oldman Research Equity Research
achs 16 October 2026 | 6:36PM HKT

CHINA BANKS

3Q26 Preview: Cautiously constructive; NIM and asset quality remain
stable

A-/H-share banks under our coverage delivered 18%/23% returnsin 3Q26, Shuo Yang, Ph.D.
respectively. Heading into the 3Q26 reporting season, we remain cautiously i i e
constructive on sector fundamentals and maintain our 2H26 outlook. We expect NIM  Claire Ouyang

trends to remain broadly stable, with the pace of sequential improvement S hatis e b 8

moderating as the incremental benefit from deposit repricing normalizes. Asset S o

quality should also remain broadly stable, supported by higher provisioning and

continued NPL disposal, while we expect NPL coverage ratios to remain largely

unchanged.

Beyond core banking operations, we expect realization of unrealized bond gains to
remain an important driver of earnings differentiation in 3Q26, with large banks
relatively better positioned given their longer-duration bond portfolios. We also
expect investor attention to increasingly focus on the implications of recent
monetary and fiscal policy measures for NIM, credit growth and mortgage asset
quality. We see limited near-term fundamental impact from these measures,
although we modestly raise our loan growth forecasts for large banks.

We forecast our covered banks to deliver 13% yoy PPOP growth and 4% yoy NPAT
growth on average in 3Q26. We raise our 2026E PPOP forecasts by 0.5% on average
and lower our NPAT forecasts by 0.2%, while our model and valuation revisions
increase target prices by 3.1% on average for H-shares and 2.2% for A-shares. We
reiterate our Buy ratings on BOC,CCB and BONB.

Goldman Sachs does and seeks to do business with companies covered in its research reports. As a result, investors
should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision. For Reg AC
certification and other important disclosures, see the Disclosure Appendix, or go to
www.gs.com/research/hedge.html. Analysts employed by non-US affiliates are not registered/qualified as research
analysts with FINRA in the U.S.




Goldman Sachs China Banks

Exhibit 1: A-share bank share price changes (3Q26) Exhibit 2: H-share bank share price changes (3Q26)
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1. NIM: Resilient trends despite moderating deposit repricing benefits
We expect NIM to remain resilient in 3Q26 despite moderating benefits from deposit
repricing, broadly consistent with our 2H26 sector outlook. A significant portion of
these benefits was realized in TH26. Given that repricing typically occurs upon deposit
maturity and renewal, a smaller pool of deposits available for repricing should translate
into a slower decline in blended deposit costs. This is also broadly consistent with
management expectations following 2Q26 resuits, and we believe moderating deposit
repricing benefits are increasingly reflected in industry expectations.

That said, we remain more constructive on the NIM outlook than current market
expectations, for two reasons.

First, recent monetary easing appears relatively supportive of bank margins. The latest
policy measures have focused on reducing the PSL rate rather than benchmark lending
rates. As the PSL rate is not a benchmark for bank loan pricing, we see limited direct
pressure on loan yields, while greater system liquidity could lower banks' blended
funding costs and support NIM,

Second, incremental asset-yield pressure should remain manageable under the current
credit mix. Corporate loan yields are already at historical lows, while higher-yielding
retail lending did not expand materially in TH26. Assuming credit growth remains
predominantly corporate-led with limited retail loan expansion, we expect incremental
asset-pricing pressure to remain contained. Separately, the proposed mortgage interest
subsidy would not require banks to directly reduce mortgage rates, if the subsidy
supports incremental mortgage demand, new mortgage lending at yields of around 3%
could support blended loan yields and NIM.

At the bank level, we see relatively greater NIM upside for PSBC, BONB and BONJ, where
there is more room for liability-cost normalization through deposit repricing. For more
corporate-oriented large banks, including CCB, BOC and ICBC, stabilization or
improvement in blended loan yields could provide further support.

We forecast covered-bank NIM to decline 1bp goqin 3Q26, comprising flat qoq for large
banks, -1.3bp for joint-stock banks and -0.5bp for regional banks.
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Exhibit 3: 1H26 Corporate and Retail loan growth for

covered banks
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Exhibit 5: Aggregate deposit mix for covered banks
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Exhibit 4: Corporate loan yields are already at historical
lows, while higher-yielding retail lending did not expand
materially in 1H26.
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Exhibit 6: 3Q26E NIM for covered banks
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2. Asset quality: Stable underlying trends; provisioning and risk disposal
remain key

We expect asset quality to remain broadly stable in 3Q26, with most banks increasing
provisions yoy and maintaining an elevated pace of NPL disposal while keeping NPL
coverage ratios broadly stable. This is consistent with the trend observed in 2Q26, when
areturn to positive revenue growth provided banks with greater capacity to strengthen
balance-sheet buffers.
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We view higher provisioning as constructive at the current stage of the cycle.
Macroeconomic conditions remain challenging, while banks had previously supported
earnings partly through lower provisioning. With revenue growth improving, higher
counter-cyclical provisioning should strengthen banks’ capacity to absorb potential
credit losses.

The key distinction for investors is whether higher provisioning reflects proactive
balance-sheet management or higher underlying NPL formation, as the fundamental
implications differ. In TH26, some banks reported higher gross NPL formation but lower
net NPL formation following accelerated write-offs and disposals. Consequently, higher
provisioning did not necessarily translate into higher NPL coverage ratios, which
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remained broadly stable or declined at some banks. We are more constructive where
higher provisioning and NPL disposal reduce legacy risks while coverage remains stable,
indicating balance-sheet clean-up without materially weakening loss-absorption
capacity.

For Industrial Bank, provisioning and asset-quality indicators warrant particular
attention following significantly stronger-than-expected risk disposal in 2Q26; the key
question is whether this reflected proactive, forward-looking risk management or a
more reactive acceleration in write-offs and disposals. For PAB, our focus remains on
provisioning, NPL recognition and the pace of retail risk disposal. For CMB, retail asset
quality remains an important valuation driver. Following modest improvement in 2Q26,
we see scope for further sequential improvement in 3Q26, although the pace of
write-offs remains important given its implications for the NPL coverage ratio. We
forecast CMB’s NPL coverage ratio at 385% in 3Q26, broadly unchanged goq.

Exhibit 7: Provision YoY growth for covered banks Exhibit 8: 3Q26E NPL coverage ratio for covered banks
Q25 2026 3JQ26E
ICBC (17.1%) 23.0% 20.3% atli=aihce
BOC (8.9%) 18 0% 22 3%
CcCB {35.5%) 14.9% 47 2%
222% 219% 216%
BoCom {10.2%) 2 3% 9 8% 202% 199% 199%
PSBC {44.3%) 66.6% 79. 4% T
CMB (7.4%) 216% 48.7%
Industrial (9.0%) 153% 13.0%
PAB {26.2%) {0.5%) 9.1% o‘p Qo‘\ o‘g & ‘,«s‘*\ & \0 Q,&f Q&o & fz
HuaXia {40.5%) 28.6% 189 0% & -
BONB 42 8% 26 3% 34.3%
BONJ 60 3% 27 6% 35 1%
Average (8.7%) 22.1% 46.2%
Source: Company data, Goldman Sachs Global Investment Research Source: Goldman Sachs Global Investment Research

Exhibit 9: 3Q26E NPL formation rate for covered banks
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3. Bond investment gain realization: An important earnings

differentiator
We expect the realization of unrealized bond gains to remain an important source of
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earnings differentiation in 3Q26. Several banks supported revenue growth through
bond-gain realization in TH26, including securities held in both OCI and AC portfolios,
and we expect this trend to continue.

The decline in the 10-year government bond yield during 3Q26 supported valuation
gains across banks’ securities portfolios. Against this backdrop, and considering the
potential implications of subsequent government bond supply for bond prices, realizing
part of the accumulated gains appears economically reasonable. In contrast to previous
quarters, we expect most covered banks, including smaller banks, to deliver positive yoy
growth in bond investment income in 3Q26.

However, bond gain realization brings a potential trade-off for NIM, Selling
higher-yielding legacy securities and reinvesting the proceeds at lower prevailing yields
could dilute portfolio yields, making bond duration and reinvestment yields increasingly
relevant to earnings quality.

We continue to see large banks as relatively better positioned on this front. Their
longer-duration bond portfolios provide greater sensitivity to declining bond yields and,
therefore, greater potential for unrealized gains. In addition, the longer duration of their
overall securities portfolios should help mitigate the NIM impact from reinvesting
proceeds following gain realization.

We forecast bond investment income for covered banks to increase 46% yoy in 3Q26,
including 28% yoy growth for large banks.

Exhibit 10: Investment securities mix Exhibit 11: Investment securities as % of total assets
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Exhibit 12: Bond duration by account

China Banks

Exhibit 13: Investment income YoY growth for covered

As of TH26 banks
Q25 2026 3Q26E
wFVTPL + FVOCI  AC

" ICBC 62 1% 26.6% 6.8%
S s e ows a1 . BoC 16.7% 99.9% 19.2%
I o “ ccs 259% 56.6% 64 8%
- | 2 e ae . L BoCom -1.4% 20.3% 19%
, 22 PSBC 24 8% 23.5% 46 6%
1 \ |H | I | | I I I I CHB -272% 7.0% 817%
. B . : Industrial 4.8% -4.9% 10 7%
! o 60‘@ F L F° e“?& 6\?@#%&?@ & & PAB -45. 0% -29% 45 5%
* HuaXia MNA -33.0% NA
BONB -39 2% -8.6% 142 7%
BONJ -37.8% -28.0% 35.3%
Average -1.6% 14.2% 45.5%

Source: Company data, Data compiled by Goldman Sachs Global Investment Source: Company data, Goldman Sachs Global Investment Research
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4. Credit growth and dividends: Limited near-term policy impact;
shareholder returns remain supported

Large banks announced a new round of capital injections in early September, while also
introducing interim dividends in TH26. Against this backdrop, we expect investor focus
to center on loan growth in 2H26 and 2027, particularly whether recent PBOC and fiscal
policy measures could materially accelerate credit growth at large banks.

As discussed in our previous report, we see limited scope for a meaningful near-term
acceleration in credit growth. Corporate loan growth of 8% is already relatively solid,
while weak retail lending has been the main drag on overall loan growth. We therefore
make only modest changes to our near-term forecasts and continue to expect 7%
average loan growth for covered banks in both 2026 and 2027, including 6% for large
banks in both years.

TSF data showed 4.8% loan growth in 3Q26, while we forecast 6.5% growth for large
banks. Based on our recent discussion with BONB, management expects loan growth to
remain relatively high at around 17%, supported primarily by export-related credit
demand. Against a backdrop of subdued industry credit demand, we see above-sector
loan growth as a potential source of stock-level differentiation, particularly where it
reflects stronger loan-origination capabilities rather than materially higher risk appetite,

On dividends, looking into 2H26, we expect most banks to maintain broadly stable
dividend levels. On this basis, we estimate an average 2027E dividend yield of 4.7% for
both A-shares and H-shares across our coverage.
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Exhibit 14: Corporate loan growth of 8% is already
relatively solid, while weak retail lending has been the
main drag on overall loan growth.

As of Sep 2026

10.0%
B.O%

- -

-2.0%

50%
Total Loan graowth Corporata Loan growth Retail Loan growth

Source: PBOC

Exhibit 16: 1H26 interim dividend payout ratio and DPS
YoY for covered banks
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Exhibit 18: 2027E Dividend Yield for covered banks (H share)
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Exhibit 15: Loan YoY growth for covered banks

3Q 26E 2H26E 2027E
ICBC 57% 58% 6 1%
BOC 71% 7.1% 7 2%
CCB 6.7% 6.6% 6.2%
BoCom 52% 5.2% 52%
PSBC 76% 7.6% 7 4%
CMB 52% 51% 6 4%
Industrial 4 9% 5 1% 5.5%
PAB 23% 25% 36%
HuaXia 13.8% 81% 6.5%
BONB 17.5% 16.6% 16.2%
BONJ 12 4% 12.4% 12 1%
Average 8.0% 7.5% 7.5%

Source: Goldman 5achs Global Investment Research

Exhibit 17: 2027E Dividend Yield for covered banks (A
share)
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5. Investment view, model revisions and valuation

Beyond reported earnings, we expect investor discussions during the results season to
focus on four areas: (1) the implications of recent monetary and fiscal measures for NIM,
credit demand and bank fundamentals; (2) progress in local-government debt resolution
and its implications for credit demand and asset quality; (3) potential incremental credit
demand associated with Al-related capex; and (4) the implications of exports for
corporate credit demand, deposit flows and broader asset-liability management.

We make modest revisions to our earnings estimates, raising our 2026E PPOP forecasts
by 0.5% on average while lowering our 2026E NPAT forecasts by 0.2% on average across
our coverage. Following these revisions, we forecast our covered banks to deliver 13%
yoy PPOP growth and 4% yoy NPAT growth on average in 3Q26. The divergence between
our PPOP and NPAT revisions mainly reflects updated assumptions across NIM,
investment income and provisioning.

We also selectively raise our target P/PPOP multiples for ICBC, BOC and CCB by
0.25x/0.125x for A-/H-shares, respectively, while leaving target multiples unchanged for
the rest of our coverage. We believe greater NIM resilience, stronger bond-gain
realization potential given their longer-duration securities portfolios, and better
visibility on shareholder returns support a selective valuation uplift for large banks
rather than a broad sector re-rating.

Following our model and valuation revisions, our target prices increase by 3.1% on
average for H-shares and 2.2% for A-shares. We reiterate our Buy ratings on BOC, CCB
and BONB.

Exhibit 19: China banks valuation summary
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Exhibit 20: Valuation methodologies and risks
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