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2Q23 was a mixed bag for the banks, the compression in NIMs being the Desmond Ch'ng, BFP, FCA
biggest challenge. We forecast core net profit growth of 9.1% and 6.1% for (603) 2297 8680

2023/24E respectively and average ROEs of 9.8/9.9%, We remain POSITIVE desmond.chng@maybank-ib.com
on the banking sector and our BUY calls are on Public Bank, CIMB, HL Bank,

HLFG and ABMB.

A mixed bag

2Q23 results season was a mixed bag, but what stood out was that the big
banks performed relatively well. Key trends include slower QoQ domestic
loan growth, ongoing NIM compression of a lesser extent, robust non-
interest income, higher operating expenses and lower credit cost.
Cumulative 2Q23 core pretax profit rose 17% YoY while core net profit
jumped 28% YoY in the absence of Cukai Makmur, while 1H23 core net
profit rose a commendable 22% YoY.

2024 net profit growth of 6.1% YoY

Following from the current results season, we now expect aggregate 2023
operating profit to contract -3.2% (-2.4% previously), due largely to
expectations of domestic loan growth of 4.6% (5% YoY before), NIM
compression of 18bps (-14bps before), and a higher cost/income ratio of
45% (43% in 2022). Our aggregate core net profit growth forecast is
relatively unchanged at 9.1% YoY for 2023, led by stable credit cost
assumptions and the absence of Cukai Makmur. Into 2024E, we project core
net profit growth of 6.1% (6.5% previously), driven by operating profit
expansion of 5.3% (domestic loan growth 4.6%, -2bps NIM compression, CIR
of 45% and 26bps credit cost).

ROEs expected to be stable

We expect ROEs to be relatively stable, declining marginally to 9.8% on
aggregate in 2023 from 9.9% in 2022, and return to 9.9% in 2024E. Dividend
payout ratios (DPRs) have generally returned to, if not above, pre-COVID
levels and dividend yields for most banks today range above 5%, with the
exception of AMMB, HL Bank and Public Bank.

Banking Sector - Peer Valuation Summary

Stock Rec Shrpx  Mktcap TP PER (x) PER (x) P/B (x) P/B (x) ROAE (%) ROAE (%) Netyield Netyield
(MYR)  (MYR m) (MYR) CY23E CY24E CY23E CY24E CY23E CY24E CY23E CY24E
Maybank * NR 9.15 109,813 NR 12.4 12.0 1.3 1.3 10.4 10.9 6.9 7.1
Public Bank BUY 4.24 82,107 5.05 12.3 1.7 1.5 1.5 13.0 12.7 4.5 4.5
CIMB BUY 5.74 60,045 6.50 9.4 8.8 0.9 0.9 9.8 10.0 5.7 6.1
HL Bank BUY 20.00 43,268 23.00 10.8 10.4 1.2 1.1 11.5 12.0 3.1 3.4
RHB Bank HOLD 5.65 24,046 6.20 9.3 8.9 0.8 0.8 8.9 9.1 6.7 7.0
HLFG BUY 18.12 20,908 21.70 7.4 7.1 0.7 0.7 10.5 10.0 2.4 3.1
AMMB HOLD 3.73 12,362 4.20 7.8 7.6 0.7 0.6 8.6 8.4 4.5 4.6
BIMB HOLD 2.06 4,737 2.20 9.4 9.1 0.7 0.6 71 7.1 6.0 6.6
ABMB BUY 3.43 5,341 4.10 8.2 7.9 0.7 0.7 9.4 9.2 6.1 6.4
Simple avg 362,627 9.7 9.3 1.0 0.9 9.9 9.9 5.1 5.4
MC-wtd 10.9 10.5 1.2 1.1 10.8 11.0 5.3 5.6

* Consensus estimates Source: Maybank IBG Research
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SEE PAGE 24 FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS



Malaysia Banking

A relatively decent 2" quarter

2Q23 was a mixed season for results. The big banks fared well, with CIMB’s results
surpassing consensus, while Maybank and Public Bank’s results were in-line. Among
the mid-sized banks, HL Bank’s results came in within expectations, while AMMB
disappointed. RHB’s results were above expectations, but earnings disappointed at
the operational level, and its bottomline was bolstered by substantial write-backs
in provisions, which is unlikely to be sustainable, in our view. Among the smaller
cap banks, BIMB had a decent quarter while ABMB’s results were below
expectations.

Generally, the bank results in 2Q23 were marked by the following trends:

e  Generally slower QoQ domestic loan growth, with the exception of HL Bank.
Excluding HL Bank, average domestic loan growth was 0.5% QoQ in 2Q23 versus
0.9% QoQ in 1Q23.

e Ongoing NIM compression, though to a lesser quantum QoQ. On aggregate,
NIMs contracted 5bps QoQ in 2Q23 against a 30bps QoQ contraction in 1Q23.

e A surge in non-interest income (+56% YoY, +18% QoQ), bolstered by various
factors such as realized and unrealized investment gains, higher forex profits,
gains from NPL sales, higher derivative income.

e A pick-up in operating expenses (+10% YoY, +6% QoQ) as banks increased IT
spending.

e Lower credit costs (-16% YoY) despite rising impaired loans, as banks drew
down on their pre-emptive provisions.

Cumulative 2Q23 core pretax profit rose 17% YoY (+3% QoQ) while core net profit
jumped 28% YoY (+1% QoQ) in the absence of Cukai Makmur. 1H23 core net profit
rose a commendable 22% YoY.

Fig 1: Cumulative core earnings for seven banks (stripping out large exceptionals)

Quarterly
Year end: Dec (MYR'm) 2Q23 2Q22 YoY chg 1Q23
Interest income 24,394 17,362 41 23,050
Interest expense (13,608) (5,995) 127 (12,293)
Net interest income 10,786 11,367 (5) 10,757
Islamic banking income 4,681 4,350 8 4,363
Non-interest income 5,172 3,317 56 4,401
Operating income 20,639 19,034 8 19,521
Operating expenses (9,192) (8,365) 10 (8,704)
Operating profit 11,446 10,669 7 10,817
Loan loss allowance (1,228) (1,465) (16) (895)
Other provisions 89 (373) (124) (36)
Associate contributions 390 348 12 461
Pretax profit 10,698 9,180 17 10,347
Taxation (2,656) (2,997) (11) (2,345)
Minority interest (143) (14) 958 (122)
Discontinued operations 51 31 67 (14)
Net profit 7,951 6,200 28 7,866
Recurring net profit 7,951 6,200 28 7,866

Sources: Banks, Maybank IBG Research
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The table above sums up earnings for seven banks: ABMB, AMMB, CIMB, HL Bank, Maybank, Public Bank and RHB Bank.
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Malaysia Banking

Double-digit net profit growth in 1H23

The table below breaks down the earnings performance of each bank, having
stripped out one-off gains/losses (including mod losses/gains) during the period
and from comparative quarters. HL Bank, for instance, reported a sizeable
MYR243m gain in 2Q22 from the revaluation of its convertible bonds in Bank of
Chengdu (BOCD), which were later fully converted in 2Q23 at a loss of MYR45m.

At the operating profit level in 1H23, CIMB and AMMB led the way with YoY
increases of 10% and 9% respectively, driven predominantly by higher non-interest
income.

At the pretax profit level in 1H23, Maybank dominated with a 22% YoY increase
amid lower credit cost. All banks saw positive YoY pretax profit gains except for
ABMB. ABMB’s core 1H23 pretax profit decline 16% YoY due to lower NOII, higher
expenses and higher provisions.

Fig 2: Cumulative calendarised CORE earnings for the seven banks (stripping out large exceptionals)

Quarterly

Year end: Dec (MYR'm) 2Q23 2Q22 YoY chg 1Q23
Operating income
Maybank 7,310 6,306 16% 6,324
CIMB 5,334 4,884 9% 4,997
Public Bk 3,211 3,177 1% 3,303
AMMB 1,090 1,026 6% 1,123
HL Bank 1,348 1,255 7% 1,396
RHB 1,879 1,911 (2%) 1,908
ABMB 466 474 (2%) 469

20,639 19,034 8% 19,521
Operating profit
Maybank 3,889 3,412 14% 3,272
CIMB 2,929 2,585 13% 2,654
Public Bk 2,113 2,105 0% 2,209
AMMB 582 557 4% 567
HL Bank 761 695 9% 837
RHB 936 1,051 (11%) 1,051
ABMB 236 264 (10%) 228

11,446 10,669 7% 10,817
Pretax profit
Maybank 3,370 2,300 47% 3,056
CIMB 2,482 2,105 18% 2,236
Public Bk 2,095 2,023 4% 2,209
AMMB 402 486 (17%) 560
HL Bank 1,085 974 11% 1,112
RHB 1,063 1,012 5% 1,005
ABMB 201 281 (28%) 169

10,698 9,180 17% 10,347
Core net profit
Maybank 2,339 1,608 45% 2,265
CIMB 1,773 1,281 38% 1,645
Public Bk 1,619 1,417 14% 1,714
AMMB 352 387 (9%) 420
HL Bank 910 665 37% 930
RHB 809 630 28% 762
ABMB 151 212 (29%) 130

7,951 6,200 28% 7,866

Sources: Banks, Maybank IBG Research
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Malaysia Banking

Slower domestic loans growth

Cumulative gross loans for the banks in our coverage expanded 6.3% YoY end-June
2023, while domestic loans growth was a slower 5.1% YoY (and even slower at 3.5%
on an annualized basis). The latter compares against total industry loans growth

of 4.4% YoY.

Maybank’s loan book in Malaysia and Indonesia expanded 3.9% and 2.2%
respectively end-June 2023, but its Singapore loan book slipped -1.7% YoY.

Excluding any forex impact, CIMB’s loan book expanded at a slower pace of 5.9%
YoY (+8.3% including forex), up 4.7%, 8.6%, 10.8% and 5.3% YoY in Malaysia,
Indonesia, Thailand and Singapore respectively.

Fig 3: Total loans - YoY growth

Maybank
CIMB
Public
AMMB
HL Bank
RHB
ABMB
Total

Source: Banks

Fig 4: Domestic loans - YoY growth
1Q22
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Malaysia Banking

Investment Bank

CASA contracted YoY for the third consecutive quarter

Deposit gathering picked up pace in 2Q23, with total deposits rising 6.2% YoY.
However, the growth was driven by fixed deposits, as CASA contracted at a more
pronounced rate of 7.8% YoY in 2Q23, this being the third consecutive quarter of
contraction.

The CASA contractions over the past two quarters may be attributed to various
reasons, not least of which being the rapid rise in interest rates (+100bps in 2022
alone), which prompted a switch back to fixed deposits. Other reasons include a)
the end of Government handouts to individuals and SMEs, b) the end of EPF
withdrawals, and c) reduced liquidity as banks placed access funds back with the
Central Bank to fulfill the 2% Statutory Reserve Requirement.

Maybank’s CASA contracted 17.2% YoY, with declines in Singapore (-40.8% YoY) and
Malaysia (-12.8% YoY) and Indonesia CASA (-2.2% YoY). AMMB continued to buck
the trend with positive CASA growth, but this likely is because the bank was paying
up for CASA, in our opinion.

Average CASA ratios peaked at 38% in 1Q22 and have declined to 32.9% in 2Q23.
This is nevertheless still higher than the pre-pandemic level of 30% end-Dec 2019.

Fig 5: Customer deposits YoY growth

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 5.5% 5.3% 4.9% 3.5% 3.0% 2.8%
CIMB 6.4% 4.6% 1.0% 3.2% 4.8% 8.9%
Public Bk 4.4% 3.5% 3.8% 3.8% 4.9% 4.7%
AMMB 1.9% 6.4% 4.3% (0.4%) 6.0% 7.3%
HL Bank 6.3% 8.4% 8.3% 6.1% 6.6% 7.0%
RHB 4.4% 5.3% 5.9% 4.1% (0.1%) 11.6%
ABMB (0.6%) 4.0% 6.0% 5.5% 5.5% 6.5%
Average 5.1% 5.1% 4.2% 3.6% 4.0% 6.2%

Source: Banks

Fig 6: CASA YoY growth

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 9.1% 7.0% (0.8%) (10.0%) (14.0%) (18.0%)
CIMB 9.7% 7.2% 2.6% (2.0%) (7.8%) (0.5%)
Public Bk 8.8% 10.8% 4.8% 0.0% (2.9%) (4.4%)
AMMB 20.6% 16.0% 11.9% 6.9% 13.2% 0.1%
HL Bank 11.7% 11.5% 7.7% (0.3%) (4.1%) (1.4%)
RHB (1.7%) 5.0% 4.7% 1.3% (2.9%) (4.7%)
ABMB 3.4% 5.3% 4.0% (3.4%) (9.7%) (6.4%)
Average 8.8% 8.2% 2.8% (3.7%) (7.4%) (7.8%)

Source: Banks

Fig 7: CASA ratios

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 42.5% 42.7% 40.4% 37.6% 35.5% 34.1%
CIMB 44.1% 43.1% 42.7% 40.8% 38.8% 39.4%
Public Bk 31.2% 31.8% 30.7% 29.9% 28.9% 29.1%
AMMB 35.1% 32.6% 32.9% 32.2% 37.4% 30.4%
HL Bank 32.6% 33.0% 31.9% 30.9% 29.3% 30.4%
RHB 28.8% 29.2% 29.8% 29.1% 28.0% 24.9%
ABMB 48.9% 50.0% 48.7% 45.8% 41.9% 43.9%
Average 38.0% 37.9% 36.8% 35.1% 33.8% 32.9%

Source: Banks
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Malaysia Banking

Investment Bank

NIM compression eases

BNM raised the Overnight Policy Rate four times in 2022, and by 25bps each time
- on 11 May, 6 July, 8 September and 3 November. It raised rates by another 25bps
on 3 May 2023, taking the OPR to 3.00% presently.

In the face of intense and irrational deposit competition, NIMs fell 30bps QoQ in
1Q23. Competition eased somewhat in 2Q23 and NIMs compressed by a more
marginal 5bps QoQ.

In our view, contributory factors include: a) the sizeable drop-off in cheaper cost
CASA, b) the restoration of the SRR which lowered investment yields and
contributed to the rush to replenish liquidity through fixed deposits, c) aggressive
deposit gathering in attempts at locking in longer-term fixed deposits ahead of
expectations of future rate rises and d) increased competition from the likes of
financial institutions such Malaysia Building Society (MBSB MK; Not Rated), that has
been more aggressive in its deposit campaigns (1Q23 customer deposits +12% YoY;
16% annualized), now that it is a commercial bank (as opposed to its building
society status before, with limited deposit-taking abilities).

Fig 8: Net interest margins - quarterly (including mod loss/gain)

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 2.34% 2.41% 2.42% 2.39% 2.19% 2.14%
CIMB 2.45% 2.47% 2.55% 2.57% 2.26% 2.24%
Public Bk 2.24% 2.29% 2.42% 2.58% 2.26% 2.18%
AMMB 2.00% 2.12% 2.15% 2.13% 1.84% 1.79%
HL Bank 2.15% 2.10% 2.18% 2.09% 1.82% 1.83%
RHB 2.16% 2.23% 2.27% 2.36% 1.90% 1.82%
ABMB 2.50% 2.57% 2.70% 2.75% 2.53% 2.43%
Average 2.26% 2.31% 2.38% 2.41% 2.11% 2.06%

Source: Banks

Fig 9: Quarterly NIM (1Q18 - 2Q23)
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Malaysia Banking

Fee income still subdued

Fee income remained subdued in 2Q23 (-3% YoY), largely on account of weak
capital markets, which contributed to reduced contributions from stockbroking,
unit trust and investment banking related activities during the period. Slower loan

growth also contributed to lower loan-related fees.

Fig 10: Fee income growth (YoY chg)
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Source: Banks

Other NOII growth still robust

1Q22
(20%)
(7%)
(16%)
9%
14%
(30%)
(22%)
(15%)

2Q22
(5%)
20%
(7%)
(11%)
4%
(24%)
(28%)
(3%)

3Q22
3%
18%
(10%)
(10%)
5%
(10%)
(37%)
0%

4Q22
(7%)
1%
(10%)
(2%
(3%
(17%
(24%
(7%)

- = = =

1Q23
(2%)
(5%)
(3%)
23%
(4%)
(11%)
(38%)
(3%)

2Q23
(3%)
(9%)
(1%)
12%
(5%)
(1%)
3%
(3%)

Other NOII surged 151% YoY in 2Q23. This was aided in part by softer bond yields
and thus marked-to-market investment gains, coupled with strong treasury
income, particularly forex profits as well as realized investment gains and income

from derivatives. CIMB also saw gains from NPL sales.

Fig 11: Other non-interest income growth (YoY chg)
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Source: Banks
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Total NOII (including fee income) as a % of total income averaged a higher 25.1%
in 2Q23, up from 22.5% in 1Q23.

Fig 12: Total NOII as % of total income
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Malaysia Banking

Operating expense growth normalizing higher

Operating expenses have normalized with the reopening of the economy,
particularly with a pick-up in admin and marketing costs, as well as digital spend.
Moreover, the recent conclusion of the National Union of Bank Employees (NUBE)
discussions, has contributed to higher personnel costs. Cumulative operating
expenses rose 10% YoY in 2Q23.

Maybank, CIMB, and HL Bank were the only banks to see positive JAWS in 2Q23.
Maybank’s operating expense jumped 18% YoY in 2Q23 - personnel expenses
increased 16% YoY including provisions for collective agreements, while marketing
expenses jumped 32% YoY on higher gift point expenses and publicity spend.

The overall cost/income ratio (CIR) was 44.6% in 1H23 versus 43.4% in 1H22.

Fig 13: Operating expense growth (YoY chg)

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank (3%) (1%) 20% 28% 12% 18%
CIMB (5%) 6% 1% 6% 5% 5%
Public Bk 2% 7% 10% 8% 5% 2%
AMMB (5%) 11% 10% 12% 16% 8%
HL Bank 1% 5% 7% 6% 8% 5%
RHB (6%) (1%) 12% 17% 3% 10%
ABMB (6%) 9% 6% 3% 10% 9%
Average (3%) 3% 11% 16% 8% 10%

Source: Banks

Fig 14: Cost/income ratios

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 43.7% 45.9% 45.8% 49.6% 48.3% 46.8%
CIMB 47.0% 47.1% 45.6% 47.7% 46.9% 45.1%
Public Bk 33.2% 33.8% 31.1% 28.5% 33.1% 34.2%
AMMB 49.0% 45.7% 40.9% 4M1.1% 49.6% 44.5%
HL Bank 38.4% 44.6% 36.0% 36.7% 40.1% 45.1%
RHB 44.8% 45.0% 43.9% 45.3% 44.9% 50.2%
ABMB 48.5% 44.4% 43.3% 44.7% 51.4% 49.3%
Average 42.9% 43.9% 42.1% 43.7% 44.6% 44.5%

Source: Banks
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Malaysia Banking

Impaired loans still rising

On a cumulative basis, absolute gross impaired loans (GlILs) rose 3% YoY for stocks
in our coverage, with increases across all banks except for Maybank, which saw a
15% YoY decline in its GILs. Public Bank’s GILs jumped 86% YoY due to a Hong Kong
property development loan default in 1Q23, but its GIL ratio continues to be
impeccable at 0.55%. HL Bank saw higher impaired loans from its overseas book
while ABMB saw a manufacturing loan default. AMMB saw defaults in its mining &

quarrying, manufacturing and real estate books.

Fig 15: Gross impaired loans (MYR’m)
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CIMB 13,983
Public Bk 1,066
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HL Bank 820
RHB 3,326
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Total 32,333

Source: Banks
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Aside from Maybank and CIMB that have seen a downtrend in GIL ratios over the
past year, GIL ratios for the other banks were generally higher on a YoY basis.

Fig 16: Gross impaired loans ratios
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Credit costs broadly higher QoQ in 2Q23

Credit costs were broadly higher QoQ, averaging 25bps in 2Q23 against 18bps in
1Q23. RHB wrote back/reassigned all of its COVID-related provisions of MYR411m,
resulting in a net credit cost writeback during the quarter. The group still has
about MYR557m worth of management overlays remaining.

Fig 17: Credit charges

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 0.32% 0.59% 0.41% 0.21% 0.24% 0.38%
CIMB 0.30% 0.47% 0.49% 0.71% 0.30% 0.53%
Public Bk 0.11% 0.09% 0.10% 0.10% 0.00% 0.03%
AMMB -0.82% 0.20% 0.24% 0.65% 0.26% 0.51%
HL Bank 0.13% 0.07% 0.09% 0.06% 0.09% 0.03%
RHB 0.29% 0.04% 0.40% -0.12% 0.10% -0.19%
ABMB 0.65% -0.15% 0.64% 0.31% 0.49% 0.28%
Average 0.19% 0.32% 0.33% 0.30% 0.18% 0.25%

Source: Banks

Loan loss coverage lower QoQ

Loan loss coverage (LLC) was generally lower QoQ and was below 100% for CIMB,
AMMB, RHB and ABMB. Including regulatory reserves, CIMB was at the lower end at
99%. RHB and CIMB have stated that the expected resolution of some corporate
NPLs in the near term should aid in moving up their LLC ratios.

Fig 18: Loan loss coverage without regulatory reserves

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 102% 119% 117% 127% 129% 126%
CIMB 102% 100% 100% 93% 94% 92%
Public Bk 383% 389% 339% 272% 218% 199%
AMMB 115% 100% 97% 95% 105% 97%
HL Bank 218% 212% 212% 210% 197% 169%
RHB 126% 117% 118% 113% 109% 82%
ABMB 136% 128% 128% 125% 103% 97%
Average 118% 121% 120% 119% 117% 110%

Source: Banks

Fig 19: Loan loss coverage including regulatory reserves

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23
Maybank 111% 132% 133% 147% 147% 146%
CIMB 105% 103% 105% 97% 99% 99%
Public Bk 403% 407% 360% 292% 240% 226%
AMMB 121% 107% 106% 104% 116% 105%
HL Bank 290% 292% 295% 311% 293% 265%
RHB 128% 120% 123% 130% 127% 109%
ABMB 142% 133% 134% 130% 124% 120%
Average 128% 133% 133% 135% 134% 129%

Source: Banks

September 6, 2023
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Comfortable CET1 ratios

Group CET1 ratios are generally comfortable. AMMB has steadily rebuilt its CET1
to a respectable 12.6%, from a low of 10.4% in FY20 after the 1MDB Global
Settlement. ABMB, however, has seen its group CET1 ratio slip from 14.5% end-

June 2022 to 13.3% end-June 2023.

Fig 20: Group CET1 ratios (%)
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Fig 21: Commercial bank CET1 ratios (%)

Maybank
CIMB

Public Bk
AMMB

HL Bank

RHB

ABMB

Source: Banks

September 6, 2023

30.6.22

14.1
13.9
12.9
11.6
13.3
14.8
13.8

30.9.22
12.3
14.5
12.8
1.7
12.9
14.5
14.4

31.12.22
15.3
14.9
13.1
11.2
13.2
15.1
13.8

31.3.23
15.1
14.3
14.6
12.1
12.9
16.9
13.8

31.3.23
14.0
14.6
13.2
11.8
13.2
15.3
13.6

30.6.23
16.0
14.2
14.7
12.6
12.8
16.7
13.3

30.6.23
15.4
14.3
13.4
12.1
12.4
15.3
13.9

€ Maybank

Investment Bank



Malaysia Banking

Looking ahead ...

Industry loans growth moderated further to 4.2% YoY in July 2023 from 4.4% in
June 2023. Household (HH) loan growth held up and improved slightly to 5.4% from
5.3% YoY in June 2023 but non-HH loan growth fell to just 2.4% YoY in July 2023
from 3% YoY in June 2023.

Fig 22: Total industry YoY loan growth (Apr 2007 - July 2023)
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Fig 23: YoY household loan growth (Jan 2011 - July 2023)
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Fig 24: YoY non-household loan growth (Jan 2011 - July 2023)
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Monthly loan applications, meanwhile, contracted by 8.9% YoY in June and by 6.3%
in July 2023. HH loan applications held up well except for share margin financing
applications which contracted 32% YoY, but the slippage in applications was more
evident in the non-HH segment, with working capital and construction loan
applications contracting 19% and 61% YoY respectively.

Fig 25: Total monthly loan applications (Jul 2021 - Jul 2023) Fig 26: Working cap loan applications (Jul 2021 - Jul 2023)
(MYR'm)
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2023 domestic loan growth target trimmed to 4.6%

As Figure 27 would indicate, banks in our coverage are generally guiding for lower
loan growth in 2023 relative to the fairly robust growth that they saw last year.
The exception would be Alliance Bank, where under the direction of its new CEO,
the bank intends to step up its lending, particularly to areas that it had not been
active in before, such as mortgages.

Following from the 2Q23 results season, most banks have maintained their loan
growth forecasts, except for:

e  AMMB (which lowered its FY24 loans growth forecast to 4-5% from 5.6%),

e BIMB (from >8% to 7-8%); and

e  CIMB, which raised its forecast to 6-7% from 5-6%

We trim our 2023 domestic banking industry’s loan growth to 4.6% from our earlier

forecast of 5.0%.

Fig 27: MIBG’s loan growth estimates versus banks’ guidance

FY22A End-Mar FY23E mgt MIBG MIBG
2023 guidance FY23E FY24E
ABMB * 6.2% 7.9% 8-10% # 6.0% 5.0%
AMMB * 8.5% 7.4% 4-5% # 4.3% 4.5%
BIMB 11.4% 9.3% 7-8% 4.8% 4.5%
CIMB 7.7% 8.3% 6-7% 5.5% 4.7%
HL Bank @ 8.0% 8.0% 6-7% # 5.0% 4.5%
Maybank 6.0% 5.3% NA NA NA
Public Bk 5.3% 5.2% 4-5% 4.8% 4.5%
RHB 6.9% 4.5% 4-5% 4.0% 4.2%

Source: Banks, Maybank IBG Research
“FYE3/23A - FY3/25E @ FYE6/23A-FYE6/25E  #FYE3/24 guidance
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NIMs expected to stabilize in 2H23

Figure 28 sets out the estimated impact to banks’ NIMs for every 25bps OPR change.

Fig 28: Estimated positive impact to NIM from a 25bps OPR change (bps chg)

bps bps
ABMB 4 HL Bank 4
AMMB 2-3 Maybank 1-2
BIMB 2-3 Public Bank 4
CIMB 2 RHB

Source: Banks

BNM put through 100bps of OPR hikes in 2022 and a further 25bps increase on 3
May 2023. Having normalized rates back to pre-pandemic levels, our Economics
team expects no further rate hikes for the rest of the year.

Headline inflation eased further to 2.0% in July from 2.4% in June 2023. As a result,
the return on deposits further improved during the month and this, in our view,
relieves pressure for any further rate increases.

Fig 29: Differential between average fixed deposit rates and inflation
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The intensity of the recent deposit competition has taken most banks by surprise
and all the banks have had to relook their NIM assumptions for the year. Revisions
made are as follows, with most banks having to lower their NIM expectations for
the year:

Fig 30: Revisions to NIM estimates (%)

Previous estimate Latest estimate Current NIM
ABMB 2.50-2.55 2.45-2.50 2.43
AMMB NA -1.76 1.76
BIMB >2.00 >2.00 2.08
CIMB 2.36-2.41 2.31-2.36 2.25
HL Bank @ NA 1.80-1.90 1.98
Maybank 2.29-2.34 -2.14 2.16
Public Bk <2.29 >2.19 2.22
RHB 1.90 1.80-1.90 1.85

Source: Banks @ current NIM is for FYE6/23, latest estimate is for FYE6/24

September 6, 2023
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NIMs compressed on average by 23bps to 2.09% in 1H23 for the banks in our
coverage against an average of 2.32% in 2022. We expect NIMs to stabilize and
expand marginally in 2H23 and thus project a lower NIM compression of about
18bps in 2023, and a marginal 2bps NIM compression in 2024.

Fig 31: MIBG’s NIM estimates versus banks’ guidance

FY22A 1Q23 FY23E mgt MIBG MIBG

CY23 guidance FY23E FY24E

ABMB * 2.64% 2.43% 2.45-2.50% 2.47% 2.43%

AMMB * 2.07% 1.76% ~-1.76% 1.83% 1.87%

BIMB 2.35% 2.08% >2.00% 2.29% 2.30%

CIMB 2.51% 2.25% 2.31-2.36% 2.32% 2.33%

HL Bank @ 1.98% 1.98% 1.80-1.90% 1.86% 1.91%
Maybank 2.39% 2.16% ~2.14% NA NA

Public Bk 2.39% 2.22% >2.19% 2.23% 2.22%

RHB 2.24% 1.85% 1.80-1.90% 1.86% 1.90%

Source: Banks, Maybank IBG Research
" FYE3/23A - FY3/25E (FYE3/24E mgt guidance)
@ FYE6/23A-FYE6/25E (FYE6/24E mgt guidance)

Fig 32: NIM trends (2012-2024E)
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CIR targets broadly maintained

Most banks have maintained their cost/income ratio (CIR) targets for the year.
ABMB has however revised its FYE3/24 CIR target to <48% from <45% previously,
while HL Bank has introduced its FYE6/24 CIR target of <40% from <38% in FY23.

Fig 33: MIBG’s CIR estimates versus banks’ guidance

FY22A FY23E mgt MIBG MIBG

guidance FY23E FY24E

ABMB * 45.9% <45% 48.3% 48.6%

AMMB * 43.9% NA 48.1% 47.6%

BIMB 56.8% 58.0% 57.6% 58.1%

CIMB 47.1% <46.5% 48.1% 47.8%

HL Bank @ 39.0% <40% 39.8% 38.3%
Maybank 46.4% 47.5% NA NA

Public Bk 31.5% <35% 33.2% 33.2%

RHB 44.7% <=44.6% 49.6% 47.9%

Source: Banks, Maybank IBG Research
" FYE3/23A - FY3/25E (FYE3/24E mgt guidance)
@ FYE6/23A-FYE6/25E (FYE6/24E mgt guidance)
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Impaired loans ticking up, as expected

Following the end of the PEMULIH programme in December 2021, and the roll-off
of loans under moratorium this year, impaired loans have ticked up as expected.
Gross impaired loans have risen 13% YoY in absolute terms since the moratoriums
ended in Dec 2021. The industry’s gross impaired loans ratio was higher at 1.76%
end-Jul 2023, against 1.68% end-Dec 2021, and compares against a pre-COVID
average of 1.51% end-Dec 2019.

Fig 34: Industry gross impaired loans ratios by segment

Month Dec 19 Dec 21 Dec 22 Jul 23
Securities 0.24% 0.51% 0.31% 0.43%
Passenger cars 0.69% 0.46% 0.45% 0.50%
Residential property 1.14% 1.25% 1.38% 1.49%
Non-residential prop 1.36% 1.64% 1.83% 1.79%
Personal use 1.71% 2.41% 2.55% 2.69%
Credit card 0.85% 0.88% 0.98% 1.10%
Construction 6.13% 6.27% 4.39% 4.54%
Working capital 2.12% 2.31% 2.46% 2.47%
Other purposes 1.16% 1.59% 1.98% 1.96%
Total loans 1.51% 1.68% 1.72% 1.76%

Source: BNM, Maybank IBG Research

The GIL ratios of half the banks are still below their pre-pandemic levels (4Q19 as
a comparison), most notably Maybank, where its GIL ratio end-June 2023 was just
1.47% against 2.65% end-Dec 2019. ABMB, on the other hand, has seen its GIL ratio
rise above its Dec 2019 position, by 0.77%-pt, with several corporate/SME loan
defaults recently.

Fig 35: Gross impaired loans ratios

Dec 2019 Jun 2023 Chg (%-pt)
ABMB 1.86% 2.63% 0.77%
AMMB 1.71% 1.66% (0.05%)
BIMB 0.86% 1.03% 0.17%
CIMB 3.07% 3.35% 0.28%
HL Bank 0.84% 0.57% (0.26%)
Maybank 2.65% 1.47% (1.18%)
Public Bk 0.49% 0.55% 0.07%
RHB 1.97% 1.64% (0.33%)

Source: Banks

September 6, 2023
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Bulk of pre-emptive provisions still intact

Pre-emptive provision levels for Maybank and Public Bank have generally remained
intact, while the other banks have generally written back/reassigned some, if not
all, of their COVID-related provisions. In particular, RHB has written
back/reassigned all of its COVID-related provisions. CIMB has been coy about its
position, but we have assumed that all of its pre-emptive provisions have been, or
will be, reassigned.

Fig 36: Pre-emptive provisions (rounded-up)

End-Sep 2022 End-Dec 2022 End-Mar 2023 End-June 2023
ABMB 430 380 304 256
AMMB 420 420 461 362
CIMB # 2,700 2,900 2,400
HLBK 629 629 614 574
MAY 1,700 1,700 1,700 1,700
PBK 1,750 1,750 1,750 1,750
RHB 840 840 557 557

Source: Banks # Estimated

Keeping credit cost assumptions elevated

Most banks have continued to keep their credit cost targets for the year, with the
exception of:

e CIMB, which has lowered it to 40-45bps from 45-55bps previously;

e  Maybank, which is now looking at 30-35bps for FY23 versus 35-40bps
before

Fig 37: MIBG’s net credit cost estimates versus banks’ guidance

FY22A End-Mar FY23E mgt MIBG MIBG

2023 guidance FY23E FY24E

ABMB * 0.32% 0.28% 0.30-0.35% 0.30% 0.25%

AMMB * 0.34% 0.52% 0.30-0.35% 0.30% 0.28%

BIMB 0.22% 0.38% 0.30-0.40% 0.35% 0.30%

CIMB 0.50% 0.38% 0.40-0.45% 0.50% 0.45%

HL Bank @ 0.07% 0.07% 0.10% 0.10% 0.10%
Maybank 0.38% 0.31% 0.30-0.35% NA NA

Public Bk 0.10% 0.01% <0.10% 0.07% 0.07%

RHB 0.15% -0.04% 0.18-0.19% 0.14% 0.22%

Source: Banks, Maybank IBG Research
" FYE3/23A - FY3/25E (FYE3/24E mgt guidance)
@ FYE6/23A-FYE6/25E (FYE6/24E mgt guidance)
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Figure 38 below shows our credit cost estimates relative to the 3-year pre-COVID
credit cost averages from FY17 to FY19. Our FY23/24E credit cost assumptions for

most banks are maintained at, or above, pre-pandemic levels.

Fig 38: MIBG’s credit cost estimates versus banks’ guidance

FY17-19
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1.07% 0.50% 0.50%
0.33% 0.10% 0.10%
0.69% 0.27% NA
0.33% 0.10% 0.07%
0.42% 0.15% 0.14%

Source: Banks, Maybank IBG Research
“FYE3/23A - FY3/25E @ FYE6/23A-FYE6/25E

On a calendarized basis, we impute average credit cost of 28bps in 2023E and
26bps in 2024E against a pre-COVID average of 28bps from FY17-FY19, the latter
for which would have been lower, if not for lumpy corporate defaults in the oil &

gas sector for Maybank and CIMB, in particular.

Fig 39: Average credit cost (2013-2024E)
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Earnings outlook

Operating profit contraction in 2023E

Following from the current results season, we are now looking at a slightly higher
aggregate 2023 operating profit contraction of -3.2% against -2.4% previously, due
largely to expectations of a higher-than-expected NIM compression.

Primary assumptions include domestic loan growth of 4.8%, NIM compression of

18bps on average, and a higher cost/income ratio of 45% versus 43% in 2022.

Aggregate operating profit growth in 2024E of 5.3% is predicated on domestic loan
growth of 4.6%, relatively stable NIMs (-2bp compression), a still elevated
cost/income ratio of 45%.

Fig 40: Operating profit (calendarized)
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9%/6% core net profit growth in 2023/2024E

Our aggregate core net growth forecasts are relatively unchanged at 9.1% YoY for
2023, led by stable credit cost assumptions and lower tax rates in the absence of
Cukai Makmur. Into 2024E, we project core net profit growth of 6.1% (6.5%
previously), driven by operating profit expansion and a lower credit cost average
of 26bps versus 28bps in 2023.

Fig 41: Recurring net profit (calendarized)

2021 2022 2023E 2024E 2025E  3-yr CAGR
Maybank 8,201 8,235 9,029 9,641 10,034
Growth 22.0% 0.4% 9.6% 6.8% 4.1% 6.8%
CIMB 4,648 5,440 6,339 6,833 7,300
Growth 225.1% 17.0% 16.5% 7.8% 6.8% 10.3%
Public Bank 5,657 6,119 6,715 7,008 7,344
Growth 7.7% 8.2% 9.7% 4.4% 4.8% 6.3%
AMMB 1,320 1,657 1,582 1,634 1,749
Growth 20.5% 25.5% (4.5%) 3.3% 7.0% 1.8%
HL Bank 2,953 3,455 3,922 4,170 4,506
Growth 8.1% 17.0% 13.5% 6.3% 8.1% 9.3%
RHB 2,810 2,708 2,626 2,789 2,987
Growth 21.8% (3.7%) (3.0%) 6.2% 7.1% 3.3%
ABMB 519 652 647 674 712
Growth 38.4% 25.5% (0.7%) 4.2% 5.5% 3.0%
BIMB 561 492 503 538 585
Growth (16.1%) (12.4%) 2.4% 6.9% 8.8% 6.0%
Total 26,670 28,757 31,364 33,288 35,217
Growth 29.6% 7.8% 9.1% 6.1% 5.8% 7.0%

Source: Banks, Consensus estimates for Maybank, Maybank IBG Research
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@ Maybank

Investment Bank

20



Malaysia Banking

Gradual improvement in ROEs

Most banks have yet to revise their ROE targets and remain relatively optimistic
that the targets are achievable, despite the hefty NIM compression in 1H23. This
optimism is largely predicated on a) an easing of deposit competition, and thus
better NIMs, in 2H23; b) still robust treasury income and/or c) lower credit cost

for the year.

As Figure 42 would indicate, we are less sanguine and maintain ROE forecasts that
are below management’s guidance for all banks but Public Bank. We expect ROEs
to be relatively stable, declining marginally to 9.8% on aggregate in 2023 from 9.9%

in 2022, and improving to 9.9% in 2024E.

Fig 42: MIBG’s ROAE estimates versus banks’ guidance

FY22A
ABMB * 10.3%
AMMB * 9.9%
BIMB 7.5%
CIMB 9.0%
HL Bank @ 11.8%
Maybank 9.6%
Public Bk 12.4%
RHB 9.5%

FY23E mgt
guidance

>10%
9-10%
8-9%
10.2-11%
>12%
10.5-11%
12-13%
=>11%

Source: Banks, Maybank IBG Research

~ FYE3/23A - FYE3/25E (FYE3/24E mgt guidance)
@ FYE6/22A-FYE6/24E (FYE6/24E mgt guidance)

Fig 43: ROAE forecasts (calendarized)

2021
ABMB 8.2%
AMMB 1.4%
BIMB 8.4%
CIMB 7.5%
HL Bank 10.5%
Maybank 9.5%
Public Bk 11.9%
RHB 9.5%
Average 8.4%

2022
10.0%
9.9%
7.5%
9.0%
11.3%
9.6%
12.4%
9.5%
9.9%

2023F
9.4%
8.6%
7.1%
9.8%
11.5%
10.4%
13.0%
8.9%
9.8%

MIBG
FY23E
9.1%
8.2%
7.1%
9.8%
11.3%
NA
13.0%
8.9%

Source: Banks, Consensus for Maybank, Maybank IBG Research

Fig 44: ROAA forecasts (calendarized)

2021
ABMB 0.8%
AMMB 0.1%
BIMB 0.7%
CIMB 0.7%
HL Bank 1.3%
Maybank 0.9%
Public Bk 1.2%
RHB 0.9%
Average 0.8%

2022
1.0%
0.9%
0.6%
0.8%
1.4%
0.9%
1.3%
0.9%
1.0%

2023F
1.0%
0.8%
0.6%
0.9%
1.4%
0.9%
1.3%
0.8%
1.0%

Source: Banks, Consensus for Maybank, Maybank IBG Research
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2024E
9.2%
8.4%
7.1%
10.0%
11.4%
10.9%
12.7%
9.1%
9.9%

2024E
0.9%
0.8%
0.6%
1.0%
1.4%
1.0%
1.3%
0.8%
1.0%

MIBG
FY24E
9.2%
8.5%
7.1%
10.0%
11.5%
NA
12.7%
9.1%

2025E
9.2%
8.5%
7.2%
10.2%
11.4%
11.1%
12.6%
9.4%
10.0%

2025E
0.9%
0.8%
0.6%
1.0%
1.5%
1.0%
1.3%
0.8%
1.0%
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Dividend yields attractive

Against relatively suppressed dividend payouts in FY20 and FY21 as banks took a
more prudent stance towards conserving/preserving capital, dividend payout
ratios (DPRs) have generally returned to, if not above, pre-COVID levels.

CIMB surprised during the quarter, raising its interim payout ratio to 55% from 50%,
as part of its ROE management strategy. Given that it has a dividend payout policy
of 40-60%, raising its payout to 60% by next year, cannot be ruled out. Maybank on
the other hand, continues to pay out all-cash dividends.

Dividend yields for most banks today range above 5%, with the exception of the
yields for AMMB, HL Bank and Public Bank.

Fig 45: Payout ratios

FY20 FY21 FY22 FY23E FY24E
ABMB 25% 50% 50% 50% 50%
AMMB 0% 11% 35% 35% 35%
BIMB 50% 42% 61% 61% 61%
CIMB 40% 54% 51% 55% 55%
HL Bank 36% 34% 32% 35% 35%
Maybank 91% 84% 85% 85% 85%
Public Bk 52% 52% 54% 54% 54%
RHB 35% 63% 63% 62% 62%
Source: Banks, Consensus for Maybank, Maybank IBG Research
“FYE3/21-25E #FYEG6/21-25E
Fig 46: DPS and dividend yields
Sh price DPS DPS Yield Yield
(MYR) FY23E FY24E FY23E FY24E
ABMB* 3.43 20.6 22.2 6.0 6.5
AMMB* 3.73 16.2 17.6 4.3 4.7
BIMB 2.06 13.2 13.6 6.4 6.6
CIMB 5.74 33.0 35.0 5.7 6.1
HLBK# 20.00 64.0 70.0 3.2 3.5
MAY 9.15 63.0 65.0 6.9 7.1
PBK 4.24 19.0 19.0 4.5 4.5
RHB 5.65 37.7 39.4 6.7 7.0

Source: Banks, Consensus for Maybank, Maybank IBG Research
" FYE3/24-25E #FYE6/23-24E

Risk statement

Upside risks: (i) Stronger-than-expected GDP growth, which would contribute to
stronger loan growth and lower credit risks; as well as (ii) improved liquidity, which
would help to sustain interest margins.

Downside risks: (i) Weaker-than-expected GDP growth, which could lead to slower
loan growth and asset quality issues; (ii) marked-to-market investment losses if
bond yields rise further; and (iii) a further slowdown in CASA growth, which could
exacerbate deposit competition. Present downside risks include a) inflationary
pressure and its negative impact on consumption and spending power, b) global
instability amid a Russia-Ukraine war, c) further defaults in corporate debt and d)
higher-than-expected defaults on RA loans.
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of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions
or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different
methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does
not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek
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subsidiary and affiliates (collectively, “Maybank IBG”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank IBG and it should not be
relied upon as such. Accordingly, Maybank IBG and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct,
indirect or consequential losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at
any time, without prior notice.
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forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to
differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. Maybank IBG expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the
occurrence of unanticipated events.

Maybank IBG and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time
participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or
holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities
mentioned in the material presented in this report. One or more directors, officers and/or employees of Maybank IBG may be a director of the issuers of the securities mentioned in this
report to the extent permitted by law.

This report is prepared for the use of Maybank IBG’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any
form or manner without the prior express written consent of Maybank IBG and Maybank IBG and its Representatives accepts no liability whatsoever for the actions of third parties in this
respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Research Pte. Ltd. (“MRPL") in Singapore has no obligation to update
such information for any recipient. For distribution in Singapore, recipients of this report are to contact MRPL in Singapore in respect of any matters arising from, or in connection with, this
report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), MRPL
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 Securities (Thailand) Public
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The disclosure of the survey result of the Thai Institute of Directors Association (“I0D”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the I0D 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. MST does
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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, MST does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us
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This document is being distributed by Maybank Securities (London) Ltd (“MSUK”) which is authorized and regulated, by the Financial Conduct Authority and is for Informational Purposes only.
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Reminder
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No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of Maybank IBG.

Definition of Ratings

Maybank IBG Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (including dividends)
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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
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