
NEW LIQUIDITY RULES SUPPRESS BANKS’ APPETITE 

FOR LENDING

Prescient Investment Management sees an opportunity for asset managers 

South African asset managers are likely to play a growing role in commercial financing as 

the ability of banks to lend is constrained by more stringent regulation intended to protect 

depositors.  

According to Jean-Pierre du Plessis, Fixed Interest Strategist at Prescient Investment 

Management, Basel III, the third instalment of the Basel Accords, is intended to address the 

shortfalls in financial regulation that were exposed by the financial crisis of 2007/08. 

“The objective of Basel III is to strengthen banks’ capital by raising liquidity levels and by 

decreasing leverage. Our banks are well capitalised and comply with the new requirements 

in terms of capital adequacy and leverage.  

“However, the new liquidity requirements are more challenging and are likely to impact 

negatively on banks’ ability to undertake long-dated lending and commercial financing,” said 

du Plessis. 

Basel III introduced the liquidity coverage ratio (LCR) and the net stable funding ratio 

(NSFR). The former measures a bank’s pool of high-quality liquid assets, while the NSFR 

reduces their ability to convert short-dated liquidity in the form of customer deposits into 

long-dated lending. 

In terms of the new rules, banks need to have more long-dated funding to back long-dated 

lending, ensuring sufficient high-quality liquid assets to support an outflow of cash should 

there be a run on the bank.  

Du Plessis said: “More stringent regulatory constraints could result in a slow-down in long-

dated lending by banks due to the higher cost, reducing returns to shareholders and balance 

sheet restructuring. Banks may also increase the cost of long-dated credit, given the scarcity 

of long-dated liquidity. 

“This represents an opportunity for asset managers, especially those like ourselves who 

have a strong background in fixed income markets.  

“Different types of debt need to be structured to suit borrowers and investors. These 

transactions are a lot less liquid and asset managers will need to carefully consider the 

sustainability of clients they lend to. That said, the investments are well suited to life 

companies and pension funds with long-term liabilities.  

“Investment opportunities also tend to be quite intensive from a due diligence perspective. 

Deals are often complex with negotiated terms and conditions, making it important to have 

the right resources.” 
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In Europe’s private debt market, there’s a trend for fund managers to work with insurers and 

pension funds to build loan books in competition with banks, as asset managers lend more 

of the money they manage on behalf of retirement funds and insurers. 

Strict new capital reserve rules under Basel III mean that once dominant European banks 

cannot supply debt as they did before. While bank lending to business has fallen sharply 

since 2008, demand for private debt has ballooned.  

Pension funds and insurers are amongst the institutional investors that have filled the gap in 

Europe. In the US, investors already out-lend banks by a large margin, buying significant 

volumes of corporate, municipal and government bonds. 

Du Plessis said it is likely that the South African market will develop in a similar way, adding 

that more draconian requirements under Basel III make it urgent for the asset management 

industry to be more involved. 

“Banks will still do deals. But the capital that needs to be set aside and the high cost of 

financing have become an economic deterrent for them to hold debt on the balance sheet.  

“The risk for banks is that they become disintermediated, but this is unlikely as they will want 

to maintain, for example, lucrative investment banking relationships for other transactions. 

Not all deals will be too expensive for banks, which may also be inclined to hold some debt, 

and sell some on,” du Plessis commented.  

He added that Prescient’s well defined credit process equips the group well to serve the 

lending market where he sees opportunities to become involved with high quality debt, for 

example in renewable energy . 

“For end investors like pension funds with long-term commitments, there’s a strong fit. While 

they are likely to give up some liquidity, liquidity comes at a cost of about 0.5% annually over 

a long period. Investors who opt to take some illiquidity risk will get paid to do it, helping to 

achieve their objective of, say, inflation plus 4%, in a better way,” said du Plessis.  
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About Prescient 

 Prescient’s subsidiaries include: Prescient Investment Management (SA), Prescient

Securities, Prescient Management Company, Prescient Life, Prescient Fund

Services, Prescient Fund Services (Ireland) Prescient Wealth Management,

Prescient Profile, and EMHPrescient Investment Management.

 Prescient Investment Management is a signatory to the United Nations Principles of

Responsible Investing (UN PRI) and pledged to the Codes for Responsible Investing

in South Africa (CRISA).

 The Prescient Global Income Fund, now known as the Prescient Global Income

Provider Fund, was ranked by Morningstar as the 7th top performing fund for 2015.

 More recently, the Prescient Income Provider Fund won the Raging Bull Award

for the Best South African Multi-Asset Income Fund, Best South African

Interest-Bearing Fund as well as a certificate for the Best South African Multi-

Asset Income Fund on a risk – adjusted basis over five years to December 31,

2016. 

 Morningstar data also confirmed that The Prescient China Balanced Feeder Fund

has been the top performing South African domiciled fund for the second year in a

row.

 Prescient Investment Management was the first institution in Africa to be granted a

Qualified Foreign Institutional Investor (QFII) licence by the China Securities

Regulatory Commission (CSRC).

 Prescient Investment Management was named Overall Investments/Asset Manager

of the Year at the Imbasa Yegolide Awards 2011, Absolute Return Manager of the

Year in 2013 and Bond Manager of the Year and Responsible Service Provider of the

Year in 2015.

 The full details and basis of the award can be obtained from the fund manager.

 For any additional information such as fund prices, brochures and application forms,

email info@prescient.co.za or visit www.prescient.co.za

 Prescient Investment Management Ltd, is an authorised financial services provider

(FSP 612). Collective Investment Schemes in Securities (CIS) should be considered

as medium to long-term investments. The value may go up as well as down and past

performance is not necessarily a guide to future performance. CIS’s are traded at the

ruling price and can engage in scrip lending and borrowing. Performance has been

calculated using net NAV to NAV numbers with income reinvested. There is no

guarantee in respect of capital or returns in a portfolio. Prescient Management

Company (RF) (Pty) Ltd is registered and approved under the Collective Investment

Schemes Control Act (No.45 of 2002). For any additional information such as fund

prices, fees, brochures, minimum disclosure documents and application forms please

go to www.prescient.co.za
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