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A Wholly Owned Subsidiary Of China Merchants Bank

China Banking Sector

Implications of 5 bps cut on 1-yr LPR OUTPERFORM
(Maintain)
Sector re-rating driver is still the expectation on asset quality improvement. LPR China Banking Sector
cutis in line and it has limited impacts on banks’ earnings. As the sector is trading _
at historical bottom (0.4x 2022E P/B), we think some banks with strong balance Eric Wang
sheet become attractive. Maintain OUTPERFORM on banking sector and our top (8:52) 3900 089,2
pick is Postal (1658 HK, Buy) with target price of HK$7.20. G ST LRI
. Gigi Chen, CFA
B On 20 Dec 2021, 1-yr LPR dropped 5 bps to 3.80% and 5-yr LPR remained (852) 3916 3739
at 4.65%. It is the first LPR cut since April 2020. After cutting RRR, regulators gigichen@cmbi.com.hk
continue to reduce borrowing cost by lowering 1-yr LPR. Unchanged 5-yr LPR
shows PBOC'’s attitude on no speculation on residential property (51& R #)). Stocks covered
B Releasing borrowers’ pressure on financing cost. The RRR cut will create Ticker Rating T|(I;D Upside
more loan supply on the market and LPR cut will lower financing cost for 1658 HK B0 7 2 8%
borrowers. As PBOC commented on 6 Dec 2021, 50 bps RRR cut will release 536 HK Y G '33 —

RMB 1.2tn long term fund and help financial institutions save RMB 15bn
funding cost every year. At the same time, PBOC asked banks to transfer
RMB 15bn saved cost to borrowers, especially for SME borrowers.

600000 CH HOLD 9.34 9%
601229 CH BUY 9.04 27%
3618 HK HOLD 2.8 6%
B In our view, impacts on banks’ earnings is quite limited. Since mortgage 601577CH  HOLD  8.32 7%
and part of long term loan is pegged with 5-yr LPR, these loans will not be 601658.SH BUY  7.07 34%
affected by the 1-yr LPR cut. As we assumed 15% of ordinary loan is pegged 601939.5H BUY 7 20%
with 5-yr LPR, loan affected by 20 Dec’s LPR cut will be RMB 130.44bn. 601077.5H ~ HOLD 3.6 6%

Based on our estimate that 33% of total loan will be re-priced in next year, Source: CMBIS estimates

FY22E banks’ net interest income will drop RMB 22bn, as 0.7% of pre-tax
profits. In the long term, after all the affected loan have been re-priced, net
interest income will drop RMB 65bn, as 2.2% of pre-tax profits. Actually, since
previous RRR cut (effective on 15 Dec 2021) will help banks save RMB 15bn
funding cost, current LPR and RRR cut only cause a net decline of RMB 7bn
on banks’ NIl, as 0.24% of their total pre-tax profits. In the long term, after all
the 1-yr LPR linked loan have been re-priced, banks will have a net decline of
RMB 50bn on NII, as 1.7% of their total pre-tax profits. In 2022, we expect
more LPR cuts and MLF rate cut if the economic recovery is slow.

B Valuation/Key risks. Our top pick is Postal (1658 HK, Buy), based on GGM.
Target price is HK$7.20, implying 0.86x 2021E and 0.79x 2022E P/B. During
last three years, PSBC (H) was trading at 0.71x FY22E P/B, while currently it
is trading at 0.62x P/B, below -1SD of historical mean (0.64x P/B). Thus, we
think most negatives are priced in.

Valuation Table

Ticker Mkt RAT-  Closing

TP(LC) Upside Recent Report :

Cap ING price . . N
PSBC 1658 HK 535  BUY 5.64 720 28% 68 09 6.10% 1. China Banking Initiation—

Looking for safe harbour — 9 Dec

CCB 939 HK 1,344  BUY 5.29 6.33 20% 4.4 0.5 8.55% 2021

SPDB 600000 CH 253 HOLD 8.58 9.34 9% 4.8 05 6.25%
BOSH 601229 CH 102 BUY 7.14 9.04 27% 5.2 0.6 6.91%
CQRCB 3618 HK 30 HOLD 2.65 2.80 6% 25 0.2 12.75%
BOCS 601577 CH 32 HOLD 7.81 8.32 7% 4.1 0.6 6.41%
Source: CMBIS estimates based on 2022E earnings. Closing price @ 20 Dec, Mkt cap (LC bn)

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk



21 Dec 2021

WEELL

CMB INTERNATIONAI

s L IJ
holy : .4 Merch 3

Focus Charts

Figure 1: LPR change

Figure 2: Market lending rate

(%)

5.0% 1

4.5% -

2019-08-01

4.0%

3.5%

2020-04-01
e 1-yr LPR

(%)
9.0% 1
8.5% A
8.0% A
7.5% A
7.0% A
6.5% A
6.0% A
5.5% A
5.0% A
4.5% A
4.0%

A
\/,

==

2008-12 2011 02 2013 04 2015 06 2017 08 2019-10
Overall loan rate Ordinary loan rate Mortgage rate

Source: PBOC

Figure 3: Estimates on loan affected (RMB bn)
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Figure 4: Estimates on NIl impacts
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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
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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 or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

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