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China Banking Sector

A mixed blessing

SUMMARY. Jul’'s credit growth came in below expectation on disappointing
new loans and off-balance sheet financing. On the flip side, CBIRC’s regulatory
indicators pointed to encouraging 2Q19 operating results for China banks. We
see further margin pressure but attractive risk-reward for the sector, given
current undemanding valuation.

Both TSF and bank loans missed estimate at RMB 1.01tn (-17.6% YoY)
and RMB 1.06tn (-27.4% YoY), lower than consensus forecast by 37.8%
and 17.2% respectively. YoY growth in TSF balance moderated to 10.7%
from 12-months high of 10.9% in Jun. The negative surprise was mainly
due to a sharp contraction in off-balance sheet credit, more than offsetting
the strong issuance of corporate and special LG bonds. In particular,
undiscounted acceptance bills pulled back RMB 456bn, likely driven by
increasing bill financing as banks tried to uphold credit growth amid weak
demand. In terms of new loan mix, over 40% was mortgage while only 28%
was from corporate segment. The strict control on SOEs’ leverage and
tightened property sector financing may further weigh on banks’ loan
growth in 2H19.

CBIRC data suggests improving 2Q19 results. Banking sector's 1H19
earnings growth picked up to 6.5% YoY (vs 6.1% YoY in 1Q19), driven by
faster asset growth of 9.4% YoY (vs 8.7% YoY in 1Q19) despite softer NIM
(-4bp Qo0Q). Nationwide large and joint-stock banks saw falling NPL ratio
and rising provision coverage, whereas regional city commercial banks
suffered from deteriorating asset quality. We believe this was mainly due to
the latter's accelerated risk exposure under authorities’ push for more
stringent loss recognition standard.

Maintain Outperform. Weakening TSF growth could raise market
expectation for benchmark rate cut to spur credit demand. That said, we
anticipate PBoC to use a combination of open market operation interest
adjustment and RRR cut, to keep sufficient system liquidity and gradually
lower effective lending rate. H-share China banks are trading at 0.6x
FY19E P/B, around 1SD below historical mean. The distressed valuation
has largely priced in the sector’s narrowing NIM trend, in our view. We still
favor retail-oriented JSBs that could deliver better-than-peers NIM and
earnings growth. Top picks are PAB (000001 CH) and CEB (6818 HK).
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PBoC monthly data summary

Key indicators Jul - Jun - Jul-
(RMB bn) 19 19 18
New TSF 1,010 2,263| 1,488

YoY (%) -17.6  52.1| -18.2
New loans 1,056 1,664 1,453

YoY (%) 274 97| 76.1
M1 YoY (%) 31 44 5.1
M2 YoY (%) 81 85 8.5

Source: PBoC, CMBIS

Historical P/B of H-share China banks
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P/B Average +1SD -1sD

Source: Bloomberg, CMBIS

Related Reports

1. 2Q19 results preview — 7 Aug 2019

2. Answering key questions after BoJZ
bailout — 30 Jul 2019

3.  TSF beat, despite in-line new loans

Price P PB(x) PE(x) Yield ROE — L 20

Ticker  (Local ccy) (Local ccy) Rating FY19E FY19E FY19E FY19E
ICBC 1398 HK 4.98 7.60 BUY 0.63 5.1 6.0% 13.1%
CCB 939 HK 5.73 9.30 BUY 0.60 47 6.4% 13.4%
ABC 1288 HK 3.01 5.30 BUY 0.53 4.4 7.0%  127% Please cast your valuable vote
BOC ~ 3988HK 3,00 5.20 BUY 047 4.3 73%  11.5% for CMBI research team in the
CITICB 998 HK 4,07 5.90 BUY 0.40 3.9 7.0%  10.9% 2019 Asiamoney Brokers Poll:
CEB 6818 HK 331 4.60 BUY 0.49 4.4 5.9% 11.5% https://euromoney.com/brokers
BoCom 3328 HK 5.30 6.40 HOLD 0.50 4.6 6.7% 11.3%
MSB 1988 HK 5.13 6.20 HOLD 0.44 3.8 7.9% 12.1%
PAB 000001 CH  15.12 17.00 BUY 1.05 9.5 1.1% 11.6%

Source: Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 2: YoY growth of TSF balance

Figure 1: M1 and M2 growth
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Figure 4: New loan breakdown

Figure 3: New TSF breakdown
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Figure 6: New deposit breakdown

Figure 5: Off-balance sheet financing breakdown
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Figure 7: Net profit YoY growth

Figure 8: Total assets YoY growth
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Figure 9: Net interest margin Figure 10: NPL + SML ratio
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Figure 11: NPL ratio Figure 12: Provision coverage ratio
2.5% - 310%
2.3% 4 2.30% 290%
2.1% A 270% \
\
1.9% 250% 251%
1.7% \ 1.67% 230%
1.5% - 210%
0
1.3% 1 \ 126% 190% / 193%
1.1% A 170%
0.9% A 150% 149%
e T S S TR TR e S e N N N N RS RS2 B S S S S e e e R e e e e N N NN R R R gD
FRIIILITLIAIRIYIILIZIYISIRITLIAIRRYYR g899899ZYIXIYIRTLIY

Large banks

Joint-stock banks

City commercial banks

o= arge banks

Joint-stock banks

City commercial banks

Source: CBIRC, CMBIS

Source: CBIRC, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



13 Aug 2019

£ 4 H R

CMB INTERNATTONAT

Figure 13: Average lending rate

Figure 14: Proportion of loan priced vs benchmark
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the
securities or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the
subject securities or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views
expressed by that analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong
Securities and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the
date of issue of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this
report; (3) serve as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong
Kong listed companies covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all
investors. CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual
investment objectives, financial position or special requirements. Past performance has no indication of future performance, and actual events
may differ materially from that which is contained in the report. The value of, and returns from, any investments are uncertain and are not
guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets or other variable market factors. CMBIS
recommends that investors should independently evaluate particular investments and strategies, and encourages investors to consult with a
professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any
security or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants,
directors, officers or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying
on the information contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or
correctness. CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change
without notice. CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect
different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions
that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for
itself and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other
business relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that
could affect the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended
recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without
prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom
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