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Wake the dragon up in 2024

Summary

Both the onshore and offshore China markets
experienced three consecutive years of negative
return, which is the first time in the past 20 years.
Although aggregate earnings of listed companies is
expected to resume growth, the market indices headed
south with collapsed price-to-earnings multiples.

We believe the key for market revival is whether the
Chinese government will launch policies that are bold
enough to restore investor confidence. In fact, China did
not lack breeze of pro-economy policies in 2023.
However, they were too gentle and fragmented that
failed to boost investor confidence. We think things
would be different if those polices were puffed out
strongly in one-go. Mercifully, it appears that the top
leaders share similar thoughts with us. Both the
Politburo and the Central Economic Work Committee
emphasised “to enhance consistency of macro policies”
during the meetings in December 2023. Hopefully, all
government departments and municipals will work
closely together to synthesise coordinated fiscal stimuli
in 2024.

1. New energy vehicle;
2. Short-format video;
3. Reserve requirement ratio
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Notable developments in selected sectors

Hong Kong Properties and Utilities: We
believe sooner-and-deeper than expected
interest rate cuts will be powerful upside
catalysts to the shares of Hong Kong
property and utility companies in 2024.

China NEVL: There are growing worries
over the competitive landscape of China NEV
industry, despite country-wide monthly unit
sales growth staying in the double-digits
territory.

China E-commerce: The megatrend of
consumer wallet shift towards low-price and
SFV2 sales channels accelerated in 2023. On
the other hand, the legacy online platforms
have been struggling to adapt to changing
consumer preferences.

China Financials: China's financial policies
have been less aggressive than market's
expectations in our view. Many market
participants, including us, counted down to
2024 with unfilled hopes for interest rates
and RRR® cuts in the last quarter of 2023.
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Wake The Dragon Up in 2024

Both the onshore and offshore China markets
experienced three consecutive years of negative
return (see Chart 2), which is the first time in the
past 20 years. Although aggregate earnings of listed
companies is expected to resume growth (see Chart
1), the market indices headed south with collapsed
price-to-earnings multiples.

We believe the key for market revival is whether
the Chinese government will launch policies that
are bold enough to restore investor confidence. In
fact, China did not lack breeze of pro-economy
policies in 2023, but they were too gentle and
fragmented that failed to boost investor confidence.
We think things would be different if those polices
were puffed out strongly in one-go. Mercifully, it
appears that the top leaders share similar thoughts
with us. Both the Politburo and the Central
Economic Work Committee emphasised “to enhance
consistency of macro policies” during the meetings
in December 2023 45, Hopefully, all government
departments and municipals will work closely
together to synthesise coordinated fiscal stimuli in
2024.

CHART 1. CONSENSUS EARNINGS GROWTH
FOR HONG KONG CHINA INDICES
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Source: Bloomberg, BNP Paribas as of 28 December 2023

CHART 2. YEARLY PERFORMANCE OF MSCI CHINA, HANG SENG COMPOSITE INDEX AND CSI300
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Source: Bloomberg, BNP Paribas as of 28 December 2023

4. https://www.gov.cn/yaowen/liebiao/202312/content_6919152.htm

5. https://cpc.people.com.cn/BIG5/n1/2023/1218/c64387-40141037.html
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Notable developments in selected sectors and
industries

1) Hong Kong Property and Utilities

Shares of interest-rate sensitive sectors, such as
property and utilities, rebounded on the surprisingly
dovish turn by the US Federal Reserve on 13
December 2023. Federal Reserve Chair Jerome
Powvell said the US central bank will start to discuss
policy easing even if the economy does not dip into
a recession in 2024. The latest Fed's dot plot
projected steeper rate cuts of 75 basis points (bps) in
2024 and 100bps in 2025, while the target rate for
end-2026 is unchanged (see Chart 3). However, the
street immediately cranked up rate cut expectations
to at least 150bps of rate cuts (6 rate cuts) in 2024
as of 14 December 2023, from 100bps of rate cuts
before FOMC (Federal Open Market Committee)
meeting.

CHART 3. US FED’S DOT PLOT
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Source: US Federal Reserve, Bloomberg, BNP Paribas as of 14
December 2023

Property sector

Lower interest rates are expected to benefit the real
estate sector in multiple ways: (1) Reducing debt
burden of leveraged property developers; (2)
Improving affordability of residential properties
which in turn may spur new home sales; (3)
Trickle-down effect that supports domestic
consumptions and retail rents; (4) The steady
dividend from Hong Kong real estate companies
may attract conservative investors again in a low
interest rate environment. In terms of sub-sector
preference, we favor large residential property
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developers with low gearing ratios that should have
greater financial flexibility to scoop up new projects
at bargain prices. We also favor retail landlords
focusing on domestic neighborhood shopping malls
over tourist-oriented ones. For office landlords, the
overall Hong Kong office vacancy rate showed signs
of stabilisation in recent months (see Chart 4), while
we remain cautious against office buildings in
Central due to abundant new office space supply in
2024.

CHART 4. HONG KONG GRADE A OFFICE
VACANCY RATE
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Utilities sector

Our back-testing shows that raising interest rate
had been an overwhelming factor in driving share
price performance of Hong Kong utilities. Investors
tend to ask for higher dividend yield, which
essentially means lower share price at constant
dividend per share, to offset a higher cost of capital.

We Dbelieve sooner-and-deeper than expected
interest rate cuts will be powerful upside catalysts
to the shares of Hong Kong property and utility
companies in 2024. Since the beginning of last
interest rate hike cycle, Hang Seng Property Index
(HSP) and Hang Seng Utility Index (HSU)
significantly underperformed the broader Hang
Seng Index (HSI). Between 16 March 2022 (i.e. the
day before the first US rate hike) and 13 December
2023, HSP and HSU delivered lost -37.1% and -33.1%
respectively, worse than the stricken HSI's -19.2%. The
relative performance of HSP and HSU against HSI
started narrowing shortly after US Federal Reserve's
dovish tilt (see Chart 5).
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CHART 5. RELATIVE PERFORMANCE OF HSP,
HSU AND HSI
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Source: Bloomberg, BNP Paribas as of 18 December 2023

2) China New Energy Vehicle

There are growing worries over the competitive
landscape of China NEV industry, despite country-
wide monthly unit sales growth staying in the
double-digits territory (see Chart 6). We are
expecting industry consolidation in 2024 and,
therefore, prefer large NEV makers.

CHART 6. CHINA MONTHLY NEV UNIT SALES
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The conservatives may be right to point out that
unit sales of individual NEV makers slowed
sequentially in recent months, nonetheless industry
growth has remained strong as pointed out above.
China NEV sales penetration rate is just one-third of
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total and far from plateau-out in our view (see
Chart 7).

CHART 7. CHINA NEV SALES PENETRATION
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Source: CPCA, BNP Paribas as of 15 December 2023

In late November 2023, two of the largest NEV
makers in China, including a domestic brand and a
foreign brand, launched promotional discounts and
subsidies to boost year-end sales. Since then, about
twenty other China NEV brands followed. Share
prices of China NEV makers slid due to worries for
an imminent breakout of price war. However, we
reckon profit margins of leading NEV makers are
likely to be unscathed, as the temporary price cuts
are funded by an avalanche of lithium battery
prices (see Chart 8) triggered by excess battery
capacity.

CHART 8. CHINA LITHIUM CARBONATE PRICE
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Source: SMM International, Bloomberg,
BNP Paribas as of 15 December 2023

The bank
for a changi §
worl



HONG KONG/CHINA EQUITY PERSPECTIVES - NEW YEAR EDITION (JANUARY & FEBRUARY 2024) 5

3) China E-commerce

The megatrend of consumer wallet shift towards
low-price and short-format video (SFV) sales
channels accelerated in 2023. On the other hand,
the legacy online platforms have been struggling to
adapt to changing consumer  preferences
notwithstanding their strategic transformation
plans announced in early 2023. However, we think
it is worthwhile to mention that the legacy online
platforms also managed to achieve revenue growth
despite market share losses, while the low-price
and SFV platforms grabbed most of the incremental
market growth (see Chart 9).

For 2024, we expect this megatrend to continue.
The founders of the two legacy online platforms had
openly addressed the strategic mistakes made by
their companies and called for changes. Meanwhile,
shares of the legacy online platforms are traded at
high single-digit price-to-earnings multiples which
reflect low expectations for growth. We think a
sooner-than-expected revamp of their service
agreements with third party merchants will
enhance goods price competitiveness, which in turn
may help narrowing gap between legacy online
platforms and their competitors.

CHART 9. CHINA ONLINE RETAIL SALES OF
PHYSICAL GOODS
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Source: National Bureau of Statistics,
BNP Paribas as of 16 December 2023

4) China Financials

China’s financial policies have been less aggressive
than market's expectations in our view. Many
market participants, including us, counted down to
2024 with unfilled hopes for interest rates and
reserve requirement ratio (RRR) cuts in the last
quarter of 2023.

In November 2023, a global financial news agency
published separate reports quoting unnamed
sources that China was to inject RMB 1 trillion into
the banking system via Pledged Supplementary
Lending 6, drafted a white list of property developers
eligible for funding’ and allowed banks to offer
unsecured loans to property developers 8. The stock
market responded positively to those news, but
retreated shortly after as the said stimulus did not
materialise. While we refrain from commenting on
the credibility of those news reports, we believe the
episode did more harm than good by weakening the
already fragile investor sentiment.

On the other hand, eight government departments
jointly published a notice of 25 guidelines to support
private economy?® on 27 November 2023. Banks and
financial institutions were instructed to increase
private economy related businesses and the weights
of private corporate loans in their loan portfolios.
Moreover, the notice explicitly requested banks to
“reasonably increase tolerance for non-performing
private-corporate loans”. In the first three quarters
of 2023, most of the major banks were able to
report net income growth despite declining net
interest income and net fee income, which had been
more than offset by shrinking loan loss provision
expenses. We believe the regulators’ request for
higher tolerance towards non-performing loan
would open the gates for banks to book significantly
higher loan loss provision expenses in the coming
quarters. Indeed, the quarterly loan loss provision
expenses of banks have been trending down in the
past few years (see Chart 10).

6. https://www.bloomberg.com/news/articles/2023-11-14/china-mulls-137-billion-of-new-funding-to-boost-housing-market

7. https://www.bloomberg.com/news/articles/2023-11-20/china-drafts-list-of-50-real-estate-firms-eligible-for-funding

8. https://www.bloomberg.com/news/articles/2023-11-23/china-weighs-unprecedented-builder-support-with-first-ever-

unsecured-loans

9. https://www.mof.gov.cn/zhengwuxinxi/caizhengxinwen/202311/t20231128 3918521.htm
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On 8 December 2023, China Securities Regulatory
Commission (CSRC) started seeking public opinion
on a proposal to tighten regulations on the
transactions of and fees paid by public investment
funds®®. The key proposed changes are: (i) to lower
commission fees of public investment funds, (ii) to
forbid co-payments for research services, and (iii) to
enhance disclosure of commission expenses of fund
managers. Borrowing Europe’s experience in the
implementation of Markets in Financial Instruments
Directive 2014 (MiFID-I1), the unbundling of trading
and research services could stir up disruptions to
securities brokers’ businesses. According to market
data compiled by WIND | sub-commissions from
public investment funds contributed a total of RMB
9.735 billion revenue to brokers in the first half of
2023. It is estimated that the unbundling of
research services would reduce average sub-
commission rate paid by public investment funds by
one-third.

10. http://www.csrc.gov.cn/csrc/c100028/c7448201/content.shtml

CHART 10. TOTAL QUARTERLY LOAN LOSS
PROVISION EXPENSE AS PERCENTAGE OF
NET LOAN BALANCE OF CHINA'S BIG 4 BANKS

11. A financial news service provider in China
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DISCLAIMER

This document/communication/information (“document”)
is provided in Singapore by BNP Paribas, acting through
its Singapore branch, and in Hong Kong by BNP Paribas,
acting through its Hong Kong branch. BNP Paribas is a
public limited company (société anonyme) incorporated
in France with liability of its members limited. BNP
Paribas, acting through its Hong Kong branch is a
licensed bank regulated by the Hong Kong Monetary
Authority, a Registered Institution under the Securities
and Futures Ordinance of Hong Kong (Cap. 571), and
registered with the Securities and Futures Commission
(SFC) to carry on Types 1, 4, 6 and 9 regulated activities
in Hong Kong (SFC CE Reference: AAF564). BNP Paribas,
acting through its Singapore branch (UEN/Registration
No: S71FC2142G), is a licensed bank regulated by the
Monetary Authority of Singapore. BNP Paribas Wealth
Management is the business line name for the Wealth
Management activity conducted by BNP Paribas. "BNP
Paribas Wealth Management” (UEN/Registration No
53347235X) is a business name registered in Singapore
under the Business Names Registration Act 2014,

This document is produced for general information only
and should not be used as sole reference for entering into
any specific transaction, and the information and
opinions contained herein should not be relied upon as
authoritative or taken in substitution for the exercise of
judgment by any recipient or the seeking of independent
professional advice (such as financial, legal, accounting,
tax or other advice) by any recipient. This document is
not intended to be an offer or a solicitation to buy or to
sell or to enter into any transaction. In addition, this
document and its contents is not intended to be an
advertisement, inducement or representation of any kind
or form whatsoever. BNP Paribas reserves the right (but
is not obliged) to vary the information in this document
at any time without notice and, save to the extent
provided otherwise in Clause 6.5 of BNP Paribas Wealth
Management's Terms and Conditions (“T&Cs") applicable
to your account, BNP Paribas shall not be responsible for
any consequences arising from such variation.

The terms set forth herein are intended for discussion
purposes only and are subject to the final expression of
the terms of the transaction, if the investor decides to
proceed with the transaction. It does not represent (a) the
actual terms on which a transaction would be entered
into, (b) the actual terms on which any existing
transactions could be unwound, (c) the calculation or
estimate of an amount that would be payable following
an early termination of the transactions, or (d) the actual
valuations given to the transactions by BNP Paribas in its
books of account for financial reporting. The final terms of
the transaction will be set forth in the final term sheet,
any applicable agreement and/or confirmation. Please
also refer to the disclaimer statements contained in the
relevant documents, and disclosure and other important
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information concerning our fees, charges and/or

commissions as set out in the Fee Schedule.

If this document is a post-trade/transaction confirmation,
please examine the information as set out in this
document carefully and contact us immediately if you
notice any discrepancy. The content of this document is
subject to the final transaction(s) details / information in
our official bank statements and/or advices (if any)
which may follow by mail. This document contains
confidential information intended only for the use of the
addressee(s) named above. If you are not the
addressee(s), you must not disseminate, copy or take any
action in reliance on it. If you have received this
document by error, please notify BNP Paribas and
delete/destroy this document immediately.

Although the information and opinions provided herein
may have been obtained or derived from published or
unpublished sources considered to be reliable and while
all reasonable care has been taken in the preparation of
this document, BNP Paribas does not make any
representation or warranty, express or implied, as to its
accuracy or completeness and, save to the extent
provided otherwise in Clause 6.5 of the T&Cs applicable to
your account, BNP Paribas shall not be responsible for
any inaccuracy, error or omission. All analysis, estimates
and opinions contained in this document constitute BNP
Paribas’ own judgments as of the date of this document,
and such expressions of opinion are subject to change
without notice. Information provided herein may contain
forward-looking statements. The words "believe",
"expect", anticipate", "project”, "estimate”, "predict”, "is
confident", "has confidence" and similar expressions are
also intended to identify forward-looking statements.
These forward-looking statements are not historical facts
but based on the current beliefs, assumptions,
expectations, estimates, and projections of BNP Paribas in
light of the information presently available, and involve
both known and unknown risks and uncertainties. These
forward-looking statements are not guarantees of future
performance and are subject to risks, uncertainties and
other factors, some of which are beyond control and are
difficult to predict. Consequently, actual results could
differ materially from those expressed, implied or
forecasted in these forward looking statements. Investors
should form their own independent judgment on any
forward-looking statements and seek their own advice
from professional advisers to understand such forward-
looking statements. BNP Paribas does not undertake to
update these forward looking statements. Where
investors take into account any theoretical historical
information regarding the performance of the
product/investment, investors should bear in mind that
any reference to past performance should not be taken as
an indication of future performance. BNP Paribas is not

The bank
for a changing
world



DISCLAIMER

giving any warranties, guarantee or representation as to
the expected or projected success, profitability, return,
performance, result, effect, consequence or benefit of any
investment/ transaction. Save to the extent provided
otherwise in Clause 6.5 of the T&Cs applicable to your
account, no BNP Paribas group company or entity
therefore accepts any liability whatsoever for any loss
arising, whether direct or indirect, from the use of or
reliance on this document or any part of the information
provided.

Structured transactions are complex and may involve a
high risk of loss including possible loss of the principal
invested. If any product mentioned in this document is a
structured product which involves derivatives, do not
invest in it unless you fully understand and are willing to
assume the risks associated with it. If you are in any
doubt about the risks involved in any
product/transaction, you should seek independent
professional advice.

Prior to entering into any transaction, each
investor/subscriber should fully understand the terms,
conditions and features of the product/investment as wvell
as the risks, the merits and the suitability of entering into
any transaction/investment including any market risk
associated with the issuer, and consult with their own
independent legal, regulatory, tax, financial and
accounting advisors before making the investment.
Investors/subscribers  should fully understand the
features of the investment, be financially able to bear a
loss of their investment and

be willing to accept all risks involved. Save as otherwise
expressly agreed in writing, (a) where BNP Paribas does
not solicit the sale of or recommend any financial product
to the investor/subscriber, BNP Paribas is not acting as
financial adviser of the investor/subscriber in any
transaction, and (b) in all cases, BNP Paribas is not acting
as fiduciary of the investor/subscriber with respect to any
transaction.

BNP Paribas and/or persons associated or connected with
it may effect or have effected a transaction for their own
account in a product/an investment described in this
document or any related product before or after this
document is published. On the date of this document, BNP
Paribas and/or persons associated or connected with it
and their respective directors and/or representatives
and/or employees may take proprietary positions and
may have a long or short position or other interests or
make a market in a product mentioned in this document,
or in derivative instruments based thereon, and may
purchase and/or sell the investment(s) at any time in the
open market or otherwise, whether as principal or as
agent or as market maker. Additionally, BNP Paribas
and/or persons associated or connected with it may have
within the previous twelve months acted as an
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investment banker or may have provided significant
advice or investment services to the companies or in
relation to a product mentioned in this document.

This document is confidential and intended solely for the
use of BNP Paribas and its affiliates, their respective
directors, officers and/or employees and the persons to
whom this document has been delivered. It may not be
distributed, published, reproduced or disclosed by any
recipient to any other person, nor may it be quoted or
referred to in any document, without the prior written
consent of BNP Paribas.

Hong Kong: This document is distributed in Hong Kong by
BNP Paribas, acting through its Hong Kong branch only to
Professional Investors within the meaning of Part | of
Schedule 1 to the Securities and Futures Ordinance of
Hong Kong (Cap. 571). The products or transactions
described in this document may not be authorised in
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Singapore: This document is distributed in Singapore by
BNP Paribas, acting through its Singapore branch only to
Accredited Investors within the meaning of the Securities
and Futures Act 2001 only and is not intended for
investors in Singapore who are not such Accredited
Investors and should not be passed on to any such
persons. Some products or transactions described in this
document may not be authorised in Singapore and may
not be available to Singapore investors.

Where this document is distributed by BNP Paribas to a
person in Singapore who is not an Accredited Investor,
Expert Investor or an Institutional Investor, BNP Paribas,
acting through its Singapore branch accepts legal
responsibility for the contents of this document to such
person only to the extent required by applicable law.

Save to the extent provided otherwise in Clause 6.5 of the
T&Cs applicable to your account, information in this
document is for general circulation to the intended
recipients only and is not intended to be a
recommendation or investment advice to recipients
hereof. A recipient of this document should seek advice
from its/his/her own professional adviser regarding the
suitability of the products or transactions (taking into
account the recipient's specific investment objectives,
financial situation and particular needs) as well as the
risks involved in such products or transactions before a
commitment to purchase or enter into any product or
transaction is made.

Please note that this document may relate to a product or
products where BNP Paribas is issuer, and in such
instance this document or certain information contained
therein may have been prepared by BNP Paribas in its
capacity as product issuer (“Issuer Document”).
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used the information contained herein, or the research or
analysis on which it was based, before its publication.
Members of the BNP Paribas Group may face possible
conflicts of interest in connection with certain duties
under structured products. For example, it and its
affiliates may trade an underlying for their own account
or for the account of others. It or its affiliates may receive
a portion of the management or other fees charged with
any of the underlyings. BNP Paribas may offer other
services to entities associated with an underlying, for
which they may be remunerated. All of these activities
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may result in conflicts of interest with respect to certain
financial interests of BNP Paribas.

Where this document includes a reference to real estate,
please note that real estate service offered in Hong Kong
by BNP Paribas, acting through its Hong Kong branch
exclusively relates to real estate properties outside Hong
Kong. Specifically, BNP Paribas, acting through its Hong
Kong branch is not licensed to deal with any real estate
property situated in Hong Kong. BNP Paribas, acting
through its Singapore branch is not licensed to and does
not offer real estate service, and nothing herein should be
construed as such.

BNPP clients and counterparties are responsible for
ensuring that they comply with applicable provisions of
Executive Order (EO) 13959, as amended (and any
subsequent official guidance). For the full details of the
EO, you may want to consult the following websites: For
the EO itself,
https://home.treasury.gov/system/files/126/13959.pdf
and for the latest guidance on this EO provided by the
OFAC, https://home.treasury.gov/policy-issues/financial-
sanctions/recent-actions .

By accepting this document, you agree to be bound by the
foregoing limitations. In case there is a Chinese version
and there is any ambiguity or difference of meaning
between the English version and the Chinese versions,
the English version shall prevail. In respect of any
transactions or arrangement with BNP Paribas, acting
through its Singapore branch, the English version is the
only operative version and the Chinese version shall be
disregarded.

You may contact BNP Paribas, acting through its
Singapore branch at 10 Collyer Quay, #35-01 Ocean
Financial Centre, Singapore 049315; Tel: (65) 6210 3888;
Fax: (65) 6210 3861 in respect of any matters arising
from, or in connection with, this document. This
paragraph does not apply to you if you are (a) not
resident in Singapore and you are (b) served by a
Relationship Manager in Hong Kong. If you satisfy (a)
and (b), you may contact BNP Paribas, acting through its
Hong Kong branch at 63/F Two International Finance
Centre, 8 Finance Street, Central, Hong Kong; Tel: (852)
2909 8888, in respect of any matters arising from, or in
connection with, this document.
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