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Key sector trends for 2022
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• The South African banking sector is in remarkably good shape considering the global

pandemic and associated severe economic shock.

• Capital, liquidity and asset quality have been remarkably robust and although earnings fell

markedly, we expect the rising interest rate cycle to be positive for banks earnings.

• The risks facing the sector lay in long-term low economic growth, weaker sovereign and

inflationary risks alongside the potential for other global or internally generated shocks.



Economic Menace
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• Despite the expected bounce back of real GDP growth in 2021 (4.6%), sustainable growth per capita to a level where it makes
inroads into the structural problems in the economy is unlikely in the short term given the host of economic, political and social
challenges facing the country. IMF forecasts real GDP growth of below 2% over the next 3 years. Key challenges include:

• Large unemployment, significant differences in the performance of the tertiary sector and vulnerability of households,
exposes the significant social inequalities in the country;

• Problematic Power and Politics

• Although commodities have helped, Government debt levels expected to increase over the next 3 years, limiting fiscal
headroom and heightening sovereign risk;

• Recently, threat of rising inflation has caused interest rate normalization across the globe, and this is a key area of risk for
the banking sector as we look ahead.

Macro indicators for South Africa (%)

2020 2021 2022(e) 2023(e) 2024(e)

GDP growth -6.4 4.6 1.9 1.4 1.3

Government gross debt/GDP 69.4 68.8 72.3 74.9 77.4

Average Consumer Price Inflation 3.3 4.4 4.5 4.5 4.5



Recap of South African Banking sector structure
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• Oligopolistic structure, dominated by the top 5 banks that represent c.90% of total sector assets.

• Good regulatory frameworks in place with independent oversight by the SARB.

• Good governance across top tier banks.

• Foreign currency risks are low.

• Closed rand system.

• High coverage of operating expenses by non-interest income.

• Non-bank financial corporates account for a high proportion of total system deposits, a risk mitigated by a closed

rand system and top tier banks dominance in clearing and prepayments.



Trinity of banking sector ratios remain robust
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• Despite tough operating conditions over the past 2 years, core credit metrics (capitalization, liquidity and asset

quality) for the sector remain strong.

• Key asset quality indicators have shown an improving trend, credit losses expected to be well contained between

0.8%-1%, while NPLs have been reducing, and we expect it to come in around 5% in 2022;

• Regulatory capital metrics ended 2021 at three-year highs – CET1 capital adequacy: 13.7%; Tier 1 capital

adequacy: 15.0%;

• Liquidity strength remains intact with average sector LCR above 140%

• After the significant dip in 2020, earnings bounced back nicely in 2021, and 2022 looks set to sustain the profit

momentum;

• An independent and well-run central bank (SARB) has supported system wide stability through this period of

acute stress;



Credit losses below the long-term range
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• Average banking sector asset quality held up better than expected as credit losses were well contained and NPLs

stabilized from the peak of 2020.

• Expectation for credit losses to average 0.8%-1%, while NPLs stabilize at around 5% based on:

• Positive factors:

• Modest levels of corporate gearing;

• Deleveraging of high and high-middle income households;

• Still low interest rates compared to historical levels;

• Fair amount of management reserve overlays in the banking sector;

• Restructured loans have reduced significantly from the 2020 peak (c.R613bn at July 2020 vs. c.R60bn at

July 2021);

• No significant industry and single name loan book concentrations;

• No foreign currency weaknesses;

• Loan portfolio not directly exposed to SOE’s;



Credit losses below the long-term range
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• Negative factors:

• Lower to middle income households remain under pressure, with fairly high levels of indebtedness, and

have been disproportionately impacted by the pandemic;

• Pockets of vulnerability remain in the system, such as tourism related industries;

• High unemployment and potentially persistent inflationary pressure could weaken debt serviceability;

Asset quality (%)

2019 2020 2021 2022 (e)

Non-performing loans 4.3 5.9 5.1 5.0

Credit losses / avg. gross loans and advances 0.88 1.87 0.80 0.80 – 1.00



The Return of the Profits
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• Following the large earnings dip in 2020, banking sector profitability bounced back strongly in 2021, and we

believe profitability will return to pre-pandemic levels in 2022.

• Our positive view on profitability for 2022 reflects:

• Improving net interest margins: on the back of c.5.5%-6% loan growth, rising interest rates (positive
endowment impact), and sticky cost of funds between 2.9%-3.2% (2021: 2.9%; 2020: 3.6%; 2019:4.9%).

• Sustained momentum in non-interest income: subject to the path of the pandemic and severity of any
future virus mutations. We think net fees and commissions could increase slightly above the c.6% in

2021.

• Stabilisation of asset quality: On the back of stabilization in credit provisions.

• Stable cost-to-income of around 58%

Profitability (%)

2018 2019 2020 2021

Return on Assets 1.32 1.15 0.52 1.09

Return on Equity 16.09 14.37 6.96 13.79



The Return of the Profits
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• Net interest income and fees and commissions form underpin sector profitability (c.88%-89% of operating

revenue).

• Limited reliance on market sensitive income.

Core profit drivers (%)

2019 2020 2021 2022 (e)

Net-interest income / operating revenue 57.6 58.7 58.4 58.1

Net fee and commissions / operating revenue 32.3 31.0 30.5 31.2

Market sensitive income / operating revenue 6.0 6.4 7.1 6.8

Non-interest income / operating expenses 72.1 70.4 71.5 71.5



Resilient Capitalisation
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• Banking systems capitalization on sound footing as core regulatory capital metrics at 3-year highs.

• Amidst the earnings shock of 2020, lower RWA and dividend suspensions supported capitalization;

• The 2021 rebound in earnings, coupled with slightly negative RWA growth of -0,3% caused CET1 and Tier 1 capital

ratios to rise significantly above the pre-pandemic levels;

• Expectation of c.6% loan growth and improved earnings outlook for 2022 are expected to support sound

capitalization over the next 12 months (we do not include Tier 2 capital in our calculations);

Capital (%)

2019 2020 2021

Common Equity Tier 1 capital adequacy 12.73 12.64 13.68

Tier 1 capital adequacy 13.62 13.57 15.02



Sound liquidity buffers
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• LCR sustained above 140% throughout much of 2021, significantly above the regulatory minimum.

• Strong liquidity caters for the wholesale funding skew in the system.

• We do see increasing differentiation on the level of reliance on non-bank financial wholesale funding, as shown by

the difference in NSFR across the top tier banks.

• As economic activity increases, it could lead to higher loan growth and a reduction in corporate deposits which

could dilute LCR going forward, but we expect the sector to maintain sound liquidity.

Liquidity (%)

2019 2020 2021

Liquid coverage ratio 143.27 138.94 144.83

Gross loans (excl. inter-bank) / total deposits 78.5 76.1 77.8
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Rating Components & Factors FirstRand Standard Bank Nedbank ABSA Investec Grindrod Sasfin

Operating environment 15.75 14.25 14.50 14.25 14.50 14.50 14.50

Country risk score 8.25 6.75 7.00 6.75 7.00 7.00 7.00

Sector risk score 7.50 7.50 7.50 7.50 7.50 7.50 7.50

Business profile 1.50 1.75 1.00 1.25 0.25 (3.50) (3.00)

Competitive position 1.50 1.75 1.00 1.25 0.25 (3.50) (3.00)

Management and governance 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Financial profile 0.50 0.50 0.50 0.25 1.50 1.25 0.00

Capital and Leverage (0.50) (0.50) (0.50) (0.50) (0.50) (0.25) 0.50

Risk 1.00 1.00 1.00 0.75 2.00 0.75 (0.50)

Funding and Liquidity 0.00 0.00 0.00 0.00 0.00 0.75 0.00

Comparative profile 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Group support 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Government support 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Peer analysis 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Score 17.75 16.50 16.00 15.75 16.25 12.25 11.50

National scale rating AA+(ZA) AA+(ZA) AA(ZA) AA(ZA) AA(ZA) A-(ZA) BBB+(ZA)

GCR ratings of South African Banks



The SARB impact
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• In our view, the SARB played a critical role in restoring calm to the financial sector during the pandemic-induced

volatility through:

• Monetary policy stability that enabled decisive actions in lowering interest rates at the start of the pandemic;

• Adoption of sound regulatory frameworks that positioned the sector well going into the pandemic;

• Liquidity support to the system, through additional liquidity lines to banks and purchases of government

securities;

• With banks having emerged from the pandemic with stronger balance sheets, we must acknowledge the role that

the SARB has played in underpinning the sectors stability prior to, during and post the pandemic.



Resolution framework and deposit insurance
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Resolution regimes are the aggregate of the laws and regulations within a jurisdiction that ensure failing financial institutions can be

recapitalised or wound down in an orderly manner. Ideally, this is anticipated to be accomplished without severe systemic

disruption or exposing taxpayers to loss and whilst protecting vital economic functions through mechanisms. Furthermore, it should

be possible for shareholders and unsecured and uninsured creditors to absorb losses (without investor consent) in a manner that

respects the hierarchy of investor claims in liquidation.

From a ratings perspective:

Broadly will promote sector wide stability and limits contagion risks.

Credit hierarchies amongst the domestic banks & their NOHCs could change due to open v closed banking resolution and the

complexities regrading single or multiple point of entry.

Transparency and communication regarding resolution plans are key for investors and credit rating agencies, so we can take a

view on the credit hierarchy before a stress occurs. We also need more on the nature of Central Bank funding support.

Deposit Insurance is understandable but not necessarily a ratings positive.



Q & A
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Questions?



Disclaimer

ALL GCR CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS, TERMS OF USE OF SUCH RATINGS AND DISCLAIMERS. PLEASE

READ THESE LIMITATIONS, TERMS OF USE AND DISCLAIMERS AT WWW.GCRRATINGS.COM.

THE INFORMATION IN THIS PRESENTATION IS PROVIDED “AS IS” WITHOUT ANY REPRESENTATION OR WARRANTY.

CREDIT RATINGS ISSUED AND RESEARCH PUBLICATIONS PUBLISHED BY GCR, ARE GCR’S OPINIONS, AS AT THE DATE OF ISSUE OR

PUBLICATION THEREOF, OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE

SECURITIES. CREDIT RATINGS CAN BE AFFECTED BY FUTURE EVENTS OR CONDITIONS THAT WERE NOT ANTICIPATED AT THE TIME A

CREDIT RATING WAS ISSUED.

GCR DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL AND/OR FINANCIAL OBLIGATIONS AS

THEY BECOME DUE. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: FRAUD, MARKET

LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND GCR’S OPINIONS INCLUDED IN GCR’S

PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT.

CREDIT RATINGS AND GCR’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND

CREDIT RATINGS AND GCR’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL OR

HOLD PARTICULAR SECURITIES. NEITHER GCR’S CREDIT RATINGS, NOR ITS PUBLICATIONS, COMMENT ON THE SUITABILITY OF AN

INVESTMENT FOR ANY PARTICULAR INVESTOR. GCR ISSUES ITS CREDIT RATINGS AND PUBLISHES GCR’S PUBLICATIONS WITH THE

EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY

THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING OR SALE.
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