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The South African Banking Sector: The Return of the Profits  

Overview 

• The South African banking sector is in remarkably good shape considering the global pandemic and 

the 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 lie in long-term low economic growth, weaker sovereign and inflationary 

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

The Economic Menace  

South Africa, along with most of the world, has gone through a significant shock over the past two years due 

to the COVID-19 pandemic. Real GDP growth is expected to bounce to between 4.5%-5% in 2021 from the 

steep 6.4% contraction in 2020. IMF projections show moderate real GDP growth in the coming years, which 

is likely to lag most developed and emerging market peers. This demonstrates the limited fiscal room by the 

government, weak secondary industries, policy uncertainties, labour disputes, long-term infrastructural 

bottlenecks, large unemployment (c.35%), and significant social inequalities of the country.  The mining sector 

has provided a boost to government revenues, and the tertiary sector remains robust, but it won’t be enough 

to support material growth in the short-term.    

Table 1: Macro indicators for South Africa (%) 

 2020 20211 20222 20232 20242 

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 

Source: International Monetary Fund (“IMF”) World Economic Outlook (“WEO”), January 2022 update, and South Africa specific data 

bank. 

However, despite the challenging economic environment, the South African Banking sector remains strong, 

supported by an independent and well run Central Bank (South African Reserve Bank), which has guided the 

country through a perilous pandemic period.  As a result, the trinity of banking sector ratios for the top tier 

banks have remained robust. Capitalisation has improved markedly in 2021, through limited Risk Weighted 

Asset (“RWA”) growth and improving earnings.  Liquidity, despite a small period of volatility, has improved 

 

1 IMF estimates 
2 IMF projections 
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across the larger banks. Asset quality, despite restructuring and moratoriums, remained remarkably sound. 

The one clear victim has been earnings, with return on equity halving in 2020 before returning to low double 

digits in 2021.  

Going forward, due to significant inflationary pressures, some of which are exogenous and some of which 

reflect long-term internal inefficiencies, we anticipate the normalisation of interest rates in South Africa. This 

will have a positive impact on earnings for the banking sector, due to the endowment affect. We also think 

interest rate increases will have a minimal impact on asset quality of the banks, due to a general deleveraging 

of the top tier customer base. However, more broadly, the modest and uneven economic recovery among 

various domestic economic sectors which expose banks asset quality to pockets of risk, and general 

uncertainty around economic conditions, could see asset values fluctuate through the year. 

Credit losses for top tier banks back to below the long-term range 

Table 2: Asset quality (%)  

 2019 

2017 

2020 2021 2022 (e) 

8M 2021 

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 

Source: SARB regulatory returns. Metrics based on GCR standard calculations. 

(e): GCR expectations 

Credit losses were well contained in 2021. The credit loss ratio was below pre-pandemic levels as sector wide 

asset quality held up better than expected, supported by modest corporate gearing, the significant 

deleveraging of high and high-middle income households and unprecedentedly low interest rates. We 

believe the banking sector is holding a fair amount of management reserve overlays, which could buffer 

credit losses against any unexpected asset quality pressure in 2022. Asset quality for the top five South African 

banks should remain strong, but pockets of the banking sector may be exposed to the sector specific scarring 

of the pandemic, with fairly high household indebtedness of lower and middle-income household groups and 

record high unemployment not seeing signs of abating. Tourism dependent sectors continue to feel the pinch 

of the pandemic, and a lot of its recovery will depend on how the virus develops through the year and the 

extent of restrictions imposed on travel by various countries. Nonetheless, these exposures are small compared 

to the systemwide loan book, and positively, the number of loan restructurings in the banking sector has 

reduced dramatically from a peak of c.R613bn at July 2020, to c.R60bn at July 2021. On balance, the 

overwhelming contribution to the banking sector by the top tier players should support a credit loss ratio 

between 0.8%-1% in 2022, but we think Non-Performing Loans (“NPLs”) could remain slightly elevated at 

around 5%, albeit showing a declining trend throughout 2021. This is balanced by rising inflation and 

structurally high unemployment which could hurt asset quality over the medium to longer-term if it goes 

unchecked.  

 

 

 



 

INDUSTRY REPORT |SOUTH AFRICAN FINANCIAL INSTITUTIONS | FEBRUARY 2022 

 

Table 3: Household and corporate indebtedness (%)  

 2017 2018 2019 2020 3Q 2021 

Household debt / disposable income 71.5 73.0 73.2 75.3 67.8 

Debt service cost / disposable income 9.3 9.2 9.4 7.7 7.6 

Source: SARB. 

The return of the profits 

The banking sector faced unfamiliar operating conditions since the onset of the pandemic as interest rates in 

South Africa (and across the globe) were slashed to historical lows. Prior to the pandemic, most of the top tier 

banks were able to generate sound profitability, backed by steady net interest margins and excellent 

coverage of fee and commission income over operating expenses. Sudden and steep interest rate cuts, 

coupled with hard lockdowns which curtailed transactional volumes and significant loss provisions dampened 

overall sector profitability over the last two years.  

Table 4: 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 

Source: SARB. 

Towards the latter half of 2021, operating conditions improved as the economy gradually began to normalise. 

This supported good momentum in non-interest income (which grew by 8% in 2021 based on our calculations) 

as well as better than expected asset quality, with most banks now viewed to be well provisioned against any 

further unexpected downside risks. Our positive view on banking sector profitability over the next 12-18 months 

reflects: 

• Improvements in net interest income, with reasonable loan growth of 5.5%-6% and rising interest rates 

supporting improved interest income, while cost of funding remains relatively stickier (GCR calculated 

cost of funds between 2.8%-3.2% versus 3.6% in 2020 and 4.9% in 2019). 

• We expect fee and commission income to sustain its recovery, and subject to low but normalizing 

operating conditions for the bulk of the year (absent of any hard COVID-19 related lockdowns), should 

spur transactional volumes above 2021 levels. As a result, net fee and commission income could rise 

a tad above the 2021 levels (2021 year-on-year growth: c.6%; 2020 year-on-year growth: -6%). 

• Other non-interest income (including trading gains and investment income) may moderate as 

monetary policy tightens and risk aversion kicks in. 2021 was a bumper year in terms of market sensitive 

income, buoyed by historically low global interest rates that boosted trading activity and upward 

asset values in financial markets. This saw GCR calculated net trading income increase 18% in 2021, 

but we do not expect this to be repeated, although mid-single digit growth is likely. 

• We think the cost structure in the banking system should be rather stable, albeit pressurized by wage 

price inflation. There has been a global trend of cost optimization during the pandemic, and a shift 

towards digital banking could allow further cost reductions in the sector going forward.  However, this 
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would be accompanied by ongoing IT spend, but overall, we forecast the cost to income ratio to 

stabilize at around 58% over the next 12-18 months. 

In summary, we expect the growth momentum in non-interest income to improve through to 2022, while asset 

quality remains steady, balancing the existing provision buffers against more permanent economic scarring 

such as elevated unemployment and rising interest rates that could pose risk to debt affordability. Another 

reason the banking sector may continue its recovery is that government support measures have not been as 

substantial compared to other developed economies, and with the economy broadly expected to 

normalise, downside risks to the banking sector profitability is limited, at least for the next 12-18 months. 

Resilient capitalisation 

Banks built up good capital buffers in 2021, placing them on a sound footing to preserve credit strength amidst 

unanticipated shocks and operating conditions uncertainty. The sector was able to limit the damage on core 

capital metrics, despite the sharp drop off in earnings in 2020, through dividend suspensions and muted loan 

growth of around 3% (exclusive of inter-bank lending). Profit rebuilding in 2021 and slightly negative RWA 

growth (-0.3%; 2020: 5.6%) actually drove average industry core capital metrics above pre-pandemic levels, 

placing the sector on sound footing going into a fairly uncertain period. We think 2020 was the perfect storm 

for the banking sector, and so, when trying to assess future performance, the extent of downside pressure 

seen is unlikely to repeat as lessons learnt from the past two years should create an environment where any 

further COVID-19 impact will be dealt with in a manner that minimizes broader economic fallout (as was the 

case with the fourth wave in December 2021).  

There was a slight rebound in corporate credit growth towards the end of last year, which are positive signs 

that companies may be gearing up for more normal operating conditions in 2022, albeit remaining cautious 

in expanding capital investments. Our view is that only necessary capital outlays will be undertaken, and 

more growth orientated projects may be postponed until there is more sustained improvement in economic 

dynamics. This may cause muted credit extension across corporate business in 2022. On the retail side, low 

interest rates buoyed residential property credit demand, although with interest rates likely to steadily increase 

throughout the year, this trend is expected to cool, but could remain an area of strong growth for most major 

banks. Overall, loan growth is likely to average 6% in 2022, supportive of net interest margins and gradual 

normalization of core credit metrics from the current three-year highs. 

Table 5: 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 

Source: SARB. 

Sound liquidity buffers in the system, catering for the structural wholesale funding tilt  

Similar to capital, liquidity was maintained at very high levels throughout 2021, partly due to muted loan 

growth and buildup of sovereign debt securities. On average, month on month, the Liquid Coverage Ratio 
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(“LCR”) was sustained above 140%, well above the pre-covid regulatory minimum of 100% and post-covid 

adjusted 80%. This would cater for the wholesale driven funding base in the sector and positions most banks 

well for any untoward liquidity events in 2022. Relatively higher loan growth may dampen the LCR slightly, but 

we would still expect it to register at sound levels. 

The GCR calculated funding base expanded by 5.5% in 2021 despite lower interest rates, reflecting the risk 

aversion in the market amidst heightened uncertainty. The funding structure is not expected to change 

dramatically from the current composition, where pension funds and asset managers dominate deposits. This 

structural feature of the market has been at play for a long period, and banks have managed this situation 

quite well, and arguably 2020 was an acid test of a severe liquidity event, with the banking sector emerging 

in an even stronger position. 

While existing liquidity buffers remain strong, the likely monetary tightening policy across the globe could force 

the government to rely more heavily on local funding. This is not ideal, as it would increase the 

interconnectedness of the banking systems credit profile to that of the sovereign, while also crowding out 

private sector lending to a degree.  

Table 6: 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 

Source: SARB. 

Environmental, Social and Governance (“ESG”) factors need to be integrated into lending 

decisions, but this is a longer-term play, and currently it is not having a material impact on sector 

credit quality  

There is a global shift towards acknowledging ESG as an integral part of business decision making, not just for 

banks, but for an increasing number of major corporate and financial institutions and is likely to impact how 

banks interact with the market, and its funding strategies in the future. Right now, there is more transparency 

in ESG reporting, and ESG type bonds are being offered to capture the funding opportunities in this area. 

Currently, the tangible impact of the broad banking sector’s ESG activities are either not clearly quantifiable, 

or still represent a small part of the core activities. Nonetheless, it is important that the financial sector 

continues to enhance its ESG frameworks and make meaningful strides in keeping pace with global trends in 

this area. Most of the larger banks have set ambitious targets to play a more leading role in ESG related 

financing, and it will be interesting to see how they progress in meeting targets and to what extent that would 

benefit asset quality and profitability. 

Resolution framework and deposit insurance 

The recent developments in the banking sector include initiatives to set up a resolution framework and 

introduce a deposit insurance scheme, through the Financial Sector Laws Amendment Bill, 2018 (“FSLAB”). 

This is a step in the right direction to promote stronger system-wide stability and limit contagion risk to the South 
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African economy if a bank or non-bank systemically important financial institution or their holding companies 

were to experience any financial distress. The idea is that, in such a situation, taxpayers (through government 

bailouts) would not foot the bill of a potentially costly re-capitalisation and there would be better protection 

to depositors in these institutions.  

Creditor protection would largely take the form of debt-type instrument conversions to equity, or utilization of 

statutory capital instruments to support regulatory capital.  This is expected to result in new subordinated debt 

securities being issued to provide some form of credit protection to the top end of the credit hierarchy. 

Similarly, the deposit insurance scheme aims to give depositors (mostly retail) greater comfort in placing 

money at banks by ensuring availability/access in a distressed event. Again, the aim is to avoid any spillover 

effects on the economy by minimizing depositor losses. 

We believe the above regulations, if implemented, should add a layer of shock absorption to the system, 

improving the stability and resilience of the sector in times of stress, and limit the spillover effects. From a credit 

point of view, it may support more differentiation in the credit hierarchy, where senior unsecured creditors 

could benefit from issuance of more loss absorbing, subordinated debt instruments by the banks, a form of 

credit enhancement. However, at this time, we do not foresee any material rating changes from these 

regulations, as we do not explicitly factor in government support into our ratings for designated systematically 

important banks, and mainly provide issuer credit ratings, and not deposit ratings.  

The SARB impact 

There is no getting away from the fact that the COVID-19 pandemic presented one of the biggest risks to the 

financial system in recent memory, and it is our view that the South African Reserve Bank (“SARB”) played a 

critical role in restoring calm to the financial sector, after initial bouts of volatility. Prior to the pandemic, 

through the adoption of sound regulatory frameworks, the South African financial sector was in fairly good 

shape. Historically stable monetary policy allowed the SARB to act decisively by cutting interest rates to 

stimulate the economy, while also supporting market liquidity through relaxation of regulatory requirements, 

offering additional liquidity to the banking sector and purchasing of government bonds in the secondary 

market, all which aimed to stabilize system liquidity amidst an unprecedented market dislocation. Looking at 

the strength of the banking sector today, and how it has emerged with strong balance sheets intact, we must 

recognize the critical role that the SARB played prior to, during, and post the pandemic, as an independent 

institution that prioritized system stability which allowed the sector to navigate an acute period of stress 

relatively unscathed. This gives comfort that the SARB will take the necessary steps to keep inflation in check 

during this tricky period of uncertainty, while continuing to champion strong regulatory oversight of the sector.  
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