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Overseas business growth will slow in 2024F        

..    Event 

Shanghai Commercial & Savings Bank’s (SCSB) 3Q23 net profit fell 14% YoY, and 11% QoQ, 
on lower investment income. In 1Q-3Q23, EPS grew 4% YoY to NT$3.03. 

Impact 

3Q23 earnings down in both Taiwan & HK. SCSB posted a net profit of NT$4.91bn in 3Q23, 
down 14% YoY and 11% QoQ, but beat our forecast by 5%. Earnings of the Taiwan unit 
declined 17% YoY (investment income down 49%), while those of the HK subsidiary 
decreased 7% YoY, on lower investment income and higher bad debt provisions. The Hong 
Kong Monetary Authority followed in the Fed’s footsteps, raising interest rates by 25bps 
in July, to 5.75%, leading to the HK subsidiary’s 3Q23 NIM rising 17bps QoQ to 2.2%, 
compared to a net interest spread decline of 2bps. As US interest rate hikes have ceased, 
we expect the HK subsidiary’s NIM is unlikely to rise in 2024F. In 3Q23, overseas bad debt 
provisions stayed at NT$500mn for HK and other overseas businesses, suggesting that 
overseas asset quality remains poor. 

Stable core Taiwan business in 3Q23. The Taiwan unit’s NIM rose 1bp QoQ in 3Q23 to 
1.41%, due to higher yields from bonds and other interest-bearing assets, while net 
interest spreads decreased by 5bps QoQ, reflecting an increase in funding costs on a larger 
amount of term deposits. Loan growth slowed to 6.5% YoY in 3Q23, pulled down by lower 
corporate loan growth of 2.9%, while mortgage loans grew at a pace of 13% YoY. In 1Q-
3Q23, fee income declined at a slower pace of 6% YoY, with the growing owed to a pickup 
in fee income from the wealth management business in 3Q23. The NPL rate rose 0.03% to 
0.2% in 3Q23, due to an increase in overdue mortgage loans. The company believes that 
credit risk is still controllable, expecting bad debt provisions of NT$300mn in 4Q23F, for a 
credit cost of 14bps in 2023F. 

Mixed outlook. SCSB guides a flat NIM QoQ in 4Q23F, but NIM in 2024F will hinge on the 
Fed fund rate, so it is unlikely to be sustained at the 2023F level if the Fed cuts rates in 
2H24F. SCSB guides fee income growth above 10% in 2024F. Despite stable asset quality 
in Taiwan, management expects the HK subsidiary will increase bad debt provisions in 
4Q23F. The CET1 ratio in 3Q23 rose 0.14% QoQ to 11.42%, in 3Q23. SCSB guides the new 
BIS capital ratio regime, to be implemented in 2025F, will affect the CET1 ratio by about 
0.34%, but won’t apply to the IRB method. 

Valuation & Action 

We expect Fed rate hikes are coming to an end. SCSB’s Taiwan and HK units’ NIM will both 
decrease in 2024F, as a result. On this, and potentially higher overseas NPLs, we maintain 
Neutral on SCSB with a target price of NT$49, on 2024F BP of 1.15x. We expect SCSB to 
pay a cash dividend of NT$2.1 per share, yielding 4.6%. 

Risks 

Rapid Taiwan and HK asset quality deterioration; the effect of Renminbi depreciation on 
HK’s Linked Exchange Rate System. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the relevant 
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