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CARE SA assigns Global Scale — Long Term Foreign Currency
Rating of “CareEdge BB"” (Unsolicited) with a ‘Stable’ outlook to
the Republic of South Africa

Issuer rating CareEdge BB/Stable (Unsolicited)

Credit Profile

South Africa’s credit profile primarily reflects its weak economic structure as well as its fiscal profile.
These challenges, however, are offset by the country’s favourable external position and a strong track
record of monetary policy management.

The government’s key priorities are to implement reforms in key economic sectors, such as logistics
and power, and to achieve fiscal consolidation, which may both be challenging and time-consuming.
While the vote to pass the FY26! Budget on 2 April lent some support to the government’s fiscal
objectives, a deconstruction of the vote reflects disunity amongst political parties within the coalition
government, given that two parties within the coalition voted against passing the Budget. There are
now heightened concerns regarding the composition of the coalition government and whether these
parties will continue to participate in the current coalition structure. This may dent investor confidence
at a time when South Africa requires much-needed investment for growth and continuity in the pace of
policy reforms. As such, this remains a key monitorable for CARE SA.

Outlook: Stable

South Africa’s stable outlook reflects ongoing structural reforms in key sectors, such as energy and
logistics, which are expected to increase GDP growth. On the external front, we expect foreign direct
investments (FDI) to remain strong while any speculative asset sales by foreign investors will continue
to be buffered by South Africa’s positive net international investment position. On the fiscal side, the
FY26 Budget remains prudent, and the recent vote to pass the Budget sets South Africa on track to
achieve fiscal consolidation. For example, the increase in the VAT rate and the unwinding of the COVID-
19 social relief of distress (SRD) grant, among other measures, should lead to a decrease in both the
fiscal deficit and the debt-to-GDP ratio over the medium term, lending support to maintaining a positive
primary balance in the medium term.

1 Financial Year for South Africa is 01 March to 28 February. FY26 represents the FY2025/2026 fiscal year and the 2025 calendar year.
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Upside scenario

The ratings could be improved if there is a rapid infrastructure recovery in the energy, rail, and port
sectors, supported by improvements in the associated state-owned enterprises (SOEs), which ultimately
translate into higher-than-expected growth outcomes over the medium term. This scenario would also
support the country’s fiscal position, given that an improvement in growth should see revenue growth
fare better. Further, the subsequent improvement in the associated SOEs should also reduce allocations
of contingent liabilities over the medium term, thereby supporting a lower debt-to-GDP profile.

Downside scenario

A downgrade may stem from persistent supply-side constraints resulting from sluggishness in policy
reforms in key sectors, such as energy and logistics, which continue to hinder growth and increase
input costs. Furthermore, a deterioration in investor confidence stemming from a lack of coordination
within the current coalition government or severed political ties with the US, which would detract from
investment and ultimately growth, would be negative for ratings. Lastly, if the direct impact of the
recently announced reciprocal tariffs by the US government is compounded with an indirect impact
stemming from a deterioration in investor confidence, this will also be ratings negative, as this would
lead to a weaker growth profile, tighter monetary policy and higher financial outflows.

Key Rating Drivers
Economic Structure & Resilience

The economy is constrained by a rigid labour market, large income inequality and supply side
constraints. The latter stemming from poor governance and deteriorating infrastructure, which have
seen electricity shortages and high logistics costs. As a result, growth has failed to average above 1%
over the past decade (2014-2024). Reforms are currently underway with the associated state-owned
enterprises (SOEs), specifically Eskom for power generation, distribution, and transmission, and
Transnet for logistics. Furthermore, as per the FY26 Budget, the government has also allocated over
ZAR 1 trillion towards infrastructure spending over the medium term (FY26- FY28) to enhance reform
efforts. As such, growth is projected to increase to 1.5% in 2025 and 1.7% by 2027. These challenges
are offset by a well-diversified economy, featuring a competitive financial services sector and a sizable
mining industry.

Fiscal Strength

Government finances face multiple challenges, including a low revenue base and a lack of flexibility in
expenditure. These are partly a reflection of the weak economic structure, coupled with an expanding
wage bill (estimated at 31.7% of total expenditure in FY26) and high interest-to-revenue payments
(estimated at 21.6% in FY26).

The FY26 Budget remains prudent and the recent vote in Parliament to pass the Budget sets South
Africa on track to achieve fiscal consolidation. This will be achieved through increases in value added
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taxes (VAT), outlaying ZAR 3.5 billion for more effective revenue collections and not extending the
Social Relief of Distress (SRD) grant beyond FY26. As such, the general government’s debt-to-GDP ratio
is projected to peak at 76.2% in FY26 before steadily declining to 75.1% by FY28. Nonetheless, risks
stem from the execution of reducing expenditure over the medium term, for example, if struggling
SOEs require further recapitalization, as was done in the past (contingent liabilities are currently
estimated at 13.3% of GDP in FY25), or if the SRD grant is extended ahead of local elections next year.

While the FY26 Budget must still pass subsequent rounds of voting by various committees, which will
only be concluded by June 2025, the proposed VAT rate increase will remain effective at least for FY26.
Further, the rest of the voting processes should mirror the first round of voting done in Parliament. As
such, it is our view that much of the uncertainty surrounding the Budget has largely subsided.

External Position & Linkages

The current account deficit (CAD) narrowed to 0.6% in 2024 from 1.5% in 2023, reflective of the
sustained trade balance surplus through 2024. Nonetheless, this momentum may dissipate in 2025
amid an expected recovery in domestic demand, which is expected to get an additional boost from
easing logistics constraints, especially at import-concentrated ports. On the other hand, exports are
likely to come under pressure given ongoing global trade war concerns and the recent announcement
of reciprocal tariffs announced by the US government. However, the direct impact of reciprocal tariffs
may be muted, given that South Africa’s export composition with the US comprises 50% minerals,
which remains an exempt tariff category. Further, the country could also benefit from better terms of
trade if mineral prices, such as gold continues to increase or if the dollar comes under pressure.
Nonetheless, the IMF forecasts the CAD to widen to 1.7% in 2025 and reach 2% by 2027.

The CAD is primarily funded through stable net foreign direct investments (FDIs) and partly by portfolio
inflows. While a reliance on portfolio inflows could expose the country to vulnerabilities, South Africa
has a favourable net international investment position (NIIP) of around 30% of its GDP as of 2023.
Furthermore, South Africa is expected to receive inward foreign direct investment (FDI) worth ZAR 96
billion in 2025, which may also improve its external position. These investments include Google South
Africa’s R2.5 billion cloud project and the EU's R93.5 billion Global Gateway Investment Package.

The entry on the Financial Action Task Force's (FATF's) grey list in February 2023, due to weaknesses
in policies relating to anti-money laundering and countering the financing of terrorism, could impact
financial inflows. However, due to the National Treasury’s ongoing exercise to strengthen the financial
system, the country is expected to exit this list by October 2025, which will mitigate this risk.

Monetary & Financial Stability
South Africa adheres to a floating exchange rate; however, the South African Reserve Bank (SARB)
may intervene in the foreign exchange market to smooth out the volatility of the exchange rate. The
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SARB demonstrates strong adherence to its mandate for inflation and financial stability, with an inflation
target band of between 3% and 6%. Inflation eased to 4.4% in 2024 from 6.0% in 2023 and is expected
to decline to 4.0% and 4.5% in 2025 and 2026, respectively, the midpoint of the SARB's target band.

The banking sector's health is robust, with manageable non-performing loans of around 5.4% (2024)
of total loans, assets exceeding 100% of GDP, and adequate capital levels. The five largest banks in
the country hold over 90% of total assets. However, we note that the financial sector's exposure to
sovereign risks has increased, with bank claims on the public sector rising to 16.4% of total assets in
Q3 2024 from 13.7% in Q4 2019. This exposure is higher in smaller banks, which adds a layer of risk.
Nonetheless, recent stress tests by the SARB have indicated that major banks and insurers remain
resilient to macroeconomic and financial shocks.

South Africa's financial sector is highly developed within the African region. Large institutional investors,
including pension funds, insurers, and mutual funds, have assets exceeding 200% of GDP. Lastly, the
country has a stock market capitalization of around 272% of GDP (2023), owing in part to the presence
of large multinational corporations, dual listings (of around 12%) and participation from regional
companies on the Johannesburg stock exchange (JSE).

Institutions & Quality of Governance

The country has robust institutions such as the National Treasury and the SARB. However, systemic
corruption, particularly within SOEs, has weakened overall governance. There are also concerns about
the composition of the coalition government, given that two political parties within the coalition did not
vote for the FY26 Budget to be passed. If disagreements persists and/or a new coalition is formed, this
may dent investor confidence and hinder the pace of policy reforms, thereby weakening overall
governance.
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South Africa— Select Indicators

_ Unit | 2018 | 2019 | 2020 | 2021 | 2022 m 2024F | 2025F | 2026 F m

Economic Indicators

usD
Nominal GDP Billion | 405.1 | 389.2 | 337.9 | 420.8 | 406.8 | 380.6 | 404.0 419.0 434.0 449.0
GDP Per Capita (Constant- USD
PPP) 14,666 | 14,481 | 13,390 | 13,906 | 14,007 | 13,897 | 13,836 | 13,836 | 13,835 | 13,842
Real GDP Growth % 1.6 0.3 -6.2 5.0 1.9 0.7 0.8 1.5 1.6 1.7
GFCF/GDP % 159 | 155 138 | 132 | 142 15.2 13.9 - - -
Gross Domestic o
Savings/GDP %o 16.7 16.3 16.7 190 | 176 16.3 - - - -
Exports (G&S)/GDP % 275 | 272 | 276 | 311 33.4 32.8 31.8 - - -
Working-Age (15-64)
$°E’UI')ati°" (% Share in % 664 | 666 | 669 | 672 | 67.3 67.4 67.4 67.4 67.3 67.3
ota
Old-Age (65+) Population o
(% Share in Total) 0 5.8 5.9 6.1 6.2 6.4 6.7 6.7 6.9 7.1 7.3
Fiscal Indicators — General Government
Fiscal Balance/GDP % 37 | 51 | 96 | -55 | -43 -5.4 -6.1 -6.6 -5.8 -5.4
Revenue/GDP % 26.4 26.3 25.0 27.0 27.6 27.1 26.8 26.8 26.9 26.9
Expenditure/GDP % 30.2 31.4 34.6 32.5 31.9 32.6 32.9 33.3 32.6 32.3
GG Gross Debt/GDP % 51.5 56.1 68.9 68.7 70.8 73.4 75.7 78.3 80.1 81.7
GG External Debt (by o
Creditor)/GG Gross Debt 0 29.6 29.8 26.4 25.5 244 23.8 - - - -
Interest/Revenue 13.4 14.2 17.5 159 16.9 19.0 20.4 19.4
External Indicators
Current Account
Balance/GDP -2.9 -2.6 2.0 3.7 -0.5 -1.6 -0.6 -1.7 -1.8 -2.0
FDI, Net Inflows/GDP % 1.4 13 0.9 9.7 2.3 0.9 - - - -
Outstanding FII o ) ) ) )
Liabilities/GDP ) 57.6 63.9 67.1 49.5 48.1 48.2
NIIP/GDP % 11.1 8.0 33.2 24.3 20.3 26.7 - - - -
Foreign Exchange Reserves Bitljli)as 50.4 514 54.1 55.5 59.1 61.7 62.9 - - -
Import Cover Months 4.7 5.1 7.2 5.4 4.4 5.3 5.4 - - -
External Debt/GDP % 42.6 47.6 50.4 38.2 40.4 41.5 43.2 44.7 - -
Monetary and Financial Indicators
CPI Inflation % 4.6 4.1 3.3 4.6 6.9 5.9 4.4 4.0 4.5 4.5
Exchange Rate (Average) Lﬁspgr 132 | 144 | 165 | 148 | 164 | 185 | 183 - ; -
Non-Performing o } ) }
Loans/Total Gross Loans Yo 3.7 3.9 5.2 4.5 4.8 5.2 5.3
Private debt, loans and % 720 | 725 | 732 | 659 | 672 | 652 - - - -

debt securities/GDP
Sources: International Monetary Fund, World Bank, Bank for International Settlements, National Sources, CareEdge Global

Note: F - Forecast; PPP — Purchasing Power Parity; GFCF — Gross Fixed Capital Formation; Exports (G&S) — Exports of Goods and Services; GG —
General Government; FDI — Foreign Direct Investment; FII — Foreign Institutional Investment; NIIP — Net International Investment Position; Data
refers to fiscal/calendar year and actual/estimate as reported by the source; Where general government data is unavailable, central government
data is used; Latest available data for 2023
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Criteria Applied
Sovereign Rating Methodology- Please refer to www.careedgesouthafrica.com
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CARE Ratings South Africa (Pty) Limited

Registered Address: 1% Floor, 35 Ferguson Road, Illovo, Sandton, 2196, Johannesburg, South Africa
Business Address: Spaces Atrium on 5%, 9% Floor, 5" Street, Sandton, 2196, Johannesburg, South Africa
FSC License No.: CRA007

About Us:

CARE Ratings South Africa (Pty) Limited (CareEdge SA) is incorporated in 2023 to provide credit ratings and related services in South Africa.
CARE SA is a wholly owned subsidiary of CARE Ratings Africa (Private) Limited (CareEdge Africa), which is a part of CareEdge Group based in
India. In October 2024, CareEdge SA has received its license from the Financial Sector Conduct Authority (FSCA) of South Africa, allowing it to
conduct and issue credit ratings for corporate bonds, sovereign ratings, financial institutions, structured finance, and green and sustainability-
linked bonds.

CARE SA provides Ratings of various instruments such as Bonds, Money Market Instruments, Bank Deposits, Structured Finance and Bank
Facilities. CareEdge South Africa also does Issuer Rating (Banks, Corporates, NBDTIs & Insurance companies), ESG Ratings, and Second Party
Opinion Reports.

About CareEdge Group

CARE Ratings Ltd. (CareEdge Ratings)

CareEdge Ratings, based out of India and the parent company of the CareEdge group, was incorporated in 1993 and is the one of the largest
Credit Rating Agency (CRA) of India and features amongst the top ten credit rating agencies globally. Since inception, CareEdge Ratings has
rated USD 2.5 trillion worth of debt and has undertaken over 95,000 rating assignments which includes ratings of large, mid and small corporates
as also sub sovereign and state utility companies. Please visit CareEdge website - https://www.careratings.com.

CARE Ratings (Africa) Private Limited

In the quest of supporting the development of capital market in African Union, CareEdge Group has set up the first rating agency of Mauritius -
CARE Ratings (Africa) Private Limited (CareEdge Africa) in 2014, which is licensed by Financial Services Commission of Mauritius and Capital
Markets Authority of Kenya. CareEdge Africa is also recognised by the Bank of Mauritius as External Credit Assessment Institution (ECAI).
CareEdge Africa’s shareholders are CARE Ratings, India (CARE Ratings), African Development Bank (AfDB), MCB Equity Fund (MEF) and SBM
(NFC) Holdings Limited (SNHL). Please visit CARE Ratings Africa website - https://www.careratingsafrica.com.

Disclaimer

This disclaimer pertains to the ratings issued and content published by CARE Ratings South Africa (Pty) Limited ("CARE SA”). Ratings are opinions
on the likelihood of timely payment of the obligations under the rated instrument and are not recommendations to sanction, renew, disburse,
or recall the concerned bank facilities or to buy, sell, or hold any security. Any opinions expressed herein are in good faith and are subject to
change without notice. The rating reflects the opinions as on the date of the rating. A rating does not convey suitability or price for the investor.
The rating agency does not conduct an audit on the rated entity or an independent verification of any information it receives and/or relies on
for the rating exercise. CARE SA Ratings has based its ratings/outlook on the information obtained from reliable and credible sources. CARE SA
Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or
omissions and the results obtained from the use of such information. The users of the rating should rely on their own judgment and may take
professional advice while using the rating in any way. CARE SA Ratings shall not be liable for any losses that user may incur or any financial
liability whatsoever to the user of the rating. The use or access of the rating does not create a client relationship between CARE and the user.

CARE SA DISCLAIMS WARRANTY OF ANY KIND, EXPRESS, IMPLIED OR OTHER WARRANTIES OR CONDITIONS, TO THE EXTENT PERMITTED
BY APPLICABLE LAWS, INCLUDING WARRANTIES OF MERCHANTABILITY, ACCURACY, COMPLETENESS, ERROR-FREE, NON-INFRINGEMENT,
NON-INTERRUPTION, SATISFACTORY QUALITY, FITNESS FOR A PARTICULAR PURPOSE OR INTENDED USAGE.

Most entities whose bank facilities/instruments are rated by CARE SA have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CARE SA or its associates may also be involved with other commercial transactions with the entity. CARE SA does not act
as a fiduciary by providing the rating. The ratings are intended for use only within the jurisdiction of India. The ratings of CARE SA do not factor
in any rating-related trigger clauses as per the terms of the facilities/instruments, which may involve acceleration of payments in case of rating
downgrades. However, if any such clauses are introduced and triggered, the ratings may see volatility and sharp downgrades. CARE SA has
established policies and procedures as required under applicable laws and regulations which are available on its website.

All rights reserved @ CARE Ratings (South Africa) Proprietary Limited.
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