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Financial Stability Review: SA banks are resilient against shocks
 
Highlights _________________________________________________________________________________ 
 

• The South African Reserve Bank (SARB) assessed systemic risks as elevated since the May 2023 Financial 
Stability Review (FSR). This assessment was largely informed by “government’s increasing debt levels, higher debt 
servicing costs, domestic financial institutions’ high exposure to government debt and implications of being on the 
Financial Action Task Force‘s (FATF) greylist”. Factors that alleviate systemic risks include the lower risk of 
secondary sanctions, better energy supply and decreased risks of fragility in the global banking sector. 

• In the October 2023 Global Financial Stability Report (GFSR), the International Monetary Fund (IMF) indicated 
that concerns around banking sector stress may have subsided but there are still many weak banks in the global 
system. The IMF’s global stress test further indicates that the number of weak banks increases exponentially in a 
stagflation environment (a period of slow economic growth, high unemployment and a high rate of inflation), 
especially among emerging markets (EM). 

• The SARB conducted a domestic stress test under three scenarios (baseline, domestic adverse and global 
adverse). The results revealed that systemically-important financial institutions (SIFI) in SA remain well 
capitalised and maintain sufficient liquidity buffers under the baseline and adverse scenarios. This indicates that 
these institutions are “well positioned to weather the identified shocks”. 

• On the other hand, there is rising pressure on the smaller (non-systemic) banks in SA. These banks are 
experiencing a faster rise in non-performing loans (NPL) which affects profitability. Furthermore, the rising share 
of SA government bonds (SAGB) relative to total assets of non-systemic banks makes them more vulnerable to 
changes in sovereign credit ratings and higher bond yields. 

• The rising exposure to SAGBs spans across the financial sector (sovereign-bank nexus) which increases the 
vulnerability of the financial sector to rising fiscal concerns. While this is a concern, the SARB notes that it does 
not yet require formal policy intervention. 

• The liquidity position of life insurers is deemed to be sufficient. Solvency pressures are higher in the non-life 
insurance sector. 

• The neutral level of the countercyclical capital buffer (CCyB) was revised up from 0% to 1%. The phase-in period 
of this decision will commence from 1 January 2025 and be fully implemented by 31 December 2025. 

• A further deterioration in household and non-financial corporate (NFC) buffers were identified as a new risk in the 
Risk and Vulnerability Matrix (RVM) and the risk of successful systemic cyberattacks has been removed.  

• Elevated financial stability risks have the potential to suppress already-depressed business and consumer 
confidence levels which in turn could result in lower investment and consumption spending and further dampen 
economic growth.  
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Hard landing amid tighter lending conditions could disrupt global financial stability ______________ 

One of the concerns facing global financial stability in 
the first quarter of 2023 was the financial position of 
midsized banks in the United States (US) and Europe. 
According to the IMF’s October 2023 GFSR, the stress 
in the global banking system has subsided but “a 
sizeable tail of weak banks remains”. The IMF highlights 
that most banks are still financially sound following the 
interest rate hiking cycle but acknowledges uncertainty 
regarding the net impact of higher-for-longer interest 
rates because some banks could benefit from higher 
interest margins and others will likely face profitability 
and viability challenges. However, the IMF warns that 
banks could be adversely affected if a soft landing does 
not materialise and high inflation persists, necessitating 
central banks to continue hiking or keep interest rates 
elevated. 
 
The IMF conducted a global stress test on a wider 
sample (900 banks across 29 countries) and the results 
show that the global banking system remains broadly 
resilient under the baseline scenario of higher-for-
longer interest rates but many banks in advanced 
economies (AE) are experiencing significant capital 
losses. Losses are still concentrated in regional banks in 
the US. In the event of an adverse scenario of 
stagflation, significant capital losses could spread wider, 
including several systemically-important banks in 
China, Europe and the US.  
 
Chart 1 illustrates that there are more weak banks in AE 
than in EM under a baseline scenario. These banks are 
spread across various countries and sizes in Europe but 
are concentrated in small banks in EM and China. The 
combined assets of the 55 weak banks globally in the 
baseline scenario range from 5% to 10% of total assets 
in each region. In the stagflation scenario, the number of 
weak banks in EMs, especially in China, would grow 
substantially and would outweigh those in AE. 
Therefore, EM banks are more vulnerable if a soft land 
landing does not materialise. This is concerning because 
the IMF has previously warned that banking sector 
stress in EM could be more severe because EM banks 
play a bigger role in their respective financial systems 
compared to those in AE. 

Chart 1: Weak banks more prevalent in EMs under a 
stagflation environment 

 
Source: IMF, Momentum Investments 
CET1 = Common Equity Tier 1. The Bank for International Settlement defines CET1 as 
the highest quality of regulatory capital, as it absorbs losses immediately when they 
occur. 
The IMF classifies a bank as weak if either (1) its CET1 ratio falls below 7%—the Basel 
minimum of 4.5% plus a capital conservation buffer of 2.5%—plus buffers for G-SIBs 
where applicable, or (2) its CET1 ratio at its lowest point over the stress test horizon 
(2023–25) represents a decrease of more than 5 percentage points from the stress 
test’s starting point of 2022, excluding banks that are highly capitalised (with more 
than a 30 percent CET1 ratio. 

 
In light of the large number of weak banks that emerge 
in the adverse scenario, the IMF recommends that bank 
supervisors urgently strengthen the resilience of the 
banking sector and this could be done through 
enhancing banks’ capital levels. Furthermore, the IMF 
recommends “sharpening analytical tools for risk 
assessments, closely monitoring relevant market 
metrics; and making stress tests more stringent and 
granular, including for smaller banks”. 
 
Further vulnerabilities highlighted by the IMF include: 

• Weaker economic growth, a deepening 
property sector crisis and strain on local 
government financing in China. 

• Renewed concerns about debt sustainability 
which could lead to a sharp repricing of assets. 

• Growing concerns over the commercial real 
estate sector which is experiencing strained 
refinancing conditions due to tighter lending 
standards and declining property valuations. 
The IMF states that the commercial real estate 
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is particularly a concern due to its size, 
concentration and interconnectedness with the 
broader financial system and the real economy. 

• Falling home prices on the back of high 
mortgage-repayments. 

Overall, the IMF assesses risks to global financial 
stability as elevated, unchanged from the April 2023 
GFSR.  
 

 
Systemically-important banks in SA remain resilient across simulated shocks ___________________ 

The SARB conducted its domestic stress test on 
systemically important banks (Absa, Capitec Bank, 
FirstRand Bank, Investec, Nedbank and Standard Bank). 
While this sample does not adhere to the IMF’s 
recommendation of having more granular tests to 
include smaller banks, the SARB notes that these six 
banks account for 92% of total banking assets (as at 31 
December 2022). 
 
The domestic stress test considers three scenarios:  

1. A baseline scenario based on forecasts from 
the January 2023 Monetary Policy Committee 
(MPC). Domestic growth forecasts were lower 
than the November 2023 forecasts and 
headline inflation was forecasted to moderate 
faster than the November projections. 

2. An adverse domestic scenario includes only 
domestic shocks such as a severe contraction 
in real gross domestic product (GDP) mainly 
driven by domestic financial shocks and a more 
intense energy crisis, as well as a higher 
sovereign risk premium.  

3. An adverse global scenario incorporates 
external shocks in addition to the domestic 
shocks. External shocks include lower global 
growth amongst SA’s key trading partners, 
higher-than-anticipated inflationary pressures, 
an escalation in severe geopolitical 
polarisation, a reversal in China’s growth 
recovery and higher oil and commodity prices. 
 

Unlike the IMF’s global stress test, domestic institutions 
remain resilient across all three scenarios as witnessed 
by the institutions remaining well capitalised over the 
three-year forecast horizon but there is increased stress 
in the global adverse scenario (see chart 2). The SARB 
notes that the assessment of solvency in the banking 
system is conservative because banks have 

unappropriated profits which would provide an 
additional buffer. 
 
Chart 2: Domestic banks remain well capitalised 

 
Source: SARB 
* CAR = the ratio of an institution’s available qualifying capital supply to its capital 
demand 
The bottom-up assessments are conducted by individual banks through the 
application of internally developed stress-testing models and in-house expert 
judgement. The top-down approach is the SARB’s process. 

 
The stress test results indicate additional pressure in 
the global adverse scenario, such as a higher proportion 
of non-performing risk-weighted assets and a 
significant decrease in profitability. 
 
Banks are expected to experience credit losses across 
the three scenarios but the losses are anticipated to be 
higher in the first year (2023) and gradually decrease 
thereafter. Bank credit losses are largely driven by 
losses from unsecured lending and retail mortgages, 
which indicates that the global adverse scenario would 
aggravate the financial pressure faced by households.  
 
In terms of liquidity, results indicate that the assessed 
institutions would be able to maintain sufficient buffers 
to weather the shocks.  
 
 
 
 

Aggregate CET1 CAR* 
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The financial sector’s growing government debt exposure is concerning ________________________ 

The domestic stress test and further analysis covered in 
the November 2023 FSR all point to SIFIs being in a 
sound financial position in terms of profitability, capital 
requirements and liquidity requirements. On the 
contrary, there are pressure points among non-systemic 
banks which account for a far smaller share of total 
banking sector assets. From 2018 to date, there have 
been three non-systemic banks that have either failed, 
been sold or placed under curatorship. The SARB 
indicates that the failure of non-systemic banks could 
impact financial stability through a contagion effect via 
lowering confidence in the banking system. 
Furthermore, the failure of non-systemic banks 
increases asset concentration in the banking system as 
depositors shy away from smaller banks. The SARB 
expects the deposit insurance which is set to be 
operational from 1 April 2024 to reduce the 
concentration risk. 
 
Non-systemic banks are currently experiencing a faster 
rise in credit risk due to the increase in NPLs (see chart 
3). The continuation of this trend is expected to 
significantly increase financial pressure from these 
banks in the short- to medium-term. In our view, this 
would be a higher probability in banks with a less 
diversified credit mix and more exposure to unsecured 
debt which attracts a higher interest rate. 
 
Chart 3: NPLs rising faster in non-systemic banks 

 
Source: SARB 

 
A further pressure point in non-systemic banks is the 
higher share of sovereign debt relative to their total 
assets (see chart 4). “If not hedged appropriately, 
significant holdings of government debt may expose 

these non-systemic banks to vulnerabilities such as 
adverse changes in the sovereign’s credit rating as well 
as further increases in bond yields”.  
 
Chart 4: Rising share of SAGBs relative to SA banks’ 
total assets 

 
Source: SARB, Momentum Investments 
Data until August 2023 

 
Banks are motivated to increase exposure to 
government debt because it reduces their risk-weighted 
asset ratio which is beneficial in the rising credit risk 
environment. However, higher exposure is identified 
across the financial sector including insurers, pension 
funds and investment funds (see chart 5). 
Consequently, the financial sector is more vulnerable to 
the deterioration in government finances.   
 
Chart 5: Other FI and banks are the biggest absorbers 
of SAGBs  

 
Source: SARB, Momentum Investments 
* Other Financial Institutions (FI) include money market funds, hedge funds, other 
investment funds, real estate investment trusts, real estate funds, trusts, finance 
companies, broker-dealers, structured finance vehicles, central counterparties, 
participation bond schemes, stokvels and bank securitisations/re-securitisations. 
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According to the SARB, a high exposure to SAGBs can 
crowd out the private sector from the funding market. 
Successful fiscal consolidation by the government is 
required to reduce banks’ exposure to government 
bonds. 
 
The liquidity position of life insurers is deemed to be 
sufficient. Solvency pressures are nevertheless rising 
more for the non-life insurance sector because the high 
inflation environment is raising the cost of claims, while 
severe weather conditions are contributing toward an 
increase in claims. 
 

The SARB’s comprehensive financial stability heatmap 
(see chart 6) flags pressure points across a wide range 
of financial stability indicators.  
 
In the May 2023 FSR, the SARB flagged the 
ineffectiveness of setting the neutral level for the CCyB 
at 0%. The SARB has subsequently decided to raise the 
neutral level from 0% to 1%. The phase-in period will 
commence from 1 January 2025 and be fully 
implemented by 31 December 2025. This will give the 
SARB room to decrease the rate up to 0% in times of 
excess pressure on the banking system and increase it 
up to 2.5% if there are signs of overheating. 

Chart 6: SARB’s financial stability heatmap 

Source: SARB 
 
EMs’ external finance position remains vulnerable ____________________________________________ 

The SARB highlights that AE bond yields have risen 
significantly since the May 2023 FSR on the back of 
growth and inflation concerns. Consequently, EM 

government bonds have become relatively less 
attractive leading to lower investor appetite for EM 
bonds. This scenario is particularly unfavourable for SA 



macro research and asset allocation | financial stability review | november 2023 Page 6 of 7 

as it battles with declining investor uptake of SAGBs as 
seen in chart 7. Foreign investor holdings of SAGBs 
continued to decline from 38.7% in May 2019 to 25.4% 
in October 2023. 
 
Another adverse development in EMs is the sharp drop 
in portfolio inflows, largely driven by trends in China. 
The Institute of International Finance attributes the 
large portfolio outflows to higher interest rates in the US 
(carry trade), while the SARB additionally points to 
outflows resembling lower confidence in China’s growth 
prospects and policies. 
 
SA’s low growth prospects, rising interest rates, 
heightened exchange rate risks and idiosyncratic factors 
(greylisting and loadshedding) have also weighed on 
investor sentiment and resulted in sharp portfolio 
outflows in SA’s equity market (see chart 7). Non-
residents were net sellers of R98.1 billion of domestic 
equities and bonds year-to-date (January to November 

2023), markedly higher than the net sales of R43.4 
billion over the same period in 2022. 
 
Chart 7: More outflows recorded in the domestic 
equity market 

 
Source: SARB, Momentum Investments 
Data until August 2023 

 

Systemic financial stability risks remain elevated _____________________________________________

The SARB assessed systemic risks as elevated since the 
May FSR but there were a couple of developments 
around the underlying risks shown in the RVM (see 
chart 9). Some factors were regarded as a higher risk, 
some risks have subsided, others were rephrased and 
there were additions and removals.  
 
Higher risk: 
The risk of a sharp repricing in government debt was 
shifted toward the near- to medium term time frame. 
The exposure of the financial sector to the sovereign 
remains elevated. The SARB indicates that a sharp 
repricing of government bonds poses a risk for financial 
stability through realised and valuation losses on the 
holdings of government bonds, a higher cost of funding 
for government and there is also a possible crowding 
out effect of large amounts of government debt 
increasingly needing to be funded in domestic financial 
markets. 
 
The risk of secondary sanctions (added in the May FSR) 
has decreased significantly but geopolitical risks remain 
elevated. Therefore, the risk is now phrased as an 
intensification of geopolitical risks. 

The new risk relates to a further deterioration in 
household and NFC buffers. The impact of this on the 
financial system may materialise through a rise in NPLs 
especially in the current environment of high interest 
rates and depleted pandemic savings which would 
reduce profitability in the financial sector. NPLs are 
higher among households than NFC as seen in chart 8. 
 
Chart 8: Higher risk of NPLs among households 

 
Source: SARB 
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some of the most pertinent risks to SA’s financial 
stability especially when considered alongside the 
higher exposure of the financial sector to government 
bonds. However, this risk is not unique to SA.  
 
The risk of tighter financial conditions for longer was 
rephrased from “higher interest rates for longer”, 
possibly to reflect that even if interest rates have 
peaked, it may yet be some way off before interest rate 
cuts come through. The vulnerability associated with 
this risk stems from both domestic and international 
financial conditions. 
 
The risk of persistent structural growth impediments 
was previously identified as “slow and inequitable 
domestic growth”. Slow growth rates increase the risk 
of social unrest which could impact investor confidence, 
funding costs, insurance claims and operational costs. 
 
The likelihood of remaining on the FATF greylist was 
similar to the May FSR, however, the SARB sees the 
economy as being more vulnerable to this risk than the 
previous assessment. This is because some implications 

have materialised (the European Union (EU) has added 
SA to its list of high-risk countries which has 
consequently subjected domestic institutions to 
additional scrutiny by financial institutions in the EU). 
The SARB confirmed that being placed on the greylist 
has not yet had a big impact on the domestic financial 
system. The longer-term consequence of remaining on 
the FATF greylist is noted as a reduction in SA’s 
attractiveness as an investment destination. 
 
Insufficient and unreliable electricity supply is now 
regarded as a lower financial stability risk because of 
the expectation of improved energy supply.  
 
Successful systemic cyberattacks have been removed 
from the RVM but remain an operational risk. 
 
Elevated financial stability risks have the potential to 
suppress already-depressed business and consumer 
confidence levels which in turn could result in lower 
investment and consumption spending and further 
dampen economic growth. 

 
Chart 9: SARB RVM 

 
Source: SARB, Momentum Investments 
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