Singapore Banking Monthly

All looking good

SINGAPORE | BANKING & FINANCE | UPDATE

e Singapore October domestic loans growth was up 6.8% YoY, 2" consecutive month of
acceleration. Loan demand driven by stronger property related business loans.

e Hong Kong October domestic loans growth was 22.3% YoY, driven by IPO loans.

e SIBOR and HIBOR spiked up at the end of November signalling an increase in mortgage
rates in Hong Kong and Singapore.

e Narrowing spread between 1mth and 3mth HIBOR is tailwind for Hong Kong NIMs.

e  Maintain Accumulate for the Singapore Banking Sector.

Singapore October domestic loans +6.8% YoY as business loans growth remain buoyant
Singapore domestic business loans grew 9% in October driven by strong property related
business loans as other business loans remained relatively stable. Building and construction
loans growth of 0.9% was lacklustre. Car loans registered 4.5% YoY growth, the highest
since the beginning of 2013.

Hong Kong Q2 and Q3 domestic loans registered 10.6% and 12.6% growth respectively as
property related loans accelerated.

Hong Kong mass market residential values are up 13.1% YTD and is expected to grow 15%
for FY17 (according to JLL Hong Kong November residential sales market monitor).
Outstanding value of mortgage loans continue to climb higher sequentially, increasing 0.3%
MoM to HKS$1,190.2bn at end of October. Loans growth was also driven up by a buoyant
IPO loans market at the end of October in preparation for mega IPOs like China Literature
and Yixin Group in early November.

SIBOR rates moved up higher at the end of November

Our channel checks show that the Singapore banks’ fixed rate home loan packages have
risen in December from a month ago. But we did not notice big changes to the spread on
SIBOR pegged loans.

1 month HIBOR was sharply higher in November signaling higher mortgage rates in HKG
We believe that part of the strong spike in 1 month HIBOR was due to the strong demand
for IPO loans which soaked up a substantial amount of liquidity in the short duration
money market. Most of Hong Kong’s new mortgages continue to be referenced to HIBOR.
In October 93.1% of new mortgages within Hong Kong were priced with reference to
HIBOR, a slight decline from September’s 93.4%.

Asset quality in Singapore and Hong Kong is expected to remain robust

The strong economic growth continues to support asset quality as we saw 3Q GDP growth
for Hong Kong (3.6% YoY) and Singapore (5.2% YoY) beat estimates. Bankruptcy orders in
Singapore are in a declining trend and Hong Kong mortgage delinquency ratio remains low
at 0.02%. Over at the offshore oil and gas space, semisubmersibles utilisation could be
bottoming out and Jackups utilisation has recovered to levels last seen in 2015. However, in
both cases, day rates continue to languish at an all-time low.

INVESTMENT ACTIONS

Maintain Singapore Banking Sector at Accumulate — All indicators such as volume, margins
and asset quality point to a healthy 4Q17 for the banking sector. Valuations of Singapore
banks continue to be undemanding at between 1.1x and 1.2x P/BV.
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ACCUMULATE (Maintain)

DBS Group Holdings
Buy (Maintain)

BLOOMBERG CODE DBS SP
LAST TRADED PRICE SGD 24.40
FORECAST DIV SGD 0.66
TARGET PRICE SGD 29.30
TOTAL RETURN 22.79%

Oversea-Chinese Banking Corp
Buy (Maintain)

BLOOMBERG CODE OCBCSP
LAST TRADED PRICE SGD 12.17
FORECAST DIV SGD 0.40
TARGET PRICE SGD 13.48

TOTAL RETURN
United Overseas Bank Limited
Accumulate (Maintain)

14.05%

BLOOMBERG CODE UOB SP
LAST TRADED PRICE SGD 25.85
FORECAST DIV SGD 0.80
TARGET PRICE SGD 25.22
TOTAL RETURN 0.66%

Jeremy Teong (+65 62121853)
Investment Analyst
jeremyteongfh@phillip.com.sg

List of Abbreviations

WM — Wealth Management

NIl — Net Interest Income

NIM — Net Interest Margin

LDR — Loan to Deposit Ratio

NPL — Non-performing Loans

PPOP — Pre-Provision Operating Profit
WACC — Weighted Average Cost of
Capital

ROIC — Return on Invested Capital
FHR — Fixed Deposit Home Loan Rate
EV — Economic Value

JLL - Jones Lang LaSalle
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https://www.bloomberg.com/news/articles/2017-11-08/ipo-fever-hits-hong-kong-s-market-as-1-in-20-people-try-to-buy
https://www.bloomberg.com/news/articles/2017-11-08/ipo-fever-hits-hong-kong-s-market-as-1-in-20-people-try-to-buy
http://www.stocksbnb.com/

- R AEEET T Pph'"'pcap'ta'

Figure 1: Singapore domestic business loans continue to lead Figure 2: Unprecedented demand for Hong Kong IPO loans

the growth as 3Q GDP YoY growth surpassed expectations. boosted stronger loans growth in late October and early
November.
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Figure 3: 3 month SIBOR and 1 month SIBOR have risen by Figure 4: DBS’ and OCBC’s Hong Kong NIMs are expected

c.8bps at the end of November. improve as the spread between the 1-month HIBOR and 3-

month HIBOR continues to narrow.

125 +

115 +

1.05 1 ) !

..-_---—-—-H-‘
095 !
085 T I - !
m————— 040 L ! "ﬁﬂ\_.“.. P il T Pepupr
il = -
0.7% '-\--L--" p‘
1 - 020 +

0.65 __"'

055 +—+——+——+——+——+—+——+——+—+——+——+——+—— 000 —+—+——+—F—+——+——+——+——+——+——+——+——
= = = = = = = = = = = = = = = = = = = = = = = = - = = =
R §Ef T EEY¥F 5 EEE R E R §f 8 & §F ¢ §F s EZ £ 8%

3mth SIBOR == == = 1mth SIBOR 3mthHIBOR == == = 1mth HBOR

Source: MAS, PSR estimates Source: MAS, PSR estimates

Figure 3: Singapore’s bankruptcy orders is on a declining trend. Figure 4: Worldwide Semisubmersibles utilisation has
bottomed out since Sept 2017 but day rates have not showed

signs of bottoming out.
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Figure 5: Southeast Asia Jackups utilisation has tapered since it

rebounded in March 2017. Day rates appear to be stable YTD.
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Figure 6: Singapore banks’

between 1.1x and 1.2x P/BV.
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under
the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express
or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in
this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or
to supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made
available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or
appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be
suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product
should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading
activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this
report, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided
advice or investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or
options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the
foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between
US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return
of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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