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• Why have SA banks not experienced a similar fate to their global 
counterparts?

• Signs of local contagion

• Impact on SA bank’s liquidity & risk management 

• Concluding remarks
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Key changes in liquidity risk in recent years

Global banking sector

SA vs. world bank performance

Liquidity risk management

domestic banking industry

macro factors

regulatory factors

Positive domestic liquidity risk management factors

Negative domestic liquidity risk management factors

Why have SA banks not experienced a similar fate to their 
global counterparts? 
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Financial innovation & global market developments have transformed the nature of 
liquidity risk in recent years, including: 

• Greater reliance on capital markets – more volatile source of funding

• Growth in securitisation –

• Increasing ‘originate-to-distribute’ assets

• More wholesale funding

• Increased ‘trading’ vs. ‘banking books’ – more volatile earnings

• Increase in complexity of financial instruments – resulting in a lack of transparency & 
increased demand for collateral – increases liquidity pressure via margin calls 

• Increase in real time payments & settlements – heightening intraday liquidity management 

• Increase in cross-border business – events in one market can quickly impact others 

[Source: Basel Committee on Banking Supervision – Liquidity Risk: Management and Supervisory Challenges – dated February 2008]

Key changes in liquidity risk in recent years 
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Background: 
• Aggressive risk taking without proper risk 

controls/mitigants
• Inadequate contingency planning in boom 

markets
• Untested counterparty risk 
• Over-leverage in global financial system
• Mark-to-market accounting & inadequate risk 

measurement

Issues faced:
• Asset quality deterioration, spreading rapidly 

across geographies & asset classes
• Massive levels of deleveraging – driving down 

asset prices
• Strained liquidity positions caused by    

dislocation in wholesale markets
• Insufficient capital bases 

[Source: UBS Investment Bank, Nedbank EXCO Presentation – The Financial Crisis

Actions taken:
• Institutions’ increasing capital bases by 

capital raising, dividend cuts, divestitures 
& B/S restructuring

BUT insufficient to date!

• Unprecedented government intervention

• Banks reconsidering business models 

– De-risking

– Focus shifted to deposit gathering

– Back-to-basics - product & business

• Possible regulatory backlash

– Crash courses on banking for 
politicians

– Basel 3?

Global banking sector 
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SA vs world banks sh price performance
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SA banks vs. world banks

Relative performance of SA vs. world bank share prices & forward relative PEs

[Source: Thompson Financial, IBES, UBS estimates]

MSCI consensus fwd PE relatives 
(% premium/discount)

SA bank’s vs. global bank’s performance

SA vs world banks 
share price performance
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Reflection on domestic bank balance sheets:
Little to no direct exposure to sub prime markets by local banks

Young local securitisation market

Low levels of assets/liabilities carried at fair value: 

— Reducing risk of having to derive fair values in illiquid markets

— Reduced volatility in capital/earnings

Typically involved in vanilla banking products

Do have a degree of deposit concentration, particularly to:

— Asset Managers - significant bank depositors & generally short term

— NCDs due to their bearer attributes (requirement of Asset Managers)

Liquidity risk management – domestic banking industry



Reflection on domestic financial markets & key market participants:

• SA ranked 15th for soundness of its banking system                                     
(WEF global competitiveness report)

• Top 5 banks – 91% of market share

• Head offices of top 5 banks, executive management & key risk management 
personnel largely located in single province – Gauteng

• Strong working relationship between these banks                                                  
- especially within the money market

• 4 big banks have similar balance sheets & products

• SA banks collectively have immaterial foreign footprints

• Fluid & established interbank clearly function                                                        
– KEY distinction as SA banks have not lost trust in one another    
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Liquidity risk management – Domestic banking industry 
(continued)



• Advanced stage of domestic monetary tightening in SA when crisis unfolded
• Domestic interest rates have remained at relatively high levels facilitating 

monetary easing (no problem with an interest rate floor) as inflation falls 
• SA banks have generated reasonable returns & accordingly have not had to 

chase yield via new complicated &/or synthetic products
– Complicated accounting, complicated risk management, illiquid markets = 

fear of unknown

Comparative ROEs:
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Liquidity risk management – Domestic banking industry 
(continued)

FY08
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Major UK & SA banks customer funding gap

Source: UBS Investment Bank, Nedbank EXCO Presentation – The Financial Crisis

Notes
• Customer funding gap = customer lending less customer funding, 

where customer refers to all non-bank borrowers & depositors
• Funding gap for SA banks based on Nedbank, FirstRand, ABSA & 

Standard Bank
• Funding gap for UK banks based on aggregate banking sector  

Actions taken:
o UK banks highly reliant on 

wholesale funding (interbank)

o Vast majority of UK lending 
growth over past 10 years 
secured

o Focus shifted away from 
customer deposits 

o Deposit raising through 
markets as opposed to 
customers

o SA remains focused on 
customer deposits rather 
than markets!

Liquidity risk management – Domestic banking industry 
(continued)
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What’s happened to real interest rates (interest rates vs. inflation)

SA rates 
didn’t go 
too low 
for too 
long!

SA 
currently 

at 76%

Prolonged levels of low real interest rates 
created vast pools of liquidity

What have household debt to income ratios done?

Liquidity risk management – Macro factors

Source: Nedbank Group Economics unit



What’s happened to asset prices?

• Global asset prices have collapsed - lack of affordability a key issue!
• SA house prices have not fallen as dramatically but still at risk:

– Expected to continue falling in 2009
– Shortage of supply 
– Affordability improves as rates cut

SA banks have full recourse to home loan clients
• Reducing probability of default & loss given defaults
• Increasing client accountability 
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Liquidity risk management – Macro factors (continued)

Source: Nedbank Group Economics unit



Clean out of smaller banks since 2000:
• Consolidation from 43 registered banks in 2000 to 17 today 

(plus 14 foreign branches)
• Lessons learnt by Regulator & bank participants in process
• Reduction in number of banking licences & decrease in request for new 

banking licences
• Recommitment to sound risk management principles post this event
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Liquidity risk management – Macro factors (continued)



• No government capital &/or liquidity support schemes announced 
• SA banks well capitalised (Basel 2 minimum at 9.5% plus pillar 2 b) 
• SA banks relatively low gearing ratios:

• Experiences of past events regarding liquidity support – small bank clean out in 2001/2
• SA financial system well regulated (WEF global competitiveness report):

− SA ranked 4th for auditing & reporting standards
− SA ranked 5th for quality of regulation of securities exchanges

• Implementation of NCA – enhancing responsible credit extension before the event
• Commitment & implementation of Basel 2 on 1 January 2008 (first world banking system) 
• Exchange controls keeping local liquidity in SA
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Liquidity risk management – Regulatory factors



Reflection on South African Regulator: 

• Proactive engagement with SA banks during global credit crisis:

– facilitating proactive systemic liquidity risk management & planning

– confidence in local financial system remains intact 

• Experiences of events of small bank crisis in 2001/2

• Regulator highlighted on numerous occasions – bad loans made in good times

15

1
Banking crisis begins

2
Regulator takes action

3
Banks become more 

prudent

4
Economy & stock 
market takes off

5
Loan growth 
skyrockets6

New competitors & banking 
mergers & acquisitions

7
Excess liquidity, investment & 

investment optimism

8
Overheating economy of 

concern to regulators

Liquidity risk management – Regulatory factors (continued)

Source: SARB 2004



Factors that have positively contributed to domestic banks liquidity risk management 
preventing similar liquidity squeeze and liquidity contagion: 

• Big 5 banks have strong deposit franchises (focus on customers)

• Diversified earnings streams 

• Exposure of SA banks to foreign deposits low (< 3 % of total deposits)

• SA banks lengthened deposit duration over past few years 

• Immaterial exposure to sub-prime assets

• Reasonable loan-to-deposit ratios

• Strong capital positions

• Low levels of securitised funding 

• Small conduit businesses

• Strong & well functioning SA interbank market

• Limited global credit contagion into SA money market 

• One of strongest banking systems relative to other emerging markets

• Robust macroeconomic policy framework
16

Positive domestic liquidity risk factors



Factors that have negatively impacted domestic bank’s liquidity risk management in 
adverse conditions include: 

• Relative increase in domestic bank’s reliance on professional funding sources

• SA bank’s relatively high degree of liquidity mismatching

• Ongoing relative decline in retail deposit base

• Global credit contagion into SA capital market:

– Negative impact on pricing & volume

– Negative impact on capital initiatives, securitisation & rolling ABCP

• Closed &/or expensive foreign markets

• Reduced capital & financial flows to all Emerging Markets (including SA)

• Relatively large current account deficit

• Limited funding diversification opportunities this past period (thin & expensive foreign & 
capital markets)

17

Negative domestic liquidity risk factors



• Capital markets

• Real economy

• Money markets

• Local liquidity triggers warning of further contagion

18

Signs of local contagion
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SA has already seen signs of the global credit crisis contagion

Local liquidity triggers warning of 
further contagion:

o Interbank clearing (banks lose 
trust in one another)

o Job losses worse than expected
o Growth (GDP) – Is SA already in 

recession
o Inability to roll ABCP – keep 

conduits off balance sheet
o Inability to raise tier 1 and tier 2 

capital locally
o Reduction in credit lines with SA 

banks by foreign banks

Domestic capital markets:
• Capital markets remained thin during 2008
• Programme sizes are smaller
• Cost of ABCP has become more expensive
• 2009 likely to follow 2008?

Real economy:
• Reducing capital flows                                      

- increasing EM risk aversion
• Weakening & volatile exchange rate
• Reduction in global demand & exports
• Delay &/or reduction in infrastructure 

projects 
• Property prices & equity prices have fallen
• Job losses – now a key risk!
Money market, corporate, business banking 

& retail deposit base:
• No contagion as these markets continue 

to function normally

Signs of local contagion
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Impact of SA bank’s liquidity & risk management

Risk factors that remain to domestic funding & liquidity 

Liquidity risk management initiatives implemented by local banks (incl. 
liquidity buffers)

Liquidity risk management developments

Funding profiles & liquidity mismatches

Liquidity contingency triggers

Stress Testing



Liquidity remains at risk to the following local factors:

• Rand weakness & implications for inflation & hence extent of monetary easing

• Lower growth & impact on job losses & hence client ability to service debt

• Wealth destruction as equity markets and property prices continue to fall

• Large current account deficit & funding thereof

• Falling exports following a reduction in global demand

• Decline in private sector fixed infrastructural investment (projects 
delayed/cancelled)

• Property price reductions

• Commodity price reductions

• Further risk aversion

21

Risk factors that remain to domestic funding & liquidity



Specific liquidity risk management initiatives introduced by domestic banks to date:
• Building additional highly marketable & liquid assets - focus on genuine liquid assets 

(government assets)

– Surplus qualifying liquid assets (over & above prudential requirements)

– Holding other bank paper

– Placements in liquid markets including for example overnight loans & the forward market

• Slowing of credit extension, reducing funding requirements:

– Tightening credit criteria

– Charging appropriate liquidity premiums on new assets

– Focus on primary clients

• Increasing capital levels – 3 of the major banks have just reported stronger capital ratios as at 
their reporting year ends 31 December 2008

• Lengthening of funding profiles

• Strong risk management flavour of senior executives

• Credit lines reviewed, cancelled, frozen &/or maintained where appropriate

• Stronger focus on deposit growth through appropriate internal incentives /mechanisms

22

Liquidity risk management initiatives implemented by local 
banks (incl. liquidity buffers)
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Liquidity risk management developments as a result of the                      
global credit crisis -

REFER APPENDIX – GLOBAL RISK REGULATOR

Largely being facilitated by the Financial Stability Forum, now under the 
auspices of the G20.

Liquidity risk management developments
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Liquidity risk management developments as a result of the global credit crisis (contd)
Financial Services Authority – Strengthening liquidity standards (December 2008):

Anticipated changes for firms as a result of new liquidity policy:

• Enhanced liquidity risk management capabilities, including greater use of stress testing 
& improvements to contingency funding plans (CFPs);

• Less reliance on short-term wholesale funding, including less wholesale funding from 
foreign counterparties;

• Greater incentives for firms to attract a higher proportion of retail time deposits;
• A higher amount and quality of stocks of liquid assets, including a greater proportion of 

those assets held in the form of government debt; and
• A check on unsustainable expansion of bank lending during favourable economic times.

Recommendation to the appropriate authorities (SA Regulator) is that any 
developments in this space should be done collectively through engagement with 
the SA banks as this is a systemic risk that we are collectively responsible for 
resolving/ protecting against.  

Liquidity risk management developments (continued)
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SA banks liquidity mismatches largely driven by their funding profiles
• Banks have more recently lengthened funding profiles

– SA banks looking to lengthen further 
– Supported more recently by a firm market view that rate cycle has turned 

as clients look to lock in higher yields
– Lengthening funding profiles to reduce short end churn
– Lengthening of funding profiles will positively impact liquidity mismatches

• Major contributors to bank funding profiles & hence liquidity mismatches include:
– Professional market
– Current rate cycle and view on rates 
– Access to diversification (incl. capital and foreign markets)

• Increasing capital levels will facilitate an improvement in liquidity mismatches 
• Change in focus in asset classes may impact liquidity mismatches

Generally however SA banks still have relatively large liquidity mismatches due 
to specific clients, markets including depth and products! 

Although liquidity mismatches may improve, SA banks will remain transformers 
of short term liquidity into long term loans. 

Funding profiles & liquidity mismatches
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Liquidity triggers to identify potential liquidity distress may include:

• Material withdrawal of short term government &/or parastatal deposits
• Unusually high levels of term deposit redemptions before scheduled maturity dates
• Unusually high levels of buy-backs of own bank negotiable paper
• Withdrawal of short term deposits by multiple Asset Managers
• Withdrawal of short term deposits by multiple Top 20 clients
• Lower than usual roll-over ratios of maturing term deposits
• Utilisation of any amount of prudential cash reserve &/or liquid asset balances
• Inability to borrow in the interbank market on any particular day or at inflated rates
• Consecutive periods of over-reliance on the money market shortage
• Volatility in own share price – continuously out of line with the peer group 
• Yields on own money market curve continuously above the peer group
• Impairment ratio out of line with the peer group
• Over-reliance or increasing reliance by conduit businesses on own bank liquidity facilities

Normally any form of distress would result in simultaneous triggers

Liquidity contingency triggers
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Stress & scenario testing should form a key part of a suite of tools used by senior management in 
making integrated business strategy, risk management & capital planning decisions.

More generally stress & scenario testing is a tool that organisations use to help them identify, assess & 
manage risks arising from the business they conduct.

Conventional risk measures are based on historic assumptions that include normal distributions of risk 
factors. In other words the business-as-usual scenario is conventionally applied to derive risk exposures. 
Such models do not capture plausible worst case scenarios. 

Generally stress testing falls into 2 main categories:
− Sensitivity tests – specific financial parameters move instantaneously by a unitary amount e.g. 10% 

decline
− Scenario stress tests – clearly defines stress event & financial risk parameters affected by a shock. 

The portfolio/event driven approach may be used & both can be formulated from historic/hypothetical 
perspective. 

• In formulating liquidity stress scenarios this should at least include: 
− Normal business conditions inclusive of seasonal fluctuations
− Bank specific funding crisis 
− Systemic liquidity crises

Three characteristics must be defined in each scenario:
− Scenario type – bank specific or systemic
− Stress duration – short term or long term
− Stress severity – mild or severe stress

Stress testing
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Example of stress scenario template used 

Stress testing (continued)



• Global credit crunch is a significant international liquidity event with dramatic consequences on the
– global financial system & subsequently the real economy

• SA economy will not escape global consequences & is slowing very quickly
• SA banking system resilient for good reason & remains structurally sound in tough cycle                      

– avoiding similar levels of global liquidity squeeze & contagion
• Slowing liquidity in SA is to a large degree a function of tightening domestic monetary policy
• Domestic liquidity continues to move efficiently & effectively through the financial system 
• Significant refocus globally & domestically on liquidity & credit risk management
• To date SA contagion has largely been restricted to capital & foreign markets:

– Securitised funding has re-priced & appetite declined
– Tier 1 & tier 2 capital & debt initiatives - a lot more expensive 
– Volumes &/or appetite for these products substantially declined

• Negative impact on:
– Bank margins (short term)
– Local banks ability to diversify funding
– Asset growth as liquidity decreases
– Access to term dollar funding

• Longer term opportunities for stronger franchises post cyclical credit stress
• SA banks will continue to be prudent, including:

– Shift to survival mode rather than profitability
– Lengthen funding profiles 
– Reduce liquidity mismatches 
– Hold liquidity buffers
– Selective asset growth

29

Concluding remarks – Cyclical vs. structural
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