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Investment summary 

HK banks’ recent quarterly results highlighted some encouraging signs of improving revenue outlook with loan 

growth and fee income came in better than expected. Having said that, net interest margin (NIM) contracted 

further in 1Q21. 1-month HIBOR weakened further into 2Q21 and dropped 4bps vs. the average of 14bps in 

1Q21, suggesting there could be some more downward pressure on NIM. Banks’ management, in general, is 

guiding NIM would under some pressure but should stabilize thereafter, with headwinds from rates to be offset 

by funding repricing and increased loan growth. 

In general, HK banks’ loan growth are better than market expectation. Standard Chartered Bank (SCB, 2888 

HK) and Bank of China HK (BOCHK, 2388 HK) had stronger than expected loan growth at +4% q/q, 

outperforming HK system loan growth of +2.8% q/q in 1Q21. Going forward, the global recovery and spillover 

credit demand from Mainland China should be supportive to loan growth. 

Fee income beat market expectations and was supported by income from wealth management. Revenue 

from wealth management accounts for around 10-20% of HK banks’ total revenue. HSBC (5 HK / HSBA LN) 

and SCB reported a strong growth in wealth management revenue and increased by +65% y/y and +21% y/y 

respectively in 1Q21. Looking ahead, both HSBC and SCB expects revenue from wealth management could 

maintain at double-digit growth in the near-term. 

Regulators in the Greater Bay Area (GBA) jointly announced a consultation paper in early May regarding 

Wealth Management Connect pilot scheme in the GBA. We expect the scheme would be able to launch 

June or 3Q21. We believe the initiative would be positive for HK banks to expand their product distribution to 

a broader customer base and a. Additional revenue contribution from Wealth Connect should grow over 

time. HK and China banks with broad product offerings and a strong presence and distribution capability in 

the GBA would be key beneficiaries, in our view.  

We maintain our positive view on HK banks. Revenue is expected to improve gradually, with NIM close to 

trough and loan growth picking up. HK banks should be one of the key direct beneficiaries of rising inflation. 

Looking ahead, potential catalysts would include border opening and increased payout ratio. With reduced 

regulatory pressure and a strong capital position, it provides buffer for potential upward revision in payout 

ratios. Despite some 23% share price increase year-to-date, valuation of HK banks as a sector is not 

demanding and is trading at 12x forward P/E, 0.9x forward P/B and offering around 4% forward dividend yield. 

We prefer HSBC among HK international banks and BOCHK among HK domestic banks. 

Exhibit 1: Focus stocks  

 

Source: Bloomberg, internal estimates; share price as of 31 May 2021  

Company Ticker Current Potential Dividend ESG

price (l.c.) Rating FV(l.c.) upside yield Rating

Bank of China HK 2388 HK Financials 28.1 Hold 30.7 9.4% 4.3% AA

Hang Seng Bank 11 HK Financials 161.2 Hold 167.0 3.6% 3.6% AA

HSBC 5 HK Financials 49.3 Hold 54.0 9.5% 3.5% AA

HSBC HSBA LN Financials 455.3 Hold 496.0 8.9% 3.5% AA

Standard Chartered Bank 2888 HK Financials 56.2 Hold 59.0 5.0% 2.7% AA
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Some encouraging signs have emerged 

HK banks’ 1Q21 results highlighted some encouraging signs of improving revenue outlook with loan growth 

and fee income came in better than expected. Having said that, net interest margin (NIM) contracted further 

in 1Q21. However, NIM of HK international banks, like HSBC (5 HK: Hold, fair value HKD54 / HSBA LN: Hold, fair 

value GBp496) and Standard Chartered (SCB, 2888 HK: Hold, fair value HKD59), was more resilient than HK 

domestic banks with HSBC group NIM -1bp q/q and SCB NIM -4bps q/q in 1Q21. Bank of China HK’s (BOCHK 

2388 HK: Hold, fair value HKD30.7) 1Q21 NIM contracted further by 5bps q/q to 1.11%. HSBC Asia Pacific’s NIM 

declined 2bps q/q and HSBC HK NIM was likely to have contracted more as HK net interest income declined 

4% q/q in 1Q21. 

Net interest margin close to trough 

1-month HIBOR weakened further into 2Q21 and dropped 4bps vs. the average of 14bps in 1Q21, suggesting 

there could be some more downward pressure on NIM. Banks’ management, in general, is guiding NIM would 

under some pressure but should stabilize thereafter, with headwinds from rates to be offset by funding 

repricing and increased loan growth. More specifically, HSBC management has conservatively guided net 

interest income would be at a similar level to 1Q21 in the coming three quarters.  

Exhibit 2: banks’ NIM 

Source: company data 

Exhibit 3: 1-month HIBOR edging down 

Source: Bloomberg 

Better-than-expected asset quality 

Asset quality was better than expected with both HSBC and SCB reported expected credit loss (ECL) reversals. 

Both HSBC and SCB highlighted a better outlook guidance on ECL and revised their loan losses guidance in 

2021e to be sub-historical average levels. HSBC expects a potential of an earlier than expected normalization 

of earnings, it would be positive to share price performance in the near-term. BOCHK also reported very low 

loan loss ratios of 8bps in 1Q21.  

Better loan growth outlook 

In general, HK banks’ loan growth are better than market expectation. SCB and BOCHK had stronger than 

expected loan growth at +4% q/q, outperforming HK system loan growth of +2.8% q/q in 1Q21. HSBC was 

relatively behind with a flat sequential loan growth. Having said that, management noted that growth outlook 

has improved and revised up loan growth outlook from low-single digit to mid-single digit owing to continued 

strong mortgage demand in HK and UK, and commercial loans momentum picking up in Asia. For HK 

international banks (i.e., HSBC and SCB), loan growth in HK or Asia was the stronger than other countries 

and/or regions. The strength in HK loan growth was supported by an improved GDP outlook with HK GDP rose 

7.8% y/y (or 5.3% q/q) in 1Q21, mainly driven by very strong growth of exports. Going forward, the global 

recovery and spillover credit demand from Mainland China should be supportive to loan growth. 
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Exhibit 4: HK loan & deposit growth, y/y% 

Source: HKMA, Bloomberg 

Exhibit 5: HK loan & deposit growth, q/q% 

Source: HKMA, Bloomberg 

Robust fee income  

Fee income beat market expectations and was supported by income from wealth management. Revenue 

from wealth management accounts for around 10-20% of HK banks’ total revenue. HSBC and SCB reported 

a strong growth in wealth management revenue and increased by +65% y/y and +21% y/y respectively with 

strength was seen across brokerage, mutual funds and asset management. Income from insurance also 

rebounded from a low base. With the average daily turnover in HK Stock Exchange moderated to HK$154bn 

in April-May, down 32% from the average in 1Q21, income from wealth management is expected to 

normalize sequentially. Looking ahead, HSBC expects its Asia wealth management revenue could grow at 

around 10% CAGR. The positive sentiment has been echoed by SCB with management expecting close to 

20% growth this year and a high-single-digit to low-double-digit growth over the longer term. 

Exhibit 6: HK banks’ fee income, y/y% 

Source: company data 

Exhibit 7: HK Stock Exchange average 

daily turnover  

Source: HKEX, Bloomberg 

Wealth Connect is around the corner 

Regulators in the Greater Bay Area (GBA) jointly announced a consultation paper in early May regarding 

Wealth Management Connect pilot scheme in the GBA. The scheme will comprise of Northbound (i.e., for HK 

and Macau residents to invest in onshore financial products, such as, NAV-based wealth management 

products (WMP) excluding cash management WMP), and Southbound (i.e., for eligible GBA residents to invest 

in offshore products) with a closed-loop currency conversion regime. Banks in HK and Macau will enter into a 

partnership with banks in Mainland China to distribute each other’s products. Under the pilot scheme, the 

maximum amount an individual can invest through wealth connect is RMB1mn with a net quota of RMB150bn 
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to control the capital flow in each direction capped at RMB150bn. We expect the Wealth Connect scheme 

could be launched in June or 3Q21. 

While the exact eligible products for Southbound have yet to be finalized by HK and Macau regulators, we 

expect the relatively lower-risk and simple structure products will be considered to start with, such as mutual 

funds, ETFs, bond market funds and money market funds. Eligible Southbound investor has to be GBA resident 

who has paid tax in GBA for a minimum of five years. It also requires the investors to be with a minimum of two 

years investment experience; a minimum financial gross asset and net assets monthly ending balance of  

RMB2mn and  RMB1mn respectively in recent three months. 

We believe the initiative would be positive for HK banks to expand their product distribution to a broader 

customer base and additional revenue contribution from Wealth Connect should grow over time. HK and 

China banks with broad product offerings and a strong presence and distribution capability in the GBA would 

be key beneficiaries, in our view. For HK banks, BOCHK has wide customer franchise on both sides and is well-

positioned to onboard eligible clients. HSBC has the largest mutual fund distribution market share in HK and 

comprehensive product offerings from asset management to insurance should be a key beneficiary. SCB 

could leverage on its recent investments in wealth management platforms. With limited presence in Mainland 

China, we believe HK banks would need to have onshore partners to strengthen their distribution. For Chinese 

banks, we believe Bank of China (BOC, 3988 HK: Buy, fair value HKD3.3), China Merchants Bank (CMB, 3968 

HK: Hold, fair value HKD70) and Ping An Bank (PAB, 000001 CH: Buy, fair value CNY27.5) would be potential 

key beneficiaries under Wealth Connect owing to their strong wealth management product design capability 

and strong retail banking franchise.  

Maintain our positive view on HK banks 

HK banks’ revenue is expected to improve gradually, with NIM close to trough and loan growth picking up. 

HK banks should be one of the key direct beneficiaries of rising inflation through the USD-HKD peg mechanism 

on NIM expansion as we have seen in previous cycles. The positive correlation between property rents and 

Consumer Price Index in HK also provides positive implications on asset quality. Looking ahead, potential 

catalysts would include border opening and increased payout ratio. Despite Hang Seng Bank (HSB, 11HK: 

Hold, fair value HKD167) was likely to have a double-digit earnings decline, its 1Q21 DPS stayed flat y/y at 

HK$1.1. HK banks maintained strong capital position with high common equity Tier-1 (CET1) ratios at 14%-16% 

in 1Q21 for HK international banks and at 16%-18% as of end-20 for HK domestic banks. With reduced 

regulatory pressure and a strong capital position, it provides buffer for potential upward revision in payout 

ratios. Despite some 23% share price increase year-to-date, valuation of HK banks as a sector is not 

demanding and is trading at 12x forward P/E, 0.9x forward P/B and offering around 4% forward dividend yield. 

We prefer HSBC among HK international banks and BOCHK among HK domestic banks. 

HSBC recently announced that it would dispose its US domestic mass retail banking business pending on 

regulatory approvals. The US Wealth and Personal Banking (WPB) business will be repositioned to focus on 

serving customers with international banking and wealth management needs, including Premier, Jade and 

Private Banking customers. The transaction is expected to close by 1Q22 and is estimated to generate a one-

off US$0.1bn of pre-tax loss and no further significant gain or loss thereafter. It is estimated that the disposal 

would have limited impact to HSBC group’s CET1 ratio given that risk-weighted assets related to the disposal 

are small. We believe the disposal could turn HSBC’s US WPB from loss-making to being profitable mainly from 

the reduction of operating cost associated with the closure of branches. 

Exhibit 8: Valuation summary  

 

Source: Bloomberg, internal estimates; share price as of 31 May 2021  

2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E

BOC HONG KONG HOLDINGS LTD (2388 HK) 11.4 9.9 1.0 0.9 4.3 5.2 9.3 9.8 

HANG SENG BANK LTD (11 HK) 18.4 16.4 1.7 1.7 3.6 4.0 9.9 10.9 

HSBC HOLDINGS PLC (5 HK) 12.2 10.7 0.7 0.7 3.5 4.4 5.0 6.3 

HSBC HOLDINGS PLC (HSBA LN) 12.2 10.7 0.7 0.7 3.5 4.4 5.0 6.3 

STANDARD CHARTERED PLC (2888 HK) 10.7 8.8 0.5 0.5 2.7 3.6 4.4 5.2 

Price/Book Dividend Yield (%) ROE (%)Price/Earnings
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Exhibit 9: HK banks’ CET1 ratios 

 
Source: company data 

Exhibit 10: HK banks’ forward dividend 

yield 

Source: company data, Bloomberg 

Exhibit 11: HK banks’ forward P/E (x) 

 
Source: company data, Bloomberg  

Exhibit 12: HK banks’ forward P/B (x) 

Source: company data, Bloomberg 

Exhibit 13: Price-Book vs. Return-on-Equity for HK banks  

 
Source: company data, Bloomberg  
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