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Key Indicators

South Africa
2004 2005 2006 2007 2008 2009F 2010F

Real GDP (% change) 4.9 5.0 5.3 5.1 3.1 -2.2 2.0
Inflation (CPI, % change Dec/Dec) 3.3 3.6 5.8 9.0 10.1 6.2 5.5

Gen. Gov. Financial Balance/GDP (%) [1] -2.1 -0.2 0.4 1.1 -1.5 -7.2 -6.1

Gen. Gov. Debt/GDP (%) 37.2 35.3 32.9 27.1 23.8 29.3 33.7

Gen. Gov. Debt/Gen. Gov. Revenue (%) [2] 109.8 91.5 81.6 67.0 63.3 73.0 88.2

Gen. Gov. Int. Pymt/Gen. Gov. Revenue (%) [2] 10.5 9.4 8.5 7.5 7.0 7.4 7.9

Current Account Balance/GDP (%) -3.2 -4.0 -6.3 -7.3 -7.4 -4.9 -5.6

External Debt/CA Receipts (%) [3] 73.6 68.0 71.8 78.1 69.1 58.2 58.2

External Vulnerability Indicator [4] 118.2 96.7 99.5 88.3 90.9 72.9 75.4

[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

Opinion

Credit Strengths

The credit strengths of South Africa include:

- High public debt affordability, including low foreign debt and adequate external liquidity

- Stable, predictable economic policy framework

Credit Challenges

The credit challenges for South Africa include:

- Weak national savings and large infrastructure constraints

- High unemployment and wide income disparities

- HIV/AIDS prevalence and its consequences



Rating Rationale

The government's A3 foreign- and domestic-currency ratings reflect relatively low levels of government debt and debt service
requirements, appropriate levels of external liquidity, and a healthy banking system. The economic policy framework has been stable
and largely coherent for more than a decade. However, more expansive fiscal and monetary policies - which are being pursued to
deal with the country's infrastructure shortfalls as well as the impact of the global crisis on the local economy - will cause the public
debt metrics to deteriorate significantly in the coming three years. There is also increased risk that easier fiscal policy, with emphasis
on the social safety net, will become entrenched. due to the greater influence of the labor unions in government. Moreover, the
growing impatience of the population for the government to deliver on promises of improved social services and housing, jobs, and
better education, among other demands, could make it difficult to rein in spending increases as currently envisioned over the
medium to long term. These expectations have grown more strident since the election in April 2009: first, memories of the period
before the 1994 democratic transition are non-existent or fading in the minds of young people, who have extraordinarily high rates
of unemployment; and second, the election campaign raised hopes that the new administration would place these issues ahead of all
else, including, apparently, the ability of the government to actually address such intractable problems quickly.

South Africa's ratings are constrained to the mid-investment-grade level by steep socio-economic challenges, including high levels of
poverty related to high un- and under-employment, wide income disparities, poor general education attainment, and a weak law and
order situation. If inadequately addressed, these could threaten longer-term economic and political stability.

Rating Outlook

The outlook on South Africa's country ceilings and government ratings is stable, based on the expectation that the sound fiscal and
monetary policies of the past decade will continue, with authorities standing up to popular pressure without consequences for political
stability.

What Could Change the Rating - Up

Higher domestic savings and investment rates would support rating upgrades, as would stronger growth, restrained external debt
accumulation, and the maintenance of sound economic policies by the new administration and its successors.

What Could Change the Rating - Down

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

Recent Developments

South Africa's growth has been more resilient to the global crisis than many other countries at the same rating level, with a GDP
contraction estimated for 2009 of only 2% or so, that is, considerably less than that of many other middle- and high-income
countries. The banking system also felt little of the direct impact of the global financial crisis due to a prudent regulatory environment
and low levels of leverage, although lending has nonetheless tightened perceptively due to rising nonperforming loan portfolios. The
ongoing easing of monetary policy and fiscal spending, especially on infrastructure, should help restore growth to modestly positive
territory towards the end of 2009 and into 2010. An additional boost will come from the activity related to FIFA World Cup
preparations. On the other hand, vigorous growth is unlikely to recur until the global economy shows more stamina, perhaps in the
latter half of 2010.

The massive infrastructure expansion and more generous social transfers will translate into a significant widening of the fiscal deficit
and rising public debt ratios in the years ahead. The Medium Term Budget Policy Statement projects that the debt/GDP ratio will
climb from 24% at the end of March 2009 to 41% at the end of March 2013, with substantial additonal borrowing required both by the
national government and public sector companies, with some of the latter benefiting from government guarantees. The government's
debt payment capacity is not expected to be unduly stretched, however. The government has low debt now, so it can afford to
maintain a countercyclical fiscal stance for a time. Current credit market conditions will require prioritization, but well-structured
maturities and low external exposure provide some latitude for these plans.

Moody's expects that the economy's growth potential is likely to shrink in a less supportive global environment, which ceteris paribus
means that reversing the upward debt trajectory over the medium term will prove difficult. On the other hand, the public investment
program will provide scope for higher and prolonged growth in a context of a well-constructed macro-economic framework. This
would mean that pressure from within the government alliance for unaffordable and distortive fiscal and monetary policies will need
to be resisted, despite frustration with the slow pace of progress on the jobs front.

CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING
BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR
FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD
PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING
THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.
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