Statement regarding reserve balances and

Interest rates

/ssued by the Governor of the South African Reserve Bank, Dr. T. W. de Jongh

10 April 1973

Following discussions with the banks and building
societies on the implications of the recent reduction
in Bank rate from 6 to 64 per cent, and after the usual
consultation with the Treasury, the Reserve Bank has
decided to reduce the supplementary reserve balances
which banking institutions are required to maintain
with the National Finance Corporation from 10 to 7
per cent of their short-term liabilities to the public.
This reduction will take effect from the date of certifi-
cation of each bank’s monthly statement (BA Form
No. 7) for the month ended 31st March 1973, and
the required notice will appear in a Government
Gazette tomorrow. The banks’ total/ liquid asset require-
ments remain unchanged at 45 per cent of short-term,
28 per cent of medium-term, 5 per cent of iong-term
and 10 per cent of acceptance liabilities.

This relaxation will afford banking institutions
greater freedom in determining the composition of
their liquid assets and should enable them to earn a
higher average rate of interest on these assets than
would otherwise have been possible. A reduction in
the total liquid asset requirements of the banks is not
considered desirable at this stage, as it is expected
that the continuing favourable balance of payments
and the expansionary fiscal policy announced in the
Budget will result in a continued easing of money
market conditions in the period ahead. The liquidity
of the banks should therefore remain more than
adequate to permit a further expansion of bank credit
to the private sector. In this connection banking
Institutions are once again requested to give priority
to credit for production and exports.

In the light of the above it is expected of banking
Institutions that they will follow the reduction in Bank
rate by reducing their overdraft and comparable
lending rates by + per cent. Such a reduction would
not only be in accordance with the present expan-
sionary monetary policy but would also represent a
natural reaction to current and prospective supply and
demand trends in the money market.

As far as the rates paid by banking institutions on
deposits and by building societies on deposits and
shares are concerned, there appears to be no justifi-
cation at present for a general reduction merely
because of the lowering of Bank rate. Some deposit
rates have, of course, already declined in accordance
with market forces, and others, particularly short-term
rates, may be expected to follow. But, with the one
exception noted below, banks and building societies
are not at present being called upon by the authorities
to effect any reduction in their rates on deposits and
shares.

From the recent discussions with these institutions,
It has, however, become clear that the existing volun-
tary agreement on deposit and share rates has not
worked satisfactorily. It will be recalled that statutory
control over deposit and building society share rates
was instituted in March 1972 at roughly the rates
prevailing at the time, but that following the Bank
rate reduction from 64 to 6 per cent in August 1972
these institutions agreed voluntarily to reduce most
of their deposit and share rates to + per cent below
the legal maximum rates. The maximum rate of 8%
per cent payable on participation mortgage funds and
on debentures issued by financial institutions was not
reduced at the time. However, not all institutions
have abided by this “gentleman’s agreement”’.

It has therefore been decided to give legal effect to
the rates agreed upon last August. At the sdme time
the opportunity 1s being taken to effect two changes
in the rate pattern which seem justified on the basis
of the experience gained since March last year. The
first is a reduction of 4 per cent to 7 per cent in the
maximum rate payable by building societies on their
paid-up indefinite period shares (excluding tax-free
shares) and on their ordinary fixed period shares,
Since the "dividend” on these shares has since
August 1971 been taxed on the same basis as divi-
dends on ordinary shares of companies, it was felt
that the previous rate afforded an undue advantage
to building societies. The second change is the intro-
duction of a new maximum rate of 74 per cent for
deposits of two years and longer with a view particu-
larly to improving the competitive ability of those
banking institutions which rely to a considerable
extent on longer-term funds.

The new legal effective maximum rates which, with
the two exceptions noted above, are identical with
the rates voluntarily agreed upon last August, will be
the following:

A. Deposit rates of banking institutions per cent
and building societies per annum
1. Deposits accepted for a period of or
subject 1o notice of withdrawal of;
(a) less than six months, including
savings deposits and call loans . .. 5%
(b) six months and longer, but less
than twelve months . . .. ... ... 6+
(c) twelve months and longer, but less
than twenty-four months . . .. . .. 7
(d) twenty-four months and longer . . . 7%
2. Deposits In terms of the State-assisted
home owners’ saving scheme . . .. .. 6+
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