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Ref.: 15/8/1/3 
 
To: All banks, branches of foreign institutions, controlling companies, eligible 
institutions and auditors of banks or controlling companies 
 
Proposed Directive issued in terms of section 6(6) of the Banks Act 94 of 1990 
 
Implementation of a positive cycle-neutral countercyclical capital buffer 
 

Executive summary 
 
The Regulations relating to Banks (Regulations) set out, amongst other things, the 
prescribed minimum requirements related to the countercyclical capital buffer.  
 
This Proposed Directive directs banks, controlling companies and branches of 
foreign institutions (hereinafter collectively referred to as ‘banks’) to maintain a 
positive cycle-neutral countercyclical capital buffer of 1 per cent with effect from 
1 January 2026. 
  
 
1. Introduction  
 
1.1 The Basel Committee on Banking Supervision (BCBS) issued a document titled 

“Risk-based capital requirements, RBC30, Buffers above the regulatory 
minimum”,1 as an integral part of the Basel capital framework. Paragraphs 
RBC30.6 to RBC30.23 of this document set out, among others, the 
countercyclical capital buffer (CCyB) requirement. These requirements have 
been incorporated into regulation 38(8)(e)(v) of the Regulations relating to Banks 
(the Regulations) and regulation 38(8)(g) of the Regulations, and was further 
clarified in Circular 8 of 2015. Furthermore, a materiality threshold, in respect of 
the calculation of the overall CCyB to be applied in South Africa, considering the 
ultimate geographic location of private sector credit exposures, was specified in 
Directive 2 of 2018. 

 
1.2 Directive 5 of 2021 sets out the components of the required total minimum 

regulatory capital, including the minimum requirement for each relevant 
component, which includes the CCyB and the minimum Pillar 2A capital 
requirement. The primary objective of the CCyB is to increase the resilience of 
the banking sector in response to periods that may be associated with the build-
up of system-wide risk. 

 
1.3 During the Covid-19 period, the Prudential Authority (PA) temporarily reduced the 

minimum Pillar 2A capital requirement to zero, as South Africa’s CCyB was set 
to zero at that time. The PA reduced the Pillar 2A requirement to facilitate banks’ 
continued lending to the real economy during the Covid-19 stress period. 

 
1 Available online: Risk-based capital requirements  

https://www.bis.org/basel_framework/chapter/RBC/30.htm


 

 

However, the objectives of the Pillar 2A minimum requirement differ 
fundamentally from that of the CCyB. Various economic circumstances in South 
Africa warrant a minimum Pillar 2A requirement to appropriately enhance the 
safety and soundness of banks conducting business in South Africa. 
Furthermore, the Pillar 2A requirement was not intended to serve as a buffer that 
can be released for macroeconomic stress events. The PA, together with the 
South African Reserve Bank (SARB), therefore agreed to implement a positive 
cycle-neutral countercyclical capital buffer (PCN CCyB) in South Africa. 

 
1.4 The BCBS also published a newsletter on a PCN CCyB2 on 5 October 2022, 

highlighting the benefit of a PCN CCyB and expressing support for the 
implementation of a PCN CCyB. 

 
2. Rationale for PCN CCyB in South Africa 

 
2.1 The BCBS observed that banks may be more willing to utilise their buffers when 

they are released by regulatory authorities. A PCN CCyB therefore ensures that 
capital relief can be provided whilst compliance with the minimum capital 
standards is maintained. Please refer to Annexure A. 
 

2.2 The SARB requires that banks maintain a PCN CCyB to serve as a 
macroprudential tool that can be released in the event of sudden shocks, 
including those unrelated to the credit cycle. 
 

2.3 The PCN CCyB would be built-up and maintained when risks are assessed to be 
neither subdued nor elevated. Furthermore, the SARB would continually assess 
the appropriateness of the PCN CCyB and release the buffer when appropriate 
risks are identified. 

 
3. Proposed Directive  
 
3.1 PCN CCyB for South Africa 

 
3.1.1 Based on the aforesaid and in accordance with the provisions of section 6(6) of 

the Banks Act 94 of 1990, banks are hereby directed as follows: 
 
3.1.2 To implement a PCN CCyB effective 1 January 2026. 
 
3.1.3 The PCN CCyB shall be 1 per cent of risk weighted exposures as determined in 

Circular 8 of 2015 and Directive 2 of 2018.  
 

3.1.4 The PCN CCyB shall have a 12-month implementation lead time, commencing 
on 1 January 2025 and ending on 31 December 2025. 

 
 
4. Invitation for comment 
 
4.1 All banks and other interested persons are hereby invited to submit their comments 

on the proposed Directive to SARB-PA@resbank.co.za, for the attention of Ms A 
Bopape, by no later than 8 December 2023. 

 

 
2 Available online: PCN CCyB newsletter 

https://www.bis.org/publ/bcbs_nl30.htm


 

 

4.2 All comments received from banks and other interested persons may be published 
on the PA’s website unless the respondent specifically requests confidential 
treatment.  

 
 
 
 
 
 
Fundi Tshazibana 
Chief Executive Officer  
 
Date: 
 
 
 
Encl. 1 



[bookmark: _GoBack]Annexure to CCyB Directive: Introducing a PCN CCyB in South Africa





Resolutions on the CCyB



The SARB and the Prudential Authority (PA) agreed in principle to implement a positive cycle-neutral (PCN) countercyclical capital buffer (CCyB) for South Africa. Furthermore, it was resolved that: 



1. the PCN CCyB for South Africa would be set at 1 per cent; and

2. the PCN CCyB would be phased in over a 12-month period, commencing on 1 January 2025 and be fully implemented by 31 December 2025.



Background



One of the key weaknesses revealed by the 2008 global financial crisis (GFC) was the lack of systemwide tools to mitigate broad financial sector risks (i.e. policy instruments aimed at both (i) mitigating systemic risk; and (ii) promoting financial stability). To this end, the Basel Committee on Banking Supervision (BCBS) introduced a number of capital buffers via the Basel III framework, including the capital conservation buffer (CCB) and the CCyB.



The CCB is a prudential capital adequacy requirement for all banks to build up an additional lossabsorbing capital cushion to improve their resilience to stress. The CCyB is an extension of the CCB and functions on the same principles, except that the CCyB is designed to be timevarying and responsive to the credit cycle, thereby addressing the procyclicality of capital requirements. Although the CCyB is considered to be an extension of the CCB, their design features position them as either micro or macroprudential focused as set out in Table 1 below:



Table 1: CCB vs CCyB

		CCB

		CCyB



		· The CCB is designed to be an additional layer of capital that is held at the maximum level (that is, 2.5% of RWA) that can be drawn down when losses occur.

· In the event of a particular bank breaching its minimum capital levels (including buffers), and in the absence of remedial actions acceptable to the Prudential Authority (PA), the buffer falls below 2.5% and this triggers automatic constraints on discretionary distributions of earnings (such as dividends, share buybacks, or bonus payments – here the purpose of the restriction on distributions is to give the bank the opportunity to rebuild its capital buffers from internal sources).

· The distribution constraints increase as the bank’s capital ratio approaches the minimum capital requirement.

· Use of the CCB requires engagement with the microprudential authority.

· The design and level of the CCB are specified in the Basel capital framework.[footnoteRef:1] Any deviation by the regulator (e.g. lowering the buffer to below 2.5%) would be contrary to BCBS guidance.[footnoteRef:2] [1:  See RBC 30 - https://www.bis.org/basel_framework/chapter/RBC/30.htm and https://www.bis.org/publ/bcbs_nl30.htm.]  [2:  Banks themselves may, however, dip into the 2.5% CCB, but have historically been reluctant to do so due to negative perceptions around doing so.] 


		· The CCyB is designed to ensure that the banking sector in aggregate has readily available capital to maintain the flow of credit in the economy without impeding its solvency after a period of excess credit growth.

· The CCyB is countercyclical by increasing capital requirements during times when credit growth consistently exceeds economic growth (i.e. the CCyB aims to ensure that banking sector capital requirements take account of the macro-financial environment in which banks conduct business). 

· The CCyB is the only capital requirement that is expected to be timevarying.

· Generally the macroprudential and the microprudential authorities decide on the level of the CCyB.

· The design of the CCyB is specified in the Basel capital framework.1 The CCyB is recommended to range between 0% and 2.5% of CET1 capital.

· The CCyB’s potential moderating effect on the buildup phase of the credit cycle should be viewed as a positive side benefit, rather than the only or primary aim of the CCyB regime.







The CCyB therefore reflects the state of the financial system, while the CCB is essentially a static buffer regardless of external factors.



The case for a PCN CCyB



At the onset of the COVID-19 pandemic in 2020, jurisdictions that had a positive CCyB lowered the capital buffer requirements for the banking sectors (in order to reduce heightened cyclical systemic risk). With the CCyB being 0% at the time, South Africa did not have an available buffer to release to reduce systemic risk in the banking sector at the onset of the COVID19-induced shock. The COVID19 crisis therefore demonstrated that a 0% neutral level for the CCyB was ineffective in addressing cyclical systemic risk to the financial system from a shock.



In recent years, the BCBS has increasingly expressed support for a PCN CCyB as it promotes greater flexibility in implementing the Basel III framework. The international dialogue around a PCN CCyB has gained momentum in recent years, with several jurisdictions (e.g. the UK, Sweden, the Netherlands, Ireland and Lithuania) introducing a PCN CCyB. 



Given the inherent uncertainty in assessing the degree of risk and the time lags in implementation, authorities that introduced a PCN CCyB found it helpful for banks in their jurisdictions to have macroprudential capital buffers in place that can be released in the event of sudden shocks (including those unrelated to the credit cycle, such as the impact of the COVID19 pandemic). This approach can help address concerns that banks in some jurisdictions may be reluctant to cross regulatory buffer thresholds in times of stress, but may be more willing to use their capital to support lending when buffers are explicitly released by authorities. 



Impact of a PCN CCyB on the current South African minimum bank capital requirements



South Africa’s banking regulatory framework for capital, which is aligned to the Basel III framework, distinguishes between a permanent capital requirement (the South African base minima capital regulatory requirement which includes a Pillar 2A requirement) and a buffer component. As detailed in Directive 5 of 2021,[footnoteRef:3] the buffer component consists of three distinguishable segments, namely the domestic systemically important bank (DSIB) buffer, the CCB and the CCyB (Table 2). The impact of a 1% PCN CCyB is highlighted in Table 2. [3:  Available at Banks Directives (resbank.co.za)] 






Table 2: Capital framework for South Africa based on the Basel III framework, with effect from 1 January 2026

		Capital tiers

		Reference in the proposed amended Regulations

		CET 1 Capital Requirement

		Tier 1 Capital Requirement

		Total Capital Requirement



		BCBS Basel III minima

		

		4,5% 

		6,0% 

		8,0% 



		South African minima

		Reg 38(8)(b) & Reg 38(8)(e)(i)

		4,5% 

		6,0% 

		8,0% 



		Systemic risk add-on[footnoteRef:4]  [4:  The aggregate requirement for Pillar 2A and D-SIB will not exceed 2,0 per cent for CET1, 2,5 per cent for Tier 1 and 3,5 per cent in respect of the total capital-adequacy ratio.] 


(Total Pillar 2A range 0,5% to 2,0%)

		Reg 38(8)(e)(ii)

		A1 ≥ 50% of P2A 

		A2 ≥ 75% of P2A 

		P2A (≤2.0%) 



		South African base minima

		Reg 38(9)(a)(i) to (iii)

		4,5% + A1 

		6,0% + A2 

		8,0% + P2A 



		Bank-specific ICR add-on (Pillar 2B)

		Reg 38(8)(e)(iii) & Reg 38(4)

		B1 = 50% of ICR

		B2 = 75% of ICR

		ICR



		South African minima (prudential minima)

		

		4,5% + A1 + B1 

		6,0% + A2 + B2 

		8,0% + P2A + ICR



		Domestic Systemically-Important Bank capital add-on1 (0% to 2.5%)

		Reg 38(8)(e)(vi)

		C1 = up to the first 1% 

		C2 =up to the first 1,5% 

		DSIB (max of 2,5%) 



		Conservation buffer range (0% to 2.5%)

		Reg 38(8)(e)(iv) & Reg 38(8)(f)

		D1 = 100% of CB 

		D2 = 100% of CB 

		CB (≤2.5%) 



		Countercyclical buffer range[footnoteRef:5] (0% to 2.5%) [5: ] 


		Reg 38(8)(e)(v) & Reg 38(8)(g)

		E1 = 100% of CCyB 

		E2 = 100% of CCyB 

		CCyB 



		SA minima including countercyclical buffer, conservation buffer and D-SIB requirements[footnoteRef:6] [6: ] 


		

		8,0% + B1 +  the lower of (2,0% or (A1 + C1))

		9,5% + B2 + the lower of (2,5% or (A2 + C2))

		11,5% + ICR + the lower of (3,5% or (P2A + DSIB)) 











The combined capital buffer regime (DSIB buffer, CCB and CCyB) was phased in between 1 January 2016 and 1 January 2019. During the phasein period, the Pillar 2A requirement was adjusted to ensure that factors relating to systemic risk were not double counted. The Pillar 2A requirement is calibrated primarily to address the systemic and domestic concentration risk. In South Africa, the CCyB:



· was phased in between 2016 and 2019 (although it was introduced at 0% and kept at that level since – see e.g. Banks Act D5/2021 and C8/2015); and

· is incorporated into the Regulations relating to Banks (Regulations) as an extension of the CCB (please see below), consistent with the Basel framework (regulations 38(8)(e) & 38(8)(g) of the Regulations).



After deciding in principle to implement a PCN CCyB, it was resolved that the PCN CCyB would be set at 1 per cent, over a 12-month implementation lead time, commencing on 1 January 2025 and ending on 31 December 2025. Practically, this means that the range for the CCyB remains between 0 and 2.5% as highlighted in Table 2, but that the CCyB requirement would be increased from 0% to 1% with effect from 1 January 2026.
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