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China Banking Sector

Assessing 2019-nCoV’s impact (ll) — Delay in compliance of
Asset Management Rule?

Given mounting economic downside and authorities’ policy reaction post nCoV
outbreak, we see rising probability for further extension in transition period of
the Asset Management Rule. If confirmed, it would greatly ease China banks’
regulatory pressure and give a boost to earnings growth, thereby supporting a
valuation recovery.

Slower-than-expected WM business transformation. Two key purposes
of the Asset Management Rule are: 1) removing implicit guarantee on
WMP’s return through issuance of net-worth product, and 2) reducing
liquidity risks through restriction on non-standard asset investment and
maturity mismatch. From 2017 to 1H19, banking sector saw a muted
growth in WMP balance, of which non-principal guaranteed products
amounted to RMB 22.18tn as of 1H19 (vs RMB 22.04tn as of 2018 and
RMB 22.17tn as of 2017). However, the proportion of net-worth products
was merely 35.6% as of 1H19 (vs 27% as of 2018 and 15% as of 2017).
We forecast the ratio to reach 70% at most by end-2020.

Deadline for compliance is likely to be postponed again. The transition
period of Asset Management Rule was originally set for 19 months (till Jun
2019) in PBoC’s consultation paper in Nov 2017. It was subsequently
extended to end-2020 in finalized regulation in Apr 2018. Given still large
asset scale and relatively long maturity, authorities recently suggested
some flexibility in compliance, should certain banks fail to meet target
before the deadline. However, considering increased macro downside
pressure due to nCoV, we believe a sector-wide extension in transition
period is very likely. Detailed plan might be announced soon, according to
CBIRC official’'s reply to media inquiries during State Council’'s press
conference on 7 Feb.

Potential boost to banks’ non-interest income. After continued business
reshape in past years, WM fee only accounted for 2-3% of 1H19 revenue
for banks under our coverage. However, some banks began to observe a
bottoming-out trend in recent quarters. The kick-off in operation of WM
subsidiary will also underpin the recovery of fee income going forward. Our
sensitivity analysis suggested: 1) 1.2%/1.7% FY20/21E earnings upside
from 20%/10% growth in WM fee in the next two years, assuming transition
period of the Asset Management Rule is extended by one year to end-2021;
2) 1.8%/3.1% FY20/21E earnings upside from 30%/20% growth in WM fee,
should transition period is deferred to end-2022.

Maintain Outperform. A/H-share China banks currently trade at attractive
FY20E P/B of 0.75x/0.65x. We believe marginal easing in the Asset
Management Rule, as part of the countercyclical measures post nCoV,
would notably reduce banks’ difficulty in transforming existing business,
therefore boosting market sentiment towards the sector. Reiterate BUY on
PAB (000001 CH) for above-peers retail exposure. We also like CEB
(6818 HK) given its first-mover advantage in WM subsidiary among joint-
stock banks.
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Figure 1: Banking sector’s outstanding WMP Figure 2: Individual banks’ proportion of net-worth WMP
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Figure 3: Individual banks’ WMP balance (1H19) Figure 4: Contribution of wealth management fee (1H19)
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Figure 5: Earnings sensitivity to changes in wealth management fee growth

1H19 WM fee 20%/10% growth of WM fee in FY20/FY21 30%/20% growth of WM fee in FY20/FY21
Company as % of total revenue FY20E FY21E FY20E FY21E
ICBC 2.3% 0.9% 1.4% 1.4% 2.5%
CCB 2.2% 0.9% 1.3% 1.3% 2.4%
ABC 1.6% 0.7% 1.1% 1.1% 1.9%
BOC 1.4% 0.7% 1.0% 1.0% 1.7%
BoCom 2.4% 1.1% 1.7% 1.7% 2.9%
CITICB 2.7% 1.6% 2.3% 2.4% 4.0%
MSB 3.0% 1.5% 2.3% 2.3% 4.0%
CEB 3.3% 1.8% 2.6% 2.7% 4.5%
PAB 2.7% 1.7% 2.4% 2.6% 4.2%
Average 2.4% 1.2% 1.7% 1.8% 3.1%

Source: Company data, CMBIS
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Figure 6: Valuation summary
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ICBC 1398 HK 5.42 7.50 BUY 0.70 0.64 5.6 5.3 5.4% 5.7% 13.1% 12.6%
CCB 939 HK 6.28 9.10 BUY 0.68 0.62 5.3 5.0 5.7% 6.0% 13.3% 12.8%
ABC 1288 HK 3.05 4.70 BUY 0.55 0.51 4.6 4.3 6.7% 7.1% 12.6% 12.2%
BOC 3988 HK 3.12 4.60 BUY 0.50 0.46 45 4.3 6.9% 7.2% 11.5% 11.1%
CITICB 998 HK 4.20 5.90 BUY 0.42 0.39 3.9 35 7.0% 7.7% 11.4% 11.6%
CEB 6818 HK 3.31 4.90 BUY 0.49 0.45 4.3 3.9 6.1% 6.7% 12.0% 12.1%
BoCom 3328 HK 5.05 6.20 HOLD 0.49 0.45 45 4.3 6.9% 7.3% 11.3% 11.0%
MSB 1988 HK 5.47 6.30 HOLD 0.48 0.44 4.1 3.8 7.5% 8.0% 12.3% 12.0%
PSBC 1658 HK 5.05 - NR 0.78 0.71 6.4 5.8 4.6% 5.2% 12.3% 12.4%
CMB 3968 HK 38.40 - NR 1.49 1.33 9.6 8.5 3.1% 3.5% 16.6% 16.5%
Average 0.71 0.65 5.6 5.2 5.7% 6.1% 13.0% 12.7%
A-share

ICBC 601398 CH 5.42 7.80 BUY 0.78 0.71 6.3 5.9 4.9% 5.1% 13.1% 12.6%
CCB 601939 CH 6.62 9.40 BUY 0.79 0.72 6.3 5.9 4.9% 5.1% 13.3% 12.8%
ABC 601288 CH 3.39 5.10 BUY 0.68 0.63 5.7 54 5.4% 5.7% 12.6% 12.2%
BOC 601988 CH 3.50 5.00 BUY 0.63 0.58 5.7 54 5.5% 5.8% 11.5% 11.1%
CITICB 601998 CH 5.54 7.30 BUY 0.62 0.57 5.7 5.1 4.7% 5.2% 11.4% 11.6%
CEB 601818 CH 3.78 5.60 BUY 0.63 0.57 55 5.0 4.8% 5.3% 12.0% 12.1%
PAB 000001 CH 14.50 21.30 BUY 1.03 0.92 9.7 8.0 1.0% 1.3% 11.7% 12.1%
BoCom 601328 CH 5.23 6.50 HOLD 0.56 0.52 5.2 4.9 6.0% 6.3% 11.3% 11.0%
MSB 600016 CH 5.86 7.00 HOLD 0.57 0.52 4.9 4.6 6.3% 6.7% 12.3% 12.0%
PSBC 601658 CH 5.51 - NR 0.96 0.87 7.7 6.8 3.8% 4.4% 12.9% 13.5%
CMB 600036 CH 35.10 - NR 151 1.35 9.7 8.5 3.1% 3.5% 16.5% 16.6%
Average 0.82 0.75 6.6 6.0 4.7% 5.0% 13.0% 12.7%

Source: Bloomberg, CMBIS estimates
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BUY : Stock with potential return of over 15% over next 12 months
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SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to make their own
investment decisions.
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or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest
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reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS
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other publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and
analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or
views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships
with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this
report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
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