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South Africa

[1] Fiscal years beginnng April 1 [2] Government debt statistics are calendar year basis except when government
revenue is the denominator [3] Total Current Account Receipts [4] (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 include:

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

- Stable, predictable economic policy framework

- An increasingly diversified, open, and dynamic economy

Credit Challenges

The credit challenges for South Africa include:
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Key Indicators

South Africa
2003 2004 2005 2006 2007 2008F 2009F

Real GDP (% change) 3.1 4.9 5.0 5.4 5.1 3.1 1.7
Inflation (CPI, % change Dec/Dec) 0.3 3.4 3.6 5.8 9.0 12.5 6.3
Gen. Gov. Financial Balance/GDP (%) [1] -2.5 -2.1 -0.2 0.4 1.4 0.7 -1.2
Gen. Gov. Debt/GDP (%) 39.6 37.2 36.6 33.0 27.2 23.8 22.1
Gen. Gov. Debt/Gen. Gov. Revenue (%) [2] 114.1 109.8 91.5 81.6 70.9 64.5 61.6
Current Account Balance/GDP (%) -1.1 -3.2 -4.0 -6.5 -7.3 -8.0 -6.1
External Debt/CA Receipts (%) [3] 78.9 73.6 68.0 72.1 78.1 87.3 105.8
External Vulnerability Indicator [4] 210.8 118.2 96.7 99.5 88.3 95.8 98.9
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- Weak national savings and large infrastructure shortfalls that will greatly expand both the government's
contingent liabilities and the country's external capital needs

- Managing the presidential transition without meaningful policy disruptions

- High unemployment and wide income disparities

- HIV/AIDS prevalence and its consequences

Rating Rationale

The South African government's Baa1 foreign- and A2 domestic-currency ratings reflect sound government
finances, appropriate levels of external liquidity, and a healthy banking system. The economic policy framework
has been very stable and well-managed, although the upcoming presidential transition injects some uncertainty
about the potential for more populist fiscal and monetary policies. Given the significant improvement in the public
finances, there is scope for increased public spending and borrowing in an effort to address social inequities and to
overcome infrastructure shortfalls. South Africa's ratings are constrained to the mid-investment-grade level by
steep socio-economic challenges, including the prevalence of HIV/AIDS, high un- and under-employment, wide
income disparities, and a weak law and order situation. If inadequately addressed, these problems could threaten
economic and political stability over the medium to longer term.

Rating Outlook

The outlook on South Africa's foreign-currency country ceilings and ratings is positive. This view is premised on the
ability of the authorities to manage the country's vulnerability to the global financial market crisis and to avoid a
deep and sustained deterioration in relative credit metrics.

What Could Change the Rating - Up

Higher domestic savings and investment rates would support rating upgrades, as would higher growth, restrained
external debt accumulation, and the maintenance of sound economic policies before and after the presidential
transition in 2009. Another important consideration would be how well the economy adjusts to the adverse global
market environment, given the country's large external financing requirements.

What Could Change the Rating - Down

The rating could be downgraded in the event of a serious and durable deterioration in the public debt metrics.

Recent Developments

Following four years of 5%+ growth, the economy is slowing sharply. Corporate and household confidence is
depressed, retail sales are down, and credit creation is slowing. Growth in 3Q08 was a meager 0.2% quarter-on-
quarter, so the yearly average increase is likely to be on the lower side of the 3.0-3.5% range. But, with the outlook
for even lower growth in 2009, the monetary tightening of the past 2-1/2 years may be coming to a close. The next
interest rate move is likely to be downward, which would reduce the downside risks for growth in 2009 onwards,
depending on how responsive the Reserve Bank will be to falling inflation. Inflation is likely to have peaked in
August at 13.6% and has started to come down briskly, however with a question mark because of the recent
depreciation of the rand.

The large current account deficit is being increasingly funded by external debt, and capital outflows have exceeded
R50 billion so far in 2008. The Reserve Bank has maintained its free currency float, so the outflows have triggered
exchange rate volatility. Still, its current external liquidity position is likely to be adequate given relatively low
external indebtedness compared to peers.

The National Treasury's medium-term budget framework predicts that the fiscal surplus is likely to shift into deficit
from now on. In Moody's opinion, there are risks that the deficits could be larger and last longer than now forecast,
depending on how quickly the global economy emerges from recession. Electricity and other capacity constraints
have been biting hard into growth potential, which means that spending/borrowing for infrastructure expansion
remains essential, although current credit market conditions will require prioritization. Still, the government's debt is
judged to be highly affordable thanks to well-structured maturities and low external exposure at present, providing
some latitude for the authorities to act on the SOEs' behalf.
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