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Monetary growth further narrowed; Banks’' risk awareness

strengthened
BT AR SRS, ARAT SRR i

® M2 and M1 growth declined further in September. M2 yoy growth rate in September was 13.0%, 0.5 ppts lower than
that of the last month. M1 yoy growth rate was significantly reduced by 2.3 ppts to 8.9% in September. New RMB loans
in Sept. 2011 reached RMB470.0 bn (incl. bills) or RMB490.7 bn (excl. bills), lower than expectations. The new
lending in September declined by 21.8% yoy and 14.3% mom.

® The tightening of monetary policy seems to be more comprehensive than market expectations. The M2 growth
in Sept.(13%) is far below the official target (16%). What's more surprising is that M1 even recorded one digit growth
(8.9%), the lowest level since Feb. 2009, indicating that the economic activities are slowing down.

® Banks have strengthened risk awareness as concerns over economic slowdown are rising. The sharp decline in
M2 growth is caused by the following reasons: 1) wealth management products extracted deposits from banking
system due to higher returns; 2) banks have strengthened risk awareness in their loan issuing, and cut lending to real
estate developers and LGFVs.

® CPI eased for the 2" month in September, and may provide some room for moderate easing of monetary
policy in 4Q11. The monthly new loans distributed in 4Q11 need to reach RMB600bn on average to realize the
RMB7.5tn whole year credit quota. However, if there is no easing of monetary policy in 4Q11, the credit quota target
is hard to achieve.

® Maintain “Outperform” rating for the banking sector, eying its growing investment value. Major risks faced by
banks from regulatory body, LGFV and property exposures have been releasing gradually. Huijin's
accumulating of Big-4 State-owned banks supports our view on the sector. Large banks with sufficient provisions
and low LDRs could ease investors’ concerns over asset quality and funding cost. We recommend CCB (00939 HK)
and ICBC (01398 HK).
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Exhibit 1: China Monetary Growth
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Source: PBOC, Guotai Junan International.
Exhibit 2: MO changes MoM Exhibit 3: Shibor eased after PBOC'’s injection of money
15000 [ RMB 100mn
MO changes MoM 9.00 % Shibor O/N === Shibor 1M Shibor 3M
10000 + 8.00
5000 7.00 h .
6.00 \J \\' - /M"\\
o 5.00 \,,‘ A vy
x—Iv ! \
4.00 w ' '
-5000 | - ,J"\ Y WL
)
B " —— \\ /I
-10000 200 —F o
1.00
-15000 B L L L L L L L L L L L L L L
D OO O O o O ©O O O O o O «+Hd «dA «HA «d 0.00
i’?‘iﬁ?i’zﬁ“;‘ﬁ'ﬁ";“gﬁ':‘fﬁ' g 2 2 2 8 3 23 23 33 o o o
S S g S ER- S ER- I - T T < T =T - S e N O
S227°8252"82522"°48 38§52 88s 22883528 ¢
Source: PBOC, Guotai Junan International. Source: SHIBOR, Guotai Junan International.
Exhibit 4: PBOC kept pumping liquidity to ease interbank liquidity =
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Exhibit 5: China Banks’ Monthly RMB New Loans
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Source: PBOC, Guotai Junan International.

Exhibit 6: China banks’ bill discounting loans
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Exhibit 7: Peers comparison
Company/Region Last Price Mkt. Cap P/E P/B ROE % ROA% Yield %
Hong Kong Ticker HK$ (HK$ mn) 11F 12F 13F 11F 12F 13F 11F  11F 11F
ICBC-H 1398 HK 4.29 1,497,293 5.8 5.0 4.3 1.3 1.1 1.0 23.9 15 6.9
CCB-H 0939 HK 5.13 1,282,556 6.2 5.3 4.7 1.3 11 1.0 22.3 1.5 6.4 o
ABC-H 1288 HK 3.02 980,878 6.3 5.4 4.5 1.3 1.1 0.9 21.6 1.1 4.4 =
BOC-H 3988 HK 2.69 750,906 4.9 4.0 34 0.8 0.7 0.6 18.1 1.2 7.1 B
Mean (Mkt Cap Weighted) 5.9 5.0 4.3 1.2 1.0 0.9 22.0 1.4 6.2 %
Median 6.0 5.2 4.4 1.3 1.1 1.0 22.0 1.3 6.6 3
j2]
£
BankComm- H 3328 HK 4.82 298,289 5.1 4.4 3.9 0.9 0.8 0.6 19.3 1.1 2.9 é
China Merchants- H 3968 HK 13.46 290,421 7.1 6.4 5.5 15 1.2 1.1 22.7 1.3 3.4 os]
CITIC Bank- H 0998 HK 3.58 167,499 4.5 3.9 3.2 0.8 0.7 0.6 19.0 1.2 5.1
Minsheng- H 1988 HK 5.49 146,664 4.9 3.8 3.0 0.9 0.8 0.6 20.6 13 2.9
Mean (Mkt Cap Weighted) 5.6 4.9 4.1 11 0.9 0.8 20.6 1.2 35
Median 5.0 4.2 3.5 0.9 0.8 0.6 20.0 1.3 3.2
BOC Hong Kong- R 2388 HK 18.20 192,425 9.5 9.6 8.4 15 15 1.3 16.8 1.2 6.7
Sector Mean (Mkt Cap Weighted) 6.0 5.1 4.4 12 1.0 0.9 21.6 13 5.8
Sector Median 5.8 5.0 4.3 1.3 1.1 0.9 20.6 1.2 5.1
Source: Bloomberg, Guotai Junan International.
Note: Stock prices are based on the market close of 14 Oct. 2011.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months o
Rating Definition %
Buy Relative Performance >15%; %

or the fundamental outlook of the company or sector is favorable. g
Accumulate Relative Performance is 5% to 15%; 5
or the fundamental outlook of the company or sector is favorable.
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition

The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months
Rating Definition
Outperform Relative Performance >5%;

or the fundamental outlook of the sector is favorable.
Neutral Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform Relative Performance <-5%;

or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as director in the listed corporation mentioned in this Research Report.

(2) The Analysts and their associates have no financial interests in the listed corporation mentioned in this Research Report.

(3) Except for Shandong Chenming (01812), Guotai Junan and its group companies do not hold more than 1% of the market capitalization

of listed corporation mentioned in this Research Report.
(4) Guotai Junan and its group companies had not had investment banking relationships within the preceding 12 months for the listed
corporation mentioned in this Research Report. .
S
DISCLAIMER 3
n
This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities ;E
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in g
m

research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2011 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queens’ Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk

See the last page for disclaimer Page 4 of 4

o)

L
o
z
<
0
o
T




