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China’s stock market has experienced more than 20 years of development. Despite the concept of value investment 

has already been reflected in stock investment, many investors, especially small and medium investors, still do not 

pay much attention to value investment. Blindness and speculative thinking still affect investment. This paper 

chooses the banking industry as the analysis object and uses the relative valuation approach to evaluate the 

price-earnings ratio (P/E ratio), price-to-book value ratio (P/B ratio), and price-earnings to growth (PEG) of the 10 

listed banks, then judges the investment value of each bank and focuses on the valuation and pricing of the banking 

with rapid growth. Based on this, the choice of value investment decisions is made, trying to provide a 

demonstration for investors to make value investment decisions. Finally, it is recommended to invest in China 

Merchants Bank (CMB), Minsheng Bank, Shanghai Pudong Development Bank (SPDB), Industrial and 

Commercial Bank of China (ICBC), HSBC Bank, and Bank of China. It is not recommended to invest in Ping An 

Bank, Bank of Communications, Industrial Bank, and China CITIC Bank. 
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Introduction 

The prosperity and development of a country will promote the rise and prosperity of the financial industry 

in the country. Then investing in the bank stocks of our country can share the investment returns brought by the 

rapid economic growth in our country. In order to obtain excess returns in a highly competitive market, it is 

necessary to find the difference between the market’s estimation and the actual situation of a certain target, 

which is the difference between what is generally expected in the market and the actual situation (Investor 

Education Center of Shanghai Stock Exchange, 2007). In other words, if sufficient evidence can be found that 

the market is pricing a target incorrectly or does not fully reflect the value of the target, then the source of the 

profit can be found (Guo & Zhao, 2007). 

Currently, the banking sector’s stock price index has also been on the rise. With bank stocks’ price having 

risen sharply and P/E and P/B both in the highest levels in the world, the confusion over the valuation of 

banking stocks has plagued domestic investors. How to evaluate the value of bank shares in China correctly has 

become an important issue that every investor should not shy away from. This paper, therefore, aims to help 

investors make the right investment decisions. 

                                                        
 Acknowledgement: This paper was supported by the National Social Sciences Fund of China (Grant No. 17BGL252). 

Jinyu Tian, Vice Professor, School of Economics and Management, North China Electric Power University.  
Yuman Le, Master Student, School of Economics and Management, North China Electric Power University. Email: 

812162382@qq.com. 

DAVID  PUBLISHING 

D 



BANKING INDUSTRY VALUATION ANALYSIS 

   

266 

Literature Review and Method 

Value investment is an investment strategy based on the analysis of the factors that affect the investment 

in securities, such as the economic factors, political factors, industry development prospects, the performance 

of listed companies, financial status, etc. It takes the growth and development potentiality of listed companies 

as the focus of attention, so as to determine the investment strategy of the intrinsic value of stocks (Investor 

Education Center of Shanghai Stock Exchange, 2007). Value investment estimates the intrinsic value of the 

stock by the economic analysis of the stock, then finds and invests in those potential stocks with market value 

below their intrinsic value by comparing the stock price and intrinsic value. In this way, investors will be able 

to obtain excess returns that exceed the overall market index growth rate (Barbara & Philip, 2003). 

The logic of stock valuation is “value determines the price” (Chen & Xiao, 2006, pp. 15-19). Listed 

companies’ valuation methods are usually divided into relative valuation method and absolute valuation 

method (Wang & Chin, 2004). The relative valuation method includes P/E ratio valuation method, P/B 

valuation method, EV/EBITDA valuation method, etc.; the absolute valuation method includes dividend 

discount model valuation method and free cash flow discount model estimation method (James, Dennis, Hwan, 

& Michele, 2002). 

In this paper, the international bank valuation method - the relative valuation method has been selected to 

conduct pricing analysis and discuss the valuation of the banking industry with rapid growth in depth in years 

of 2014-2015. Since the relevant data of each bank in 2014-2015 can be completely found, it is based on the 

data of these two years. On this basis, appropriate investment decisions can be made. 

Relative Valuation Analysis 

The common international bank stock valuation method is relative valuation method. The P/B is used most 

commonly among them; considering the characteristics of emerging market, PEG is often used as an important 

indicator (Zhao, 2010). 

P/E Ratio Analysis 

The average P/E ratio of an industry reflects the investment value and the risk level of an industry as a 

whole, calculated as: 

       
  

      

The total market capitalization of industry listed companies
Average price earnings ratio

The total profit of industry listed companies
      (1) 

 

Table 1  

Comparison of the P/E Ratio Changes of Banking Industry and CMB 

 2014/06/30 2014/12/31 2015/06/30 2015/09/30 

Banking industry 4.61 7.51 8.32 6.33 

CMB 4.61 7.46 8.04 7.61 

Note. Source: Listed company annual report. 
 

Table 1 above compares the changes in the P/E ratio of the CMB and the average P/E ratio of the banking 

industry. Comparison found that the P/E ratio of CMB and the industry average P/E ratio comparable level, the 

relative valuation is more normal. Although the P/E ratio of the banking industry has dropped recently, the drop 

in CMB is relatively small, making its P/E ratio higher than the industry average by 1.3. 

 



BANKING INDUSTRY VALUATION ANALYSIS 

   

267

Table 2  

Dynamic P/E of Listed Banks 

Banks 
Stock price Stock returns P/E ratio 

2015/06/30 2015/09/30 2015/06/30 2015/09/30 2015/06/30 2015/09/30 

SPDB 16.96 16.63 1.27  1.97  6.51  6.25  

HSBC Bank 15.21 10.11 1.02  1.27  7.26  5.75  

Minsheng Bank 9.94 8.45 0.73  1.04  7.76  6.53  

CMB 18.72 17.77 1.22  1.79  8.04  7.61  

Bank of China 4.89 3.72 0.27  0.40  8.05  6.14  

ICBC 5.28 4.32 0.40  0.59  6.79  5.54  

Ping An Bank 14.54 10.49 0.81  1.24  9.76  6.87  

Industrial Bank 17.25 14.56 1.40  2.08  6.60  5.50  

CITIC Bank 7.71 5.87 0.46  0.68  8.59  6.53  

Bank of Communications 8.24 6.08 0.48  0.67  9.18  6.77  

Mean 12.013 9.028 0.78  1.10  8.32  6.33  

Note. Source: Listed company annual report. 
 

According to the comparison of the stock prices, stock returns, and P/E ratios of the banks in Table 2 above, 

we can see that the stock price and earnings per share of CMB are higher than the industry average and higher 

than those of the other banks. The P/E ratio of CMB remains at 7-8, similar to the industry average. Compared 

with the rapid growth of joint-stock commercial banks in previous years, its performance has declined in recent 

years. As can be seen at the end of the first half, CMB dynamic P/E ratio is 8.04 times. By the end of September, 

it dropped to 7.61 times. A reasonable P/E ratio is generally about 20 times, so it was undervalued significantly. 

Apart from CMB, the P/E ratios of Bank of Communications, Ping An Bank, and CITIC Bank are also above the 

average, but because of the lower stock returns of CMB, its P/E ratio is higher than the other banks. Despite the 

P/E ratio is relatively low, the investment recovery period is short and it is worth investing, the current situation 

is that the profitability is not very satisfactory, resulting in a P/E ratio lower than normal. 

According to the P/E ratio, it can be seen that CMB, Ping An Bank, CITIC Bank, and Bank of 

Communications have the most investment value, followed by Minsheng Bank and Bank of China. In addition, 

SPDB, HSBC Bank, ICBC, and Industrial Bank have lower investment value. 

P/B Ratio Analysis 

The P/B ratio is a measure of the deviation between the stock price and the net assets, and the industry 

average P/B ratio reflects the deviation between the industry’s market capitalization and the total net assets of 

the industry. The formula is: 

Industry Average P/B = 
       

     

The total market capitalization of industry listed companies

Industry net assets of listed companies
        (2) 

 

Table 3  

P/B Ratio Between Banking Industry and CMB 

 2014/06/30 2014/12/31 2015/06/30 2015/09/30 

Banking industry 0.83  1.26  1.30  0.97  

CMB 0.90  1.33  1.42  1.28  

Note. Source: Listed company annual report. 

 



BANKING INDUSTRY VALUATION ANALYSIS 

   

268 

As can be seen from the comparative analysis of Table 3 above, the P/B of CMB is slightly higher than the 

industry average. Although the P/B of 2014 is relatively low and the industry as a whole is still at a relatively 

unfavorable state, P/B of CMB is still above average. In particular, by the end of September 2015, it is above 

the average by about 0.3, to maintain a more normal level. 
 

Table 4  

Dynamic P/B Ratio of Listed Banks 

Banks 
Stock price Net assets per share P/B 

2015/06/30 2015/09/30 2015/06/30 2015/09/30 2015/06/30 2015/09/30 

SPDB 16.96 16.63 15.25  16.03  1.09  1.02  

HSBC Bank 15.21 10.11 12.43  10.45  1.21  0.96  

Minsheng Bank 9.94 8.45 7.57  7.90  1.26  1.03  

CMB 18.72 17.77 12.95  13.56  1.42  1.28  

Bank of China 4.89 3.72 3.86  3.98  1.14  0.84  

ICBC 5.28 4.32 4.41  4.61  1.17  0.91  

Ping An Bank 14.54 10.49 10.54  10.98  1.38  0.96  

Industrial Bank 17.25 14.56 14.79  15.53  1.13  0.91  

CITIC Bank 7.71 5.87 5.94  6.17  1.24  0.93  

Bank of Communications 8.24 6.08 6.47  6.86  1.24  0.86  

Mean 12.013 9.028 8.89  8.84  1.30  0.97  

Note. Source: Listed company annual report. 
 

The P/B ratio of China’s state-owned commercial banks should be 2.20 to 4.1 times, while the joint-stock 

commercial banks should be 2.5 to 4.4 times and a good book value should be at least 1-3 times. In recent years, 

from Table 4 above, we can see that the P/B ratio of bank stocks has been at a relatively low level and even 

below 1 at the end of September 2015, indicating that the overall profitability of the banking industry is 

relatively low. The dynamic P/B ratio of CMB was about 1.42 times at the first half of 2015. Although it 

dropped at the end of September, it was still 1.28 times. The P/B ratio of CMB was at a more normal level, 

above all banks. By the end of September 2015, SPDB, Minsheng Bank, and CMB are the only three banks 

with a P/B ratio of more than 1 compared to the remaining banks. Other banks’ P/B ratio was lower than 1, at a 

relatively unfavorable situation. Analysis of the P/B ratio should be seen from a long-term investment point of 

view, the lower but normal P/B ratio means that the future development is better. 

According to the P/B ratio, it can be concluded that Minsheng Bank, CMB, and Ping An Bank have the most 

investment value. The investment value of SPDB, HSBC Bank, China CITIC Bank, and Bank of Communications 

is relatively high, while the investment value of Bank of China, ICBC, and Industrial Bank is relatively low. 

Considering the P/B and P/E ratios, we can conclude that CMB and Ping An Bank are the most 

worthwhile investments, followed by Minsheng Bank, CITIC Bank, and Bank of Communications. The 

investment value of SPDB, HSBC Bank, Bank of China, ICBC, and Industrial Bank is lower. 

PEG Analysis 

As an emerging capital market, China’s stock market has obvious characteristics of high growth. In the 

long run, real value investing must focus on the growth of the company’s stock. For industries with better 

growth, it is difficult to use P/E ratio to explain the investment value (Wu, 2015). Therefore, using PEG to 

measure the value of the industry investment should be more reasonable, and the formula is: 
-  /(      100)PEG Price earnings ratio expected annual net profit growth rate              (3) 
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It combines the P/E ratio of stocks with profit growth. If the company’s growth rate is relatively high, 

investors are willing to pay higher prices to buy the company’s stock, the corresponding P/E ratio will be 

higher. Usually, high-growth enterprises’ PEG value should be less than 5. The PEG of listed banks is shown 

in Table 5 below. 
 

Table 5  

PEG of Listed Banks 

Bank 
Stock price  Net profit growth rate Stock returns  PEG 

2014/09/30  2014/09/30 2015/09/30 2014/09/30 2015/09/30  2014/09/30 2015/09/30

SPDB 9.75 0.34 0.13 1.89 1.97  0.15 0.38 

HSBC Bank 8.49 0.17 0.07 1.46 1.27  0.34 1.02 

Minsheng Bank 6.24 0.17 0.06 1.07 1.04  0.35 1.04 

CMB 10.39 0.10 0.04 1.69 1.79  0.63 1.33 

Bank of China 2.70 0.16 0.06 0.43 0.40  0.38 1.09 

ICBC 3.53 0.16 0.08 0.60 0.59  0.37 0.78 

Ping An Bank 10.14 0.06 0.01 1.37 1.24  1.26 6.92 

Industrial Bank 10.22 0.07 0.01 1.94 2.08  0.72 7.54 

CITIC Bank 4.54 0.09 0.01 0.66 0.68  0.75 8.51 

Bank of Communications 6.08 0.05 0.02 0.67 0.67  1.75 5.15 

Note. Source: Listed company annual report. 
 

According to Table 5, SPDB, HSBC Bank, Minsheng Bank, Bank of China, and ICBC are the top five 

banks with a higher net profit growth among 10 banks in 2014 and 2015, of which SPDB’s net profit growth 

rate is much higher than the other banks, up to 34%. The other four banks recorded a net profit growth of about 

16%. The remaining banks’ net profit growth was below 10%. However, among the top four banks, only 

SPDB’s stock price reflects its high-growth net profit growth rate. The other four banks have lower net profit 

growth but share prices are at the forefront, indicating that their shares are overvalued. Using the stock price in 

September 30, 2014 to calculate the 2014 and 2015 PEG indicators, most banks are greater than 1. Only the 

PEG of SPDB and ICBC is less than 1, indicating that the P/E ratios of these two banks are compatible with 

their current level of profitability growth and profit growth is greater than the level of P/E ratio. The PEG of 

Industrial Bank, CITIC Bank, Bank of Communications, and Ping An Bank is greater than 5, far greater than 1, 

indicating that the four banks do not match the current P/E level with its profit growth, the P/E ratio is higher 

than the existing level of profit growth and medium and long-term stock price valuation is not accurate. The 

PEG of HSBC Bank, Minsheng Bank, CMB, and Bank of China was at 1 or so, indicating that its P/E ratios are 

just in line with their growth in profitability. 

Conclusion 

This paper studies the current valuation of listed banks in China by way of case studies. Through the 

valuation analysis of the relative value of 10 listed banks, this paper discusses the investment value of each 

listed bank. 

To sum up, from the perspective of the banking industry, the overall P/E and P/B ratios are at a relatively 

low level. In general, companies with low P/E are promising and worth investing. However, poor P/E ratio may 

be due to poor earnings, so its investment value is not great. The P/B ratio which was less than 1 reflects that its 

share price is lower than the assets, so in the current period, investment banking is not a wise choice. From the 
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stock point of view, in the entire banking industry, compared to other banks, CMB and Minsheng Bank are the 

most worthwhile investment. Affected by the banking sector as a whole, the P/E ratios of these two banks are 

also below the normal level. But they remain above the industry average and even are in the leading position in 

the industry. Their P/E growth rate is exactly equal to 1, not the lowest among all banks, also at a relatively 

good level. Their long-term stock price valuation is reasonable. Therefore, it is recommended to invest in CMB 

and Minsheng Bank. 

Although the P/E ratios and P/B ratios of SPDB and ICBC are lower than the industry average, their PEG 

is less than 1, indicating that they are in a high growth stage. Therefore, this article suggests investing in them; 

although the P/E ratios and P/B ratios of HSBC Bank and Bank of China are lower than the industry average, 

their PEGs were at 1 or so, indicating that the P/E ratios were compatible with their profitability. Then they can 

be invested; P/E and P/B ratio of Ping An Bank were above the industry average, but PEG was as high as 6.92, 

indicating that the current share price is overvalued and it is not advisable to invest; P/E and P/B ratios of Bank 

of Communications were lower than the industry average, and the PEG is above 5. So, it is not worth investing. 

The P/E ratios of Industrial Bank and CITIC Bank are higher than the industry average but the P/B ratio is 

below the industry average and PEG is around 8, indicating that the stock value is seriously overestimated, so it 

is not worth investing. 
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