Nedbank Retail set to target youth, restructure home loans in bid to return to profitability

Nedbank Retail said it would target the youth, entry-level banking and restructure its home loans as part of a broad strategy to make the loss-making unit profitable in the medium term. 
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Nedbank Retail said it would target the youth, entry-level banking and restructure its home loans as part of a broad strategy to make the loss-making unit profitable in the medium term.

‘‘Economic profit’’ has been a foreign concept at Nedbank Retail for a couple of years now.

In a document titled ‘‘Charting a new path to sustainable, profitable growth for Nedbank Retail’’, the bank says it will start delivering client-centred banking experience to lure clients.

The new plan is said to have received the blessings of the Nedbank board and parent Old Mutual. Asked if a turnaround strategy was strategic and if the bank still had a ‘‘For Sale’’ board on its head, group managing executive for retail and business banking Ingrid Johnson said if there was ever a change in shareholding it would not necessarily impact the turnaround plan.

One of the major challenges gripping Nedbank Retail by the neck is home loan impairments. A 2009 review of Nedbank Retail shows impairments rose 35,7% to R4,9 billion in the period. The credit loss ratio grew to 3,08% versus 2,47% in 2008, driven mainly by home loans. Defaulted advances increased by 58,5% in 2008.

‘‘Nedbank in 2007 should not have been lending at the prices that they did,’’ Johnson said, pointing to the fact that a lot of home loans were mispriced.

To detox the home loans division Nedbank says restructuring will allow for sound risk management. Johnson said before home loans are offered stress tests will be employed to avoid an orgy of problems, should the interest rate cycle peak and make it unbearable for the client to pay.

For struggling clients the bank will explore increasing the mortgage term to lower repayments. The bank will also avoid the cowboy mentality of ‘‘quick to repossess’’. If clients are in arrears for three months, the bank will consider extending the term of the loan by three months. But if the situation looks unbearable the bank says it will advise customers to sell the property before the situation gets dire.

Johnson said the bank will avoid a situation where a segment like home loans leads to the implosion of the whole retail unit. She said the bank would unlock transactional activity by acquiring more clients. However, she declined to comment whether, going forward, home loans’ contribution to the earnings of the retail unit would fall. 

According to research, Nedbank has about 17% market share in the home loan market, the smallest among the Big Four banks. But it is the second biggest in motor finance after WesBank.

Another strategy to make the retail unit sustainable will include investing in youth and entry-level market with a distinctive low-cost offering, as the bank has noticed how hard it is to capture a client to join Nedbank after the age of 25 years. At the youth level the bank will also try and sell student loans.

‘‘We have to catch the youth early ... You’ve got to capture them at the initial point of choice of banking ... To be relevant in 10  years we have to focus on future growth,’’ Johnson said. She added that Nedbank would have to infiltrate the parent too, as young people’s bank choices were influenced by them.

In addition, Nedbank Retail says it will offer a differentiated small business services offering. The bank wants to have an offering that will bank the business, the entrepreneur and employees. Nedbank believes that in the past it has alienated a lot of potential customers capable of adding value to the bank.

The bank notes in the period 1994-1998 it positioned itself as a bank for wealthier clients and businesses with stronger focus. Perceived lower-value clients were “forcibly” moved to the then Nedbank-aligned Peoples Bank. A multi-brand strategy duplicated infrastructure and weakened the Nedbank brand. About 2m clients were dislocated and 700 000 client accounts closed.

The plan now is to move away from a product focus to a client focus. Johnson added Nedbank would take advantage of a rising middle class and 5m new entrants likely to enter the formal banking market in the next ten years. At a senior market level Nedbank believes 1,4m people will enter the segment in ten years’ time.

The bank said its branches received about 100 000 clients per month for personal loans, but the bulk was turned away. The strategy now is to offer clients not only a personal loan, but other transactional products.

The personal loan division wants 70% of its branches to have ATMs.
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