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Purpose of the Financial Stability Review

The primary objective of the South African Reserve Bank (SARB) is to protect the value of the local 
currency in the interest of balanced and sustainable economic growth in South Africa. In addition to this, 
the SARB’s function and mandate of protecting and enhancing financial stability in the Republic of South 
Africa is affirmed in the Financial Sector Regulation Act 9 of 2017 (FSR Act).  

In pursuit of its financial stability mandate, and to promote a stable financial system, the SARB publishes 
a semi-annual Financial Stability Review. The publication aims to identify and analyse potential risks to 
financial system stability, communicate such assessments, and stimulate debate on pertinent issues. 
The SARB recognises that it is not the sole custodian of financial system stability, but that it contributes 
significantly towards and coordinates a larger effort involving government, other regulators, self-regulatory 
agencies and financial market participants. In line with the requirements of the FSR Act, the Minister 
of Finance and the Financial Sector Oversight Committee (FSOC) provide comments on the Financial 
Stability Review, prior to publication.

Defining ‘financial stability’

Financial stability is not an end in itself but, like price stability, is generally regarded as an important 
precondition for sustainable economic growth, development and employment creation.

Financial stability refers to a financial system that is resilient to systemic shocks, facilitates efficient financial 
intermediation, and mitigates the macroeconomic costs of disruptions in such a way that confidence in 
the system is maintained.
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Downside risks in a world 
of uncertainty

Overview
The South African Reserve Bank (SARB) continually assesses 
risks to the stability of the domestic financial system with a view 
to mitigating the build-up of vulnerabilities that may become 
systemic. Overall, the South African financial system remains 
stable, despite some global and domestic headwinds.

Since the release of the previous edition of the Financial 
Stability Review (FSR), global financial conditions have eased 
further, premised on expectations of additional monetary policy 
accommodation in advanced economies. Such accommodative 
conditions pose a renewed risk of fuelling the build-up of financial 
vulnerabilities. Domestically, downside risks to financial stability 
increased during the reporting period as a result of country-
specific risks, such as expectations of a prolonged period of 
slower domestic economic growth and a deterioration in the 
fiscal outlook. Higher costs of funding for South African banks, 
higher levels of volatility in financial markets and asset price 
losses dominated economic and financial conditions.

The potential threats to financial stability reported in the FSR 
second edition 2019 include: (i) the deteriorating domestic 
fiscal position, which resulted largely from higher government 
debt, weak domestic economic growth and revenue under-
collection, and was further exacerbated by the weak financial 
positions of stated-owned enterprises and government’s rising 
contingent liabilities; (ii) rising cyber dependency and security 
risks attributed to the increasing digital interconnection of 
people, systems and organisations, as cyberattacks could 
have direct material consequences for financial institutions 
through financial losses as well as indirect costs such as 
reputational impact; (iii) weaker global economic growth and 
spillovers to emerging markets, including South Africa, which 
mostly emanated from the escalation of trade tensions and the 
expected spillover to financial sectors, the uncertainty related 
to Brexit outcomes, weak business confidence, and subdued 
corporate profitability and investment spending; and (iv) the 
low probability but potentially high impact risk of abrupt and 
unanticipated changes to global financial conditions impacting 
on emerging markets. Monetary policy adjustments in 
advanced economies could lead to a rapid repricing of risk, 
unpredictable swings in capital flows to emerging markets and 
increased financial market volatility.

The global environment has been impacted by increased 
uncertainty as trade tensions remain heightened and investors 
remain concerned about downside risks to the economic 
growth outlook. Further downside risks to the outlook for 
global growth may lead to a retreat into investments that are 
perceived to be safer, such as United States (US) Treasury 
bills. Large-scale investment flows out of riskier assets, 
including emerging market assets, could expose financial 
vulnerabilities that accumulated during the years of low interest 
rates, disinflationary pressures, Brexit-related uncertainty, and 
rising geopolitical tensions that have an impact on global risk 
sentiment. During the reporting period, global risk measures 
such as the VIX Index (which measures advanced markets’ 
equity volatility) and the Global Financial Stress Indicator  

Index Index

Global risk sentiment
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initially increased, but then stabilised as major central banks 
continued with accommodative monetary policy. As part of 
its forward-looking assessment, the International Monetary 
Fund (IMF) Global Financial Stability Report also identified 
rising corporate debt burdens, increased holdings of riskier 
and more illiquid securities by institutional investors in a low-
for-longer interest rate scenario, and the increased reliance 
on external borrowing by emerging and frontier markets as 
financial vulnerabilities that could exacerbate a next economic 
downturn.

From a South African perspective, a sustained slowdown in 
global growth in the longer run could lead to lower external 
demand for South African manufactured goods and other 
exports, thus placing a damper on domestic economic growth 
prospects. This could result in a pick-up in unemployment 
levels, which could potentially hamper the debt-servicing 
capacity of borrowers and in turn impact negatively on banks’ 
asset quality. In general, weak domestic economic and 
financial fundamentals could weigh on sovereign and corporate 
credit ratings, and increase the funding costs and credit risk in 
both the financial and non-financial sectors. 

Since the previous edition of the FSR, local assets have reflected 
volatile global market conditions and fluctuated between losses 
and gains. Weaker-than-expected economic data releases 
from advanced economies fuelled renewed expectations of a 
prolonged stance of accommodative global monetary policy 
with potential implications for emerging economies. Local 
asset markets were also impacted by negative sentiment 
about domestic growth prospects and fiscal deterioration 
following the announcement of additional government bailouts 
for some state-owned entities (SOEs). An analysis of the local 
equity market suggests that the risk premium on South African 
banks has been increasing, putting upward pressure on bank 
funding costs. However, the higher funding cost does not yet 
appear to be spilling over into higher lending rates. 

Looking ahead, global risk perceptions will be a key driver of 
asset price performances as South Africa also contends with 
country-specific risks and the prospect of further credit rating 
downgrades for the sovereign. Although a sovereign credit 
rating downgrade by Moody’s Investors Service (Moody’s) in 
the medium term has been somewhat priced in by financial 
markets, high levels of volatility and asset price losses could be 
expected, especially in an environment where foreign investors 
have a preference for safer financial assets. 

During the period under review, the overall trend in the 
domestic banking sector’s ratio of impaired advances to on-
balance-sheet loans remained largely unchanged, following a 
strong upward trend since the implementation of International 
Financial Reporting Standard (IFRS) 91 in January 2018. The 
profitability of smaller banks continued to decline during 2019, 
but the rate of decline slowed in the second half of the year. 
Growth in residential mortgages recovered, with a large part of 
the new business originated at loan-to-value ratios in excess 

1  For more detailed information on IFRS 9, refer to Box 3 in the FSR, first 
edition 2018.
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of 100%, perhaps an early indicator of more lenient mortgage 
financing conditions.

There was a modest increase in credit growth during the 
reporting period, mainly due to increased lending to corporates. 
Affordability measures for the non-financial corporate sector 
point to a weakening in the sector’s ability to service its debt. 
The current negative feedback loop between business 
confidence and economic growth is likely to constrain 
corporate sector investment, spending and earnings. Some 
industries are facing more severe financial strain than others. 
However, it seems unlikely that a possible default by some of 
the weakest institutions will have severe systemic implications 
for the banking sector, given the banking sector’s limited 
exposure to these industries. Further significant and/or rapid 
deterioration in non-financial corporate balance sheets may 
affect the sector’s debt-servicing capacity and could pose a 
threat to domestic financial stability.

During the period under review, the net wealth of households 
improved as a result of their total assets exceeding their total 
financial liabilities by an increasing amount over the past three 
quarters. However, the sector remains vulnerable to both 
financial and economic shocks, given slowing disposable 
income growth, very low savings and higher debt levels. 

With weak economic growth prospects and some signals 
of financial distress pointing to vulnerability in the household 
sector, consumers are becoming increasingly pessimistic. 
The economic sub-index of the First National Bank/Bureau for 
Economic Research (FNB/BER) Consumer Confidence Index 
declined in the third quarter of 2019, in line with consumers’ 
expectations for domestic conditions to worsen in the next 12 
months. Consumers’ confidence about their financial position 
worsened, with most consumers rating the current period as 
unfavourable to purchase durable goods, indicating financial 
strain. The overall analysis suggests that, although selected 
risks in the banking sector such as banks’ exposure to highly 
indebted corporate and household sectors have the potential 
to lead to vulnerabilities that could amplify shocks, these risks 
are currently not systemic in nature.

Global trade tensions have placed more pressure on economic 
growth and some central banks have embarked on a fresh 
round of liquidity support measures to sustain growth. At 
present, about a quarter of the bond issuance by governments 
and other institutions globally is trading at negative yields, 
resulting in long-term institutional investors (pension funds 
and insurance companies) being almost obliged to make 
unprecedented changes to their asset allocation mix and taking 
on more risk in the process. In addition, institutional investors 
might be constrained to hold government bonds due to 
prudential requirements, and this could contribute to a demand 
surplus and further downward pressure on yields. In South 
Africa, nominal yields were positive during the accommodative 
monetary policy stance in the peak and immediate aftermath 
of the global financial crisis. Since 2007, the benchmark 
10-year government bond yield has mostly been above 
7%, and the asset composition of the South African pension 
fund and insurance industry has remained consistent. 

Impaired advances in the South African
banking sector

 Impaired advances

Source: SARB
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Government finances remain fragile due to deteriorating debt 
dynamics and shrinking fiscal space, and debt sustainability 
remains a concern. Risks to the fiscal outlook remain elevated 
over the medium term and could potentially pose risks to the 
stability of the domestic financial system. These include a 
bleak outlook for government revenue, the poor financial 
position of major SOEs, and weak economic growth affecting 
future growth in tax revenues. Proposed key interventions by 
government to support fiscal consolidation include a decrease 
in the public sector wage bill, strengthened governance over 
fiscal expenditure, and increasing infrastructure investment 
expenditure.

As high net external financing requirements could make a 
country vulnerable to financial market volatility, countries 
strengthen or increase their reserve buffers to combat such 
vulnerability. South Africa’s official gross gold and foreign 
exchange reserves increased to US$49.95 billion in August 
2019 from US$49.36 billion in July. Although the Guidotti ratio, 
which represents a measure of reserve adequacy for financial 
stability purposes, decreased further in the second quarter of 
2019, it remained above the threshold of 1, suggesting that 
there is sufficient funding available to service the country’s 
short-term external debt should the availability of foreign 
exchange reduce suddenly.

During the period under review, a number of legislative and 
regulatory initiatives were tabled which, once implemented, 
will enhance the resilience of the South African financial 
system. These include the enactment of the National Credit 
Amendment Act, implementation of some aspects of the 
Financial Intelligence Centre Act 1 of 2017, and draft conduct 
standards for the banking industry. There were also a number 
of developments relating to the domestic banking sector and 
financial markets, including the latest Basel III reforms and 
their implications for South African banks, and the reform 
of benchmark rates. This edition of the FSR also explores 
the increasingly important role of financial technologies 
for payment systems. Finally, an overview of international 
regulatory developments that may impact on the domestic 
financial sector, such as the post-London Interbank Offered 
Rate (Libor) transition of benchmark rates and efforts to stymie 
misconduct risk in financial services, are discussed.

The Governor of the SARB, after giving notice to the Financial 
Sector Oversight Committee, designated six South African 
banks as systemically important financial institutions (SIFIs). All 
six banks – Absa Bank Limited, The Standard Bank of South 
Africa Limited, FirstRand Bank Limited, Nedbank Bank Limited, 
Investec Bank Limited and Capitec Bank Limited – accepted 
their designations. Designation as a SIFI does not mean that 
these banks are seen as relatively riskier institutions but, given 
their potential systemic impact on the financial system, it is 
important for the SARB to monitor and regulate their operations 
and soundness, in addition to the microprudential regulation 
and supervision conducted by the Prudential Authority (PA) of 
the SARB. In terms of the Financial Sector Regulation Act 9 of 
2017 (FSR Act), the SARB may, after consultation with the PA, 
impose additional requirements on SIFIs to mitigate the risk 
that systemic events may occur.  
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Climate change continues to pose risks for the insurance sector, 
given its exposures to losses caused by extreme weather 
events. Owing to the high degree of interconnectedness 
across sectors within the financial system, the probability of 
spillover effects between the insurance sector and the rest of 
the financial system through various transmission channels is 
becoming increasingly probable, although it is not significant at 
this stage. However, climate-related risks to the financial system 
are not limited solely to the insurance sector. Stranded assets2  
and the risk of a significant system-wide re-evaluation of asset 
prices are considered to pose a more direct risk to financial 
stability. Disclosures relating to institutions’ exposures to non-
sustainable sectors as well as the associated financial risk are 
currently performed on a voluntary basis in many jurisdictions. 
As such, investors remain uninformed about the exact extent 
to which industries are exposed to non-sustainable sectors.

In conclusion, since the previous edition of the FSR, risks to 
financial stability have increased against the backdrop of easy 
financial conditions, over-valuations in some markets and 
elevated vulnerabilities. Aside from being affected by global 
factors through trade, investment and financial channels, South 
Africa’s economic and financial system stability is expected to 
be further impacted by country-specific risks, as reflected in 
the deterioration of a number of key metrics. 

Despite these challenges, the South African financial system 
has continued to efficiently facilitate financial intermediation 
and mitigate negative spillovers and disruptions. Overall, the 
financial sector remains strong and stable, despite some 
headwinds from a challenging low domestic economic growth 
environment, persistent fiscal challenges and increased global 
policy uncertainty. The South African financial sector is also 
characterised by well-regulated, highly capitalised, liquid 
and profitable financial institutions, supported by a robust 
regulatory and financial infrastructure.

2  Stranded assets are assets that have suffered from unanticipated 
write-downs or devaluations. For example, coal and other hydrocarbon 
resources may become stranded as the world engages in a fossil fuel 
phase out.
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Financial stability developments 
and trends

Summary of financial stability risk 
assessment for South Africa
The SARB regularly assesses the risks to financial stability over 
the next 12 months, with a view to identifying and mitigating 
any risks and/or vulnerabilities in the domestic financial system. 
Potential threats to financial stability are identified and rated 
according to the likelihood of their occurrence as well as their 
expected impact on the domestic financial system (Table 1). 
The identified risks are classified as ‘high’, ‘medium’ or ‘low’ 
in terms of both the likelihood of each risk materialising and its 
possible impact on financial stability.

Table 1 Risk assessment matrix

Source of risk Expected impact on financial stability in South Africa

Deteriorating domestic fiscal position

Likelihood: high Impact: high

•  Deteriorating debt dynamics and limited fiscal 
space

•  Weak economic growth and revenue under 
collection 

•  Fragile financial position of state-owned entities 
contributing to additional pressure on the fiscus 
and rising contingent liabilities

• An escalating public sector wage bill 
•  Debt-servicing costs crowding out other vital 

expenditure (e.g. public investment spending) 

• Increase in taxes
•  Lower household and corporate income, and 

lower investment
•  Sovereign credit ratings downgrade triggering 

capital outflows
•  Tighter financial conditions due to negative 

investor sentiment
• Increase in financing costs
• Protracted period of low economic growth
• Pressure on financial sector profitability

Rising cyber dependency

Likelihood: medium Impact: high

•  Disruptive impact of breaches that relate to 
ransomware

•  Targeting of critical infrastructure and strategic 
industries

• Leaks of confidential market-relevant information
•  Increasing world interconnectedness, elevating 

vulnerability

•  Corporate security breaches and disruption of 
business operating systems, work stoppages and 
large ransoms

•  Crash of crucial financial infrastructures (e.g. 
trading and settlement systems)

•  High replacement costs, falling profitability and 
negative impact on balance sheets of financial 
institutions

Weaker global economic growth and spillover to South Africa

Likelihood: medium Impact: high

•  Escalation of trade tensions and likely spillover to 
the financial sector

•  Policy uncertainty contributing to weak investor 
sentiment, weak business confidence and 
subdued corporate investment growth

• Uncertainty about Brexit outcomes
• Downward pressure on Chinese economy
• Geopolitical tensions affecting energy prices

• Lower external demand for South African exports
• Lower domestic economic growth
• Higher unemployment
• Deteriorating household balance sheets 
•  Futher weakening in investor sentiment and 

business confidence, resulting in a decline in 
fixed investment

•  Weak fundamentals weighing on sovereign and 
corporate credit ratings, contributing to tighter 
financial conditions

•  Lower profitability in the banking and non-
financial corporate sectors

Abrupt and unanticipated changes to global financial conditions affecting emerging markets 

Likelihood: low Impact: high

•  Further accommodative monetary policy in 
advanced economies

•  Diverging market expectations from the stance 
communicated by the United States Federal 
Reserve 

•  Trade tensions negatively impacting investor 
sentiment and monetary policy outlook

•  Unexpected adjustments to monetary policy

• Rapid repricing of risk
• Capital flow volatility 
•  Exchange rate depreciation, lower investment 

and lower domestic growth
•  Slowing credit growth, increasing unemployment, 

rising debt levels and deteriorating asset quality 
of banks  
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Economic growth outlook and its 
potential impact on the financial sector
Without a stable financial system there is no basis for 
sustainable economic growth. Conversely, developments in 
the real economy also have an impact on financial stability. Low 
levels of economic growth could impact on financial stability 
through various channels, including higher unemployment and 
a reduced ability to service debt by households and corporates. 
This, in turn, could lower the profitability of banks and insurers 
and impact negatively on the quality of banks’ assets.

Weakening global economic activity and financial 
stability.

The global environment has been impacted by increased 
uncertainty related to heightened trade tensions and growing 
investor concerns about downside risks to the economic 
growth outlook. Other downside risks to the global growth 
outlook include rising risk aversion that exposes financial 
vulnerabilities that have been accumulating after years of low 
interest rates, Brexit-related uncertainty, and rising geopolitical 
tensions. 

According to the IMF’s Global Financial Stability Report3 
(GFSR), the easing of financial conditions has helped moderate 
downside risks to global growth and financial stability in the 
near term. This is despite a decline in the IMF’s baseline growth 
forecast and a rise in financial vulnerabilities. The GFSR reports 
that near-term growth-at-risk (GaR) (defined as the 5th 
percentile of the one-year-ahead forecast distribution) has 
remained broadly unchanged compared to six months ago, 
while medium-term risks are skewed to the downside4 
(Figure 1). It is, however, suggested that investors might be 
overly complacent about downside risks.

Domestic growth remains vulnerable to global and 
idiosyncratic developments.

The South African economy recorded gross domestic product 
(GDP) growth of 3.1% in the second quarter of 2019 (quarter-
on-quarter annualised rates), after a revised contraction of 
3.1% in the previous quarter. Despite the rebound in economic 
activity, the growth outlook remains anaemic, amid poor 
manufacturing prospects, rising unemployment,5 weak 
consumer and business confidence, subdued investment 
levels, slow implementation of domestic structural reforms, 
and a slowing global economy. The SARB’s November 2019 
forecast is for domestic growth of 0.5% for 2019 (down from 
a previous estimate of 0.6%). The forecast for 2020 is 1.4% 
(down from 1.5%), rising to 1.7% in 2021 (down from 1.8%). 
With respect to ‘tail risks’ stemming from the lower end of the 
growth distribution, near-term GaR has remained relatively 
unchanged over the past two quarters, while medium-term 
GaR improved in the second quarter of 2019 after deteriorating 
markedly in the previous quarter. (See Box 1: Downside risks to 
growth: growth-at-risk estimates for South Africa).

3 IMF, Global Financial Stability Report, October 2019

4  The GaR framework measures the downside risks to financial stability by 
determining how the range of severely adverse growth outcomes shifts in 
response to changes in financial conditions and vulnerabilities.

5  According to Statistics South Africa, the unemployment rate was 29% as 
at the second quarter of 2019.
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From a financial stability perspective, a sustained slowdown in 
global growth in the longer run could lead to lower external 
demand for South African manufactured goods and other 
exports, thus placing a damper on domestic economic growth 
prospects. This could result in a pick-up in unemployment 
levels, which could hamper debt-servicing capacity and impact 
negatively on the asset quality of the banking sector. Generally, 
weak fundamentals could weigh on sovereign and corporate 
credit ratings, and increase funding costs and the credit risk of 
financial and non financial sectors. This could also lead to a 
worsening of the twin deficits (fiscal and current account 
deficits) as well as capital flow reversal, therefore hindering 
fiscal consolidation efforts and reinforcing negative feedback 
loops between growth and the fiscus.

 Emerging market and
 developing economies
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 World

* Estimates start in 2018

Source: IMF

Annual percentage change

IMF projections

-2

0

2

4

6

8

Figure 2 Global and regional growth outlook*

  South Africa
 Advanced economies
 Euro area

2012 2014 2016 2018 2020 20232010 



Over the past decade, policymakers have devoted considerable 
energy to understanding the complex interlinkages between 
financial conditions, financial stability and economic activity. While 
the impact of economic activity on financial conditions is extensively 
documented and fairly well understood, the lack of empirical tools 
that translate movements in financial conditions into shifts in 
economic activity has been an area of concern for central banks. 
Specifically, the challenges in accurately quantifying the impact of 
financial vulnerabilities – defined in this context as the extent to 
which financial frictions amplify the impact of negative shocks on 
economic output – were laid bare in the aftermath of the global 
financial crisis. 

The growth-at-risk (GaR) approach attempts to address this 
informational gap. GaR, which is analogous to the well-known 
‘value-at-risk’ terminology used predominantly in financial risk 
management, is defined as the 5th percentile of the distribution of 
future growth, conditional on current economic and financial 
conditions. This means that given the distribution of growth in any 
given period, GaR represents the value below which only 5% of 
the probable outcomes fall. This approach, initially proposed by 
Adrian et al. (2016)1 and then popularised by the International 
Monetary Fund (see Chapter 3 of the October 2017 Global 
Financial Stability Report), essentially allows policymakers to take 
a view on how escalating (or declining) financial vulnerabilities 
impact the possible distribution of future growth. Put differently, 
GaR allows policymakers to estimate how financial conditions can 
be translated into risks to economic growth.

To apply the GaR methodology to South Africa, financial conditions 
are measured by the South African Reserve Bank’s (SARB) 
Financial Conditions Index (FCI) (see Kabundi and Mbelu (2017)),2 
and growth in economic activity is measured by the seasonally 
adjusted and annualised quarterly growth rate of real GDP. The 
most recent GaR estimates (as at the end of the second quarter 
of 2019) are shown in Figure B1. GaR in the near term (one year 
ahead) is currently estimated to be marginally negative, while 
medium-term (three years ahead) GaR is around 1%. Meanwhile, 
Figure B1 depicts how GaR has changed over the past three 
quarters. By monitoring the evolution of these measures, the 
SARB is able to estimate how ‘tail risks’ to economic growth 
evolve over time and take steps to guard against excessive build-
ups in financial vulnerabilities as and when they appear.

1 T Adrian, N Boyarchenko, and D Giannone, ‘Vulnerable growth’, Staff Report No. 794, Federal Reserve Bank of New York, 2016.

2  A Kabundi and A Mbelu, ‘Estimating a time-varying financial conditions index for South Africa’, Working Paper Series WP/17/02, South African Reserve 
Bank, 2017.

Figure B1 Near-term growth-at-risk versus
 medium-term growth-at-risk
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Financial markets
Since the previous edition of the FSR, local assets have tracked 
volatile global market conditions and fluctuated between losses 
and gains. The softer-than-expected economic data releases 
from advanced economies fuelled renewed expectations of a 
prolonged stance of accommodative global monetary policy. 
Local assets were also impacted by negative sentiment on 
expectations of slower domestic growth and fiscal deterioration 
following the announcement of additional government bailouts 
of some SOEs. The risk premium on South African banks has 
been increasing; however, there do not appear to be spillovers 
to domestic financing conditions. Looking ahead, global 
risk perceptions will be a key driver of domestic asset price 
performances as South Africa also contends with idiosyncratic 
risks and the prospect of further sovereign rating downgrades 
in the medium term. Although a possible sovereign credit 
rating downgrade by Moody’s in the medium term is perceived 
by most market participants to be somewhat priced in, the 
possibility of high levels of volatility and asset price losses 
should not  be underestimated, especially against a backdrop 
of an uncertain global environment.

Global market sentiment and asset price 
performances were mostly driven by global growth 
concerns and accommodative monetary policy 
responses from key global central banks. 

Global risk measures such as the MOVE Index (measuring 
advanced markets’ bond volatility), the Chicago Board Options 
Exchange Volatility Index, known as VIX (a proxy for advanced 
markets’ equity volatility), and foreign exchange rate volatility 
(Figure 3) initially worsened but later stabilised as major central 
banks continued with accommodative monetary policy action 
to support economic growth in their respective economies. 
The trend was similar for the Global Financial Stress Indicator. 

Global investors will continue to assess the current global 
economic fragility against the degree of accommodative policy 
responses from global central banks such as the United States 
Federal Reserve (US Fed), European Central Bank (ECB) and 
People’s Bank of China (PBoC), among others. There are strong 
expectations among market analysts that the major central 
banks will continue with monetary policy accommodation 
measures in the near term to support growth (Figure 4).

The US Dollar Index6 was mostly stronger in 2019 and moved 
in tandem with declining US and global bond yields. In the US, 
the spread between the US 10-year Treasury yield and 3-month 
Treasury yield inverted for the first time since 2007, sparking 
fears of a US recession  (Figure 5). According to the Institute of 
International Finance (IIF),7 while certain segments of the US 
yield curve has turned negative since December 2018, 
inversion has become more widespread, with the majority of 
the curve being inverted for more than 90 days. Although it is 
believed by some market analysts that this could indicate a 
recession warning, this view is not widely held globally.

That being said, the paradigm of ‘lower for longer’ 
accommodation measures by major central banks is expected 
to be prolonged, which could benefit risky assets in the short 
term. However, if looser or easy global financial conditions do 

6  The US Dollar Index is an index (or measure) of the value of the US dollar 
relative to a basket of foreign currencies. The index rises when the US 
dollar appreciates in value when compared to other currencies.

7 IIF, ‘Back-to-school risk-on’, Weekly Insight, 5 September 2009.
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not translate into higher economic growth, there could be 
negative implications for emerging markets, including South 
Africa. In a ‘lower for longer’ paradigm where investors 
anticipate low interest rates over a prolonged period, financial 
stability concerns could arise via a number of channels. For 
instance, further easing of financial conditions may result in the 
mispricing of risk and consequently the valuation of risky 
assets. Very low interest rates could incentivise investors to 
search for yield and thus take on riskier and more illiquid assets 
to generate targeted returns.  

The accumulation of such assets could be a source of financial 
market vulnerability should financial conditions tighten abruptly 
and cause a sharp slowdown or reversal in portfolio flows, 
particularly among vulnerable emerging markets. Those 
emerging markets with low economic growth prospects, 
large macroeconomic imbalances and high external financing 
needs would become more vulnerable. The IMF8 noted that 
in a low interest rate environment, there is increased reliance 
on external debt in emerging market and frontier markets that 
could trigger a rollover of debt, undermine debt sustainability 
or increase distress risks. Hence,  the IMF recommends that 
macroprudential policies be constantly reviewed to anticipate 
the impact of an abrupt end to accommodative monetary 
policy and the subsequent tightening of market conditions.

Domestic financial markets followed the global 
trend, with asset prices also affected by idiosyncratic 
developments.

Domestic financial markets tracked volatile global conditions 
alongside low domestic growth outcomes and fiscal concerns 
that continued to cloud the country’s sovereign credit rating 
outlook. A comparison of South Africa’s credit default swap 
spread relative to B-rated emerging markets (Figure 6) suggests 
that markets have somewhat priced in further downgrades to 
the sovereign credit rating, particularly from Moody’s which is 
the last of the recognised rating agencies that has not 
downgraded South Africa’s local currency rating to sub-
investment grade. Nonetheless, it is important to guard against 
complacency and not underestimate the possibility of high 
levels of volatility and asset price losses associated with a 
Moody’s downgrade decision.

During the period under review, the exchange value of the rand 
was also affected by higher global risk aversion and negative 
local developments (Figure 7). The exchange value of the 
rand depreciated by more than 6.0% against the US dollar 
and traded in a wide range of between R13.81 and R15.50. 
Domestic bond yields increased on announcements of further 
bailouts for some of the SOEs as well as implications for the 
government’s already high debt burden and the sovereign risk 
rating. However, for the year to date, yields are lower and in line 
with the global trend.

Financial flows to South Africa, which tend to influence the 
performance of domestic financial assets such as the rand 
and bonds, have been volatile in recent years. This  has 
largely been due to idiosyncratic factors and changes in global 
risk appetite. As at the second quarter of 2019, portfolio 
investments recorded a rise in net inflows. This was due to 
a sharp reduction in residents’ holdings of foreign portfolio 
assets and a slight increase in net purchases of local equities 
by foreigners that offset the impact of continued net sales of 
local bonds by foreigners and the repayment of a foreign loan 
by government. (Table 2 and Figure 8). Continued net portfolio  

8 IMF, Global Financial Stability Report, October 2019.
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flows to the country will be dependent on whether global 
risk appetite improves and translates into foreign investment  
in domestic bonds and equities. In addition, a sovereign 
credit rating downgrade by Moody’s, while priced in by most 
market participants, could result in liquidations of bonds by 
foreign investors, thereby reducing the ability of the country to 
comfortably finance the current account deficit.

Valuations of domestic equities have, on average, 
declined, partly because the domestic equity market 
has not benefitted from foreign portfolio investments 
due to downside risks to domestic economic growth.

The domestic equity market, proxied by the JSE Limited (JSE)
All-share Index, maintained its gains for the year, but exhibited 
a relatively higher degree of volatility. This was in line with a 
global trend where risky assets had to contend with risk-off 
sentiment amid increasing downside risks to global growth. The 
broader search for yield among global investors is prompting 
higher asset price valuations, thus creating vulnerabilities in 
the global financial system, particularly because of growing 
threats to corporate earnings that, in some regions, are already 
being revised downwards. This dynamic is likely to worsen 
financial imbalances as equity valuations are propped up by 
expectations of further monetary policy easing rather than a 
response to improving fundamentals. 

By contrast, valuations on domestic equities have, on average, 
declined, partly because the domestic equity market did not 
necessarily benefit greatly from foreign portfolio investments 
due to downside risks to growth and weak confidence. This 
has led to a correction of valuations in sectors such as mining, 
retail, and financial services, among others (Figure 9).

The risk premium of South African banks has 
increased; however, there does not appear to be an 
unusual take-up of risk on bank balance sheets nor a 
spillover to domestic financing conditions for banks.

The performances of retail and bank stocks have been under 
pressure on the JSE so far this year. Since the beginning 
of 2019, the JSE All-share Index has gained over 5%, while 
retailers and banks have declined by about 18% and 5% 
respectively. The underperformance of banks appears to be a 
global phenomenon, largely attributed to profitability concerns. 
However, the context within which this is happening abroad is 
slightly different from South Africa. 

Table 2 South Africa’s net financial transactions

Categories
Annual (R billions) Quarterly (R billions)

2016 2017 2018 2018Q1 2018Q2 2018Q3 2018Q4 2019Q1 2019Q2

 Direct investment  ................... -32.9 -71.5 10.4 -11.5 37.7 15.7 -31.5 -3.6 31.4

 Portfolio investment ................ 241.0 219.9 33.2 73.5 7.9 15.1 -63.2 11.3 27.5

 Other investment .................... -22.2 -8.6 102.6 -20.6 -20.3 -10.7 113.6 -15.8 -52.9

 Financial account.................... 131.4 110.0 142.1 49.7 47.3 28.4 16.6 24.1 13.2

 As a percentage of GDP ........ 3.4 2.4 2.9 4.8 3.9 2.3 1.3 2.0 1.0
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For example, low profitability of banks in Europe and Japan is 
partly driven by low interest rates and flatter yield curves, which 
are compressing interest margins for banks. These 
developments are leading to concerns that banks may now 
venture into inherently risky (or riskier) assets in search for 
higher 
yields – a trend that might introduce more vulnerabilities into 
the global financial system. While South African banks have 
underperformed and the risk premium for banks is rising, they 
remain profitable and the composition of their risk-weighted 
assets does not suggest an unusual take-up of risk onto bank 
balance sheets.

The increase in the risk premium, measured using an average 
of the major banks’ credit default swap spreads over the 
sovereign has, however, been persistent. Despite the increase 
in the risk premium, which could be read as a sign of domestic 
banks coming under pressure, there are no signs of negative 
spillovers to financing conditions for banks. Wholesale deposit 
funding costs for banks remain stable and have been oscillating 
within a narrow range around the policy rate (Figure 10). In the 
domestic interbank market, funding spreads have also been 
relatively stable. The utilisation of standing facilities within 
the SARB as well as bidding behaviour in the SARB’s main 
repurchase (repo) auction is also not suggesting any existence 
of abnormal behaviour that may indicate stress. 

Financial institutions

Banking sector

During the period under review, the overall trend in the banking 
sector’s ratio of impaired advances to on-balance-sheet loans 
remained largely unchanged, following a strong upward trend 
since the implementation of IFRS 99 in January 2018. The 
profitability of smaller banks continued to decline during 2019, 
but the rate of decline slowed in the second half of the year. 
Growth in residential mortgages (12-month average to August 
2019) was approximately 4.5%, with almost a quarter of the 
new business originated at loan-to-value (LTV) in excess of 
100%. However, there has been virtually no change to the 
existing stock of mortgages with LTVs in excess of 100%. 
The overall analysis suggests that, although selected risks in 
the sector have the potential to lead to vulnerabilities which 
could amplify shocks to the sector, these risks are not systemic 
in nature.

The profitability of smaller banks continued to 
decline during 2019, but the rate of decline receded 
in the second half of 2019.

A contributing factor to the global financial crisis emanated 
from advanced economies whose banking sectors had low 
levels of high-quality capital that were insufficient to absorb 

9  For more detailed information on IFRS 9, refer to Box 3 in the FSR, first 
edition 2018.
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losses. Profitability is an important contributor to the sector’s 
ability to generate capital (in order to have sufficient buffers 
available in the event of a shock to the financial system). Over 
the past two years, the South African banking sector’s return 
on equity (ROE) and return on assets (ROA) have shown a 
gradual and continuous downward trend against the context of 
a low economic growth environment (Figure 11).

The ROE and ROA of the five largest banks are closely 
correlated to that of the banking sector, and reflect a similar, 
gradual yet continuous downward trend. The strong downward 
trend observed in the ROEs and ROAs of smaller banks10 since 
May 2018 (noted in the previous edition of the FSR) showed 
some moderation from February 2019, and remained range-
bound to August 2019.

Since October 2018, the operating income of smaller banks has 
been contracting (Figure 12). This is largely as a result of a 
contraction in revenue, an increase in operating expenses and 
an increase in credit losses. However, there has been some 
improvement in the profitability of smaller banks since June 
2019 as a result of a reduction in credit losses. Compared to the 
profitability of larger universal banks, smaller banks’ profitability 
can be more vulnerable during periods of economic stress due 
to their less diversified sources of income and due to the lack of  
flexibility in their cost base. There are a number of channels 
through which the failure of smaller banks affect the financial 
system’s stability, one of which (i.e. contagion) has caused 
instability in the South African banking system in the past.

The banking sector’s impaired advances have 
moderated since January 2019 after trending 
upwards in the previous year. 

The banking sector’s impaired advances as a percentage of 
loans and advances11 have moderated since peaking at 3.85% 
in January 2019 (Figure 13).12 This was largely due to slower 
growth in impaired advances of 4% from January 2019 to 
August 2019, compared to an increase in on-balance-sheet 
loans and advances of 5% (over the same period).

There has been an increase in mortgage loans 
granted with loan-to-value ratios in excess of 100%.

As at August 2019, gross credit exposure to residential 
mortgages constituted 18.2%, relatively unchanged over the 
past year. The average LTV ratios for the residential mortgages 
portfolio have been relatively stable since 2016, with around 
two thirds in the less than 80% LTV band, between 26% and 
28% in the greater than 80% but less than 100% LTV band, 
and approximately 6% in the greater than 100% LTV band 
(Table 3).

10 Smaller banks are defined as all banks other than the five largest banks.

11  Impaired advances are advances in respect of which banks have raised 
a specific impairment and includes any advance or restructured credit 
exposures subject to amended terms, conditions or concessions that are 
not formalised in writing.

12  Following the implementation of International Financial Reporting 
Standard 9 in January 2018, there was a continued increase in impaired 
advances, as reported in the FSR in the first and second editions of 2018, 
and the first edition of 2019.
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Almost a quarter of new mortgage loans that originated during 
2019 was granted with LTVs in excess of 100%, compared to 
17% in 2016. On average, there has been a slight decrease in 
new mortgage loans granted with LTVs of greater than 80% 
but less than 100%, suggesting that households have reduced 
capacity to put down a deposit on residential mortgages 
compared to four years ago. 

Table 3  Average loan-to-value ratio for residential mortgages in existing 
portfolios and for new business granted

Existing portfolio 2016 2017 2018 2019

 LTV ratio ≤ 80% .................................. 67.39 67.59 65.25 67.19

 80% < LTV ratio <100% ...................... 26.43 26.13 28.94 27.05

 LTV ratio ≥ 100% ................................ 6.18 6.27 5.81 5.76

New business granted

 LTV ratio ≤ 80% .................................. 51.41 56.68 55.59 53.64

 80% < LTV ratio <100% ...................... 31.11 26.21 23.81 21.91

 LTV ratio ≥ 100% ................................ 17.48 17.11 20.60 24.45

 New business as a percentage of 
existing book ....................................... 1.76 1.25 1.34 1.17

Notes: Percentages unless otherwise stated.
Averages for the 12 months to August for each year shown.

For financial stability, it is important to analyse credit risk to identify 
vulnerabilities in the financial system that could have the effect of 
amplifying a shock to the system. The next section provides an 
analysis of credit risk in the South African banking sector.

The sector’s credit sentiment has tightened towards 
business enterprises, but there is increased credit 
appetite for household credit cards and overdrafts.

In its recent bank lending survey, the Centre of Excellence in 
Financial Services (COEFS) noted that banks had tightened their 
credit stance in the build-up to the sixth general election held 
in May 2019, as lending sentiment had deteriorated, mainly as 
a result of ongoing financial distress in SOEs, low confidence 
levels in certain state institutions and uncertainty relating to land 
expropriation.13 The draft National Credit Amendment Bill also 
impacted negatively across all classes of household lending in 
the lower-income categories, with lending in excess of one year 
and developmental credit being most affected. 

The COEFS noted that banks’ credit appetite towards middle-
and upper-income households was more favourable towards 
credit cards and overdrafts; however, there was negative 
sentiment towards motor vehicle finance. There was increased 
competition in residential mortgages compared to the previous 
six months. There was also a positive credit stance towards 
unsecured credit to households, although the perception of risk 
towards this asset class became negative following concerns 

13  Centre of Excellence in Financial Services, ‘South African Bank Lending 
Practices Survey’, Working Paper Series WP/2019/06. The survey was 
based on the first quarter of 2019, for the period from January to March, 
but includes banking executives’ forward-looking views for lending by their 
respective bank over the next three-month period. It is a combination of 
surveys and interviews with senior lending executives from 13 participating 
banks.

Figure 13 Impaired advances in the South African
 banking sector
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Source: SARB

 Impaired advances as a percentage
 of on-balance-sheet loans
 and advances (right-hand scale)

80

90

100

110

120

130

140

150

160

170

2.0

2.2

2.4

2.6

2.8

3.0

3.2

3.4

3.6

3.8

4.0
Per centR billions

2016 2017 20192018



Financial Stability Review second edition 201916

of consumer creditworthiness and deteriorating economic 
activity. Banks’ credit sentiment towards business enterprises 
turned negative across all categories, except mining and 
quarrying. The most significant declines in sentiment were 
towards SOEs, manufacturing and construction.

The following section is related to the cyclical dimension of 
systemic risk, focusing on the build-up of risk over time.14 The 
analysis focuses on credit risk indicators such as the growth 
rate of lending asset classes and indicators of the quality of 
that lending (such as the 90 days overdue ratio). However, it 
must be pointed out that indicators are not a substitute for 
judgement, but rather a guide to offset inaction bias.

The gap between on- and off-balance-sheet lending 
has increased, which could indicate an increase in new 
facilities or the increased repayment of existing facilities.

The growth rate in off-balance-sheet facilities15 has exceeded 
that of on-balance-sheet loans and advances since April 2018 
(Figure 14). The increased growth in off-balance-sheet facilities 
is largely due to increased credit facilities to corporates and, to 
a lesser extent, retail revolving credit (including credit cards 
and revolving personal facilities). Although off-balance-sheet 
facilities for residential mortgages have increased, on average, 
by 5% since April 2018, there was a higher rate of growth in the 
period from August 2016 to April 2018. An increase in the 
growth of off-balance-sheet facilities compared to on-balance-
sheet loans and advances could be indicative of an increase in 
lending facilities or a repayment of loans. 

The banking sector has increased lending to the 
corporate sector compared to a year ago, with the 
highest sectoral growth rates being to the community, 
social and personal services; electricity, gas and 
water supply; and the financial intermediation and 
insurance sectors.

The year-on-year growth of the total corporate and retail asset 
categories (8.3% and 6.2% respectively) exceeded that of the 
total sector16 (5.5%) in August 2019 (Figure 15). The corporate and 
retail credit categories constituted almost 73% of the sector’s total 
credit exposure as at August 2019. Growth in credit to public 
sector entities became positive in August 2019 (0.3%) following 
eight months of contraction, on a year-on-year basis.

Growth in corporate credit exposure has been the largest 
contributor to the sector’s credit growth. The corporate 
asset class consists of corporate exposure (69%), small- and 
medium-sized enterprise (SME) corporate exposure (14%) and 
specialised lending exposure (17%). The sector’s credit growth 
trended upwards from a trough in February 2017 to a peak of 
8.6% in May 2019, and has been mostly driven by increased 
lending to corporates.

14  An important contributor to the global financial crisis (a systemic event) 
was the build-up of credit risk in the US banking sector (in the form of 
excessive mortgage lending, which led to a housing price bubble).

15  Off-balance-sheet facilities are essentially facilities extended that the 
obligor has not drawn on. As at August 2019, the largest off-balance-sheet 
subcategories were uncommitted and committed undrawn facilities, and 
guarantees on behalf of clients.

16  Gross credit exposure was used for the analysis of the banking sector’s 
credit risk. Gross credit exposure includes both on- and off-balance-sheet 
assets, derivatives, and repurchase and securities financing transactions.
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Figure 14 Growth in on-balance-sheet loans compared
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In the retail portfolios, the banking sector has 
increased lending in unsecured personal term loans, 
vehicle and asset finance as well as credit cards.

The three asset classes that grew at a higher rate than total 
retail credit growth of 6.2% (as at August 2019) are unsecured 
term lending (16.2%), vehicle and asset finance (8.8%), and 
credit cards (7.2%) (Figure 16). Over half of the sector’s retail 
lending is for residential mortgages (53%), with other significant 
subcategories being vehicle and asset finance (13%), credit 
cards (10%), SME retail (10%) and unsecured term lending 
(8%). For the period from August 2016 to October 2017, the 
sector’s total retail credit growth was consistently less than 
growth in the largest subcategory – residential mortgages. 
However, since October 2017, the sector’s total retail credit 
growth has consistently exceeded that of residential mortgages, 
with the growth differential averaging 1.4% from April to 
August 2019.

This suggests that the sector has increased credit lending to 
other asset classes, in particular, unsecured lending as well 
as vehicle and asset finance. The growth differential between 
the sector’s total retail credit exposure and unsecured term 
lending has, for the most part, been negative since April 2017, 
and the differential between vehicle and asset finance has 
been negative since July 2017. This indicates that the sector 
has been increasing the credit exposure to these asset classes 
for at least the past two years.

To conclude on credit risk, there has been a modest increase 
in the banking sector’s credit growth, mainly due to increased 
lending to corporates. The growth in off-balance-sheet 
facilities has consistently exceeded the growth in total credit, 
which could be indicative of new facilities being granted or 
the repayments of existing on-balance-sheet loans being 
continued. Credit sentiment to business entities appears to 
have turned negative, particularly towards public sector entities. 
However, there is increased credit appetite for household 
lending, specifically credit cards and overdrafts supplied to 
middle- to upper-income households.

Non-bank financial intermediation 
in South Africa 

Banks’ share of financial assets decreased, while 
that of other financial intermediaries and public 
financial intermediaries rose.

In line with the global trend, banks’ share of financial assets has 
decreased in South Africa since the global financial crisis, but 
has remained relatively stable since 2016 at around 30% of total 
financial assets. The share of financial assets held by other 
financial intermediaries and public financial institutions has 
increased consistently, amounting to 18% each of total financial 
assets in June 2019. Pension funds and insurance companies 
also hold a large share (about 30%) of total financial assets.

The narrow measure of non-bank financial intermediation 
comprises money market funds (MMFs), multi asset funds, 
fixed income funds, hedge funds and fund of funds (FoFs), 
finance companies, broker dealers, credit insurance and 
securitisation schemes. Similar to the global narrow measure, 
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pooled investment funds made up the largest portion (84%) 
of the narrow measure of non-bank financial intermediation in 
South Africa (Figure 17).

South Africa has been participating in the global monitoring 
exercise of non-bank financial intermediation conducted by 
the Financial Stability Board since 2012, and the SARB will 
continue to monitor domestic trends. Currently, there are no 
potential threats to financial stability from these activities.

Pension and provident funds

The total investment allocation of pension funds 
remained mostly unchanged, with growth in assets 
being subdued.

During the first quarter of 2019, the assets of pension and 
provident funds (including both official and private self-
administered funds) grew by an annual rate of 1.3%, up from a 
contraction of 4.2% in the previous quarter (Figure 18). 
Measured in relation to the size of the domestic  economy, the 
assets of pension funds equalled about 72.6% of GDP. Official 
pension funds continued to increase their holdings of fixed 
interest securities to R708.1 billion during the first quarter of 
2019, representing growth of 2.9% from the previous quarter.

From the first to the second quarter of 2019, the investments of 
official pension funds in the domestic equity market increased 
by 4.3% to R1 064.9 billion. During the first quarter of 2019, 
private self-administered pension funds also increased their 
investment in fixed interest securities (R364.1 billion) and 
equities (R563.6 billion). Overall, the investment allocation of 
the pension and provident funds industry remained broadly 
unchanged over the past two decades (Figure 19).

Ordinary shares and government bonds accounted for the 
biggest share (45% and 17% respectively) in the portfolio 
investment allocation of pension funds. Given the relatively 
large size of their bond holdings, pension funds would be 
vulnerable should there be further sovereign credit rating 
downgrades of South Africa. However, the large exposure to 
this asset class does not present a financial stability risk, as 
bonds are usually held to maturity.

The impact of negative bond yields on domestic 
institutional funds is negligible.

At the onset of the 2007–08 global financial crisis, central 
banks across the world reduced interest rates to decrease 
borrowing costs and support growth in their respective 
economies. Various advanced economy central banks 
also began purchasing bonds, which resulted in declining 
government bond yields in their respective countries. These 
actions have benefitted debt issuers via rising asset prices, 
but at the expense of global pension funds that were reliant on 
interest income, particularly in Europe, China and Japan.

More recently, global trade tensions have been placing more 
pressure on economic growth and some central banks have 
embarked on a fresh round of liquidity support measures to 
sustain growth. At present, about a quarter of bond issuance 
by governments and institutions globally are trading at negative 
yields, implying that US$11.2 trillion of outstanding debt is 
being paid for by creditors.17 The negative bond-yielding 
environment has resulted in long-term institutional investors 

17 Bloomberg data, November 2019.

Figure 18 Total assets of pension fund industry
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(pension schemes and insurance companies) being placed 
under pressure to make unprecedented changes to their asset 
allocation mix due to some sovereign bonds being unable to 
deliver required yields. In addition, institutional investors and 
banks might be constrained to hold government bonds by 
prudential requirements, hence contributing to a demand 
surplus and a further downward pressure on yields.

In South Africa, nominal interest rates were positive during the 
accommodative monetary policy stance in the peak and the 
immediate aftermath of the global financial crisis. Since 2007, 
the benchmark 10-year government bond yield has mostly 
traded above 7% and the asset composition of the South African 
pension fund and insurance industry has remained consistent.

Insurance sector  

Insurance sector information is based on the Insurance Act 
18 of 2017, as implemented on 1 July 2018, and reflects 
the financial data of the insurance industry under the new 
Solvency Assessment and Management framework. As a 
result, the information is not consistent with what was reported 
under the previous Long-term Insurance Act 52 of 1998 and 
the Short-term Insurance Act 53 of 1998. Comparative figures 
have been provided for insurers in this FSR due to the fact that 
the reporting basis has changed. The income and expenditure 
figures are based on aggregated data for the quarters ending 
December 2018 and June 2019, while the solvency and 
balance-sheet items are as at 30 June 2019.

Insurers continued to operate in an environment of 
low growth and consumer vulnerability.

The total net premium income (after deducting premiums 
for reinsurance) of primary life insurers,18 cell captives and 
reinsurers decreased by 0.4% to R132.8 billion for the six 
months to June 2019. The total gross premiums of primary non-
life insurers, cell captives, captives and reinsurers increased 
by 12.6% to R40.2 billion for the six months to June 2019. A 
significant portion of the income of insurance companies is 
from investment revenues (both realised and unrealised). The 
last six months under review saw particular challenges, which 
included persistently slow economic growth, poor investment 
returns and volatility in the exchange rate. When measured by 
the total assets-to-GDP ratio of 66.8%, the insurance sector 
remains large relative to the South Africa economy. 

It is well known that South Africa remains vulnerable to weather 
disasters and drought. According to AON,19 insurers no longer 
consider South Africa a ‘low catastrophe risk’ economy, with 
more than R5 billion paid for losses incurred from natural 
disasters in 2017 – the highest amount ever recorded. 
According to the PA,20 the non-life industry did not experience 
any catastrophic events during 2018. In 2019, the industry 
experienced storms in several areas in KwaZulu-Natal and the 
Eastern Cape provinces.

Climate change continues to be at the forefront of discussions 
surrounding the insurance sector, given that it covers losses 
caused by extreme weather events. Owing to the high degree of 
interconnectedness across sectors within the financial system, 

18  Primary life and non-life insurers do not conduct business solely as 
reinsurers.

19  AON Benfield Thought Leadership, Weather, Climate and Catastrophe 
Insight, 2018 Annual Report.

20 Prudential Authority, Annual Report 2018/19, July 2019.

Figure 19  Investment allocation of pension funds
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the probability of spillover effects from the insurance sector 
to the entire financial system through various transmission 
channels are becoming increasingly probable (See Box 3 in 
the first edition of the 2019 FSR).

However, climate-related risks to the financial system do not 
solely stem from the insurance sector. The risk of a significant 
system-wide re-evaluation of asset prices is considered 
to pose a more direct risk to financial stability. Disclosures 
relating to institutions’ exposures to non-sustainable sectors, 
and the associated financial risk, are currently performed on a 
voluntary basis in many jurisdictions. As such, investors remain 
uninformed to the exact extent to which industries are exposed 
to non-sustainable industries. (See Box 2: Steering towards a 
green economy).

Despite a challenging environment, the South African 
insurance sector remained adequately capitalised.

The solvency capital requirement (SCR) is the main regulatory 
requirement under the Solvency SAM framework and reflects 
the amount of own funds that a company requires to survive a 
1 in 200 year loss event. Figure 20 indicates that South African 
life and non life insurers maintained adequate SCR cover ratios, 
with both SCR covers decreasing marginally in the second 
quarter of 2019 and remaining above the required ratio of 1.

The total assets of the primary life insurers, cell captives and 
reinsurance industry increased by 5.1% in the six months to 
June 2019, and the majority of their assets were invested in 
investment funds and equities. By contrast, the total assets of 
the primary non-life insurers, captives, cell captives and 
reinsurance industry increased by 3.1% in the six months to 
June 2019, and the majority of their assets were invested in 
deposits and corporate bonds.

Overall, the insurance sector in South Africa remains financially 
sound and adequately capitalised, and there is limited evidence 
of systemic risk. 

 SCR cover ratio (life)
 SCR cover ratio (non-life)

Source: SARB
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Box 2:  Steering towards a green economy

The global financial industry has contributed towards the global transition 
to a green economy over recent years, evident by the surge in the 
availability of green financial instruments. This has contributed to a wider 
movement of divestment from high carbon emission industries by the 
financial industry. Data indicates that exposures to non-sustainable 
sectors have reduced, given upward international trends in sustainable 
investment, which has been driven by institutional investors with US$6.24 
trillion in assets.1 Green finance refers to any financial instrument or 
investment that supports growth in environmentally sustainable sectors, 
while divestment is described as the reallocation of capital from 
environmentally unsustainable investments towards those focused on 
sustainability and reduced carbon emissions.

Ernest & Young reported in its Global Corporate Divestment Study of 2019 
that 84% of the surveyed companies plan to divest within the next two years, 
with 81% of them committing to streamline their operating models to align to 
their divestment plans over the next year.2 Unfortunately, this is being done 
on a voluntary basis, which subsequently impedes the pace of advancements 
made in this space. As suggested by the Network of Central Banks and 
Supervisors for Greening the Financial System3  (NGFS), for effective 
industry-wide action to occur, regulators and supervisors need to incorporate 
these sustainable investments into their regulatory and supervisory 
frameworks. In this regard, the World Bank has also been providing advisory 
services to sovereigns interested in issuing green bonds and engaging with 
investors on environmental, social and governance criteria.

The Bank for International Settlements (BIS) has been involved in the 
NGFS since the very beginning and it has been supporting central banks 
in their endeavour to invest more sustainably since 2017, when it 
launched a Corporate Bond BIS Investment Pool (BISIPY), which 
includes minimum environmental, social and governance (ESG) ratings as 
investment parameters. Its most recent initiative, in response to growing 
demand for green investments, is the development of a Green Bond BIS 
Investment Pool (BISIP) in cooperation with a group of 26 global central 
banks of which the SARB was a part of (so-called Advisory Committee) 
that voiced a potential interest to invest in such a fund. Together with the 
Advisory Committee, the BIS determined the adequate universe of green 
bond investments for an international reserves portfolio, which it launched 
on 16 September 2019 with an amount slightly above the original target 
level of US$500 million. Within two weeks, all purchases of green bonds 
had been completed and by 29 September 2019, more than 95% of the 
funds were invested into green bonds.

Elsewhere, the World Bank Treasury has been contributing to the 
integration of ESG through a range of activities, to build sustainable capital 
markets that mobilise capital towards sustainable investments. This 
includes, through the World Bank’s own issuance (green bonds and 
sustainable development bonds), to engage with investors on specific 
development challenges and sustainable development goals, as well as 
through partnerships with investors.  

Disclosures relating to institutions’ exposures to non-sustainable sectors 
and the associated financial risk are also performed on a voluntary basis

1 Sustainable Banking Network, Global Progress Report, International Finance Corporation, World Bank Group, 2018.

2 Ernest & Young, Global Corporate Divestment Study of 2019.

3  The NGFS is a group comprising central banks and supervisors who, on a voluntary basis, exchange experiences, share best practices, contribute to the 
development of environment and climate risk management in the financial sector, and to mobilise mainstream finance to support the transition towards 
a sustainable economy. Its purpose is to define and promote best practices to be implemented in order to conduct or commission analytical work on 
green finance.

4  Daily Maverick, ‘Explainer: Here’s how climate change law will affect the way you do business in South Africa’, 11 July 2019, available at https://www.
dailymaverick.o.za/article/2019-07-11-explainer-heres-how-climate-change-law-will-affect-the-way-you-do-business-in-south-africa/.

5  Business Report, ‘SA and climate change - it’s time to adapt’, 9 June 2019, available at https://www.iol.co.za/business-report/economy/sa-and-climate-
change-its-time-to-adapt-25308361.

6  The index includes companies that have a minimum FTSE ESG rating of 2.0 and those which are constituents of the FTSE/JSE Shareholder Weighted 
All-Share Index. Since its inception, the instrument has grown in popularity as a green investment option for various investors.

7  JSE, ‘Welcome to the FTSE/JSE Responsible Investment Index Series’, available at : https://www.jse.co.za/services/market-data/indices/ftse-jse-africa-
index-series/responsible-investment-index.

8  Equator Principles is a global risk management framework that is adopted by financial institutions for the determination, assessment and management 
of environmental and social risk in projects undertaken. The primary intention is the provision of a minimum standard for due diligence and monitoring in 
supporting responsible risk decision-making.

9 Sustainable Banking Network, Country Progress Report: South Africa, 2018. International Finance Corporation, World Bank Group.

in many jurisdictions. As such, industries remain vulnerable to financial 
climate-related risk at a scale that remains unknown due to data scarcity. 
The lack of widespread and standardised disclosures is impacting the 
accuracy of asset price valuations, which therefore leaves the financial 
system vulnerable to significant asset price re-evaluations. This could 
then result in significant spillover effects to the rest of the financial system, 
thereby posing a financial stability risk.

In South Africa, legislative reforms have included the release of the draft 
Climate Change Bill in 2018, the Carbon Tax Act which came into effect 
on 1 June 20194 and the National Climate Change Adaptation Strategy 
which was released for public comment in May 2019.5 Additional reforms 
focused on the financial industry have included regulations of the pension 
fund industry. The revised Pension Funds Act of 2012 is supported by the 
voluntary Code for Responsible Investing in South Africa (which is 
embedded in the King IV Code of Corporate Governance) which 
encourages a commitment and collaborative engagement by institutional 
investors and asset managers to manage ESG issues in asset ownership 
practices.

In terms of other advances and reforms in South Africa, the JSE Limited’s 
(JSE) released Debt Listings Requirements for the Green Segment in 
2017, which reference the International Capital Market Association Green 
Bond Principles in its definition of green bonds. Additionally, the JSE was 
also the first emerging market stock exchange to form a Socially 
Responsible Investment Index6 in 2004 which has since been replaced by 
the FTSE/JSE Responsible Investment Index.7

The Banking Association South Africa also developed voluntary Principles on 
Social and Environmental Risk Management in 2014 which resulted in the 
top four banks voluntarily disclosing how they manage their ESG risk. This, 
in addition to their commitment to the Equator Principles8 continues to 
reaffirm the global view of South Africa’s banking sector being at the forefront 
of introducing best practices in environmental and social risk management.9

The possibility of an imminent shock to South Africa’s financial system 
brought on by an industry-wide re-evaluation of asset prices given 
inaccurate asset prices is relatively unlikely. The pension fund, insurance 
and banking sectors have made progress towards moving into green 
finance at a suitable pace and have increased the availability of information 
relating to their respective climate-related financial risks in their publications. 
In combination, these factors limit the extensiveness of an industry-wide 
asset price re evaluation and the unintended spillover effects. 

With these prominent industries already facilitating the process towards a 
low carbon economy, it is unlikely that a re-evaluation of South African 
asset prices would result in significant shocks to capital flows and pose 
a risk to South Africa’s financial stability. Nevertheless, there remains 
areas for melioration in driving the green economy agenda, and 
enhancing prospects for domestic economic growth. Nonetheless, at 
present, climate-related financial risks and South Africa’s transition 
towards a green economy, and the pace thereof, do not present an 
imminent risk to South Africa’s financial stability.
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Non-financial corporates
Affordability measures for the non-financial corporate sector 
point to a weakening in the non-financial corporate sector’s 
ability to service its debt. The analysis in the following section 
indicates that some industries are facing more severe financial 
strain than others. However, overall, it can be concluded 
that some of the weakest institutions are unlikely to trigger a 
systemic event, given the banking sector’s limited exposure to 
these industries.

Business confidence continued to decline despite 
the rebound in growth in the second quarter of 2019.

Business confidence levels have deteriorated in the past five 
years, with the business confidence index last recording a 
reading above the 50 index point in the fourth quarter of 2014 
(Figure 21). Since then, economic growth has been persistently 
low, the fiscal position has deteriorated and the implementation 
of economic structural reforms has been slow. Business 
confidence declined from 28 index points in the second quarter 
of 2019 to 21 index points in the third quarter – the lowest level 
recorded in 20 years. A sustained deterioration in domestic 
economic activity is likely to reinforce the negative feedback 
loop between growth and business confidence.

Business confidence fell in four of the five sub-indices in the third 
quarter of 2019, with the biggest decline recorded in the wholesale 
and retail traders’ sectors (Table 4). Wholesalers’ confidence fell 
from 42 index points in the second quarter of 2019 to 29 index 
points in the third quarter, while retailers’ confidence declined 
from 28 index points to 17 index points over the same period.  
Both components were affected by a significant deterioration in 
sales volumes amid weak domestic demand.

Building contractors’ confidence declined from 30 index 
points in the second quarter of 2019 to 23 index points in 
the third quarter amid deterioration in residential and non 
residential building activity. Deterioration in the sub-index was 
exacerbated by a weakening fiscus21 as well as by community 
business forums that continue to disrupt activity in the sector. 
Manufacturing confidence fell to 16 index points in the third 
quarter of 2019 from 22 index points in the previous quarter, 
which was in line with subdued growth in production output. 
While vehicle dealers’ confidence rose from 17 index points 
in the second quarter to 22 index points in the third quarter, 
confidence in this sub-index remained low, owing to a 
sustained weakness in vehicle sales volumes.

21  A number of construction companies depend on public sector 
infrastructure projects.
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Table 4   Business confidence index*

Sub-indices
2018 2019

Q3 Q4 Q1 Q2 Q3

 New vehicle dealers’ confidence ..... 37.0 15.0 26.0 17.0 22.0

 Retail traders’ confidence ................ 23.0 33.0 24.0 28.0 17.0

 Wholesale traders’ confidence ......... 39.0 44.0 40.0 42.0 29.0

 Building contractors’ confidence ..... 44.0 32.0 23.0 30.0 23.0

 Manufacturers’ confidence .............. 26.0 30.0 25.0 22.0 16.0

*  The business confidence index is measured on a scale of 0 to 100, where 0 indicates an ‘extreme lack 
of confidence’, 50 ‘neutral’ and 100 ‘extreme confidence’

Source:  BER, Stellenbosch University

The current negative feedback loop between business 
confidence and economic growth is likely to constrain 
corporate sector earnings and spending, as well as investment. 
Further deterioration in non-financial corporate balance sheets 
will affect the sector’s debt-servicing capacity, thus posing a 
threat to domestic financial stability.

Non-financial corporate profitability increased in the 
second quarter of 2019, but overall it is expected to 
be constrained by low economic growth prospects.

Earnings growth in the non-financial corporate sector increased 
sharply from -5.5% in the first quarter of 2019 to 3.8% in the 
second quarter. This was in line with the rebound in economic 
growth during the same period (Table 5). However, overall 
profitability22 in the sector is expected to be weak, reflecting 
low economic growth prospects and a sustained decline in 
business confidence. It is possible that the increase in earnings 
in the second quarter could have been a correction from 
previous lows and might not necessarily result in a sustained 
recovery in the sector’s performance. 

Table 5 Selected indicators for the non-financial corporate sector 

Annual percentage change, unless indicated otherwise

Performance indicators
2018 2019

Q2 Q3 Q4 Q1 Q2

Bank credit granted* ................................... 6.7 7.3 4.7 6.1 7.5

 Gross fixed capital formation** .................... 3.4 7.3 2.6 1.8 7.5

 Credit as a percentage of GDP................... 62.6 63.9 63.9 66.5 66.6

 Net operating surplus*** ............................. 4.8 6.1 1.1 -5.5 3.8

 Deposits ..................................................... 5.8 5.0 2.3 4.1 9.4

*  Bank credit to the corporate sector includes instalment sale and leasing finance, mortgage advances, 
overdrafts, credit card debtors, and other loans and advances

** At current prices (seasonally adjusted)  
***  Gross operating surplus minus depreciation (seasonally adjusted rates)

22  Net operating surplus is used as a proxy for non-financial corporate 
profits.
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Credit extended to non-financial corporates increased from 
6.1% in the first quarter of 2019 to 7.5% in the second quarter. 
The boost in credit conditions is likely to provide the sector 
with some support, but the current fragile economic 
environment raises concerns about the sector’s ability to 
service this debt, particularly if economic conditions worsen. 
The credit-to-GDP ratio of the non-financial corporate sector 
increased to 66.6% in the second quarter of 2019 from 66.5% 
in the first quarter. The ratio has recorded successive increases 
since the second quarter of 2018, possibly indicating that the 
sector is overextended. These risks, however, are somewhat 
mitigated by higher non-financial corporate sector deposits 
which could act as a buffer against economic or financial 
shocks. Growth in non-financial corporate deposits rose from 
4.1% in the first quarter of 2019 to 9.4% in the second quarter.

Non-financial corporate debt levels remain 
historically elevated amid slow economic growth.

Domestic non-financial corporate debt23 accumulation has 
been below that of South Africa’s international peers, but the 
level of debt has remained historically high since the first quarter 
of 2017 (Figure 22). The growth in the debt stock in the non-
financial corporate sector began to slow between the second 
and fourth quarters of 2018, when mostly upbeat economic 
conditions at the time increased expectations for advanced 
economies24 to gradually raise interest rates. However, this 
temporary deviation from the sustained uptick reversed in 
2019. Although total non-financial corporate debt moderated 
somewhat in the second quarter of 2019 to US$137.8 billion 
(R1.9 trillion) from US$138.7 billion (R2.0 trillion) in the previous 
quarter, the sector’s debt levels still remained elevated. SOE 
debt accounted for 39.1% of the sector’s total debt, while the 
debt of private enterprises represented the remaining 60.9%. 

The sector’s debt-to-GDP ratio has risen since 2012, from 
38.6% in the fourth quarter of 2018 to 39.2% in the first quarter 
of 2019. While some of the deterioration in the sector’s debt-to-
GDP ratio can be explained by subdued economic growth 
levels, the rise in the ratio appears to be more reflective of 
higher growth in debt (Figure 23). 

Accommodative global monetary policy could prompt a further 
build-up in non-financial corporate debt and increase the 
vulnerability of the sector. In the event of a significant economic 
or financial shock, highly leveraged firms could face difficulties 
in servicing their debt, thereby increasing their probability 
of default, which would weigh on both domestic economic 
activity and financial stability. 

The foreign currency share of non-financial corporate debt 
declined to US$53.5 billion in the second quarter of 2019 from 
US$54.5 billion in the previous quarter, accounting for about 
40.0% of the sector’s total debt (Figures 24 and 25). Periods 
of rising foreign-denominated debt were mostly in line with the 
depreciation in the exchange value of the rand, indicating the 
sector’s exposure to currency risk. The sector is exposed to 
refinancing risk, should global interest rates rise, although looser 
global monetary policy is a mitigating factor at present. While 
a significant portion of the sector’s debt is denominated in the 
local currency (61.2%), refinancing risks are still likely, given that 
they also reflect prevailing domestic economic conditions.25 

23  Non-financial corporate debt includes the debt of private enterprises and 
SOEs.

24 US, euro area and Japan, among others.

25  These economic conditions include interest rate trends, the amount of 
liquidity prevalent in the credit market and economic growth.

Figure 22 South African non-financial corporate
 sector debt*

 Total non-financial
 corporate debt

* Includes bank loans and debt securities
Source: Institute of International Finance 
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Non-financial corporates’ aggregate interest coverage 
ratio deteriorated marginally, while the banking sector 
showed little credit exposure to weak industries.

The interest coverage ratio (ICR) is an estimation of a firm’s 
ability to generate enough cash flow to finance its interest 
expenses on outstanding debt by dividing a firm’s earnings 
before interest and taxes (EBIT) by its annual interest expenses. 
According to the IMF, firms classified as ‘weak’ are those with 
an income that covers interest expenses by less than two 
times (i.e. those with an ICR below 2).

The non-financial corporate sector’s ICR (all industries ICR) 
declined marginally to 2.5 in the second quarter of 2019 (from 
2.6 in the previous quarter), indicating a marginal deterioration 
in South African institutions’ ability to generate sufficient cash 
over the past year to service debt (Figure 26). Despite the 
deterioration in the aggregated ICR, most industries actually 
reported improved earnings in the second quarter of 2019. 

The aggregate ICR remains above the benchmark, but being 
an average measure, it may, as a result, mask the vulnerabilities 
in the respective industries. In particular, the gas, electricity and 
water supply, and the transport, storage and communication 
industries have recorded ICRs below the benchmark for the past 
four quarters. From a financial stability point of view, it is important 
to assess the extent to which the domestic banking sector is 
exposed to the aforementioned industries that have weak ICRs. 

As at June 2019, the banking sector had total gross credit 
exposure of 36% to the non-financial corporate sector 
(Figure 27). Of this, the electricity, gas and water supply, and 
the transport, storage and communication industries only 
accounted for about 2% and 3% of the banking sector’s credit 
exposure respectively (Table 6). This implies that further 
weakness in these industries is unlikely to directly impact the 
domestic banking system or trigger a systemic event.26 

26  That being said, while the electricity, gas and water supply industries 
might not necessarily pose a direct threat to the domestic banking 
system, prolonged power constraints could impact the financial system’s 
ability to function efficiently, hence indirectly impacting the banking sector. 
However, the likelihood of this event is somewhat limited amid contingency 
measures by financial services providers (e.g the installation of back-up 
power generators) and ongoing efforts by the government to stabilise the 
power crisis.  

Figure 24 Currency composition (local and foreign) of
 South African non-financial corporate debt
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Source: IIF 
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Figure 25 Currency composition (other currencies) of
 South African non-financial corporate debt
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Table 6  Banking sector credit exposure by industry

Industry Per cent

Agriculture, hunting, forestry and fishing ........ 2

Mining and quarrying ..................................... 3

Manufacturing ............................................... 4

Electricity, gas and water supply ................... 2

Construction .................................................. 1

Wholesale and retail trade ............................. 5

Transport, storage and communication ......... 3

Business services .......................................... 7

Community, social and personal services ...... 3

Other ............................................................. 6

Total .............................................................. 36

*Data as at June 2019
Source: SARB, BA210
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Non-financial corporate default probabilities remain 
elevated amid rising debt-service costs.

The expected default frequency (EDF), which measures the 
probability that a firm’s future market value could be insufficient 
to meet its future debt obligations, has also indicated some signs 
of distress in the non-financial corporate sector. Of particular 
concern is the significant rise in the percentage of corporates in 
the 10–30% category since May 2008 (Figure 28). This implies 
that there is a 10–30% probability that 14.3% firms, or 24 out of 
a total of 168 institutions, will default on their interest or principal 
payments within the next year. 

There has also been deterioration in the percentage of firms with 
EDFs below 3%. This percentage has since dropped to 67.8%, 
which is significantly lower than the 72.0% reported at the time 
of the previous FSR, indicating deterioration in the sector’s ability 
to honour its debt obligations in the coming year. Furthermore, 
there has been a rise in the non-financial corporate sectors’ debt 
service ratio, indicating concerns about the sector’s ability to 
repay debt. The non-financial corporate sector’s debt-service 
ratio rose to 9.2% in the first quarter of 2019 from 8.9% in the 
corresponding period of 2018 (Figure 29).

Despite signs of deterioration in the sector’s debt-service 
capacity, the sector recorded an average one year EDF of 4.4% 
as at 20 November 2019 – marginally higher than the 4.3% 
recorded at the time of the previous FSR. However, the sector’s 
debt rating was unchanged at Caa2 (based on the correlation 
between implied ratings by Standards & Poor’s (S&P) and the 
EDF credit measures), indicating that the credit risk profile for the 
sector remains elevated.

Households
The income, expenditure and debt of the household sector are 
important for financial stability, as the sector represents some 
of the main clients of the banking sector. A highly indebted 
household sector is a cause for concern, as households are 
particularly sensitive to shocks in the economy such as sudden 
increases in prices or interest rates. High debt levels could 
decrease households’ ability to service their debt, increasing the 
probability of defaults and causing deterioration in banks’ asset 
quality. This, in turn, could weigh on the stability of the domestic 
financial system.

During the period under review, the financial position of 
households mostly improved as a result of an increase in the 
sector’s net wealth. However, the sector remains vulnerable to 
both financial and economic shocks, given slowing disposable 
income, very low savings and higher debt levels. The following 
section provides an analysis of these issues. 

Households’ financial position improved, but the 
sector remains financially vulnerable.

The financial position of households improved during the period 
under review, with growth in net wealth increasing from 2.9% in 
the first quarter of 2019 to 3.5% in the second quarter. The 
acceleration in the growth of net wealth can be attributed to an 
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improvement in the growth in the value of households’ financial 
assets, which rose from 2.7% in the first quarter of 2019 to 3.5% 
in the second quarter. Despite the positive performance, growth 
in net wealth was limited by high debt levels. 

Household income levels remained constrained by weak 
macroeconomic conditions, with growth in disposable income 
slowing from 4.9% in the first quarter of 2019 to 4.7% in the 
second quarter (Table 7). The slowdown in household income 
was in line with BankservAfrica’s Disposable Salary Index which 
indicated that the take-home pay of individuals mostly declined 
during the second quarter of 2019.27 While moderating inflation 
expectations imply that the financial position of households is 
likely to be supported by lower inflation levels in the short to 
medium term, weak economic growth prospects pose a risk 
to the sector’s future earnings potential.

Despite an ongoing slowdown in household disposable 
income, growth in consumption expenditure accelerated from 
0.8% in the first quarter of 2019 to 1.5% in the second quarter. 
Given the vulnerability of the household sector (amid 
deteriorating income levels and low savings levels), it is likely 
that the rise in consumption expenditure was due to households 
taking on additional and more expensive debt to support 
consumption.

Table 7 Selected indicators for the household sector 

Annual percentage change, unless indicated otherwise

2018 2019

Q2 Q3 Q4 Q1 Q2

Disposable income (nominal) .... 5.9 5.3 4.9 4.9 4.7

Financial assets ........................ 8.6 3.6 -4.0 2.7 3.5

Total assets .............................. 7.3 4.1 -0.7 3.4 4.0

Net wealth* ............................... 7.8 3.9 -2.1 2.9 3.5
Consumption 
expenditure (real) ...................... 1.9 1.4 1.2 0.8 1.5
Consumption expenditure 
to GDP ..................................... 59.5 59.5 59.8 61.1 59.7

Capital gearing** ....................... 16.1 16.3 17.0 16.6 16.5

Credit extension ....................... 4.5 5.1 5.6 5.9 6.2
Mortgage advances extended 
to households........................... 3.6 3.9 4.0 4.1 4.1
Mortgage debt as a 
percentage of household 
disposable income ................... 34.5 34.4 34.3 34.4 34.4
Savings as a percentage 
of disposable income ............... 0.4 0.0 -0.5 -0.1 -0.2

Debt to disposable income ....... 71.6 71.9 72.7 72.5 72.7

Debt to GDP ............................ 42.7 42.8 43.3 44.3 43.3
Debt-service cost of 
household debt ........................ 2.5 3.8 6.5 6.7 8.4
Debt-service cost as a 
percentage of disposable 
income ..................................... 9.1 9.2 9.3 9.4 9.4

Debt ......................................... 5.3 5.1 6.8 5.9 6.3

*  Household net wealth is defined as total assets of households less total financial 
liabilities

**  Capital gearing’ refers to household debt as a percentage of total assets of 
households. Data are preliminary.

Source: SARB, FNB

27  See the BankservAfrica Disposable Salary Index for April, May and June 
2019, available at https://www.bankservafrica.com/website/
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Figure 29 Non-financial corporates’ debt-service ratio
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Growth in household debt accelerated and consumers 
took on more unsecured credit.

Growth in household debt continued on its upwards trajectory, 
increasing from 5.9% in the first quarter of 2019 to 6.3% in the 
second quarter (Figure 30). Growth in credit extended to 
households has increased consistently since the second 
quarter of 2017 (Figure 31), and rose from 5.9% in the first 
quarter of 2019 to 6.2% in the second quarter. Of particular 
concern is the strong increase in unsecured lending to the 
household sector (See Box 3: The recent acceleration in 
household unsecured credit in South Africa). Most of this 
growth has been driven by a rise in the more expensive forms 
of credit (general loans and advances and credit cards), 
possibly indicating that households have become more 
financially vulnerable. Stable debt growth supplements 
household income, boosts consumption and eventually 
supports economic growth. However, rising debt (especially 
unsecured debt) in a slowing economy combined with slowing 
disposable income growth, raises concerns about the sector’s 
ability to service its debt.

Figure 30  South African household debt

 Household debt

Source: SARB
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Figure 31 Composition of household credit  
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Box 3:  The recent acceleration in household 
unsecured credit in South Africa

The household sector is an important participant in the domestic financial 
system, accounting for almost 45% of total private sector credit extended 
by the banking sector. The banking sector’s direct and indirect credit 
exposure to households could threaten banking system stability and, 
consequently, pose a risk to domestic financial stability. Household credit 
growth has remained below the double-digit levels observed between the 
second quarter of 2004 and the fourth quarter of 2013; however, it has 
been increasing since the second quarter of 2017.

While households’ participation in the domestic banking sector (via credit) 
supplements income, boosts consumption and consequently contributes 
to economic growth, rising debt levels under conditions of persistently low 
growth and deteriorating disposable income raises concerns about 
households debt-servicing capacity. In the second half of 2019, the 
unsecured portion of household credit in particular rose sharply, largely 
owing to a rise in general loans and advances, and credit cards.

Between 2002 and 2009, unsecured credit grew at a slower pace than 
secured credit. This trend later reversed, with growth in unsecured credit 
peaking at 28.5% in the third quarter of 2012 (Figure B3.1). The growth in 
unsecured credit began to stabilise between 2013 and early 2017 
following the failure of African Bank1 and the introduction of the National 
Credit Regulator’s Affordability Assessment Regulations (under the National 
Credit Act 34 of 2005) in mid-2016. However, from early 2017, unsecured 
credit started to rise again, and grew by 10.5% in the first quarter of 2019 
compared to secured credit that grew by 4.9% in the same period.

 Secured*
 Growth: secured credit 
 (right-hand scale)

*   Unsecured credit includes overdrafts, general loans and advances, 
    and credit cards 
**  Secured credit includes instalment sales credit, leasing finance and 
    mortgage advances

Source: SARB
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1 Prior to its failure, African Bank was a leader in the unsecured lending market.

Given that unsecured credit is not guaranteed by an asset, households 
often compensate (through higher costs) for the greater risk associated 
with extending such credit. Other than the higher interest rates, unsecured 
credit often includes costs such as initiation and services fees as well as 
credit life insurance that contribute to higher repayment levels. Households 
are already vulnerable, given slowing disposable income, a low savings 
rate and weak economic growth prospects, and rising unsecured debt 
(and, consequently, higher debt costs). 

Unsecured credit is therefore likely to weigh on households’ finances and 
impact the ability to repay debt. While the household sector’s non-
performing loan ratio for unsecured debt remains below levels observed 
between 2014 and 2016, it has been trending upwards since the 
beginning of 2018 (Figure B3.2), indicating that the sector may already be 
facing some difficulty meeting its unsecured debt obligations.
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Households’ debt affordability improved marginally, 
but debt-service costs continued to rise.

Most household debt affordability measures improved (albeit 
marginally) in the second quarter of 2019. This was in line with 
the slight rise in the sector’s assets, wealth and economic 
growth in the second quarter (Figure 32). The household debt-
to-disposable-income ratio was the only affordability measure 
that recorded a slight rise in the second quarter. The ratio 
increased marginally from 72.5% in the first quarter of 2019 to 
72.7% in the second quarter as disposable income rose at a 
slower pace than household debt. 

Although household debt-service costs are currently below the 
levels observed before the global financial crisis, they remain 
high. The household sector’s debt-financing cost accelerated 
to 8.4% in the second quarter of 2019 from 6.7% in the previous 
quarter. In addition, the spread between the average interest 
rate paid by South African households and the prime rate rose 
marginally from 12.95% in the first quarter of 2019 to 12.98% in 
the second quarter (Figure 32). The debt-service cost to 
disposable income ratio, however, was relatively unchanged at 
9.4% in the second quarter of 2019 (from 9.4% in the first 
quarter). The SARB’s policy rates are likely to provide the 
sector with some support, but this benefit is likely to be 
constrained by households’ increased demand for unsecured 
debt which carries higher interest rates.

With weak economic growth prospects and some signals of 
financial distress pointing to vulnerabilities in the household 
sector, consumers are increasingly pessimistic. The FNB/BER 
Consumer Confidence Index decreased significantly from 
5 index points in the second quarter of 2019 to -7 index points 
in the third quarter (Figure 33). The economic sub-index 
declined the most amid deterioration in consumers’ 
expectations for domestic conditions to improve in the next 
12 months. Overall, consumers’ confidence about their 
financial position worsened, with most consumers rating the 
current period as unfavourable to purchase durable goods, 
indicating financial strain.

Residential real estate
Housing market trends and developments are important as they 
serve as an indicator of financial system health, the availability 
of credit as well as confidence in the economy. Furthermore, 
not only does residential housing make up approximately 22% 
of households’ total assets, mortgage advances are also the 
largest component of banks’ assets, accounting for over 58% 
of total credit to households. Therefore, house prices impact on 
the balance sheets of both households and banking institutions.

The residential real estate market activity remained 
subdued.

A common interpretation of the link between real estate markets 
and the household sector is that high growth rates in mortgage 
lending could drive house prices up. Yet, mortgage lending can 
also be driven by rising house prices through the wealth and 
collateral channels. When house prices increase, home owners 
may perceive themselves as wealthier, inducing them to borrow 
and spend more. In South Africa, mortgage loan growth has 
been persistently low, failing to grow by more than 5% since the 
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end of 2010, which has played an important part in keeping 
house price growth relatively flat in nominal terms. 

However, there has been an increase in mortgage advances 
granted to households since the first quarter of 2018, but this 
has not translated into an acceleration in house price growth. 
On average, house prices grew by 3.6%28 year on year in the 
second quarter of 2019, down from 3.8% in the first quarter, 
while growth in mortgage advances remained constant from 
the first quarter at 4.7% (Figure 34). Low consumer confidence, 
weak economic activity and rising unemployment, together 
with sluggish residential property demand, could continue to 
impact negatively on house prices.

The FNB/BER Building Confidence Index29 fell to a multi-year 
low of 22 points in the third quarter of 2019, from 29 index 
points in the second quarter (Figure 35). The current level of 
the index indicates that close to 80% of respondents are 
dissatisfied with prevailing business conditions. Five of the 
six subsectors surveyed reported lower confidence, led by a 
22 index point drop in building subcontractor confidence.

Government finances
The state of government finances and the sustainability of high 
levels of government debt could have a negative impact on 
international investors’ views on a sovereign’s creditworthiness, 
which could result in refinancing difficulties and ultimately trigger 
wider financial system instability. If the belief exists that public 
finances are unsustainable and/or vulnerable to shocks, the risk 
premium on debt could rise and lead to higher interest rates, 
higher debt-service costs, and increased rollover risk. Higher 
levels of public debt could also increase the probability of the 
prices of other financial assets decreasing, thus impacting on 
the soundness of financial sector balance sheets.

Rising domestic government spending and lower 
revenue collection continue to pressurise the 
country’s fiscal position.

During the period under review, government finances remained 
fragile due to deteriorating debt dynamics and shrinking fiscal 
space. Risks to the fiscal outlook remained elevated over the 
medium term and continued to pose a major risk to the stability 
of the domestic financial system. These included uncertainty in 
government’s revenue outlook and the poor financial position 
of major SOEs during an extended period of weak economic 
growth. Proposed key interventions by government to support 
fiscal consolidation include a decrease in the public sector 
wage bill, strengthened governance over fiscal expenditure and 
increasing infrastructure investment expenditure. 

Both the weak financial position of several major SOEs and their 
operational limitations continue to weigh on fiscal buffers amid 
continued calls on government for financial assistance, limiting 

28  This is calculated by taking the average of all three house price indices’ 
growth rates (FNB, Standard Bank, Lightstone Property).

29  The FNB/BER Building Confidence Index measures the business confidence 
of all the major role players and suppliers involved in the building industry 
such as architects, quantity surveyors, contractors, sub-contractors, 
retail merchants, and manufacturers of building materials. The index is 
compiled quarterly from the building, manufacturing, retail and wholesale 
opinion surveys undertaken by the BER at Stellenbosch University. 
FNB/BER Building Confidence Index, Johannesburg: FNB/BER,  
17 September 2014.
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government’s ability to engage in countercyclical expansion 
efforts. In the second quarter of 2019, total gross loan debt of 
government increased to R2 900 billion, while total net loan debt 
decreased to R2 626 billion (Figure 36). Overall, the fiscal deficit 
is expected to widen from 4.2% of GDP in 2018/19 to 5.9% of 
GDP in 2019/20 due to shortfalls in tax revenue against increased 
spending pressures.30

In the Medium Term Budget Policy Statement (MTBPS),31 the 
National Treasury projected an increase in gross loan debt of 
R886.9 billion (over the medium term) to R4.5 trillion (71.3% of 
GDP) in 2022/23. This estimate includes financial support for 
Eskom from the government.32 Net debt, which excludes cash 
balances, is projected to grow to R4.243 trillion (67.5% of GDP) 
in 2022/23. 

The continued and increased reliance of SOEs on state funding 
has impacted severely on the country’s finances. The total stock 
of contingent liabilities is projected to exceed R1 trillion by 2021. 
Of this amount, the government-guaranteed portion increased 
from R670 billion in 2018 to R683.3 billion in 2019, of which Eskom 
received R350 billion.33 The IMF recognises sound public finance 
management as being integral to mitigating fiscal risks that might 
impair sovereign balance sheets. The growth of South African 
contingent liabilities, coupled with other idiosyncratic factors, has 
triggered growing concerns of elevated vulnerabilities emanating 
from government finances, particularly with regard to fiscal and 
debt sustainability. Weak financial performances by major SOEs, 
in a slow growth environment, has drawn increased state support 
not only via the issuance of guarantees (Figure 37), but through 
loans, subsidies, and equity injections at a rate that has consistently 
raised concerns with rating agencies and investors.

Eskom, whose share of SOE debt is more than 70%, was identified 
by the IMF as a ‘macro critical’ entity. Eskom’s substantive 
impact on South Africa’s debt-to-GDP ratio confirms this view. 
(Figure 38). The National Treasury estimates that South Africa’s 
debt-to-GDP ratio, with financial support to Eskom, could increase 
to about 80% in 2026/27 compared to about 59% projected in 
the February 2019 Budget. In a debt sustainability study,34 the IMF 
identified 70% as a high-risk threshold for developing economies. 

A key financial stability concern is the large share of foreign debt 
redemptions for SOEs that will take place over the next decade 
(Figure 39). Total redemptions for SOEs are estimated at R82.4 
billion on an annual basis over the 2020 Medium Term Expenditure 
Framework, of which 41% consists of foreign debt. This high level 
of foreign exchange exposure poses significant currency risk to 
SOEs that are also faced with difficulties in accessing funding in 
capital markets as a result of poor financial performance amid 
deteriorating macroeconomic conditions. Therefore, there is likely 
to be rollover risks associated with weak SOEs, which could lead 
to SOEs requesting more guaranteed lines of credit from the state.

30 MTBPS, October 2019.

31 MTBPS, October 2019.

32  Excluding financial support for Eskom, gross loan debt is expected to be 
68% of GDP in 2022/23.

33 MTBPS, October 2019.

34 IMF, Country Report No. 16/217: South Africa, July 2016.
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In recent months, Fitch Ratings and Standard and Poor’s changed 
the outlook for South Africa from stable to negative, citing 
concerns about the government’s financial support of Eskom and 
low economic growth. In addition, Moody’s expressed its 
dissatisfaction with respect to the government’s bailout of Eskom 
and the October 2019 MTBPS, labelling these developments as 
‘credit-negative’, and subsequently adjusting South Africa’s 
outlook to ‘negative’ from ‘stable’. Overall, although indicators 
such as short-term debt and foreign exchange debt as a share of 
total public debt (13% and 9% respectively) are well within 
prudential guidelines, debt sustainability risks are rising, which 
increases the probability of further credit rating downgrades for 
the sovereign. 

Adequacy of nominal reserves
As high net external financing requirements could make a country 
vulnerable to financial market volatility, countries strengthen or 
increase their reserve buffers to combat such a vulnerability. 
Since the previous edition of the FSR, the official gross gold and 
foreign exchange reserves have increased to US$49.95 billion in 
August 2019, from US$49.36 billion in July 2019. Foreign reserve 
holdings are important to, among other things, maintain liquidity 
and investor confidence. 

The Guidotti ratio suggests that sufficient funds 
are available to service the country’s short-term 
external debt.

The Guidotti ratio, which represents a measure of reserve 
adequacy for financial stability purposes, decreased further to 
1.07 in the second quarter of 2019 after also decreasing in the first 
quarter (Figure 40). The decrease was mainly due to a bigger 
increase in short-term foreign debt than in gross gold and other 
foreign exchange reserves. The Guidotti ratio is, however, still 
above the Guidotti–Greenspan threshold of 1, suggesting that 
there is sufficient funding available to service the country’s short-
term external debt35 should foreign exchange market access be 
reduced suddenly.

The augmented Guidotti ratio, which takes into account the 
current account36 of the balance of payments, decreased from 
0.89 in the first quarter of 2019 to 0.82 in the second quarter, 
remaining below the Guidotti–Greenspan rule level of 1. This 
implies that in an unexpected capital flight situation, there might 
be a shortfall of almost 2 percentage points in funding.

35 Short-term external debt refers to debt that is due within one year.

36 The current account serves as a proxy for total external financing needs.
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Update on the financial cycle
The financial cycle provides a broad indication of the change 
in risks to financial stability and, as such, provides important 
guidance and a useful monitoring tool to policymakers. These 
cycles are generally measured by the co-movement of a broad 
set of financial variables.37 The financial cycle is estimated using 
total credit,38 house prices and equity prices as indicators. 
Following Drehmann, Borio and Tsatsaronis, the band pass filter 
suggested by Christiano and Fitzgerald39 was used to isolate 
the components of each series that corresponds to the chosen 
frequency interval, that is, with a duration of between 8 and 30 
years (or 32 and 120 quarters). All data series were deflated 
by the consumer price index and expressed as four-quarter 
logarithmic changes. These are therefore ‘growth rate’ cycles 
that refer to fluctuations in the growth rates of the variables. 
Note that cumulating these cycles facilitates comparisons with 
‘classical’ cycles expressed in levels.

Has the financial cycle reached its trough?

In Figure 41, medium-term cycles in credit, house prices and 
equity prices were extracted and averaged to obtain an estimate 
of the financial cycle (red line). For purposes of comparison, the 
downward phases of the business cycle, as calculated by SARB 
and published in the Quarterly Bulletin, are shown by the blue 
shaded areas.

The peaks of the financial cycle in levels are closely associated 
with financial crises. The current downward phase of the financial 
cycle began in the fourth quarter of 2014 (pink shaded area) 
and continued in 2019. This occurred against a backdrop of a 
downward phase of the business cycle, which is more severe 
when accompanied by a contractionary phase of the financial 
cycle. Although two of the indicators of the financial cycle (or 
principal components) appear to have reached a trough (or low 
point), the credit indicator shows a continued contractionary 
phase.40 

37  BIS, 85th Annual Report, available at https://www.bis.org/publ/arpdf/
ar2015_ec.pdf

38  M Drehmann, C Borio and T Tsatsaronis, ‘Characterising the financial 
cycle: don’t lose sight of the medium term!’ BIS Working Paper No. 380, 
2012.

39  L Christiano and T Fitzgerald, ‘The band-pass filter’, International 
Economic Review 44(2):435–465, 2003.

40   An analysis of the phase of the financial cycle is important in determining the 
timing for implementation of capital-based macroprudential instruments. 
A potential aim of macroprudential policy is to counter the effects of the 
cycle by tempering the amplitude or preventing risk propagation (or ‘lean 
against the financial cycle’).
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Macroprudential policy regulation

Assessing the application of the 
countercyclical capital buffer for banks  
The countercyclical capital buffer (CCyB) framework provides 
macroprudential supervisors with a tool to change capital 
requirements for banks in order to protect the financial system from 
the boom and bust phases of the financial cycle. The Financial 
Stability Committee (FSC) of the SARB is responsible for setting 
the CCyB rate, which forms an integral part of the internationally 
agreed-upon standards for risk-based capital requirements.

The total credit-to-GDP gap remained below its 
long-term trend.

The Basel Committee on Banking Supervision (BCBS) suggested 
in its guidance to national authorities (BCBS, 2010) that the credit-
to-GDP gap be used as a guide for deploying Basel III CCyBs. 
The credit-to-GDP gap is designed to take the macro-financial 
environment in which banks operate into account, and is the main 
indicator that informs the activation of the CCyB. According to the 
phase-in arrangements for the minimum requirements of Basel III, 
banks in South Africa could be required to hold a CCyB. Banks 
would be required to implement the CCyB when, after taking into 
account all relevant information, the FSC decides to activate the 
buffer. However, the credit-to-GDP gap remains well below any 
likely calibration of the lower threshold of the CCyB add-on for 
South African banks. 

The credit-to-GDP gap has remained negative since 2011 and 
widened from -0.5 in first quarter of 2019 to -2.9 in the second 
quarter (Figure 42). The total credit extended to the private sector 
continued to remain below its long-term average.

The widening of the sectoral credit-to-GDP gap is reflective of 
the ongoing subdued credit extension by banks to households. 
The credit-to-GDP gap for credit extended to households 
remained negative and widened from 2.97 percentage points 
in first quarter of 2019 to  3.80 percentage points in the second 
quarter (Figure 43). The gap for credit extended to corporates 
narrowed during this period, from 1.39 percentage points to 
zero, indicating that private sector corporate credit extension 
is at its long-term trend.

Not all credit gap subcategories have been below zero so far 
this year. The credit gaps for leasing finance and overdrafts 
remained above zero, suggesting that credit is being extended 
to these categories at above their long-term average rates. Some 
of the other asset classes (instalment sales, credit cards and 
mortgages) have negative credit-to-GDP gaps (Figure 44). The 
widening in the credit-to-GDP gap41 in mortgages and other loans 
was mainly driven by an increase in credit extended to households 
and corporates in the first quarter of 2019. It is recognised that the 
CCyB should not be anchored mechanistically on only the credit-
to-GDP gap, given that policymaking does require judgement.42

41  A negative, widening credit-to-GDP gap indicates that the current rate of 
credit extension continues to be below its long-term average.

42  For example, the 2010 Basel Committee’s guidance for national 
authorities operating the countercyclical capital buffer suggests that, in 
assessing ‘both the build-up and release phases, authorities should look 
for evidence as to whether inferences from the credit-to-GDP guide are 
consistent with other variables’ and to ‘consider whether the behaviour of 
the GDP denominator reflects the build-up of system-wide risks.
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The Financial Conditions Index (FCI)43 is a broad measure that 
reflects the cost of obtaining finance in the economy, and is 
another possible indicator that could be used when making CCyB 
decisions. The FCI employs the two step estimation procedure 
based on the principal component analysis and the Kalman 
smoother. The FCI is calculated using 38 monthly financial 
variables covering six markets, namely the credit, foreign 
exchange, real estate, foreign, funding and equity markets.44 

As indicated in Figure 45, while total credit extension by banks 
continues to contract, the FCI suggests that financial conditions 
are tightening, although the index is above zero. 

Consideration for the activation of the 
countercyclical capital buffer for banks 

According to the arrangements for the minimum requirements 
of Basel III, the CCyB could be applied to banks from 2016, if 
required. However, at a recent meeting of the FSC, it was 
decided, after taking all the relevant information into account, 
not to activate the CCyB add-on for banks at this stage, and to 
keep the rate at 0%.45 

The SARB endeavours to enhance its financial stability 
and macroprudential monitoring and policy frameworks by 
continually conducting research, and benchmarking itself 
against international standards. Some of the key current 
research initiatives include expanding on its existing set of 
financial stability indicators to identify vulnerabilities in the 
domestic financial system (e.g. a heatmap of indicators and 
systemic risk measures),  a revisit of the CCyB (e.g. the sectoral 
CCyB methodology and neutral rate CCYB), and developing 
the SARB’s macroprudential toolkit of asset-based, market-
based and liquidity-based instruments, among other things. 
This ongoing research will be published as research papers in 
future editions of the FSR. 

43  For more details on the construction of the FCI, see Kabundi and Mbelu, 
‘Estimating a time-varying financial conditions index for South Africa’. 
Working Paper Series WP/17/02, South African Reserve Bank, 2017.

44  For a detailed explanation on the FCI, refer to Box 1 of the FSR, second 
edition 2017.

45 The CCyB has remained at 0% since its inception in 2016.
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The robustness of the domestic 
financial infrastructure
This section reviews domestic legislative and regulatory 
developments as well as some international regulatory 
developments in the banking sector, insurance sector and 
financial markets in order to address weaknesses and build 
resilience in the domestic financial system. Weak regulatory 
systems and inadequacies in supervisory frameworks and 
practices may have a negative impact on the efficiency and, 
consequently, the stability of the financial system. 

Regulatory developments affecting 
the domestic banking sector

Designation of six banks as systemically 
important financial institutions

In terms of section 29 of the FSR Act, the Governor may, by 
written notice to a financial institution, designate an institution 
as a systemically important financial institution (SIFI). In order to 
assist the Governor in this decision, the SARB has developed 
a methodology to identify banks that could be designated as 
SIFIs. This methodology was published in June 2019, after 
considering the comments received on the draft paper.46 

Process to designate banks as SIFIs

The process to designated SIFIs is prescribed in section 29 
of the FSR Act. Following this process, the Governor gave 
notice to the Financial Sector Oversight Committee (FSOC) 
of his intention to designate six South African banks as SIFIs. 
On 20 August 2019, these banks were notified of the intended 
designation and invited to make submissions on the matter. 
The six banks designated are: 

• Absa Bank Limited;

• The Standard Bank of South Africa Limited;

• FirstRand Bank Limited;

• Nedbank Bank Limited;

• Investec Bank Limited; and

• Capitec Bank Limited.

The banks were given until the end of September 2019 to make 
submissions to the Governor. However, all six banks selected 
to accept their SIFI designation without making submissions. 
In terms of section 29(7) of the FSR Act, the Governor must 
publish the designation of SIFIs.

It should be emphasised that being designated as a SIFI 
does not mean that these banks are seen as relatively riskier 
institutions. On the contrary, SIFIs generally have diversified 
business models and more sophisticated risk management 
frameworks in place than smaller banks, which may reduce 
their institutional risk. However, because of the significant 
impact that a SIFI’s operations could have on financial stability, 
it is necessary for the SARB to monitor and regulate the  

46  Refer to the paper published by the SARB titled ‘A methodology to 
determine which banks are systemically important within the South 
African context’.

potential systemic impact of SIFIs on the financial sector, in 
addition to the microprudential regulation and supervision 
conducted by the PA.

The FSR Act also states that being designated a SIFI does 
not imply or entitle the financial institution to a guarantee or 
any form of credit or other support from any organ of state. 
South Africa is currently in the process of strengthening its 
resolution framework to be able to resolve any designated 
financial institution that may fail, or become likely to fail, 
in an orderly manner and without having to resort to the 
use of taxpayers’ funds. The resolution framework, to be 
introduced by the Financial Sector Laws Amendment Bill 
(FSLAB) that is currently in the Parliamentary process, is 
intended to overcome the too-big-to-fail problem generally 
associated with SIFIs.

Possible implications of a SIFI designation

The FSR Act allows for a number of interventions, additional 
requirements or restrictions that could be applied in respect 
of SIFIs. The possible implications can be divided into three 
categories, namely (i) additional regulatory requirements 
intended to increase the resilience of the SIFIs; (ii) instances 
where the concurrence of the SARB is required before taking 
certain actions in respect of SIFIs; and (iii) future implications 
for SIFIs of the strengthened resolution framework, as set 
out in the FSLAB.

Additional regulatory requirements

In terms of section 30 of the FSR Act, the SARB may, after 
consultation with the PA, impose additional requirements 
on SIFIs to mitigate the risk that systemic events may 
occur. These requirements may be imposed through 
either prudential standards or a regulator’s directives, and 
may be imposed with respect to solvency measures and 
capital requirements, leverage ratios, liquidity requirements, 
organisational structures, risk management arrangements, 
sectoral and geographical exposures, required statistical 
returns, recovery and resolution planning, or any other 
matter on the recommendation of the Governor.

Concurrence of the SARB required

Section 31 of the FSR Act puts constraints on financial 
sector regulators when dealing with SIFIs and requires the 
SARB’s concurrence before certain actions can be taken 
by regulators. The section aims to ensure that no action is 
taken on a SIFI that may impact the continued provision of 
critical functions, or that can threaten financial stability.

Financial sector regulators require the SARB’s concurrence 
prior to taking actions relating to a suspension or amendment 
of a SIFI’s licence, its winding up, its restructuring and 
acquisitions; appointing an administrator, trustee or curator; 
triggering the point of non-viability; issuing a directive that 
would require a SIFI to cease or modify its provision of 
financial products or services; or any arrangements that 
would result in a change of significant owner of the SIFI. 
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Implications for resolution planning

On 23 July 2019, the SARB published a discussion paper titled 
‘Ending too big to fail: South Africa’s intended approach to 
bank resolution’. This document describes the way in which 
resolution planning will be implemented after the promulgation 
of the FSLAB. In the paper, the SARB sets out its intention 
to have resolution plans in place for SIFI banks that will allow 
such banks to continue operating and providing critical 
services in the financial system, in the unlikely event of their 
failure (so-called ‘open-bank’ resolution strategies). Feasible 
open-bank resolution strategies will require SIFI banks to have 
recapitalisation capacity in the form of bail-inable liabilities 
(referred to as FLAC instruments in the FSLAB), to have access 
to sufficient liquidity in resolution, and to remove material 
obstacles to resolvability, among other things. 

The process with regard to non-bank SIFIs

The SARB is currently working with the PA on a methodology 
to identify insurance companies that could potentially be 
declared SIFIs. Once the methodology is finalised, the same 
process will be followed as with banks, namely a paper will 
be published for comment, the methodology will be finalised 
and then, if necessary, certain insurance companies will be 
designated SIFIs. Thereafter, a similar process will be initiated 
for financial market infrastructures (FMIs).

The promulgation of the National Credit 
Amendment Act: a closer look at the potential 
financial stability implications of the debt 
relief provisions

The National Credit Amendment Act 7 of 2019 (NCAA) was 
reviewed in both editions of the 2018 FSR. On 19 August 2019, 
the NCAA was promulgated into law, thus amending certain 
provisions in the National Credit Act 34 of 2005 (NCA). The 
NCAA intends to provide for capped debt intervention to 
promote a change in the borrowing and spending habits of 
over-indebted consumers.

As a point of departure, the NCAA makes available mandatory 
credit life insurance on all credit agreements that are longer 
than six months but no more than R50 000 in value. The 
intention is to prevent lower-income groups from becoming 
over-indebted due to changes in their financial circumstances.47  
The NCAA makes available debt intervention as one of the 
tools to promote and advance the social and economic welfare 
of South Africans. A consumer may apply for debt intervention 
where he/she is a party to unsecured credit agreements (i.e. 
total unsecured debt owing to credit providers of no more 
than R50 000; receives no income, or receives an income or 
has a right to receive a monthly income that does not exceed 
R7 500; and is over-indebted, whether due to a change in 
personal circumstances or other circumstances).48 

Those opposed to the NCAA have pointed out some concerns 
with the debt relief provisions. As at June 2018, it was initially 
estimated that there was a high number of consumers with 
impaired records who would be potentially eligible for debt 
intervention.49 It was suggested that a number of those could  

47 See section 19 of the NCAA.

48 See section 1 of the NCAA.

49  https://www.consumerprofilebureau.com/wp-content/uploads/ 
2018/10/CBM-June-2018.pdf

be absolved and have their retrospective debt written off.  
Depending on the volume of the proposed write-offs, it was 
argued that the profitability and sustainability of some credit 
providers, and in particular micro-lenders, might be adversely 
affected. Furthermore, the legislation may, as a consequence, 
constrain credit providers’ ability and appetite to extend credit 
to eligible consumers. Where credit is extended, it is likely that 
it will be at an increased price to mitigate the expected risks 
being introduced by the changes in the NCAA, potentially 
leading to increased financial exclusion for the lower-income 
segments of the market.

However, from a regulatory perspective, the NCAA is viewed 
to only benefit over-indebted consumers and that not all 
consumers with impaired records are necessarily over-
indebted. This is particularly evidenced by the Socio-Economic 
Assessment of the Credit Amendment Bill, 2018 commissioned 
by the Department of Trade and Industry, which reported that 
approximately 360 000 consumers are likely to qualify for debt 
intervention.50 In addition, the view from the National Credit 
Regulator is that that the number of consumers eligible for 
debt intervention is projected at a maximum of 750 000, and 
that in terms of the NCAA, extinguishment of debt will only be 
done as a last resort.

Some industry stakeholders are of the view that the debt relief 
provisions are unlikely to deal as severe a blow to banks and 
retailers (Figure 46). Retailers have already made provisions 
for the projected impact on their bad debt and banks would 
typically raise credit impairments which make provisions for the 
expected bad debt.51 For the retail sector, retailers with higher 
proportions of customers using credit may feel the effects 
of slower credit growth. For those retailers most exposed to 
credit sales, the income group eligible for debt relief reportedly 
accounts for an average 40% of their customers. 

50 See https://www.thedti.gov.za/parliament/2018/TOR_SEIA.pdf

51  See https://www.businesslive.co.za/bd/companies/financial-services/ 
2019-08-21-debt-relief-law-no-cause-for-alarm-for-investors/
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As at July 2019, total retail unsecured lending accounted for 
7.7% of total credit provided by the banking sector. This includes 
credit cards, other revolving facilities, and other retail credit less 
than and greater than R30 000. This figure excludes SME retail 
unsecured exposures. The estimated impact of potential loss 
from debt relief provisions are reported to possibly impact the 
earnings per share of certain banks with respect to profitability 
(Figure 47). It is important to note some of the well-received 
provisions contained in the NCAA include the establishment 
of financial literacy programmes to improve debt applicants’ 
awareness and section 82A of the NCAA, which requires debt 
counsellors to report suspected reckless credit extension. 
The expectation is that the above will inculcate better credit 
awareness and will in turn deter debt reliance in an over-
indebted household sector in South Africa. This may result 
in enhanced market conduct practices and discipline among 
credit providers, thereby protecting vulnerable members of the 
public against some predatory market actions.

Maintaining financial integrity and penalties 
imposed on some financial institutions 

Over the past 10 years, some global banks have faced 
penalties with regard to anti-money laundering (AML)-related 
violations in a number of jurisdictions. The South African 
financial regulatory authorities take their responsibilities 
seriously in ensuring the integrity of the domestic financial 
system in terms of the Financial Intelligence Centre Act 38 of 
2001 (FIC Act), as well as the (AML/CFT) compliant status of 
South African bank branches in foreign jurisdictions, as a lack 
of the requisite financial integrity at home and abroad will have 
spillover effects on the broader domestic financial system and 
the real economy. 

As money laundering violations in banks globally often involve 
transnational transactions, the PA, as the mandated competent 
authority responsible for supervising and enforcing compliance 
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Source: Bloomberg    
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with AML legislation by banks, has paid close attention 
as the home supervisor to the level of compliance 
adherence to the higher standard of AML/CFT 
requirements as endorsed by the Financial Action Task 
Force, in respect of the many South African banks 
operating in foreign “host” jurisdictions. Since 2014, 
the PA has conducted nine joint on-site inspections 
at subsidiaries of South African banks in foreign 
jurisdictions together with the central banks of such 
countries. This focused and vigilant oversight by the 
PA of domestic banks operating abroad should largely 
mitigate the possibility of a foreign supervisory authority 
issuing an administrative financial sanction for AML/CFT 
violations against a South African bank operating in that 
jurisdiction.

Over the 2019 calendar year, the PA and SARB,52 as the 
mandated authorities responsible for supervising and 
enforcing compliance with AML legislation by banks, 
mutual banks, insurers and Authorised Dealers in foreign 
exchange with limited authority (ADLAs), have imposed 
administrative sanctions on three smaller banks and 
three ADLAs operating in the domestic banking sector 
and the foreign exchange arena. These sanctions flowed 
from inspections conducted by the PA and the SARB at 
various financial institutions. The sanctions consisted 
of cautionary directives and directives to take remedial 
action as well as financial penalties, which ranged from 
R80 000 to R5.25 million per institution.

The sanctions were based on the identification of a 
combination of compliance deficiencies relating to 
the failure to provide adequate training to employees 
(or records thereof) as required by the FIC Act, control 
deficiencies in identifying and verifying customer details 
(commonly known as know-your-customer or KYC 
requirements), control deficiencies in maintaining customer 
and transactional records, and a lack of adequate controls 
and/or governance processes relating to the detection of 
suspicious transactions. The deficiencies identified were 
more related to processes around anti-money laundering 
and combating the financing of terrorism (AML/CFT) 
matters and not because the respective institutions 
were found to have facilitated transactions involving 
money laundering and/or the financing of terrorism.53It 
is important from a financial stability perspective that 
the domestic financial regulatory authorities remain 
vigilant in financial institutions’ compliance with AML/CFT 
requirements, both domestically and abroad, in order to 
maintain the integrity of South African financial markets 
and institutions.

Basel III monitoring report

On 2 October 2019, the BCBS released the results 
of its latest monitoring exercise, based on data as at 
31 December 2018. The report sets out the impact of 
the Basel III framework that was initially agreed to in 2010  

52  SARB as represented by the PA and Financial Surveillance 
Department.

53  See the SARB’s 2019 media releases on this subject dated  
15 March, 2 April, 30 July and 6 August. These media releases are 
available on the SARB’s website at http://www.resbank.co.za/.
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as well as the effects of the December 2017 finalisation of 
the Basel III reforms. The report also reflects for the first time 
the finalisation of the market risk framework published in 
January 2019.54 The report is based on data provided by a 
total of 181 banks, including 105 internationally active banks. 
The banks are divided into two groups: (i) ‘Group 1’ banks, 
which are the 105 internationally active banks that have 
Tier 1 capital of more than €3 billion, including all banks that 
have been designated as global systemically important banks 
(G-SIBs); and (ii) ‘Group 2’ banks, which include 76 banks that 
have tier 1 capital of less than €3 billion or are not internationally 
active.55

Some of the key high-level results in the monitoring exercise 
include the following:56 

•  Changes in minimum required capital from fully phased-
in final Basel III remain stable for large internationally 
active banks compared with the end of 2017, including 
the recently recalibrated market risk standards.

•  Liquidity ratios remain stable compared to the end of 
June 2018.

•  In terms of the final Basel III minimum requirements (to 
be implemented by 1 January and phased in by 2027), 
the capital shortfalls for Group 1 banks at an aggregate 
level is €23.5 billion at the target (2027) level, compared 
to €30.1 billion reported at the end of June 2018.

•  The total loss-absorbing capacity (TLAC) shortfall as at 
the end December was €78 billion compared to €108.8 
at the end of June 2018.

•  The weighted average shorter-term liquidity coverage 
ratio (LCR) for the Group 1 banks was 136% as at 
31 December 2018, compared to 135% six months earlier. 
For Group 2 banks, the weighted average LCR declined 
slightly from 180% to 177% over the same period.

•  The weighted average longer-term net stable funding 
ratio (NSFR) for the Group 1 banks remained stable 
at 116%, while for Group 2 banks the average NSFR 
increased slightly to 120%. As at December 2018, 94% 
of the Group 1 banks and 95% of the Group 2 banks in 
the NSFR sample reported a ratio that met or exceeded 
100%.

Table 8 contains common equity tier (CET) 1, total capital 
adequacy ratio, LCR and NSFR levels for the banking sector 
in South Africa. The levels of these key ratios for the total 
South African banking sector compares favourably with 
those reported in the latest Basel III monitoring report, 
subject to certain limitations. The BCBS’s monitoring report 
results were based on the impact of the initially agreed Basel 
III standards and the final Basel III standards, whereas the 
data in Table 8 is not subject to the final Basel III standards. 
The data in Table 8 highlights some of the resilience of 
the domestic banking sector in terms of both capital and 
liquidity levels. However, while one may use the data in 
this table to reflect on these key ratios of the South African 
banking sector in relation to those presented in the latest  

54  See the BCBS’s press release on this report available at https://www.
bis.org/press/p191002.htm.

55  For definitions, see also the summary of this report available at https://
www.bis.org/bcbs/publ/d477.htm.

56  Findings are based on the above-mentioned press release and the 
table of results in that press release.

Basel III monitoring report, a direct comparison and/or 
equivalence between the two sets of data should be treated 
with a certain level of caution.

Table 8  Key capital and liquidity ratios for the South 
African banking sector

Total banking sector
June 2018 Dec 2018 June 2019

(Per cent)

CET 1 ratio ................................ 12.9 12.4 12.8

Total capital adequacy 
ratio (CAR) ................................. 16.6 16.1 16.9

Liquidity coverage 
ratio (LCR) ................................. 123 129 146.1

Net stable funding 
ratio (NSFR)* .............................. 108 107.7 110.3

* *The NSFR is for the five largest banks only

Source: PA

Proposed amendments to the Regulations 
relating to Banks

On 16 August 2019, the Minister of Finance published 
proposed amendments to the Regulations relating to Banks 
(Regulations)57, according to section 90 of the Banks Act 94 of 
1990 (Banks Act) for comment. The proposed amendments are 
aimed at ensuring that the legal framework for the regulation 
and supervision of banks and banking groups in South Africa 
remains relevant and current as well as to:

•  consolidate all the substantive requirements related to 
the revised Basel III NSFR framework, of which some 
components are currently contained in the Regulations, 
while other components are currently contained in 
directives issued in terms of section 6(6) of the Banks Act, 
and incorporate all those substantive requirements related 
to the revised Basel III NSFR framework into a proposed 
revised regulation 26(14) of the Regulations;

•  promote banks’ funding stability and resilience over a one- 
year time horizon and to ensure that banks continuously 
maintain a minimum specified amount of stable sources of 
funding relative to the liquidity profile of a bank’s assets and 
the potential for contingent liquidity needs arising from the 
bank’s off-balance-sheet commitments;

•  remove all the detailed disclosure requirements currently 
specified in regulation 43 of the Regulations from the 
Regulations, and to consolidate all the said disclosure 
requirements issued by the BCBS as part of the first and 
second phases of the revision to the Pillar 3 disclosure 
requirements into a single directive (Directive 1 of 2019 has 
been issued by the PA);

•  incorporate relevant revised requirements related to corporate 
governance into regulation 39 of the Regulations; and

•  amend the details of Table 1 in regulation 58 of the 
Regulations to reflect the increase in the value-added tax 
(VAT) rate, from 14% to 15%.

Written comments were to be submitted to the National 
Treasury by 6 September 2019.

57  http://www.treasury.gov.za/twinpeaks/Proposed%20Government%20 
Notice%20related%20to%20proposed%20amendments%20to%20 
Regulations%20August%202019.pdf.
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Issuing of draft conduct standard for banks 

On 29 April 2019, the Financial Sector Conduct Authority (FSCA) 
published for public comment a draft Conduct Standard58  
under section 106(2)(b) of the FSR Act in respect of banks, 
mutual banks and co-operative banks (hereafter referred to 
as banks). The objective of the draft Conduct Standard is 
to introduce requirements that endorse the fair treatment of 
financial customers by banks. 

The draft Conduct Standard59 was designed to follow the 
sequencing of the six ‘Treating Customers Fairly’ (TCF) 
outcomes and, to the extent possible, the sequencing of the 
typical financial product life cycle. The various requirements 
set out in the draft Conduct Standard were directly informed 
by the TCF outcomes, which include the following: 

•  Customers are confident that they are dealing with financial 
institutions in which the fair treatment of customers is 
central to their culture.

•  Products and services marketed and sold in the retail market 
are designed to meet the needs of identified customer 
groups and are targeted at these customer groups. 

•  Customers are provided with clear information and kept 
appropriately informed before, during and after point of sale. 

•  Where advice is given, it is suitable and takes account of 
customers’ circumstances. 

•  Products perform as firms have led customers to expect, 
and service is of an acceptable standard and as customers 
have been led to expect. 

•  Customers do not face unreasonable after-sale barriers 
imposed by firms to change products, switch providers, 
submit a claim or lodge a complaint.

These requirements apply in addition to any other requirements 
already imposed on banks by other financial sector laws. The 
requirements have been crafted in such a way so as to avoid 
inconsistencies with regulatory requirements already in place. 

The draft Conduct Standard is in line with the objective of the 
FSR Act, and specifically the mandate of the FSCA, to protect 
financial customers by promoting the fair treatment of financial 
customers by financial institutions. After becoming effective, 
all banks will be required to comply with the draft Conduct 
Standard. Specific transitional periods will be allowed for the 
alignment of all existing products and services, where required. 

The FSCA will monitor compliance with the draft Conduct 
Standard by using proactive supervisory approaches in 
which potential areas of concern, with a greater emphasis on 
anticipating negative customer outcomes where possible, are 
identified. This proactive approach will cover both evolving 
risks within a specific bank as well as concerns at the sector 
or business model level. To operationalise the proactive 
supervisory approach, the FSCA will develop a reporting 
framework and data obtained through this framework will be 
used as an off-site supervisory tool to identify conduct risks  
and trends specific to a particular bank and for benchmarking 
purposes across the banking sector. Furthermore, measures 
such as ‘mystery shopping’, interactions with banks and 
intermediaries, and surveys of customers and intermediaries  

58  The press release for the draft conduct standard is available at: https://
www.fsca.co.za.

59  The draft Conduct Standard is available at https://www.fsca.co.za/
Regulatory%20Frameworks/Pages/Banks.aspx.

to test customer experience will be undertaken. On-site 
supervision will be used to examine and assess processes 
and management information relating to the fair treatment of 
customers.

The development of the Conduct Standard for the banking 
sector is important in the context of bedding down the 
relatively new Twin Peaks regulatory framework in South 
Africa. Poor culture and controls in financial institutions 
were identified in the lead-up to the global financial crisis as 
having contributed to the decline in the integrity of financial 
markets which, in turn, undermines confidence in the 
financial system.60 

Financial technology developments

Building cyber resilience in South Africa

Cyber-risk is regarded as one of the main risks to financial 
stability globally (See Box 4: Cyber risks and the financial 
sector). With the impact and likelihood of cyber-risks 
increasing, in 2016 the Financial Sector Contingency Forum 
(FSCF) in South Africa initiated the establishment of a 
working group to investigate and propose the formation of 
a cyber monitoring structure for the financial sector which 
would report to the FSCF on cyber-related risks.

After months of intense work and dialogue with numerous 
members and institutions in the financial sector a Financial 
Sector Cybersecurity Resilience Subcommittee (FSCRS) 
was established in August 2019, as a subcommittee of 
the FSCF. The focus of the FSCRS is on the cybersecurity 
resilience of the financial sector before, during and after 
cyber-related and/or information security-related crises. The 
FSCRS will not make regulatory, oversight or supervisory 
rulings, as this is vested with the relevant authorities. Its 
mandate is based on the voluntary obligation by its members 
to adhere to its common positions, statements and strategic 
views for cybersecurity resilience, collaboration and sharing 
of threat intelligence.

The primary objective of the FSCRS is to monitor, evaluate 
and direct cybersecurity efforts within the financial sector, 
including national structures and other critical service 
providers. In support of the objectives, the activities of the 
FSCRS include assistance in the formulation of common 
cybersecurity resilience positions, the coordination of open 
discussion for cybersecurity resilience contingency planning 
topics, and information sharing. The FSCRS also provide 
advice on predictable threat intelligence data to its members.

The membership of the FSCRS comprises cyber and information 
security specialists from financial sector regulatory bodies, 
national structures, financial critical infrastructures, financial 
sector associations, commercial banks and insurance entities. 
The FSCRS convenes biannually prior to the FSCF meetings. 

60  See the Explanatory Policy Paper accompanying the Conduct of 
Financial Institutions Bill available at http://www.treasury.gov.za/
twinpeaks/CoFI%20Bill%20policy%20paper.pdf.



Technology remains a key financial sector innovation driver as well as a 
growing source of potential risk to the sector. Cybersecurity controls have 
not in all instances kept pace with the growing adoption of financial 
technology (fintech) innovations. While change, innovation and competition 
are progressive, they increase cyber-risk as new entrants and incumbents 
rapidly introduce new technologies, services and ways of working. Cloud-
based services, distributed ledger technology developers and crypto-
currency providers may be particularly prone to targeted attacks.

The following specific cyber-threats, which pose a direct or indirect threat 
to critical assets, processes and systems globally, are highlighted:

•  Insider threats, resulting in the misuse of privileged access, remain a 
major concern.

•  The targeting of distributed ledger and crypto-currency platforms has 
resulted in significant international losses.

•  The targeting of global financial messaging platforms has highlighted the 
need for general compliance to security standards and good practices.

•  Supply chain attacks is a growing area of concern. Third-party networks 
(i.e. suppliers, contractors and service providers) contribute to the threat 
landscape of key entities through data breaches, personal information 
theft and credential exposure.

•  Possibly the most frequent, though not the highest impact, is the threat 
of social engineering through client-side phishing campaigns, which 
was experienced by the global banking community in 2018 and 2019. 
In 2019, financial organisations experienced continued phishing, social 
engineering and ransomware attacks. 

Table B4.1 provides a synopsis of the major cybersecurity risks to the 
financial sector

Table B4.1 Major cybersecurity risks to the financial sector

Category Remark

Targeted attacks on national cyber 
infrastructure 

Key connectivity and 
concentration nodes (exchanges, 
major ISPs etc.) may be 
subjected to targeted parallel or 
sequential attacks, resulting in 
widespread availability failures.

Targeted attacks on key market 
and payment infrastructure 
providers

Attacks may be focused on 
single or multiple entities, 
resulting in cascading and 
secondary trading and settlement 
availability failures.

Targeted attacks on one or more 
major banks or conglomerates

A single or multiple entity may be 
subject to attacks, limiting its 
ability to participate in normal 
market activity (availability and 
integrity). 

Targeted attack on the integrity of 
data on key trading 
and settlement systems

Such attacks, which may extend 
over a longer time period, can 
impact back-up data sets.

Widespread commercial crime 
targeting of client-side interfaces 
and solutions, resulting in loss of 
confidence in industry security  

Specific major entities or systems 
may be targeted at a scale that 
impacts confidence in the overall 
infrastructure. 

A risk-based approach to managing innovation and cybersecurity remains 
the most appropriate mechanism to address threats. It is noted that 
discrete cyberattacks are unlikely to create systemic events in isolation, 
unless more general failures occur in sector-wide resilience, monitoring, 
reporting and integrated response processes. In order to improve national 
resilience against cyber-crime, the Cybercrimes Bill was tabled in 
September 2019 (see page 34 of the FSR, first edition 2019), and the 
Critical Infrastructure and National Cybersecurity Policy Framework was 
introduced into the National Council of Provinces in mid-2019. The PA, in 
consultation with the FSCA, is developing financial cross-sector 
cybersecurity standardised guidelines. In addition, the Financial Sector 
Cybersecurity Resilience Subcommittee (FSCRS) was formed in 2019, in 
collaboration with various role players in the financial sector and other 
stakeholders. The goal is to share cyber intelligence and to assist in 
preventing, detecting and recovering in cases of widespread cybersecurity 
breaches.

Box 4:  Cyber-risks and the financial sector
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Global regulatory developments

A call for an early transition to risk-free rates

On 31 July 2019, the International Organization of Securities 
Commissions (IOSCO) published a statement setting out issues 
for financial market participants to reflect on, particularly those 
with exposures to the London Interbank Offered Rate (LIBOR), 
mainly the USD LIBOR, in light of its expected cessation after 
2021 coupled with its widespread global use.61 The statement 
constitutes an effort to increase awareness of the need to 
move away from the LIBOR and to allow for more robust and 
detailed deliberations on the transition to alternative risk-free 
rates (RFRs), where appropriate. Stakeholders are encouraged 
to consider how this transition will impact their business and 
whether any steps are required to mitigate related risks. 

Background

For decades, interbank offered rates (IBORs) have been at the 
core of the financial system, extensively used as reference interest 
rates for the pricing of a wide range of financial contracts. As 
of mid-2018, about US$400 trillion worth of financial contracts 
referenced LIBORs in any one of the major currencies.62 

Subsequent to the events related to the actual and attempted 
manipulation of the LIBOR in 2012 and the ensuing concerns 

61 https://www.iosco.org/news/pdf/IOSCONEWS541.pdf.

62 https://www.fsb.org/wp-content/uploads/r_140722.pdf.

about the credibility, reliability and representativeness of 
major interest rate benchmarks, there has been a coordinated 
response from international regulators and central banks 
to improve the robustness, reliability and transparency of 
these interest rate benchmarks, particularly those that have 
been identified as systemically important.63 These reform 
efforts have been coordinated by the Official Sector Steering 
Group (OSSG), residing under the Financial Stability Board 
(FSB). This was followed by the publication of principles for 
financial benchmarks, which set out guidelines in respect of 
governance and the quality of financial benchmarks as well 
as issues of accountability.  

Since July 2014, the overseers of the most extensively used 
IBORs have taken steps to strengthen their respective IBORs 
in order to meet the objectives set for IBOR Plus. These steps 
include reviews of respective benchmark methodologies 
and definitions; data collection exercises; feasibility studies; 
consideration of transitional and legal issues; and broad 
consultations with relevant industry stakeholders. The OSSG 
members have made progress in identifying potential RFRs 
and, in some cases, strategies have been identified to create 
liquidity in the underlying markets for the newly developed 
RFRs.64 The progress of the authorities’ proposals is 
indicated in Table 9.

63 https://www.fsb.org/wp-content/uploads/P101017.pdf.

64 https://www.iosco.org/library/pubdocs/pdf/IOSCOPD636.pdf.

Table 9 Authorities’ progress on the development of reference-free rates

Jurisdictions Working group Alternative reference 
rate name Administrator Collateralisations Description

United States Alternative Reference 
Rates Committee

Secured Overnight 
Financing Rate 
(SOFR)

Federal Reserve 
Bank of New York Secured

Secured rate that 
covers multiple 
overnight repo 
market segments

United Kingdom
Working Group on 
Sterling Risk-Free 
Reference Rates

Sterling Overnight 
Index Average 
(SONIA)

Bank of England Unsecured

Unsecured rate that 
covers overnight 
wholesale deposit 
transactions

Switzerland

The National 
Working Group on 
CHF Reference 
Rates

Swiss Average Rate 
Overnight (SARON) SIX Exchange Secured

Secured rate that 
reflects interest paid 
on interbank 
overnight repo rate

Japan
Study Group on 
Risk-Free Reference 
Rates

Tokyo Overnight 
Average Rate 
(TONAR)

Bank of Japan Unsecured
Unsecured rate that 
captures overnight 
call rate market

Eurozone

Working Group on 
Risk-Free Reference 
Rates for the Euro 
Area

Euro short-term rate 
(€STR)

European Central 
Bank Unsecured

Unsecured rate that 
captures overnight 
wholesale deposit 
transactions
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In essence, the arrangement for RFRs is different to the 
LIBOR in that RFRs are overnight rates and do not necessarily 
have term structures. This variance means that longer-term 
products need the applicable overnight rate for each day to 
be transformed, either by compound or simple averaging. The 
benefit of averaging an RFR rate is that any idiosyncratic, day-
to-day fluctuations in market rates are smoothed out, so that the 
rate accurately reflects movements in interest rates over a given 
period. Therefore, on a broad spectrum, averaged RFRs are 
less volatile than forward-looking LIBOR benchmarks. Since the 
Secured Overnight Financing Rate (SOFR) is in quintessence 
an RFR, it is important to note the significant dissimilarities 
between the SOFR and USD LIBOR, which makes SOFR a 
more robust alternative based on secured transactions. 

From a financial stability perspective, there are a number of 
benefits that arise from the transition to transaction-based RFRs 
and these justify the support that financial stability policymakers 
have given to the transition. Among other reasons, these include 
opportunities to: 

• minimise the risk of market manipulation; 

•  align conventions and reduce basis risk that fragment 
markets; and  

•  implement fall-back language that helps to minimise risk 
association with the cessation of reference rates. 

Furthermore, interest rate benchmarks can serve as important 
indicators of financial stability conditions, provided that widely 
used rates offer a reliable indication of the economic realities 
of the underlying market. Against that backdrop, interest rate 
benchmarks could be beneficial for financial stability monitoring 
purposes. For instance, volatility in an RFR may be a sign of 
capital outflows to safety, whereas spreads between rates 
could be indicative of the level of stress in the banking sector, 
which may speak to bank default risk, changes in risk appetite 
and even bank profitability. With that in mind, the development 
of RFRs is thought to be commensurate with financial stability 
monitoring.

International developments

As the LIBOR transition is a global and systemic issue, authorities 
and market participants have begun exploring how best to 
align conventions at an international level to allow for global 
consistency. This issue is important in part to help the cross-
currency market develop RFRs. For instance, many loans are 
multi-currency-denominated and inconsistency in conventions 
can have potential systemic ramifications. The transition from 
LIBOR will affect jurisdictions in different ways, given the varying 
use cases of the different LIBORs and exposures to such rates .

South African developments 

In South Africa, the SARB had embarked on a journey to 
propose the reform of key interest rate benchmarks used in the 
domestic financial markets. The motivation behind the reforms 
is as multifaceted as the international one, but had nuances 
that are specific to South Africa and domestic policymaking.65 
The review focused on the Johannesburg Interbank Average 
Rate (Jibar) and the South African Benchmark Overnight Rate 
(Sabor), with the SARB also proposing additional interest rate 
benchmarks that are intended to aid transparency and price 
discovery in the domestic financial markets. 

Since the publication of the consultation paper, the SARB has 
engaged various market participants to provide comments on 
the proposed reforms, as well as set up structures to make final 
decisions on the choice of alternative reference rates for South 
Africa and the operationalisation thereof. A Market Practitioners 
Group (MPG), comprising private and official sector institutions, 
was set up to guide the reform project. The MPG established 
its own work streams focusing on reform alternatives for 
Jibar, the design of a new RFR for South Africa, transition 
arrangements from the current interest rate dispensation and, 
finally, infrastructure and governance arrangements required to 
make the transition.  

As a member of the OSSG, the SARB is learning from the 
experiences of other OSSG jurisdictions with regard to disruptions 
associated with the transition to new or reformed interest rate 
benchmarks. It is envisaged that a technical specification paper 
on interest rate benchmarks will be published by the end of 
the first quarter of 2020. The paper will serve as a technical 
reference to be used for purposes of operationalisation by the 
selected benchmark administrators and/or calculation agents. 
All reform proposals relating to the Jibar remain a responsibility 
of the MPG, which will make its own pronouncements on the 
way forward. The SARB and the MPG have also prioritised the 
facilitation of communication to affected stakeholders, with the 
intention to create awareness on the reform and to prepare 
market participants for the adoption of alternative reference 
rates, including IBORs. 

Conclusion

A transition from LIBOR presents an inflection point. It is therefore 
critical for regulators to raise awareness among participants of 
the need to transition; this is more so for the jurisdictions that 
are heavily reliant on LIBOR. It cannot be overstated that, RFRs 
provide a robust alternative to IBORs and it would be prudent for 
market participants to endeavour into an early LIBOR transition 
process, in light of the 2021 cessation of the LIBOR regime. 

65  See SARB Consultation paper on selected interest rate benchmarks in 
South Africa.
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Appendix 1 Selected indicators of the South African banking sector*

Per cent, unless indicated otherwise

2019

Feb Mar Apr May Jun Jul Aug

Market share in terms of assets (five largest banks) ........ 90.53 90.57 90.38 90.40 90.49 90.32 90.26

Gini concentration index ................................................. 83.26 83.25 83.15 83.30 83.20 83.11 83.20

Herfindahl–Hirschman Index (H-index) ............................ 0.179 0.180 0.180 0.180 0.180 0.179 0.179

Banks’ share prices (year-on-year percentage change) .. -1.88 -9.00 0.13 3.95 11.34 2.32 -8.94

Balance sheet

Total assets (R billions).................................................... 5 539 5 654 5 686 5 736 5 798 5 803 5 898

Year-on-year percentage change ................................. 6.6 8.7 9.3 11.1 9.5 10.7 8.9

Total loans and advances (R billions) .............................. 4 130 4 216 4 251 4 269 4 271 4 274 4 282

Year-on-year percentage change ................................. 7.0 8.8 9.2 10.5 8.9 8.9 6.6

Capital adequacy

Total capital adequacy ratio ............................................ 16.3 16.3 16.7 16.9 16.9 16.6 16.4

Tier 1 capital adequacy ratio .......................................... 13.4 13.4 13.6 13.7 13.6 13.5 13.2

Common equity tier 1 capital adequacy ratio.................. 12.7 12.6 12.9 12.9 12.8 12.7 12.4

Credit risk

Impaired advances (R billions)** ...................................... 157 159 161 164 159 160 163

Impaired advances to gross 
loans and advances ....................................................... 3.8 3.8 3.8 3.8 3.7 3.7 3.8

Specific credit impairments (R billions) ............................ 72 73 74 75 72 72 74

Specific credit impairments to impaired advances .......... 46.0 46.0 45.8 46.1 45.3 45.2 45.5

Specific credit impairments to gross loans 
and advances ................................................................. 1.8 1.7 1.7 1.8 1.7 1.7 1.7

Profitability

Return on assets (smoothed).......................................... 1.3 1.3 1.3 1.3 1.2 1.2 1.2

Return on equity (smoothed) .......................................... 15.9 15.7 15.5 15.6 15.4 15.4 15.1

Interest margin to gross income (smoothed) ................... 56.5 56.5 56.7 56.6 56.8 56.7 57.0

Operating expenses to gross income (smoothed) ........... 57.3 57.7 58.0 58.1 58.3 58.4 58.7

Liquidity

Liquid assets to total assets (liquid asset ratio) ............... 10.4 10.5 10.7 11.0 11.0 11.3 11.2

Liquid assets to short-term liabilities ............................... 21.1 21.4 21.6 22.3 22.0 22.8 23.0

Liquidity coverage ratio (LCR) ......................................... 138.3 142.5 146.0 153.1 146.2 144.2 148.4

* Data were updated on 4 October 2019 
**  Impaired advances are advances in respect of which a bank has raised a specific impairment and includes any advance or restructured 

credit exposure subject to amended terms, conditions or concessions that are not formalised in writing.

Sources:  SARB; data on share prices were obtained from the JSE
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Abbreviations

ADLA  Authorised Dealer in foreign 
exchange with limited authority 

AML anti-money laundering 

Banks Act Banks Act 94 of 1990

BCBS Basel Committee on Banking Supervision

BER  Bureau for Economic Research 
(Stellenbosch University)

BIS Bank for International Settlements 

BoE Bank of England

BoJ Bank of Japan

CCyB countercyclical capital buffer  

CET common equity tier

CFT combating the financing of terrorism 

COEFS Centre of Excellence in Financial Services

ECB European Central Bank

EDF expected default frequency 

EPS earnings per share

DPSA Development Bank of Southern Africa

EPS earnings per share

ESG environmental, social and governance 

FCI Financial Conditions Index 

FIC Act  Financial Intelligence Centre Act 38 of 2001 

FNB First National Bank

FSB Financial Stability Board 

FSC Financial Stability Committee 

FSCA Financial Sector Conduct Authority 

FSCF Financial Sector Contingency Forum 

FSCRS  Financial Sector Cybersecurity 
Resilience Subcommittee 

FSLAB Financial Sector Laws Amendment Bill 

FSR Act Financial Sector Regulation Act 9 of 2017 

FSR Financial Stability Review 

FTSE Financial Times Stock Exchange 

GaR growth-at-risk 

GDP gross domestic product 

GFSR Global Financial Stability Report

HPI House Price Index

HQLA high-quality liquid assets  

IBOR interbank offered rate

ICR interest coverage ratio 

IDC Industrial Development Corporation 

IFRS International Financial Reporting Standard 

IIF Institute of International Finance 

IMF International Monetary Fund 

IPP independent power producer

IOSCO  International Organization of 
Securities Commissions 

Jibar Johannesburg Interbank Average Rate 

JSE JSE Limited

LCR liquidity coverage ratio 

Libor London Interbank Offered Rate 

LTV loan-to-value 

Moody’s Moody’s Investors Service

MPG Market Practitioners Group

MTBPS Medium Term Budget Policy Statement

NCA National Credit Act 34 of 2005

NCAA National Credit Amendment Act 7 of 2019  

NCD negotiable certificate of deposits 

NGFS  Network of Central Banks and Supervisors 
for Greening the Financial System 

NSFR net stable funding ratio 

OSSG Official Sector Steering Group 

PA Prudential Authority 

PE price to earnings

PB price to book

PBoC BP People’s Bank of China

PPP public-private partnership

Regulations Regulations relating to Banks

repo repurchase 

RFR risk-free rate 

RBA Reserve Bank of Australia

RBNZ Reserve Bank of New Zealand

ROA return on assets

ROE return on equity 

Sabor South African Benchmark Overnight Rate 

SAA SouthAfrican Airways

SAM Solvency Assessment and Management

SARB South African Reserve Bank 

SANRAL South African National Roads Agency

SAPO South African Post Office

SCR solvency capital requirement 

SIFI systemically important financial institution 

SME small- and medium-sized enterprise

SOE state-owned entity

SOFR Secured Overnight Financing Rate 

Stats SA Statistics South Africa

TCF Treating Customers Fairly

US Fed United States Federal Reserve 

US United States

USD United States dollar
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