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SECTOR UPDATE

Banking — China
Improved 4Q24 Outlook Amid Policy Supports

China banks reported improved earnings growth, driven by narrower revenue declines,
strong trading gains and lower credit costs. We expect the sequential NIM decline to
worsen in 4Q24 due to policy rate cuts. However, we believe China banks will maintain
positive earnings growth for 2024, supported by the low base effect in 4Q23 and the
stimulus package announced in late-Sep 24. Maintain MARKET WEIGHT. Top pick: CMB.

WHAT’S NEW

¢ China banks registered better-than-expected earnings. According to National Financial
Regulatory Administration (NAFR), China banks delivered improved earnings growth of
0.74% yoy in 3Q24 (vs flattish in 2Q24), mainly thanks to better top-line performance (-0.2%
yoy), aided by: a) narrower net interest income and fee income declines, and b) strong trading
gains. Among the banks, SOE banks generally outperformed joint-stock banks (JSB) in terms
of earnings growth. Agricultural Bank of China led the pack with a 5.9% yoy earnings growth
among its SOE peers.

Loan and deposit growths remained sluggish. 3Q24 loan growth decelerated to 8.1% yoy
from 8.8% in 1H24, dragged by both corporate and retail loan books, indicating weakened
credit demand. Corporate deposits declined by 3.2% yoy (1H24: 2.9%), due to tightened
regulations on deposit interest subsidies while retail loan growth moderated to 10.5%, driven
by the transfer of funds to broker deposits, following improved stock market sentiment after
the policy turnaround in late-Sep 24.

NIM pressure lingered in 3Q24. Based on our calculations, China banks’ quarterly NIM fell
3bp qogq to 1.51% (2Q24: flattish qoq). SOE banks recorded a 2bp sequential NIM
compression to 1.43%, similar to 2Q24, while JSBs experienced a 1bp qog NIM dilution to
1.63%. The lacklustre NIM performance was mainly due to sluggish credit demand which led
to lower loan yields and an increase of low-yielding discount bills in the new loan mix.
However, it was partly offset by a deposit cost decline after the deposit rate cut in Jul 24.

Fee weakness easing. Most banks reported a smaller fee income decline in 3Q24, mainly
due to the low base effect in 3Q23 and increased insurance sales before the full suspension
of life insurance products with a 3.0% guaranteed return rate. We believe: a) the waning
impact of bancassurance and mutual fee rate cuts, and b) recent pick-up in equity market
turnover amid the policy turnaround could help reverse the fee income sluggishness in 4Q24.

Strong other NIl was the key revenue driver in 3Q24, which surged 70% yoy on average,
driven by investment gains from bond trading and foreign exchange gains. We believe that
some banks sold a portion of their long-term government bonds in 3Q24 to help the PBOC in
stabilising long-term treasury yields. While this may boost trading gains, it could also
negatively impact long-term NIM performance as banks will need to reinvest funds at lower
yields given the falling interest rates. Although the trading gains from bond investments are
expected to remain robust in 4Q24 (10-year treasury vyield: -10bp qtd), the renminbi
depreciation following the US election will pose some headwinds to the banks’ other non-
interest income (NII).

PEER COMPARISON
Price@ Target  Market Upside/(Downside) -------- PE ---eee oeeeeeen P/B
Company Ticker Rec 26 Nov24  Price Cap to TP
(HK$)  (HK$)  (HKS$b) (%) ) ) )
CCB 939 HK BUY 5.84 6.70 1,485,235 14.7 41 4.0 0.4
CmB 3968 HK  BUY 34.50 49.00 870,085 42.0 5.3 5.0 0.7
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MARKET WEIGHT

(Maintained)
SECTOR TOP PICK

Share Price Target Price
Company  Ticker Rec (HK$) (HK$)
CMB 3968 HK  BUY 34.50 49.00
Source: UOB Kay Hian
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CHINA BANKS RESULTS AT A GLANCE (3Q24) NPL TREND
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o Asset quality remained largely benign but surge in retail NPL pressures garnered Source: PBOC, ICBC, iFinD, UOB KayH:an

attention. The non-performing loan (NPL) ratio stayed flattish qoq at 1.56% as of 3Q24. SECTOR P/B VS ROE
However, the special mention loan (SML) ratio of China banks edged up 6bp goq to 2.28%, ., o
as we saw growing asset quality pressure from the retail segment, particularly for credit card ~ **
and mortgage loans, as evidenced by a rising overdue loan ratio and SML ratio across the
retail book of China Merchants Bank (CMB) and Bank of Communications (BoCoM). Despite
that, we observed that China banks were more willing to release provisions by trimming
credit costs (-11bp yoy on average in 9M24) to boost earnings growth. We noted that large
SOE banks have stronger incentives to do so, given their upcoming capital-raising exercises.  “us =0 w0 an w2 xm  xx

—PB ROE (RHS)

ESSENTIALS Source: Bloomberg, UOB Kay Hian

¢ 4Q24 NIM outlook dulled by mortgage repricing and LPR cuts. Nonetheless, SOE
banks’ managements guided that the sequential NIM compression in 4Q24 is manageable,
given the mortgage repricing policy took effect only in late-October and a deposit rate cut of
a similar quantum was made to neutralise the policy rate cuts impact.

ICBC 5Y Deposit Rate

o PBOC’s efforts to ease NIM pressure. According to the PBOC’s statement in its 3Q24
monetary policy report, the central bank called for improved transmission of policy rate cuts
and urged banks to restore orderly competition by avoiding offering excessively high deposit
rates and significantly reducing lending rates to corporate clients. The PBOC has taken a
few initiatives to regulate the competition such as: a) making more timely deposit rate
adjustments, b) prohibiting deposit interest subsidies, and c) urging banks to avoid issuing
loans with after-tax interest rates lower than the yields of comparable-maturity treasury
bonds.

ACTION

¢ Maintain MARKET WEIGHT on the China banking sector. Although China banks are
most likely to deliver positive earnings growth for 2024, the NIM pressure and sluggish credit
demand will continue to cloud their revenue prospects in 2025. We think large SOE banks
and smaller regional banks have more incentives to release provisions in order to retain
positive earnings growth ahead of equity-raising exercises in 2025. H-share China banks are
now trading at 0.43x 2025F P/B (-1.0SD). However, we think further upside potential is
limited for SOE banks and a few JSBs due to the potential EPS dilution impact from the
upcoming equity-raising exercises. Additionally, we suggest reducing exposure to large SOE
banks, as we are uncertain whether the big banks will raise dividend payouts after the capital
injection to maintain their DPS and dividend yield, which are key components of the
investment thesis for SOE banks.
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¢ China Merchants Bank (3968 HK/BUY/Target: HK$49.00). Management's tone on the
earnings outlook is the most upbeat since 2022 after multiple positive operating trends were
observed following the stimulus package rollout in late-Sep 24. Hence, we continue to like
CMB as it is the key beneficiary if there is any additional policy supports and it has no equity-
raising risk in the near term. Our target price of HK$49.00 is derived from the dividend
discount model (cost of equity: 13.6%, terminal growth rate: 3.5%, payout ratio: 33.9%) and
implies 0.95x 2025F P/B (-0.8SD). CMB is now trading at a 0.68x of 2025F P/B (-1.5SD) with
an attractive dividend yield of 6.8%.

Refer to last page for important disclosures. 3
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries or jurisdictions by the respective entities and are subject to the additional restrictions
listed in the following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
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who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
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by the Securities and Exchange Commission of Thailand.
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