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Overview
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• The domestic and global economies are facing the worst downturn in decades due to COVID-19.

• As this became apparent in February and March, financial market volatility surged and financial

asset prices fell sharply, posing risks to financial intermediaries and their clients.

• The SARB and other central banks have responded decisively, contributing to a stabilization in 

global and domestic financial conditions.

• But, medium term financial stability risks remain elevated.

• South Africa’s financial sector regulations have been enhanced over the past decade 

• This has considerably improved the resilience of the financial sector and has provided policy 

space to address the current shock.
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Risk assessment matrix
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1. COVID-19’s impact on the domestic financial sector
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We have already seen:
• A sharp decline in economic activity
• Illiquidity and signs of dysfunction in the government and corporate bond markets
• Significant financial asset price declines 
• A large number of restructured loans and insurance premium holidays
• A preference for cash on the part of asset managers, making it difficult for banks to 

source term funding 

In the coming months, we expect to see:
• Increases in non-performing loans held by banks and other intermediaries 
• Higher insurance policy lapse rates  
• Increased withdrawals from investment funds



COVID-19’s impact on the financial sector
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Global and domestic measures of financial market volatility Non-resident portfolio flows into domestic bond and equity markets



2. Risk of a further deterioration in macroeconomic conditions 
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Evolution of the SARB GDP growth forecast



3. Banking sector-sovereign nexus 
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SA Banks’ sovereign exposure Rising SA government debt



4. Tighter financial conditions amid elevated global debt  
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Financial Conditions Indices for advanced economies Rising global debt



Financial system resilience: two countervailing forces 
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Capital and liquidity levels of banks have improved
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Capital adequacy of the banking sector Liquidity ratios of the banking sector



Policies are in place to reduce FX and market risks
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Rand/dollar exchange rate Share of foreign currency bank liabilities and loans



Policies undertaken by the SARB since COVID-19 emergence
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1. The SARB has made additional liquidity available to the banking sector by increasing the size 

and duration of repo facilities.

2. The SARB has purchased government bonds to address signs of dysfunction in that market.

3. The PA has reduced the liquidity coverage ratio (LCR) requirement for banks, from 100% to 80%.

4. The PA has temporarily eased bank capital requirements. 

5. The PA has adjusted the regulatory treatment of loans that are restructured as a result of COVID-

19, this means that banks won’t have to hold additional capital against these loans. 

6. The SARB has partnered with banks and NT to implement a loan guarantee scheme for SMEs.

7. The repo rate has been reduced significantly, supporting the debt service capacity of borrowers.



These policies appear to be having a positive effect
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Bid-offer spreads for government bonds SA bank share prices



Conclusion

• The financial sector is experiencing an extraordinary shock.

• SARB policies as well as prudent risk management by financial firms have
helped the sector weather the initial phase of this shock.

• However, medium term financial stability risks are elevated as the duration
and severity of COVID-19’s impact on economic activity remains uncertain.

• The SARB is monitoring these risks closely and stands ready to implement
additional policy measures, if required.

15


