Source: Fitch 
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Strengths 
• South Africa compares well with its ‘BBB’ rating peers on all governance 

indicators except political stability. The recent smooth transition to a new ANC 
government has reduced political uncertainty but the challenge of meeting 
raised expectations remains. 

• South Africa compares well with ‘BBB’ and even ‘A’ rating peers on the quality 
of business environment. It is ranked 32nd globally. Relative weaknesses include 
employment due to rigidities in South Africa’s labour markets and trading across 
borders. The country is ranked second globally on getting credit. 

• South Africa’s banking system, based on both the asset:GDP and private 
credit:GDP criteria, is more developed than that of its ‘BBB’ peers. Despite a 
credit boom in 2006‐2008 and in contrast to many of its central and eastern 
European rating peers, banks financed themselves largely from a domestic 
deposit base. Banking sector asset quality and earnings are worsening due to 
the economic recession. However, the banking system will not need government 
support and is better placed than most to support an economic recovery. 

Weaknesses 
• South Africa’s per capita income at market exchange rates is 67% of the ‘BBB’ 

level although Gross National Income per capita in ‘PPP’ terms is more or less 
on par. Its UN Human Development Index, in the lowest 40th percentile, is well 
below the ‘BBB’ median, reflecting the impact of HIV/Aids on life expectancy. 
Other health indicators and education are at the middle income level. 

• The savings rate is far lower than the ‘BBB’ peer median requiring that South 
Africa finances domestic investment and the large CAD from external sources. 
Between 2004‐2007, South Africa was heavily reliant on portfolio investment to 
finance the widening CAD, leaving the country particularly vulnerable to 
changes in investor sentiment and a reversal of portfolio flows (which occurred 
in 2008), and this remains a source of macroeconomic risk. 

Commentary 
South Africa’s relatively low degree of trade openness has rendered the growth 
outlook less vulnerable than many of its rating peers in central and eastern Europe 
to the global downturn. Fitch is forecasting a contraction of 1.3% for South Africa in 
2009 compared with 3.5% for the ‘BBB’ rating median. 

Comparative Analysis: Structural Features 

South Africa 
2008 

Poland
A‐ 

Mexico 
BBB+ 

South Africa 
BBB+ 

Russia 
BBB 

Thailand 
BBB BBB median A median 

GNI per capita PPP (USD, latest) 15,330 12,580 9,560 14,400 7,880 9,700 20,680 
GDP per capita (USD, mkt. exchange rates) 13,801 10,182 5,720 11,815 4,094 8,526 18,450 
Human development index (percentile, latest) 79.5 71.2 32.5 62.9 56.9 61.3 79.5 
Ease of doing business (percentile, latest) 58.8 75.8 80.8 ‐ 92.1 74.6 72.4 
Trade openness (CXR and CXP % GDP) 48.5 32.2 41.8 32.3 80.8 n.a. n.a. 
Gross domestic savings (% GDP) 21.3 24.2 19.0 33.7 33.2 23.8 27.6 
Gross national savings (% GNP) 19.7 25.3 15.8 32.7 31.5 25.7 23.8 
Gross domestic investment (% GDP) 24.5 26.4 22.9 25.6 30.5 26.6 24.6 
Private credit (% GDP) 50.0 24.4 88.5 41.2 99.2 62.7 92.4 
BSR indicators C2 C1 C3 D3 n.a. n.a. 
Bank system CAR 10.8 15.5 13.0 14.5 14.1 n.a. n.a. 
Foreign bank ownership (% assets) 75.5 75.6 30.0 18.0 12.0 n.a. n.a. 
Public bank ownership (% assets) 19.5 0.0 0.0 40.0 13.0 20.0 19.5 
Default record (year cured) a 1994 1990 1993 2000 none n.a. n.a. 
a Mmodern (ie. since 1980) rescheduling history 
Source: Fitch and World Bank 
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Strengths 
• South Africa’s moderate external debt level compares well with 10‐year 

medians for ‘BBB’ and ‘A’ sovereigns. Since 2005, it has been climbing on the 
back of a widening CAD. However, increasingly, the CAD has been investment‐ 
driven. External debt service, in line with a moderate external debt burden, 
also compares favourably with the peer group. 

• The period 2005‐2007 also coincided with a strong build‐up of foreign assets 
following the paying down of the forward book and as a result of strong capital 
flows. The country’s net external creditor position of 10% of GDP, 27% of CXR in 
2008 compares well the ‘BBB’ and ‘A’ medians, both small external debtors. 

Weaknesses 
• South Africa’s CAD has been much larger than the peer group median. 

Moreover, the financing has been predominately portfolio and increasingly 
borrowing, exposing the economy to shifts in investor sentiment and increasing 
its external debt burden. The FDI plus CAD financing gap has averaged 4.7% of 
GDP in 2004‐2008. 

• Commodity dependence has been much higher than the rating peer group and 
as such current account receipts are more vulnerable to negative terms of trade 
and other external shocks. 

Commentary 
South Africa’s banking sector had built up foreign assets of up to USD57bn by the 
end of 2008. These have provided some additional flexibility in terms of financing 
the CAD at times of pressure, as was the case in 2008 when they were drawn down, 
(to the tune of USD8bn) with banks also taking advantage of a weaker currency. 
These tend to be built up again when the situation stabilises and the currency 
strengthens, helping with the adjustment mechanism. 

Comparative Analysis: External Finances 

South Africa 
2008 Last 10 years 

Poland
A‐ 

Mexico 
BBB+ 

South Africa 
BBB+ 

Russia 
BBB 

Thailand 
BBB BBB median A median 

GXD (% CXR) 100.7 59.5 76.4 83.8 28.6 103.5 92.1 
GXD (% GDP) 46.0 18.7 29.0 29.6 23.1 50.1 56.2 
NXD (% CXR) 54.5 23.1 ‐27.3 ‐46.8 ‐38.0 26.1 ‐11.1 
NXD (% GDP) 24.9 7.3 ‐10.4 ‐16.6 ‐30.7 12.9 ‐7.3 
GSXD (% GXD) 29.0 34.8 44.5 9.1 19.8 33.5 17.9 
NSXD (% CXR) 3.2 ‐7.1 ‐1.7 ‐68.6 ‐44.2 ‐7.6 ‐21.8 
NSXD (% GDP) 1.5 ‐2.2 ‐0.6 ‐24.3 ‐35.7 ‐4.4 ‐13.4 
SNFA (USDbn) ‐5.5 24.3 ‐1.7 405.8 84.7 1.3 7.3 
SNFA (% GDP) ‐1.0 2.2 ‐0.6 24.3 30.7 5.0 16.2 
Ext. debt service ratio (% CXR) 20.4 11.2 5.9 21.0 2.8 15.6 12.6 
Ext. interest service ratio (% CXR) 2.8 4.5 3.9 7.1 0.7 4.0 3.0 
Liquidity ratio (latest) 69.0 133.9 107.7 245.3 377.9 129.3 128.1 
Current account balance (% GDP) ‐5.5 ‐1.5 ‐7.6 6.1 ‐0.1 ‐2.8 ‐1.3 
CAB plus net FDI (% GDP) ‐3.1 0.2 ‐3.3 7.2 2.3 0.4 2.0 
Commodity dependence (% CXR, latest) 22.0 23.0 43.0 68.1 19.1 19.1 10.6 
Sovereign net FX debt (% GDP) ‐2.1 ‐4.9 ‐5.4 ‐22.9 ‐35.7 ‐ ‐ 

Source: Fitch 
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Strengths 
• South Africa’s public finances compare favourably with the 10‐year ‘BBB’ and 

‘A’ medians on a broad front. The budget balance shifted from a surplus in FY06 
and FY07, aided by a buoyant economy, to a small deficit in FY08. The public 
debt to GDP and debt to revenue ratios have been on a downward trend for at 
least the past 10 years. Over the medium‐term, South Africa’s public finances 
will deteriorate due to the recession and the counter‐cyclical fiscal stimulus, 
but they will still stand up well compared with rating peers. 

• South Africa’s relatively low public debt ratios and depth of its domestic capital 
market give it flexibility to respond to economic shocks. During the current 
downturn, it is providing an ample source of financing for the widening budget 
deficit and broader public sector. The sovereign also has good access to 
international capital markets where it recently issued a 10‐year USD1.5bn 
eurobond at 375bp above US treasuries. 

• Government debt is predominately in local currency and is available at long 
maturities reducing exchange rate and roll‐over risk. 

Weaknesses 
• While headline figures of the public finances are prudent and financial 

resources are not a constraint as such, the effectiveness of services delivery is a 
weakness. In addition, social grants as a means of alleviating immediate poverty 
have risen to reach 13‐14 million people; this compares with 6.8 million 
registered individual and corporate taxpayers. There are concerns about its 
longer term sustainability and that it may become structural, creating a culture 
of dependency. 

Commentary 
Revenues for the first quarter of FY09 were ZAR19bn below target and if the trend 
continues this would come to ZAR50‐60bn for the whole year. The government does 
not intend to implement a spending cut, thus bringing the budget deficit to around 
6% of GDP and around 5% and 4% respectively in the subsequent years. Due to its 
strong fiscal position, it plans to increase borrowing. 

The economic downturn has reduced electricity demand and given Eskom breathing 
space to restore the reserve margin and then be ready for the upturn. An interim 
tariff increase was granted in June while a final funding and tariff model with a 
view to migrate to a fully cost‐reflective tariff over five years is being finalised in 
conjunction with the government by September. 

Comparative Analysis: Public Finances 

South Africa 
2008 Last 10 years 

Poland
A‐ 

Mexico 
BBB+ 

South Africa 
BBB+ 

Russia 
BBB 

Thailand 
BBB BBB median A median 

Budget balance (% GDP) ‐3.9 ‐1.6 ‐1.3 4.8 0.2 ‐2.3 ‐2.1 
Primary balance (% GDP) ‐1.7 0.6 1.2 4.5 1.6 0.3 0.3 
Revenues and grants (% GDP) 39.3 16.9 35.6 38.5 21.3 31.6 35.0 
Volatility of revenues/GDP ratio 2.7 4.4 5.9 5.3 9.3 6.5 7.4 
Interest payments (% revenue) 5.6 9.8 7.1 1.2 6.6 7.4 5.4 
Debt (% revenue) 120.1 196.9 75.2 19.6 118.7 118.7 132.8 
Debt (% GDP) 47.2 33.3 26.8 7.5 25.3 35.1 34.2 
Net debt (% GDP) ‐ 27.3 17.9 ‐1.8 16.6 26.3 22.6 
FC debt (% total debt) 20.6 11.5 26.0 35.4 18.1 46.5 29.8 
CG debt maturities (% GDP) 5.6 ‐ 3.5 0.7 5.1 6.1 5.7 
Average duration of CG debt (years) 3.6 ‐ 7.4 6.6 ‐ 4.5 3.6 
a GG if not otherwise specified 
Source: Fitch
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Fiscal Accounts Summary 
(% of GDP) 2006 2007 2008 2009f 2010f 2011f 

General government 
Revenue 35.9 35.9 35.6 33.1 34.3 35.7 
Expenditure 34.9 35.7 36.8 38.8 39.1 39.6 

O/w interest payments 0.3 0.3 0.1 ‐0.3 ‐0.1 ‐0.1 

Primary balance 3.6 3.5 1.2 ‐3.5 ‐2.4 ‐1.4 
Overall balance 0.6 0.9 ‐1.3 ‐5.8 ‐4.8 ‐3.9 

General government debt 30.5 27.7 26.8 30.7 33.1 34.0 
% of general government revenue 85.0 77.3 75.2 94.0 95.3 93.4 

General government deposits 10.1 9.4 8.8 8.2 7.6 6.9 
Net general government debt 20.5 18.4 17.9 22.6 25.4 26.7 

Central government 
Revenue 26.7 27.1 26.4 24.2 24.5 24.5 
O/w grants 0.0 0.0 0.0 0.0 0.0 0.0 

Expenditure and net lending 26.0 26.3 27.6 29.9 29.5 28.7 
‐ Interest 2.9 2.6 2.4 2.2 2.2 2.3 

Primary balance 3.6 3.5 1.2 ‐3.4 ‐2.8 ‐2.0 
Overall balance 0.7 0.9 ‐1.2 ‐5.7 ‐5.0 ‐4.2 

Central government debt 30.5 27.7 26.8 30.7 33.1 34.0 
% of central government revenues 128.5 114.3 102.1 101.3 128.8 135.8 

Central government debt (LCbn) 528.5 551.9 571.7 616.4 759.0 888.8 
By residency of holder 

Domestic 0.0 0.0 0.0 0.0 0.0 0.0 
Foreign 0.0 0.0 0.0 0.0 0.0 0.0 

By place of issue 
Domestic 461.6 469.3 475.4 519.1 651.7 774.7 
Foreign 66.8 82.6 96.2 97.3 107.3 111.3 

By currency denomination 
Local currency 461.6 469.3 475.4 519.1 651.7 774.7 
Foreign currency 66.8 82.6 96.2 97.3 107.3 111.3 

in USD equivalent (eop exchange rate) 11.9 13.1 13.8 14.3 11.5 13.1 
By maturity 

Less than 12 months (residual maturity) 61.9 81.0 80.8 80.2 83.9 84.0 
Average maturity (years) 5.4 8.4 5.5 7.4 0.0 0.0 
Average duration (years) 0.0 5.4 5.5 7.4 0.0 0.0 

Memo 
Nominal GDP (LCbn) 1,745.2 1,999.1 2,283.8 2426.4 2622.7 2884.6 

Source: Ministry of Finance and Fitch estimates and forecasts
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External Debt and Assets 
(USDbn) 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 

Gross external debt 42.2 40.0 33.8 38.6 45.4 52.7 56.1 67.7 83.5 80.2 
% of GDP 31.7 30.1 28.6 34.8 27.2 24.4 23.1 26.3 29.4 29.0 
% of CXR 118.5 101.0 87.9 98.8 90.6 85.7 78.7 82.1 86.4 76.4 

By maturity 
Medium‐ and long‐term 30.8 31.6 25.5 30.1 38.0 27.9 25.9 28.8 35.3 33.8 
Short ‐term 11.4 8.5 8.4 8.5 7.4 24.7 30.2 38.9 48.2 46.4 

% of total debt 27.1 21.1 24.7 22.0 16.2 47.0 53.8 57.4 57.8 57.8 

By debtor 
Monetary authorities 3.8 3.9 4.0 2.6 3.1 3.8 3.9 3.1 2.6 0.0 
Public sector incl. public 

corporations 
22.9 20.6 15.1 20.3 24.6 29.1 29.8 31.0 36.9 35.7 

o/w general government 22.9 20.6 15.1 18.1 22.4 25.9 27.9 28.3 34.3 32.3 
Banks 8.7 10.5 8.9 6.3 5.9 7.0 7.8 10.3 12.7 12.1 
Other sectors 10.5 9.0 9.8 11.9 14.9 16.6 18.5 26.4 33.8 32.4 

Gross external assets (non‐equity) 19.8 20.4 19.5 26.0 37.0 49.9 58.3 72.1 80.7 ‐ 
International reserves, incl. gold 7.4 7.5 7.5 7.6 8.0 14.7 20.6 25.6 32.9 34.1 
Other sovereign assets nes 0.0 0.3 0.7 1.2 1.7 2.1 1.8 2.1 2.2 ‐ 
Deposit money banks' foreign assets 5.1 5.4 7.3 11.7 24.3 26.1 26.4 33.1 49.5 57.0 
Other sector foreign assets 8.2 7.2 3.9 5.5 2.9 7.0 9.4 11.3 ‐ ‐ 

Net external debt 21.9 19.1 14.1 12.0 4.6 ‐0.5 ‐4.2 ‐8.8 ‐16.8 ‐28.6 
% of GDP 16.4 14.3 11.9 10.8 2.8 ‐0.2 ‐1.7 ‐3.4 ‐5.9 ‐10.4 
% of CXR 61.4 48.1 36.7 30.6 9.2 ‐0.7 ‐5.9 ‐10.6 ‐17.3 ‐27.3 

Net sovereign external debt 15.6 13.0 7.6 12.7 14.4 11.2 7.2 2.7 1.3 ‐1.7 
% of GDP 11.7 9.8 6.4 11.4 8.7 5.2 3.0 1.1 0.5 ‐0.6 

Net bank external debt 3.6 5.0 1.6 ‐5.4 ‐18.5 ‐19.1 ‐18.6 ‐22.8 ‐36.8 ‐44.9 
Net other external debt 3.2 3.1 4.9 4.6 6.4 4.3 5.2 8.6 16.0 14.6 

Net international investment position ‐24.7 ‐6.8 ‐11.1 ‐9.9 ‐12.1 ‐21.0 ‐34.0 ‐41.1 ‐68.4 ‐ 
% of GDP ‐18.6 ‐5.1 ‐9.3 ‐8.9 ‐7.3 ‐9.7 ‐14.0 ‐15.9 ‐24.1 ‐ 

Sovereign net foreign assets ‐7.5 ‐4.2 ‐3.9 ‐5.9 ‐6.6 ‐1.6 2.8 7.0 15.7 ‐ 
% of GDP ‐5.7 ‐3.2 ‐3.3 ‐5.3 ‐4.0 ‐0.7 1.2 2.7 5.5 ‐ 

Debt service (principal & interest) 5.5 5.4 5.3 4.7 5.9 5.8 5.0 5.6 6.0 6.7 
Debt service (% of CXR) 15.4 13.6 13.7 12.0 11.9 9.4 7.0 6.8 6.2 6.4 
Interest (% of CXR) 8.5 6.1 5.1 4.6 4.3 3.6 3.6 4.3 4.4 4.5 

Liquidity ratio (%) 30.5 43.1 55.6 81.3 91.6 154.4 113.7 109.3 95.6 107.0 
Net sovereign FX debt (% of GDP) 1.3 1.8 1.3 4.6 4.0 ‐0.1 ‐2.8 ‐3.9 ‐4.3 ‐5.4 
Memo 
Nominal GDP 133.2 132.9 118.5 110.9 166.7 216.0 242.8 257.7 283.7 276.4 
Gross sovereign external debt 22.9 20.6 15.1 20.3 24.6 29.1 29.8 31.0 36.9 35.7 
Inter‐company loans 3.3 3.2 2.9 4.6 6.1 7.9 7.5 8.3 8.2 8.4 

Sources: NBP, IMF, World Bank and Fitch estimates and forecasts 

Amortisation Schedule on Medium‐ and Long‐Term Debt at Date 
(USDbn) 2008 2009 2010 2011 2012 2013 2014+ 
Sovereign 1,433 1,228 612 663 1,597 2,994 5,790 

o/w Bonds placed in foreign markets 483 612 0 0 1,000 2,467 3,862 

Private sector 
Amortisation 587 893 661 692 4,467 679 2,266 

Memo 
Non‐sovereign public sector 227 228 228 228 168 1,035 517 

Sources:, Central Bank
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Balance of Payments 
(USDbn) 2006 2007 2008 2009f 2010f 2011f 

Current account balance ‐16.1 ‐20.8 ‐21.0 ‐15.8 ‐17.5 ‐19.7 
% of GDP ‐6.3 ‐7.3 ‐7.6 ‐5.8 ‐5.7 ‐5.7 
% of CXR ‐19.5 ‐21.5 ‐20.0 ‐15.6 ‐16.0 ‐16.8 

Trade balance ‐5.9 ‐5.7 ‐4.4 ‐1.5 ‐2.0 ‐3.5 
Exports, fob 64.2 75.9 86.1 81.0 87.8 95.3 
Imports, fob 70.0 81.7 90.6 82.4 89.8 98.8 

Services, net ‐2.3 ‐3.0 ‐4.4 ‐5.0 ‐6.0 ‐7.2 
Services, credit 12.0 13.6 12.6 13.3 14.1 15.0 
Services, debit 14.3 16.6 17.0 18.3 20.2 22.2 

Income, net ‐5.2 ‐9.1 ‐9.1 ‐6.5 ‐6.6 ‐6.3 
Income, credit 6.1 6.9 5.9 6.5 6.9 7.2 
Income, debit 11.2 16.0 15.1 13.0 13.5 13.5 

O/w: Interest payments 3.5 4.2 4.1 4.4 5.3 0.0 

Current transfers, net ‐0.9 ‐0.9 ‐0.7 ‐0.6 ‐1.0 ‐1.8 

Memo 
Non‐debt‐creating inflows (net) 7.2 9.7 1.4 9.9 7.0 7.0 

O/w equity FDI ‐6.1 2.8 11.9 5.7 3.0 3.0 
O/w portfolio equity 13.3 6.9 ‐10.5 4.2 4.0 4.0 
O/w other 0.0 0.0 0.0 0.0 0.0 0.0 

Change in reserves (+= increase) 5.4 5.6 2.4 2.7 3.5 2.0 
Gross external financing requirement 18.2 22.5 23.0 17.9 18.8 21.1 
Stock of international reserves, incl. gold 25.6 32.9 34.1 36.9 40.6 42.9 

Sources: IMF and Fitch estimates and forecasts
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