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SECTOR UPDATE 

Banking – Malaysia 
Manageable Impact From Interest Waiver For Lower-income Borrowers 

The MOF has instructed banks to waive interest payments for retail borrowers within 
the lower-income group for three month. Although this may come as a slight 
suprise, impact to 2021 sector earnings is still a manageable 8.6% inclusive of 
modification losses. Sector earnings growth will remain robust in 2021 and we see 
any weakness in share prices as an opportunity to accumulate. Maintain 
OVERWEIGHT. CIMB is our top sector pick, followed by RHB.  

WHAT’S NEW 

 Three-month interest waiver for lower-income borrowers. The Ministry of Finance 
(MOF) has instructed banks to work on the exemption of interest payments for recipients of 
the bank loan moratorium. This will involve borrowers within the B50 income group for a 
three-month period beginning Oct 21 (4Q21). Recall that in the past, banks were allowed to 
accrue simple interest but could not charge compound interest, which led to modification 
losses. However, this latest announcement by the MOF means that banks will now have to 
forge three months of simple interest on all retail loans for lower-income borrowers that have 
opted in for the loans moratorium. This will impact banks’ 4Q21 interest income trends.  

 B40 represents only 10% of total loans base. B40 retail loans make up roughly 10% of 
the total commercial banking system loans base, of which only 30% have opted in for the 
existing loans moratorium. As such, assuming that there is no further increase in B40 loans 
moratorium, only 3% of total commercial banking system loans will be impacted by this 
interest waiver over a three-month period (4Q21). Nonetheless for our sensitivity impact 
calculation purposes, we have raised the total pool of domestic banking sector loans that 
could be entitled to this interest waiver from 10% to 12% to capture a wider income group 
(ie: B50), as banks do not disclose loans composition by B50 income group. In our 
estimates, we have also applied an industry average moratorium take-up rate for this lower 
income group of 30% across all the banks.   

 Impact to earnings manageable. Given the relatively low composition of lower-income 
loans customers in the commercial banks coupled with a 30% moratorium take-up rate and 
only a short three-month period, it is not surprising that the overall impact from this interest 
waiver is deemed to be relatively manageable for the banks. We estimate potential 2021 
sector earnings impact of only 2.2% from a three-month interest waiver on all B50 loans 
under moratorium currently. Combined with the expected modification loss (1-1.5% of 2021 
earnings), our 2021 sector earnings are only expected to be impacted by 3.7%.  

 Worst-case scenario earnings impact of 8.6%. Even in the worst-case scenario whereby 
all the B50 were to opt in for the moratorium to enjoy this three-month interest waiver, we 
estimate a 7.1% impact on 2021 sector earnings. Combined with the modification loss, total 
impact is still a manageable 8.6%.  

 

 OVERWEIGHT 
(Maintained) 
 
TOP SECTOR PICKS 
Company Rec Share Target 
  Price Price 
  (RM) (RM) 
CIMB BUY 4.78 5.50 
RHB Bank BUY 5.35 6.35 
HL Bank BUY 18.46 22.30 
HLFG BUY 18.30 20.75 
Public Bank BUY 4.00 4.60 

Source: UOB Kay Hian 

BANKS’ SHARE PRICE PERFORMANCE  

Company 
Price 
(RM) 

yoy % 
chg 

ytd % 
chg 

CIMB 4.78 51.7 11.2 
HL Bank 18.46 24.7 1.4 
RHB Bank 5.35 15.6 (1.8) 
Mahybank 8.29 13.9 (2.0) 
Public Bank 4.00 24.7 (2.9) 
BIMB 3.98 12.7 (6.6) 
Affin 1.70 18.1 (7.6) 
Alliance 2.53 17.1 (13.1) 
AMMB 3.13 3.3 (14.2) 
CIMB 4.78 51.7 11.2 

Source: Bloomberg 
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PEER COMPARISON 
   Share Price Target Price Market Cap ------------------- PE (x) ------------------- ROE P/B Div Div Yield 
Company Ticker Rec (RM) (RM) (US$m) 2020 2021F 2022F (%) (x) (sen) (%) 
Public Bank PBK MK BUY 4.00 4.60 18,687 15.9 14.3 13.1 11.2 1.6 14.5 3.6 
CIMB CIMB MK BUY 4.78 5.50 11,521 32.2 11.7 9.2 6.8 0.8 16.3 3.4 
HL Bank HLBK MK BUY 18.46 22.30 9,631 13.4 11.5 10.4 10.9 1.2 56.2 3.0 
RHB Bank RHBBANK MK BUY 5.35 6.35 5,238 8.8 8.4 7.7 9.1 0.7 25.4 4.7 
Maybank MAY MK HOLD 8.29 8.70 23,330 14.4 12.3 10.6 8.8 1.1 53.8 6.5 
AMMB AMM MK HOLD 3.13 2.90 2,496 10.0 8.0 7.0 8.3 0.6 10.7 3.4 
BIMB BIMB MK HOLD 3.98 4.75 1,988 9.8 8.8 8.4 12.1 1.0 18.1 4.6 
Alliance ABMB MK HOLD 2.53 2.63 943 11.0 8.2 7.3 7.6 0.6 9.3 3.7 
Affin ABANK MK HOLD 1.70 1.60 869 10.7 7.3 7.0 4.7 0.3 7.0 4.1 

Source: UOB Kay Hian 
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ACTION 

 Maintain OVERWEIGHT. Although sector earnings is expected to be weaker hoh in 2H21 on 
the back of higher credit cost and the impact of this latest interest waiver announcement, we 
believe that any weakness in share prices is an opportunity to accumulate. This is supported 
by the imminent reopening of the economy on the back of high vaccination rates, potential 
upward surprise in dividends and still-attractive overall sector valuations (-1.5SD below 5-
year historical mean P/B). As such, we maintain OVERWEIGHT on the sector given the 
favourable risk-to-reward balance. 

 Top picks: As the recovery theme gains traction, our top picks have skewed to the higher 
beta banking names with strong earnings recovery growth potential. In this respect, CIMB 
remains our top sector pick, underpinned by its strongest earnings recovery, attractive 
valuations and its liquid and high beta nature which should bode well in the current economic 
reopening and cyclical recovery theme. RHB is our second sector pick given its attractive 
dividend yields, high CET1 ratio and high beta.  

ESSENTIALS 

 Manageable one-off impact while market looks ahead to 2022 recovery. Additionally, the 
above impact is expected to be one-off and the waiver of the three-month interest for B50 
requiring loans moratorium may in fact have a slight positive effect on asset quality, which 
may be compensated for in the form of a slight improvement in credit cost expectations. 

 Still expecting a robust 2021 earnings growth recovery. All in all, even in a worst-case 
scenario (ie: 100% of B50 customers opting in for the loans moratorium vs current 30%), we 
still expect the sector to deliver a relatively robust 15.7% earnings growth in 2021 vs our 
current 26% growth estimates.  

 Tackling headwinds from a position of strength. The banking sector capital (CET1 ratio) 
and liquidity position (LCR) remain strong, with sector CET1 hovering at 14.6% and 152% 
respectively, which are way above the minimum requirements.  

 Dividend attraction to gain prominence as earnings recovery is underway. Despite the 
challenging environment, most banks have by far and large normalised their dividend 
payouts in the recent 2Q21 reporting season. In fact, Maybank and Public Bank have 
normalised their payout ratios in 4Q20 while RHB reported its highest-ever interim dividend 
payout in 2Q21.  

 A case to support faster-than-expected normalisation of dividends. The banking 
system’s CET1 ratio had strengthened to 14.6% as at end-Apr 21 vs pre-COVID-19 average 
levels of 14.0% (2019) despite the negative impact from the surge in pre-emptive credit cost 
and Day 1 Modification losses as overall sector had remained profitable. 

 Current dividend yields attractive vs historical levels. Taking a longer-term investment 
horizon, we also note that average dividend yield for the sector into 2022 is now hovering at 
a commendable 5.3% vs its historical average of 4.5%. Meanwhile, the current implied 2021 
yield of 4.0% is broadly in line with historical levels despite earnings being impacted by still-
elevated provisions. Our 2021 dividend payout ratio assumptions remain conservative, at 
40% (2019: 48%). 

ESTIMATED IMPACT ON BANKS EARNINGS FROM 3-MONTHS INTEREST WAIVER FOR B50 LOANS 
CUSTOMERS 

    --- Estimated % impact to 2021 earnings --- 

 
Total Banks 

Domestic Loans 
Estimated Total B50 

loans 
Estimated B50 loans 

under moratorium 
B50 loans under 

current moratorium 
All B50 loans to opt 
in for moratorium 

 (RMm) (RMm) (RMm)   
Affin 47,231 4,888 1,467 3.8% 12.6% 
BIMB 57,316 9,660 2,898 3.4% 11.1% 
AMMB 115,474 14,260 4,278 3.3% 10.8% 
Alliance 44,273 4,582 1,375 2.8% 9.3% 
RHB 192,427 24,288 7,286 2.8% 9.3% 
CIMB 223,896 33,350 10,005 2.4% 8.0% 
Pbank 315,399 36,271 10,881 2.0% 6.5% 
Maybank 319,758 46,000 13,800 1.8% 5.9% 
HLBank 154,071 15,946 4,784 1.4% 4.7% 
Total 1,469,844 189,246 56,774 2.2% 7.1% 

Source: UOB Kay Hian Research 
*Assumed 30% B50 take-up rate for loans moratorium for all the banks in line with industry 30% take-up rate for B40 loans moratorium 

BANKS NET CREDIT COST TREND 

Source: Respective companies, UOB Kay Hian,  

QUARTERLY LOAN LOSS PROVISION   

Source: Respective companies, UOB Kay Hian,  

BANKS DIVIDEND YIELD 
Company 2021F 2022F 
Maybank 6.3 6.9 
RHB Bank 4.8 5.6 
Affin 4.0 4.2 
BIMB 3.8 4.6 
AMMB - 3.7 
Alliance Bank 3.1 3.7 
CIMB Group 3.3 4.8 
Public Bank 3.3 3.5 
HL Bank 2.8 3.2 
Sector 3.8 4.6 

Source: UOB Kay Hian  

SECTOR P/B (X) 

Source: UOB Kay Hian 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
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