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The banks` asset quality decreased obviously  
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The largest risk of the banking industry comes from the decrease of the asset quality 
 
According to 3Q results of China`s banking sector, there were three main factors of the listed 
banks` operating performance: 1) the decrease of the profit growth, 2) the slight increase of 
assets, and 3) the accelerated deterioration of the asset quality. The largest risk was coming 
from the sharp growth of the banks` NPLs and the ratios.  
The major reason of the decrease of the banks` performance is the deterioration of China`s 
macroeconomic environment. As at the end of Sep 2015, China`s GDP was 6.9%, and 7.0% in 
the previous two quarters. According to Goldman Sachs`s latest report this week, it estimate 
China`s GDP growth should maintain at 7.0% in 2016, but we think this is quite hard to 
achieve, and it`s more reasonable to be around 6.8% due to the trend of the decrease of 
China`s economic growth in the medium and long term.   
Quarterly GDP Growth of China 
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Source: NBSC, Phillip Securities (HK) Research 
The banks` interest income growth slowed down obviously because of the decrease of the 
loan growth due to the decrease of the economic growth. By the end of 3Q, CMB`s net 
interest income gained the largest growth as 17.7% among the peers, and BOC had the 
lowest growth as 3.14%. Meanwhile, the listed banks` intermediate business increased 
strongly due to the bull market in 1H, although there was a large volatility in 3Q. Due to the 
low base, the growth of the small and medium-sized banks was much higher than the large-
sized banks. BOCQ gained the largest growth of net fee and commission incomes, with the y-
o-y growth of 65.90%, compared to BOC`s -0.82%, the only bank which had the negative 
growth during the same period. In the largest five state-owned banks, only BoCom`s net 
profit growth was higher than 1%. The change of the profit growth meets our previous 
expectation.  
In the whole year of 2015, the profit growth would increase slightly in 4Q benefited from the 
improvement of the market environment. However, we expect the banks` growth rate will 
continue to decrease due to the slow-down of the economy and the decrease of interest 
rates, and some banks` profits would experience the negative growth in 4Q this year or 1Q 
next year.   
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The profit growth of the banks in 3Q2015 
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Source: Company, Phillip Securities (HK) Research 
The banks` assets continued to increase although the profit growth slowed down. 
Meanwhile, the large-sized banks still have more advantages in asset scale than the 
other banks. According to the CAR, the capital of the large-sized banks was richer 
than the small and medium-sized banks, of which CCB had the highest CAR as 14.97%, 
compared with the lowest one of BOCQ as 10.78%. 
The banks` CAR in 3Q2015 
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Source: Company, Phillip Securities (HK) Research 
As at the end of 3Q2015, the asset quality of the banks continued to decrease, the 
average NPL ratio of the industry was 1.38% compared with 1.13% in 2014. Excluding 
HRB and HSB (No data in 3Q), ABC`s NPL ratio was the highest as 2.02%, compared 
with CRCB`s 0.86%, the lowest one.  
We expect the banks` asset quality will continue to go down, representing the 
consistent growth of the NPL ratio in future, and it will cause impairment losses to go 
up and increase operating expenses sharply, which will offset the positive impact of 
other income growths. It would be the largest operating risk of the listed banks.     
The NPL ratio and coverage ratio of banks in 3Q2015 

0
50
100
150
200
250
300
350
400
450

0.00 

0.50 

1.00 

1.50 

2.00 

2.50 NPL ratio (Left)
Coverage ratio (Right)

NPL Ratio Coverage Ratio

 
Source: CNBS, Company, Phillip Securities (HK) Research 
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Risk 
 
Lower-than-expected growth of main business incomes; 
The deterioration of the asset quality due to the sharp growth of the NPLs; 
Share prices of the listed banks decrease largely affected by the market environment 
in the short run.  
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We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a 
stock`s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative 
undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief 
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, 
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not 
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will 
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made 
available, even if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time 
without prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of judgment. The 
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product 
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication 
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all 
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein 
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in 
this report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% 
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or 
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2015 Phillip Securities (Hong Kong) Limited 
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Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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