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= Lowest quarterly interest rates since 2014 (3M-SIBOR: 0.43%; 3M-SOR: 0.19%)
expected to weigh in on NIMs for the banks in 3Q20.

= Loans growth fell for a third consecutive month (-1.03% YoY), as business loans
contracted for the first time in four years (-0.04% YoY).

=  MAS announced partial extension of loan moratorium for individuals and SMEs
in need, allowing banks to avoid potential cliff effect of loan quality

DBS Group Holdings
Neutral (Downgrade)

deterioration upon expiry of loan moratorium. BLOOMBERG CODE DBS SP
= Maintain the Singapore Banking Sector at NEUTRAL. Despite an expected  LAST TRADED PRICE SGD 21.05
recovery in non-interest income as the economy reopens, banks’ earnings are  FORECAST DIV SGD 0.87
unlikely to reach pre-COVID-19 levels in the near term as banks continue t0  1ARGET PRICE SGD 21.00
experience strong headwinds from low interest rates and heightened DIVIDEND YIELD 4.13%
allowances.
TOTAL RETURN 3.90%

3Q20 interest rates lowest since 2014 - :
Q20 interest rates lowest since Oversea-Chinese Banking Corp

ACCUMULATE (Maintained)

Average interest rates observed in 3Q20 was the lowest since 2014 (Figure 1). With
3M-SIBOR and 3M-SOR at 44 bps and 94 bps lower than 1H20 average respectively

(Figure 2), we expect banks to report NIM levels at similar or slightly lower than in ~ BLOOMBERG CODE OCBCsP
2Q20 as continued downward pressure on interest rates offsets benefits from  LAST TRADED PRICE SGD 8.59
repricing of deposit rates. FORECAST DIV SGD 0.32
Figure 1: NIM expected to continue falling as interest rates fall below levels TARGET PRICE S6D8.92
observed in 1H20 DIVIDEND YIELD 3.70%
TOTAL RETURN 7.54%

United Overseas Bank Limited
ACCUMULATE (Maintained)

Average NIM (%) vs.Benchmark Rates (%)
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1.55 0.05 List of Abbreviations:
2013 2014 2015 2016 2017 2018 2019 2020 SME - Small and Medium Enterprises

FI — Financial Institutions

NIM — Net Interest Margin

SIBOR - Singapore Interbank Offer Rate
SOR — Swap Offer Rate

DBU — Domestic Business Units

DDAV - Derivatives Daily Average Volume
SDAV — Securities Daily Average Value

e Average NIM (%) e 3M-SIBOR (%) 3M-SOR (%)
Source: Bloomberg, Company, PSR

Figure 2: Interest rates steady throughout 3Q20

3M-SIBOR 3M-SOR Average NIM
(%) (%) (%)
0.43 0.19
3Q20 Average (-44 bps) (-94 bps) -
1H20 Average 0.87 1.13 1.67
Remarks Banks expected to experience NIM contraction
in 3Q20 compared to 1H20.

Source: Bloomberg, PSR
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Sluggish loans growth in August reflects poor economic outlook

Loans contracted 1.03% YoY in August, as outstanding loans shrank for the sixth
consecutive month (Figure 3). The poor loans performance was attributed to
business loans, which fell YoY (-0.04%) for the first time since November 2016 in
August (Figure 4). Consumer loans fell 2.61% YoY, but improved by 0.33% MoM, as
all loans segment apart from housing loans (car loans, credit card loans, share
financing and others) improve in August from a month ago.

Figure 3: Loans growth continues to disappoint
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Additional moratorium support by MAS for individuals and SMEs reduces default risks for banks

On 5 October, MAS announced that it will be providing additional support for individuals and SMEs needing assistance in loan
repayments, including extension in application to various moratorium relief schemes, as well as new measures to reduce cashflow
challenges faced by as a result of the economic fallout from COVID-19 (Figure 4).

Figure 4: Overview of consumer loans under moratorium relief

Residential property Application for existing relief

— 26,000 applications —_— measures: _ .
$420bn in value = Special Financial Relief

Programme (SFRP)

- = Debt Consolidation Plan (DCP)
Unsecured credit extended to 30 June 21

— 8,100 conversions m—

$5200mn in value Life and Health Insurance
Defer Premium Payments (DPP):
= Deferment of premiums up to 6

Motor vehicle loans months

= Applicable for policies with
renewal or premium due from 1

Renovation loans Apr and 31 Mar 21

Student loans

General Insurance
Insurance

— Flexible Instalment Plans for
— 32,700 applications payment of premiums:

S$66mn in premiums = Applicationup to 31 Dec 21

—— Hire-purchase agreements

Source: MAS, PSR

Instead of a blanket deferment in loan repayment during the current loan moratorium period, the additional measures aim to allow
individuals and SMEs to resume repayments at a lower quantum before easing back into repayments at levels before the moratorium
period. This will partially ease cashflow challenges faced by borrowers while allowing the banks and other Fis to resume loan
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collections that can prevent cliff effect from a sudden deterioration in loan quality resulting from borrowers who are unable to resume
full payments at the onset of the loan moratorium expiry.

Borrowers will also be allowed a longer window to apply for loan moratorium as long as they are not more than 90 days past due
when applying for the relief measures.

Figure 5: Loans under moratorium relief across three banks

Loans under moratorium relief

Corporate loans: » S527bnin value = 16% of loan book

= 5$12.6bn » 10% of loan book » Est.S$45bn in value
= Mostly secured

Consumer loans:

= 5$5.7bn

= Mostly owner-occupied
Singapore housing
loans

» S$%18.3bn in value
» 5% of loan book

Source: Company, PSR

As of 2Q20, the three banks have an aggregate of close to S$100bn of loans under
moratorium (Figure 5). The higher portion of loans under moratorium for OCBC and
UOB is due to higher exposure in Malaysia, whereby loan moratoriums are
automatically granted for loans in Malaysian. We expect loans under moratorium to
taper in 4Q20 as Malaysia has exited loan moratorium period in September.

The additional support measures by MAS will allow the banks to reduce default risks
from non-payments as banks will be able to begin to loan payments in FY21, albeit
at a slower rate.

Securities turnover shows sustained growth while derivatives volume remain Figure 6: 2020 SDAV and DDAV performance

volatile

SDAV YoY DDAV YoY
Preliminary SDAV data indicates a YoY increase of 16% from S$940mn a year ago to (Smn) (+/-) (mn) (+/-)
$$1,088mn in August (Figure 6). Derivatives volumes also seemed to have picked up Jul-20 1213 +15% 105  +27%

in September compared to a year ago. Volumes for the top five equity index futures
which makes up more than 95% of monthly equity index futures contract turnover | Aug-20 1,407  +18% 0.95 -15%

rew by an average of 9% YoY in September (Figure 7).
grewy & ° P (Figure 7) Sep-20 | 1,088  +16% - -

The newly launched FTSE Taiwan index continues to perform well in September
(Figure 8), recording more than 300,000 increase in contracts from August to offset 1Q21 1,236 +16% 128 +23%
the fall in turnover for its MSCI counterpart (-200,000 contracts MoM). Source: SGX, Bloomberg, PSR

Alongside contribution from Scientific Beta and BidFX acquisitions, we expect SGX to

report 10% increase in earnings YoY for 1Q21. Figure 8: FTSE Taiwan Index Futures turnover

continues to improve

Figure 7: Turnover of top five equity index futures contracts

No. of contracts Sep-19 Sep-20* YoY (+/-) ::::;;‘)’er JuF20 el sEp
FTSE China A50 Index Futures 6,555,959 7,754,014 +18.3% FISE 82 352 675
Nifty 50 Index Futures 1,967,035 2,274,160 +15.6%

MSCI Taiwan Index Futures 1,751,102 1,564,623 -10.6%

Nikkei 225 Index Futures 2,049,534 1,725,198 -15.8%

MSCI Singapore Index Futures 777,050 1,007,100 +29.6%

Sub-total 13,100,680 14,325,095 +9%

Source: SGX, Bloomberg, PSR
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BANKING & FINANCE SECTOR JSIZp1:N1

Investment Action

Maintain the Singapore Banking Sector at Neutral. The Singapore banking sector
will continue experiencing headwinds from low interest rates as well as heightened
provisions amidst the economic fallout in the short-term. Nevertheless, downside
risks are mitigated due to the strong support measures provided by the government.
We expect earnings to slowly recover

Re-rating Catalyst

A potential re-rating catalyst will be a better-than-expected credit profile of
borrowers post-moratorium in Singapore, which can spell an earlier end to the
heightened credit costs which the banks have guided for to the end of FY21.
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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.

Page | 6 | PHILLIP SECURITIES RESEARCH (SINGAPORE)



