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In-line results 

• In-line result but net interest margin headwind is likely 

to persist 

• Improving asset quality  

• Valuation is not demanding but lack of catalysts 

Investment thesis 
ICBC’s diversified business mix, strong balance sheet 

and high profitability makes it a quality bank within the 

sector that is more resilient to China’s moderating 

economic growth. 

Investment summary 
• In-line result but net interest margin headwind is likely 

to persist – ICBC reported an in-line 2Q21 result with 

net profit and pre-provisions operating profit (PPOP) 

rose 21% and 9% y/y respectively. Having said that, its 

net profit growth lagged behind its peers. Also, its 

PPOP growth was mainly driven by strong trading 

gain, which surged by 2.2x y/y to CNY6.5bn in 2Q21, 

primarily boosted by derivatives trading gain and is 

subject to higher volatility. Net interest margin (NIM) 

and fee income were under pressure with NIM edged 

down 3bps q/q to 2.1% in 2Q21due to lower asset 

yield. Fee income fell 0.5% y/y in 2Q21 (vs. +1.3% y/y 

in 1Q21) and was the lowest among its peers. The 

sluggish growth in fee income was mainly dragged by 

weakness in bank card business, offsetting the 

strength in agency and custody services. 

• Improving asset quality – Non-performing loans (NPL) 

ratio declined 4bps q/q to 1.54% in 2Q21, which was 

driven by the drop NPL ratios in retail and wholesale, 

construction and mining sectors. NPL coverage 

increased 8.5ppt q/q to 192%. While Common Equity 

Tier 1 (CET1) ratio dropped 39bps to 12.9%, capital 

position remained resilient.  

• Valuation is not demanding but lack of catalysts – 

Looking forward, it is expected asset yields to remain 

under pressure as regulator is promoting lower 

borrowing cost for the real economy while deposits 

are likely to face competition. Management is aiming 
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to improve asset mix and develop its wealth 

management ecosystem so as to maintain its NIM at 

a level better than its peers. Despite that ICBC posted 

an improvement in asset quality, the notable upticks 

in NPL ratio for the property sector (+197bps h/h in 

1H21) warrants a close monitor in the 2H. The stock is 

trading at 0.53x forward Price-to-Book, which is at -2 

s.d. to historical averages and is offering about 8% 

forward dividend yield. While valuation is not 

demanding, we believe positive catalysts are limited. 

We continue to prefer retail-focused banks within the 

Chinese banks sector, such as China Merchants Bank, 

and among the Big-4 banks, CCB remains as the 

preferred pick. We fine-tune our Fair Value estimate 

to CNY5.8 by rolling over our estimates and applying 

an updated valuation multiple of 0.67x forward Price-

to-Book, which is set at -1 s.d. to historical average. 

ESG updates 
• Increased focus on SME lending and talent 

management; challenges in risk controls – ICBC has 

strong talent management practices and sector-

leading growth of small/micro-loans in FY20. There has 

been marginal improvement in corporate 

governance. ICBC reported a total of CNY 203bn in 

impairment losses on assets in FY20 and this may 

indicate challenges related to product risk control. 

• ICBC’s corporate governance practices appear to 

be on par with peers, driven by pay and accounting 

practices. In terms of board and ownership structures, 

the state controls 69.1% voting power and has 4 of 12 

directors on the board. Further, the chairman is an 

executive director, impeding the board’s 

independent oversight of management. 

• In terms of corporate behavior, ICBC enforces ethical 

policies and provides ethical training to all 

employees. Yet, it appears to lag leading peers in 

adopting industry leading compliance practices.  

Potential catalysts 
• Slowdown in macroeconomic growth is less than 

expected, particularly in rural areas. 

• Further improvement in asset quality. 

• Better-than-expected stabilisation in net interest 

margin trend. 

Investment risks 
• Weaker-than-expected economic growth. 

• 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 

 
  

  

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

IND & COMM BK OF CHINA-A (601398 CH) 5.1 4.8 0.6 0.5 6.1 6.4 11.6 11.4 

AGRICULTURAL BANK OF CHINA-A (601288 CH) 4.7 4.4 0.5 0.5 6.6 7.1 10.9 10.8 

BANK OF CHINA LTD-A (601988 CH) 4.6 4.3 0.5 0.4 6.9 7.3 10.4 10.3 

CHINA CONSTRUCTION BANK-A (601939 CH) 5.1 4.8 0.6 0.5 5.9 6.3 11.9 11.7 

Price/Earnings Price/Book ROE (%)Dividend Yield (%)
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Company overview (as of 31 December 2020) 

Company description 

Industrial and Commercial Bank of China (ICBC) is the largest commercial bank in China in terms of assets, 

loans and deposits. As of the end of 2018, it had total assets of CNY27 trillion, total loans of CNY15tn, and total 

deposits of CNY21tn, implying a market share of more than 10% in loans and deposits.  ICBC is a leading 

provider of commercial banking services and has a dominant position in consumer and corporate banking 

segments. 

 

 

 

 

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 
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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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