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August M2 YoY Growth Slightly Beat Expectations; Liquidity
Conditions for the Rest of 2019 Expected to Remain Slightly
Loose
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® August M2 YoY growth slightly beat expectations. The 8.2% YoY growth rate of M2 in August 2019 slightly
beat expectations, up 0.1 pts MoM. The M1 YoY growth rate increased by 0.3 pts MoM. Overall, M2 YoY growth
increased slightly compared with that in July, which showed liquidity conditions to be slightly loose. Given that
liquidity conditions are expected to remain slightly loose, we project YoY growth of M2 to be around 8.6% in 2019.
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® New RMB loans beat expectations slightly in August. The 2.1% YoY increase in new TSF in August 2019 was
mainly due to the increase of new foreign currency loans, new entrusted loans, new trust loans, new undiscounted
bills and new equity financing. RMB loans remain as the main channel through which the government supports
financing of the real economy. New RMB loans beat expectations slightly in August. New RMB loans decreased
by 5.5% YoY, up 14.2% MoM. Medium-term and long-term RMB loans increased by 12.6% YoY and 9.0% MoM,
of which personal medium-term and long-term RMB loans increased by 2.8% YoY and 2.8% MoM, and
non-financial corporate medium-term and long-term RMB loans increased by 25.1% YoY and 16.5% MoM. We
think the growth rate of medium-term and long-term RMB loans showed that financing demand of the real
economy turned good to a certain extent. The proportion of new RMB loans to real economy in new TSF was
65.7% in August 2019.
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®  Our views on liquidity: In August 2019, the PBOC extended RMB22.4 bn in loans via standing lending facility
and RMB550.0 bn in loans via medium-term lending facility. The CPI for August 2019 was 2.8%. In August 2019,
the PBOC decided to reform and improve the mechanism for setting LPR, which aims to enhance the efficiency of
interest rate transmission and push to lower the financing cost of the real economy. In September, the PBOC cut
the RRR, which is expected to release about RMB 900 bn long-term funds. In the "China Monetary Policy Report,
the Second Quarter 2019", the PBOC put forward prudent monetary policies which aim not be too loose or too
tight, but to maintain reasonably ample liquidity, implement counter-cyclical adjustments in a timely and
appropriate manner, and guide the growth rate of M2 and TSF to match the growth rate of nominal GDP. Given
that the US Federal Reserve decreased the interest rate and U.S. trade relations with China have deteriorated in
order to stabilize economic growth, support the financing of small and micro enterprises and private enterprises,
and control economic exposure, we expect that the PBOC will maintain slightly loose monetary policies and that
China's liquidity conditions will remain slightly loose during the rest of 2019.
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Banking Sector

®  Sector views: We expect that projected stable earnings growth and asset quality of mainland Chinese banks in
2019 will boost the valuations of Chinese banks. We maintain "Outperform" rating for the banking sector. Our top
pick is CMB (03968 HK) with "Buy" rating and TP of HK$47.25.
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Exhibit 1: China’s main M1 and M2 indicators
M1 YoY growth M2 YoY growth YoY difference MoM difference YoY difference MoM difference Difference
(%) (%) of M1 YoY of M1 YoY of M2 YoY of M2 YoY between M2
growth growth growth growth (YoY ) and M1
(ppts) (ppts) (ppts) (ppts) (YoY)
(ppts)
2019-08 34 8.2 0.5) 0.3 0.0 0.1 4.8
2019-07 3.1 8.1 (2.0 1.3) 0.4) 0.9) 5.0
2019-06 4.4 8.5 (2.2) 1.0 0.5 0.0 4.1
2019-05 34 8.5 (2.6) 0.5 0.2 0.0 5.1
2019-04 2.9 8.5 4.3) 1.7) 0.2 0.1) 5.6
2019-03 4.6 8.6 (2.5) 2.6 0.4 0.6 4.0
2019-02 2.0 8.0 (6.5) 1.6 0.8) 0.4) 6.0
2019-01 0.4 8.4 (14.6) (1.1) 0.2) 0.3 8.0
2018-12 15 8.1 (10.3) 0.0 0.0 0.1 6.6
2018-11 15 8.0 (11.2) 1.2) (1.1) 0.0 6.5
2018-10 2.7 8.0 (10.3) 1.3 0.9) 0.3 5.3
2018-09 4.0 8.3 (10.0) 0.1 0.7) 0.1 4.3
2018-08 3.9 8.2 (10.1) 1.2) 0.4) 0.3 4.3
2018-07 5.1 8.5 (10.2) 1.5) 0.4) 0.5 3.4
2018-06 6.6 8.0 (8.4) 0.6 (1.1) 0.3 1.4
2018-05 6.0 8.3 (11.0) 1.2 0.8) 0.0 2.3
2018-04 7.2 8.3 (11.3) 0.1 (1.5) 0.1 11
2018-03 7.1 8.2 (11.7) (1.9) (1.9 (0.6) 11 f
2018-02 8.5 8.8 (12.9) 6.5) (1.6) 0.2 0.3 ;
2018-01 15.0 8.6 0.5 3.2 (2.1) 0.5 (6.4) ;
2017-12 11.8 8.1 (9.6) 0.9) (3.2 (1.0 (3.7 g
2017-11 12.7 9.1 (10.0) 0.3 (2.3 0.2 (3.6) 2
Source: the People’s Bank of China, Guotai Junan International. ‘;‘%
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Exhibit 2: Breakdown of new total social financing ("TSF") in RMB ‘000 mn
New RMB Foreign Entrusted Trust Undiscounted  Corporate Equity Local Asset Written
TSF Loans currency loans loans bills bonds financing  government backed -off
loans special securities loans
bonds
2019-08 19,800 13,000 (247) (513) (658) 157 3.041 256 3.213 0 0
2019-07 10,100 8,086 (221) (987) (676) (4,563) 2,240 593 4,385 0 0
2019-06 22,600 16,718 (4) (827) 15 (1,311) 1,291 153 3,579 0 0
2019-05 14,000 11,900 191 (631) (52) (770) 476 259 1,251 0 0
2019-04 13,600 8,733 (330) (1,199) 129 (357) 3,574 262 1,679 0 0
2019-03 28,593 19,584 3 (1,070) 528 1,365 3,455 122 2,532 0 0
2019-02 7,030 7,641 (105) (508) (37) (3,103) 805 119 1,771 0 0
2019-01 46,400 35,700 343 (699) 345 3,786 4,990 293 1,088 0 0
2018-12 15,898 9,269 (701) (2,244) (509) 1,023 3,703 131 362 1,503 2,518
2018-11 15,191 12,302 (787) (1,310) (467) (127) 3,163 200 (332) 1,157 729
2018-10 7,430 7,141 (800) (949) (1,273) (453) 1,486 176 868 188 446
2018-09 21,701 14,341 (670) (1,432) (909) (548) 392 272 7,389 895 1,615 Q
2018-08 19,412 13,140 (344) (1,207) (688) (779) 3,423 141 4,106 501 377 2
2018-07 12,244 12,861 (773) (950) (1,192) (2,744) 2,185 175 1,851 123 176 é
2018-06 14,877 16,787 (364) (1,642)  (1,623) (3,649) 1,349 258 1,019 272 1,737 [
2018-05 9,533 11,396 (228) (1,570) (904) (1,741) (367) 438 1,012 377 479
2018-04 17,761 10,987 (26) (1,481) (94) 1,454 4,047 533 808 821 259 l
See the last page for disclaimer Page 2 of 5
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2018-03 15,864 11,425 139 (1,850) (357) (323) 3,552 404 662 387 1,234
2018-02 11,894 10,199 86 (750) 660 106 644 379 108 (146) 261
2018-01 30,793 26,850 266 (714) 455 1,437 1,222 500 0 (137) 320
2017-12 15,865 5,769 169 601 2,245 676 343 792 849 1,476 2,059
2017-11 19,139 11,428 198 280 1,434 15 920 1,324 2,282 248 481

Source: the People’s Bank of China, Guotai Junan International. g
Exhibit 3: Breakdown of YoY change of new TSF in RMB ‘000 mn 5
New RMB Foreign  Entrusted Trust  Undiscounted Corporate Equity Local Asset Written-off 08)_
TSF  Loans currency loans loans bills bonds financing government backed loans =
loans special  securities
bonds
2019-08 409 (140) 97 694 30 936 (361) 115 (893) (501) (377)
2019-07  (2,154) (4,775) 552 (37) 516 (1,819) 45 418 2,534 (123) (176)
2019-06 7,723 (69) 360 815 1,638 2,338 (59) (105) 2,560 (272) (1,737)
2019-05 4,482 504 419 939 852 971 858 (179) 239 (377) (479)
2019-04 (4,161) (2,254) (304) 282 223 (1,811) (473) (271) 871 (821) (259)
2019-03 12,744 8,160 (137) 780 885 1,688 (81) (282) 1,870 (387) (1,234)
2019-02 (4,864) (2,558) (191) 242 (697) (3,209) 161 (260) 1,663 146 (261)
2019-01 15,607 8,850 77 15 (110) 2,349 3,768 (207) 1,088 137 (320)
2018-12 33 3,512 (871) (2,812) (2,754) 347 3,414 (662) (487) 27 459
2018-11  (3,948) 874 (985) (1,591)  (1,901) (142) 2,242 (1,124) (2,614) 909 248
2018-10  (4,574) 506 (756) (992) (2,292) (465) 4 (426) (447) 127 175
2018-09 (750) 2,456 (438) (2,207)  (3,276) (1,331) (1,261) (247) 4,872 571 339
2018-08 1,898 1,674 (12) (1,125) (1,831) (1,021) 2,286 (512) 2,182 55 127
2018-07  (2,739) 3,710 (560) (1,114)  (2,424) (707) (436) (360) (1,475) 628 (29)
2018-06  (6,254) 2,313 (436) (1,610) (4,104) (3,420) 1,518 (229) 972) 159 428
2018-05  (3,603) (384) (129) (1,293) (2,716) (496) 2,120 (20) (922) 83 202
2018-04 2,157 182 257 (1,433) (1,567) 1,109 3,546 (236) (1,211) 1,326 49
2018-03  (8,137) (161) (148) (3,889) (3,469) (2,713) 3,423 (396) (1,144) 223 388
2018-02 848 (118) (282) (1,922) (402) 1,824 1,769 (191) 108 (136) 112
2018-01  (6,302) 3,717 140 (3,850) (2,720) (4,693) 1,733 (726) 0 8 67
2017-12 (395) (4,174) 558 (3,410) 602 (913) 2,391 (36) 849 1,476 2,059
Source: the People’s Bank of China, Guotai Junan International. =
Exhibit 4: China's main financing readings d;i
New RMB New RMB  YoY growth of MoM growth  YoY growth of MoM growth  YoY growth of MoM growth g
loans deposits new RMB of new RMB new RMB of new RMB new TSF of new TSF a
(RMB ‘000 (RMB ‘000 loans loans deposits deposits (%) (%)
mn) mn) (%) (%) (%) (%)
2019-08 12,100 18,000 (5.5) 14.2 65.1 180.4 2.1 95.8
2019-07 10,600 6,420 (26.9) (36.1) (37.7) (71.7) (17.6) (55.4)
2019-06 16,600 22,700 (9.8) 40.7 8.1 86.1 51.9 62.0
2019-05 11,800 12,200 2.6 15.7 (6.2) 368.2 47.1 3.0
2019-04 10,200 2,606 (13.6) (39.6) (51.3) (84.8) (23.4) (52.4)
2019-03 16,900 17,200 50.9 90.8 13.9% 31.3% 80.4 306.7
2019-02 8,858 13,100 55 (72.6) n.a. (59.9) (40.9) (84.8)
2019-01 32,300 32,700 114 199.1 (15.3) 3,469.9 50.7 191.9
2018-12 10,800 916 84.8 (13.6) (111.6) (90.4) 0.2 47
2018-11 12,500 9,507 11.6 79.3 (39.4) 168.9 (20.6) 108.4
2018-10 6,970 3,535 5.1 (49.5) (66.7) (60.3) (39.3) (67.0)
2018-09 13,800 8,902 8.7 7.8 105.5 (18.3) (1.8) 14.4
2018-08 12,800 10,900 17.4 (11.7) (19.9) 5.8 (2.4) 46.1 o
2018-07 14,500 10,300 76.4 (21.2) 26.0 (51.0) (10.7) (45.7) 2
2018-06 18,400 21,000 19.5 60.0 (20.5) 61.5 (33.4) 55.1 g
2018-05 11,500 13,000 36 (2.5) 17.1 142.9 (28.4) (51.2) -
2018-04 11,800 5,352 7.3 5.4 (64.6) 103.4 12.4 17.3 l
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2018-03 11,200 15,100 9.8 33.4 18.9 (601.5) (37.2) 13.3
2018-02 8,393 (3,011) (28.3) (71.1) (113.0) (107.8) 7.3 (61.8)
2018-01 29,000 38,600 42.9 396.2 160.8. na. (17.2) 168.5
2017-12 5,844 (7,929) (43.8) (47.8) na. na. (29.9) (28.7)

Source: the People’s Bank of China, Guotai Junan International. 2
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
[e2]
Buy EN Relative Performance >15%; =
or the fundamental outlook of the company or sector is favorable. ;
Accumulate == Relative Performance is 5% to 15%; 2
or the fundamental outlook of the company or sector is favorable. £
[}
Neutral Galis Relative Performance is -5% to 5%; @
or the fundamental outlook of the company or sector is neutral. -
Reduce VEER Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell S 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 SRR T Relative Performance >5%;
or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform P KT Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.
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DISCLAIMER §

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies December do business that relates to companies covered in
research reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter
or invest proprietarily).

Any opinions expressed in this report December 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
December 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 December 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 December 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.
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