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Growth supported by lower credit 

cost 

• Resilient net interest margin but fee income 

disappointed 

• Improving asset quality and solid capital position 

• The preferred pick among the Big-4 banks 

Investment thesis 
In choosing where to invest in China’s banking sector, 

our recommendation is to focus on quality core 

holdings. We think China Construction Bank (CCB) is 

such a choice because its strong balance sheet and, 

relatively low risk profile makes it more resistant to macro 

headwinds compared to its peers. 

Investment summary 
• Resilient net interest margin but fee income 

disappointed – CCB reported a solid growth in net 

profit and pre-provisions profit (PPOP) of +23% and 

+6% y/y respectively in 2Q21. Net profit growth was 

supported by lower credit cost which declined by 

about 27bps y/y. Net interest margin (NIM) stabilized 

sequentially (i.e. stayed flat q/q at 2.13% in 2Q21) and 

was better than its peers. Trading income increased 

by about 40% y/y. However, fee income growth 

decelerated to +4% y/y in 2Q21 (vs. +9% y/y in 1Q21) 

owing to a drag in bank card fees which stayed flat 

y/y.  

• Improving asset quality and solid capital position – 

Non-performing loan (NPL) ratio edged down 3bps 

q/q to 1.53%. Other leading indicators also 

highlighted an improvement in asset quality. NPL 

coverage ratio increased 7.5ppt q/q to 222%. 

Common Equity Tier 1 (CET1) ratio remained solid at 

13.2% despite about a 20bps drop q/q.   

• The preferred pick among the Big-4 banks – We view 

this is a set of positive results with NIM stabilization and 

improving asset quality. CCB remains as the preferred 

pick among the Big-4 banks on the back of solid 

earnings growth, strong balance sheet and 

undemanding valuation. Having said that, we 

maintain our preference to Chinese banks with a 
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Price performance chart 

 

Financial summary 

 

Key ratios  

 
Source: Bloomberg, Company, Internal estimates 

CNY bn 2020 2021E 2022E

Net interest income 575.9 549.3 549.3

Pre-provision profits 525.7 535.3 535.3

Distributable profits 271.1 243.4 243.4

EPS (RMB)                         1.1                     1.1                  1.1 

DPS (RMB)                         0.3                     0.3                  0.3 

% 2020 2021E 2022E

ROAA 0.9% 0.9% 0.9%

ROAE 11.8% 11.3% 11.1%

Net interest margin 2.4% 2.2% 2.1%

NPL rat io 1.6% 1.8% 1.8%

Core Tier-1 rat io 13.6% 13.0% 13.0%
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strong retail franchise which would be well positioned 

to benefit from the strong policy support in growing a 

sizeable middle class. Trading at 0.45x forward Price-

to-Book, which is at -2 s.d. to historical average, and 

offering 7.7% dividend yield, valuation is not 

demanding. We maintain our Fair Value estimate at 

HKD7.7, which is at -0.5 s.d. to historical average and 

implies 0.63x forward Price-to-Book.  

ESG updates 
• Strong governance policies and oversight – CCB has 

executive oversight of ethics issues, audits, and 

employee training on ethics standards. Its majority 

independent board, audit and pay committees 

continue to provide oversight of management. It has 

over half of its voting rights controlled by the 

government. The bank has also faced regulatory 

scrutiny and numerous penalties over alleged 

deficiencies in its loan business, information security 

breach, and insufficient internal control. 

• In 2019, the inclusive finance loans issued by the bank 

totaled around USD138bn, a 173% annual increase, 

representing around 6.6% of its total loans. Also, CCB 

reported new loan products targeting small and 

micro businesses, and fintech investments, 

accounting for 2.6% of its operating income; this may 

expand its reach for financial inclusion. 

• CCB applies risk monitoring and control for 

environmental and social risks in its credit process and 

customer system. In 2019, CCB issued USD1bn and 

EUR500mn green financial bonds. At the end of 2019, 

the company had USD168bn in balance of green 

loans, which were granted to clean transportation, 

clean energy, energy conservation, and emission 

reduction 

Potential catalysts 
• A less-than-expected slowdown in 

macroeconomic growth, particularly in rural 

areas 

• Further improvement in asset quality 

• Better-than-expected stabilisation in net interest 

margin trend 

Investment risks 
• Weaker-than-expected growth in China’s rural 

economy  

• Keen competition from other financial institutions 

and loss of deposit market share 

• Higher-than-expected operation costs and 

funding costs 

• Further contraction in fee income growth 
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Valuation analysis 

 

Source: Bloomberg 

 

 

 

Price/Earnings chart 

 

Source: Bloomberg 

Price/Book chart 

 

Source: Bloomberg 
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Company overview (as of 31 December 2020) 

Company description 

China Construction Bank (CCB) is the second largest commercial bank and one of the Big Four state-owned 

banks in China. It was the first among the Big Four to be listed in Hong Kong in 2005. A full-service, nationwide 

franchise, CCB employs more than 300,000 people, and operates more than 14,000 branches. The extensive 

network enables CCB to compete for both retail customers and large corporate clients on its capability of 

providing coordinated, nationwide services. 

 

 

 

 

 

FY20 revenue breakdown  

Source: Bloomberg  

FY20 pretax income breakdown 

 

Source: Bloomberg 

Net interest margin 

 
Source: Company data 

Dividends per share 

 

Source: Bloomberg 
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Company financials  

 

Source: Bloomberg 
 



 

 

 

 
Important disclosures 

ANALYST DECLARATION:   

The analyst(s) who prepared this report certifies that the opinions contained herein accurately and exclusively reflect his 
or her views about the securities of the listed entity, and that he or she has taken reasonable care to maintain 
independence and objectivity in respect of the opinions herein. 

The analyst(s) who wrote this report does not hold any financial interests in the listed entity. The analyst’s/analysts’ 
connected persons do not hold any financial interests in the listed entity. 

The analyst(s) does not receive compensation directly or indirectly related to the inclusion of specific recommendations 
or views in this report. The reporting line of the analyst(s) is separate from and independent of the business solicitation or 
marketing departments of Oversea-Chinese Banking Corporation Limited (“OCBC Bank”) Group. 

The analyst(s) or his/her associate confirms that he or she does not serve as directors or officers of the listed entity, and 
the listed entity or other third parties have not provided or agreed to provide any compensation or other benefits to the 
analyst(s) in connection with this report. 

DISCLAIMER FOR RESEARCH REPORT 

This report is solely for information and general circulation only and may not be published, circulated, reproduced or 
distributed in whole or in part to any other person without the written consent of OCBC Investment Research Private 
Limited (“OIR” or “we”). This report should not be construed as an offer or solicitation for the subscription, purchase or sale 
of the securities mentioned herein or to participate in any particular trading or investment strategy. Whilst we have taken 
all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of 
publication, we cannot guarantee its accuracy or completeness, and you should not act on it without first independently 
verifying its contents. Any opinion or estimate contained in this report is subject to change without notice. We have not 
given any consideration to and we have not made any investigation of the investment objectives, financial situation or 
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability 
whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the 
suitability of the securities mentioned herein, taking into consideration your investment objectives, financial situation or 
particular needs, before making a commitment to invest in the securities. In the event that you choose not to seek advice 
from a financial adviser, you should consider whether investment in securities and the securities mentioned herein is 
suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OIR, 
OCBC Securities Private Limited (“OSPL”) and their respective connected and associated corporations together with their 
respective directors and officers may have or take positions in the securities mentioned in this report and may also perform 
or seek to perform broking and other investment or securities related services for the corporations whose securities are 
mentioned in this report as well as other parties generally. There may be conflicts of interest between OCBC Bank, BOS, 
OIR, OSPL or other members of the OCBC Group and any of the persons or entities mentioned in this report of which OIR 
and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement. 

The information provided herein may contain projections or other forward looking statements regarding future events or 
future performance of countries, assets, markets or companies. Actual events or results may differ materially. Past 
performance figures are not necessarily indicative of future or likely performance. 

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the 
message enclosing the report (or responsible for delivery of the message to such person), you may not copy or deliver 
the message and/or report to anyone. Opinions, conclusions and other information in this document that do not relate 
to the official business of OCBC Bank, BOS, OIR, OSPL and their respective connected and associated corporations shall 
be understood as neither given nor endorsed. 

RATINGS AND RECOMMENDATIONS: 

- OIR’s technical comments and recommendations are short-term and trading oriented. 

- OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment horizon.  

- As a guide, OIR’s BUY rating indicates total expected returns (excluding dividends) in excess of 10% based on the 
current price; a HOLD rating indicates total expected returns (excluding dividends) within +10% and -5%; a SELL rating 
indicates total expected returns (excluding dividends) less than -5%. For REITs and Business Trusts, total expected returns 
including dividends apply. 

-  For companies with market capitalisation of S$150m and below, OIR’s BUY rating indicates total expected returns 
(excluding dividends) in excess of 30%; a HOLD rating indicates total expected returns (excluding dividends) within a 
+/-30% range; a SELL rating indicates total expected returns (excluding dividends) less than -30%. For REITs and Business 
Trusts, total expected returns including dividends apply. 
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