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Philippine Banks: Asset Quality Issues
NPL Ratio. A key issue facing banks today is asset quality given the pandemic 
and recession risks. From a high of 40% during the Asian Financial crisis, Phil-
ippine banks’ NPL ratio has dropped to 3% and further down to less than 2% 
last year only to likely surge anew in the face of a sharp economic slowdown, 
first in decades. So banks with strong capitalization are in the best position 
to weather the crisis and Metrobank has a lot to offer vs peers. MBT has the 
highest  capital adequacy ratio of 17.6%, up from last year’s 17.4%.  See table 
3 for peer financial ratios comparison. The bank has had a lot in recapitaliza-
tion, Php60bn in rights offering, one of the industry’s biggest offerings in early 
2018. Reserves and capital buffer stand out versus peers. See reserves and 
capital buffer peer comparison in table 1. 

Provisions. For some peers with less robust capitalization, aggressive loan 
loss provision is their defensive move. BPI has the highest  NPL ratio of 1.83% 
among the country’s top three banks, above BDO’s 1.3% and Metrobank’s 1.4%. 
Could be one reason behind the aggressive loan loss provisioning; 1q20 provi-
sions were frontloaded (ahead of the expected deterioration of the loan book 
asset quality-Php50bn NPLs predicted for the year, double of 2019). Provi-
sions rose 134% yoy and 238% qoq during the period to Php4.3bn. This was 
key to the 5% drop in earnings in 1q20, which was the trend also for BDO and 
Metrobank, 10% drops in earnings in 1q20. 

SMEs. Small and medium enterprises (SMEs) are vulnerable; their default risks 
are bound to rise with fixed expense items to pay versus zero topline. The 
country’s top three banks don’t vary much in their exposure, but BPI would 
be the least exposed with only 25%. BDO would have corporates a little lower 
than half of total loan exposure. Meanwhile forthcoming NPL increases may 
be tempered by the fact that MBT’s aggregate exposure in sectors such as 
tourism, aviation, and restaurants is only 2%.

Wage Subsidy. SME’s chief necessity is a sort of wage subsidy and working 
capital to keep themselves afloat. Fortunately, government is giving out 
Php51bn together with additional BSP’s measures that can help ease their 
plight, (please see list below) but much still depends on the success of a 
government’s economic recovery plan that’s seeing 6% growth in GDP next 
year through fiscal stimulus, monetary easing and hopefully with the infection 
curve flattening  the world economy can  reopen  and  global trade is able to 
slowly ramp up. Overlay that with  a vaccine out in the market and the latest 
drug for covid19 Remdisivir reaching  patients soonest and the context lights 
up for the global economies and asset markets. 

BSP SME Policy Support: 
1. SME credit  exposures’  eligibility as bank reserve compliance. 
2. SMC capital risk weight lowered to 50% from 75%
3. Php120bn credit guarantee by the government for SME bank credit to                           
    incentivize SME lending. 
4. SME wage subsidy worth a total Php50.8bn.

Banks’ fundamentals remain sound. Capitalization is way above regulatory 
minimum at this time when the biggest threat is on the balance sheet. Expo-
sure to the real estate sector has not breached the 20% cap. BSP regulation 
has been cautious toward real estate bubble risk and so the caps in place. 
Aside from the capital buffers, banks’ NPL ratios are starting from a low base 
and there has not been a history of a credit binge. Loan growth has eased 
from the double digit peaks two years ago. Credit screening remained tough 
and conservative. Household debts were nowhere in headlines for anything 
like a bubble nearing eruption. That conservatism partly explains Metrobank’s 
6% loan growth, lower than peer BPI’s 8% and BDO’s on par with the industry’s 
10%. 

Digitalization. Banks’ resources are best conserve for the next big thing which 
is digitization investment where BPI has time and time again claimed to be 
the lead bank among the top three. But the pay-offs seemed to be harvested 
by Metrobank because it has one of the best cost discipline practices among 
the top three banks. See cost efficiency ratio in table 2. 

Hard to Ignore. It may be that the worse is yet to come but for some banks 
the preparations for the rainy days have been a habit in recent years, making 
them the best cyclical equity bets in a market whose upside potential may be 
anybody’s guess. But post-crisis history market gains (PSEi) were so generous, 
showing 139% price return in just ten months from September 1998 to July 
1999 from bottom of 1082 to 2585 during the Asian Financial Crisis. In the 
case of the Global Financial Crisis, it was a 72% price gain in 12 months from 
November 2008 to 2009. 

Profitable Core. The earnings results may be weak, dragged down by the pro-
visions imperative and weakness in securities valuation (FVPL mainly) due to 
the bearish trends in equities. But apart from these two, the core business of 
intermediation proved highly profitable with net interest income rising double 
digit for the top three banks and the spread  skewed towards widening despite 
falling asset yields. Thanks to the cuts in the banks’ triple R and the relative 
stickiness of loans rates on the still higher side. 

Valuation are at historical lows. BDO’s forward  PE 9.5x, PB 1.2x; BPI’s forward 
PE 8.5x, PB 1.5x. MBT has the lowest forward PE and P/B  at 5.6x and 0.6x, 
respectively.

Table 3. Selected Accounts, Ratios

BPI BDO MBT

Bn Php 1Q19 1Q20 % Chg 1Q19 1Q20 % Chg 1Q19 1Q20 % Chg

P&L

Net Interest 
Income

16.1 18.1 13.0 27.7 33.0 19.1 18.1 21.4 18.3

Non-Interest 
Income

6.7 7.1 5.8 14.9 9.0 -39.6 6.5 6.2 -4.1

Operating 
Expense

12.1 12.5 3.8 28.3 26.8 -5.3 13.5 14.5 7.7

Provisions 1.8 4.2 135.0 1.3 2.3 76.9 2.4 5.0 108.3

Net Income 6.7 6.4 -4.9 9.8 8.8 -10.2 6.8 6.1 -9.3

Profitability Ratios

ROE 10.7% 9.4% 11.8% 9.5% 9.5% 8.0%

ROA 1.3% 1.2% 1.3% 1.1% 1.2% 1.0%

NIM 3.4% 3.6% 3.9% 4.4% 3.8% 4.1%

Balance Sheet

Total Capital 257.0 273.0 6.2 338.4 372.2 10.0 297.2 305.0 2.6

Total Loans 1,364.0 1,469.0 7.7 2,009.0 2,200.0 9.5 1,353.8 1,435.0 6.0

Total Deposits 1,608.0 1,677.0 4.3 2,361.0 2,600.0 10.1 1,586.1 1,713.0 8.0

Ratios

NPL Ratio 1.9% 1.8% 1.2% 1.3% 1.5% 1.4%

NPL Cover 92.6% 109.0% 162.9% 151.4% n/a 114.0%

CAR 16.6% 16.1% 14.4% 13.8% 17.4% 17.6%

CET1 15.7% 15.2%% 12.4% 12.7% 15.0% 16.3%

Table 1. Capital and Reserves Buffer

Mn Php BDO BPI MBT

CET1 Capital (2019A)  315,767  238,063  276,288 

Risk-Weighted Assets (2019A)  2,492,890  1,568,855 1,706,096 

CET1 Ratio (2019A) 12.7% 15.2% 16.2%

Regulatory Minimum 10.5% 10.5% 10.5%

Buffer vs Minimum 2.2% 4.7% 5.7%

Implied Excess CET1 Capital  54,041  73,333  97,148 

Loan Loss Reserves (2019A)  30,068  25,974  19,863 

Table 2. Cost-to-Income Ratio

BPI BDO MBT

1Q19 1Q20 1Q19 1Q20 1Q19 1Q20

Cost-to-Income 53.0% 49.6% 66.4% 63.8% 55.6% 52.7%

Source: Company Data

Source: BofA Merrill Lynch

Source: Company Data

Figure 1. Banks’ Price Performance

Source: Bloomberg
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