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South Africa

[1] Fiscal years beginnng April 1 [2] Total Current Account Receipts [3] (Short-Term External Debt + Currently
Maturing Long-Term External Debt + Total Nonresident Deposits Over One Year)/ Official Foreign Exchange
Reserves

Credit Strengths

The credit strengths of South Africa are:

- An increasingly diversified, open, and dynamic economy

- Stable, coherent economic policy framework

- Healthy public finances, low foreign debt, and strengthening external liquidity

Credit Challenges

The credit challenges for South Africa are:
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Country Ceiling: Fgn Currency Bank Deposits Baa1/P-2
South Africa, Government of
Outlook Stable
Government Bonds -Fgn Curr Baa1
Government Bonds -Dom Curr A2
Other Short Term P-2

Contacts

Analyst Phone
Kristin Lindow/New York 1.212.553.1653
Kenneth Orchard/London 44.20.7772.5454
Vincent J. Truglia/New York

Key Indicators

South Africa
2002 2003 2004 2005 2006 2007F 2008F

Real GDP (% change) 3.7 3.1 4.8 5.1 5.0 4.8 5.2
Inflation (CPI, % change Dec/Dec) 12.4 0.3 3.4 3.6 5.8 5.3 5.5
Gen. Gov. Financial Balance/GDP (%) [1] -2.0 -2.7 -2.0 -0.3 0.5 0.4 -1.1
Gen. Gov. Debt/GDP (%) 38.9 39.6 37.1 36.6 32.7 29.0 25.6
Gen. Gov. Debt/Gen. Gov. Revenue (%) 137.4 122.6 114.1 110.2 95.9 88.2 76.9
Current Account Balance/GDP (%) 0.8 -1.1 -3.2 -3.8 -6.4 -7.1 -6.8
External Debt/CA Receipts (%) [2] 84.5 76.9 71.6 65.3 69.5 68.6 62.9
External Vulnerability Indicator [3] 183.8 180.6 92.5 67.2 61.8 58.2 57.3

Opinion



- High unemployment and wide income disparities

- Weak national savings and investment, and growing infrastructure shortfalls

- HIV/AIDS prevalence and its socio-economic consequences

Rating Rationale

The foreign currency country ceiling for bonds is A2 based on the foreign currency government bond rating of
Baa1 and our assessment of a low risk of a general moratorium on foreign currency debt payments in the event of
a sovereign default on foreign currency obligations.

South Africa's ratings reflect a track record of political stability, sound government finances, strengthening external
liquidity, and a healthy financial system. In nearly all of these respects, South Africa compares favorably to its Baa
peers, and as a result, the country tends to be positively differentiated from highly-leveraged and less mature
emerging markets. The foreign reserves position has strengthened markedly, with the external vulnerability index
(EVI) improved from 180% in 2003 to around 60% at present. South Africa's ratings are constrained, however, by
some particularly steep socio-economic challenges. These include the prevalence of HIV/AIDS, high un- and
under-employment, and wide income disparities. These problems are a concern for longer-term economic and
political stability although we believe that the policy framework is institutionalized sufficiently to permit a smooth if
somewhat noisier presidential transition in 2009. Policymakers have stepped up social transfers in recent years in
an effort to address social inequities and have begun a massive expansion of investment to create jobs and
overcome infrastructure shortfalls.

Rating Outlook

The outlook for the country and government ratings is stable.

What Could Change the Rating - Up

Higher investment and growth plus restrained external debt accumulation and an uncontroversial presidential
transition.

What Could Change the Rating - Down

A deterioration of the currently healthy public finances and political turbulence that portends weaker policy
consensus.

Recent Developments

Real growth was 5% in 2006, extending the long upward trend in the business cycle into its 8th consecutive year.
The economy's momentum has been largely maintained in 2007 in spite of last year's 200 bps interest rate hikes,
as shown by ongoing strength of retail sales and credit expansion, although the housing market has quieted.
Monetary tightening was put on hold for the last several months because of the stabilization of inflation within the
3%-6% target range, but a resumption of interest rate hikes and other credit measures cannot be ruled out,
especially in light of energy price pressures. Business and consumer confidence remain quite strong, and the
effective depreciation of the rand over the second half of last year gave a boost to export competitiveness.

The sharp widening of the trade and current account deficits was one of the main factors behind the rand's
movements in 2006 in a global atmosphere where large external deficits are contributing to stronger risk aversion
in spite of healthy global liquidity. The currency has strengthened in recent months but remained quite volatile.
Portfolio and other non-debt-creating capital inflows -- including some large foreign direct investment transactions -
- continue to comfortably cover the country's external financing needs, but the increasingly entrenched external
deficit is drawing attention to the relative paucity of domestic savings. The country's external credit metrics remain
quite manageable, however, particularly considering the low level of public external debt.

The central government budget showed a surplus in FY2006/07, which we also expect was true at the general
government level. Revenue over-performance is the main factor, as well as the slower-than-planned infrastructure
rollout. Over the next three years, expanded infrastructure and social welfare spending are likely to open up small
nominal deficits, but the primary surplus will remain quite large. As a consequence, the gross general government
debt to GDP ratio is likely to drop below 30% by end-2007.
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