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REPORT ON FINANCIAL 
STABILITY 

Like price stability, financial stability  
is not an end in itself but is generally 
regarded as an important precondition 
for sustainable economic growth, 
development and employment 
creation. Financial stability refers to 
a financial system that espouses 
confidence through its resilience 
to systemic risks and its ability 
to efficiently intermediate funds. 

The SARB has a statutory mandate to protect and 
enhance financial stability in South Africa. It monitors  
global and domestic conditions, using quantitative and 
qualitative indicators, to identify risks and vulnerabilities 
that may impact the financial system. The SARB may 
advise financial sector regulators on what steps to take  
to mitigate vulnerabilities that could threaten the stability  
of the financial system. The SARB also has additional 
directive powers over financial regulators where a systemic 
event, or imminent systemic event, is determined. In such 
cases, the SARB must take the necessary steps to 
prevent, mitigate and manage the systemic event.

Risk assessments are discussed at the Financial Stability 
Committee (FSC), communicated to the Financial Stability 
Oversight Committee and reported in the SARB’s biannual 
Financial Stability Review (FSR) publication, which aims to 
stimulate debate on pertinent issues.

Risk stable Risk increasing

Figure 1: risk assessment matrix
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Risks to financial stability
The SARB’s risk assessment matrix sets out the main risks to financial stability over the medium term. Risks are 
categorised according to their likelihood of occurring. The current matrix reflects the particularly challenging domestic 
and global environment, with an unusually large number of risks showing a high likelihood of occurring. 
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The South African 
economy has experienced 
five years of falling per 
capita economic growth 
and is currently in the 
longest business cycle 
downturn on record.  
This deterioration is mostly 
due to structural factors, 
including skills shortages, 
infrastructure constraints 
and policy uncertainty. 
Given the effects of 
COVID-19, the SARB 
expects GDP to contract  
in 2020, marking the first 
full-year decline in growth 
since 2009. The SARB has 
reduced its estimate of the 
economy’s growth potential 
to 0.6% in 2019 (compared 
to approximately 3% 
in 2014). The SARB 
anticipates a shallow 
economic recovery after 
the pandemic is contained; 
however, should GDP not 
recover as expected, this 
would pose significant risks 
to the financial sector. 

FURTHER DETERIORATION  
IN DOMESTIC 

MACROECONOMIC 
CONDITIONS 

The outbreak of the COVID-19 pandemic has created a health 
emergency, forcing the South African government, along with many 
other governments around the world, to implement containment 
measures including the shutdown of non-essential activity. The resulting 
shock to the economy has been swift and pronounced, creating significant 
financial stability risks. 

The potential impacts of the outbreak on the financial system include:

Concerns about the potential 
economic impact of COVID-19 have 
resulted in extraordinary levels of 
volatility and extreme price 
movements in financial markets at 
levels last seen during the global 
financial crisis. The price of riskier 
assets across the world has come 
under pressure. A lack of liquidity in 
some markets has challenged the 
ability of buyers and sellers to reach 
an agreed price for their transactions, 
potentially inhibiting the efficiency of 
financial intermediation. 

Banks are expected to experience 
increased non-performing loans over 
the coming months and have 
recorded losses on their holdings of 
financial assets. The insurance 
sector is likely to face higher policy 

lapse rates as well as higher pay-out 
costs for claims relating to income 
protection and morbidity, among 
others. Asset growth across the 
sector is also expected to be 
curtailed. 

Over the longer term, financial 
stability risks will depend, to a large 
extent, on the duration of the  
health and economic impact of the 
pandemic. Business continuity could 
be affected if infection rates reach 
elevated levels. The longer economic 
activity is curtailed, the greater the 
risk that the economy is unable to 
return to its pre-pandemic state. 
If this were to occur, financial firms 
could face challenges in rebuilding 
the buffers that are currently 
being eroded. 

CORONAVIRUS (COVID-19)

Operational disruptions – arising from death, illness, quarantine 
measures, travel limitations, business closures, population lockdown 
and the shutdown of services.

Asset price movements – sharp declines in prices and the impact 
on investors, individuals, pension funds, foreign portfolio flows, wealth 
and exchange rates, lower collateral values, stop losses (automatic 
trade orders to sell assets at a specific price level), fire sales (the selling 
of assets at heavily discounted prices), market illiquidity and 
excessive volatility.

Strain on financial institutions – arising from the impact on the real 
economy of corporate failures and retail defaults, foreign exchange and 
rand liquidity shortages, margin calls and collateral shortages, and the 
potential failure to meet regulatory requirements.
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A long period of historically low interest rates and 
large-scale central bank asset purchases in 
advanced economies has resulted in high 
availability of financing at low cost. In particular, 
low interest rates have encouraged money 
managers to allocate funds to riskier investments 
in an attempt to generate targeted returns.

The global stock of debt is at an all-time high, with 
both government and private sector debt increasing 
steadily. Vulnerabilities have been rising with the 
sustainability of debt in certain cases, premised on a 
low interest rate environment and high levels of global 
liquidity. The World Bank1 recently pointed out that the 
upward drift in the current global debt cycle has 
reached proportions not seen in the previous three 
cycles, all of which ended in a regional or global crisis.

Investor preference for ‘safe haven’ assets as a result 
of the COVID-19 pandemic has placed pressure on 
borrowers globally, with higher-risk borrowers in capital 
markets experiencing a rise in their relative cost of 
borrowing. Aggressive monetary policy easing 
measures by advanced economies, including interest 
rate cuts, quantitative easing and low-cost longer-term 
credit provision to the banking sector have partially 
alleviated these tighter financing conditions. Such 
accommodative conditions are imperative to support 
economic growth during this extraordinary shock. 
However, they may also give rise to greater financial 
stability risk over the medium term if financially weak 
entities are encouraged to increase their risk taking, 
making them even more vulnerable to changes in 
future financing conditions. 

In any economy, the financial health of the  
banking sector and the sovereign are closely 
linked. In South Africa, this nexus is a threat to 
financial stability given the rapid increase in public 
debt in recent years. The National Treasury projects 
public debt to exceed 70% of GDP by 2023 and does 
not anticipate this level to stabilise over the medium 
term. Furthermore, it is likely that public debt will 
increase even faster than previously expected as a 
result of the COVID-19 pandemic.

Moody’s lowered South Africa’s local and foreign 
currency credit rating to sub-investment grade in 
March 2020. As a result, the country’s government 
bonds were excluded from the FTSE World 
Government Bond Index from May 2020. Over the 
longer term, the downgrade is expected to increase 
the cost of government borrowing and reduce liquidity 
in the bond market. 

In addition, the banking sector’s exposure to the 
sovereign has doubled over the past 12 years, with 
sovereign exposures accounting for more than 15%  
of total banking sector assets. The deteriorating fiscal 
metrics translate into adverse investor perceptions of 

the banking sector’s creditworthiness, pushing up bank 
funding costs and, in turn, placing upward pressure on 
borrowing costs for financial consumers.

Banks are increasingly accounting for the risks 
associated with their sovereign exposures. Domestic 
banks that make use of the internal ratings-based (IRB) 
approach to modelling credit risk (most of South 
Africa’s largest banks) apply a non-zero risk weight to 
their sovereign exposures. These risk weights have 
been increasing in line with the rising public debt 
burden. As sovereign risk weights generally serve as a 
floor for other exposures, IRB banks are having to hold 
more capital against their sovereign exposures as well 
as some of their private sector loans. This is expected 
to further constrain lending and increase the cost  
of credit. 

As many borrowing costs across the economy are 
priced relative to the sovereign’s cost of borrowing, 
further public debt accumulation will force up other 
market-based financing costs. This could impact the 
capacity of some borrowers in the private sector to 
service their debt. 

TIGHTENING OF GLOBAL FINANCIAL CONDITIONS AMID ELEVATED GLOBAL DEBT

1   Source: https://www.worldbank.org/en/news/press-release/2019/12/19/debt-surge-in-emerging-and-developing-economies-is-largest-fastest-
in-50-years. 

BANKING SECTOR-SOVEREIGN NEXUS 
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Greater technological 
connectivity of systems and 
stakeholders poses 
increased risk should a 
firm’s IT systems become 
compromised. In Allianz’s 
global survey of business 
risks for 2020, cyber incidents 
were ranked as the top risk 
for the financial services 
industry1. Cyberattacks can 
result in diminished integrity 
(the abuse of systems or 
data, for example, through 
fraud), confidentiality (caused 
by unauthorised third-party 
access to data) and 
availability (as a result of 
disruptions to the functioning 
of financial systems and 
infrastructure)2. In each case, 
firms can incur substantial 
direct and indirect costs3. 

Attempted cyberattacks on 
domestic financial institutions 
occur daily, with no 
cyberattack to date – 
domestically or globally – 
having resulted in financial 
instability4. However, any 
attack able to spread across 
many institutions, access 
large amounts of sensitive 
data or disrupt important 
financial market 
infrastructures could pose a 
risk to financial stability. 
Furthermore, attacks that 
significantly erode public 
confidence in a financial 
institution could precipitate a 
systemic crisis, even if the 
attack does not cause 
meaningful direct harm to 
the institution. 

Climate change is causing major changes in weather patterns, with 
threats ranging from food security to the destruction of national 
infrastructure. As climate change is expected to meaningfully impact on 
the business models of the financial sector, the SARB monitors the 
associated risks to financial stability and is concerned about the 
following two distinct classes of climate risk.

1   Source: Allianz. (2020). Risk Barometer. https://www.agcs.allianz.com/content/dam/onemarketing/agcs/agcs/reports/Allianz-Risk-Barometer-2020.pdf. 

2   Source: Bouveret, A. (2018). Cyber Risk for the Financial Sector: A Framework for Quantitative Assessment. IMF Working Paper 18/143. 

3   Indirect losses may occur, for example, as a result of legal action taken by third parties whose data was compromised.

4   Source: Warren, P., Kaivanto, K., and Prince, D. (2018). Could a cyberattack cause a systemic impact in the financial sector? Bank of England Quarterly 
Bulletin 2018 Q4.

5   Source: https://climatepolicyinitiative.org/wp-content/uploads/2019/03/CPI-Energy-Finance-Understanding-the-impact-of-a-low-carbon-transition-on-
South-Africa-March-2019.pdf.

Transition risks are arguably the more important systemic risk over the 
medium term given South Africa’s significant reliance on coal-powered 
energy, raw mineral exports and the production of fuel and related 
products. South Africa is one of the largest carbon emitters per unit of 
GDP output and the Climate Policy Initiative think-tank estimates that 
“South Africa faces transition risks approaching R1.8 trillion in present 
value terms if the world achieves a path consistent with the Paris 
[climate accord] targets”5. In other words, the global imperative to 
reduce greenhouse gas emissions could drive a shift in expenditure and 
investment decisions, resulting in large revaluations of carbon intensive 
assets and activities in South Africa. 

A CYBERATTACK ON 
KEY FINANCIAL 

INFRASTRUCTURE 

CLIMATE CHANGE:  
PHYSICAL AND TRANSITION 

RISK

Transition risks 

The financial risks 
associated with a transition 
towards a lower carbon 
economy. Changes in public 
preferences, policy and 
business models could 
cause a large and rapid 
reassessment of the value of 
assets and income streams. 
This could have serious 
implications for investors 
and financial institutions if 
they have large exposures 
to assets whose values have 
been drastically written 
down (known as ‘stranded 
assets’). 

Physical risks  

The increasing frequency 
and severity of climate 
change-related events 
causing substantial (and 
difficult to accurately 
forecast) losses for 
insurance companies, banks 
and other financial 
institutions with exposure 
to the affected industries 
or assets.

    Sustainable finance and 
climate change: page 67.



58 THE SARB’S PERFORMANCE continued

Banking sector
The South African banking sector has 
shown strong resilience to the various 
shocks and sharp deterioration in 
global and domestic macroeconomic 
fundamentals following the outbreak of 
COVID-19. This is due, in part, to the 
capital held by the sector, which is in 
excess of minimum capital 
requirements1, and the R1 trillion of 
high-quality liquid assets2 that banks 
hold as buffers in the event of 
short-term stress in financial markets. 
Although the sector has remained 
profitable, the deterioration of the 
sector’s profitability poses a risk to its 
continued resilience given the 
importance of retained earnings in 
bolstering the sector’s capital buffers, 
as well as the increasing risk resulting 
from the highly leveraged nature of 
banking. The deterioration is due to 
various factors associated with weak 
domestic economic growth, including 
declining income (both interest and 
non-interest income), increasing credit 
losses and a high fixed cost base. 

The sector’s return on equity (ROE) has 
steadily declined from 15.87% in 
January 2019 to 14.48% in 
January 2020. ROE over the last year 
is below the average ROE of 16.07% 
for the previous 10 years and well 
below the peak ROE of 20.76% 
reported in January 2009. 

Looking forward, lower economic 
growth outlook could also lead to 
reduced lending and increasing credit 
impairments for the sector. Other 
impacts on profitability include the 
sovereign credit ratings downgrade, 
which is likely to increase interest 
expense on the sector’s funding 
(making it costlier for financial 
consumers to borrow), and the 
declining interest rate cycle, which is 
likely to reduce the sector’s net interest 
rate margin3, although an improvement 
in the affordability of finance could 
offset this.

Figure 2 shows that the ROE of the 
sector and of the systemically 
important financial institutions (SIFIs) 
are highly correlated. However, the 
ROE of the non-systemically important 
banks (or smaller banks) is more 
volatile. From March 2019 to 
January 2020, the total sector's ROE 

declined by 120 basis points whereas the ROE for the smaller banks declined by 
almost 200 basis points over the same period. Smaller banks tend to be more 
vulnerable to lower domestic economic growth because their business models are 
not as diversified as those of the larger banks, as they tend to service one or two 
sectors of the economy with limited product lines. In addition, smaller banks do not 
have the broad geographical reach of the larger banks. Although smaller banks 
individually do not pose a systemic risk to the banking sector, collectively through 
contagion they can introduce systemic risk to the financial system as concerns 
about the safety and soundness of one bank could spill over to other banks, and to 
the system as a whole. One of the motivations for the introduction of an explicit, 
privately funded deposit insurance scheme in South Africa is to reduce the risk of a 
small-banks crisis, thereby improving the resilience of the banking sector 
as a whole4. 

Figure 2: ROE for the total banking sector, SIFIs and smaller banks (%)
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1   At January 2020, the sector’s total capital adequacy ratio amounted to 15.87%, which exceeds the 
South African minimum regulatory capital adequacy ratio (excluding the bank-specific individual 
capital requirement, the countercyclical capital buffer, the capital conservation buffer and the D-SIB 
add-on) of 9%. 

2  At January 2020. 
3   The reduction in the interest rate margin is caused by the negative endowment effect where interest 

received from rate-sensitive assets declines following a decrease in the repo rate but interest paid on 
rate-insensitive funding remains unchanged. 

4   Refer to May 2017 SARB discussion paper on designing a deposit insurance scheme for South 
Africa. 

5   Some banks have revised their write-off policies to reflect the IFRS 9 requirement that financial assets 
are written off once the bank has ‘no reasonable expectation of recovering a financial asset’ on both 
an individual exposure and portfolio level. This has also contributed to an increase in reported 
impaired advances. 

 

The ratio of impaired advances to gross loans and advances, a key credit risk 
indicator, continued to trend upwards from 3.77% in March 2019 to 3.98% in 
January 2020. The increase is related to effects arising from the implementation 
of the expected credit loss accounting standard (International Financial 
Reporting Standard 9 or IFRS 9)5. 
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Another indicator of credit risk, the ratio of defaulted exposures to total exposure at default1 (default ratios), has remained 
stable at approximately 3% since March 2019. During this period, the default ratios for corporate portfolios declined 
whereas the retail portfolios increased marginally2 (Figure 3). The retail portfolios showing the most strain (that is, the largest 
increases in default ratios since March 2019) were the unsecured term loan portfolios and the retail revolving portfolio 
(excludes credit cards and consists mainly of overdrafts and unsecured loans with a revolving component). There was a 
significant increase (340 basis points) in the default ratio for the public sector entities portfolio, although this was off a low 
base. As explained on page 56 (banking sector-sovereign nexus), the banking sector provides for bad debt that it expects 
to incur. 

1   Default exposures are reported for portfolios for which banks have been granted permission to use the IRB approach for calculating and reporting credit risk. 
At January 2020, almost 87% of the sector’s gross credit exposure was reported using IRB approaches.

2   The default exposures of the retail and corporate portfolios collectively constituted almost 90% of the IRB portfolio’s total defaults. 
3   The coverage ratio is specific credit impairments as a percentage of impaired advances. 

4  Average for the period January 2008 to December 2017. 

5  Average for the period January 2018 to January 2020. 

6  Banks Act Guidance Note 3 of 2020.

An indicator of the level of provisioning, the coverage ratio3, 
has declined marginally from 46.0% in March 2019 to 
43.9% in February 2020. In comparison, prior to IFRS 9 
implementation, the coverage ratio averaged 39.7% for the 
period January 2009 to December 2017 and, post IFRS 9 
implementation, averaged 44.5% for the period 
January 2018 to January 2020. The sector’s portfolio credit 
impairments have also increased from an average of 
R18.6 billion4 (prior to the implementation of IFRS 9) to an 
average of R42.5 billion5.

The Prudential Authority issued guidance6 in March 2020 on 
its interpretation of the application of IFRS 9 to bank initiatives 
(such as payment holidays) designed to provide relief to 
customers during the COVID-19 crisis. The guidance ensures 
that banks consistently apply IFRS 9 to achieve similar 
outcomes, including preventing relief initiatives from resulting 
in higher capital requirements. The Prudential Authority is of 
the view that in the best interests of financial stability, to avoid 
short-term volatility when reporting expected credit losses, 
banks should avoid including procyclical assumptions in their 

Figure 3: default ratios for selected asset categories (%)
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macroeconomic models. Furthermore, following sharp 
increases in government bond yields, changes in fixed 
deposit terms and the sub-investment downgrade, the 
Prudential Authority revised the minimum liquidity coverage 
ratio for the sector to 80% (revised from 100%).

The Financial Sector Regulation (FSR) Act 9 of 2017 
provides the SARB with additional legal powers to reduce 
financial stability risks posed by financial institutions that 
are systemically important, or to prevent SIFIs or regulators 
of SIFIs from taking certain actions that could pose a threat 
to financial stability. In June 2019, the SARB finalised and 
published its methodology to determine whether a bank is 
systemically important. Based on this methodology, on 
25 November 2019, the Governor informed Absa Bank 
Limited, Capitec Bank Limited, FirstRand Bank Limited, 
Investec Bank Limited, Nedbank Limited and The Standard 
Bank of South Africa Limited that they are designated 
SIFIs. The designation was made public in FSR: Second 
Edition 2019.
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1   Discussion paper titled ‘Ending too big to fail: South Africa’s intended approach 
to bank resolution’. 

2   The Core Principles for Effective Deposit Insurance Systems.

Preparing for the SARB’s role as 
resolution authority
During 2019, the SARB assisted the National Treasury with the 
finalisation of the Financial Sector Laws Amendment Bill (FSLAB) 
for submission to Parliament. The FSLAB will make the SARB 
the resolution authority for designated institutions, which include 
all banks and non-bank SIFIs. The SARB’s responsibilities will 
include dealing with failing designated institutions and 
developing resolution plans for all designated institutions, 
irrespective of whether they face an imminent risk of failure. 

Work to prepare for its new resolution planning responsibilities is 
ongoing and in June 2019, the SARB published a discussion 
paper1 on how it intends to implement the resolution framework 
for banks. The SARB also established a Resolution Policy Panel 
(RPP) as a permanent subcommittee of the FSC. The RPP will 
develop resolution planning policies and guidelines for approval 
by the FSC. These policies will be converted to secondary 
legislation after the promulgation of the FSLAB.

CORPORATION FOR DEPOSIT INSURANCE 
A project is underway to prepare for the establishment of the 
Corporation for Deposit Insurance (CoDI) (South Africa’s deposit 
insurance scheme) as an independent subsidiary of the SARB, 
with its own Board and governance structures as recommended 
by international standards2. 

The implementation project covers:

 > Preparations to legally establish the CoDI as a statutory 
company.

 > Developing internal processes and procedures, including 
alignment with existing SARB systems, mainly in the Financial 
Services and the Financial Markets departments. Some 
support functions will be provided by the SARB. 

 > Drafting and publishing policy proposals setting out coverage 
rules, reporting requirements, data delivery processes, 
funding requirements, investment mandates, public 
awareness responsibilities and pay-out mechanisms. These 
policies will be converted to secondary legislation after the 
promulgation of the FSLAB.

 > Implementing a system to collect and process single-
customer-view information on all depositors and to facilitate 
fast pay-out to depositors in the event of a bank failure.

As part of its Financial Sector Regulation Development 
Programme, the World Bank is reviewing the project’s outputs 
to ensure that South Africa follows best practice.

FINANCIAL STABILITY BOARD PEER REVIEW
Between June 2019 and February 2020, the Financial Stability 
Board (FSB) conducted a peer review of the design and 
implementation of South Africa’s resolution framework and 
deposit insurance scheme as set out in the FSLAB. The 
findings, published in the FSB’s final report in March 2020,  
were positive and supportive of the work the SARB is doing.
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FINANCIAL STABILITY COMMITTEE  |  Met four times during the reporting year

Responsibilities

 > Monitors vulnerabilities in the global and domestic environments, 
assessing their possible implications for domestic financial stability 
and implementing any mitigating policy actions. 

 > Communicates, in the biannual FSR, the assessment of financial stability,  
the risks to financial stability in the upcoming 12 months and policy 
actions introduced.

Chairperson  
Governor of the  SARB

Members  
Deputy Governors and other 

MPC members as well as eight 
SARB officials appointed by 

the Governor.

FINANCIAL SECTOR CONTINGENCY FORUM (FSCF)  |  
Met twice during the reporting year

Responsibilities

 > Identifies potential risks that may result in the occurrence of a systemic event.
 > Coordinates appropriate plans, mechanisms and structures to mitigate  
these risks. 

The FSCF has established two subcommittees – the Operational Risk 
Subcommittee and the Financial Sector Cyber Resilience Subcommittee – 
to assist it to achieve its objectives in specialised risk areas in the financial sector.

Topics discussed and activities during the year included: 
 > Crisis simulation exercises.
 > The impact of water shortages in the Western Cape and climate change on 
the financial sector.

 > Feedback from the industry on emerging risks and cybersecurity. 

Chairperson  
Deputy Governor, 
Rashad Cassim

Members  
SARB and representatives of 

financial sector regulators, 
financial sector industry 
associations and organs 

of state.

Governance structures
The governance structures set out below facilitate the SARB’s role in protecting and enhancing 
financial stability.

Responsibilities

 > Supports the SARB in fulfilling its statutory mandate.
 > Facilitates cooperation between the financial sector regulators and the FSC  
on financial stability matters. 

 > Makes recommendations to the Governor on the designation of SIFIs.
 > Makes recommendations to other organs of state to assist in promoting, 
protecting, maintaining, managing or preventing risks to financial stability. 

Topics discussed during the year included: 
 > Synthesis of FSC meetings.
 > National Payment System policy review.
 > Fiscal risks report.
 > Anti-money laundering/countering the financing of terrorism (AML/CFT) 
compliance.

 > Systemic issues in the South African banking sector.
 > Common Monetary Area cross-border payment transactions.
 > Designation of SIFIs in South Africa. 

Chairperson  
Governor of the SARB

Members  
SARB, the National Treasury 

and representatives of all 
financial sector regulators1.

FINANCIAL STABILITY OVERSIGHT COMMITTEE  |  
Met twice during the reporting year

1  Financial Sector Conduct Authority, Financial Intelligence Centre, National Credit Regulator and 
Prudential Authority.




