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The outlook remains challenging for banks, particularly with a higher
percentage of household and SME loans under repayment assistance.
Nevertheless, funding conditions remain stable with a Net Stable Funding
Ratio and a Liquidity Coverage Ratio of >100% for all banks, as well as an
aggregate loan loss coverage ratio (including regulatory reserves) of
129.2%. Sector POSITIVE maintained as we look to 2022 for a recovery in
earnings, with BUYs on AMMB, PBK, BIMB, HLFG and RHB.
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Household (HH) debt grew 5.5% YoY as at end-Jun 2021 (Dec 2020: 5.5%)
and the household debt-to-GDP ratio was lower, albeit still elevated, at
89.6% from 93.2% end-Dec 2020, due to sluggish recovery in nominal GDP.
Debt-service ratios of newly-approved and outstanding household loans
were 41% and 35% respectively, while borrowers with a debt service ratio
above 60% continue to be about 24% of total household borrowers.

As at end-Jun 2021, 16% of total household loans were under a repayment
assistance plan (Dec 2020: 11.1%). Borrowers earning less than MYR5,000
monthly formed 2/3 of these loan accounts. However, as at end-Jul 2021,
this percentage rose sharply to 30%, due to the commencement of a
second loan moratorium.

Stable percentage of SME loans of higher credit risk
The banking system’s share of non-SME loans under repayment assistance
was 17.2% (17.7% end-Dec 2020) of total non-SME loans as at end-Jun 2021
while SME loans under assistance jumped to 21.6% of total SME loans from
15.3% end-Dec 2020. SME loans assessed by banks to be of higher credit
risk, however, increased just moderately to 14.6% of total SME loans from
14.1% end-Dec 2020, with 70% of such loans being from the
wholesale/retail, construction and manufacturing sectors.
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Market risk – orderly financial market conditions
Non-resident outflows amounted to MYR4.5b in the first eight months from Jan
2021 to end-Aug 2021.
Retail investors continued to purchase the bulk of the sell-offs in the equity
market, accounting for 34% of the total value traded in Aug 2021 (2020: 34%, 3year average: 19%).
Household loans relating to the purchase of quoted shares was just 0.5% of total
banking system loans, while loans to stockbroking and fund management firms was
less than 1% of total banking system loans.
Non-resident inflows into the domestic government bond market was a larger
MYR23.9b in 8M21 compared to MYR17.2b for the whole of 2020.
Non-resident holdings in the government bond market was higher at 25.2% end-Aug
2021 versus 24.2% in Dec 2020 (five-year average: 25.9%).
Gross corporate bond issuances increased in 7M21 to MYR63.8b compared to
MYR45.6b in 7M20. More than half of the issuances were from the finance,
insurance, real estate and business services sectors.
BNM estimates that an increase in bond yields of up to 89bps and higher resultant
funding costs would reduce banks’ aggregate pretax profits and total capital ratio
by up to 11% and 1 ppt respectively.
A similar shock would have a larger impact to insurance companies, with the
profitability of life and family funds as well as general funds declining by up to 85%
and 29% respectively.

Credit risk (businesses) – SMEs more impacted
Business loan applications contracted at a similar pace to 2020 (1H21: -11.2%;
2020: -11.1%) while loan repayments surpassed pre-pandemic levels.
Net non-financial corporate (NFC) bond issuances moderated amid higher
redemptions (7M21: MYR12.5b; 7M20: MYR16.9b). Larger NFCs however continued
to take advantage of favourable funding conditions with sustained NFC bond
issuances (7M21: MYR55.1b; 7M20: MYR56.8b).
The share of non-SME loans under repayment assistance and assessed to be of
significantly higher risk (loans classified under Stage 2) declined to 17.2% and 16.8%
of total non-SME loans respectively as at end-Jun 2021 from 17.7% and 17.2%
respectively end-Dec 2020.
SMEs, however, were more impacted and the overall proportion of SME loans under
repayment assistance jumped to 21.6% as at end-Jun 2021 from 15.3% in Dec 2020.
This was driven by SMEs in the wholesale and retail, real estate, construction and
manufacturing sectors.
SME loans assessed by banks to be of higher credit risk, however, increased just
moderately to 14.6% of total SME loans as at end-Jun 2021 from 14.1% end-Dec
2020. The wholesale/retail, construction and manufacturing sectors made up
almost 70% of these loans.
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Business sector: Share of R&R loans by segment

Source: BNM Financial Stability Report 1H21

Business sector: Share of R&R loans by sector

Source: BNM Financial Stability Report 1H21
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Occupancy and rental rates of shopping complexes and office space continued to
face downward pressure in 1H21. Average rental rates for office and retail space
in the Klang Valley have now declined for 4 consecutive quarters since 3Q20.

Vacancy rates for office and retail space in Klang Valley

Rentals for prime office and retail space in Klang Valley

Source: BNM Financial Stability Report 1H21

Source: BNM Financial Stability Report 1H21

Banks continued to support the financing needs of SMEs. More than ¼ of approved
SME loans in 1H21were to first-time borrowers, while approved loans to young SMEs
accounted for almost 20% oi total volume.
Outstanding SME loans grew by 6% YoY in 1H21 (9.6% YoY in 2020), with approval
rates improving to 77.3% from 73.3% end-Dec 2020 (5-year average: 82.8%).
Financing for working capital increased by 9.2% YoY (Dec 2020: 12.3% YoY), driven
by the consumer-facing sectors such as wholesale/retail, hotels and restaurants
and transportation sectors, which continued to face headwinds.
BNM’s Fund for SMEs currently accounts for about 5% of outstanding financing to
SMEs (pre-pandemic average of 2%).
Loans under credit guarantee schemes provided by Credit Guarantee Corporation
Malaysia and Syarikat Jaminan Pembiayaan Perniagaan accounted for 7% of
outstanding financing versus a pre-pandemic average of 4%.
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Credit risk (households) – Improvement in HH debt ratio
Household (HH) debt grew 5.5% YoY as at end-Jun 2021 (Dec 2020: 5.5%).
Around 70% of new banking system loans in 1H21 were channeled to middle- and
high-income borrowers.
Debt-service ratios of newly-approved and outstanding household loans were 41%
and 35% respectively as at end-Jun 2021, while borrowers with a debt service ratio
above 60% continue to be about 24% of total household borrowers.
The household debt-to-GDP ratio improved to 89.6% as at end Jun 2021 from 93.2%
end-Dec 2020, but remains elevated amid the sluggish recovery in nominal GDP.

Household sector: Key ratios

Source: BNM Financial Stability Report 1H21

Aggregate household financial assets declined by MYR3b between Dec 2020 and
Jun 2021, driven by lower retirement savings due to the i-Sinar and i-Lestari
programmes. BNM cautions that over the longer term, the drawdown of such
savings could compound future difficulties for some households that are already
faced with insufficient savings for retirement.
Conservative estimates by BNM suggest that the share of borrowers that would
have to draw on pre-existing savings to meet their debt obligations and living
expenses over the next 18 months in the event of assumed income and
unemployment shocks would be between 11% and 15% of borrowers. Of these,
those likely to deplete their cash or deposit buffers are estimated at a smaller 1.9%
of household borrowers. About 65% of such at-risk borrowers comprise those
earning less than MYR5,000 per month. Exposures of the banks to these most
vulnerable borrowers are estimated to account for only 1.3% of banking system
loans.
Banks’ exposure to household investors (i.e. an individual borrower with more than
one housing loan) was 13.7% of total banking system loans. The average loan-tovalue ratio of outstanding loans by household investors remained low and stable at
54.8%.
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As at end-Jun 2021, 12.8% of household loan accounts or 16% of total outstanding
household loan exposures were under a repayment assistance plan (Dec 2020: 8.9%
and 11.1% respectively). Borrowers earning less than MYR5,000 monthly formed
2/3 of these loan accounts.
However, as at end-Jul 2021, the share of household loan accounts and exposures
under repayment assistance rose sharply to 25.4% and 30% of total household
accounts and loan exposures respectively, due to the commencement of a second
loan moratorium.

Household sector: New repayment assistance accounts by monthly income
group

Source: BNM Financial Stability Report 1H21
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Financial institutions: Still resilient
Funding conditions in the banking system remained stable with a Net Stable
Funding Ratio (NSFR) of 116.4%, with all banks meeting the minimum NSFR
requirement of 100% ahead of the 30 Sep 2021 deadline.
All banks recorded liquidity coverage ratios (LCR) above 100% with increased
holdings of high-quality liquid assets.
Banks maintain MYR170.5b worth of foreign currency liquid assets, which are
sufficient to cover up to 3.1x the current level of foreign currency external debtat-risk.
Total provisions are now 54% higher than the pre-pandemic level end-2019 and
have risen further to 1.8% as a share of total loans end-June 2021 from 1.7% in Dec
2020. The loan loss coverage ratio (including regulatory reserves) has remained
around historically high levels at 129.2%.

Banking system: Provisions

Banking system: Annualized credit cost ratios

Source: BNM Financial Stability Report 1H21

Source: BNM Financial Stability Report 1H21

The banking system recorded an aggregate pretax profit growth of 12.8% in 1H21.

Banking system: Income, cost and pretax profit

Source: BNM Financial Stability Report 1H21
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Securities and Futures Act), Maybank KERPL shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.
Thailand
Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Kim Eng Securities (Thailand)
Public Company Limited. Maybank Kim Eng Securities (Thailand) Public Company Limited (“MBKET”) accepts no liability whatsoever for the actions of third parties in this respect.
Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MBKET Institutional and Retail Research departments may differ in
either recommendation or target price, or both. MBKET reserves the rights to disseminate MBKET Retail Research reports to institutional investors who have requested to receive it. If you are
an authorised recipient, you hereby tacitly acknowledge that the research reports from MBKET Retail Research are first produced in Thai and there is a time lag in the release of the translated
English version.
The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MBKET does
not confirm nor certify the accuracy of such survey result.
The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Tha ipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MBKET does not confirm, verify, or certify the accuracy and completeness of the assessment result.
US
This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All
responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. This report is not directed at you if MKE is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material
concerning investments to you under relevant legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned
within must do so with: Maybank Kim Eng Securities USA Inc. 400 Park Avenue, 11th Floor, New York, New York 10022, 1-(212) 688-8886 and not with, the issuer of this report.
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UK
This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Conduct Authority and is for Informational
Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third
party link is for the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk.
Nothing in this report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
DISCLOSURES
Legal Entities Disclosures
Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938- H) which is a Participating Organization of Bursa Malaysia Berhad and a holder of Capital
Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This report is distributed in Singapore by Maybank KERPL (Co. Reg No 198700034E) which is regulated
by the Monetary Authority of Singapore. Indonesia: PT Maybank Kim Eng Securities (“PTMKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by
the Financial Services Authority (Indonesia). Thailand: MBKET (Reg. No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the
Securities and Exchange Commission. Philippines: Maybank ATRKES (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and Exchange
Commission. Vietnam: Maybank Kim Eng Securities Limited (License Number: 117/GP-UBCK) is licensed under the State Securities Commission of Vietnam. Hong Kong: KESHK (Central Entity
No AAD284) is regulated by the Securities and Futures Commission. India: Kim Eng Securities India Private Limited (“KESI”) is a participant of the National Stock Exchange of India Limited and
the Bombay Stock Exchange and is regulated by Securities and Exchange Board of India (“SEBI”) (Reg. No. INZ000010538). KESI is also registered with SEBI as Category 1 Merchant Banker (Reg.
No. INM 000011708) and as Research Analyst (Reg No: INH000000057) US: Maybank KESUSA is a member of/ and is authorized and regulated by the FINRA – Broker ID 27861. UK: Maybank KESL
(Reg No 2377538) is authorized and regulated by the Financial Conduct Authority.
Disclosure of Interest
Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further act as market maker or may have
assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment banking services, advisory and other services for or relating to those
companies.
Singapore: As of 29 September 2021, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research report.
Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the research report. Therefore, Investors
should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected parties and/or employees may from time to time have interests
and/or underwriting commitments in the securities mentioned in this report.
Hong Kong: As of 29 September 2021, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report.
India: As of 29 September 2021, and at the end of the month immediately preceding the date of publication of the research report, KESI, authoring analyst or their associate / relative does
not hold any financial interest or any actual or beneficial ownership in any shares or having any conflict of interest in the subject companies except as otherwise disclosed in the research
report.
In the past twelve months KESI and authoring analyst or their associate did not receive any compensation or other benefits from the subject companies or third party in connection with the
research report on any account what so ever except as otherwise disclosed in the research report.
MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the
entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment concerned or
a related investment and may receive compensation for the services provided from the companies covered in this report.
OTHERS
Analyst Certification of Independence
The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of the research analyst’s
compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.
Reminder
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming
the risks involved. The market value of any structured security may be affected by changes in economic, financial and politic al factors (including, but not limited to, spot and forward
interest and exchange rates), time to maturity, market conditions and volatility and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured
product should conduct its own analysis of the product and consult with its own professional advisers as to the risks involved in making such a purchase.
No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.
Definition of Ratings
Maybank Kim Eng Research uses the following rating system
Return is expected to be above 10% in the next 12 months (including dividends)
BUY
Return is expected to be between 0% to 10% in the next 12 months (including dividends)
HOLD
Return is expected to be below 0% in the next 12 months (including dividends)
SELL

Applicability of Ratings
The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only
applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment
ratings as we do not actively follow developments in these companies.
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