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STANDARD BANK:
STILL LEADING THE
WAY IN AFRICA

In its recent 2023 full-year results, Africa’s largest financial
services provider, Standard Bank reported robust performance,
with headline earnings rising by 27% to R43 billion. This
growth was largely fuelled by the sustained momentum in
the group's African operations, where headline earnings rose
by an impressive 70% in constant currency terms. Notably,
while Africa Regions constitute 27% of Standard Bank's net
asset value, they contributed 42% to the group’s headline
earnings. This is significant given that just a decade ago,
Africa Regions accounted for just 12% of headline earnings
and were considered relatively immaterial within the

broader group.

Standard Bank's foray into Africa started with the acquisition of
a49% interest in Union Bank in Eswatini (formerly Swaziland)
in 1988. The group slowly continued to add to its exposure

through both acquisitions and organic expansion and currently

Graph 1: Standard Bank’s banking market shares across Africa
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has a presence in 19 sub-Saharan countries (excluding SA),
servicing more than 7.2 million customers. Notably, Standard
Bank has amassed a significant share of the banking market

across the region, as shown in graph 1.

Africa’s youthful demographic and developing economies
have attracted numerous local and global companies, yet
achieving a foothold has proven challenging for many. Among
local companies, the list of those striving to replicate their
domestic success across the continent is extensive, but the
list of successful endeavours is considerably shorter. Sasol,
Woolworths, Mr Price and Shoprite are a few examples of
companies that have encountered formidable obstacles in the
African operating landscape, marked by political instability,
hyperinflation, significant currency devaluation and regulatory
disputes. In this context, Standard Bank's achievements are

particularly noteworthy.
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PUNCHING ABOVE ITS WEIGHT

Standard Bank has not only established a presence across
Africa, but also a profitable one, with its return on equity
(ROE) in Africa Regions notably surpassing its ROE in
South Africa. It's worth noting that the cost of equity in
Africa Regionsis higher than in South Africa, necessitating
a higher ROE and the bank has managed to achieve this.

One of the competitive advantages stemmming from the
group’'s dominance in Africa is its Global Markets division,
which bridges the gap between African businesses and
international markets. Through Global Markets, the group
assists clients in trading foreign currencies, commmodities,
fixed income securities and equities. This division generates
trading income, included in the group’s non-interest revenue,
and notably is unaffected by interest rate changes or the
pressures on traditional banking fees and commissions.
In this way, Global Markets provides a valuable source of
income diversification. While trading income is inherently
volatile due to its dependence on client trading activity,
it has exhibited significant growth, with a compound
annual average of 14% over the past five years, surpassing
the traditional fee and commmission income growth rate of
2% over the same period. Consequently, Standard Bank's

Graph 2: Standard Bank’s return on equity by region
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Graph 3: Standard Bank’s trading revenue relative to peers
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trading revenue for 2023 eclipsed the combined trading
revenue generated by peers FirstRand, Absa and Nedbank,
as shown in graph 3.

VALUE NOT REFLECTED IN THE PRICE

Netinterest income, the primary driver of a bank's revenue,
is directly linked to interest rates. Therefore, banks benefit
from interest rate hikes as their net interest margins expand,
while margins contract when rates decline. The SA Reserve
Bank last raised rates in May 2023 and has since held the
repo rate steady. This suggests that we are approaching a
rate-cutting cycle rather than a continuation of rate hikes.

The onset of a rate-cutting cycle in SA and selected markets
across Africa is expected to be marginally negative for
Standard Bank and its peers. Consequently, we have seen
downward pressure on local banks' share prices as revenue
growth expectations align with heightened expectations of
rate cuts. According to our fair value assessments, Standard
Bank's share price offers value, trading at a price-to-book of
1.3x relative to a medium-term average of 1.7x. Furthermore,
based on historical data of the forward P/E of the JSE All
Share Index since 2010, Standard Bank not only appears
attractively priced relative to its own history, but also in
comparison to the broader market.
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Graph 4: Standard Bank appears attractively priced relative to the JSE ALSI
Standard Bank forward P/E relative to JSE ALSI
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AFRICA'S MOST VALUABLE BANK

While Africa has recently been Standard Bank's key earnings driver, history has shown that the region’s performance
can be accompanied with volatility. Recent macroeconomic concerns in Ghana, Egypt and Nigeria serve as reminders.
However, given Standard Bank's diverse exposure to 19 countries and its deep roots built over an extended period, we

expect this region to remain an earnings driver in the long term.

As the largest mortgage provider in SA and a leading financial services provider across Africa, Standard Bank plays a
crucial role in the continent’'s economic development and maturity. This positions the group well to consistently deliver
value for shareholders. It is therefore a key holding in the Private Clients Core Equity Model Portfolio, and we maintain an

overweight position due to its robust investment case.
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