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Key indicators

Six months combined headline earnings up 8.8%

Average return on equity 14.5%

Bad debt charge down 21.5%

Core earnings up 14.0%

Efficiency improved by 3.5%

Pushing for growth 

A refrain we continue to hear regularly from within 
the global banking sector is ‘We’re not yet through the 
global financial crisis’. Repercussions endure and many 
parts of the world are clearly still reeling. While it is 
well documented that South Africa escaped much of the 
crisis, continuing heightened levels of uncertainty and 
cautiousness have had an impact on many parts of the 
world, including South Africa. 

Given this context, the banks’ results for the period are 
certainly commendable, especially when compared to 
many of their global peers. The majors posted an increase 
in core earnings of 14.0% compared to the same period 
a year ago (1H10) and 17.1% compared to the prior half 
(2H10), demonstrating their intrinsic resilience and 
profitability. 

Key features include net interest income up 4.2% on 1H10 
(0.9% on 2H10), non-interest income up 14.2% on 1H10 
(5.3% on 2H10), an improvement/reduction in bad debt 
charge of 21.5% on 1H10 (6.4% on 2H10), with costs 
increasing by 6.7% on 1H10 (reducing by 4.8% on 2H10). 
All of these factors contribute to a credible return on equity 
(RoE) of 14.5%, whilst maintaining relatively high capital 
levels.

The big question that remains is: Where will future 
earnings growth come from?

Certainly there is a feeling that superior top-line revenue 
growth will be hard won. However, in the six months to 
June 2011, core banking revenues remained resilient and 
grew 14.0% on 1H10 and 17.1% on 2H10, which is very 
good considering low credit growth and the continued 
impact of negative endowment. 

Looking at credit growth, gross loans and advances 
increased marginally by 2.3% on 1H10 and 1.7% on 2H10 
with risk-weighted assets growing slightly faster at 4.8% on 
1H10 and 1.5% on 2H10. Although there were differences 
between the major banks’ (Absa, FirstRand, Nedbank 
and Standard Bank) growth numbers, the low growth 
was largely the result of ongoing risk aversion and de-
leveraging by both businesses and households.

Non-performing loans (NPLs) remained sticky, but 
marginally down with overall NPLs as a percentage of gross 
loans and advances at 5.5%. New inflows have continued 
to reduce, resulting in a reduction in the impairment 
charge of 21.5%. Most banks have noted that this trend will 
not continue.
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Last week saw the release of the latest Business Confidence 
Index by Rand Merchant Bank (RMB), which continued 
to drop in the third quarter of 2011. The RMB/Bureau 
for Economic Research (BER) Business Confidence Index 
(BCI) plunged by nine points to 39 points after dropping 
by seven points to 48 in the second quarter. This drop in 
business confidence, combined with a drop in factory 
output levels by 6% in July from 0.8% growth in June, does 
not bode well for banks in their push to grow the top line. 

Despite increased funding costs (with industry wholesale 
deposits increasing by 5.7%), net interest margins ticked 
up this half by 4.2% compared to 0.9% in 2H10. This 
upward trend reflects the major banks’ ability to re-price 
loans and still maintain market share in their selected 
growth areas at better margins than before. In the near 
term, such price discretion should help the banks to 
manage their margins. In the longer term, much depends 
on the extent of the funding challenge and changes to the 
repurchase rate (repo rate). Many are now predicting a 
rate reduction before we see increases, given the weak 
economic data. 

The major banks have been focussing on reducing their 
costs while not curbing their investment in new channels 
and branches, albeit in a new form. Achieving cost savings 
is probably one of the biggest opportunities to boost the 
bottom line and RoE in the short to medium term. In the 
last six months the banks delivered some good efficiency 
gains. The average cost-to-income ratio moved positively 
down – from 60.6% for 2H10 to 55.5% for 1H11 – arresting 
a trend of deteriorating ratios. However, compared to 
1H10, the banks’ operating costs increased 6.7%, primarily 
due to salary costs – which represent 49.6% of total costs – 
increasing by 8.2% on 1H10.

As reported in PwC’s latest bi-annual South African 
banking survey, banks are making significant investments 
in replacing or enhancing their core banking IT systems, 

which will ultimately help to drive efficiencies, but 
won’t positively impact the bottom line in the immediate 
future. Furthermore, such large and complex projects 
are not without the risk of taking longer and/or being 
more expensive to deliver than originally estimated. 
Consequently, it seems that any near-term cost savings will 
have to come from further streamlining bank processes and 
reducing complexity.

Having said that, the challenge of reducing complexity is 
exacerbated by the continuing wave of new regulation. 
In the next few years all South African banks will have to 
deal with Basel III and other regulatory reforms such as 
Twin Peaks, the introduction of the Protection of Personal 
Information Bill and US regulation such as the Foreign 
Account Tax Compliance Act, as well as a plethora of other 
regulatory changes, some of which will have unintended 
consequences. 

In addition, the prospect of domestic political interference 
has loomed large. While many of the political and 
regulatory moves are intended to benefit the customer, in 
practice they often add to the cost of products.

Returning to revenue growth, the challenge is twofold: 

• How can our banks grow revenues in a relatively mature
market?

• How can they defend threats to their market share that
may come from a potential wave of new entrants as
international players seek to improve their own margins,
as well as the new digital players?

With the investment in core banking platform upgrades 
underway, those that have embarked on this journey 
should be in a better position to capture and leverage true 
customer insight at a more granular level and realign their 
business models around targeted customer segments.
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The best form of defence against non-traditional new 
entrants will be to try and match the new entrants with 
their own strategies. As a case in point, it is not surprising 
to see South African banks embracing new electronic 
channels such as the mobile banking and Internet 
channels. 

New, but traditional banking entrants, particularly those 
from Asia, are looking to use South Africa as a gateway 
into Africa to follow their clients and explore the African 
market. The challenge for South African banks is how to 
use their domestic dominance as an advantage in this drive 
into Africa. 

Combined results of six-month periods (R millions)

 Combined results  Comparative movement 

1H11 2H10 1H10 2H09 1H11 v 
1H10

1H11 v 
2H10

2H10 v 
2H09

Net interest income 43 716 43 338 41 941 42 411 4,2% 0,9% 2,2%

Non-interest income 57 689 54 787 50 535 52 611 14,2% 5,3% 4,1%

Total operating income  101 405 98 125 92 476 95 022 9,7% 3,3% 3,3%

Total operating expenses -58 589 -61 550 -54 918 -55 023 6,7% -4,8% 11,9%

Core earnings 42 816 36 575 37 558 39 999 14,0% 17,1% -8,6%

Impairment charge -10 358 -11 063 -13 199 -15 539 -21,5% -6,4% -28,8%

Other income/(expenses) 489 618 588 176 -16,8% -20,9% 251,1%

Discontinued operations - 7 283 591 -

Income tax expenses -8 400 -7 155 -6 362 -6 472 32,0% 17,4% 10,6%

Profit for the period 24 547 26 258 19 176 18 164 28,0% -6,5% 44,6%

Attributable earnings 21 995 23 884 16 813 16 293 30,8% -7,9% 46,6%

Headline earnings 18 324 17 070 16 844 16 750 8,8% 7,3% 1,9%

Return on equity 14,5% 14,8% 14,3% 14,8% 0,8% -2,1% -0,4%

Source: PwC analysis
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Economic outlook 
By Professor Roelof Botha, economic advisor to PwC2
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US credit rating fiasco

History was unwittingly made in August by the ratings 
agency Standard & Poor’s (S&P) when it decided to 
downgrade its rating for US government bonds from AAA 
status to AA+, leading to short-term volatility on most of 
the world’s equity markets. In South Africa, the All Share 
Index on the Johannesburg Stock Exchange (JSE) shed 
almost 13% of its market capitalisation, compared to the 
level of early June. These losses were, however, almost 
fully recovered during August.

The US government predictably criticised the decision, 
with the US Treasury pointing out the existence of an 
apparent mathematical error by S&P amounting to an 
astonishing $2.1tn. It has become apparent that S&P 
did not factor into their equations the full extent of the 
anticipated spending cuts agreed to by the US 
government.

After acknowledging the mistake, S&P chose to switch its 
justification for the downgrading from one based on fiscal 
and economic parameters to a rather subjective political 
argument relating to the political deadlock in the US 
Congress over an agreement on government spending cuts. 

The early stages of the second half of 2011 were 

characterised by an exceptionally large degree of 

turbulence in global economic trends, most notably with 

regard to the downgrading of US sovereign debt, sharp 

equity market declines and a new record high for the 

gold price.

Two subsequent events have raised questions about the 
credibility and integrity of S&P’s ratings decision. Firstly, 
the deadlock was in fact broken within a matter of days, 
with the expenditure cuts likely to lead to a systematic 
reduction of the ratio between US debt and the country’s 
gross domestic product (GDP) over the next decade. 
Secondly, the US auctioned $72 billion of notes and bonds 
during the second week of August at the lowest average 
yield on record, which will ultimately save taxpayers close 
to $650mn in interest payments. 

The latest US government bond issue was concluded at 
an average yield of 2.1% (the previous record low was 
the 2.6% recorded in February 2009) and clearly shows 
that investors are repudiating S&P’s decision to lower its 
assessment of US creditworthiness. Significantly, Moody’s 
Investors Service and Fitch Ratings have affirmed their 
triple-A grades for US sovereign debt.
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New appetite for SA business credit

On the domestic front, subdued growth figures for formal-
sector job creation and GDP during the second quarter 
of 2011 led to a reassessment of the future monetary 
policy stance. The South African economy expanded by 
an annualised rate of 3% in real terms during the second 
quarter of 2011 (compared to 2010).

Until recently economists were speculating over the 
likelihood of an increase in the South African Reserve 
Bank’s (SARB) official repo rate before the end of the year, 
with a growing consensus that such a move would occur 
early in 2012, at the latest. Relatively weak economic 

growth and lethargy in formal-sector employment creation, 
combined with an overvalued currency, are now suggesting 
the possibility of a further decline in the repo rate before 
the end of the year.

Figure 2.1 illustrates the fairly sharp narrowing of the gap 
between the yield on five- to ten-year government bonds 
and the repo rate. Between the fourth quarter of 2009 
and the second quarter of 2011, the repo rate remained 
1.7 percentage points below the bond yield, on average, 
but this differential has now shrunk to less than one 
percentage point.

Source: SARB
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Justification for a repo rate reduction is also provided by 
the erosion of the competitiveness of manufacturing 
exports due to an average strengthening of the real 
effective exchange rate of the rand of almost 3% per 
annum since 1980.
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Figure 2.2:
Recovery of ratio between credit extension for the business 
sector and households (R billions)

Latest private-sector credit growth figures may 
nevertheless prompt the SARB to maintain the status quo 
for the repo rate. Credit extended to the business sector 
rose to above R1tn in July 2011 and is an indication of a 
larger degree of business expansion. Hopefully this trend 
will spill over to a higher level of job creation during the 
second half of 2011. It is clear, however, that money market 
rates are currently under downward pressure and the 
prime overdraft rate is likely to remain stable well into next 
year.

Source: SARB
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Net interest income 3
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Net interest margin (R millions)

 Combined results 

1H11 2H10 1H10 2H09

Gross loans and acceptances 2 257 311 2 218 823 2 206 626 2 179 754 

Net interest margin (% of average interest earning assets) 3.8% 3.8% 3.7% 3.6%

Source: PwC analysis

Source: PwC analysis
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Net interest income continued to grow during 1H11, 
increasing to R43.7bn compared to R43.3bn earned in 
2H10 and R41.9bn in 1H10. 

Net interest income was characterised by subdued growth 
in loans and advances, and a stable level of net interest 
margin of 3.8%. 

The annualised net interest margin is underpinned by 
differing results between the four majors, with two banks 
reporting improved margins, one flat and the other down 
in relation to the comparable period.
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Primary contributors to the increase in net interest margins 
were:

•	 Asset	re-pricing	
Pricing improvements were noted by all of the major 
banks, particularly in new business written, to reflect 
current credit market conditions and liquidity pricing 
considerations. 

•	 Changes	in	asset	mix 
Benefits from favourable changes in the asset mix 
towards higher interest margin business were realised 
during 1H11. These changes in the asset mix included 
an increase in fixed-interest rate business written during 
the period mainly in personal finance portfolios such as 
vehicle asset finance. This increased net interest margins 
earned during a period in which no changes to the 
prime lending rate took place. It should be noted that 
the benefit of increasing the fixed-rate component of the 
asset mix on net interest margins is expected to decrease 
when the prime lending rate starts to rise.

•	 Credit	impairments	
Impairment levels decreased due to an increase in the 
credit quality of advances, driven by sustained low 
interest rates that continued to impact positively on 
consumers’ ability to repay their debts, together with 
more effective collection management noted by all of the 
major banks. The improvement in the credit quality of 
advances was further noted through the gradual unwind 
of interest in suspense during 1H11.

•	 Effective	hedging	
Some of the banks continued to hedge their exposure 
to the endowment effect, realising gains from these 
hedges. The current uncertainty as to the direction in 
interest rates leads to uncertainty as to the economic 
effectiveness of these hedges going forward.

However, the positive impact of these factors on bank 
margins was reduced by:

•	 The	endowment	effect 
The major banks continued to be impacted negatively 
by low interest rates in 1H11, which were lower than 
the average interest rates in 2010. These low interest 
rates had a significant impact on the net interest margin 
earned as the interest received on assets did not fully 
compensate for the increased costs associated with 
deposits and longer-term funding. This was partially 
offset by hedging instruments as described alongside.

•	 Deposit	re-pricing 
Increased costs associated with lengthening the term 
profile of funding were incurred by all of the banks 
in 1H11. We see this trend continuing as the banks 
take steps to meet the expected Net Stable Funding 
Requirements (NSFR) of Basel III.
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Other operating income4
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Net fee and commission income

Net fee and commission income increased marginally 
by 0.3% on 2H10, but increased by 9.0% on 1H10. 

This growth is largely attributable to transactional volume 
growth coupled with annual inflationary increases.

Of particular interest is the continued strong growth in 
electronic banking fees, regarded as a cheaper alternative 
to other transaction channels. We expect this growth to 
continue as the major banks grow their footprint across 
Africa, which is generally considered to have a greater 

Non-interest income was up 5.3% on 2H10 and 14.2% up on 

1H10, and now represents 56.9% of total income, up from 55.8% 

in 2H10. This demonstrates the increased focus and reliance by 

banks on non-interest income to boost earnings. 

appetite for innovative electronic banking offerings. The 
continued migration of clients to electronic channels will 
continue to weigh down on growth in absolute fee and 
commission income. 

Investment banking activities remained subdued but 
have seen an increase in revenues compared to 1H10. 
Banks commented that they expect this uptick in revenue 
to continue in 2H11 as merger and acquisition activities 
increase from the low base included in the results of recent 
reporting periods. 
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Figure 4.1:
Non-interest income (R millions)
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Source: PwC analysis
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Fair value income 

Fair value income decreased by 17.7% on 2H10 and by 
19.3% on 1H10.

Proprietary trading and customer demand for interest rate 
and foreign exchange risk management products remained 
at relatively low levels but have shown an increasing trend 
since 2H10. There has been a marked increase in demand 
for foreign exchange risk management products as clients 
hedge against the adverse effects of a volatile rand. 

Competition in emerging markets for derivatives remains 
intense and has also resulted in a compression of margins 
on derivative products. Uncertainty around market 
direction continues to negatively impact earnings. 

Insurance and bancassurance 
income

Insurance and bancassurance income decreased by 
2.2% in 1H11 versus 2H10 and increased by 61.1% on 
1H10.

This slight decrease in 1H11 versus 2H10 is a reflection of 
decreased investment returns as a result of the relatively 
low interest rate environment in South Africa as well as 
equity markets that remain under pressure. This is offset 
by continued strong premium growth as a result of better 
cross-selling and the launch of more innovative products. 
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Efficiency5
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Cost-to-income ratio

1H11 2H10 1H10 2H09

Combined cost-to-income ratio 55.5% 60.6% 57.6% 55.7%

Source: PwC analysis

Compared to the prior period, banks’ operating expenses 
decreased by 4.8% while total operating income increased 
by 3.3%. Consequently the banks’ combined cost-to-
income ratio improved from 60.6% in 2H10 to 55.5% in 
1H11, arresting a trend of deteriorating ratios over two 
consecutive reporting periods. We did, however, note a 
6.7% increase when compared to 1H10, which mainly 
resulted from the increase in salary costs.

Banks continued to place significant emphasis on tightly 
managing their expense base. Given the subdued growth 
forecast in total operating income, these cost containment 
strategies are paying dividends and limiting the impact on 
the cost-to-income ratio. All banks have stated that this will 
remain a priority in future reporting periods. 
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Operating expenditure
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Banks have made significant inroads into reducing 
discretionary expenditure. This is particularly evident 
in the changing mix of expenditure with the relative 
contribution of staff costs to the total expense bill 
increasing and other expenses decreasing in terms of 
relative contribution.

Salaries, which represent 49.6% of the total expense bill, 
continue to grow at levels well above inflation and showed 
an 8.2% increase from 1H10 to 1H11 with staff numbers 
remaining relatively stable. 

The banks continue to make significant investments 
in replacing or enhancing core banking IT, which will 
ultimately help to drive productivity efficiencies, but won’t 
positively impact the bottom line in the immediate future. 
Furthermore, such large and complex projects are not 
without the risk of time and cost overruns. 

It seems that any near-term cost savings will have to come 
from further streamlining bank processes and reducing 
complexity. The banks are also continually evaluating the 
cost benefits associated with geographical hubbing and 
infrastructure sharing.

Operating expenses were also favourably impacted by the 
strong	rand	during	the	period.	The	average	USD	/ ZAR	
rate strengthened from 7.32 in FY10 to 6.90 in 1H11. 
As banks continue to expand across Africa and other 
emerging markets, currency fluctuations are having a more 
pronounced impact on earnings.

Banks will continue to place considerable focus on 
reducing their cost base in the next few years. Because 
we expect that margins will remain compressed and 
lending volumes subdued beyond FY11, we expect that 
cost management will rise further in terms of relative 
importance and may well be a distinguishing factor 
between individual bank’s relative performances.
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Banking in 20506
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The accelerating shift in economic power from 
developed to emerging economies is dramatically 
changing the banking business across the world and 
leaders of financial institutions need to take advantage 
of the growth opportunities this change is creating. 

The report provides projections of the long-term 
trends for the banking sector based on underlying 
macro-economic trends, from now until 2050 for the 
worlds’ leading economies. The analysis quantifies the 
projected size and growth of the banking sectors for 
different economies. It also projects the timing of key 
transitions when the emerging economies will become 
leading players and how projections from a 2007 report 
of the same name have changed subsequent to the onset 
of the recent global financial crisis.

How has the financial crisis affected the long-term outlook 
for the global banking industry?

A recent PwC global report, Banking in 2050, suggests the banking world 

in 2050 will look radically different from the one we see today, with the 

E71 emerging economies becoming at least 

as important as the G72. This reflects both 

faster projected GDP growth in the E7 and 

the systematic tendency of banking sectors 

to grow faster than GDP in developing 

economies.

www.pwc.co.uk/financialservices

How the financial crisis 
has affected the long term 
outlook for the global 
banking industry.

May 2011

Banking in 2050

South Africa was included in the latest analysis for the 
first time as one of the newly emerging economies (NEE3). 
In this section we summarise findings of the analysis and 
highlight some of these as they relate to South Africa and 
economies with similar macro dynamics. 

1 E7: China, India, Brazil, Russia, Turkey, Indonesia, Mexico.

2 G7: United States, Japan, Germany, United Kingdom, France, Italy, Canada.

3 NEE: Argentina, Vietnam, Nigeria, Saudi Arabia, South Africa.

This section provides an overview of Banking in 2050. 
A full version of this report is available at http://www.
pwc.com/gx/en/banking-capital-markets/publications/
banking-in-2050.html
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Key findings of the analysis

• The emerging economies’ banking sectors are expected
to outgrow those in developed economies by an even
greater margin than we projected before the financial
crisis;

• By 2050, the leading E7 emerging economies could have
domestic banking assets and profits that exceed those in
the G7 by around 50%;

• China could overtake the US in terms of the size of its
domestic banking sectors by around 2023; and

• India has particularly strong long-term growth potential
and our projections suggest that it could become the
third-largest domestic banking sector by 2050, after
China and the US, but ahead of Japan, the UK and
Germany. Brazil could also rise strongly up the global
banking league table over this period.

The analysis can help banks, other financial corporations 
and policy-makers to identify the key long-term 
macroeconomic trends likely to affect banking over 
the next 40 years. This should help stimulate strategic 
discussions and identify key opportunities and threats 
relating to the emerging markets in particular.

Projections of banking assets and 
profits to 2050

The key result of the analysis is listed in Figure 6.1, which 
shows the projected trend level of domestic credit in the 
G7, E7 and the world over the period to 2050. We project 
E7 banking assets to grow significantly faster than those of 
the G7, and to overtake the G7 by around 2036. 

The financial crisis appears to have accelerated the global 
shift of economic and financial power to the emerging 
economies and by 2050 the E7’s banking assets are 
projected to be approximately 50% greater than those in 
the G7. 
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Figure 6.1:
Projections of domestic banking assets (US $ billions)

Source: Banking in 2050, PwC 2011
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The analysis also looks at projected changes in levels of 
domestic banking assets at country level. Figure 6.2 plots the 
changes in domestic banking assets over the projection period 
for the newly emerging economies. The key results here are 
that Nigeria, which is projected to grow the fastest of these 
countries, could overtake South Africa in 2042 and Saudi 
Arabia in 2049. Vietnam is also projected to overtake South 
Africa by 2028.

0

500

1 000

1 500

2 000

2 500

3 000

3 500

4 000

4 500

5 000

2009 2014 2019 2024 2029 2034 2039 2044 2049

Nigeria Argentina
Vietnam South Africa Saudi Arabia

Figure 6.2:
Domestic banking assets for Argentina, Nigeria, Saudi Arabia,
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Source: Banking in 2050, PwC 2011
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Projected changes in the share of the world’s banking assets 
are shown in Figure 6.3, which highlights that China and 
India could have a combined share of around 35% of global 
banking assets by 2050. Other somewhat smaller emerging 
economies such as Brazil and Russia will also see their 
shares rise significantly, while the US, Japan and Western 
Europe are all projected to see large falls in their share of 
global banking assets in the coming decades. 

South Africa and Nigeria could see solid growth to 0.9% 
and 1.1% respectively. As part of the newly emerging 
economies they tend to occupy the lower rankings but with 
relatively fast growth rates over time. 

Based on the projections for banking assets in each 
economy it is possible to estimate the potential revenue 
growth in the banking sector associated with these assets. 
This estimation is done based upon net interest margins 
(NIM) for banks in the different economies. It should be 
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noted that most developed economies tend to have lower 
NIMs, whereas emerging economies exhibit a broad range. 
However, almost all of the higher value NIMs belong to 
emerging economies. 

Projecting NIM measures until 2050 provides insights 
about how profitable banking sectors could be by 2050.

Conclusion and key questions

The conclusion that can be drawn from this analysis is 
that shifts in the global shares of domestic banking assets 
and related profits are accelerating following the financial 
crisis. However, this also raises questions about how the 
global banking industry will evolve over the next few 
decades. While addressing all of these issues is beyond 
the scope of the report, it does outline some key questions 
arising as a stimulus for future debate.

Source: Banking in 2050, PwC 2011
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Asset quality7
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Source: PwC analysis
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Figure 7.1:
Impairment ratios
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Gross advances 

Continuing uncertainty in the economic environment in 
2011 has resulted in there being limited growth in gross 
advances in 1H11 compared to 2H10.  The growth in total 
advances across the corporate and retail sectors in 1H11 
was only 1.6%. 

Total advances in 1H11 remained relatively flat at 
R2.2tn.  This was driven by an increase in advances of 
approximately 1.8% in the retail sector and a marginal 
decrease of 1.2% in the corporate banking sector.

The trend seen at the end of 2H10, in which the major 
banks appeared to be experiencing reductions in the 
proportion of account balances that were classified in the 
arrears categories has continued, although at a reduced 
rate. 
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Figure 7.2:
Loan portfolio analysis
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Non-performing loans 

An analysis of non-performing loans (NPLs) as a percentage of gross advances in 1H11 was as follows:

Growth in NPL books NPL/Advances

1H11 2H10

Personal and business banking / retail -5.8% 12.2% 13.0%

Mortgage loans -5.3% 8.8% 9.4%

Instalment sale and finance leases 6.9% 4.8% 5.4%

Card debtors -8.7% 7.8% 8.8%

Other loans and advances -7.1% 10.4% 10.0%

Corporate and investment banking -3.8% 2.8% 3.0%

Total -5.5% 5.5% 5.9%

Source: PwC analysis

Source: PwC analysis
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 Although the levels of inflows into the early arrears 
categories have continued to decrease, the level of NPLs 
remained sticky. Total NPLs as a percentage of total gross 
advances was at 5.5% compared to a ratio of 5.9% in 2H10. 

Although many impairment modelling approaches model 
debt counselling clients separately from performing 
advances, we have noted that banks do not segment 
accounts that have terminated into a separate category and 
monitor these losses separately to other accounts. 

The number of loans in the legal process continues to 
place a burden on the collections, legal and recovery teams 
within banks. 

The level of debt counselling clients in the non-performing 
categories reached their highest level in 2010 and we have 
noticed that the inflows into the debt counselling process 
have continued to show a more stable trend since 2H10. 

Mortgage loan portfolios

Growth in mortgage loan advances has been 0.7% since 
2H10. NPLs as a percentage of advances was 8.8% in 1H11 
and has decreased slightly when compared to the 9.4% 
recorded in 2H10.  

Coverage ratios have increased slightly. The implied loss 
given default (LGD) was 19.3% across the major banks 
compared to 18.6% in 2H10. This increase is not surprising 
given the pressure on house prices and the lengthening of 
the period of recovery as a result of the debt counselling 
process. 

Vehicle and asset finance portfolios

Certain banks include their corporate or business vehicle 
asset finance books within the retail vehicle and asset 
finance category for financial reporting purposes. Others 
include the business and corporate vehicle asset finance 
business under their corporate operations. For this reason 
direct comparison of key retail vehicle and asset portfolio 
ratios is difficult. 

Notwithstanding this, it appears that growth in vehicle and 
asset finance advances was approximately 2.9% during 
1H11. NPLs as a percentage of advances was close to 4.8% 
in 1H11, a slight decrease compared to the 5.4% recorded 
in 2H10.

Coverage ratios have also decreased slightly during 
the six-month period. The implied LGD decreased to 
approximately 47.1% across the banks from approximately 
48.0% in 2H10. 

Credit card portfolios

Credit card advances growth has been 3.2% since 2H10. 
NPLs as a percentage of advances was 7.8% in 1H11 and 
have improved slightly when compared to 2H10 when it 
was 8.8%.

Coverage ratios have increased slightly for the six-month 
period. The implied LGD increased marginally to 75.8% 
from 75.6% in 2H10. 

Wholesale portfolio

Corporate advances have increased slightly by 1.2% from 
2H10. NPLs as a percentage of advances were 2.8% in 
1H11 and were at similar levels to 2H10 (3%). The implied 
LGD decreased slightly to approximately 39.9% across the 
banks in 1H11 compared to 40.3% in 2H10. 

We note the continued strain in the mining, manufacturing 
and construction sectors. 
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Total coverage ratios

The coverage ratios (calculated as specific impairment 
divided by NPL book) across all products increased slightly 
during the period to 30.8% compared to 30.6% in 2H10. 
This trend is not surprising given the uncertain current 
economic environment and the fact that the average age 
of loans included in the NPL category has not decreased 
substantially.

The average NPL coverage ratios across certain products 
were as follows:

• Mortgage loans – 19.3%

• Instalment sales business – 47.1%

• Cards – 75.8%

Combined income statement 
impairment charges 

The levels of income statement impairments (calculated 
as impairment in the income statement divided by average 
advances) seem to have reached their highs in 2009 and 
are now starting to decline, albeit at a much slower rate 
than many had anticipated. The rate of decline also seems 
to vary between banks, with the income statement charge 
for the six-month period being slightly less than half of 
the income statement charge in 2H10. The decreases in 
interest rates experienced during 2010 seem to have helped 
the consumer. However, banks continue to be cautious 
given the uncertainty around macro-economic factors and 
interest rates. 
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Capital and funding8
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Funding

Industry bank deposits continued to grow at an annualised 
rate of 4.3%, while total loans and advances grew by 
an annualised rate of 3.5%. Ongoing price competition, 
although somewhat moderated during this reporting 
period, and a general aversion to risk meant that bank 
deposits continued to be an attractive investment option.

An important and positive impact of strong deposit growth 
coupled with slower credit growth has resulted in a further 
50-basis-point improvement in the deposit-to-loan ratio 
over the six-month period to 1H11. This ratio now stands at 
108.0%, up from 107.5% at the end of 2010.

As regards deposit mix, consistency has been more or 
less maintained, with only a slight increase in wholesale 
funding to the detriment of corporate funding. Retail 
funding remains at similar levels to 2H10. 

A key observation from the results of the major banks is 
the emphasis being placed on building up longer-duration 
liabilities, presumably in preparation for Basel III liquidity 
ratio requirements.
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Figure 8.1:
Funding sources
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Source: SARB
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Figure 8.2:
Major banks Basel II capital ratios and minimum Basel III ratios
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Capital

The capital adequacy ratio for the entire sector increased 
10-basis-points	to	15.0%.	The	Tier 1	adequacy	ratio	also	
showed an improvement of 22-basis-points to 12.0%. 
Although these ratios are based on the current Basel II 
framework, all major banks have indicated that their 
capital adequacy should be sufficient for Basel III purposes. 

However, uncertainties remain about how the SARB will 
implement regulations for the Pillar 2(a) add-on, as well as 
the additional capital surcharge for local banks affiliated 
to Global Systemically Important Banks. Banks are also 
awaiting the finalisation of the capital rules dealing 
with trades that are cleared through a central clearing 
counterparty. We expect guidance from the SARB in the 
first quarter of 2012.

Source: PwC analysis
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Figure 8.3: 
Capital adequacy levels
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Key banking statistics9
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R millions ASA FSR NED SBK 

1H11 2H10 1H10 1H11 2H10 1H10 1H11 2H10 1H10 1H11 2H10 1H10

Balance sheet 

Total assets 715 918 716 470 718 204 697 927 695 809 845 240 609 875 608 718 590 847 1 379 183 1 341 420 1 320 267

Gross loans and 
acceptances

539 873 540 690 557 439 474 566 461 503 443 750 483 384 486 499 472 292 759 488 730 131 733 145

Total deposits 415 695 393 517 398 647 553 657 543 713 512 469 493 974 490 440 480 418 851 650 796 635 773 128

Risk weighted 
assets

408 397 422 713 395 461 385 190 378 490 341 608 323 562 323 681 331 577 654 405 620 064 620 971

Asset quality & provisioning

Non-performing 
loans

39 258 39 641 38 903 19 790 21 117 22 205 25 241 26 765 28 367 38 379 42 701 41 644

Impairments 13 502 13 902 14 332 9 973 9 844 10 731 11 466 11 226 10 989 16 016 17 106 18 464

Collective 
provisions

2 123 2 087 2 743 3 457 3 117 3 566 2 440 2 154 1 976 5 133 4 884 5 266

Individually 
assessed 
provisions

11 379 11 815 11 589 6 516 6 727 7 165 9 026 9 072 9 013 10 883 12 222 13 198

Non-performing 
loans (% of 
advances)

7.3% 7.3% 7.0% 4.2% 4.6% 5.0% 5.2% 5.5% 6.0% 5.1% 5.8% 5.7%

Impairment charge 
(% of average 
advances)

1.2% 0.8% 1.5% 0.9% 0.9% 1.3% 1.2% 1.3% 1.5% 0.8% 1.0% 1.0%

Impairment 
coverage ratio

34.4% 35.1% 36.8% 50.4% 46.6% 48.3% 45.4% 41.9% 38.7% 41.7% 40.1% 44.3%

Implied loss given 
default

29.0% 29.8% 29.8% 32.9% 31.9% 32.3% 35.8% 33.9% 31.8% 28.4% 28.6% 31.7%

Profit & loss analysis 

Net interest income 11 622 12 047 11 293 8 990 8 379 8 025 8 683 8 526 8 082 14 421 14 386 14 541

Non-interest 
income

10 680 9 761 9 713 17 486 14 396 14 183 7 139 7 057 6 158 22 384 23 573 20 481

Total operating 
income

22 302 21 808 21 006 26 476 22 775 22 208 15 822 15 583 14 240 36 805 37 959 35 022

Total operating 
expenses

12 761 13 249 11 700 13 706 13 809 13 146 9 090 8 943 8 102 23 032 25 549 21 970

Core earnings 9 541 8 559 9 306 12 770 8 966 9 062 6 732 6 640 6 138 13 773 12 410 13 052

Impairment charge 2 902 2 301 3 704 1 694 2 084 2 461 2 792 2 944 3 244 2 970 3 734 3 790

Other income/
(expenses)

28 24 15 362 506 310 16 84 6 115 220 269

Discontinued 
operations

- - - - 7 283 591 - - - - - -

Income tax 
expenses

1 841 1 756 1 506 2 502 2 080 1 846 1 005 -790 574 3 052 2 529 2 436

Profit for the 
period

4 826 4 478 4 111 8 936 12 591 5 656 2 919 2 822 2 314 7 866 6 367 7 095

Attributable 
earnings

4 581 4 276 3 842 7 995 12 070 4 924 2 764 2 661 2 150 6 655 4 877 5 897

Headline earnings 4 595 4 179 3 862 4 395 5 043 4 961 2 772 2 747 2 153 6 562 5 101 5 868
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R millions ASA FSR NED SBK 

1H11 2H10 1H10 1H11 2H10 1H10 1H11 2H10 1H10 1H11 2H10 1H10

Key data

Other operating 
income (% of total 
income)

47.9% 44.8% 46.2% 66.0% 63.2% 63.9% 45.1% 45.3% 43.2% 60.8% 62.1% 58.5%

Net interest margin 
(% of average interest 
earning advances)

4.1% 4.2% 3.9% 3.8% 3.7% 3.9% 3.43% 3.44% 3.31% 3.9% 3.8% 3.7%

Standardised 
efficiency ratio

55.0% 58.8% 54.0% 50.9% 62.3% 60.1% 55.9% 56.0% 55.3% 60.5% 65.1% 60.9%

Return on equity 15.8% 14.8% 14.5% 15.5% 20.0% 19.3% 12.0% 12.5% 10.3% 14.5% 11.7% 13.3%

Total number of staff 36 535 36 770 36 536 34 612 34 904 34 904 28 210 27 525 26 924 51 706 53 351 52 768

Capital ratios

Tier 1 13.90% 12.80% 13.1% 15.0% 13.6% 13.5% 12.4% 11.7% 11.5% 12.4% 12.9% 11.8%

Tier 2 2.80% 2.70% 2.7% 1.5% 1.7% 2.1% 2.8% 3.3% 3.3% 2.4% 2.4% 2.8%

Total 16.70% 15.50% 15.8% 16.5% 15.3% 15.6% 15.2% 15.0% 14.8% 14.8% 15.3% 14.6%

Source: PwC analysis
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Industry statistics

Figure 9.1: 
GDP growth
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Figure 9.2: 
Credit impairments as a percentage of total assets 
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Figure 9.3: 
Overdraft credit by banks (2004 = 100)
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Figure 9.4: 
New vehicles sold (2000 = 100)
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Figure 9.5: 
Total credit extension by all financial institutions (R trillions)
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Figure 9.6: 
Long-term bond yields
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Figure 9.7: 
Money market and capital interest rates
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