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demand driver

Credit expansion is bumpy without property sector as

Q_g Horizon Insights

@ Annual Completed Fixed Asset Investment
= Annual Property Investment as Porporation of Fixed Asset Investment(RHS)
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— Annual Property Investment as Porporation of Fixed Asset Investment

—— Annual Infrastructure Investment as Porporation of Fixed Asset Investment(REV)
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= A-Share Property Index (Monthly Avg)
— A-Share Infrastructure Index (Monthly Avg)(RHS,REV)
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> Financing environment is still tight with low investment

returns

€9 Horizon Insights

== M1 Growth (YoY)(Lead 9M) —— China PPI YoY(RHS)
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=== SHFE Rebar

— Eastern China BF-BOF Steel Mills Production Cost
Tangshan Billet Price
Rebar EAF Production Cost (Off-Peak Electricity)
Rebar EAF Production Cost

— ShangHai Rebar Price/HRB400/20MM
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=== Real Interest Rate in China —— China Nominal GDP (%YoY)(RHS)
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= Weighted Average Mortgage Rate
— China 10 Yr Government Bond Yield(RHS,Lead 6M)
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» Adivergence between GDP target and market sentiment

(g Horizon Insights

GDP
Breakdown
GDP 8.1% 3% 5% 4.5%
Consumption 12.5 3.5% 7.2% 4.9%
Fixed Capital 12.8% 5.7% 4% 4.9%
Investment
Manufacturing 13.5% 9.1% 6.0% 9.3%
Infrastructure 0.2% 11.5% 8% 6.2%
Property 4.4% -10% -9.5% -11.2%
Net Export 18% 32.5% -32.7% -0.2%
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=== China Urbanization Rate: YoY diff

— China Real GDP: Service Sector, YoY Growth(RHS)
China Real GDP: YoY Growth(RHS)

—— China Real GDP: Secondary Industry, YoY Growth(RHS)
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=== China Household Leverage Ratio
— China Local Government Leverage Ratio(RHS)
China Central Government Leverage Ratio(RHS)
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» How to achieve 2024 GDP target? Existing debt resolution &9 Horizon Insights

Economic Target 2024 2023 2022 2021 2020 2019
GDP 5% 5% 6% 6% NA 6-6.5%
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> How to achieve 2024 GDP target? Fiscal support and (,5 Horizon Insights
quasi-quantitative easing

=== China Fiscal Spending (Broad Budget, 12MMA, %YoY)

Economic Target 2024 2023 2022 2021 2020 2019 — China Fiscal Income (Broad Budget, 12MMA, %YoY)
China Cumulative Broad Budget Deficit(RHS)
GDP 5% 5% 6% 8% NA 6-6.5% e N
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- === Balance of PSL New PSL Injection(RHS) . . . : , .. R
100 Million Yuan 100 Million Yuan  More than 10 cities introduced the 'New for Old' policies in the

40000 1000 residential property sector. Such policies allow individuals to sell old
houses and purchase new ones with subsidies. E.g. In Zhengzhou,
. 3000 government-backed investment units use the rental housing loan
established in 2023 to buy back 5,000 units of second-hand houses as
2000 government-guaranteed rental housing. It also lifted all purchase

20000 restrictions for improvement demand say higher lending rate, etc.
- Under both approaches, individuals will enjoy a 30% deed tax
reduction.
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» Expectation VS reality: the growth problem in China

€9 Horizon Insights

= SSE50 A-share Index
Onshore CNY(2-RHS,REV)
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—— Net Inflow of Northbound Funds(RHS) = USDCNY (Central Parity Rate)(RHS) USDCNH

— USDCNY: Spot Exchange Rate
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Expectation: stronger support from central government
Reality: conservative policy reaction, slow issuance of government funding, still high financing cost and low investment return,
fiscal deficit for local government
Outcome: domestic market lost confidence regarding policy effectiveness (or at least financial market is not betting on it)
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> Transaction volume still declining in residential Q’J Horizon Insights

property market

=== Floor Space of Commercial Housing Sold (%YoY)

— 30 Cities Floor Space of Buildings Sold (30DMA, %YoY)(RHS)

—— 30 Cities Floor Space of Buildings Sold in First-Tier Cities (30DMA%YoY)(RHS)

— 30 Cities Floor Space of Buildings Sold in Second-Tier Cities (30DMA%YoY)(RHS)
30 Cities Floor Space of Buildings Sold in Third-Tier Cities (30DMA%YoY)(RHS)
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=== New Household Mid & Long-Term Loans (YoY CHG)
— Second-hand Commercial Housing Transacted GFA in 14 Cities (30DMA, %YoY)(RHS)
—— 30 Cities Floor Space of Buildings Sold (30DMA, %YoY)(RHS)
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> Housing price still declining with second-hand market @Huriznn Insights

more promising

=== China 70-Clties New Housing Price (%YoY)
— 70-Clties New House Price MoM(RHS)
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=== 70-City New Home Price YoY: Tier 1 —— 70-City New Home Price YoY: Tier 2
—— 70-City New Home Price YoY: Tier 3

11/12 13/12 15/12 17/12 19/12 21/12

Source:wind, Horizon Insights

-

23/12

== 70 Cities Second-Hand House Price YoY
— 70-Cities Second-Hand House Price MOM(RHS)
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=== No. of Cities with New Home Price Rising MoM (70-Cities)
— No. of Cities with 2nd-Hand Housing Price Rising MoM (70-Cities)
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A resync of the population and housing cycle indicates
p limited downside to the property sector (but not a

turnaround yet)

@ Horizon Insights

Urban population increment & floor space sold of 10k ppl China: pop age China: urbanization rate
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> Early signs of stabilization may be seen on the

second-hand housing market first

Q/) Horizon Insights

Title: Major reasons restricting consumers to purchase commercial housing

“Housing price may drop — 56.7%"
"More policy relaxation is coming — 45.8%"
“Lack of down payment — 42%"
“Concerns of delivery — 24%"
“Lack of ideal choices — 18.2%"
“Restricted by purchase restrictions — 15.3%"

“Income decline - 6.8%"

B: HOEEEATHEERE (Si)

=== Floor Space of Housing Sold (Cumulative%YoY)

— Weighted Average Mortgage Rate(RHS,REV)
—— China Consumer Confidence Index(2-RHS)
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=== Second-Hand Housing Listing Volume Index
— Second-Hand Housing Listing Price Index(RHS)
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=== 12MMA Medium and Long-Term Household Loans
—— China Houshold Business Loan (MoM Diff, 12MMA)
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For construction materials, property sales' @ Horizon Insights
{1 L T
stabilization means demand stabilization

=== ]12MMA Real Estate Developers Funding === Construction Steel Spot Trading Volume (30DMA, %YoY)

@ 12MMA Real Estate Developers Funding: Mortgage + Downpayment — China Floor Space of Commercial Housing Newly Started (%YoY)
@ 12MMA Real Estate Developers Funding: Loans

@ 12MMA Real Estate Developers Funding: Self-Raised ]
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== Newly Started GFA (%YoY) === Construction Steel Daily Transactions (66DMA%YoY)
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p Expectation VS reality: property sector in China ‘(” Horizon Insights

=== Floor Space of Housing Sold (Cumulative%YoY) === Commercial Housing Inventory (narrow sense)
— Weighted Average Mortgage Rate(RHS,REV) — Commercial Housing Destocking Cycle (narrow sense)(RHS)
China Consumer Confidence Index(2-RHS) Commercial Housing Destocking Cycle (broad sense)(2-RHS)
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Expectation: relaxation of developer's funding situation, government buybacks, a lift of purchase restrictions on a
larger scale

Reality: guatanteed delivery slows down with developers' deposit being held, slow roll-outs of supportive policies
Outcome: market gives no upside to the performance of property sector (risk of underestimation)
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Overcapacity (on the global scale) resulted in low
» profit margin and amplified the pricing weight of macro

_factors

Q) Horizon Insights

=== SHFE Rebar

— Eastern China BF-BOF Steel Mills Production Cost
Tangshan Billet Price
Rebar EAF Production Cost (Off-Peak Electricity)
Rebar EAF Production Cost

— ShangHai Rebar Price/HRB400/20MM

CNY/t

3500

23/03 23/06 23/09 23/12 24/03
Source: iFind, Mysteel,wind, Horizon Insights
=== Estimated Steel Net Export = —— HRC Export Margins(RHS,Lead 45D)
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— U.S. PPI: All goods (%YoY)
—— Janpan PPI (%YoY)
EU Zone 19 Countries PPI (%YoY)

—— China PPI (%YoY)
— Germany PPI (%YoY)

%

40

13/12 15/12 17/12 19/12 21/12 23/12
Source:wind, Horizon Insights, iFi\n/y SHFE COpper
Iron Ore Methanol
14



> Metals’ performance diverge based on how much

China factors are priced in

@ Horizon Insights

= LME Copper Futures Price
—— SHFE Rebar (2-RHS)

—— SHFE Copper Futures Price(RHS)
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=== SHFE Copper Trend indicator (Jan 2024)
— US 10yr Inflation Expectations(RHS)
—— China 30 Cities GFA Sold (30DMA)(2-RHS)
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= |SM U.S. Manufacturing PMI
— U.S. ISM Manufacturing PMI: New Orders/Inventories(RHS)
@ U.S. 10Y-2Y Treasury Yield Term Spread(2-RHS)
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Q2 is key to verify if metals are more sensitive to Q, Horizon Insights
4
global rate cut cycle than U.S.

' ' Global manufacturing PMI Global Short-Term Government Bond Yield_
| u.s. | Eurozone = =
B neess handmtietd Baseline’ None — [RFHEUPM — SIRESAERE (AR, SE1405) (YOY CHG, RHS, reverSEd)
: aseline: less than 3 rate cuts ? : 58
Guidance Eielait L GahAr or e First cut: March the earliest, most agreed to June
or later
Baseline: 2 rate cuts Baseline: 4 rate cuts
Cousanses First cut: September First cut: April
Baseline: Soft landing Baseline: 2024 GDP growth is adjusted downward
Fundamentals  Current driver: profitability improvement to 0.8%

liquidity, downside risks in certain sectors  Current driver: inflations easing, profitability, liquidity

| UK | —
- i i LY
Guidance _Easeline: no I_ate cut _expe_ctation_s Baseline: need 1o conﬂl;ln; |Cpallon can reach 2% in
First cut: after signs of inflation easing First hike- None
Consensus Baseline: 2 rate cuts Baseline: None
First cut: August First hike: April

Baseline: 23Q38Q4 is the bottom of eCONOMY, gaseling: 2401 may continue to see negative GOP
Fundamentals GDP growth is stacgcnan( but litile recession

cem " gmwm ”
Current driver: inflation pressure easing Current driver: inflation, income growth
— U.S. Job Vacancies (3MMA) —— NFIB Hiring Plans Index (3MMA)(RHS,Lead 4M) = ISM U.S. Manufacturing PMI
1088 — ISM U.S. Non-Manufacturing PMI
— U.S. 1 Yr Government Bond Yield (YoY Chg)(RHS,REV,Lead 12M)
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Supply factors are the key driver for ferrous metal, Q1 Q,, Horizon Insights
weakness is a reconfirmation of weak demand

4

=== BF-BOF Steel Mills Rebar Production —— EAF Steel Mills Rebar Production(RHS) === Steel consumption in the machinary YoY
10,000 Tons ]%Ig — Steel consumption in the automotive industry YoY
275 —— Steel consumption for home appliance YoY

— Monthly value of new ship orders received YoY(RHS)
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p Abalance can only be met through production reduction €9 Horizon Insights

CRC-HRC Price Spread
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) Such balance may have been met due to steel mills' @Hnriznn Insights
voluntary production cut

Blast furnace production (lunar calendar) Rebar apparent demand (lunar calendar)
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As such, hot metal output stabilizes and benefits raw @ Horizon Insights

b

Weekly production of rebar (2024 Spring Festival forecast) Iron Ore 45 Ports Inventory (Estimated Based on Shipments)
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Hot Metal Qutput (Estimated based on maintenance) China Coking Coal Total Inventory
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Expectation VS reality: overcapacity issue in the (4_, Horizon Insights
manufacturing sector
e == Estimated Steel Net Export — HRC Export Margins(RHS,Lead 45D) -
Railway 24.59% 800 "
Highway 12.45%
Non-commercial Highway 33.29% 700 400
Commercial Highway -48.07%
Waterway -49.87%
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200
Past 10yr's Inter-City Mobility during CNY Travel Rush (100 million ppl) 500
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Source: Mysteel,wind, Horizon Insights
Expectation: new-for-old policies can drive up scrapping cycle and stimulate demand
Reality: no constructive solution for overcapacity in the long-term yet, implementation of new-for-old policies is still at
early stage, export profit is subject to global demand which see no trend yet
Outcome: ferrous metal may be oversold as market gives no upside to the performance of property sector and lack
confidence in policy effectiveness
Key factors: 1) new-for-old policies; 2) alternative demand driver other than property; 3) global rate cycle. .
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