
SOUI'lI AFRICAN RESIlKVI! BANI; 

OFFICE OF THE GOVERNOR 

2001-04-17 

To all Chief Executive Officers 

Of all banks/mutual banks in South Africa 

Dear Sir/Madam 

MODIFICATION OF THE REFINANCING SYSTEM OF THE SOUTH 

AFRICAN RESERVE BANK 

The current refinancing system of the Reserve Bank was introduced in March 

1998 with the expectation that banks would provide signals about the liquidity 

conditions in the market by tendering for funds at the repo auctions on a 

floating-rate basis. Although the system has worked fairly well during the 

three years since its implementation, various shortcomings became apparent. 

For example, money-market rates are relatively inflexible, participation in the 

daily repo auctions is limited to a few banks and the interbank market does 

not always clear effectively. Furthermore, there is a need for the Reserve 

Bank to give unambiguous monetary-policy signals. 

The Bank has conducted comprehensive research on ways in which the 

refinancing system could be modified in order to address these shortcomings. 

After extensive consultations with the South African banking sector as well as 

experts from a number of other central banks, the Bank for International 

Settlernents and the International Monetary Fund, it was decided that the 

following rnodifications to the current accommodation system would be 

introduced: 
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1. A one-off adjustment to the spread between the Reserve Banks repo rate 

and the interbank call rate will be made by appropriately lowering the 

Reserve Bank's repo rate. The adjustment is purely for administrative 

reasons, and does not imply any change whatsoever to monetary policy. 

2. The Reserve Bank will on a daily basis calculate a South African Ovemight 

Index Average (SAONIA), intended to serve as a benchmark for money­

market interest rates in order to enhance the functioning of the interbank 

market. 

3. The repo rate will be fixed by the Reserve Bank in order to eliminate any 

ambiguity in the Bank's monetary policy signals. 

4. In order to create an incentive for banks to square off in the interbank 

market, the Reserve Bank will discontinue its practice of announcing the 

estimated liquidity requirement prior to the repo auctions. Instead, the 

tender amount provided and the amount allotted in the repo tenders will be 

announced shortly after the tender. 

5. As an additional incentive for the interbank market to clear, weekly repo 

tenders with a seven-day maturity will be conducted, instead of the current 

daily tenders. 

6. The Reserve Bank will, at its discretion, conduct daily final clearing repo, 

reverse repo or supplementary tenders in order to enable banks to square 

off their positions. 

7. The net daily amount that banks can withdraw from or deposit in their 

cash-reserve contra accounts will be limited. 

8. For purposes of calculating the minimum reserve balance to be held in an 

account with the Reserve Bank, the amount of vault cash that qualifies as 

a deduction will be limited to 75 per cent of the total amount of vault cash 



held. This limit will be reduced by a further 25 percentage points per year 

over a three-year period. 

The full report on the above-mentioned adjustments to the refinancing system 

is attached for your information. Please communicate any enquiries or 

serious concerns about these changes to our Mr C J Hugo at telephone 

number (012)" 313-4952, fax number (012) 313-3841, or e-mail address 

Caliie.Hugo@ resbank.co.za before 11 May 2001. 

Yours faithfully 

T T MBOWENI 
GOVERNOR 

NICOLA�URVE't\BANKSCO""EPJ..mEA 




















































