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What’s new?

1 December 2021
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SBV increased credit growth quota
for banks in 4Q21.

Digitization helps improve cost
efficiency and increase CASA.
Sector’s adj. CIR was 40% in 9M21
(-8ppt YoY) and CASA ratio was
22% (+80bps YoY) in 3Q21.

Catalysts: capital raising in 2022E.

ble. Sector trades
ith ROE of 20%.

st to increase due
NPLs. Thus, we
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nd MBB.

Sector allocation recommendation: Neutral. We expect PPOP to recover in 2022E along with the economic
recovery; however, we also believe that credit cost will increase especially at low-LLR banks due to expected rising
NPLs. Valuations are reasonable in our view, and we prefer quality banks with high-LLR ratios such as VCB and MBB.
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Fair valuations; focus on quality

We expect banks’ earnings to improve in 2022E along with the economic
recovery. We believe that banks will continue to support Covid-impacted
borrowers with eased credit terms, which will constraint NIM. However,
fee income should increase more sharply, driven by bancassurance sales
and credit card fees.

CASA ratios to increase as banks have been actively investing in digital
banking, which should help to boost CASA deposits.

Digitalization will also help banks improve cost efficiency in 2022E and
beyond. Sector’s median adj. CIR (27-listed banks) was 40% in 9M21 (-
8ppt YoY), and we expect CIR to continue decreasing going forward.

We expect credit costs to jump, especially at low-LLR banks given the
potential new NPL formation due to the Covid impact. However, high-
LLR banks will have the flexibility to reduce provisioning to boost their
earnings without sacrificing asset quality.

Sector loan loss reserve (LLR) ratio was 115% (-6ppt QoQ/+32ppt YoY)
in 3Q21. The sector’s NPL ratio was 1.62% (+21bps QoQ/-23bps YoY),
and provisioning policies were mixed among banks (see figure 6).

Neutral weighting on the sector given the impact of Covid. We expect
NPLs to jump in 2022E and low-LLR banks might need to boost
provisioning, which will drag their earnings.

Reasonable valuations. The sector trades at an average of 1.7x 2022E
P/B. We expect the broad stock market to increase in 2022E and the
bank sector to play a major role in that process due to its scale.

We continue to recommend sticking with high—-quality banks with high
LLR ratios especially VCB and MBB given the impact of the pandemic.

ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ARE
LOCATED IN APPENDIX A.

Yuanta does and seeks to do business with companies covered in its
research reports. As a result, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in
making their investment decision.


https://yuanta.com.vn/wp-content/uploads/2021/01/VCB_Company-Update_Jan_2021.pdf
https://yuanta.com.vn/wp-content/uploads/2021/11/MBB_Company-Update_Nov-2021-1.pdf
mailto:tanh.tran@yuanta.com.vn
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Yuanta Vietham Bank Coverage Universe

Market 3-month Current  Target 2021E

Stock cap ADT Yuanta price price Dividend 12-m
Company code (USDm) (USDm) Rating (VND) (VND) yield TSR*
Asia Commercial Bank ACB VN 3,959 7.8 BUY 33,300 30,492 0.0% -8%
BIDV BID VN 7,857 3.5 SELL 44,400 37,300 2.9% -16%
HD Bank HDB VN 2,673 5.0 BUY 30,500 25,300 0.0% -17%
MB Bank MBB VN 4,821 15.8 BUY 29,000 39,350 0.0% 36%
Sacombank STB VN 2,397 19.2 SELL 28,900 24,000 0.0% -17%
Vietcombank VCB VN 16,138 4.2 BUY 98,900 114,650 1.2% 17%
Vietnam Prosperity Bank VPB VN 7,374 20.3 HOLD-OPF 37,700 36,667 0.0% -3%

Source: Bloomberg, Yuanta Vietnam

We expect a recovery in 2022E

We believe the Covid-impacted economy bottomed out in 3Q21, and we expect
a recovery in 2022E. We thus expect credit demand to recover next year, along
with the economic recovery. The banks that have strong capital levels, solid risk
management, and full compliance with the SBV’s forbearance policies (i.e.,
directives on restructuring loans and reducing interest rates to support Covid-
impacted clients, such as VCB, MBB, ACB, and TCB) will likely receive higher
credit quotas.

We believe that the SBV will continue to maintain accommodative monetary
policy in 2022 to support the economy.

However, we don’t think that the SBV will reduce the interest rate significantly
like they did during the past year. Thus, we expect loan yields to remain at
current levels or slightly higher at least during 1H22. Thus, we expect bank
NIMs to be flat at best going forward.

Figure 1: Interbank interest rates remain low

Figure 2: Banks’ NIM from 2010 to 2022E (Aggregate)
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Digitization drives CASA

Many banks have been investing in digitalization to attract more CASA deposits
which helps reduce their funding costs, and we believe this is a key trend going
forward. However, this process invariably will take time to produce results.
Banks that already have high CASA ratios (i.e. VCB, MBB, TCB, and MSB) should
be able to support NIM more effectively than those with low CASA ratios.




Figure 3: CASA Ratios are on uptrend

Figure 4: Funding costs are on downtrend
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Digitization will also help improve cost efficiency

The banking sector has become increasingly competitive, especially with the
appearance of fintech innovators. Thus, maximizing efficiency is more
important than ever, and digitization is key in this process. If done right, banks
can save operational costs significantly. As a result, banks can have more freed-
up funds to expand their businesses.

Adj. CIR of the sector median (27-listed banks) was 40% in 9M21 (-8ppt YoY),
and we expect this ratio to continue to decrease in 2022E and beyond as the
digitization progress becomes more effectively.

Figure 5: CIR on downward trend thanks to digitization
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We expect credit costs to increase in 2022E at low-LLR banks

Provisioning policies were mixed in 3Q21. The banks with high loan loss reserve
ratios (i.e., high-LLR banks) reduced provisioning in 3Q21, which should not
be too surprising given that these banks have already recognized substantial
credit costs. By contrast, declining credit costs at low-LLR banks amid
widespread forbearance on COVID-impacted borrowers was not particularly
impressive to us. However, some low-LLR banks increased provisioning in
3Q21, which we think is the prudent approach.



Figure 6: Mixed provisioning policies among banks in 3Q21
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Continue to focus on banks with high LLR ratios

Though we believe the economic trough was in 3Q21, we still think that the
Covid consequences will continue to hit banks’ asset quality and earnings,
probably until next year. Thus, we continue to recommend focusing on banks
with high LLR ratios. Although many bankers argue that provisioning coverage
should depend on collateral values, we believe that certain types of collateral
(e.g., auto loans and other consumer finance) might see volatility in market
value and might also take a long time to liquidate amid the pandemic.

Thus, we prefer banks with high LLR ratios. We believe that banks with high
loan loss reserves (LLR) have stronger buffers to weather asset quality
deterioration due to the pandemic. VCB’s LLR ratio of 243% is the highest in the
sector, which provides VCB the flexibility to lower provisioning to boost
earnings in 2022E without sacrificing its asset quality. TCB, MBB, and ACB are
pursuing a prudent approach with high loan loss reserve ratios (see figure 7).

Banks’ earnings in 2022E will partly depend on the ability to collect payments
on restructured loans. If these assets become bad loans, banks—and especially
those with low LLR ratios—will have to put aside additional provisions, which
will thus hurt their earnings.

Figure 7: 3Q21 loan loss reserve ratios (LLR/NPL)
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Valuations

Banks stock prices corrected substantially at the beginning of 3Q21 after
leading the overall market rally during TH21. However, share prices have
recovered in recent days as investors became excited again over the increased
credit quotas for 4Q21. Currently, the bank sector’s median 2022E P/B is 1.7x
with 2022E ROE of 20% (Bloomberg consensus), which is reasonable in our view.

Figure 8: Banks stocks from the beginning of the year
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However, we believe that high-quality banks deserve valuation premiums, and
thus stock selection is key. Our top picks are MBB and VCB. MBB (BUY) is a high-
quality bank with strong operational results but that offers a relatively attractive
valuation. VCB (BUY) trades at a substantial premium, which we are aware is a
concern to some investors. However, this valuation gap is not new nor (in our

view) temporary; we see the premium as justified for VCB given our view that it
is the highest-quality bank in Vietnam.

Figure 9: 2022E P/BV vs. 3Q21 CAMEL Scores

Figure 10: 2022E P/BV vs. 2022E ROE

3.0 Red font indicates full FOL (or near-full FOL) stocks 3.0 Red font indicates full FOL (or near-full FOL) stocks
25 L @ VCB 2.5 i ® VCB
BID VIB BID
[-4 VPB OCB
22'0 _ TPB Ve e 20 ° TCB o '
o OB =~ gmnn & _ OCE e LIS TR .-
L ST =@ ==—ae__ 5 | =========
§1 5 ACE g 0% DB ® ——— §1 5 o <78 TPB'b °HD,3|BB ACB
Nio L MBB g cre LPB 1.0 | MSB | cTg
LPB
0.5 0.5 }
0.0 1 1 1 ) — 1 1 1 )
1.5 2.0 2.5 3.0 3.5 10.0 15.0 20.0 25.0 30.0
CAMEL Scores 2022E ROE

Source: Bloomberg, Yuanta Vietnam

Source: Bloomberg, Yuanta Vietham

Catalysts

Capital raising. Commercial banking is a capital-intensive business. We believe

that capital raising will be a catalyst for bank stocks in 2022, especially at state-
owned banks (BID, CTG, and VCB).

Considering FOL limitations, BID and VCB have more room to increase capital
than CTG does. Remaining FOL room at VCB (6.4%), and BID (13.3%) allows them
flexibility to increase capital by selling stakes to foreign investors. In addition,
both banks’ strategic investors (i.e., KEB Hana Bank at BID and Mizuho Bank at
VCB) currently own 15% stakes vs. the cap of 20%, which gives BID and VCB
room to raise additional capital from their existing foreign strategic investors.


https://yuanta.com.vn/wp-content/uploads/2021/11/MBB_Company-Update_Nov-2021-1.pdf
https://yuanta.com.vn/wp-content/uploads/2021/01/VCB_Company-Update_Jan_2021.pdf

By contrast, CTG’s strategic investor (Bank of Tokyo Mitsubishi UFJ)) already
owns 19.7%, which is close to the cap of 20%.

The market has long chattered over the possibility that the government might
increase the FOL cap for banks to higher than 30%, which would obviously
create more room for banks to raise capital. We also notice that some banks
currently don’t have foreign strategic investors, which might imply opportunity
to have foreign investors on board in the future. We aren’t suggesting that this
will happen now or anytime soon, but that might be something possible to
happen in the future - which will create positive catalyst for banks stock prices.

ACB 0.0% No
BID 13.3% KEB Hana Bank 15.0%
CTG 4.8% Mitsubishi UFJ Financial Group 19.7%
EIB 0.4% Sumitomo Mitsui Financial Group 15.0%
HDB 4.0% No
LPB 1.0% No
MBB 0.0% No
MSB 0.0% No
OCB 0.0% Aozora Bank 15.0%
SHB 6.4% No
SSB 5.0% No
STB 12.8% No
TCB 0.0% No
TPB 0.5% No
VCB 6.4% Mizuho Financial Group 15.0%
VIB 0.0% Commonwealth Bank of Australia 20.0%
VPB 0.0% No

Source: Bloomberg



Banks key ratios

Figure 11: NPL ratios as at 3Q21
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Figure 13: NIM (LTM)

Figure 14;: CASA ratio as at 3Q21
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Figure 15: ROAA (LTM)

Figure 16: ROAE (LTM)
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Basic Statistics

Figure 17: Large cap banks (>US$2 bn) stock prices performance vs. VNINDEX from Jan - Nov 2021 (all start at 1)
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Figure 18: Medium and small cap banks (<US$2 bn) stock prices performance from Jan - Nov 2021 (all starts at 1)
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Figure 19: Banks’ stock cumulative monthly return from Aug 2018 - Nov 2021
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Figure 20: Valuation - Current P/B of SOCBs (state-owned banks)
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Figure 21: Valuation - Current P/B of JOCBs
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Figure 22: Correlation between banks and VNINDEX (based on monthly return from Aug 2018 to Nov 2021)
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Figure 23: Annualized volatility Jan 2021-Nov 2021) Figure 24: Sharpe ratio (Jan 2021 - Nov 2021)
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Figure 25: Monthly drawdown Figure 26: Value at Risk (VaR) at 5% (08.2018-11. 2021)
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