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Stocks covered 
 

Ticker Rating 
TP 

(LC) 
Upside 

1658 HK BUY 8.40 29% 

939 HK BUY 8.10 38% 

600000 CH HOLD 9.34 14% 

601229 CH BUY 9.04 34% 

3618 HK HOLD 2.8 -10% 

601577 CH HOLD 8.32 5% 

601658.SH BUY 7.07 24% 

601939.SH BUY 7.5 20% 

601077.SH HOLD 3.6 -11% 

Source: CMBIGM estimates 
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25 bps cut on RRR is below the consensus of 50 bps. In addition, 1Q22 loan data 

indicates more headwind ahead. Regulators highlight that state-owned banks 

should lower provision coverage to maintain appropriate profit growth. High 

provision SOEs is expected to outperform in FY22. Maintain overweight on 

banking sector, top pick is PSBC (1658 HK), BUY PSBC with a target price of 

HK$8.40. 

 On 15 Apr 2022, PBOC announced a much-anticipated cut of its RRR to shore 

up its slowing economy amid growing headwinds. PBOC would cut the 

reserve requirement ratio (RRR) for all banks by 25bps, for small commercial 

banks and selected rural lenders will benefit from a further reduction of 25bps, 

releasing about RMB 530b in long-term liquidity, effective from 25 April 2022. 

The weighted average RRR for financial institutions will be lowered to 8.1% 

after the cut. The PBOC said the latest RRR cut would boost the long-term 

funds for banks, enabling them to step up support for industries and firms 

affected by COVID-19 outbreaks, and lower costs for financial institutions. The 

cut will help banks save RMB 6.5bn on the cost; the saved cost will translate 

to lower interest rate to help real economy. The PBOC will continue to keep 

liquidity broadly stable, while closely watching inflationary trends and policy 

changes made by developed countries. 

 The RRR announced on Friday marks the third reserve cut in the current 

easing cycle, following 50 bps cuts in Jul 2021 and Dec 2021. It had been 

widely expected after China's cabinet said on Wednesday (13 Apr 22) that 

monetary policy tools should be used in a timely way to bolster growth. 

Although this will help nudge down bank lending rate, the reserve cut alone 

will have little impact to boost growth. In our view, we need more RRR and 

LPR cuts to stimulate the economy. As the headwind build, government’s 5.5% 

GDP growth target in 2022 may now be hard to achieve without more 

aggressive stimulus measures. We continue to anticipate additional rate 

reduction in the near future, placing pressure on banks' net interest margins 

in 2022.  

 Maintain OVERWEIGHT on banking sector and BUY on PSBC (1658 HK) 

as our top pick. We roll over valuation basis to YE22 and lift target price to 

HK$8.40 accordingly. Our TP implies 0.91x 2022E and 0.85x 2023E P/B. The 

stock is trading at 0.72x/0.66x FY22/23E P/B, almost equivalent to -1SD of 3-

yr historical mean (0.82x P/B).  

Valuation Table 

Name Ticker 
Mkt 
Cap 

Rating 
Closing 

price 
TP 

(LC) 
Upside P/E P/B Yield 

PSBC 1658 HK 618  BUY 6.51 8.40 29% 5.7 0.7 5.3% 

CCB 939 HK 1,489  BUY 5.86 8.10 38% 3.9 0.4 7.7% 

SPDB 600000 CH 240  HOLD 8.15 9.34 14% 4.2 0.4 6.5% 

BOSH 601229 CH 97  BUY 6.75 9.04 34% 3.9 0.5 7.3% 

CQRC 3618 HK 34  HOLD 3.10 2.80 -10% 2.7 0.2 10.9% 

BOCS 601577 CH 33  HOLD 7.93 8.32 5% 4.0 0.6 6.3% 

Source: CMBIGM estimates based on 2022E earnings. Closing price @15 Apr, Mkt cap (LC bn) 
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High provision banks will outperform 

https://www.cmbi.com/article/6173.html?lang=cn
https://www.cmbi.com/article/6396.html?lang=cn
https://www.cmbi.com/article/6411.html?lang=cn
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In terms of regulators’ comments on provision strategy, because regulators 

highlighted that tolerating increasing NPL ratio and appropriate decline on 

provision coverage, we think allowance to total loan ratio and provision coverage 

ratio should not be less than 2.5% and 150% (regulator suggested level). We did 

sensitivity analyst on earnings change under the scenario of 50 bps and 100 bps 

cut on allowance on total loan ratio. Based on our analysis, PSBC and ABC are 

more sensitive to the ratio cut, meanwhile BOC and BoComm do not have too 

much capacity to release their “reserved profit” from provision. 

 

Figure 1: Impacts from changes on provision strategy 

  
Allowance to total 

loan 

Earnings 
released (RMB 

m) 

As % of FY21 net 
profit 

Provision 
coverage 

  
cut 50 
bps 

cut 100 
bps 

cut 50 
bps 

cut 100 
bps 

cut 50 
bps 

cut 100 
bps 

cut 50 
bps 

cut 100 
bps 

ICBC 2.50% 2.50% 65,102  65,102  18.7% 18.7% 184% 184% 

CCB 2.90% 2.50% 70,529  126,953  23.3% 42.0% 213% 192% 

ABC 3.80% 3.30% 64,407  128,813  26.7% 53.4% 274% 247% 

BOC 2.50% 2.50% - - - - - - 

BoComm 2.50% 2.50% - - - - - - 

PSBC 2.93% 2.50% 24,203  45,017  31.8% 59.1% 373% 333% 

Source: Company data, CMBIGM estimates 
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