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1. Introduction
Purpose of the series from a credit rating perspective

As part of its commitment to deepening sovereign risk analysis across the continent, Sovereign Africa
Ratings (SAR) is launching a series of research publications focused on Africa’s Regional Economic
Communities (RECs). These groupings play a pivotal role in shaping the macroeconomic, institutional,
and geopolitical environments in which sovereigns operate.

This series begins with the Southern African Development Community (SADC), a key regional bloc whose
policies, integration efforts, and institutional frameworks have direct implications for the
creditworthiness of its member states. By examining the structure, performance, and strategic direction
of SADC, SAR aims to provide stakeholders, including investors, policymakers, and development partners,
with a nuanced understanding of how regional dynamics influence sovereign risk profiles.

The series will also serve as a foundation for SAR's future rating and sectoral assessments, particularly in
areas such as regional debt sustainability, financial integration, and institutional resilience.

Importance of RECs in sovereign risk analysis

Regional Economic Communities are more than political alliances, they are economic ecosystems that
shape trade flows, fiscal co-ordination, infrastructure development, and crisis response mechanisms.
RECs offer critical context for evaluating:

Macroeconomic Stability: RECs influence regional trade balances, inflation trends, and
investment flows, which are key inputs in sovereign credit assessments.

Institutional Strength: The governance and enforcement capacity of RECs can either enhance
or undermine national institutions, thereby affecting transparency, the rule of law, and policy
predictability.

Debt and Fiscal Co-ordination: Regional frameworks may support debt harmonisation, fiscal
surveillance, or bailout mechanisms, which impact sovereign default risk.

Political Risk Mitigation: RECs often play a role in conflict resolution and democratic
consolidation, reducing political volatility across member states.

Financial Market Development: Initiatives such as regional bond markets or payment systems
contribute to financial deepening and investor confidence.

By analysing RECs, SAR seeks to highlight both the credit-enhancing and credit-constraining features of
regional integration, offering a more holistic view of sovereign risk in Africa.

2. Macroeconomic Overview of the Region
Aggregate GDP, growth trends, inflation, and fiscal balances

The SADC region presents a diverse macroeconomic landscape, characterised by significant variations in
economic size, growth performance, inflation dynamics, and fiscal health. The table below summarises
key indicators for 15 member states:
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SADC Macroeconomic Indicators - 2024

Country GDP (USD Real GDP Growth Inflation (%) Fiscal Balance (% of
Billion) (%) GDP)

105.3 2.8 135 -4.5
20.1 4.2 4.0 1.2
65.2 6.5 9.2 2.8
m 5.2 2.3 5.8 3.0
3.1 2.0 6.1 25
15.4 4.1 7.5 3.7

12.8 3.5 8.9 -4.0

m 14.6 3.8 43 1.5

19.7 5.0 7.8 3.2
m 139 2.7 6.0 2.0
1.2 3.2 2.0 1.1
W 399.0 1.0 5.4 -4.8
85.4 5.2 3.9 -3.1
w 30.2 45 10.2 -5.0
215 3.0 95.0 7.5

Trade and investment flows within SADC

SADC's trade and investment profile reflects both internal integration and external dependencies. South
Africa dominates both exports and imports, while China remains the leading external trade partner.

SADC Trade and Investment Flows

Indicator Value, 2024 (est.)

Total Exports USD 290 Billion
Total Imports USD 224 Billion
Main Exporter South Africa (USD 154B)
Main Importer South Africa (USD 103B)
Main Export Destination China (USD 68.7B)

Main Import Source China (USD 44.9B)
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Currency regimes and monetary policy co-ordination

A mix of peg-based regimes and independent monetary policies characterises SADC's financial
landscape. The Common Monetary Area (CMA), comprising South Africa, Namibia, Lesotho, and Eswatini,
exhibits high monetary co-ordination, while other member states maintain varying degrees of autonomy.

SADC Currency Regimes and Monetary Co-ordination

Currency Regime Monetary Co-ordination

Rand-based CMA

High (CMA)

Pegged to ZAR High (CMA)

Pegged to ZAR High (CMA)

Pegged to ZAR High (CMA)
Independent/Managed Float Moderate to Low

3. Institutional and Governance Framework
SADC's legal and operational structure

The Southern African Development Community (SADC) operates under a comprehensive legal
framework anchored in the SADC Treaty, originally signed in 1992 and subsequently amended to reflect
shifting regional priorities. This foundational document sets out the core objectives of the organisation,
including regional integration, economic development, and political cooperation among its member
states.

SADC's institutional architecture is designed to support these goals through a multi-tiered governance
structure. At the top is the Summit of Heads of State and Government, which serves as the highest
decision-making body and provides strategic direction. The Council of Ministers is responsible for
overseeing policy implementation and managing budgetary matters, while the Standing Committee of
Officials offers technical support and coordination across member states.

The SADC Secretariat, headquartered in Gaborone, Botswana, functions as the executive arm of the
organisation, handling day-to-day operations and executing regional programs. Complementing these
core bodies are Sectoral and Cluster Ministerial Committees, which focus on specific areas such as
finance, energy, trade, and infrastructure, helping to align national policies with regional priorities.

While this structure is intended to foster coherence and collective action, its effectiveness often hinges
on the political will and institutional capacity of individual member states. Variations in commitment and
resources can influence the pace and depth of regional integration, making implementation uneven
across the bloc.

Decision-making efficiency and enforcement capacity

SADC operates on a consensus-based decision-making model, which promotes inclusivity but can slow
responsiveness, particularly during times of crisis. While the Summit of Heads of State and Government
and the Council of Ministers provide strategic oversight, the enforcement of decisions is often non-
binding and depends on voluntary compliance from member states.
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Efficiency challenges persist, including overlapping mandates with other regional economic communities
(for example, COMESA and the EAC), limited financial autonomy of the Secretariat, and variable
institutional capacity across member states. These factors can hinder the timely implementation of
regional initiatives.

Nonetheless, SADC has made meaningful progress in peace and security. Its Organ on Politics, Defence
and Security Co-operation has played a stabilising role in managing regional conflicts and supporting
political transitions. This success demonstrates the potential of SADC's governance architecture when
member states align around shared priorities and mobilise resources effectively. Strengthening
institutional capacity and clarifying mandates will be essential to improving the bloc's agility and impact.

Role in promoting governance and transparency

SADC's commitment to governance is reflected in a range of protocols and frameworks that aim to
strengthen democratic institutions and promote inclusive development. Key instruments include the
SADC Principles and Guidelines Governing Democratic Elections, the Protocol Against Corruption, and
the SADC Gender and Development Protocol. These frameworks are designed to foster accountable
governance, uphold the rule of law, and advance gender equity across member states. From a credit
rating perspective, such efforts contribute to institutional resilience, which is a core component of SAR's
sovereign rating methodology.

Despite these formal commitments, enforcement remains uneven across the region. While some
member states have made meaningful progress in implementing governance reforms, others continue
to struggle with persistent challenges. These include weak judicial independence, limited transparency
in public financial management, and ongoing political interference. Such disparities affect the credibility
and effectiveness of governance systems, influencing both investor sentiment and sovereign risk
assessments.

To evaluate governance quality, SAR relies on a set of indicators that reflect political stability, institutional
effectiveness, and policy credibility. These scores, scaled from 0 to 100, are derived from global
governance indices such as the World Bank's Worldwide Governance Indicators and Transparency
International’s assessments. They help SAR gauge a country's institutional resilience and its vulnerability
to governance-related shocks, which are critical factors in determining sovereign creditworthiness.
Strengthening enforcement mechanisms and improving transparency will be essential for enhancing
governance outcomes and reducing rating volatility across the SADC region.
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SADC Governance Scorecard 2024

SADC Governance Scorecard

100
90
80
70
60
50
40
30
20
; I
0
© © S = 2 5 s @ ) o© © © © g
> ¢ §£ 5 % & § £ Z £ & § t =
< ] v % i %0 = g 'g © E c ﬁ o
o o w - < s IS z = e S
0 o © N =] i<
= o A
=
B Political Stability =~ mRule of Law  H Corruption Perception Government Effectiveness

4. Financial Integration and Capital Markets
Market Capitalisation 2024

SADC's capital markets remain unevenly developed, with South Africa playing a dominant role in terms
of market depth, liquidity, and overall capitalisation. As of 2024, the Johannesburg Stock Exchange (JSE)
accounts for more than 90% of the region’s total market capitalisation, surpassing USD 1 trillion. This
concentration reflects South Africa’s advanced financial infrastructure and its central role in regional
investment flows.

Other exchanges in Mauritius, Namibia, Botswana, and Zimbabwe contribute more modestly, with
market capitalisations ranging between USD 2 billion and USD 15 billion. While these markets offer
important platforms for domestic investment, their limited scale and liquidity constrain broader regional
capital mobilisation. In addition, several SADC member states either lack formal stock exchanges or
maintain only a handful of listings, further limiting access to long-term financing and private sector
development.

This disparity highlights the urgent need for deeper regional capital market integration. By harmonising
regulatory frameworks, expanding cross-border listings, and improving financial infrastructure, SADC
can enhance sovereign credit profiles and unlock more inclusive growth. Strengthening capital markets
across the bloc will be essential for financing infrastructure, supporting industrialisation, and reducing
reliance on external debt.

Cross-border banking and insurance regulation
SADC has made notable progress in co-ordinating financial regulation across borders:

The Protocol on Finance and Investment (FIP) promotes harmonisation of banking supervision, exchange
controls, and financial consumer protection. The Committee of Central Bank Governors (CCBG) facilitates
co-operation among member states’ central banks, including oversight of the Real-Time Gross Settlement
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(SADC-RTGS) system for real-time cross-border payments. The SADC Banking Association supports policy
alignment and sustainable banking practices across the region.

Ininsurance, SADC is advancing toward harmonised third-party insurance frameworks, aiming to reduce
regulatory fragmentation and facilitate cross-border coverage. These efforts contribute to financial
stability, risk mitigation, and credit transparency, key factors in SAR's sovereign rating methodology.

SADC's financial harmonisation agenda is guided by the Regional Indicative Strategic Development Plan
(RISDP) and the Protocol on Finance and Investment (FIP), both of which set the foundation for deeper
regional integration in financial systems. These frameworks aim to align regulatory practices, improve
cross-border financial flows, and strengthen the region’s overall financial architecture.

One of the key milestones is the SADC Real-Time Gross Settlement system (SADC-RTGS), which has been
operational since 2013. It now includes nearly all member states and over 85 banks, facilitating the
settlement of trillions of rand in real time. This system enhances payment efficiency and supports
regional trade and investment. In addition, member states are working to harmonise listing rules and
accounting standards, aligning corporate and financial reporting with international norms such as the
International Financial Reporting Standards (IFRS). These efforts contribute to greater transparency and
comparability across markets.

SADC is also advancing financial inclusion frameworks, with a focus on reducing remittance costs and
expanding access to formal financial services. The region has set a target of lowering transaction costs
to below 3% by 2030, aiming to make financial services more accessible and affordable for all.

Although progress varies across member states, SADC is steadily moving toward a common financial
architecture. This evolution is expected to enhance transparency, boost investor confidence, and
improve sovereign creditworthiness across the region.

5. Debt Sustainability and Fiscal Co-ordination
Regional debt trends and risk-sharing mechanisms

SADC member states display a wide range of debt profiles, reflecting differences in economic structure,
fiscal discipline, and institutional capacity. Countries such as Botswana and Mauritius maintain relatively
stable debt-to-GDP ratios, supported by prudent fiscal management and diversified revenue bases. In
contrast, Zambia, Zimbabwe, and Mozambique face elevated and volatile debt burdens, driven by
external shocks, commodity dependence, and limited access to concessional financing.

As of 2024, the average debt-to-GDP ratio across the region is estimated between 55 and 65 percent,
with several countries exceeding the IMF's sustainability thresholds. External debt exposure remains
high, particularly in economies reliant on commodity exports and foreign currency-denominated
borrowing. Rising debt service costs, compounded by tight global financial conditions and currency
depreciation, have placed additional pressure on fiscal space.

Despite these challenges, SADC does not yet have a formal regional debt mutualisation mechanism
similar to the European Union's fiscal compact. However, there are emerging discussions around regional
debt transparency initiatives, technical assistance for debt restructuring, and collaborative platforms for
creditor engagement. These efforts are still in early stages but represent promising avenues for risk-
sharing and coordinated fiscal support.
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Debt management practices also vary significantly across the region. South Africa, Namibia, and
Mauritius operate relatively sophisticated debt offices, equipped with issuance calendars, risk
dashboards, and investor relations programs. In contrast, countries such as the Democratic Republic of
Congo, Malawi, and Zimbabwe face persistent challenges in debt recording, forecasting, and risk analysis.
Several member states have adopted Medium-Term Debt Strategies and conducted Debt Sustainability
Analyses, often with support from the IMF and World Bank.

From SAR's perspective, strong debt management is essential for reducing rollover risk, improving
market confidence, and enhancing sovereign credit profiles. Strengthening institutional capacity and
promoting regional cooperation will be key to building more resilient debt frameworks across SADC.

Share of SADC Debt (%) = South Africa

Tanzania;3,40%

= Zambia
Malawi; 1,10% i
South Africa; 28,00% .
Mozambique;1,70% = Zimbabwe
= Botswana
= Namibia
Angola; 7,20%
= Angola
/ = Mozambique
Botswana; 0,40%
= Malawi
Zimbabwe; 5,10%
m Lesotho
= Mauritius
Zambia; 2,70% .
Tanzania

Role of SADC in supporting member states during fiscal distress

SADC does not currently operate a formal regional bailout fund or fiscal stabilisation mechanism.
However, it plays a supportive role in promoting fiscal coordination and resilience across member states.
This support is delivered through several channels, including policy coordination via the Committee of
Ministers of Finance and Investment, technical assistance under the Protocol on Finance and Investment,
and crisis monitoring through the Macroeconomic Surveillance Mechanism. These instruments help
facilitate dialogue, peer review, and shared learning during periods of fiscal distress.

Despite these efforts, SADC lacks the financial capacity of institutions such as the International Monetary
Fund or the African Development Bank. This limits its ability to provide direct financial support during
crises. To strengthen its role in fiscal risk mitigation, SADC could consider establishing a regional
contingency fund, enhancing early warning systems, and promoting fiscal convergence criteria among
member states. These measures would improve the bloc's ability to respond to economic shocks and
support long-term financial stability.

From the perspective of Sovereign Assessment Ratings (SAR), such reforms would significantly bolster
regional financial resilience. They would also contribute to more transparent and credible sovereign
ratings by improving fiscal predictability, reducing systemic risk, and reinforcing investor confidence in
the region’s economic governance.
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SADC Debt and Fiscal Balance Comparison

These indicators are central to SAR’s sovereign rating methodology, reflecting fiscal space, credit risk, and
macroeconomic resilience.

SADC Debt and Fiscal Balance Comparison 2024
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Debt dynamics across SADC member states reveal significant variation in fiscal health and sovereign risk.
Zambia, Zimbabwe, Mozambique, and Malawi are currently grappling with elevated debt burdens and
persistent fiscal deficits. These conditions signal high sovereign risk, limiting their access to affordable
financing and increasing vulnerability to external shocks.

In contrast, Botswana and Tanzania maintain relatively low debt-to-GDP ratios, which support stronger
fiscal credibility and more stable macroeconomic environments. Their prudent debt management
practices contribute to investor confidence and help anchor long-term fiscal sustainability.

Lesotho presents a unique case within the region. It stands out for maintaining a positive fiscal balance,
reflecting disciplined budgetary management. However, its overall debt level remains moderate,
suggesting that while fiscal performance is commendable, continued vigilance is necessary to preserve
stability. These diverse profiles underscore the importance of tailored debt strategies and regional
cooperation to strengthen fiscal resilience across SADC.
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Debt Affordability Metrics

Debt affordability reflects a country’s ability to service its debt without compromising fiscal sustainability.
SAR considers both debt stock and interest payment burdens when assessing sovereign
creditworthiness.

SADC Debt Affordability
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Interest payment dynamics across SADC member states reveal important distinctions in fiscal resilience
and debt sustainability. Zambia, Malawi, and Mozambique are currently facing high interest burdens,
which signal elevated debt distress risk. These countries often rely on external borrowing and face
challenges in managing debt service obligations, particularly under volatile exchange rates and global
financing conditions.

In contrast, Botswana and Lesotho maintain low debt service ratios, reflecting more conservative
borrowing practices and stronger fiscal buffers. Their ability to manage interest payments effectively
contributes to overall fiscal resilience and supports more stable sovereign credit profiles.

South Africa presents a more complex picture. While its interest payments are substantial, they remain
manageable due to the depth and sophistication of its domestic capital market. The country’s ability to
finance debt internally, coupled with transparent issuance practices, helps mitigate rollover risk and
maintain investor confidence. These variations underscore the importance of sound debt management
and diversified financing strategies across the region.

10
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Debt-to-Revenue Ratio
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Debt-to-revenue dynamics across SADC member states reveal important distinctions in fiscal
sustainability and sovereign risk. South Africa holds the largest share of the region's total debt,
accounting for approximately 28%. However, its debt-to-revenue ratio remains moderate, supported by
strong domestic revenue generation and a well-developed tax base. This fiscal capacity helps mitigate
rating pressure and supports long-term debt affordability.

Zimbabwe and Zambia, by contrast, exhibit high debt-to-revenue ratios, reflecting elevated fiscal stress
and limited revenue buffers. These conditions increase vulnerability to external shocks and heighten the
risk of rating downgrades, particularly in the absence of robust fiscal reforms or concessional support.

Botswana, Lesotho, and Namibia maintain relatively low debt burdens and strong revenue coverage,
contributing to greater fiscal resilience. Their prudent borrowing practices and effective revenue
mobilisation underpin stable credit profiles and enhance investor confidence.

Angola presents a more nuanced case. Although it carries a high share of regional debt, its fiscal position
is bolstered by substantial revenue from oil exports. This resource-driven income improves debt
affordability and provides some cushion against market volatility. Together, these profiles underscore
the importance of revenue strength in shaping sovereign credit outcomes across the SADC region.

6. Political and Security Stability
Regional conflict resolution mechanisms

The Southern African Development Community (SADC) has established a relatively robust framework for
managing political and security challenges within its member states. Central to this framework is the
Organ on Politics, Defence and Security Co-operation (OPDSC), which is mandated to promote peace and
security, prevent conflict, and respond to crises across the region.

SADC's conflict resolution mechanisms are built on principles of preventive diplomacy, mediation, and
regional solidarity. The OPDSC works closely with member states to monitor political developments,
facilitate dialogue, and deploy peace missions when necessary. For example, in Lesotho, SADC has
intervened multiple times to mediate political disputes and support security sector reforms. In

11
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Mozambique, the deployment of the SADC Mission in Mozambique (SAMIM) to assist in counter-
insurgency operations in Cabo Delgado marked a significant step in regional security co-operation.

These mechanisms, while not always swift or uniformly effective, demonstrate SADC's commitment to
maintaining regional stability. From SAR's perspective, the existence and activation of such mechanisms
are credit-positive, as they reduce the likelihood of prolonged instability and support institutional
continuity.

Impact of political stability on sovereign ratings

Political stability is a foundational pillar in SAR's sovereign rating methodology. Stable political
environments tend to foster policy consistency, institutional credibility, and investor confidence, all of
which are essential for maintaining sovereign creditworthiness.

Conversely, political volatility, manifested through frequent leadership changes, contested elections, civil
unrest, or weak rule of law, can undermine economic performance and fiscal discipline. This increases
the risk of policy reversals, capital flight, and external financing constraints, which are detrimental to a
country's credit profile.

In the SADC region, countries such as Botswana, Mauritius, and Namibia benefit from long-standing
democratic traditions and stable governance, which contribute to stronger ratings. On the other hand,
Zimbabwe, DR Congo, and Eswatini face persistent governance challenges that elevate political risk and
constrain their sovereign ratings.

SAR incorporates political risk indicators, such as government effectiveness, rule of law, and political
stability, into its rating assessments to ensure a comprehensive evaluation of sovereign resilience.

SADC's role in peacekeeping and democratic consolidation

Beyond conflict resolution, SADC plays a proactive role in promoting democratic governance and
constitutional order. Through instruments such as the SADC Principles and Guidelines Governing
Democratic Elections, the community establishes standards for free and fair elections, political inclusivity,
and respect for human rights.

SADC regularly deploys Election Observation Missions (SEOMs) to monitor electoral processes and
provide recommendations for improvement. These missions have been instrumental in enhancing
transparency and legitimacy in countries such as Zambia, Malawi, and Tanzania.

Moreover, SADC supports member states in undertaking constitutional reforms, strengthening judicial
independence, and improving public sector accountability. While implementation varies across the
region, these efforts contribute to democratic consolidation, which in turn supports institutional stability
and creditworthiness.

From SAR'’s standpoint, SADC's normative influence and peacekeeping initiatives are essential buffers
against political shocks. They help create a more predictable and secure environment for economic
policymaking and debt management, thereby reinforcing sovereign credit profiles.

12
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7. Infrastructure and Economic Resilience
Regional transport, energy, and digital infrastructure

SADC has made notable progress in advancing regional infrastructure to support economic integration
and long-term development. Guided by the Regional Infrastructure Development Master Plan (RIDMP)
and aligned with the SADC Vision 2027, the bloc has prioritised strategic investments across key sectors,
including transport, energy, information and communications technology (ICT), water, and meteorology.
These efforts aim to strengthen connectivity, reduce trade barriers, and improve regional
competitiveness.

In the transport sector, SADC is focused on developing interconnected road, rail, and port systems to
lower transit costs and enhance trade efficiency. Despite these improvements, landlocked member
states continue to face high logistics costs and unreliable transport services, which limit their access to
regional and global markets.

Energy remains a critical challenge across the region. Insufficient supply and infrastructure gaps hinder
industrial productivity and restrict access for households and businesses. To address this, SADC
promotes harmonised energy policies and supports the development of regional power pools to improve
energy distribution and reliability.

Digital infrastructure is also receiving increased attention. The Digital SADC 2027 initiative sets ambitious
targets, including achieving 65% broadband user penetration and 50% household connectivity by 2025.
The region currently hosts more than 122 operational data centres and is advancing 5G trials in several
member states, signalling a commitment to digital transformation.

These infrastructure developments are not only essential for facilitating trade and mobility but also play
a vital role in enhancing climate resilience, improving disaster preparedness, and fostering inclusive
growth. Continued investment and coordination will be key to unlocking the full potential of regional
infrastructure and supporting SADC's broader integration goals.

SADC's role in enabling economic diversification

SADC's economic resilience strategy acknowledges the urgent need to move beyond commodity
dependence and toward a more diversified, value-added production model. Central to this vision is the
SADC Regional Resilience Framework (2020-2030), which integrates disaster risk reduction, climate
adaptation, and sustainable development to build more robust and shock-resistant economies across
the region.

One of the key pillars of this strategy is industrialisation through regional value chains. By strengthening
supply chains in primary sectors such as agriculture and mining, SADC aims to stimulate downstream
manufacturing and service industries. This approach not only adds economic value but also creates
employment and enhances competitiveness.

Intra-regional trade is another critical mechanism for resilience. Expanding trade within SADC helps
reduce exposure to global market fluctuations and fosters greater economic stability. By deepening
regional integration, member states can leverage collective strengths and mitigate external
vulnerabilities.

Policy harmonisation plays a vital role in ensuring effective implementation. Strengthening supranational
institutions and aligning national policies with regional objectives enhances coordination and supports

13
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long-term resilience. However, the region remains vulnerable to external shocks, including global
financial crises and climate-related disruptions. This vulnerability is compounded by a heavy reliance on
foreign direct investment and exports to high-income markets. To address these challenges, economic
diversification is essential. Building a more balanced and inclusive economic base will be key to improving
fiscal stability, reducing sovereign risk, and advancing sustainable development across SADC.

Resource Beneficiation

Manufacturing continues to play a relatively modest role in the economies of most SADC member states,
underscoring the limited beneficiation of natural resources and the need for deeper industrial
transformation. According to the SADC Macroeconomic Statistics Bulletin (2023), several countries
recorded positive manufacturing growth, including Angola (4.1%), Botswana (1.9%), the Democratic
Republic of Congo (2.6%), Tanzania (4.3%), and Zambia (4.5%). These figures suggest incremental
progress but remain insufficient to drive broad-based economic diversification.

In South Africa, manufacturing value added reached 12.8% of GDP in 2024, slightly below the global
average of 12.37%. While this reflects a relatively stronger industrial base compared to regional peers, it
also signals the need for renewed efforts to boost competitiveness and expand value-added production.

The data points to a broader imperative across the region: the development of comprehensive
industrialisation and beneficiation strategies. Expanding the manufacturing sector would not only
increase its contribution to GDP but also generate employment, strengthen supply chains, and reduce
vulnerability to commodity price fluctuations. For SADC, industrial growth is central to achieving inclusive
development and long-term economic resilience.

8. SADC’s Role in Continental Integration
Alignment with AfCFTA and AU Agenda 2063

SADC plays a pivotal role in advancing the African Union's Agenda 2063 and the African Continental Free
Trade Area (AfCFTA), demonstrating strong political commitment to continental integration. All member
states have signed and ratified the AfCFTA agreement, signalling a unified vision for deeper economic
cooperation and shared prosperity across Africa.

SADC's Vision 2050 and its Industrialisation Strategy (2015-2063) are closely aligned with the goals of
Agenda 2063, which include inclusive growth, sustainable development, and the creation of regional
value chains. These frameworks prioritise industrialisation, infrastructure development, and investment
in human capital, laying the foundation for long-term economic transformation.

In support of AfCFTA implementation, SADC countries are actively developing national strategies to
operationalise the agreement. The region has introduced practical initiatives such as cross-border money
transfers, including those between South Africa and Lesotho, and has endorsed the Pan-African Payment
and Settlement System (PAPSS), which facilitates intra-African trade and financial transactions. These
efforts aim to reduce transaction costs, improve liquidity, and strengthen regional market integration.

Despite these advances, implementation challenges persist. Colonial-era infrastructure remains oriented
toward export corridors rather than intra-African connectivity, limiting trade efficiency. Political buy-in
varies across member states, and external donor-driven agendas can sometimes conflict with national
development priorities. Addressing these structural and institutional barriers will be essential for SADC

14
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to fully realise the benefits of continental integration and contribute meaningfully to Africa’s long-term
development vision.

Interactions with other RECs

SADC works in close partnership with COMESA and the East African Community (EAC) through the
Tripartite Free Trade Area (TFTA) framework, a strategic initiative that brings together 26 countries.
Collectively, these economies represent over 60 percent of Africa’s GDP and serve approximately 800
million people, positioning the TFTA as a critical foundation for the broader African Continental Free
Trade Area (AfCFTA).

One of the key achievements under this tripartite arrangement is the development of harmonised legal
frameworks. The Tripartite Transport and Transit Facilitation Programme (TTTFP) has introduced model
laws covering vehicle load management, cross-border transport, and road safety. These legal
instruments help streamline the movement of goods and people across borders, reducing delays and
improving trade efficiency.

Infrastructure integration is another priority area. SADC's Regional Indicative Strategic Development Plan
(RISDP) 2020-2030 places strong emphasis on cross-border infrastructure and policy harmonisation to
enhance regional connectivity. These efforts support the development of transport corridors, energy
networks, and digital systems that are essential for facilitating trade and investment.

During the COVID-19 pandemic, the tripartite regional economic communities demonstrated their
capacity for coordinated action by adopting joint guidelines for safe cross-border movement. This
response highlighted the value of regional cooperation in managing crises and maintaining essential
trade flows.

Together, these initiatives reinforce the role of SADC and its partners in advancing continental
integration, improving regulatory coherence, and building resilient infrastructure systems that support
inclusive growth across Africa.

Implications for sovereign creditworthiness

SADC's regional integration efforts present a complex set of implications for sovereign credit ratings,
offering both opportunities and challenges. On the positive side, enhanced trade and infrastructure
connectivity contribute to greater regional stability. These improvements help reduce economic volatility,
strengthen investor confidence, and support more favourable credit assessments.

Participation in broader continental initiatives such as the African Continental Free Trade Area (AfCFTA)
and the Tripartite Free Trade Area (TFTA) also promotes export diversification. By reducing reliance on
volatile commodity markets, member states can build more resilient economies and improve their fiscal
outlooks. Integration further facilitates access to patient capital from multilateral development banks
and innovative financing instruments, including debt-for-climate swaps. These sources of funding
provide liquidity without exerting undue pressure on sovereign credit profiles.

However, integration is not without risks. Many SADC countries continue to face high external debt
burdens, and the infrastructure investments required to support deeper integration may exacerbate
these challenges. Without careful fiscal planning, such expenditures could increase debt levels and
heighten sovereign risk.
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To safeguard creditworthiness, SADC member states must prioritise sound macroeconomic
management. This includes controlling budget deficits, improving debt transparency, and ensuring that
integration strategies are aligned with long-term fiscal sustainability. Strengthening institutional capacity
and maintaining policy credibility will be essential for translating regional ambitions into stable and
investable sovereign outcomes.

9. Rating Implications and Outlook

Country GDP Per External FDI Inflows (% Inflation Rate Corruption
Capita Debt (% of of GDP) Control Index

GDP)
8 000 20 3.2% 3.1% 65
1200 110 4.8% 9.5% 18
7 000 60 2.5% 5.2% 60
m 1500 95 5.1% 10.3% 25

This table summarises key indicators influencing sovereign credit ratings across selected SADC countries:
Indicators: GDP per capita, external debt (% of GDP), FDI inflows (% of GDP), inflation rate, corruption
control index (0-100).

90 6.5% 18.7% 22

How SADC membership affects sovereign risk profiles

SADC membership can have both positive and negative implications for sovereign credit ratings,
depending on how effectively regional integration is leveraged by individual member states. When
integration is well-managed, it can enhance macroeconomic stability and investor confidence. However,
if implementation is uneven or fiscal risks are poorly managed, it may introduce vulnerabilities that weigh
on creditworthiness.

On the positive side, membership in SADC signals a commitment to regional peace, security, and
economic cooperation. This alignment with shared governance principles and macroeconomic
convergence frameworks can reduce perceived political risk and improve investor sentiment.
Participation in regional initiatives such as the Real-Time Gross Settlement System (RTGS) and the
Southern African Power Pool (SAPP) also strengthens financial and energy integration, supporting
economic growth and fiscal stability.

SADC's emphasis on policy harmonisation across trade, investment, and industrial development
contributes to regulatory predictability and institutional strengthening. These factors help reduce
sovereign risk and improve the credibility of national policy frameworks, which are important
considerations for credit rating agencies.

However, there are also potential downsides. Political instability in one member state, such as
Mozambique's election crisis, can spill over into neighbouring economies, disrupting trade routes and
undermining investor confidence. Inconsistent implementation of regional frameworks across member
states may erode the credibility of integration efforts, limiting their positive impact on sovereign ratings.
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Additionally, regional infrastructure projects often require substantial public investment. If these are not
financed and managed prudently, they can lead to rising debt burdens and fiscal deficits, which pose
risks to credit sustainability. To maximise the benefits of SADC membership, countries must align
integration strategies with sound fiscal management and institutional reform. This balance is essential
for safeguarding sovereign credit profiles while advancing regional development goals.

Regional Rating Sensitivities

Sovereign credit ratings across key SADC countries, Angola, Botswana, Mozambique, South Africa, and
Zambia, are shaped by a range of structural and macroeconomic sensitivities. These factors influence
both the stability of fiscal frameworks and the perception of sovereign risk among investors and rating
agencies.

On the negative side, income inequality remains a persistent challenge. Even in countries with relatively
high GDP per capita, disparities in wealth distribution and underlying structural weaknesses can dampen
credit ratings. High levels of external debt also pose significant risks, particularly in economies with
limited foreign exchange buffers or exposure to volatile financing conditions. Foreign direct investment
(FDI), while generally beneficial, can introduce vulnerabilities when inflows are speculative or subject to
rapid reversal during global downturns.

Conversely, several factors contribute positively to sovereign credit profiles. Effective inflation control is
viewed favourably, as it reflects sound monetary policy and macroeconomic discipline. Strong
governance frameworks and robust anti-corruption measures also enhance institutional credibility,
reduce political risk, and support long-term fiscal sustainability.

Beyond these core indicators, other sensitivities play a critical role in shaping credit assessments.
Commodity dependence remains a key vulnerability, as fluctuations in global prices directly impact
export revenues and fiscal balances. Climate-related disasters and regional security challenges, including
insurgencies and migration pressures, add further complexity to sovereign risk evaluations. These
multidimensional factors underscore the importance of resilience-building strategies and institutional
reform in maintaining credit stability across the SADC region.
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