
Standard and Poor’s Ratings Gain Momentum
in Africa

S&P launches Africa Outlook, featuring all the important information and
up-to-date news on ratings actions and market trends across the region

Welcome to the first edition of  the
Standard & Poor’s “Africa Outlook”. This
newsletter is launched in response to
continued increase in the use of  Standard
& Poor’s (S&P’s) ratings on the African
continent. It will be published three times a
year and offer S&P’s views and insights
into what lies ahead for the continent’s
economies, markets, industries and prevail-
ing credit conditions.

Credit ratings have become a widely
used and well-understood financial tool on
the African continent. As seen with the in-
ternational debut bond offerings of  Gabon,
Ghana, Nigeria and Senegal, we expect
credit ratings to help African issuers access
international capital markets, while
providing crucial credit information to
foreign investors who increasingly consider
African issuers and markets as attractive in-
vestment destinations.  

S&P has been active in the region for
almost 30 years, having assigned its first
credit rating to the African Development
Bank in April 1984. Overall , S&P has rated
approximately 50 African entities or
entities with strong African business links,
with sovereign issuers taking the lead in
many parts of  the continent. South Africa
became the first African sovereign govern-
ment to ask for a Standard & Poor’s
sovereign rating in 1994. 

In December 2011, Rwanda became the
19th sovereign government on the African
continent to be rated by S&P. This marks a
spectacular increase from five sovereign
ratings in Africa at the end of  2000, high-
lighting the growth in demand for credit
ratings. Amongst our rated African sover-
eigns, there is a high degree of  economic
and financial diversity, significant variation
of  political risk and stability, as well as gov-
ernance issues, which are reflected in a
wide range of  ratings.  

With investor interest in Africa on the
rise and demand for more transparency in-
creasing, S&P expects the number of
sovereign governments, financial institu-
tions and companies in Africa seeking new
ratings to grow further in the coming years.  

Economic growth remains solid, in par-
ticular in Sub-Saharan Africa, as a conse-
quence of  high public spending, strong
commodity exports and increasingly diver-

sified trade with growing emerging
economies, as outlined in the African
Sovereign Ratings Round Up that opens
this launch edition. In contrast, North
Africa’s political unrest and the resulting
economic impact continue to prove detri-
mental to credit quality of  the rated
sovereign governments and financial insti-
tutions. 

Aside from sovereign ratings, ratings
coverage in Africa has taken a significant
step forward with key Nigerian banks
attaining credit ratings since November
2006 when Guarantee Trust Bank PLC of
Nigeria became the first Nigerian bank to
obtain counterparty credit ratings. That
said, the 2009 banking crisis, during which
eight of  the country’s 24 banks had to be
rescued, witnessed a decrease in demand
for ratings from Nigerian banks. Included in
this edition, is a commentary that explores
the Nigerian banking system post-crisis,
which now has fewer but larger banks, with
better corporate governance and regula-
tory oversight.  

This publication also covers the most
recent S&P rating actions on rated African
entities. The most significant of  these is the
outlook change on South Africa’s sovereign
rating from stable to negative, which
resulted in similar outlook changes on
several ratings of  government-related
entities, financial institutions and
companies. 

We hope you find the material in this
newsletter useful, and welcome your
comments and feedback on our research
and insights. A list of  key contacts appears
at the back of  the publication.

Yours Sincerely,

Konrad Reuss

Regional Manager 
Sub-Saharan Africa

Johannesburg, South Africa, home to S&P’s
main office in AfricaAfrica Happenings

30th May 2012, Tanzania
AFDB Annual Meetings 
Konrad Reuss, panellist

31st May 2012, Tanzania
AFDB Annual Meetings
Christian Esters, Ravi Bhatia, Konrad
Reuss & Matthew Pirnie speaking

11th June 2012,  South Africa
IISA Insurance Conference 2012
Neil Gosrani speaking

20th September 2012, Nigeria
Credit Ratings in Nigeria, A
Sovereign and Financial Services
Outlook
Hosted by S&P

Please contact Marissa Scott at
marissa_scott@standardandpoors.com for
information on all Standard & Poor’s
events
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Why are Standard & Poor's ratings on
Egyptian banks tied to the ratings on
the sovereign?
The creditworthiness of  both are closely
interrelated primarily because the banks
hold a significant amount of  local govern-
ment debt compared with their equity
base. Given the degree of  exposure, we
consider that the banks wouldn't be able
to withstand a scenario in which the
sovereign defaulted on its debt obligations.

What are the practical consequences
of  Egypt's diminishing creditworthi-
ness on the bank ratings under
Standard & Poor's rating methodol-
ogy?
At the macro level, we see it as increasing
the riskiness of  the operating environment
for a bank operating in the country. In
March 2012, we revised our anchor for
banks operating in Egypt to 'b+' from ‘bb-’.
At the micro level, we have revised
downward our views on the banks' capital
and earnings position. Finally, we believe
that the reduced sovereign creditworthi-
ness limits the government's ability to
provide extraordinary support to banks in
the event of  financial stress. 

Can Egyptian banks maintain their
key role in government financing?
We believe that unless their deposit bases
continue to grow, banks have a limited

leeway to increase their already high
exposure to government debt through
asset substitution. Egyptian central bank
data show that between January and April
2011, banks reallocated part of  their funds
placed on the interbank market, invested
in foreign debt instruments, to domestic
sovereign debt. By then most of  their non-
loan assets were already invested in
domestic sovereign debt. 

What consequences do you see for
Egyptian banks if  the sovereign were
to default?
Egypt's history of  cooperation with
external creditors and its relatively modest
share of  bond debt suggest a recovery
range between 50% and 70% of  face
value.

Beyond domestic sovereign risk, what
additional risks do Egyptian banks
face?
Heightened political risk and security
issues are likely to hamper Egypt's
economic growth in the coming two years
at least. On a positive note, the Egyptian
economy has demonstrated some re-
silience given the magnitude of  political
changes underway.

Further information is available on the global Credit
portal in the Credit FAq entitled: “Why We Lowered
The ratings On egyptian Banks And What risks Lie
Ahead”

South Africa Outlook Revised To Negative On
Persistent Economic And Social Problems

Despite the easing of  near-term political pressures, fundamental structural
economic and social problems continue

S&P has revised its outlook on the
Republic of  South Africa to negative from
stable. The long- and short-term foreign
currency ratings on South Africa were
affirmed at ‘BBB+/A-2’ and the long-and
short-term local currency ratings at ‘A/A-
1’. The long- and short-term South Africa
national scale ratings were also affirmed at
‘zaAAA/zaA-1’. The transfer and convert-
ibility assessment remains unchanged at ‘A’.

While S&P believes both 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 national-
ization of  the country's mining sector,
through a disciplinary process, and that
South Africa's Treasury remains
committed to further gradual fiscal consoli-
dation, and stabilizing its debt levels, funda-
mental structural economic and social
problems remain. 

Per capita growth was estimated at a low
2.1% in 2012 and very high unemployment
rates persist, while 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 con-
ference in December 2012 support the ex-
pectation that there will be no abrupt shift
in the party's policies, despite continued
debates ahead of  the conference,”
comments S&P Credit Analyst Christian
Esters. “Nevertheless, 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.”

The difficulty of  addressing economic
and social imbalances could also be further
exacerbated by increasing external
pressure in a context of  sluggish global
growth or investor risk aversion. 

Further information is available on the global Credit
portal in the research update entitled: “South Africa
Outlook revised To Negative On persistent economic
And Social problems; All ratings Affirmed”

The ratings on Zambia are constrained by
fairly low income levels ($1,500 GDP per
capita), balance-of-payments vulnerability
to swings in copper prices as copper
accounts for about 80% of  exports, and
political risks. At the same time, the ratings
are supported by promising investment and
economic growth trends, a fairly strong
external balance sheet, and a low general
government debt burden, which also
benefited from debt relief  and the effect on
nominal GDP of  double-digit inflation in
2007-2009. S&P believes that although un-
coordinated and sometimes contradictory
views by cabinet members have increased
uncertainty about future economic policies
in Zambia, policy changes have so far been
mostly measured and supportive of  growth
and modest debt burdens. 

“We forecast that the Zambian economy
will perform well in 2012, with per capita
GDP growth of  just over 5%,” explains
S&P Credit Analyst Aurelie Martin. “The
economy has been buoyed by an excep-
tional maize harvest in 2011, still-high
copper prices, and strong investment in the
mining sector.”

S&P projects average annual inflation
will decrease to about 6.0% in 2012 from
8.7% in 2011. Despite high copper prices, it
estimates that the current account surplus
will slip below 2% of  current  account
receipts (CARs) because of  large imports
needs. The general government deficit is
expected to widen to 4.2% of  GDP
compared to 3.5% in 2011. Per capita GDP
growth is expected to remain close to 5.0%
over the medium term, supported by high
copper prices and generally prudent
policies. 

However, uncertainty about future
economic policies has increased. Cabinet
members have made several controversial
statements and decisions, sometimes
quickly reversed, particularly about windfall
tax, export tracking, and government par-
ticipation in the mining sector. 

“We view positively the government's
objective to promote good governance and
transparency,” continues Martin. “However,
we are concerned that its reversals of
some of  the previous government's privati-
zations on grounds of  lack of  transparency
and flawed processes are perceived as
partly politically motivated. However, we
believe that most policy measures have
been so far, broadly supportive of  growth.
The 2012 budget is expansionary, but we
expect the deficit to narrow in 2013.”

Further information is available on the global Credit
portal in the research update entitled: “ratings On
Zambia Affirmed At 'B+' despite Continuing policy Un-
certainties; Outlook Stable”
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Ratings On Zambia
Affirmed Despite
Political Uncertainty

Ratings affirmed at 'B+/B'; Outlook
stable on strong copper prices and
expected policy continuity

ZAmBIA

“S&P projects average
annual inflation will
decrease to about 6.0%
in 2012 from 8.7%...”

Why S&P Lowered The Ratings on Egyptian
Banks

Nicolas Hardy, Credit Analyst at S&P, discusses the factors behind S&P’s
decision to lower it’s ratings on Egyptian banks by up to four notches 

CredIT FAq: egypT

“Per capita growth was
estimated at a low 2.1%
in 2012 and very high
unemployment rates
persist...”

S&P rates the four largest commercial
banks in Egypt, representing about 50% of
total banking system assets; National Bank
of  Egypt, Banque Misr, Commercial Inter-
national Bank, and National Societe
Generale Bank S.A.E. 
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The ratings on Benin are constrained by
Benin's per capita income, which, at
US$772 in 2011, is lower than peers'. The
ratings are further constrained by Benin's
narrow economic base, current account
deficits, sensitivity to terms of  trade fluctu-
ations, and limited fiscal flexibility.

Conversely, the ratings are supported by
Benin's low fiscal debt burden after it
received debt relief  from bilateral and mul-
tilateral creditors in the context of  the
HIPC and MDRI initiatives. The ratings are
also supported by Benin's long track record
of  political stability and a more reform-
friendly context after this year's presidential
and legislative elections.

“We estimate that Benin's GDP growth
reached 3.8% in 2011, after two years of
weak growth on the back of  the global
economic crisis, devastating floods in 2010,
and a ponzi scheme unraveling in the mi-
crofinance sector,” says S&P Credit Analyst
Christian Esters. “The recovery in 2011 has
been helped by a pick up in investment,
post-flood reconstruction, brisk activity at
the Port of  Cotonou, and a rebound in agri-
culture. Moreover, the recent increase in
piracy attacks near the Port of  Cotonou
has not had a visible effect on traffic so far.”

S&P forecasts that the economic
recovery will gather further momentum
and predict annual growth of  4%-5% in
2012-2014. Inflation is likely to remain

subdued, in part because of  the good per-
formance of  agriculture.

S&P believes that the political context is
more favorable to implementing the struc-
tural reforms needed to boost growth and
maintain macroeconomic stability than it
has been in the last few years. President
Boni Yayi began his second term in March
2011, and now has a large majority in par-
liament, which should enable the resolution
of  the political deadlock of  recent years. 

Further information is available on the global Credit
portal in the research summary entitled: “Benin
(republic of)”

Republic of  Benin
Assigned ‘B/Stable/B’
Rating

BeNIN

“We estimate that
Benin's GDP growth
reached 3.8% in 2011,
after two years of  weak
growth on the back of
the global financial
crisis...”

“However, in the shorter
term, Uganda is well
placed to maintain above
6% average real GDP
growth rate in 2012-
2014...”

“Botswana has relatively
stable politics, a track-
record of  prudent
macroeconomic policies,
and a high level of  trans-
parency by emerging
market standards.”

S&P expects Uganda’s current account
deficit to average 10.1% of  GDP in 2012-
2014

S&P has affirmed its foreign currency long-
and short-term sovereign credit ratings on
the Republic of  Botswana at ‘A-/A-2’.
However, at the same time, it lowered the
local currency long-and short-term
sovereign ratings on Botswana to ‘A-/A-2’
from ‘A/A-1’. The outlook is stable and the
transfer and convertibility (T&C) assess-
ment for Botswana remains ‘A+’.

“We have equalized our local currency
ratings with the foreign currency ratings,”
explains S&P Credit Analyst Ravi Bhatia.
“This is because we consider that
Botswana's monetary policy options are
constrained by Botswana's crawling peg
and relatively underdeveloped domestic
debt market.”

The sovereign credit ratings on
Botswana are supported by the govern-
ment's balance sheet, which S&P still
considers to be strong despite recent dete-
rioration, its well-managed minerals-based
economy, and a long track record of
political stability. The ratings are con-
strained by Botswana's economic base,
which S&P considers to be narrow and vul-
nerable to shocks, its heavy reliance on the
diamond sector despite diversification
efforts, fiscal challenges, and still significant

development needs.
Botswana has relatively stable politics, a

track-record of  prudent macroeconomic
policies, and a high level of  transparency
by emerging market standards. However,
key structural credit constraints are the
country's narrow economy, together with
income levels that are among the lowest
among sovereign peers in the ‘A’ category,
high unemployment, and the impact of  the
HIV/AIDS pandemic.

The global downturn hit Botswana
severely as the country's key commodity
markets, in particular the diamond market,
contracted sharply and external demand
slumped. But since mid-2010 the market
has rebounded. Real GDP per capita con-
tracted by 6.3% in 2009, but rebounded by
an estimated 5.7% in 2010. According to
our projections, per capita GDP should
grow fairly strongly, by more than 4%
annually in 2011 and 2012, provided that
the recovery in the global demand for
diamonds continues. 

Further information is available on the global Credit
portal in the research update entitled: “Botswana 'A-'
Foreign Currency rating Affirmed On revised method-
ology; Local Currency rating Cut To 'A-'; Outlook
Stable”

Uganda Rated ‘B+/Stable/B’ 

Track record of  stability, relatively low government debt levels and good
growth prospects underpin country’s rating

The ratings on the Republic of  Uganda
reflect S&P’s view of  the country's track
record of  relative political stability, lower
general government debt levels than peers',
strong relations with donors, and good
growth prospects. The ratings are con-
strained by the sovereign's low GDP per
capita, dependence on donor funds, signifi-
cant development challenges, its suscepti-
bility to balance of  payments pressures,
and intermittent high inflation.

“Uganda faced macroeconomic chal-
lenges in 2011,” comments S&P Credit
Analyst Ravi Bhatia. “Owing to a drought
that has engulfed the Horn of  Africa and
East Africa, as well as rapid credit growth,
inflation soared in the second half  of  2011,
while the Ugandan shilling depreciated
sharply. Monetary policy was aggressively
tightened in late 2011 and we believe that
this, along with better autumn rains, may
be enough to control inflation in 2012.
Nevertheless, high inflation and exchange
rate pressures remain a risk to the ratings.”

GDP per capita was about $558 in 2012,
substantially lower than the ‘B’ median but
not out of  line with some Sub-Saharan
African peers. Development needs are sig-
nificant and compounded by wide geo-
graphic disparity in poverty rates. In the
long term, if  high fertility rates do not
decline, Uganda's population could treble

by 2050, significantly increasing the
country's challenges. However, in the
shorter term, Uganda is well placed to
maintain above 6% average real GDP
growth rate in 2012-2014 on the back of
strong growth across several sectors, infra-
structure investments, and newfound oil
production prospects. Moreover, macro-
economic stability is underpinned by a
Policy Support Instrument (PSI) with the
International Monetary Fund (IMF) and
strong relations with donors.

The fiscal deficit rose sharply in fiscal
year 2010/2011 owing to defense- and
election-related expenditure. Nevertheless,
general government deficits have averaged
a moderate 3.8% of  GDP including grants
over the past five fiscal years (ended June
30). S&P expects them to average 4%
between 2011/2012 and 2013/2014 as the
government increases the share of  devel-
opment expenditure. This would keep
public debt at no more than 35% of  GDP
(including guarantees) and well below
peers'. The country's public and external
balance sheet benefited significantly from
debt relief  under the Multilateral Debt
Relief  Initiative (MDRI).

Further information is available on the global Credit
portal in the research summary entitled: “Uganda
(republic of)”

UgANdA

Revised Methodology sees Botswana’s Local
Currency Rating Cut To 'A-'

Foreign currency ratings affirmed at ‘A-/A-2’, outlook remains stable

BOTSWANA



S&P has assigned its ‘B+/B’ long- and
short-term counterparty credit ratings to
Egypt-based Banque Misr (BM). The
outlook is negative. S&P’s ratings on BM
reflect its ‘bb-’ anchor, as well as its
“adequate” business position, “weak”
capital and earnings, “moderate” risk
position, “above average” funding, and
“strong” liquidity, as S&P’s criteria define
these terms. BM's stand-alone credit
profile (SACP) is assessed at ‘b+’.

“In our view, political uncertainties
during the transition phase and security
issues hamper Egypt's economic growth,
while pressuring banks' asset quality and
profitability,” says S&P Credit Analyst
Nicolas Hardy. “Banks' generally very high
credit risk comes from exposure to
cyclical or vulnerable sectors like tourism,
real estate and construction, and
domestic sovereign debt.” 

S&P views the Egyptian banking
industry as fragmented, with 39 licensed
banks. Three state-owned banks account
for about 40% of  system assets, though,
creating market distortions. Stable
customer deposits are largely sufficient to
fund relatively small loan books. Excess
funds are invested in domestic sovereign
debt. Under the ongoing banking reform
program, banks are tackling legacy
problems, and the quality of  regulation is
improving. However, political risk may
endanger progress.

S&P classifies BM as a government-
related entity (GRE). It considers that
there is a “very high” likelihood of  timely
and sufficient extraordinary support for
BM from the Egyptian government (Arab
Republic of  Egypt; B+/Negative/B) in the
event of  financial distress. However, the
ratings on BM do not incorporate any
uplift for government support because the
local currency rating on Egypt is at the
same level as the bank's SACP.

The negative outlook on BM mirrors
the negative outlook on Egypt. It also
factors in S&P’s view that the bank faces
rising risks in the context of  Egypt's
difficult political transition and potential
prolonged economic slowdown. S&P
would revise the outlook on BM to stable
the outlook on Egypt were revised to
stable, and the bank’s current SACP were
maintained.

Further information is available on the global Credit
portal in the update entitled: “egypt-Based Banque
misr Assigned 'B+/B' Long- And Short-Term ratings;
Outlook Negative”

Nigeria Makes Good Progress Overhauling Its
Banking System

Bank regulatory reform has strengthened and reshaped the Nigerian banking
industry

After more than two years of  central bank
support, Nigeria’s commercial banks are
again engaging with the domestic
economy. Nigeria now has fewer, but larger,
banks, with better corporate governance
and regulatory oversight. In S&P’s view,
however, the sector needs a longer regula-
tory track record before it stops consider-
ing corporate governance and regulatory
oversight to be among its key risks.

In 2009, eight of  the country’s 24 banks
had to be rescued after weak risk manage-
ment and corporate governance lapses
caused nonperforming loans (NPLs) to rise
to more than a third of  total loans across
the banking system. 

The Central Bank of  Nigeria (CBN)
responded strongly, removing executive
teams from failed banks, fully guaranteeing
the interbank market, and setting up the
Asset Management Company of  Nigeria to
purchase a large proportion of  nonper-
forming loans from Nigerian banks. It also
set up sizable intervention funds to support
credits to the real economy. Finally, it is fa-
cilitating a series of  mergers between failed

banks and their stronger competitors.
“As a result of  the CBN's efforts, the

industry and its regulation have improved
significantly,” comments S&P Credit
Analyst Samira Mensah.“Fewer, larger insti-
tutions have emerged following a succes-
sion of  mergers triggered by the sharp rise
in NPLs. In our opinion, risk management,
particularly in higher-risk lending such as
foreign currency loans and retail, and
access to low-cost funding will be the key
differentiators affecting banks' perform-
ance going forward. We also consider that
the limited number of  high-quality
creditors will continue to promote large
single-name concentrations across the
industry.”

In S&P’s view long-term success for
Nigerian banks will chiefly depend on them
enhancing their risk management,
improving their governance, diversifying
their loan portfolios, and securing their
funding profiles.

Further information is available on the global Credit
portal in the report entitled: “Strong regulatory Action
proves Its Worth For The Nigerian Banking System”

The ratings on DBSA are based on an
equalization with the ratings on the
Republic of  South Africa (foreign currency
BBB+/Negative/A-2; local currency
A/Negative/A-1), reflecting S&P's opinion
that there is an “almost certain” likelihood
that the South African government would
provide timely and sufficient extraordinary
support to DBSA in the event of  financial
distress. 

“Our assessment of  “almost certain” ex-
traordinary support is reinforced by
demonstrations of  state support,” explains
S&P Credit Analyst Ravi Bhatia. “In
November 2009, the government provided
DBSA with South African rand (ZAR) 15.2
billion (about $2.1 billion) in debt guaran-
tees and it has stated its commitment to in-
creasing DBSA's callable capital by an
equivalent amount to replace the
guarantee.”

DBSA has good capitalization; adjusted
total equity plus loan loss reserves covered
47.7% of  customer loans at March 31,
2011. In the past, capital has benefited
from adequate internal capital generation
but a lower interest rate environment re-
strained 2009 and 2010 earnings (which
feed into capital reserves). Large lending
concentrations represent a moderate threat
to otherwise robust levels of  capital, with
the top-20 loans accounting for around
110% of  common shareholders' equity
(CSE). Positively, DBSA's asset quality
continues to improve alongside South
Africa's gradual economic recovery. At
March 31, 2011, nonperforming loans
(impaired, 90-day overdue, and restruc-
tured loans) accounted for 4.52% of  total
loans, down from 5.12% one year earlier.

DBSA is funded through its strong
capital position and the international and 
domestic wholesale markets. S&P believes
DBSA's asset growth will accelerate over
the next few years. In the near-to-medium
term, DBSA expects the focus of  its
lending activities to be in the areas of
water and sanitation, education, health, and
energy, in line with the government's infra-
structure investment priorities. The
expansion of  DBSA's balance sheet, in
S&P’s view, will lead to weakening capital-
ization, increased pressure on funding, and
could threaten asset quality.

Further information is available on the global Credit
portal in the research update entitled: “Outlook On de-
velopment Bank of Southern Africa revised To
Negative On Sovereign revision; ratings Affirmed At
'BBB+/A-2'.”
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Development Bank of
Southern Africa
Revised To Negative
On Sovereign Revision  

Credit ratings affirmed at ‘BBB+/A-
2’, local currency ratings at ‘A/A-1’

SOUTh AFrICAN BANK

“Large lending concen-
trations represent a
moderate threat to
otherwise robust levels
of  capital...”

Banque Misr Assigned ‘B+/B’ Long- And Short-
Term Ratings; Outlook Negative

Outlook founded on the bank’s rising risks in the context of  Egypt's difficult
political transition and potential economic slowdown 

egypTIAN BANK

“Banks' generally very
high credit risk comes
from exposure to cyclical
or vulnerable sectors like
tourism...”

“As a result of  the CBN's
efforts, the industry and
its regulation have
improved significantly.”

The negative outlook on BM mirrors the
negative outlook on Egypt.



MAY 2012 AFRICA OUTLOOK│ STANDARD & POOR’S RATINGS SERVICES │   05

S&P has revised to negative from stable the
outlooks on South Africa-based Munich
Reinsurance Co. of  Africa Ltd. (Munich
Africa) and Mauritius-based Munich
Mauritius Reinsurance Co. Ltd. (Munich
Mauritius). At the same time, the ‘A’ long-
term counterparty credit and insurer
financial strength ratings on these
companies were affirmed.

S&P had previously revised to negative
from stable the outlook on the Republic of
South Africa and affirmed the ratings on
the sovereign. 

Under S&P’s ratings criteria, sovereign
risk is a key factor influencing the financial
strength of  insurers. As a result, insurers
with a material direct exposure to a
sovereign are rated no higher than the local
currency rating on that sovereign.

“Our approach reflects the exposure of
Munich Africa's business and investment
portfolios and deposits to South Africa and
the influence of  general country risk
factors on the company's business
franchise and financial profile,” explains
S&P Credit Analyst Neil Gosrani.

The ratings on composite reinsurer
Munich Mauritius reflect its group status as
“core” to Munich Africa. It receives
extensive reinsurance support from both
the ultimate parent Munich Reinsurance
Co. (AA-/Stable/--) and Munich Africa.

The negative outlook on Munich Africa

and Munich Mauritius reflects that on
South Africa. If  S&P were to lower the
sovereign credit rating on South Africa,
then they would also lower the ratings on
Munich Africa and Munich Mauritius so
that they remain aligned with those on the
sovereign.

At this point a positive rating action is
remote without an improvement in the
sovereign rating.

Further information is available on the global Credit
portal in the transaction update “Outlooks To Negative
On munich reinsurance Co. of Africa And munich
mauritius reinsurance Following Sovereign Action.”

Outlooks To Negative
On Munich Reinsur-
ance Co. And Munich
Mauritius Reinsurance 

Outlooks revised following action on
sovereign 

reINSUrANCe

“If  S&P were to lower
the sovereign credit
rating on South Africa,
then they would also
lower the ratings on
Munich Africa and
Munich Mauritius ” 

“A lowering of  the
ratings on South Africa
would trigger the same
rating action on SBSA.”

“FRB benefits from the
diversity provided by its
business activities within
South Africa.”

The ratings on SBSA reflects its strong
business position

The ratings on FirstRand Bank (FRB)
reflect the bank's ‘bbb’ anchor, as well as
its “adequate” business position and
capital and earnings, “strong” risk
position, “average” funding and
“adequate” liquidity. S&P assesses FRB's
stand-alone credit profile (SACP) at
‘bbb+’.

“Due to its status as a nonoperational
holding company (NOHC), we rate FRL
one notch below the FirstRand group's
group credit profile (GCP; ‘bbb+’), which
in turn reflects the ICR on FRB, the
largest entity in the group,” explains S&P
Credit Analyst Matthew Pirnie. “In our
view, FRL's reliance on dividends from
operating companies to meet its obliga-
tions exposes the entity to potential regu-
latory impositions and structural
subordination.”

FRB's business position is considered to
be adequate. FRB is the domestic banking
arm of  the South Africa-based FirstRand
group. The bank has a solid market
position; its market share by total assets,
loans, and deposits stands at 18%-19%.
However, the sector is highly concentrated
and oligopolistic in nature. FRB benefits
from the diversity provided by its business

activities within South Africa. The major
brands within the group, First National
Bank, Rand Merchant Bank, and WesBank
(all not rated) are all strong in their
domestic niches. At the same time, while
the FirstRand group does have a presence
in southern Africa, its diversification
outside South Africa is limited. 

S&P considers FirstRand to be of  “high
systemic importance” to the South
African banking system, given its total
asset market share of  just under 20% in a
highly concentrated and oligopolistic
sector where the top five banks account
for over 90% of  total assets.

The bank’s capital and earnings are
assessed as adequate. S&P’s projected
risk-adjusted capital (RAC) ratio before
adjustments for FRB over the next 18-24
months is slightly above 7.0%. Capital is
of  high quality and earnings are adequate,
well diversified, and expected to generate
sufficient capital to cover additional
capital requirements over the next 24
months. 

Further information is available on the global Credit
portal in the research analysis entitled: “Firstrand
Bank Ltd.” 

Outlook Revised to Negative for SBSA

Standard Bank Of  South Africa’s outlook revised to negative following
action ratings action on the Republic of  South Africa

S&P has revised its outlook on Standard
Bank of  South Africa Ltd. (SBSA) to
negative from stable. It also affirmed the
unsolicited ‘BBB+/A-2’ counterparty
credit ratings on SBSA.The outlook
revision on SBSA follows that on the
sovereign on March 28, 2012. 

The outlook revision on the sovereign
reflects the potential for a downgrade if
economic and social problems feed into
the political debate in the run-up to the
2014 presidential elections and conse-
quently further pressure 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.

The ratings on SBSA reflect its ‘bbb’
anchor, as well as its “strong” business
position, “moderate” capital and earnings,
“adequate” risk position, “average” funding,
and “adequate” liquidity, as S&P’s criteria
define these terms. The long-term rating
benefits from one notch of  uplift above the
stand-alone credit profile (SACP) to reflect
the bank's “high systemic importance” and
the South African government's “support-
ive” stance toward the domestic banking
sector. The SACP is ‘bbb’.

“A lowering of  the ratings on South
Africa would trigger the same rating action

on SBSA,” explains S&P Credit Analyst
Matthew Pirnie. “Furthermore, heightened
economic risk, either through lower
domestic economic growth levels or in-
creasing political risks, or worsening
industry risks through changing competi-
tive dynamics or high funding and liquidity
risks, could result in a revision of  our as-
sessment of  the bank's SACP.”

“We could also lower the ratings on
SBSA if  the bank's capitalization before ad-
justments, as measured by our risk-
adjusted capital ratio, were to deteriorate to
below 5%, or if  its risk position were to de-
teriorate to “moderate” levels owing to de-
creasing asset quality. Given that we
forecast modest loan growth, slow im-
provement in asset quality, and stable
capital ratios, we consider further SACP
movement unlikely in the medium term.”

A revision of  the outlook on the
sovereign to stable would trigger an
outlook revision on SBSA to stable,
provided the bank's financial and business
profiles also remain stable.

Further information is available on the global Credit
portal in research update “Standard Bank of South
Africa Ltd. Outlook revised To Negative Following
Sovereign revision; 'BBB+/A-2' ratings Affirmed”

SOUTh AFrICAN BANK

FirstRand Bank Assigned ‘BBB+/Negative/A-2’
Rating With A Negative Outlook

Banks risk position benefits from market-leading loss experience and low
loan concentrations

SOUTh AFrICAN BANK
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The ratings on Kenya-domiciled African
Trade Insurance Agency (ATI) reflect the
company's very strong capitalization,
strong financial flexibility, strong liquidity,
and the implicit support of  the World
Bank. Constraints on the rating reflect the
under-developed nature of  both the
company's target African membership
and insurance markets.

“ATI is very strongly capitalized,
following the norms of  peer group supra-
national entities,” explains S&P Credit
Analyst Kevin Willis. “We assess ATI's
capital adequacy as extremely strong,
with total capital on Dec. 31, 2010 equiva-
lent to 24% of  gross and 55% of  net out-
standing underwriting commitments, and
comfortably ahead of  its internal required
capital benchmark.”

S&P expects ATI's internal capital uti-
lization controls to ensure capitalization
remains very strong (greater than 43% of
net outstanding commitments). As a result
of  reaching target volumes in 2010, addi-
tional capital of  $26.3 million was paid in
by World Bank in first quarter 2011, on
behalf  of  member states, further reinforc-
ing capital adequacy.

ATI's financial flexibility is assessed as
strong, reflecting the key support to
member states provided by the Interna-
tional Development Association (IDA; an
arm of  the World Bank, not rated) and the
African Development Bank (AfDB;

AAA/Stable/A-1+). In addition, ATI has
access to committed contingent capital of
$26.3 million from the World Bank should
ATI's actual capital level fall below its
required level. The potential for adverse
economic conditions in the African region
are significant, but are partially offset by
ATI's preferred creditor status from its
member states, and by the terms of  the
financing of  member states' contributions
to ATI by the IDA.

ATI has strong liquidity, with total cash
deposits on Dec. 31, 2010 covering 62%
(2009: 85%) of  net outstanding commit-
ments. This weakening reflects transac-
tion volume growth, but additional capital
in first-quarter 2011 ensures liquidity
remains a key strength for the rating. 

The stable outlook reflects S&P’s ex-
pectation that ATI will maintain strong
capitalization of  no less than 43% of  net
outstanding commitments.

Further information is available on the global Credit
portal in the research piece entitled: “African Trade
Insurance Agency”

Transnet Outlook Revised To Negative After
Similar Action On South Africa

South African infrastructure provider’s outlook changed in line with
sovereign 

The outlook on South Africa-based infra-
structure provider Transnet SOC Ltd.
(Transnet) has been revised to negative
from stable. The long-term foreign and
local currency corporate credit ratings
were affirmed at ‘BBB+’ and ‘A-’, respec-
tively, and the long-term South Africa
national scale rating ‘ZaAA+’.

The rating actions on Transnet follow
similar actions on the Republic of  South
Africa (foreign currency BB+/Negative/A-
2; local currency A/Negative/A-1). S&P
consider Transnet to be a government-
related entity. In S&P’s opinion there is an
“extremely high” likelihood of  government
support in the event of  financial distress. 

The ratings on Transnet continue to
reflect the company's stand-alone credit
profile (SACP), which S&P assess at ‘bbb+’.
The company’s SACP reflects Transnet's
“strong” business risk profile, which is
based on our view of  its dominant business
positions in the South African economy,
continued operational and financial im-
provements, and high and increasing prof-
itability.

These strengths are partially offset by
S&P’s view of  Transnet's “significant”
financial risk profile, the funding risk associ-
ated with its large capital works program
and scheduled debt maturities, exposure to
changes in the South African economy, an
expected increase in debt over the next two
to three years, and regulatory uncertainty
in its regulated divisions.

“We understand that the president of
South Africa recently announced a South
African rand 300 billion spending plan in
relation to Transnet,” explains S&P Credit
Analyst Karim Nassif. “We will review the
details of  the spending plan as they arise,
and monitor any potential effect on
Transnet's SACP.”

The negative outlook on Transnet ratings
reflects that on South Africa and the possi-
bility that a downgrade of  South Africa
could lead to a downgrade of  Transnet.

Further information is available on the global Credit
portal in the report entitled: “South Africa-Based
Transnet Outlook revised To Negative After Similar
Action On South Africa; All ratings Affirmed”

S&P has revised its outlook on South
Africa-based power utility ESKOM Holding
SOC Ltd. (ESKOM) to negative from stable.
At the same time, S&P affirmed its ‘BB+’
long-term foreign and local currency
corporate credit ratings and our ‘ZaAA’
long-term South African national scale
rating on ESKOM.

“The ratings on ESKOM continue to
reflect the company's stand-alone credit
profile (SACP), which we assess at ‘b’,” says
S&P Credit Analyst Michela Bariletti. “In
our opinion there is an “extremely high”
likelihood that the South African govern-
ment would provide timely and sufficient
extraordinary support to ESKOM in the
event of  financial distress.” 

The SACP remains unchanged despite
the recent approval by the National Energy
Regulator of  South Africa of  a reduction in
the average increase in the electricity tariff
to 16.0% for the year from April 1, 2012, to
March 31, 2013, the final year of  the
second multi-year price determination
period (MYPD2), from the previously
approved tariff  increase of  25.9%. 

S&P’s updated base-case scenario
reflects the revised tariff  determination for
MYPD2 and the assumption that the tariff
determination for MYPD3 will move
toward being cost-reflective. S&P antici-
pate that ESKOM's Standard & Poor's-
adjusted funds from operations (FFO) to
debt will remain less than 10% until 2014-
2015, and will recover to double-digit levels
from 2015-2016. 

ESKOM's SACP continues to reflect
S&P’s assessment of  the company's “fair”
business risk profile and “highly leveraged”
financial risk profile. The SACP also
reflects ESKOM's full ownership by the
South African government, which
continues to provide strong support during
the company's investment program
through measures including a dividend
moratorium, an equity loan injection, and
guarantees on debt. 

The negative outlook reflects that on
South Africa, and indicates that S&P
could lower the ratings on ESKOM by one
notch if  the ratings on South Africa were
lowered by one notch. This potential action
is in accordance with S&P’s rating method-
ology for GREs. 

Further information is available on the global Credit
portal in the research update entitled: “eSKOm
Outlook revised To Negative On Sovereign rating
Action; 'BBB+/ZaAA' ratings Affirmed”

SOUTh AFrICAN INFrASTrUCTUre 

ESKOM Outlook
Revised To Negative
On Sovereign Rating
Action

‘BBB+/ZaAA' ratings affirmed on
South African power utility 

SOUTh AFrICAN UTILITy

“The SACP also reflects
ESKOM's full ownership
by the South African
government, which
continues to provide
strong support...”

African Trade Insurance Agency rated ‘A’,
Outlook Stable

Kenya-domiciled financial institution provides export credit insurance, in-
vestment insurance and other financial products across Africa

KeNyAN  INSUrANCe COmpANy

“The potential for
adverse economic condi-
tions in the African
region are significant...”

“These strengths are
partially offset by S&P’s
view of  Transnet's “sig-
nificant” financial risk
profile...”

S&P expects the Nairobi based company’s
pan-continental development to increase
in 2011/2012 bringing with it new mem-
bership capital and revenue streams.
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Anglo American Capital has returned to
the market for the first time since 2010,
shopping a 144A/Reg S benchmark of
five-year notes,. The BBB+/Baa1 issue will
carry a change-of-control put at 101.
Proceeds from the sale, through active
bookrunners Goldman Sachs, Morgan
Stanley, and UBS, along with passive
bookrunners BNP Paribas and Mitsubishi
UFJ, are earmarked for general corporate
purposes.

The company was last in the U.S. bond
market in September 2010, when it placed
$750 million of  2.15% notes due 2013 at
T+145. The notes last traded in the
secondary market at T+110, or 1.47%,
down from a 2011 peak of  T+190, or
2.12%, reached on Dec. 12, according to
MarketAxess. Also in September 2010,
Anglo American sold $500 million of
4.45% notes due 2020 at T+175.

Most recently, on March 20, the London-
based company sold €750 million of  3.5%
notes due 2022 at midswaps plus 112.
Anglo American Capital is the financing
arm of  U.K-based mining group Anglo
American Plc.

Late in 2011, the parent company
announced that it would acquire an addi-
tional 40% stake in its diamond subsidiary
De Beers (increasing Anglo American’s
stake to 85%) for as much as $5.1 billion.

At the time, Standard & Poor’s affirmed its
BBB+ rating with stable outlook, saying the
financial risk for Anglo American was
offset by the expected sale of  its 49% stake
in Anglo American Sur to Codelco, Chile’s
state-owned copper producer. “The stable
outlook reflects our view that the company
will likely maintain healthy credit metrics,
on the expectation that both transactions
go through,” the agency said.

Further information is available on the global Credit
portal in the research piece: “high grade: Anglo
American returns With First deal Since 2012 (LCd)”

Anglo American
Returns With First
Deal Since 2010

Majority of  the global mining
company’s operations are located in
southern Africa

U.K BASed mINer

“Late in 2011, the parent
company announced
that it would acquire an
additional 40% stake in
its diamond subsidiary
De Beers... for as much
as $5.1 billion.” 

“The interim dividend
increase of  84% is in line
with earnings growth
year on year, but signifi-
cantly outstrips growth
in operating cash flow.”

“Gold stills plays an
important role as a safe
haven at a time when
investors fear a double-
dip recession...”

S&P assesses Sasol's liquidity as “strong”
under, with sources covering uses by more
than 1.5x in the next 12 months

The ratings on South Africa-based
AngloGold Ashanti Ltd. (AGA) reflect
S&P’s view of  the company's position as
the world's third-largest gold producer (4.3
million ounces [Moz] in 2011) with long
reserves life of  more than 15 years. The
company also possesses a broad opera-
tional and geographical diversity, with 19
active mines. The ratings are further
supported by AGA's improving profitabil-
ity and cash flow generation, thanks to its
full exposure to current elevated gold
prices after eliminating its hedge book,
and a moderate financial policy that
dictates a debt-to-EBITDA ratio of  less
than 1.5x and the frequent use of  equity
to finance material acquisitions.

These strengths are counterbalanced by
the company's limited commodity
diversity and inherently unfavorable cash
costs, when compared to key North
American gold miners - due to inflation-
ary pressure and the weakness of  the U.S.
dollar against commodity currencies
(notably the South African rand. The
company is also affected by pressure on
its free operating cash flow (FOCF) owing
to the planned introduction of  new
projects over the coming years. In

addition, the ratings are further con-
strained by country risks, notably in South
Africa where 43% of  AGA's EBITDA is
generated and where discussions
regarding government policy toward the
mining sector are ongoing within the
ruling party.

“Gold stills plays an important role as a
safe haven at a time when investors fear a
double-dip recession in the European
Monetary Union and another U.S. central
bank quantitative easing program,”
explains S&P Credit Analyst Elad Jelasko.
“As a result, gold prices remain very
volatile (trading between $1,319/oz and
$1,895/oz during 2011). The current price
is $1,630/oz. Under our base-case credit
scenario, we project that AGA will
generate EBITDA of  $2.3 billion in 2012,
well below EBITDA of  $2.8 billion in
2011.”

The stable outlook reflects S&P’s view
that, under the price assumptions for gold,
AGA can achieve minimal EBITDA of
$2.2 billion in 2012.

Further information is available on the global Credit
portal in the research analysis entitled: “Anglogold
Ashanti Ltd” 

SASOL Outlook Revised to Negative 

Revision follows similar action on sovereign but ‘BBB+/A-2’ Ratings
affirmed following strong half-year results

The outlook revision on Sasol reflects that
on the Republic of  South Africa (foreign
currency BBB+/Negative/A-2; local
currency A/Negative/A-1) on March 28,
2012. The ratings on Sasol are influenced
by those on the sovereign because Sasol
generates about two-thirds of  its operating
profits from South Africa.

“The affirmation reflects Sasol's strong
results in the half  year to Dec. 31, 2011,
showing the benefits of  high oil prices and
cost containment,” explains S&P Credit
Analyst Simon Redmond. “We anticipate
that these factors are likely to persist if  the
South African rand does not materially
strengthen against the U.S. dollar. Sasol's
performance and robust balance sheet
mitigate the announced interim dividend
increase and material investment plans.” 

Country risk factors for Sasol include
currency volatility, persistent cost inflation,
limited access to qualified labor, AIDS
among its workforce, and a degree of
political uncertainty. S&P sees the strength-
ening of  the rand against the U.S. dollar as
a key risk (the average exchange rate in the
six months to Dec. 31, 2011, was slightly
weaker than in recent periods at South
African rand [ZAR] 7.63 to $1). Although
uncertain, S&P notes that such strengthen-
ing could potentially outweigh the ongoing
benefits of  high oil prices. This is because

Sasol's domestic synthetic product sales, as
well as its chemical exports, are indexed to
dollar-based international prices, while
Sasol's cost base is largely in rand.

Sasol's gross financial debt totaled
ZAR17.3 billion, and was almost covered
by the group's cash balance of  ZAR16.7
billion. The interim dividend increase of
84% is in line with earnings growth year on
year, but significantly outstrips growth in
operating cash flow. Free operating cash
flow before dividends was lower in the half-
year to Dec. 31, 2011, than in the two
preceding half-year periods of  financial
2011, as investment started to ramp up. 

The ratings on Sasol reflect S&P’s view
of  the group's diversified and highly prof-
itable domestic activities along the energy
chain, particularly its South African coal-to-
liquids (CTL) synthetic fuel plant and its
Oryx gas-to-liquids (GTL) plant. The
ratings also reflect our assessment of
Sasol's “strong” financial risk profile and
what we consider to be its prudent
financial policies. 

Further information is available on the global Credit
portal in research update “Sasol Outlook revised To
Negative On Similar Action On Sovereign; BBB+/A-2
ratings Affirmed On Strong half-year results”

SOUTh AFrICAN OIL COmpANy

AngloGold Ashanti Assigned ‘BBB-/Stable/--’
Credit Rating

Rating reflects the company’s position as one of  the world’s largest gold
producers and broad operational diversity 

SOUTh AFrICAN mINer



I
n sub-Saharan Africa, Nigeria and Angola stand out as the
overwhelmingly dominant oil producers. Nigeria produces
about 2.5 million barrels per day and Angola about 2.0
million, and both are among the top-20 oil producers
globally. Oil provides the bulk of  revenues and export

receipts and is the main contributor to national income. Despite
their vast oil wealth, however, both remain low-income countries in
which poverty levels are very high and human development indi-
cators are very low. 

For both, recent economic fortunes have risen and fallen along
with oil prices. Before the 2009 global crisis, Nigeria and Angola
had been growing well but, once the global crisis hit and oil prices
plummeted, they faced severe economic and fiscal pressures.
However, since 2010 the global recovery in oil prices has sharply
revived both economies. Despite this, poverty remains widespread
and human development indicators are weak.

Our current sovereign ratings on Nigeria and Angola are only
one notch apart, with Nigeria, the lower of  the two, on a positive
outlook. In July 2011 we upgraded Angola to ‘BB-/B’ from
‘B+/B’, primarily reflecting our view of  the robust improvement in
its fiscal and external balances. In December 2011 we revised to
positive our outlook on the long-term rating on Nigeria
(B+/Positive/B).

Political Risk Remains A Major Ratings Weakness For Both
We view Nigeria and Angola as having a high degree of  political
risk. They have a long history of  political instability, and their track
records of  peaceful rule under a civilian government have been
short. Nigeria emerged from 16 years of  continuous military rule
in 1999, while Angola's 27-year civil war ended in 2002. These
periods of  upheaval severely constrained economic development:
physical and human capital suffered the effects of  war and lack of
investment. At the same time, they made little progress toward
macroeconomic strengthening and growth faltered.

While single-party rule is firmly established in both countries, we
consider that Nigeria has a more democratic system than
Angola's single-party state. Another key distinction is the relative
homogeneity in Angola, which contrasts with the ethnic and
religious divisions in Nigeria. For both, however, high inflation,
wide income disparity, and the perceived lack of  progress in
advancing economic development and tackling corruption also
have the potential to cause unrest. 

Economic Risk: Both Still Rely Extremely Heavily On Oil
After South Africa (BBB+/Stable/A-2), Nigeria and Angola are
the second- and third-largest economies in Sub-Saharan Africa.
Oil overwhelmingly drives their economic output and export
earnings. Nigeria's population is much larger, which explains its
much lower GDP per capita of  roughly one-third that of  Angola.
In both countries, we believe nominal GDP per capita disguises
substantial income inequality. 

Nigeria and Angola face the challenge of  developing their non-
oil economies to achieve sustainable growth and employment.
Progress so far has been slow and we see several obstacles to
further diversification. Governance issues, weak legal and com-
mercial frameworks, low education levels, and a lack of  skilled
labor are chief  among these. Poor physical infrastructure is also
keeping production costs high. 

Despite these structural impediments, our forecasts for real GDP
per capita growth in both countries are quite strong. This reflects
our expectation of  continuing, relatively strong expansion in non-
oil sectors such as services and construction.

External Risk: External Accounts Are A Relative Strength
But Subject To Oil Price Volatility
Oil revenues provide Angola and Nigeria with strong external
balance sheets, a key rating strength. But significant terms-of-trade
volatility occurs when oil prices fall, a notable weakness. Oil-price
fluctuations have been the main contributor to substantial swings
in the current account balance, the most recent being the huge
drop in Angola's current account surplus in 2009, although
country-specific factors such as a disruption in oil production and
variations in import levels also play a role. Gross external
financing needs are broadly similar for Angola and Nigeria, and
compare well with similarly rated peers despite the deterioration
in their external balance sheets during the 2009 crisis. 

Fiscal Risks: Fiscal Accounts Are Vulnerable To An Oil
Price Shock
With their relatively low levels of  government debt stock, Nigeria
and Angola appear to carry lower fiscal risk than many similarly
rated peers. However, like all countries in which the oil sector
dominates, we think insulating the budget from fluctuations in the
oil price and production levels is an ongoing challenge. Before the
2009 downturn, both countries had been running pro-cyclical
fiscal policies under which government spending rose rapidly, par-
ticularly in Angola. Even as spending increased, though, the
strength of  oil prices was such that both countries were able to
run substantial fiscal surpluses during 2005-2008. When oil prices
fell sharply and revenues shrank in 2009, however, fiscal deficits
ballooned. 

Monetary Flexibility: Limited By Shallow Capital Markets
And Small Financial Systems
We consider that both Angola and Nigeria have limited monetary
flexibility. This primarily reflects the limited transmission
mechanism of  monetary policy via their small financial systems
and shallow capital markets, and weaknesses in monetary policy
credibility. The managed-float exchange-rate regimes in both
countries is a further constraint on monetary flexibility. 

Africa's Oil Giants Differ, But Face Similar Challenges
While oil production will continue to be integral to growth in the
medium-to-long term, for the two countries to evolve to more
mature, developed, and sustainable economies, reforms that build
stronger buffers against dependence on petroleum revenue will be
paramount. As with many emerging sovereigns, institutional weak-
nesses, poverty, and weak human development indicators will
continue to constrain growth and heighten sociopolitical tensions.
We also believe that both governments have shown a commitment
to addressing the raft of  challenges they face. 

Further information is available on the global Credit portal in the com-
mentary entitled: “Sub-Saharan Africa's Oil giants: What Is Fueling The
Sovereign ratings On Nigeria And Angola?” 

“Nigeria and Angola face
the challenge of  devel-
oping their non-oil
economies to achieve
sustainable growth and
employment.” 

SUB-SAhArAN AFrICA'S OIL gIANTS: WhAT IS
FUeLINg The SOvereIgN rATINgS ON
NIgerIA ANd ANgOLA?

Ravi Bhatia, Credit Analyst at Standard and Poor’s, sees oil continuing to drive growth for both sovereigns,
but warns that their heavy reliance on oil represents a key vulnerability, along with political risk and limited
fiscal and monetary policy flexibility.
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BreAKINg NeWS UpdATe: TUNISIA

W
e have recently lowered our long- and short-
term foreign currency sovereign credit ratings
on the Republic of  Tunisia to ‘BB/B’ from
‘BBB-/A-3’. We lowered the long- and short-
term local currency ratings to ‘BB/B’ from

‘BBB/A-3’. The outlook is stable. 
At the same time we lowered our long- and short-term foreign

currency issuercredit ratings on the Central Bank of  Tunisia to
‘BB/B’ from ‘BBB-/A-3’ and lowered the long- and short-term
local currency ratings to ‘BB/B’ from ‘BBB/A-3’. Again, the
outlook is stable.

The recovery rating on the Central Bank of  Tunisia is ‘3’, indicat-
ing a “meaningful” recovery in case of  default in the range of
50%-70%. The transfer and convertibility (T&C) assessment has
been revised to ‘BB+’.

The Rationale Behind The Rating
Although overall political stability since the removal of  President
Ben Ali in early 2011 has stayed within our expectations, we do
not believe that Tunisia's transitional government, in office since
December 201, will be able to take proactive corrective measures
against a weakening economic and financial backdrop that would
be consistent with an investment grade rating. However, once a
draft constitution is approved by referendum and parliamentary
elections take place (planned for no later than June 2013), we an-
ticipate the new government will find its feet and that Tunisia's
political and economic indicators will be more consistent with the
‘BB’ ratings category. Our stable outlook on the long-term ratings
indicates that we believe the political transition should be smooth
and the country should withstand potentially considerable
external shocks emanating from Europe.

Tunisia's GDP contracted by 1.8% in real terms in 2011 (our
previous projection was for zero growth). Lower tourism receipts
and a widening trade deficit led to a weaker external liquidity
position combined with a rising short-term external debt stock.
We anticipate that recovery will be slow, particularly given the
weak economic environment in the European Union - by far
Tunisia's largest export market and source of  foreign direct invest-
ment (FDI) and tourists. Unemployment has also risen sharply to
be now estimated at more than 18%, since the January 2011 revo-
lution.

Increased government spending to support domestic demand
and livelihoods helped prevent Tunisia's 2011 recession from
deepening, but it led to a sharp deterioration in the public finances.
We now anticipate a general government deficit of  close to 7.0%
of  GDP in 2012, higher than our previous forecast of  3.9%. We
expect fiscal consolidation to be gradual as economic and social
conditions make a more rapid adjustment difficult, with the deficit
still above 3.0% of  GDP in 2015. To fund this deficit, we believe
general government debt will rise substantially to peak at 49% in
2013, from around 40% in 2010, before stabilizing and gradually
declining thereafter. We believe that the government's access to
official financing will remain strong as long as an elected govern-
ment articulates a clear medium-term economic plan.

External Liquidity Issues
External liquidity has also suffered. Amid a collapse in tourism
receipts in 2011, the current account deficit widened sharply to

around 7.5% of  GDP (two percentage points higher than our
previous forecast) and we anticipate that it will remain above 5.0%
through to 2015. Both narrow net external debt and gross external
financing needs have risen sharply relative to current account
receipts (CARs) and official useable reserves. We project Tunisia's
2012 gross external financing needs as a proportion of  CARs and
useable reserves at around 109%, which we anticipate will be
financed by public sector borrowing from official creditors, FDI,
and an increase in private sector debt. We believe about $5.2
billion of  short-term external debt, comprised mostly of  non-
resident deposits and trade-related credit, will be fully rolled over.

The ratings continue to be constrained by the country's fragile
banking system, which we believe has weak asset quality.
Domestic claims on the private sector grew by 13% in 2011 and
we anticipate this to grow by a further 11% in 2012, in part due to
widespread restructurings of  principal and interest of  loans.

With per capita GDP currently less than $5,000, Tunisia is a
middle-income country with development needs that will stay
high in the medium-to-long term, constraining fiscal expenditure
flexibility.

Supporting the ratings are a relatively well-diversified economy
and well-educated labor force, a broadly supportive business envi-
ronment, increasing media freedoms, and the improving account-
ability of  state institutions.

The long-term local currency rating has been equalized with the
foreign currency rating at ‘BB’, as we now do not expect signifi-
cant progress in moving to a floating exchange rate regime from
the current soft peg to a basket of  currencies. Under our criteria,
greater monetary policy independence is a condition for such a
rating distinction.

Transfer and Convertibility Assessment
The T&C assessment of  ‘BB+’ reflects our opinion that the likeli-
hood of  the sovereign restricting access to foreign exchange
needed by Tunisia-based nonsovereign issuers for debt service is
slightly lower than the likelihood of  the sovereign defaulting on its
foreign-currency obligations. While the government has current
account repatriation and foreign exchange surrender requirements
in addition to other controls, they are being reduced. However,
this process may cease or reverse in a severe downside scenario.

Ratings Outlook
The stable outlook reflects our view that, despite significant uncer-
tainties, the ongoing transition to the scheduled 2013 elections will
occur without major political conflict. The outlook also reflects
our expectation that Tunisia's fiscal and external imbalances will
stabilize and gradually rebalance over the next few years.

We could consider lowering the ratings if  the external environ-
ment were to weaken beyond our already-pessimistic current ex-
pectations for Europe. Unexpected political conflicts or unrest on
the transition path could also affect the ratings. Conversely, we
could eventually raise the ratings if  an elected government
undertook policies that produce sustained and rapid growth.

Further information is available on the global Credit portal in the com-
mentary entitled: “Tunisia Foreign And Local Currency ratings
Lowered To 'BB/B' On Weaker economic Indicators; Outlook Stable” 

“Supporting the ratings
are a relatively well-di-
versified economy and
well-educated labor
force...”

WeAKer eCONOmIC INdICATOrS See
TUNISIA’S FOreIgN ANd LOCAL CUrreNCy
rATINgS LOWered TO 'BB/B' 

Christian Esters, Credit Analyst at Standard and Poor’s, reports that economic, fiscal, and external
indicators, both in reported data and in S&P’s revised forecasts, are now weaker than S&P previously antici-
pated

Volunteers from the Progressive Democratic
Party campaigning prior to elections in
October



T
he economies of  rated sub-Saharan African (SSA)
sovereigns should continue to grow solidly over the
coming two years. Several factors should account for
this steady growth, including high public investment
spending, strong commodity exports, and increasingly

diversified trade with growing emerging economies, such as
China. Nevertheless, high infrastructure spending has kept govern-
ment deficits higher than pre-crisis levels in many countries.
Several governments, including those of  Cape Verde, Uganda,
Ghana, Gabon, Mozambique, Senegal, and Kenya, are undertaking
large public investment programs. However, should budgetary
financing pressures materialize, we believe that most governments
have some flexibility and could delay part of  their capital spending
programs. 

S&P anticipate that continuing high oil prices should help to
sustain solid current-account surpluses of  some of  the rated oil-
exporting sovereigns in 2012. However, the fiscal benefit of  oil
revenues has in some cases been offset by spending increasing
faster than revenues. This is often owing to subsidies on imported
refined oil products, such as diesel. For the rated non-oil exporting
sovereigns, we expect continued high oil prices will keep up the
pressure on fiscal balances as governments attempt to maintain
subsidies or reduce taxes on fuel products. Sovereigns with a high
dependence on a few commodities are likely to remain similarly
exposed to volatile commodity prices.

For the region as a whole, a drop in global risk appetite could
also erode the confidence that foreign investors have shown in
SSA markets since 2009. We therefore consider this could lead to
a decrease in foreign direct investment (FDI) inflows and in
portfolio inflows, although the latter are significant mostly for
South Africa. Budgetary pressures in Europe and the U.S. could
also slow down aid flows, which are critical to sustain public in-
vestment in many countries. We also see a risk that in some cases
political unrest, often surrounding elections, could induce govern-
ments to respond with financially unsustainable policies, but we
don't expect a general spill-over of  the Arab Spring into the
region.

Angola (Republic of) (BB-/Stable/B) 
The legislative election scheduled toward the end of  2012
presents some uncertainty, but the fiscal and external accounts
remain strong at current oil prices. A lack of  clarity on whether or
not the current president José Eduardo dos Santos will lead the
MPLA party, or hand over to an untested successor, makes the
political situation somewhat uncertain. The CEO of  Angola’s
state-owned company Sonangol, Manuel Vicente, stepped down
from his post and took a prominent post in the MPLA party.
Observers see this as an indication that he will take over from
President dos Santos. Although the start-up of  Sonangol’s large
LNG project has been delayed and oil production is facing
technical difficulties, we expect real GDP to expand by more than

7% in 2012, driven by rising oil output. We also expect Angola’s
current account surpluses to remain strong and the country to
post fiscal surpluses. 

Benin (Republic of) (B/Stable/B) 
Benin's political outlook is stable following the re-election in 2011
of  President Boni Yayi. However, a range of  issues could stoke
unrest, including rises in the cost of  living, unemployment, power
cuts, and possible attempts by the president to change the consti-
tution to allow him to stand for a third mandate in 2016. Real GDP
growth is expected to pick up to about 4% in 2012 (about 1% in
per capita terms), supported by post-flood reconstruction and in-
vestment. The current account is set to remain firmly in deficit, as
is the budget balance. Concessional lending will continue to
finance both deficits to a large extent. We expect broad compli-
ance with the IMF's extended credit facility to continue until its
expiry in mid-2013, which should ensure fiscal prudence.

Botswana (Republic of) (A-/Stable/A-2) 
The ratings on Botswana reflect its strong public sector balance
sheet, as well as its well-managed minerals-based economy, and
its long record of  political stability. These factors are offset by a
heavy reliance on mining sector performance despite diversifica-
tion efforts, and still-significant development needs. The recent
surge in GDP is owing to strong growth in exports and strong
household consumption. While the approval of  a supplementary
budget authorizing additional spending may exert some pressure
on the fiscal account in 2011/12, it should be offset by revenue
growth on the back of  high prices of  diamonds and expected high
revenues from the Southern African Customs Union (SACU). A
current account surplus of  around 2% is forecast for 2012.

Burkina Faso (B/Stable/B) 
We expect the widespread social unrest witnessed in 2011 to
abate in 2012, but we think localized outbursts are likely, in particu-
lar around the legislative and local polls now due in November. We
anticipate that policies aimed at quelling unrest, particularly
subsidies and investment spending, will put pressure on the fiscal
position. The outlook for the economy is positive, with growth
expected to remain brisk in 2012 on the back of  higher gold, other
metals, cotton, and cereals production, which will also support
export performance. However, the economy will remain highly
vulnerable to fluctuations in the traditionally volatile prices for its
primary commodity exports and its import needs. Also weighing
on the rating is that poverty levels will remain very high.

Cameroon (Republic of) (B/Stable/B) 
The controversial re-election of  the elderly president Paul Biya in
2011 ensures continuity in policymaking, although there is a  risk
that ill health will force his departure from office before the end of
his seven-year mandate. The economy remains overly dependent
on a narrow basket of  primary commodity exports, particularly

“S&P anticipates that
continuing high oil prices
should help to sustain
solid current-account
surpluses of  some of  the
rated oil-exporting sov-
ereigns in 2012.”

SOvereIgN rOUNd Up: hIgh COmmOdITy
prICeS ANd INFrASTrUCTUre SpeNdINg
FUeLINg grOWTh IN SUB-SAhArAN AFrICA 

Christian Esters, Analytical Manager at S&P, provides a round-up of sovereign ratings in Africa , and
discusses the issues affecting creditworthiness across the continent
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oil, and poverty is persistently high. The fiscal position will be
supported by rising oil receipts, although will remain in deficit, and
the continuation of  costly fuel price subsidies adds unwelcome
pressure. Economic growth is expected to pick up in 2012,
primarily owing to increased hydrocarbons output. 

Cape Verde (Republic of) (B+/Stable/B) 
Cape Verde’s political situation remains among the most stable in
Africa. Nevertheless, inability to tackle high unemployment and
other social issues could undermine the stability position in the
coming years. Economic growth in 2011 was supported by public
investment and a surprisingly vibrant tourism sector despite weak
economies in Europe, which is the main source of  tourism and in-
vestment. However, further deterioration in the external environ-
ment, particularly the eurozone, could reduce tourism revenues
and investment and pose a significant threat to both growth and
the external balances. 

Gabonese Republic (BB-/Stable/B) 
Following the legislative election in December 2011, president Ali
Bongo appointed a new administration in February 2012,
although we do not expect any major shift in the government's
policy framework. Economic reforms, aimed at diversifying the
Gabonese economy, are likely to continue. We expect GDP to
grow by 4% in 2012, driven by domestic demand. Gabon
continues to benefit from high oil prices. This, if  sustained, should
ensure comfortable fiscal and current account surpluses over the
next few years. 

Ghana (Republic of) (B/Stable/B) 
The stable outlook reflects our view of  strong GDP growth, the
continuation of  a tradition of  democratic politics, and increasing
oil production volumes in the Jubilee field. Ghana showed speedy
growth in 2011, estimated at around 13%, boosted by oil produc-
tion. Annual inflation drifted lower to single-digits, averaging 8.7%
in 2011. However, the ratings continue to be constrained by weak
fiscal discipline and accumulated fiscal arrears, and we believe
pre-election spending may add to fiscal pressures. Arrears
clearance worth Ghanaian cedi (GHS) 1,068 million was made in
the first three-quarters of  the year. The outstanding arrears ap-
proximated to GHS1.8 billions (3.3% of  GDP).

Kenya (Republic of) (B+/Stable/B) 
Kenya continues to face security and terrorism-related risks owing
to crisis in Somalia, which is embroiled in a civil war. The security
risks from Somalia, fears of  a resurgence of  violence in the wake
of  general elections, and the global economic environment may
affect general economic prospects as well as tourism earnings in
2012. A proposed bill to regulate interest rates, if  enacted, could
jeopardize IMF funding under the Exogenous Shocks Facility
(ECF). A severe drought in the East African region as well as high
oil and food prices led to rising inflation, weak economic growth, a
widening of  the current and fiscal accounts, and a depreciation of
the shilling in 2011, although inflation has moderated in 2012. 

Mozambique (Republic of) (B+/Stable/B) 
We expect economic growth in Mozambique to average a brisk
8% per year over the medium term, given large capital inflows in
the mining and infrastructure sectors. However, despite rapid
economic growth, poverty prevalence will remain extremely high,
with GDP per capita of  just US$592 expected in 2012. Also,
despite expectations that inflation will slow to single digits in 2012,
price shocks pose a risk to political stability. Inflation will also
remain a serious challenge for monetary policy and to fiscal sus-
tainability. Over the coming years, fiscal deficits are expected at
about 4% of  GDP, and will be largely covered by donor funds.
Gross government debt is set to decline steadily as a percentage
of  GDP, to 36% of  GDP by 2014 from an estimated 41% of  GDP
in 2011. 

Nigeria (Federal Republic of) (B+/Positive/B; Nigeria
national scale ngA+/--/ngA-1) 
For 2012, we estimate real GDP growth per capita of  just over 4%,
based on increasing domestic and export demand. Growth in
2012 will be somewhat constrained by the effect of  a nationwide
strike, which took place in early 2012 in reaction to the govern-

ment’s intention to remove the fuel subsidy. Although the govern-
ment backed down on its initial proposal to remove the entire
subsidy, it still reduced it by half, potentially freeing up significant
fiscal resources. 

Rwanda (Republic of) (B/Positive/B) 
Rwanda's GDP grew by 8%-9% in 2011. We project that growth
will continue to be strong at 7% on average over the next few
years. Despite the political stability achieved under President Paul
Kagame, we see lingering risks from Rwanda's history, from
possible unrest in the neighboring region, and from people poten-
tially frustrated with the government’s top-down approach to
economic management. The government has invested signifi-
cantly in infrastructure and skills development, and has made con-
tinuous reforms to improve the business climate.

Senegal (Republic of) (B+/Negative/B) 
In March 2012, Macky Sall defeated the incumbent presidentAb-
doulaye Wade, who had been in power for 12 years. We do not
expect major economic policy changes. Economic growth in
Senegal in 2011 was only about 2%, and inflation reached about
3.4% on account of  high food and fuel prices. The lower than an-
ticipated growth performance is mainly due to adverse weather
conditions, which triggered a 25% decrease in agricultural produc-
tion, and to disruptions in the electricity supply. We expect growth
to pick up in 2012, in part reflecting strong public investment in in-
frastructure and in the electricity sector.

South Africa (Republic of) (BBB+/Negative/A-2; local
currency A/Negative/A-1; South Africa national scale
zaAAA/--/zaA-1) 
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, targeting a general government deficit of  3%
of  GDP by 2014. We consider, however, that this goal is vulnerable
to public sector wage increases and multiple development needs
and social challenges. We expect gross general government debt
to stabilize at just under 43% of  GDP over the next three years.
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.

Uganda (Republic of) (B+/Stable/B) 
Despite a resounding victory in the February 2011 elections, Mr
Yoweri Musevini and the National Resistance Movement are
under pressure from the opposition to liberalize the political envi-
ronment. We expect economic growth in Uganda to remain fairly
strong in the following years as investment in the oil sector picks
up and the trade balance improves. We forecast GDP growth of
5.5% and 6.2%, respectively, in 2012 and 2013. We expect infla-
tionary pressures to ease significantly over the short term from
March 2012 levels of  around 21% as aggressive monetary tighten-
ing and improved food supplies improve the situation.

Zambia (Republic of) (B+/Stable/B) 
President Michael Sata won the general elections held on Sept. 20,
2011, against former president Rupiah Banda, whose party had
been in power for two decades. We expect overall economic
policy continuity, as well as strong copper prices, to continue to
support Zambia's per capita GDP growth at about 5%. The
economy has been buoyed by an exceptional maize harvest in
2011, still-high copper prices, and strong investment in the mining
sector. Despite high copper prices, we estimate that the current
account surplus will slip below 2% of  current account receipts
(CARs) because of  large imports needs.

Further information is available on the global Credit portal in the
Industry report Card entitled: “high Commodity prices And Infrastruc-
ture Spending Are Fueling growth Among Sub-Saharan African Sover-
eigns” 

“Rwanda's GDP grew by
8%-9% in 2011. We
project that growth will
continue to be strong at
7% on average over the
next few years.”
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L
ike many emerging economies, South Africa faces the
challenge of  balancing the need to spend on infrastruc-
ture and increase workforce skills against cutting its
current account deficit. Jean-Michel Six, Standard &
Poor's Chief  Economist for Europe, the Middle East,

and Africa, answers questions from Konrad Reuss, Managing
Director for South Africa and southern Africa, about the economic
outlook for the Republic of  South Africa (foreign currency
BBB+/Negative/A-2, local currency A/Negative/A-1, South
Africa national scale zaAAA/--/zaA-1.) in an uncertain global en-
vironment.

What's your growth forecast for South Africa and what do
you see as the major challenges ahead?
We expect GDP growth to slow to 2.7% this year from 3.1% in
2011, before accelerating again thanks to stronger exports toward
3.6% in 2013. Looking beyond those numbers, the key issues
facing South Africa are, first, endemic unemployment that calls for
vigorous labor market reforms and a push for skills development;
and second, a widening current account deficit. In 2011, the
current account deficit narrowed to 3.3% of  GDP, helped by
strong export growth and favorable terms of  trade. For 2012, we
anticipate that the deficit will increase to 4.2% of  GDP. Like other
emerging economies that face similar trends, South Africa
depends on foreign direct investment and portfolio flows to
finance this deficit. This dependence could become a liability if
sudden shifts in global risk appetite dry up portfolio flows.

How does South Africa's economic performance compare
with that of  other middle-income countries?
I would say that South Africa's growth performance puts it in the
middle of  its peer group. Its real GDP growth since 2005 has out-

performed Thailand and Mexico, but fell behind Brazil and India
(see chart 1). This is because the South African economy
continued to suffer from supply shortages, including those
resulting from infrastructure bottlenecks and the skill shortages
that we've mentioned.

However, the need to improve infrastructure remains a key
priority for the government and we believe spending in this area
will continue to be a major growth engine for the economy. South
Africa's ratio of  investment to GDP recovered to 19.3% in 2010
from 17.0% in 2005, but was still down from 23% in 2008. Last
year, this ratio sank back slightly to 18.9% after projects related to
South Africa's hosting of  the 2010 World Cup came to an end.
The government's infrastructure drive for the years ahead includes
power plant construction, expansion and upgrade of  transport
networks, and the provision of  new sanitation and water infra-
structure.

How do you characterize South Africa's performance of
3.1% real GDP growth last year?
Growth was solid and fairly balanced in 2011, with private and
government consumption on the one hand, and investment
spending on the other contributing equally - while real exports
rose by nearly 6%. After rising in the first half  of  the year, unem-
ployment fell in the third and fourth quarter, pulling the jobless rate
down to 24% by year-end. Indeed, data from the South African
statistical office reveal that 372,000 jobs were created last year.
Most of  the job gains were in finance and other business services
and the trade sector. Employment in the manufacturing sector was
roughly flat on average for the year. Still, this improvement in the
labor market is somewhat misleading. The drop in the jobless rate
was attributable to a change in the way employment figures count
discouraged workers, that is those eligible for work but who

choose not to do so. This took 108,000 people out of  the
unemployment statistics. Truly reducing unemployment
therefore remains a major challenge. We note that the
South African central bank (SARB) estimates that GDP
growth would need to exceed 7% to meaningfully and sus-
tainably reduce unemployment. South Africa hasn't seen
such growth in the past decade.

Why do you believe growth will slow in 2012?
South Africa is a relatively open economy where exports
of  goods represent about 25% of  GDP. The flipside to this
is that it makes the country vulnerable to weaker
economic conditions in the rest of  the world and espe-
cially indeveloped markets.

That said, if  we look at South Africa's exports by
regional destination, Asia comes first with 37.6% of  the
total in March of  this year. True, exports to China and
other Asian markets have slowed since the middle of  last
year. But we anticipate that these markets will regain
momentum on the back of  accommodative monetary

“Growth was solid and
fairly balanced in 2011,
with private and govern-
ment consumption on
the one hand, and invest-
ment spending on the
other contributing
equally...”

SOUTh AFrICA'S eCONOmy STILL SUFFerS
FrOm SKILL ANd INFrASTrUCTUre 
BOTTLeNeCKS

Jean-Michel Six, S&P’s Chief  Economist EMEA, tackles the important questions on South Africa’s economy,
including its past performance and its future prospects
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policies in the final quarter of  this year. Europe is the second-
largest export destination, with 23% of  the total, and the region is
experiencing recessionary conditions. However, South African
exports aren't feeling the full brunt of  this because more than 85%
of  its exports to the region go to Germany, the U.K., Switzerland,
the Netherlands, and Belgium. These markets should fare rela-
tively better than those in the southern part of  Europe such as
Spain and Italy.

We expect South Africa's real export growth to slow to about
2.5% this year from 6% last year. Yet, we also anticipate that the
trade balance will deteriorate proportionally more than export
trends would suggest. We believe the trade balance will swing
from a surplus of  0.6% of  GDP in 2011 to a deficit equivalent to
1.5% of  GDP, widening the current account deficit as well. This
deterioration is due to South Africa's high propensity for imports,
especially for manufactured goods. We also see a surge in demand
in this area in coming years arising from the government's infra-
structure drive.

Do you believe that growth in domestic demand can offset
weaker foreign trade?
We think that the recovery in fixed investment, which started in
2010, is likely to continue. First, as noted above, government infra-
structure spending will remain a major support for growth.
Private-sector capital spending should also remain a contributor,
in our view, mainly because of  low interest rates and improved
corporate profitability. Nevertheless, the outlook for consumer
demand, which represents more than 60% of  GDP, appears more
uncertain.

But retail sales picked up in March according to the latest
figures released by Statistics South Africa. Isn't this a
positive signal?
Retail sales indeed rose 5.3% in the 12 months to March from
3.1% a month earlier. But on an annualized basis, the rate dropped
4.5% in the first quarter of  2012, compared with 9% growth in the
last quarter of  2011. What's more, we believe that the fundamen-
tals point to weaker overall consumption growth this year. Real dis-
posable incomes rose by 5.4% in 2011, according to our
calculations. But that rate should come down to about 3.5% this
year on the back of  lower wage increases and rising discretionary
costs, such as for utilities and fuel.

Furthermore, the household sector is still deleveraging. It's
focused on reducing debt rather than taking on more. Household
debt has fallen from its 2008 peak of  82.7%, but remains high, at

74% in the final quarter of  last year. On the other hand, the drop in
the debt-service ratio from low interest rates should come a
welcome relief  to households. Overall, we expect household con-
sumption to grow a slower 3.5% this year and in 2013, compard
with 5% last year. 

What about monetary policy? Hasn't credit growth under-
pinned consumer demand?
Bank loans to the private sector expanded 9.1% in the 12 months
to March, up from 7.9% in February. Although below the 20%-
25% between 2005 and 2008, the recent acceleration in loan
growth is still a risk, in our view. That's because the share of  un-
collateralized loans keeps going up and could result in an uptick in
problem loans for banks.

The SARB has kept its policy rate flat since November 2010
despite a steady increase in the inflation rate. We think that
inflation will remain at the top end of  the bank's 3%-6% target
range. Still, we wouldn't expect that the SARB will start tightening
before the very end of  this year because it will remain concerned
about slower growth in the economy.

Further information is available on the global Credit portal in the
economic research piece entitled: “South Africa's economy Still
Suffers From Skill And Infrastructure Bottlenecks” 

“We believe the trade
balance will swing from
a surplus of  0.6% of
GDP in 2011 to a deficit
equivalent to 1.5% of
GDP...”
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The ratings on African Development Bank (AFDB)
are based on its strong liquidity and capital position,
prudent financial management and policies, and
strong support from its members, which include 11
‘AAA’ rated countries, and which contribute Special

Drawing Rights (SDR, international foreign exchange reserve
assets, allocated by the International Monetary Fund) of  USD$6.9
billion in callable capital. These factors offset the bank's relatively
risky loan portfolio and high level of  nonperforming loans (NPLs),
as well as the inability of  the governments of  most African
countries to borrow from the bank.

AFDB, a regional multilateral development finance institution
(MDFI), was established in 1964 by 29 African countries. Nonre-
gional members were admitted from 1982, and AFDB's member-
ship now includes 53 African and 24 nonregional countries. AFDB
is the keystone of  the African Development Bank Group (AFDB
Group), which includes soft-loan windows African Development
Fund (AFDF) and Nigeria Trust Fund (NTF). AFDF and NTF
make grants and loans at concessional rates; their loans and
grants help to maintain support for AFDB in countries not
currently eligible to borrow from the bank. However, while AFDB
has an equity investment in AFDF, it is not responsible for the
financial obligations of  either of  these funds, both of  which are
unrated.

Historically AFDB has provided medium- and long-term loans
primarily to African governments and other public-sector entities
with sovereign guarantees; however, its focus on the private sector
has been increasing over the past few years. The bank also makes
equity investments and has provided a few small guarantees. At
year-end 2010, 97% of  the bank's development-related exposure
(DRE) was loans, 2% equity investments, and 1% development-
related debt securities. Of  outstanding loans, 81% were to govern-
ments or were government guaranteed. Financing approvals to
private sector entities were about SDR1 billion in 2010, but their
proportion relative to total approvals increased to about 40%
owing to a sharp decrease in public sector disbursements.

Since 1995, AFDB has restricted its sovereign lending to its
most creditworthy regional member countries. In principle, 16
African countries are eligible to borrow from the bank; however, of
these 16 Zimbabwe (unrated) is ineligible for new disbursements
due to ongoing arrears and Libya (unrated) has never borrowed.
The other 37 African countries have been able to borrow only
from AFDF and NTF since 1995. Lending to the private sector,
however, is not restricted to eligible countries. AFDB's outstanding
loan exposure increased by 10% during 2010 to SDR8,293 million,
following a 29% growth rate in 2009 and annual growth rates of
4%-5% in the two preceding years. Growth was driven by budget
support loans and loans to private sector entities for infrastructure
projects. As AFDB's treasury investments remained practically the
same, outstanding loans remained at 45% of  total assets.

Reflecting the weak credit-standing of  many of  its regional
members, SDR457 million of  public sector loans (6.8% of  total
public sector loans) had principal or interest payments past due by
more than six months at year-end 2010, mostly from Zimbabwe;
the amount of  arrears was significantly reduced from year-end
2008 levels as Côte d'Ivoire (unrated) eliminated its arrears of
SDR309 million in March 2009. Of  private sector exposure, 1.5%
was in arrears at year-end 2010.k economies in Europe, which is

the main source of  tourism and investment. However, further dete-
rioration in the external environment, particularly the eurozone,
could reduce tourism revenues and investment and pose a signifi-
cant threat to both growth and the external balances. 

In our view, the expected losses embedded in AFDB's loan
portfolio are much smaller than they might appear. Standard &
Poor's expects AFDB to receive historical treatment as preferred
creditor on its sovereign and sovereign-guaranteed loans
compared with that received by commercial and bilateral lenders.
Given the economic distress of  many of  its borrowing members,
however, this special status may be of  limited value. More
important are the payments AFDB expects to receive on behalf
of  its borrowers through the Highly Indebted Poor Countries
(HIPC) Initiative of  the International Monetary Fund and the
World Bank. Twenty-three member countries had achieved HIPC
“completion point” status and seven had achieved “decision point”
status by year-end 2010 and a further three had been designated
“predecision point” countries. Under the HIPC framework, the
HIPC Trust Fund repays a substantial portion of  eligible loans. In
addition, we expect other debt relief  initiatives to place these
countries in a better position financially to service their external
debts, including those to AFDB.

AFDB's narrow risk-bearing capacity (provisions for losses plus
adjusted shareholders' equity) dropped to 57% of  DRE at year-
end 2010 from 61% of  DRE at year-end 2009. AFDB's financial
strength is bolstered by its callable capital, of  which SDR5.6 billion
is from countries rated ‘AAA’ by Standard & Poor's (SDR6.9 billion
at year-end 2010, including callable capital from the U.S., the rating
on which was lowered to ‘AA+’ on Aug. 2011). The bank's liquidity
position continues to be one of  the strongest among rated MDFIs.

AFDB's ratio of  reserves for losses, adjusted shareholders'
equity, and ‘AAA’ callable capital (its broad risk-bearing capacity)
to DRE was 134.8% at year-end 2010 (120% without callable
capital granted by the U.S.). AFDB's board of  governors approved
a sixth general capital increase in May 2010, which tripled the
bank's authorized capital, and if  fully subscribed, would double the
bank's paid-in capital. However, AFDB's capital adequacy, despite
weakening due to strong asset growth in 2010, is still strong
compared with that of  other MDFIs.

In recent years, AFDB has distributed most of  its net income for
various developmental purposes. AFDB's income before transfers
approved by its board of  governors was SDR214 million during
2010, down from SDR231 million a year earlier, resulting in a
return on average assets plus guarantees of  1.2% and a return on
average adjusted shareholders' equity of  3.1%.

The outlook is stable. We expect AFDB's liquidity to remain
very strong and its high franchise value to increase, given the
attention Africa is receiving from the international donor
community. We believe that the subscription and payment of  the
recently approved capital increase by AFDB's shareholders could
support the capital adequacy. Our view on shareholder support
could change if  shareholders do not pay in the expected amounts.

Further information is available on the global Credit portal in the
research summary entitled: “African development Bank” 

“AFDB's capital
adequacy, despite
weakening due to strong
asset growth in 2010, is
still strong compared
with that of  other
MDFIs.”

The rATIONALe BehINd The AFrICAN 
deveLOpmeNT BANK’S ‘AAA/STABLe/A-1+’
CredIT rATINg gIveN IN SepTemBer 2011

Christian Esters, Analytical Manager at S&P, identifies strong liquidity, prudent financial management and
strong support from members, including 11 'AAA' rated countries, as key factors underpinning the rating
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