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Has the tide turned?

One of the worst trading days in history for the Singapore banks

Looking back 25 years, we could find only 4 days (“normal” periods) when the
Singapore banks performed worse than 12t August (Figure 1). Three of these were
heading into a crisis/recession and one was during the Soviet Union collapse (1991).
There doesn’t appear to be a striking similarity with any of these episodes today. Two
of the three Singapore banks are trading below their “normal” trough valuations.

Let's keep a few things in context

All of this year we have argued that rising rates in late stages of credit cycles was not a
positive for bank share prices (see Figure 2 & this). We also expected ROE compression
for the sector owing to the weak balance sheet momentum (see link). We expected
earnings to normalize in the next 12-18 months and consensus estimates looked 6-7%
too high, even without accounting for higher credit costs (see link). While there is little
direct impact from RMB “devaluation”, it adds to all these challenges through second-
order effects. We also highlighted recently that valuations appeared to be pricing in a
lot of the bad news. The case for that looks even more compelling now.

Trough valuations — a case for a short term rebound

With two of the three banks (UOB & OCBC) trading at levels where they generally
trough in “non-crisis” periods, it appears that a lot of bad news might be priced in
(Figure 14). We would still be cautious of arguing in favour of a fundamentally bullish
case for the sector though. Little balance sheet momentum, hardly exciting NIM
improvement and low levels of provisioning and credit costs present a strong case for
earnings downgrades in the coming months. A short term rebound is possible but
rerating in an environment of negative revisions and rising risks looks highly unlikely.

Early signs of the NPL cycle turning?

We have also argued that rising rates might raise the debt service burden for SMEs
potentially causing challenges (see link). Especially alongside deteriorating economic
fundamentals in Singapore (see this). With the Brent below US$50, commodity
exposures are once again an area of concern. We discussed our estimates of the risks
(using syndicate loans as a proxy) here. More recently, a pickup in “past due but not
impaired” loans for the sector looks interesting and a potential red flag (see this).
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Figure 1: Worst average performance (on a single trading day) for the Singapore banks in the last 25

years
Performance P/BV
Episode description Day's average 6m before 6m after Historical Forward
- Té' 05-Jan-00 Heading into Global recession (dotcom) -6.1% 32.9% -14.2% 2.46 2.46
53
2 E 06-Aug-07 Heading into the GFC -5.3% -2.7% -11.6% 1.70 1.69
c e 19-Aug-91 Collapse of the Soviet Union -5.0% -5.0% 4.7% 1.62
5 'é 28-Oct-97 Heading into the AFC -7.5% -8.9% -5.2% 1.21
§ 12-Aug-15 RMB devaluation -5.2% -9.4% 1.39 1.08
= Average -6.0% 4.1% -6.6% 1.75 2.07
17-Apr-00 Global recession (dotcom) -8.9% 4.4% 1.7% 2.02 1.96
07-Jan-98 AFC -4.8% -3.5% -27.7% 1.07
08-Jan-98 AFC -8.6% -12.1% -20.6% 1.42 1.46
12-Sep-01 Global recession (dotcom) /9-11 -5.2% -17.7% 29.5% 0.96
09-Jan-98 AFC -10.1% -20.9% -11.9% 1.12 1.05
g 04-Oct-11 US debt downgrade -5.1% -22.0% 22.4% 1.43 1.20
a 06-Oct-08 GFC -5.8% -22.8% -25.0% 1.56 1.38
g 21-Jan-08 GFC -6.1% -24.1% 13.7% 1.29 1.33
g 17-Sep-01 Global recession (dotcom) /9-11 -5.5% -24.8% 41.6% 1.32 1.1
< 10-Oct-08 GFC -7.3% -28.8% -18.7% 0.85
n 12-Jan-98 AFC -10.7% -29.4% -1.2% 1.14 1.16
Is} 21-Sep-01 Global recession (dotcom) / 9-11 -7.3% -33.9% 61.1% 1.24 1.03
L 22-Oct-08 GFC -6.0% -34.4% -11.7% 1.17 0.97
2| 23-Oct-08 GFC -5.7% -38.0% -6.6% 0.63
31-Aug-98 AFC -5.7% -44.1% 91.7% 1.03 0.86
24-Oct-08 GFC -10.7% -44.8% 4.9% 0.76 0.77
02-Mar-09 GFC -6.7% -45.9% 82.1% 0.69 0.70
09-Mar-09 GFC -6.0% -51.6% 103.8% 0.52
03-Sep-98 AFC -7.4% -54.4% 176.6% 0.52
Average -7.0% -28.9% 26.6% 1.09 1.15
2
2
L
5T 25-Jan-99 Out of the AFC -7.0% 36.5% 92.8% 1.07
]
3%
§ 11-May-09 Out of the GFC -5.4% 21.1% 29.7% 1.18 1.29
= Average -6.2% 28.8% 61.2% 1.13 1.29

Source: Datastream, prices as of 12t August close

Figure 2: Average absolute performance of Asian banks in the same year as
rising interest rates (based on a sample of more than 750 "bank years" in the last
two decades)
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Figure 3: Average relative performance of Asian banks in the same year as
rising interest rates (based on a sample of more than 750 "bank years" in the last

two decades)
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Figure 4: EPS growth surprises using normalized earnings estimates

EPS growth under the normalized framework DBS 0CBC uoB
A. Normalized EPS growth - 12m forward vs. trailing (assuming 0% asset growth) 1.2% -5.6% 4.1%
B. Normalized EPS growth - 12m forward vs. trailing (assuming 4-5% asset growth) 33% “1.1% 0.4%
C. Consensus EPS growth - 12m forward vs. trailing 9.1% 5.9% 7.0%
Potential surprise (B-C) 5.7% -7.0% 6.6%

Source: Company data, Datastream, UBS estimates

Figure 5: Aggregate operating profit margins versus
interest expense (% of sales) for Singapore listed

Figure 6: Median operating profit margins versus interest
expense (% of sales) for Singapore listed corporates*
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Figure 7: Small caps (sales <S$ 100mn, ~200 cos, median) Figure 8: Mid caps (sales ~S$ 100-500mn, ~90 cos, median)
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Figure 9: Large caps (sales $$ 500-1000mn, ~15 cos, Figure 10: Mega caps (sales >S$ 1000mn, ~30 cos, median)
median)
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Figure 11: Pickup in “past due but not impaired” loans (H/H)

40% mDBS OCBC mUOB
33.2%

o 27.7%
30% 25.1%

20%

10%

0%

-10%

-20%

-30%
Q413 Q214 Q414 Q215

Source: Company data; UBS

Singapore Banks 13 August 2015 K UBS 4



Consensus long term valuations (P/BV)

Figure 12: DBS - 12m forward P/BV (consensus)
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Figure 13: OCBC -

12m forward P/BV (consensus)
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Figure 14: UOB - 12m forward P/BV (consensus)
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Statement of Risk

The risk to our earnings estimates and ratings is primarily from the macro front.
Should economic projections change drastically, we would have to revisit our
assumptions and this might lead to a change in our forecasts and
recommendations.
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and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to article 15 (d) (i) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this
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document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and
distributed by UBS Bank (O00). Switzerland: Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial
Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the
Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the
document is also deemed to have been prepared by UBS ltalia Sim S.p.A.  South Africa: Distributed by UBS South Africa (Pty) Limited (Registration No.
1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Israel: This material is distributed by UBS Limited. UBS
Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. UBS Securities
Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its affiliates incorporated outside Israel are not
licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among
others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited and its affiliates may prefer various
Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as
investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of
the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has been issued by UBS AG (and/or
any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051
Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company
incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh
11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number
08113-37. Dubai: The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further distribution within the United
Arab Emirates.  United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group,
subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’ ) to major US institutional investors only. UBS Securities LLC or UBS
Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or
UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS Financial
Services Inc., and not through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member-
Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration. Brazil:
Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in Brazil, which are considered to
be: (i) financial institutions, (ii) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold financial investments higher
than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and securities consultants duly
authorized by Comissao de Valores Mobiliarios (CVM), regarding their own investments, and (vii) social security systems created by the Federal Government, States, and
Municipalities. Hong Kong: Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch. Singapore: Distributed by UBS Securities Pte. Ltd. [MCI
(P) 016/09/2014 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial adviser under the Singapore
Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank
licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the
analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures
Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted). Where this document has been prepared
by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to
Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when relevant.  Australia: Clients of UBS AG:
Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd
(Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by UBS Wealth Management Australia Ltd
(Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice only and does not constitute personal
financial product advice. As such, the Information in this document has been prepared without taking into account any investor's objectives, financial situation or needs,
and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs.
If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section
761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure
Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is
available at: www.ubs.com/ecs-research-fsg. New Zealand: Distributed by UBS New Zealand Ltd. The information and recommendations in this publication are
provided for general information purposes only. To the extent that any such information or recommendations constitute financial advice, they do not take into account
any person’s particular financial situation or goals. We recommend that recipients seek advice specific to their circumstances from their financial advisor. Korea:
Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities
Pte. Ltd., Seoul Branch. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.:
CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution to any retail clients. India: Prepared by UBS Securities
India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India)
400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment)
INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment) INBO10951437; merchant banking services bearing SEBI Registration
Number: INM0O00010809 and research services. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies.
Within the past 12 months, UBS AG, its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-
securities services from the subject Indian company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries
during the 12 months preceding the date of distribution of the research report with respect to investment banking and/or non-investment banking securities-related
services and/or  non-securities  services.  With  regard to information on  associates, please refer to the Annual Report at:
http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property
rights. © UBS 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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