
CHAPTER 3 

Comparative figures may 
differ from those in 1999 
Annual Report 

type and spread of a 
bank's business 

growth In the aggregated 
balance sheet picked up 
after June 2001 

The purpose of this chapter is to reflect the more important trends and industry statistics 
that are apparent from the information r eked from registered banks. 

Aggregated information of individual ban i s is contained in the reports and graphs in sec- 
tions 3.1 to 3.8 below. Certain of the comparative figures in respect of December 1999 
may differ from those reported in the 1999 Annual Report because of the subsequent sub- 
mission of amended returns by banking institutions. Since the "big four" banks constituted 
70,4 per cent of the banking sector in December 2000 (70,9 per cent in December 1999), 
their position largely affects the reports and graphs that follow. The six largest banks con- 
stituted 83,2 per cent of the banking sector as at the end of December 2000 (83,5 per cent 
in December 1999). 

3.1 BALANCE-SHEET STRUCTURE 

The balance-sheet structure is analysed to determine the type and spread of a bank's busi- 
ness activities, as well as to consider the impact of any changes thereto on the risk profile 
of the banking sector. The aggregated balance sheet of the banking sector in South Africa, 
as at 31 December 2000, equalled R819,2 billion, as opposed to R724,9 billion as at 
31 December 1999 and R651,l billion as at 31 December 1998. 

FIGURE 1: AGGREGATED BALANCE SHEET 
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Figure 1 graphically depicts the quarter-end value of, and percentage growth (measured 
over 12 months) in, the aggregated balance sheet of the banking sector for the period from 
March 1998 to December 2000. From June 1998, when a growth rate of 22,2 per cent 
was recorded, growth in the aggregated balance sheet slowed down uninterruptedly until 
June 2000 (6,4 per cent). Growth in the aggregated balance sheet then picked up marked- 
ly to 13 per cent by the end of December 2000. As a result of the implementation of a 
change in accounting practice by one of the big four banks, however, a higher growth rate 
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reporting of derivative 
transactions on a gross 
basis 

only minor changes 

in the aggregated balance sheet has been recorded since September 2000. A change in 
accounting practice in terms of Accounting Statement AC 133 (Financial instruments: 
recognition and measurement) requires banks to report derivative transactions on a gross 
basis instead of a net basis. This change has had the effect of overstating the growth rate 
in the aggregated balance sheet by an average of one percentage point since September 
2000. In terms of Generally Accepted Accounting Practice, all banks are required to imple- 
ment the said change in accounting practice during 2001. 

Liabilities 

A year-on-year comparison of the composition of liabilities, as reflected in Figure 2, reveals 
only minor changes. 

FIGURE 2: LIABILITIES - YEAR-ON-YEAR COMPARISON 
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domestic deposits from the 
public remained the main 
source of funding, but 
decreased 

Domestic deposits from the public in the amount of R536,4 billion remained the main 
source of funding for the banking sector, but decreased from 703 per cent in December 
1998 to 68,8 per cent in December 1999 and to 65,5 per cent in December 2000. Foreign 
funding as a percentage of total liabilities, on the other hand, increased from 5 3  per cent in 
December 1999 to 7,2 per cent in December 2000, and repurchase agreements increased 
from 2,3 per cent in December 1999 to 3,l per cent in December 2000. 

Composition of non-bank deposits 

changed slightly Figure 3 reflects the year-on-year comparison of the composition of non-bank deposits. 
This composition changed slightly in favour of fixed and notice deposits. Compared to the 
previous year, fixed and notice deposits increased by 4,4 percentage points, whereas 
demand deposits decreased by 4,2 percentage points. 
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FIGURE 3: COMPOSITION OF NON-BANK DEPOSITS 

December 1999 December 2000 
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Maturity structure of non-bank dkposits 

short-term deposits re- 
mained the biggest com- 
ponent 

Figure 4 reflects the composition of non-bank deposits (according to maturity) for the peri- 
od from March 1998 to December 2000. As can clearly be seen from this figure, short- 
term deposits remained the biggest component of total non-bank funding and accounted 
for 68,2 per cent of total non-bank funding as at 31 December 2000, compared to 69,6 per 
cent at the end of December 1999 and 65,4 per cent at the end of December 1998. Long- 
term deposits, on the other hand, remained the smallest component of total non-bank 
funding and accounted for 10,6 per cent of total non-bank funding as at 31 December 
2000, compared to 9,3 per cent and 11,9 per cent at the end of December 1999 and the 
end of December 1998, respectively. 

The slight decrease in the proportion of total deposits represented by short-term deposits 
resulted in a slightly lower percentage of the banking sector's assets (consisting mainly of 
non-bank loans and advances) being financed by short-term funding, thereby slightly 
decreasing the liquidity risk to which banks are exposed. 
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growth in long-term 
deposits picked up 

growth in short-term 
deposits moderated 

other major liabilities 

assets increased by 
R94,3 billion 

Although long-term deposits remained the smallest component of total non-bank funding, 
growth in long-term deposits picked up markedly during the last five months of 2000 (see 
Figure 5). Measured over a 12-month period,' growth in long-term deposits had increased 
by 25,9 per cent by the end of August 2000. By the end of December 2000, however, this 
growth had moderated to 22,l per cent. This was in sharp contrast to a decrease of more 
than 17 per cent recorded in February 2000. Currently, the big six banks hold more than 
88 per cent of long-term deposits. 

FIGURE 5: GROWTH IN NON-BANK FUNDING ACCORDING TO 
MATURITY 
(Percentage change over 12 months) 
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Growth in short-term deposits, on the other hand, moderated from 17,8 per cent in 
December 1998, to 154 per cent in December 1999 and 5,3 per cent in December 2000. 
After sharp decreases in the growth of medium-term deposits in the middle of 2000, this 
growth picked up slightly in October 2000 (0,8 per cent) and increased more noticeably in 
November 2000 (9,4 per cent), before moderating slightly in December 2000 to 8 3  per 
cent. 

Other major liabilities of the banking sector as at 31 December 2000 included foreign fund- 
ing of R59,3 billion (which increased by 53,8 per cent when compared to the December 
1999 level of R38,5 billion), capital and reserves of R773 billion (which increased by 
22,6 per cent when compared to the December 1999 level of R63,2 billion), other liabilities 
of R74,6 billion (representing a growth rate of 19,4 per cent when compared to the 
December 1999 level of R62,5 billion) and interbank funding of R42 billion (representing a 
growth rate of 13,8 per cent when compared to the amount of R36,9 billion at the end of 
December 1999). Other liabilities included amounts owing to the South African Reserve 
Bank, trade creditors, deferred income, deferred tax balances, impairments and other 
funding liabilities. 

Assets 

Figure 6 graphically reflects the year-on-year comparison of the composition of assets as at 
31 December 2000 to that as at 31 December 1999. The banking sector's assets 
increased by R94,3 billion (which represents a growth rate of 13 per cent) during the year, 
to a total of R819,2 billion at the end of December 2000. Factors contributing to this 
growth were the following: 
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factors contributing to A 
growth in assets 

A 

A 

A 

A 

A 

A 

Money assets grew by 9,9 per cent, from R18,l billion as at 31 December 1999 to 
R19,9 billion as at 31 December 2000. 

The trading portfolio increased by R15,3 billion (which represents a growth rate of 
78,l per cent), from R19,6 billion as at 31 December 1999 to R34,9 billion as at 
31 December 2000. I 
Non-bank advances grew by R60,8 billion (which represents a growth rate of 11 per 
cent), from R551,7 billion at the end of December 1999 to R612,5 billion a year later. 

The investment portfolio of banking institutions increased from R49,4 billion as at 
31 December 1999 to R70,6 billion as at 31 December 2000, which represents a 
growth rate of 42,9 per cent. 

Interbank advances increased by 8,5 per cent, from R30,7 billion at the end of 
December 1999 to R33,3 billion at the end of December 2000. 

Loans granted under resale agreements increased from R7 billion at the end of 
December 1999 to R8,6 billion at the end of December 2000. 

Fixed assets increased by 3,3 per cent, from R10,9 billion at the end of December 
1999 to R11,2 billion at the end of December 2000. 

FIGURE 6: ASSETS - YEAR-ON-YEAR COMPARISON 
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slowdown in the growth of 
total loans and advances 
until June 2000 

From June 1998, however, when a growth rate of 22,2 per cent was recorded, growth in 
total assets slowed down uninterruptedly until June 2000. This moderation in the growth of 
total assets may be attributed to a slowdown in the growth of total loans and advances, 
which accounted for about 81,5 per cent of total assets by the end of December 2000. 
The growth in total loans and advances decelerated gradually until June 2000 (see Figure 
7), when consumer confidence started to pick up and lending started to increase. By the 
end of December 2000, loans and advances increased by 10,9 per cent measured over a 
period of 12 months. 
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FIGURE 7: TOTAL LOANS AND ADVANCES 
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major components re- 
mained fairly unchanged 

The composition of loans and advances is shown graphically in Figure 8. A comparison of 
the composition of loans and advances in 1999 and 2000 clearly shows that the major 
components of the loans and advances category, namely, instalment debtors, overdrafts 
and loans, remained fairly unchanged, whereas mortgage loans as a percentage of total 
loans and advances increased from 34,6 per cent in 1999 to 351 per cent in 2000. 

Foreign loans increased from 6,4 per cent in December 1999 to 9 per cent in December 
2000, and resale agreements increased from 1,2 per cent in December 1999 to 1,4 per 
cent in December 2000. On the other hand, both acknowledgements of debt discounted 
and “other” loans decreased from 3,7 per cent in 1999 to 2,3 per cent in 2000 respective- 
lY - 
As at the end of December 2000, non-bank loans and advances constituted 74,8 per cent 
(December 1999: 76,l per cent) of the banking sector’s assets and, thus, represented the 
main area of focus for the management of on-balance-sheet credit risk. 

The increase of R60,8 billion (1 999: R37,4 billion), which represents a growth rate of 1 1 per 
cent (1999: 7,3 per cent), achieved in respect of non-bank advances during the year can 
be attributed to the following areas: 

reasons for increase in non- 
bank advances 

A Mortgage loans increased by R23,3 billion to a level of R218,6 billion, which repres- 
ents an increase of 11,9 per cent measured over a 12-month period. 

A Overdrafts and loans increased by R19,6 billion to a level of R218,3 billion, which rep- 
resents a growth rate of 9,9 per cent. 

lnstalments debtors increased by R6,8 billion to a level of R81 billion, which repres- 
ents an increase of 9,l per cent. 

Foreign-currency loans and advances increased by R19,7 billion to a level of 
R55,9 billion, which represents an increase of 54,3 per cent. 

Credit cards increased by R582,2 million to a level of R12,2 billion, which represents 
an increase of 5 per cent. 

A 

A 

A 
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FIGURE 8: COMPOSITION OF LOANS AND ADVANCES 

December 1999 December 2000 
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FIGURE 9: GROWTH IN SELECTED LOANS AND ADVANCES 
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highest increase in mort- 
gage loans Since January 

Figure 9 reflects the growth, measured over a period of 12 months, of the major categories 
of loans and advances. After reaching a lower turning point of 2,9 per cent in October and 
November 1999, growth in mortgage loans started to increase steadily as confidence in the 
economy started to improve. By the end of December 2000, mortgage loans had 
increased by nearly 1 1 per cent, the highest increase recorded since January 1998. 

1998 

Growth in instalment sales also displayed a remarkable recovery after decreasing by nearly 
half a percentage point (measured over a 12-month period) in July and August 1999. By 
the end of December 2000, instalment sales increased by 9,l per cent compared to an 
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effect on borrowers 

increase of 1,3 per cent in December 1999. It is also apparent from Figure 9 that growth 
in overdraft facilities and other loans and advances were much more volatile than growth in 
mortgage loans and instalment sales. Whereas overdrafts and loans, as well as other loans 
and advances, grew on average between 15 per cent and 20 per cent during the period 
from April 1999 to June 2000, growth in mortgage loans and instalment sales remained 
below 5 per cent during most of this period. 

The effect on borrowers of the increase in interest rates during the East-Asian crises can 
also clearly be seen in Figure 9. As a result of the tightening of monetary policy during 
1998, borrowers had to rely more heavily on readily available credit facilities to maintain liv- 
ing standards and, in general, refrained from incurring longer term debt in the form of mort- 
gage loans and instalment sales. After the easing of monetary policy during 1999, borrow- 
ers systematically started to lower their reliance on these types of finance. As the confid- 
ence in the economy was restored, growth in mortgage loans and instalment finance start- 
ed to pick up. 

3.2 CAPITAL ADEQUACY 

Capital provides a safety net to depositors and other providers of loan finance against losses that 
a bank might incur. For this reason, it is very important that only banks that are adequately capi- 
talised be authorised to accept deposits from the public. The existence of adequate capital does 
not, however, provide a guarantee against the failure of a bank that is badly managed. 

average capital-adequacy 
ratio was 125 per cent 

For the year under review, the average capital and reserves held by the banking sector amounted 
to R76,3 billion (R63,5 billion in December 1999), R66,9 billion (1 999: R57 billion) of which consti- 
tuted qualifying capital and reserves for purposes of assessing capital adequacy. The average 
capital-adequacy ratio for the year ended December 2000 was 123 per cent (1999: 113 per 
cent). 

An analysis of the percentage distribution of banks in terms of capital adequacy at the end of 
December 2000 (see Figure 10) reveals that 3,7 per cent (1999: 5,7 per cent) of the total number 
of banking institutions (which had received special dispensation from the Bank Supervision 
Department) did not meet the minimum capital-adequacy ratio of 8 per cent, whereas 53,7 per 
cent of banking institutions (1999: 56,6 per cent) had capital-adequacy ratios that exceeded 15 
per cent. 
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As is graphically displayed in Figure 11, however, the banking institutions that had a capital 
adequacy of more than 15 per cent (that is, 53,7 per cent of institutions) represented only 
5 3  per cent of total banking-sector assets. Banking institutions with a capital adequacy 
ratio of between 11 per cent and 15 per cent (1 6,7 per cent of banking institutions) repres- 
ented the biggest portion of total banking-sector assets, namely 41,3 per cent. The bank- 
ing institutions that did not meet the minimum capital-adequacy requirement of 8 per cent 
represented only 0,2 per cent of total banking-sector assets. 

FIGURE 11: BANKS’ CAPITAL ADEQUACY IN TERMS OF TOTAL 
ASSET VALUE I 
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growth in qualifying capital 
and reserves exceeded 
growth in total balance 
sheet 

Figure 12 reflects the split, over time, between primary and secondary capital, as well as 
the rand values of required capital (based on 8 per cent of risk exposures) and actual quali- 
fying capital. At the end of December 2000, primary capital and reserves constituted 
73,7 per cent (1999: 74,3 per cent) of qualifying capital and reserves before deduction of 
impairments amounting to R11,2 billion (1 999: R7,6 billion). Primary capital and reserves 
grew by 213 per cent (1999: 26,4 per cent) during the year, to R61,5 billion at the end of 
December 2000. Qualifying secondary capital and reserves, on the other hand, grew by 
256 per cent during the year (1999: 17,4 per cent), to R22 billion at the end of December 
2000. It is encouraging to note that the growth in net qualifying capital and reserves of 
19,5 per cent (from R60,4 billion to R72,3 billion) exceeded the growth in the total balance 
sheet of 13 per cent. 

Risk profile of on- and-off-balance-sheet items 

For the year ended 31 December 2000, total assets and off-balance-sheet items grew by 
13 per cent (1 999: 1 1,3 per cent), and total risk-weighted assets and off-balance-sheet 
items grew by 14,3 per cent (1 999: 1 1,l per cent). 

average combined risk 
weighting of 74,8 per cent 

The composition of off-balance-sheet-items had the effect of increasing the average risk 
weighting of total assets, which amounted to 713 per cent for December 2000 (1999: 70,5 
per cent), to an average combined risk weighting of 74,8 per cent (1 999: 72,8 per cent) for 
assets and off-balance-sheet items. Off-balance-sheet items accounted for approximately 
1 1 per cent (December 1999: 10 per cent) of the combined total of assets and off-balance- 
sheet items at the end of December 2000. The risk-weighted percentages of assets and 
off-balance-sheet items and of the combined total of assets and off-balance-sheet items 
are graphically illustrated in Figure 13. 
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FIGURE 12: QUALIFYING CAPITAL AND RESERVES 
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FIGURE 13: RISK PROFILE OF ON- AND OFF-BALANCE-SHEET 
ITEMS 
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3.3 PROFITABILITY 

focus of analysis 

An evaluation of the profitability of banks involves an assessment of the quality of income 
and the long-term sustainability of the activities that generate the income. For this reason, 
the analyses focus on the following aspects: 

A Quality of earnings (riskiness of earnings). 

A Balance in the various sources of income (such as, a good spread of income 
sources). 

A 

A 

Nature of income (such as, the intermediation function, advisory services, trading 
activities) . 
Integrity of the information (whether the income statement is consistent with the bal- 
ance sheet). 

Profitability of assets and effectiveness of activities versus cost control and cost 
optimisation. 

A 

A Balance between the effort expended on activities and the income generated there- 
from. 

Structural changes in profitability dunng the year. I A 

FIGURE 14: COMPOSITION OF THE INCOME STATEMENT 
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intermediation function 
constitutes the main 
source of income 

As can be seen in Figure 14, the intermediation function, which consists of interest margin 
(an average of 2,9 per cent of total assets for the year, as opposed to 3 per cent in 1999) 
and transaction-based fee income (an average of 1,9 per cent of total assets for the year, 
as opposed to 1,8 per cent in 1999), constitutes the main source of income for banks. As 
can be observed from Figure 14, the income derived from the intermediation function 
(R36,7 billion) was generally not sufficient to cover the sum of operating expenses and pro- 
visions (R39,l billion). It is thus clear that the generation of additional income (that is, from 
investments in Government stock and Treasury bonds, as well as knowledge-based fee 
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income derived fKom trading activities, and agency type and advisory activities) remains 
critical for purposes of ensuring the continued profitability of banks. Fee income and 
investment income earned during the year were on average equivalent to 2,2 per cent and 
1 per cent, respectively, of total assets (as opposed to 2,l per cent and 0,9 per cent, 
respectively, during 1999). 

interest margin grew by 
7,8 per cent 

Interest expense, which decreased by 17 per cent in 2000, had a positive impact on the 
profitability of banks, as reflected by the returns on assets and equity in Figure 21. Interest 
income decreased by about 11,5 per cent, which is 5,5 percentage points less than the 
decrease in interest expense. The net result thereof was that the interest margin grew by 
7,8 per cent (1 999: 14,3 per cent). Interest derived from mortgage bonds, which constitut- 
ed 35 per cent (1999: 35,6 per cent) of total interest income, continued to be the largest 
component of total interest income. The proportionate decrease in interest derived from 
mortgage loans appears to have shifted to overdrafts and loans, which increased from 
30,3 per cent in 1999 to 32,5 per cent of total non-bank loans and advances in 2000. 

The main component of interest expense during the year was the interest expense relating 
to demand deposits and to fixed and notice deposits. Interest paid in respect of demand 
deposits constituted 36,l per cent (1999: 36,7 per cent) of the total interest expense, 
whereas interest paid on fixed and notice deposits constituted 25,7 per cent (1999: 
25,9 per cent) of the total interest expense for the year. 

FIGURE 15: INTEREST MARGIN 
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Margin 

Figure 15 graphically displays the interest margin of the banking sector for the period 
January 1998 to December 2000, whereas Figure 16 represents the percentage-point 
change in the components of the interest margin for the aforementioned period. As can 
clearly be seen from Figure 15, the interest margin for the year was on average lower than 
in 1999. For the 12 months ended December 2000, the average interest margin was 
4,l per cent, compared to 4,3 per cent in 1999 and in 1998. An analysis of the relative 
monthly percentage-point change in the underlying components of, as well as in the inter- 
est margin (Figures 16), displayed clear seasonal tendencies. 

operating expenses in- 
creased 

Operating expenses of the total banking sector increased by 10,2 per cent (1 999: 12,6 per 
cent) in 2000, mainly as a result of an increase of 8,4 per cent in total staff expenses, which 
accounted for about 48,5 per cent of total operating expenses. The increase in total staff 
expenses was, however, not due to an increase in the number of people employed. This is 
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confirmed by Figure 1 7, which graphically displays the percentage change (measured over 
a 12-month period) in total staff expenses, the number of people employed and the number 
of branches for the past three years. By the end of December 2000, employment in the 
banking sector had decreased by 2 per cent, and the number of branches had decreased 
by 6,8 per cent compared to the year before. 

FIGURE 16: PERCENTAGE POINT CHANGE IN INTEREST MARGIN 
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administrative expenses 
increased 

Growth in operating expenses was also due to an increase in administrative expenses. 
Compared to the previous year, administrative expenses increased by 12,6 per cent, from 
R11,2 billion to R12,7 billion. I 
FIGURE 17: GROWTH IN STAFF EXPENSES, NUMBER OF PEOPLE 
EMPLOYED AND NUMBER OF BRANCHES AND AGENCIES 
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increase in total income The increase in operating expenses (1 0,2 per cent) was more than offset by an increase of 
10,6 per cent in total income, contributing to a marginal improvement in the efficiency of 
the banking sector (see Figure 19) during the year under review. 

The efficiency of the banking sector can be determined by expressing operating expenses 
as a percentage of total income. Currently, the international benchmark for efficiency is 
60 per cent. In other words, banks that have an efficiency ratio of above 60 per cent are 
regarded as inefficient. The actual values of and the percentage growth in the deter- 
minants of efficiency are graphically displayed in Figure 18. 

FIGURE 18: DETERMINANTS OF EFFICIENCY 
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efficiency of the banking 
sector improved marginally 

Figure 19 reflects the efficiency of the South African banking sector for the past three 
years. After a strong improvement in efficiency (smoothed over a 12-month period) in 
August 1999 (60,2 per cent), the efficiency of the banking sector started to deteriorate 
gradually to 63,5 per cent in May 2000, before improving to 61,7 per cent in October 2000. 
Then, however, the efficiency of the banking sector again started deteriorating, and, by the 
end of December 2000, the efficiency ratio stood at 623 per cent. For the year as a 
whole, however, the efficiency of the banking sector improved marginally from 62,7 per 
cent in 1999 to 62,5 per cent in 2000. This is nevertheless a great improvement on the 
efficiency ratio of 64,l per cent recorded for the 1998 calendar year. 



FIGURE 19: EFFICIENCY 
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FIGURE 20: EFFICIENCY OF BANKING INSTITUTIONS ACCORDING 
TO ASSET SIZE 
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I banks with assets above 
R50 were the most 
efficient 

Figure 20 graphically displays the efficiency of the various categories (according to asset 
size) of banking institution for the year ended December 2000. The figure clearly shows 
that banks with assets above R50 billion in value were the most efficient in 2000, with an 
efficiency ratio of 48,9 per cent, followed by banks with assets above R1 billion, but below 
R10 billion, in value. The least efficient banks were those with asset values below R1 billion. 
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FIGURE 21: PROFITABILITY 
(1 2-month smoothed average) 
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The banking sector achieved a before-tax return equivalent to approximately 1 3  per cent 
of total assets (1999: 1,4 per cent) and an after-tax return equivalent to approximately 1,l 
per cent of total assets (1999: 1 per cent). The average before-tax return on equity for the 
year was 17,9 per cent (compared to 17,6 per cent in 1999) and an after-tax return of 
13,l per cent (compared to 13 per cent in 1999). 

The trends (calculated on the basis of a 12-month moving average) in return on equity 
(ROE) and return on assets (ROA) for the past three years are graphically displayed in 
Figure 21. After a marked deterioration in both the ROA and the ROE during the period 
from September 1999 until June 2000, the higher net income of banks recorded from June 
2000 improved both retums noticeably for 2000. Compared to the previous year, the net 
income (after tax) of the banking sector increased by 21,4 per cent. Factors contributing to 
this improvement in the net income of banks included a decrease of 18,6 per cent in bad 
debts written off against income, a decrease of 16,l per cent in specific provisions relating 
to loans and advances and an increase of 123  per cent in non-interest income. 

3.4 LIQUIDITY RISK 

An evaluation of liquidity-risk management involves an assessment of the level of compli- 
ance with the statutory liquid-asset requirements, an analysis of the short-term liquidity 
mismatch in terms of its size (in relation to total funding) and trend, an assessment of the 
sources of liquid funds available for funding such mismatches and a consideration of the 
volatility of funding sources available. The relationship between interest-rate risk manage- 
ment and liquidity-risk management also has to be borne in mind, since mismatches may 
develop in various future time bands because management has taken a specific view of 
future interest-rate movements. 

Statutory liquidity 
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average daily amount of li- 
quid assets held m c e ~ ~  
the statutory requirement 

The liquid-asset requirement is calculated on total liabilities less capital and reserves (here- 
inafter referred to as adjusted liabilities). As can be seen from an examination of Figure 22, 
the average daily amount of liquid assets held by the banking sector exceeded the statut- 
ory liquid-asset requirement throughout the year under review. Approximately 48,9 per 
cent (1999: 47,3 per cent) of the average daily amount of liquid assets held during 



adjusted liabilities were 
reduced 

slightly more volatile 

December 2000 consisted of stocks held in terms of section 19 of the Exchequer Act, 
whereas 43,4 per cent (1 999: 43,2 per cent) consisted of Treasury bills of the Republic and 
5,2 per cent (1 999: 6,6 per cent) consisted of short-term bills issued by the Land Bank. 

FIGURE 22: STATUTORY LIQUID ASSETS - ACTUAL VERSUS 
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Cash-management schemes managed on behalf of clients of banks increased by about 
0,8 cent after decreasing at 47,4 per cent in 1999. Set-off had increased by 46,4 per cent 
(measured over 12 months) as at the end of December 2000, and represented approx- 
imately 9,8 per cent (1 999: 7 3  per cent) of adjusted liabilities. This means that the adjusted 
liabilities, which are used for purposes of computing the liquid-asset and reserve-balance 
requirements, were reduced by 14,8 per cent (1999: 13,l per cent), or R110 billion (1999: 
R86,7 billion), because of the use, by bank clientele, of cash-management schemes and, as 
a result of set-off, of some asset balances against liabilities. 

Short-term liquidity mismatch 

An increase in the short-term liquidity mismatch could be a signal of the existence of a 
potential funding problem. Therefore, the evaluation of short-term liquidity-mismatch 
trends, as well as of the size thereof, over a period of time is designed to assess the poten- 
tial for funding problems being experienced in the short term. 

The short-term theoretical mismatch (see Figure 23) was slightly more volatile during most 
of 2000 than in 1999. Average monthly balances, computed on a quarterly basis, amount- 
ing to minus R150,9 billion, minus R151,6 billion, minus R164,8 billion and minus 
R156,5 billion were reported in respect of the quarters ended March 2000, June 2000, 
September 2000 and December 2000, respectively. 

For the month of December 2000, the short-term theoretical mismatch for the banking sec- 
tor stood at minus R160,2 billion (1 999: minus R156,7 billion), representing 19,6 per cent 
(1 999: 21,6 per cent) of total liabilities. 

I 
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FIGURE 23: SHORT-TERM LIQUIDITY MISMATCH 
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The anticipated short-term mismatch, as derived from the asset-and-liability committee 
(ALCO) models of banks for the month of December 2000, amounted to R76,2 billion 
(1999: R67,l billion), which was R84 billion (1999: R89,6 billion) less than the level of the 
theoretical mismatch at that time. 

Volatility of funding 

As at 31 December 2000, wholesale deposits (greater than R1 00 000) constituted 77,9 per 
cent (1999: 76,2 per cent) of total wholesale and retail deposits. This means that the bank- 
ing sector's reliance on wholesale deposits for funding increased slightly during 2000. 
Wholesale deposits, as a percentage of the total on-balance-sheet funding for December 
2000, represented 59,l per cent, as opposed to 593 per cent for December 1999. This 
marginal decrease indicates a fairly constant application of wholesale deposits for funding 
purposes by banks as a whole. 

fairly 
wholesale deposits 

application of 

I 

The aggregate amount of the 10 largest depositors of individual banks averaged R99,5 bil- 
lion (1999: R93 billion) during the year under review. Expressed as a percentage of the 
aggregate amount of total funding liabilities to the public, large depositors equalled 15 per 
cent (1999: 15,3 per cent) at the end of December 2000. Figure 24 reflects the trend in 
wholesale deposits and large depositors, expressed as a percentage of total funding. 

Figure 25 graphically displays the composition of wholesale deposits according to the 
anticipated maturity for the total banking sector for the period from January 1998 to 
December 2000. By the end of December 2000, wholesale deposits with a maturity of 0 to 
31 days accounted for 72,7 per cent of total wholesale deposits, compared to 756 per 
cent at the end of December 1999 and 74,4 per cent at the end of December 1998. 
Wholesale deposits with a maturity of 32 to 60 days (as a percentage of total wholesale 
deposits) remained unchanged at 10,9 per cent compared to December 1999, whereas 
wholesale deposits with a maturity of 61 to 91 days increased marginally from 6,4 per cent 
of total wholesale deposits by the end of 1999 to 6,9 per cent by the end of 2000. 
Wholesale deposits with a maturity of 92 to 181 days increased from 7 per cent (December 
1999) to 9 3  per cent (December 2000). 

58 



FIGURE 24: WHOLESALE DEPOSITS AND LARGE DEPOSITORS 
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FIGURE 25: COMPOSITION OF WHOLESALE DEPOSITS ACCORD- 
ING TO MATURITY 
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growh in maturity Structure Figure 26 displays the growth (measured over a period of 12 months) in the maturity struc- 
ture of wholesale deposits. The marked increase in the proportion of wholesale deposits of wholesale deposits 

with a maturity of 91 to 181 days referred to above can also clearly be seen in the growth of 
this category of deposit, as displayed in Figure 27. After reaching a lower turning point in 
May 2000, wholesale deposits with a maturity of 91 to 181 days grew markedly and, by the 
end of December 2000, had increased by 50,5 per cent (measured over a 12-month peri- 
od). Wholesale deposits with a maturity of 61 to 90 days displayed a fairly similar growth 
pattern. After reaching a lower turning point in July 2000, wholesale deposits with a maturi- 
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ty of 61 to 90 days increased by 4,3 per cent in August, followed by an increase of 22,2 
per cent in September 2000. Subsequently, however, growth in wholesale deposits with a 
maturity of 61 to 90 days moderated to 11,8 per cent in October 2000 and 3,9 per cent in 
November 2000, before increasing again to 19,4 per cent by the end of December 2000. 
Strong increases were also recorded in wholesale deposits with a maturity of 32 to 60 
days, especially during October 2000 (20,3 per cent) and November 2000 (252 per cent), 
following a decrease of 3,2 per cent in July 2000. Growth in short-term wholesale deposits 
remained moderate, and, by the end of December 2000, had increased by 6,8 per cent. 
Overall, it would thus appear that, during the second half of 2000 in particular, depositors 
favoured longer term deposits. 

depositors favour4 longer 
term deposits 

FIGURE 26: GROWTH IN WHOLESALE DEPOSITS ACCORDING TO 
MATURITY 
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Sources of liquidity 

main of funding 
short-term liquidity short- 
falls 

The management of liquidity risk entails ensuring that lines of funding are available to bridge 
short-term fluctuations in funding. The main sources of funding short-term liquidity short- 
falls have continued to consist of funding obtained through the accommodation facility of 
the South African Reserve Bank, bank deposits, irrevocable undrawn call facilities and 
other readily marketable securities. 

3.5 INTEREST-RATE RISK 

The statutory return uses dynamic sensitivity analysis to measure the impact, on the 
income statement, of yield-curve changes in the event of the repurchase-agreement (repo) 
rate increasing or decreasing by a percentage (which a bank, in terms of its ALCO model, 
considers to be a shock) and the bank not being able to restructure its balance sheet in the 
short term. 

Figure 27 reflects the extent of the effect, on capital and reserves, of an upward or down- 
ward interest-rate shock in the event of a bank not being able to restructure its balance 
sheet in the short term. It should, however, be noted that each individual bank itself deter- 
mines the size of the interest-rate change that the bank considers to be a shock. 

a 
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FIGURE 27: POTENTIAL EFFECT ON CAPITAL AS A RESULT OF A 
CHANGE IN THE REP0 RATE 
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3.6 MARKETRISK 

The form DI 420 requires a bank to report its net effective open position, after taking into 
account the effect of transactions in derivative instruments, based upon its exposures to 
assets in the equities, money, capital and commodities markets, as well as the aggregate 
net foreign-currency position. The bank is then required to indicate, based on its ALCO 
model, what its anticipated market-price movements pertaining to the above-mentioned 
markets are and to report the values at risk pertaining to these markets, based on such 
expected market movements. 

value at risk represents 
anticipated loss resulting 
from market movements 

The value at risk represents the anticipated loss resulting from market movements for a 
specified risk horizon or holding period. Therefore, the value at risk will increase when there 
is an increase in anticipated market movements (greater volatility in the market), assuming 
banks keep their portfolios unchanged. 

Figure 28 graphically depicts the aggregate of all banks' value-at-risk figures. Each bank 
bases its calculation of value at risk on its own set of assumptions. As can be seen from 
Figure 28, the value at risk remained stable at around R400 million for most of the year, 
even dropping below this level during the second half of 2000 (R347 million by the end of 
December 2000). 
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FIGURE 28: VALUE AT RISK 
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Turnover in derivatives 

Turnover in derivatives again fluctuated widely during the year, from approximately 
R322,4 billion in January 2000, to R524,7 billion in May 2000 and to R322,8 billion in 
December 2000 (see Figure 29). The last-mentioned amount is equivalent to 39,4 per cent 
of total assets. Growth in total turnover in derivative contracts dropped sharply in the mid- 
dle of the year and, in fact, decreased by 37,4 per cent in July 2000 (measured over a 12- 
month period). Subsequently, growth in total turnover in derivative contracts picked up 
markedly and increased by 20,4 per cent in October 2000, followed by an increase of 
23,5 per cent in November and 77,l per cent in December 2000. 

FIGURE 29: TURNOVER IN DERIVATIVE CONTRACTS 
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1 Unexpired derivative contracts 

Unexpired exchange-traded derivative c ntracts amounted to R645,6 billion in December 
2000 (December 1999: R287,3 billion), or 78,8 per cent of the banking sector's total assets 
(December 1999: 39,6 per cent). Average monthly balances, computed on a quarterly 
basis, were reported as R236,7 billion, R193,2 billion, R566,2 billion and R684,9 billion for 
the quarters ended March 2000, June 2000, September 2000 and December 2000, 
respectively. As at 31 December 2000, the total value of unexpired derivative contracts 
was R3 200,5 billion (December 1999: R2 074,5 billion), representing 390,7 per cent of 
total assets on that date (December 1999: 286,2 per cent of total assets). As at 
31 December 2000, over-the-counter traded derivatives accounted for 79,8 per cent 
(1999: 86,2 per cent) of all unexpired derivatives contracts. The influence on exchange- 
traded derivative contracts of the change in accounting practice in terms of Accounting 
Statement AC133 by one of the big four banks in September 2000 referred to earlier can 
clearly be seen in Figure 30. 

total value was R3 2oo,5 
billion 

FIGURE 30: UNEXPIRED DERIVATIVE CONTRACTS 
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3.7 CREDIT RISK 

Analysis of overdue amounts 

level of overdues, in 
absolute terms, remained 
high 

Figure 31 graphically displays, on a quar ?rly basis, the value of, and percentage change in, 
total overdues for the banking sector for the period from March 1998 to December 2000. 
After reaching a peak of 50,7 per cent (measured over 12 months) in March 1999, growth 
in total overdues moderated throughout 1999 and 2000. In fact, by the quarter ended 
December 2000, total gross overdues decreased by 2,4 per cent if measured over 12 
months, or 2,2 per cent on a quarter-to-quarter basis. Despite this marked slowdown in 
the growth of total banking-sector overdues on both an annual and a quarterly basis, the 
level of overdues, in absolute terms, remained high at R28,8 billion at the end of December 
2000, compared to R22,6 billion and R153 billion for the quarters ended December 1998 
and December 1997, respectively. 
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FIGURE 31: GROWTH IN TOTAL OVERDUES 
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net overdues as a percent- 
age of net qualifying capital 
and decreased 
markedly 

The ratio of net overdues (that is, gross overdues less specific provisions and general debt 
provisions) to net qualifying capital and reserves is used internationally to benchmark the 
extent of amounts overdue in a banking sector. Figure 32 displays this ratio for the past 
three years. As can clearly be noted from this figure, net overdues as a percentage of net 
qualifying capital and reserves decreased markedly during the past year. By the end of 
December 2000, the ratio was much healthier at 15,3 per cent than in the previous year. 

FIGURE 32: NET OVERDUES AS A PERCENTAGE OF NET QUALIFY- 
ING CAPITAL AND RESERVES 
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Expressed as a percentage of total loans and advances (see Figure 33), gross amounts 
overdue amounted to 4,3 per cent in December 2000 (December 1999: 4,9 per cent). The 
decrease in the amount of mortgage loans overdue (as a percentage of total mortgage 
loans) from September 1999 can clearly be noted in the figure. From September 1999 to 
December 2000, mortgage loans overdue as a percentage of mortgage loans and 
advances decreased from 6,7 per cent to 5,l per cent. lnstalment sales overdue (as a per- 
centage of total instalment sales) displayed a similar trend, decreasing from 5,4 per cent in 
June 1999 to 3,7 per cent in December 2000. Other loans and advances overdue (as a 
percentage of total other loans and advances) stabilised at a level of 4 per cent, after 
increasing strongly during most of 1999. 

FIGURE 33: COMPOSITION OF OVERDUES (AS A PERCENTAGE OF 
LOANS AND ADVANCES) 
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Figure 34 graphically displays an analysis of overdue accounts for the period from March 
1998 to December 2000, whereas Figure 35 displays the growth rates (measured over 12 
months) of the respective overdue accounts. By the end of December 1999, the gross 
amount overdue in respect of other loans and advances, which includes, amongst others, 
credit cards and personal loans, surpassed that of mortgage loans by approximately 
R933,3 million. Overdues in respect of other loans and advances still constitute the biggest 
portion of amounts overdue and, by the end of December 2000, exceeded mortgage 
accounts overdue by R3,4 billion. This trend is confirmed in Figure 36, which displays the 
percentage change in the respective overdue accounts over a 12-month period. lnstalment 
sales overdue, on the other hand, remained stable throughout 2000, at a level of about 
R3 billion. 

overdues in respect of 
other and advances 
constitute biggest portion 
of amounts overdue 

Since September 1999, growth in mortgage accounts overdue (Figure 35) moderated con- 
tinuously and, by the end of June 2000, had decreased at a rate of 4 3  per cent (measured 
over 12 months), followed by a further decrease of 7,9 per cent for the quarter ended 
September 2000 and an even more significant decrease of 11,6 per cent for the quarter 
ended December 2000. Growth in instalment accounts overdue had already started 
decreasing by the end of the first quarter of 2000 (13,l per cent), followed by a marked 
decrease of 24 per cent by the end of June 2000. Subsequently, the negative growth in 
instalment accounts overdue moderated somewhat and by the end of the year 2000, instal- 
ment accounts overdue had decreased by about 6,9 per cent. 
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absolute level of overdue 
accounts remained high 

Growth in overdues in respect of other loans and advances peaked by the end of 
December 1999, at a rate of 52,5 per cent. By the end of the quarter ended 31 December 
2000, growth in other loans and advances overdue moderated significantly to about 
7,2 per cent. As already stated, despite this marked slowdown in the growth of other 
loans and advances overdue, the absolute level of overdue accounts in general remained 
high and, therefore, a cause for concern. 

FIGURE 34: ANALYSIS OF OVERDUE ACCOUNTS 
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FIGURE 35: PERCENTAGE GROWTH IN OVERDUE ACCOUNTS 

Percentage Percentage 

40 

30 

80 80 

70 70 

60 

50 

40 

30 

20 

- 
- 

7 4  :lo -20 
-20 1 V 
-30 -30 

Mar Jun Sept Dec Mar Jun Sept Dec Mar Jun Sept Dec 

1998 1999 2000 - Mortgages - lnstalments - Other loans and advances 

66 



Maturity analysis of accounts overdue 

Figure 36 displays a maturity analysis of accounts overdue. As can clearly be seen from 
this figure, the majority of overdue accounts were more than three months overdue and 
represented approximately 81,8 per cent of total accounts overdue, compared to 78,6 per 
cent in 1999. It is encouraging to note that only 9,9 per cent of accounts overdue were 
less than 1 month overdue, compared to 12,3 per cent in the previous year. This implies a 
marked decline in new accounts overdue and a more noticeable effort by households to 
service debts. 

marked decline in new 
accounts overdue 

FIGURE 36: MATURITY ANALYSIS OF OVERDUE ACCOUNTS 
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significant drop in accounts 
more than three months 
overdue 

Figure 37 more clearly reflects changes in the maturity structure of overdue accounts by 
graphically displaying the growth rate (measured over 12 months) in the various categories 
of maturity. As can clearly be seen from this figure, accounts less than one month overdue 
decreased by about 21,2 per cent by the end of December 2000, following an increase of 
44,7 per cent in 1999. In absolute terms, this constituted a decrease of R764,4 million over 
a period of one year, evident mainly in respect of instalment accounts and other loans and 
advances. Of even more significance, however, was the drop in accounts more than three 
months overdue, from an increase of about 124 per cent in June 1999 to only 1 3  per cent 
by the end of December 2000. All the categories of overdue account contributed to this 
decrease in accounts more than three months overdue. 

Mortgage accounts more than three months overdue dropped from an increase of 
147,8 per cent in June 1999 to a decrease of 133 per cent by the end of December 2000, 
whereas instalment accounts overdue dropped from 124,2 per cent to a decrease of 2 per 
cent during this period. Other loans and 
to 16’4 per cent during the same period. 

advances overdue dropped from 102,9 per cent 
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provisioning remained more 
than adequate 

specific provisions by loan 
type 

FIGURE 37: GROWTH IN OVERDUE ACCOUNTS ACCORDING TO 
MATURITY 
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Provisioning policy for bad and doubtful loans and advances 

The adequacy of provisioning by banks is graphically displayed in Figure 38, clearly show- 
ing that despite the increase in overdue accounts during most of 1998 and 1999, and to a 
lesser extent in 2000, provisioning by banks remained more than adequate. By the end of 
December 2000, specific provisions had been made for about 46 per cent of all overdues, 
compared to 413 per cent in 1999, and provision had been made for about 18,l per cent 
by means of general debt provisioning (December 1999: 16,7 per cent). The remainder of 
overdues was covered by means of security. 

Specific provisions made at the end of December 2000, by loan type and expressed as a 
percentage of overdue amounts, were as follows: 

A Mortgages 

A lnstalment sales 

- 21,9 per cent (22,9 per cent on 31 December 1999). 

- 49,4 per cent (52 per cent on 31 December 1999). 

A Other loans and advances - 63,9 per cent (56,4 per cent on 31 December 1999). 

Figure 39 graphically displays the relation of total provisions to total gross overdues for the 
past three years. International practice suggests that actual provisioning (that is, specific 
and general debt provisioning) should cover at least 40 per cent of total overdues. Figure 
40 clearly indicates that provisioning by South African banks has not only remained more 
than adequate in terms of international practice, but improved on average from 55,9 per 
cent in 1999 to 61,4 per cent in 2000. 
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FIGURE 39: TOTAL PROVISIONS AS PERCENTAGE OF TOTAL OVER- 

I DUES 
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Large exposures 

The position regarding large exposures granted and utilised during the period from March 
1998 to December 2000 is illustrated graphically in Figure 40. Large exposures granted 
increased by 38,3 per cent during the year, from R498,9 billion (representing 839,6 per 
cent of net qualifying capital and reserves) as at 31 December 1999, to R690 billion (repres- 
enting 962,8 per cent of net qualifying capital and reserves) as at 31 December 2000. 

large exposures granted 
increased by 38,3 per cent 

FIGURE 38: ADEQUACY OF PROVISIONING 
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Overdues in respect of 
large exposures increased 
by 74,5 per cent 

84,4 per cent of assets 
earned a reasonable mar- 
gin 

aggregated net effective 
position amounted to 0,l 
per cent 

As from January 2001, the amended Regulations relating to Banks require large exposures 
granted not to exceed 800 per cent of capital and reserves, in line with the guidelines of the 
European Economic Community. In terms of these guidelines, those large exposures 
granted that exceed 15 per cent of capital and reserves should not exceed, in total, 
800 per cent of capital and reserves, and no single exposure should exceed 25 per cent of 
an institution's capital base. It should, however, be borne in mind that this refers only to 
large exposures to private-sector non-bank borrowers and that the total of the large expos- 
ures analysed in this report includes, amongst others, exposures to government and inter- 
bank settlements. 

Overdues in respect of large exposures increased by 743 per cent during the year under 
review, from R250,9 million in December 1999 to R437,7 million in December 2000, neces- 
sitating an increase of 158,4 per cent in specific provisions. Specific provision was thus 
made for about 74,4 per cent of overdues in respect of large exposures, and the remainder 
was covered by the value of security held by banks. 

FIGURE 40: LARGE EXPOSURES GRANTED AND UTILISED AS A 
PERCENTAGE OF CAPITAL 
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Quality of assets 

About 84,4 per cent of the banking sector's assets (December 1999: 83 per cent) earned a 
reasonable margin, 5,3 per cent (December 1999: 5,7 per cent) earned a small margin, and 
the remaining 10,3 per cent (December 1999: 1 1,3 per cent), which includes infrastructure, 
earned no margin (see Figure 41). 

3.8 CURRENCY RISK 

For the period under review, the net open position in foreign currency after hedging 
remained within the limit of 15 per cent of net qualifying capital and reserves. The aggreg- 
ated net effective position of individual banks, expressed as a percentage of net qualifying 
capital and reserves, amounted to 0,l per cent for December 2000 (December 1999: 0,3 
per cent). The position in foreign-currency instruments and the liquidity maturity structure of 
US dollar positions are shown in Figures 42 and 43, respectively. 
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FIGURE 41: ASSET PERFOM YCE 
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FIGURE 42: POSITION IN FOREIGN-CURRENCY INSTRUMENTS 
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FIGURE 43: LIQUIDITY-MATURITY STRUCTURE (US DOLLARS) 
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