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 Question 1 

a. NCR consumer protection role: 

The right to apply for credit 

The National Credit Act provides every person, whether an individual, a group of 

people or a company, has the right to apply for credit from any credit provider. 

 

The right not to be discriminated against when applying for credit 

Consumers who are applying for credit are further protected against unfair 

discrimination by a credit provider. The Act forbids credit providers from 

discriminating against consumers on the basis of colour, race, age, political affiliation, 

sexual orientation, religious belief, or affiliation to any particular trade union. 

 

The right to be given reasons for credit being declined 

The National Credit Act gives a consumer, whose credit application has been 

declined by a credit provider, the right to request written reasons explaining why 

his/her application for credit has been declined. 

 

The right to be given documents in an official language that the consumer 

understands 

A consumer has the right to receive documents from a credit provider in an official 

language that he/she understands. 

 

The right to confidential treatment 

The consumer's right to confidentiality is protected by the provision that any person 

or organisation that receives or compiles confidential information on a consumer 

must use the information for the sole purpose for which the consumer has given 

his/her consent, unless the usage or release of such information is a requirement in 

terms of The Act. 

 

b. The National Credit Regulator (NCR) role as a regulator: 

 

The National Credit Regulator (NCR) was established as the regulator under the 

National Credit Act 34 of 2005 (the Act) and is responsible for the regulation of the 

South African credit industry.  

1. It is tasked with carrying out education,  

2. research, policy development,  

3. registration of industry participants,  

4. investigation of complaints,  

5. ensuring enforcement of the Act.  

6. The NCR is also tasked with the registration of credit providers, credit 

bureaux and debt counsellors; and enforcement of compliance with the Act. 
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MONETARY POLICY OBJECTIVES.  

 

Under its monetary policy objectives, central banks aim to achieve the following:  

a. Maintain a stable exchange rate: depending on the exchange regime the 

country has adopted which either be free-floating exchange or fixed/pegged 

exchange, and ensuring smooth flow if the market and maintain foreign 

currency reserves. 

b. Achieve acceptable levels of economic growth: it is a desire of the country to 

achieve economic growth, in cases of a recession then an expansionary 

monetary policy can be used. 

c. Equitable distribution of income: the monetary policy can achieve equitable 

distribution of income through lowering the repo rate so that even the poor 

can borrow and finance their small to medium businesses at a low cost of 

borrowing. 

d. Maintain price stability: is the major objective of the monetary policy in South 

Africa since the central bank adopted the inflation-targeting approach with a 

set range of 3% to 6%. 

e. Achieve and maintain a positive balance of payment position: the balance of 

payments and the monetary policy have an indirect relationship. A positive 

balance of payments can be lowering interest rate which will result in the 

depreciation of the local currency in the short run making exports cheaper to 

foreigners and imports expensive for local people. 

Monetary Policy instruments 

1. Setting minimum statutory reserve requirements:  

- The bank would be trying to create a deposit fund from which depositors 

can recover something in the event of a bank going under. 

- The same statutory deposits may be used to alleviate temporary liquidity 

problems by the depositing bank. 

- The Central bank may use the same method to monitor money supply 

growth within the economy. Should the bank feel that inflation is on the 

increase, it may increase the statutory reserve requirement in order to 

reduce the banks’ ability to create money. 

2. Use of open market operations (OMOs): 

- The central bank can sell government securities so as to drain excess 

cash in the economy 

- The central bank can buy back the government securities so as to inject 

cash in the economy. 

3. Use of interest rate (usually via the overnight accommodation rate or the repo 

rate): 

- The repo rate is the rate at which banks that participate in the clearing 

borrow money from the central bank. It is also used as an indicator to the 

direction of short-term interest rates. 

- Banks can be either long or short during clearing. If the market is overall 

short and is thus strained of liquidity, the central bank may opt to reduce 

the repo rate and should it feel that inflation is on the increase because of 

money supply growth, the central bank may increase the repo rate. 

4. Use of exchange rates 



- The Central bank may use the exchange rate to monitor the level of 

foreign currency reserves of a country. Should the foreign currency 

reserves increase (because of good export performance of the economy, 

the central bank may revalue its currency a move that may result in 

imports becoming much cheaper. 

-  
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Four ways in which the SARB can fund liquidity shortage: 

When the central bank fund liquidity shortage, it will be performing the role of Banker 

of last resort.  

 

One of the functions of the central bank is to ensure that there is stability within the 

financial sector. The Central bank is expected to help alleviate liquidity challenges 

should there be some within the market. The mother bank has a number of options to 

adopt in this role and these include but not limited to: 

1. Opening the rediscount window. 

At its own discretion, the SARB can buy back treasury bills of certain tenure, 

certain classes of bankers’ acceptances, which are commonly referred to as 

class one bills. These are bills that would have been used to finance the 

purchase of stocks for export and they have to be accompanied by the central 

bank’s CDI forms, which are a proof that the customer has exported some 

goods and is awaiting payment within a certain specified period. 

 

2. The overnight accommodation route 

Banks facing temporary liquidity problems can also approach the Central bank 

and make arrangements for temporary liquidity support without the rest of the 

market knowing about it. Occasionally the Central Bank will enter the market 

either borrowing or offloading paper. 

 

3. Use of liquidity ratio requirements 

The central bank also requires commercial banks and all its other affiliates to 

keep a percentage of the assets on the balance sheet in liquid or near money 

form. 

 

The ratio varies from time to time and from country to country depending on 

the objectives of the central bank at a particular time like in this instances to 

alleviate liquidity shortages. 

 

4. Setting minimum statutory reserve requirements 

The same statutory deposits may be used to alleviate temporary liquidity 

problems by the depositing bank. 
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Repo rate: 

The repo rate is the rate at which banks that participate in the clearing borrow money 

from the central bank. It is also used as an indicator to the direction of short-term 

interest rates. 

Prime rate: 



The lowest rate of interest at which money may be borrowed commercially. Prime 

rate is the interest rate that commercial banks charge their most creditworthy 

customers. 

 

3. Primary markets The secondary market 

The primary market is the market where 

trading instruments are originated or 

newly issued for the first time.  

  

 

This is the market where securities or 

instruments issued in the primary market 

are traded. The characteristics of the 

secondary market. 

 

Primary and secondary markets diagram 

 
 

4. Credit markets participants and their role in the South African economy 

1. Borrowers: 

A borrower is loaned a sum of money by a lender and is under a contractual 

obligation to repay it over a certain period of time, usually with interest. There 

are three main groups of borrowers namely retail (individuals and sole 

traders), commercial or corporate (which include companies and 

corporations) and agricultural (which includes farmers and agricultural 

cooperatives) 

 

2. Small and medium enterprises 

A small and medium enterprise (SME) is a firm that has only a small share of 

its market and is managed by its owner(s). They have little recourse to 

institutional sources of finance other than banks. 



 

3. Credit providers 

They extend credit to borrowers, and are also known as lenders or creditors 

 

4. Credit rating agencies 

These are companies that objectively analyse the creditworthiness of 

companies or debt obligations 

 

5. Credit bureaus 

These are companies that gathers retail credit market information and 

updates consumers’ credit histories. 
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The main functions performed by financial institutions in their role as 

intermediaries: 

Functions performed by financial intermediaries 

Financial intermediaries provide three major functions: 

1. Maturity transformation 

Converting short-term liabilities to long-term assets (banks deal with large 

number of lenders and borrowers, and reconcile their conflicting needs) 

 

2. Risk transformation 

Converting risky investments into relatively risk-free ones. (Lending to 

multiple borrowers to spread the risk) 

 

3. Convenience denomination 

Matching small deposits with large loans and large deposits with small loans. 

 

4. They borrow from one group of agents and lend to another group of agents. 

 

5. The borrowing and lending groups are large, suggesting diversification on 

each side of the balance sheet. 

6. The claims issued to borrowers and to lenders have different state contingent 

payoffs. 
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Contributions to the development of an economy by financial intermediaries: 

There are two essential advantages from using financial intermediaries: 

1. Cost advantage over direct lending/borrowing. 

2. Market failure protection: the conflicting needs of lenders and borrowers are 

reconciled, preventing market failure. 

The cost advantages of using financial intermediaries include: 

1. Reconciling conflicting preferences of lenders and borrowers 

2. Risk aversion: intermediaries help spread out and decrease the risks 

3. Economies of scale: using financial intermediaries reduces the costs of lending 

and borrowing 



4. scope: intermediaries concentrate on the demands of the lenders and borrowers 

and are able to enhance their products and services (use same inputs to produce 

different outputs) 

2. The effect of the forces of demand and supply on the direction of interest rates: 
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Interest rates are represented on the vertical axes while quantity of money is 

represented on the horizontal axis. Money demand can increase as a result of an 

increase in income and output which might be followed by a shift of the Md curve 

upwards thereby increasing interest since there were be excess demand for active 

balances in the economy. In recessionary period, there is a decrease in income and 

output so the Md curve shifts downwards resulting in a decrease in interest rates 

since there will be excess money supply. 

 

The central bank can increase or decrease the money supply in the economy under 

either expansionary monetary policy of contractionary monetary policy respectively. 

An increase in money supply will cause the Ms to shift to the right resulting in a 

decrease of the interest rate as there will excess money supply. A decrease in 

money supply will cause the Ms curve to shift to left exerting an upward force on the 

interest which will rise indicating excess money demand with regards to money 

supply. 

3. If money supply is too high, it means there is too much money chasing few goods in 

the economy and that is fuels inflation. If the money supply is too high, the Reserve 

Bank will implement a contractionary monetary policy so as to drain the excess cash 

in the economy either increasing the interest rates or decreasing the quantity of in 

circulation. 

 

A contractionary monetary will shift the Ms curve to the left, followed by an increase in 

the level of interest rate. A higher interest rate will cause a decrease in the level of 

investment spending, followed by a fall in aggregate demand, income and output and 

price level respectively thereby reducing inflation fuelled by excess money in 

circulation. 
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4. a. Government Treasury Bills are liquid, safe and secured as the government’s 

risk of default on payments is very low.  

b. Negotiable certificates of deposits are money market instruments which are 

short term. They are more liquid than a Bond and TBs. 

c. Commercial paper – is traded in the money markets and has lower risk as it is 

short term in nature and mature within a year. 

d. Mortgage Bond is the most illiquid and long term in nature although safe and 

secured. 
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1. 1. Discount houses   

- Are the oldest of the money market players;  

- They play an intermediation role between issuers and consumers of 

financial instruments;  

- They are used by the central bank as a communication tool 

between the Central Bank and Commercial Banks;  

- Monetary policy issues and interest rates are communicated 

through DHs.  

- Central Banks issue instruments like TBs and other government 

stocks through DHs.  

2. Commercial Banks  

- Banks such as ABSA, Standard Bank, FNB, Nedbank, etc. take 

deposits from the public and lend the same funds to borrowers.  

- Risk Transformational role.  

- Safe keeping role.  

- Payment role.  



- Advisory role.  

- Certification role.  

- Intermediation role.  

3. Merchant Banks  

- International trade is financed through merchant banks.  

- Wholesale depositions.  

- Issue letters of credits and other off-shore funding arrangements.  

- Parastatals issue bonds and other financial instruments through 

merchant banks.  

- Examples of merchant banks in S.A is RMB, Rand Merchant Bank.  

- They have ability to international credit.  

- Instruments are normally used to fund the development of 

infrastructure and major construction projects.  

4. Investment Banks  

 

Investment banks are the conduits through which firms raise funds in 

the capital markets. Through their underwriting services, these 

investment banks issue new stocks and a variety of other debt 

instruments. Underwriters collect information to determine the price of 

the new securities and then put their reputations on the line when they 

go out to sell the issues.  

 

In addition to underwriting, investment banks provide advice to firms 

that want to merge with or acquire other firms. Investment bankers do 

the research to identify potential mergers and acquisitions and estimate 

the value of the new, combined company. The information they collect 

and the advice they give must be valuable because they are paid 

handsomely for them. In facilitating these combinations, investment 

banks perform a service to the economy. 

 

5. Insurance companies 

 

Insurance companies are big mobilisers of funds; they pick up deposits 

from ordinary households in the form of insurance premiums and other 

annuities and repackage it for consumption by large corporations 

including governments. They play a pivotal role in the development of 

infrastructure and are also big buyers of primary market paper. We 

have seen the primary role of insurance companies change over the 

past decade because of their crucial ammunition, these institutions are 

cash rich and we have seen a lot of banks luring them to bed because 

of their liquidity positions. 
 



 

 
 

2. Financial intermediaries provide 6 major functions:  

1. Maturity transformation – Converting short-term liabilities to long term 

assets (banks deal with large number of lenders and borrowers, and reconcile 

their conflicting needs)  

2. Risk transformation – Converting risky investments into relatively risk-free 

ones. (Lending to multiple borrowers to spread the risk)  

3. Convenience denomination – Matching small deposits with large loans and 

large deposits with small loans.  

4. They borrow from one group of agents and lend to another group of agents.  

5. The borrowing and lending groups are large, suggesting diversification on 

each side of the balance sheet.  

6. The claims issued to borrowers and to lenders have different state 

contingent payoffs  

 

There are 2 essential advantages from using financial intermediaries:  

1. Cost advantage over direct lending/borrowing  

2. Market failure protection: the conflicting needs of lenders and borrowers are 

reconciled, preventing market failure.  

The cost advantages of using financial intermediaries include:  

1. Reconciling conflicting preference of lenders and borrowers  

2. Risk aversion: intermediaries help spread out and decrease the risks  

3. Economies of scale: using financial intermediaries reduces the costs of 

lending and borrowing  

4. Scope: intermediaries concentrate on the demands of lenders and 

borrowers and are able to enhance their products and services (use same 

inputs to produce different outputs)  
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Liquidity risk: 

Liquidity risk is the risk that a company or bank may be unable to meet short 

term financial demands. This usually occurs due to the inability to convert a 

security or hard asset to cash without a loss of capital and/or income in the 

process. 

Liquidity risk management: 

should consider and implement at your middle-market bank: 



 

1. Identify Liquidity Risks Early 

A liquidity deficit at even a single branch or institution has system-wide 

repercussions, so it’s paramount that your bank be prepared before a shortfall 

occurs. This means your bank needs to have a rigorous process for 

IDENTIFYING AND MEASURING LIQUIDITY RISK. 

2. Monitor & Control Liquidity Regularly 

Once you’ve identified and forecasted your bank’s liquidity risk, you need to 

actively MONITOR AND CONTROL ANY RISK EXPOSURES OR FUNDING 

NEEDS. Depending on the size and scope of your bank, this monitoring 

needs to account for multiple legal entities, business lines and international 

currencies. Of course, you must also remember to account for any banking 

compliance regulations that might limit the transferability of your liquid assets. 
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THE SPECIAL ROLE OF BANK SUPERVISION  

The central bank supervises the operations of the market players through a 

number of ways.  

1. Through moral persuasion and other instruments the central bank sets 

out the trading parameters for the rest of the market.  

2. It approves or disapproves the trading in other instruments depending 

on its own perception of their impact on its broad monetary policy 

objectives.  

3. It conducts both onsite and offsite inspections of its affiliates on a 

regular bases.  

4. It requires its affiliates to submit certain reports periodically to the bank. 

4.  Name and briefly discuss any four functions of money 

a. Medium of exchange 

- Generally acceptable means of payment 

- It allows us to move beyond barter economy 

- It prevents double coincidence of wants 

- Monetary economics are much better 

b. Unit of account 

- It enables comparison as a common measure of the cost 

- Also allows us to work GDP 

- Can lose value due to inflation. 

c. Money as a store of value 

- That is for holding savings, which is convenient and easy to use at 

a later date. 

- Can also have assets through which you are better off at times of 

inflation 

- However money is not the only store of value 

d. Standard of deferred payment 

- You pay back a loan in Rand. 



- It is also the means by which credit is granted. 
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1. 1. Discount houses   

- Are the oldest of the money market players;  

- They play an intermediation role between issuers and consumers of 

financial instruments;  

- They are used by the central bank as a communication tool between 

the Central Bank and Commercial Banks;  

- Monetary policy issues and interest rates are communicated through 

DHs.  

- Central Banks issue instruments like TBs and other government stocks 

through DHs.  

2. Commercial Banks  

- Banks such as ABSA, Standard Bank, FNB, Nedbank, etc. take 

deposits from the public and lend the same funds to borrowers.  

- Risk Transformational role.  

- Safe keeping role.  

- Payment role.  

- Advisory role.  

- Certification role.  

- Intermediation role.  

3. Merchant Banks  

- International trade is financed through merchant banks.  

- Wholesale depositions.  

- Issue letters of credits and other off-shore funding arrangements.  

- Parastatals issue bonds and other financial instruments through 

merchant banks.  

- Examples of merchant banks in S.A is RMB, Rand Merchant Bank.  

- They have ability to international credit.  

- Instruments are normally used to fund the development of 

infrastructure and major construction projects.  

4. Insurance Companies and Investment Banks 
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If Money supply increases from M0 to M1 interest rates will decrease from i0 to 

i1 and vice versa.  

1. Repo rate 

If the repo rate increases interest rate will also increase and vice versa. 

There is a direct relationship between the two. 

2. The Central Bank determines the repo rate thereby influencing the 

interest rates. 

3. Other investment players.  
4. The market forces of demand for money and supply for money. 

Equilibrium interest rate in the market is determined where Ms = L as 
shown above.  

 

 



3. 

 

If the central bank increases money supply the Ms curve will shift to the right 

from Ms0 to Ms1 thereby decreasing interest rates from i0 to i1 as shown 

above formulating a new equilibrium point of E1 where the demand for money 

curve (L) meets Ms1.  

Prices of goods and services will increase as a result of a lot of money 

circulating in the economy thereby causing inflation. However this can be 

used by the central bank as a tool to stimulate economic growth although it is 

inflationary as witnessed in Zimbabwe during the year 2008 being the 

repercussions associated with printing more money. 

If interest rates decrease investments will increase, autonomous aggregate 

spending will go up thereby increasing the equilibrium level of income and 

ultimately shifting the aggregate demand curve to the right thereby increasing 

the national output.  

 



 

If the central bank decreases money supply the Ms curve will shift to the left 

from Ms0 to Ms1 thereby increasing interest rates from i0 to i1 as shown 

above formulating a new equilibrium point of E1 where the demand for money 

curve (L) meets Ms1.  

Prices of goods and services will decrease as a result of a lot of money 

circulating in the economy thereby causing deflation. However this can be 

used by the central bank as a tool to stimulate economic growth by reducing 

hyperinflation as witnessed in Zimbabwe during the year 2008 being the 

repercussions associated with printing more money. 

If interest rates increase investments will decrease, autonomous aggregate 

spending will go down thereby decreasing the equilibrium level of income and 

ultimately shifting the aggregate demand curve to the left thereby decreasing 

the national output. 

4.  a. Government Treasury Bills are liquid, safe and secured as the government’s 

risk of default on payments is very low.  

b. Negotiable certificates of deposits are money market instruments which are 

short term. They are more liquid than a Bond and TBs. 

c. Commercial paper – is traded in the money markets and has lower risk as it is 

short term in nature and mature within a year. 

d. Mortgage Bond is the most illiquid and long term in nature although safe and 

secured. 

  

The end  

 


