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BMI: APAC Economic Growth Looks Fairly Comfortable

BMI APAC Forecasts for 2024, 2025

FY23 FY24F FY25F
India 8.20% 7.00% 6.60% * Good growth in much of EM - India, the
Philippines 5.60% 6.00% 6.30% Philippines, Indonesia, Malaysia
Indonesia 5.10% 5.00% 5.30% * Decent momentum in DM countries - mostly
Malaysia 3.70% 4.70% 4.60% mid 2.5% growth
China 520% 4.70% 4.40% » Rate cuts expected in 2H24, the Philippines
Thailand 1.90% 2 60% 3.10% and Indonesia have already started
New Zealand 0.70% 1.00% 2.50%
Singapore 1.10% 2.60% 2.40%
Hong Kong 3.20% 2.50% 2.30%
Australia 2.10% 1.50% 2.30%
South Korea 1.40% 2.50% 2.20%
Japan 1.90% 0.70% 1.00%
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Asian Banks: 2025 Considerations

Net Income growth on the back of marginally higher net interest income and higher non-
interest income

Area Direction Considerations

NIM » Yields to head lower as loans are repriced

Loan Growth = Lower interest rates stimulates better growth

Fee Income » Continued growth in wealth/cards/bancassurance

Trading Income = Large gains on falling rates and increased client activity

88 ¢ [DDBne

Expenses Emphasis on expense control but the trajectory is up
= Higher: Hong Kong, India, the Philippines, Australia
Provisions = Flat: Thailand, Indonesia, Malaysia, Japan
= Lower: South Korea, China, Singapore
Liquidity = Comfortable, likely to see NSFR/LCR reductions for NIM protection
Capital = Stable CET1 ratios
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EM APAC: What To Watch Out For

India: General growth, China: NIM, asset quality, capital challenges
market liquidity, credit cost

normalization, personal
unsecured loans

Thailand: s Philippines: Consumer resilience,
Sluggish growth, asset quality of second tier banks

new govt
policies, broad .

sentiment .
! Malaysia: Loan
growth, credit costs
normalization
Indonesia:
New President’s policies
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DM APAC: What To Watch Out For

South Korea: Domestic real estate project financing,
overseas real estate investments

Japan: Base rate and FX
movements

HK: Local CRE market, loan
growth, China book

I

Singapore: Loan growth

!

Australia: Consumer resilience and
asset quality, APRA AT1 rules
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Japanese Banks: Going With the Flow

Japanese Megabanks:
Rates Impact On Interest Income

Improved interest income on higher JPY rates

* Net income headwinds on tighter FX MUEG Y1: JPY 85 bn

May-24 Y2:JPY 120 bn

* Modest loan growth Y3: JPY 150 bn

* Continued diversification of product, geography SMEG Y1: JPY 70 bn
) Aug-24 Y2: JPY 100 bn
 Steady credit costs JPY 40 bn for each 0.1% base rate
. L . . increase
« Continued realisation of unrealized gains :
Mizuho
May-24 Y1: JPY 45 bn
Japanese Megabanks: Benefit From Unrealised Gains
12.0%
11.5%
Recommendation ENES
11.0%
Improved
10.5% MUFG, SMFG, performance,
10.0% Mizuho,Nomura,  Market perform better fee income,
SuMi Trust spreads trading
9.5% appropriately
9.0% . .
Mizuho SMEG MUFG Average CET1 Ratio (Headline): 13.1% (1Q24)
. (o)
B CET1 B3 Final Basis Excluding Securities Gains Average LLR/Gross Loans: 0.96% (FY23)
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Australian Banks: Managing With High Rates

* Marginal fall in NIMs

* Normalised mortgage competition

* Credit costs to increase with higher for longer
«  A$%4-5bn of Tier 2 issuance/bank for 4 years
* Significant collective provisions

* Particularly well capitalised

Australia: Domestic House Price Index

1600

1400
1200
1000

Australian Majors Tier 2 Issuance 2022-24YTD

2% 6%

2%

29%

61%

usbD mJPY EUR

SGD

@AUD

Recommendation Remarks

800 ANZ, CBA, NAB,
/ Macquarie Market perform Prefer callable
600 ’ Tier 2s and AT1s
400 Westpac
” Average CET1 Ratio: 12.5% (Jun-24)
I S S A Y T R L Average LLR/Gross Loans:  0.63% (1H24/FY24)
€§$ qﬁg Q§$ qﬁg QQS qgﬁ QQS ggﬁ éaf qgﬁ Qag
— Sydney Melbourne ==RBrisbane Adelaide Perth
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Chinese Banks: Retail Pressure

%

NIMs continue to decline

Credit demand will remain weak

Lower provisions to cushion the bottomline
More amenable to lend to the property sector
Retail lending asset quality impact

Big 5 Banks’ CAR improve on TLAC issuance

Chinese Banks Capital Adequacy Ratios

20.0
18.0
16.0 —~ —
140 -~ ~

/_\/\-—/\ e
12.0

— \/—
10.0

L A S A A L A, R A |2
SRS R RN R R
= (QOverall CAR SOE commercial banks CAR
- Joint-stock banks CAR = Qverall CET 1 ratio

Chinese Big 5 Banks Average NPL Ratios

2.50%

2.00%

1.50%
1.00%
0.50%
0.00%

Corporate NPL ratio
m2019 m2020 m2021

Retail NPL ratio
2022 2023 m1H24

Recommendation Remarks

Big 5 Market perform

5 JSBs Underperform

Capital injection, fair FRN
levels

Soft operating
performance, challenging
macro- outlook and tight
trading levels

Average CET1 Ratio:
Average LLR/Gross Loans:

11.3% (1H24)
2.90% (1H24)
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Hong Kong Banks: HK CRE Concerns

* Negative NIMs impact from Fed rate cuts in 1H25 HK CRE Exposure as % of Gross Loans
_ _ _ 25.0%
» Higher credit costs on HK CRE risks
. .. 20.0%

* Reserve cover insufficient

« Local SME lending largely guaranteed 15.0% B

* Sound capital and liquidity 10.0%

8.1% 10.3% 6.0%
5.0% 2.1% 3.0%
HK Banks Credit Costs and NPL Coverage Ratios D 4% P-07 b 994

140% 1.6% 0.0%

. BNKEA DAHSIN CINDBK NANYAN CIMWLB CHOHIN

120% 1.4%

100% 1.2% M HK Property Investment Loans B HK Property Development Loans
80% ;2; Recommendation RENEIS
60% N~ oex HK CRE risks, we
40% : o° BNKEA, DAHSIN, Underperform expect HK banks

) 04%  CINDBK P to trade wider
20% 0.2% than Thai banks
0% 0.0%
2018 2019 2020 2021 2022 2023 1H24 Average CET1 Ratio: 15.0% (1H24)
—NPL coverage ratios Credit costs Average LLR/Gross Loans: 1.18% (1H24)
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Korean Banks: Credit Costs to Normalize

» Stable bank AQ with PF NPLs rising at non-banks Korea Housing Sales Price Index
* House price recovery underway in Seoul 99
98
» Credit costs, loan growth to improve onrate cuts og
. . . 97
* Margins flat to slightly lower in FY24 but to o
decline more in FY25 96 —— —
96
95
95
Korean Big 4 Historical Credit Costs é:q?’ »oP {\Q,b‘ Qg,\* s {q,b‘ Qg,b‘ &g,‘%
o Q) (2 N «© & Q & W S
0.9% <~ 9 S SR
0.8% — National Seoul
0.7%
0.6% :
0.5% Recommendation Remarks
0.4% Shinhan, KB,
0.3% Hana, Woori, Market perform Fair trading levels
0.2% KDB, KEXIM, IBK
0.1% )
0.0% Average CET1 Ratio: 15.0% (1H24)
IR o > A O A 0 .
%00 S (19'@ s (90 S S %Qfﬂ RNIRY Average LLR/Gross Loans: 0.90% (1H24)
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East Asia NBFIs: 2025 Trends

Segment

Aviation
Lessors

Chinese
AMCs

Korean
Credit
Card Cos

Trends

Slowdown in the upward trend of lease rates and aircraft
valuations

OEM delays will support rates/fundamentals
Lower funding costs

Continued pressure

Asset prices challenging, policy role limited by elevated impaired
ratios

Cinda solid and core holding; some Huarong, avoid Orient, Great
Wall

Increasing transaction volume and lower funding costs
Credit costs are elevated but will normalize
Capital levels will remain strong, liquidity not an issue

Recommendations

SMBCAC - OP
BOCAVI - MP
CCAMCL - OP
HRINTH - MP
ORIEAS - UP
SHINCA - OP
KBFING - MP
WORICA - MP
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Thai Banks: Persistent High Credit Costs

Recommendation Remarks

» Sluggish growth, high household debt

« Challenges in retail (esp. autos), SME BBLTB, KBANK, ?cizgf;lflgfr:r?ge-
» Potential political stability ?EABBTTBé KTBTB, Market perform slightly better
. . valuein Tier 2s
» Easing but elevated credit costs
« Strong capital and liquidity Average CET1 Ratio: 16.5% (1H24)
Average LLR/Gross Loans: 6.6% (1H24)

Thai vs. SSEA Banks: Higher Credit Costs, Generally Lower ROA

200 250% ¢
g 150 200% 3
43 100 1.50% =
S 50 I I I I 100% &
= . (o] c
g 0 l . ] l l . [ | . 0.50% :Et
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< o) = e O QK L > m
a8 g £ =la & o 2 8 9 X 0 Y =z s
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Thai Banks Philippine Banks Indon Indian Banks Malaysian
Banks Banks
B Credit Costs (bp) (LHS) ROA (%) (RHS)
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Indian Banks: Moderating Momentum

* Tight system liquidity, moderating loan growth

» Focus on SME and higher margin loans HDFCB, ICICI, }Nel:_imprgvled
AXSBIN,SBIIN,  Market perform undamentats,

* Slower 1HFY25 GDP growth, pickup hoped for in CBKIN. EXIMBK steady macro
2H ’ outlook

* Higher credit costs from normalizing recoveries Average CET1 Ratio: 13.7% (1QFY25)

* Most have adequate capital for ECL impact Average LLR/Gross Loans: 2.7% (1QFY25)

Banking System Liquidity Eased Slightly But Remains Tight

4,000 40.0% ——Banking System
Liquidity Deficit
Deficit o / (Surplus)
0 | 30.0% (LHS)
-4,000 20.0% System Credit

Growth YoY (%)

-8,000 10.0% (RHS)
-12,000 0.0% —e—System Deposit
’ Growth YoY (%)

v «'q"\/ \’q’\/ &51,"’ o «'q’q/ \ﬂg, nﬂ’q’ v «qib \f{’b chib W &v \'q’b‘ (RHS)

R oYW YR YWY
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Indian NBFCs: Selection |s Key

Brisk loan growth, lower underwriting standards Recommendation Remarks

Large secured loans,

Slipping asset quality in lower income retail and

) SHFLIN, Outperf strong profitability and
small ticket loans - NBFCs more exposed MUTHIN utperrorm capital make for good
More resilient NIMs than banks as rates turn quality short-term carry

- POWEFIN, Market perf Appropriate SBI spread
More $ supply as banks reduce lending to NBFCs RECLIN arketpertorm — jitferential (25-30 bp)
Average Tier 1 Ratio: 23.5% (1QFY25)

NBFCs Have A Larger Share of Riskier Small Ticket Personal Loans

Delinauency by Product Tvpe Personal Loans <INR 50k: Personal Loans <INR 50k:
9 yby yp Market Share Across Institution Types Delinquency Across Institution Types
2.5% 8.0% 7.1%
20% PSBs ° 62%
2.0% 1.7% 5% 57% 6.0% 2%
9 1.6% 6.0%
1.5% 1.4% 1.9% PVBs
1.0% e NBEC- 21% 4.0%
1.0% 0.8% 0.6% . o
0.590-7% FINTECHs - 29%
. o, e S .
0.5% I a7 1% 2.0%
0.0% I
Housing Property Auto |Personal| Credit NBFCs 0.0%
Loan Loan Loan Loan Card 26% PSBs PVBs SFBs NBFCs NBFC-
BMar-23 ' Mar-24 (As of Mar-24) FINTECHs
16 Sources: Reserve Bank of India (RBI) Financial Stability Report (June 2024). @y Cred ItSIg hts
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Indonesian Banks: Improving Margins

Recommendation Remarks

Wide for fundamentals,

 Wholesale focused = better asset quality

 NIMimpact: BMRILJ,

BBNIL Market perform but macro sentiment
*  Negative: Tight liquidity, Bl interventions caps outperformance
*  Positive: Turnin US rate cycle
. . . . Average CET1 Ratio: 19.0% (1H24)
Robust capital, higher dividend payout risk Average LLR/Gross Loans: 4.6% (1H24)

Expect Continued Lower Interventions From Bank Indonesia (Bl) As IDR Pressure Eases

- 50,000 16,000
5 mmm USDIDR
0
€ 40,000 15,800 (RHS)
< o
c o
22 30,000 1 | 15,600 &
23 e \\ | 2
— 8 20,000 15,400 > Total SRBI
n o I )
x 3 ”l ‘ Auction
= < 10,000 15,200 Amount
: AL |
Sep-23 Nov-23 Jan-24 Mar-24 May-24 Jul-24
17 Sources: Bloomberg. (‘ Cl’ed |tS|g htS
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APAC Insurers: Key Themes

Themes Considerations

Growth

|/

Interest rates

a

Adoption of ICS

Debt Issuance
D> o
i

Focus Areas
A

Shift to Non-Savings Policies: Growing protection policies to adapt to the new ICS
and accounting regimes.

Overseas Expansions: Particularly in the US by the Japanese life insurers.

Japan Rate Hikes: Benefits growth and investments, with arise in JGB allocations.
Rate Declines in Other Markets: Credit-negative for Taiwan, Korea, HK.

Japan: Smooth transition to Economic Solvency Ratio in FY25 with higher rates.
Korea: Controlled reductions in K-ICS ratio due to adjustments in discount rates.

Taiwan: More details on transitional plans and modifications to TW-ICS and IFRS
17 become available, providing greater clarity and direction for the industry.

New Market Entrants: Taiwanese large and mid-tier life insurers.
Active Markets in Japan and Hong Kong: Nippon Life and AlA.

South Korea: Inward-looking approach with domestic issuance.
Valuation of Japanese Life Insurers: Wide spreads, yet excellent credits.
Credit Fundamentals of FWD: Kicking the tyres.

The Hidden Gem of APAC Insurance: QBE, a standout performer.

€ | CreditSights



APAC Insurers: Top Risks

S Considerations

Interest Rates
Risks

a

Regulation Risks

il

FX Risks
2
]

Reserving Risks

=

Japan: Rate hikes can affect lapse rates and raise market volatility.

Other markets: Declining interest rates can reduce solvency, growth, and investment
yields.

Japan: Additional modifications to lapse rates, discount rates, and risk models for
subsidiaries can reduce the ESRs.

Korea: Further strengthening of discount rates will lower the K-ICS.

Hong Kong: For multinational insurers, stricter regulations on distribution channels
or product offerings in China and other emerging markets (e.g., Vietnam, Indonesia)
can hamper growth.

Taiwan: High FX risk due to large overseas investment; the effects of tail risk remain
unclear.

Japan: Larger-than-expected strengthening of the yen as BOJ raises rates while the
FED cuts.

Emerging Markets: Insurers with large exposures to emerging markets are subject to
high reserving risks, affected by less stable assumptions on growth, persistency
ratios, and claims experiences.
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APAC Insurers: Recommendations

Recommendations RENES

FUKOKU, Excellent credit standing, supported by high solvency ratios.
NIPLIF, MYLIFE,  Outperform Typically, the issues are long-duration and come with
DAIL attractive spreads.
Well-known name in insurance space, with great
QBEAU Outperform diversification and solid balance sheet. Problems within its
North America business have been largely mitigated.
Notably smaller than peers and continues to face with a
ASAMLI Market perform negative investment spread. However, other key credit
metrics remain solid.
SUMILE Vit s Low solvency ratios and high equity risk are main credit
concerns.
AlAis unquestionably strong, but its spread remains the
AlA, PRUFIN Market perform tightest in the region. Pru plc lags behind AlA in terms of
strength in China, overall solvency, and recent results.
Complex structure with relative short integrated operating
FWD Market perform history. Performance continues to be lackluster, and the wide

G spread reflects investors’ skepticism.
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APAC Insurers: Recommendations

Recommendations Remarks

Solvency ratios are under some pressure due to adjustments

E\L(IoNggi_ Market perform in discount rates. Their spreads are fair in relative to the
Korean banks, although Kyobo Life maybe somewhat tight.
A high-beta name with a thin underwriting margin. Its
ZHONAN Market perform solvency has declined, and the refinancing plan has been
delayed.
PINGIN Market perform III|qU|d.assets, but it benefits from strong parental support
from Ping An.
It maintains a high RBC ratio, though ROE has declined. The
MUANTH Market perform spread is reasonably tighter than that of KBank, attributable
to better asset quality.
CTIH Market perform Ultimately state-owned insurers. Their spreads are tight as
CHILOV Underperform investors chase government-linked names.
Apart from FX risk, the name is of good credit quality.
CATLIF Underperform However, its spread appears too tight when compared to

stronger credits in Japan and Hong Kong.
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This Report is for informational purposes only. Neither the information contained in this Report, nor any opinion expressed therein is intended as an offer or solicitation with respect
to the purchase or sale of any security or as personalized investment advice. CreditSights and its affiliates do not recommend the purchase or sale of financial products or securities,
and do not give investment advice or provide any legal, auditing, accounting, appraisal, valuation or actuarial services. Neither CreditSights nor the persons involved in preparing this
Report or their respective households has a financial interest in the securities discussed herein. Recommendations made in a report may not be suitable for all investors and do not
take into account any particular user’s investment risk tolerance, return objectives, asset allocation, investment horizon, or any other factors or constraints.

Information included in any article that includes analysis of documents, agreements, controversies, or proceedings is for informational purposes only and does not constitute legal
advice. No attorney client relationship is created between any reader and CreditSights as a result of the publication of any research report, or any response provided by CreditSights
(including, but not limited to, the ask an analyst feature or any other analyst interaction) or as the result of the payment to CreditSights of subscription fees. The material included in
an article may not reflect the most current legal developments. We disclaim all liability in respect to actions taken or not taken based on any or all the contents of any research report
or communication to the fullest extent permitted by law.

Reproduction of this report, even for internal distribution, is strictly prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, retransmit,
or disclose to others the contents, opinions, conclusion or information contained in this report (including any investment recommendations or estimates) without first obtaining
express permission from CreditSights. The information in this Report has been obtained from sources believed to be reliable; however, neither its accuracy, nor completeness, nor
the opinions based thereon are guaranteed. The products are being provided to the user on an “as is” basis, exclusive of any express or implied warranty or representation of any
kind, including as to the accuracy, timeliness, completeness, or merchantability or fitness for any particular purpose of the report or of any such information or data, or that the
report will meet any user’s requirements. CreditSights may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those
represented in this Report, and all opinions are reflective of judgments made on the original date of publication. CreditSights is under no obligation to ensure that other reports are
brought to the attention of any recipient of the Products.

Certain data appearing herein is owned by, and used under license from, certain third parties. Please see Legal Notices for important information and limitations regarding
such data. For terms of use, see Terms & Conditions.

If you have any questions regarding the contents of this report contact CreditSights at legal@creditsights.com.

© 2024. CreditSights, Inc. All rights reserved.
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