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Executive Summary
CreditSights recently held its Asia Conference 2023 in Hong Kong and Singapore; this is the transcript
of the presentation on APAC Financials, titled "Looking Beyond Peak NIM".
We discussed key trends in the banking and insurance sectors, risks that we are watchful of across
the banking sector, and our key picks across senior bonds, and Tier 2 and AT1 capital instruments.

We break our presentation on APAC Financials into three parts. We first review banks, then move on to the
insurance segment, and finally end with our picks and pans for the Financials sector.
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As inflation has come under control in most APAC markets, we don’t see further rate hikes coming through in most
jurisdictions, with the exceptions being Australia and Thailand. NIMs have therefore peaked across most
markets, and we expect it to be range bound over the rest of the year. We see higher NIMs in Hong Kong, as
a result of HIBOR moving higher, though this is being offset by lower yields on the banks’ China exposure. We expect
it to be marginally higher in Thailand, with 1-2 more rate hikes expected, and we expect it to be lower in China.

Anecdotally, we are hearing about a slowdown in loan growth in Q2. We see markets divided into two camps
– high-single to low double-digit growth in China on the back of government guidance, as well as in India and the
Philippines as banks there increase their retail exposure. The story in Indonesia is more individual bank dependent.
Conversely, in other jurisdictions, particularly developed markets such as Australia and Singapore, loan growth has
been a struggle.

We expect fee income to be challenging but to improve . Wealth management / brokerage saw a strong start
to the year before SVB/CS led to slow conditions till May, followed by a marginal pick up. Credit card spends should
improve, bancassurance should be flat to better, while capital markets / IB business will be lower in most countries.
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Fortunately, liquidity levels have been comfortable despite the rate hike cycle; some of this has been
driven by slower than expected loan growth. Banks have been able to turn on the tap to attract fixed deposits
as and when they want, and deposit rates have fallen in some markets because of excess liquidity. We are keeping a
close watch on domestic bond market liquidity following the Legoland ABCP default in South Korea in 4Q22 that
resulted in the market closing for a few weeks. Conditions in the South Korean bond market have improved
subsequently, and we are not seeing the conditions that the market faced in 4Q22 elsewhere.

Capital levels are also robust across jurisdictions, with the exception of the non-Merchants Chinese Joint Stock
Banks, but here we expect government support to kick in.

Asset quality is also under control, and we expect flat to lower underlying credit costs in most jurisdictions, but
higher credit costs in India and Malaysia as a result of credit cost normalization – higher recoveries in the last year
meant that credit costs were artificially lower. With more complex economic conditions and an expected slowdown, we
expect to see banks increasing pre-emptive provisions, as has taken place in South Korea. Australian and
Singaporean banks have extensive general provisions, having continued to maintain the provisions taken during
COVID times.
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We are mindful of a number of risks though, as highlighted on the page above. In particular, a sudden slowdown
in growth in India / Indonesia / Philippines will increase credit costs well beyond current expectations.
Retail asset quality has held up well because of low unemployment levels in developed markets, but we are watchful
of increases. There are risks of issues in the US and Europe affecting sentiment and markets in Asia, although we
are not worried about CRE in the APAC region, and don’t see any D-SIB coming under stress / an SVB type of
situation.
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We are watchful about specific risks in different markets. In DM-APAC, we see a mild weakening in South
Korean asset quality, which the banks put down to COVID-related support no longer being available. We aren’t
concerned about real estate project finance related issues at the major financial groups. In Japan, the story is
more positive with the potential for better domestic NIMs following interest rate increases, although the earliest
possibility is in Apr-24. In HK we are looking for the credit implications of a China slowdown, although disappointingly,
with the exception of BEA, the HK banks do not provide a breakdown of their China loan exposure . For
banks like Chong Hing, China loan exposure is ~60% of the loan book. Singapore faces loan growth challenges, and
in Australia the consumer has been resilient to large interest rate increases, and we hope that doesn’t crack.
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In EM-APAC, we are aware of China’s growth struggles and expect profitability growth to be very difficult for the
banks this year. In the Philippines, we are cautious about the second tier banks and their fast-growing exposure
to retail (particularly unsecured) and SME lending at this point in the cycle. We have earlier discussed credit cost
normalization in India and Malaysia. In Thailand, the impact of a longer period of government formation is on a
slower passage of the government budget, and the resultant lower spending will likely slow down GDP growth for a
quarter or so. We see spread volatility, in case government formation fails, as an opportunity to buy Thai capital
securities. In Indonesia, we are watching out for the implications of the presidential elections in Feb-24.
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We will provide a short review of the insurance industry in Asia in 2022, and our focus is on the life insurance sector
because this is where we have most of our coverage. After that, we will share our view on the sector going forward.

NOT FOR REPRODUCTION OR DISTRIBUTION



7/28/23, 12:42 PM CreditSights - Asia Conference 2023: APAC Financials

https://v2.creditsights.com/articles/524853 8/14

Printed for KAIA LUND on 28 Jul 2023

It was not an easy year for the life insurance industry in Asia in 2022. The sector was hit by a number of
adverse developments that were among the most significant risks for insurers. Rate hikes and equity declines
resulted in significant unrealised losses. In addition, accounting mismatches, where liabilities were valued at book
value while assets were valued at market value, exacerbated the deterioration in capital levels. COVID-19 claims also
impacted results; multiple waves of infection across the regions resulted in significant claims in several markets.
Meanwhile, there were new regulatory changes such as CROSS II in China, the early adoption of Hong Kong RBC by
some companies, and the move to K-ICS in Korea. These should improve the industry in the long term, but could
lead to increased pressure on capitalisation in the short term. As a result of these adversities, the solvency ratios of
life insurers in the region declined markedly.

However, their solvency still remained quite strong, with good buffers above the regulatory minimums.
The solvency ratios of the insurers we cover were also well-positioned compared to their industry averages. This is
because their balance sheet strength is underpinned by high-quality fixed income portfolios, the largest investment
asset on their books.

In short, 2022 was a challenging year with many headwinds, but life insurers were resilient to these pressures.

We have a fairly positive view on the insurance sector for 2023, and we remain comfortable with the
overall fundamentals. On the claims side, COVID-19 claims have fallen, which will help underwriting results to
recover. The increase in elective care and other medical treatment claims is likely to peak this year before stabilising,
and will be offset by the absence of large COVID-19 claims. We therefore expect life insurers' underwriting profits to
improve. Meanwhile, growth has picked up, especially since the second half of 2022, and the momentum has
continued into early 2023. However, a potential deterioration in surrender rates, an important measure of liquidity,
needs to be monitored closely, although the statistics so far do not point to any worrying developments. Investment
returns will improve as interest rates have risen. Hedging costs continue to be high, but as insurers reduce their
exposure to overseas investments, the impact of hedging costs (for foreign exchange derivatives) will be more limited
than last year.
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After a very long period, the new IFRS 17 accounting standard finally takes effect this year in
jurisdictions such as Hong Kong and South Korea. The new accounting standard is expected to reduce
earnings volatility and solvency sensitivity to interest rate movements. Earlier concerns about capital pressure
arising from the implementation of IFRS 17 have been fairly well addressed by insurers, and partly mitigated by the
higher interest rate environment. However, IFRS 17 disclosures are still limited for a number of insurance companies,
and market participants will need more time to get used to the new accounting standard and its intricacies.

Next, on the easing of the YCC, a surprise move by the Bank of Japan at the end of last year: the impact
on solvency ratios has been moderate, but we note that there has been greater investment into
Japanese government bonds. This will help life insurers in Japan manage their market risks as the market plans
to adopt the economic solvency regime in 2025. However, further easing of the YCC may cause market volatility
as Japanese institutions switch their holdings of foreign bonds into domestic JGBs; Japan as a whole is one of the
largest holders of US and European bonds. We also remain vigilant about equity risk, which is currently at moderate
to high levels. However, the major equity indices in Asia have held up quite well this year. We have no major
concerns about the sector at present.

Most importantly, we remain comfortable with the credit quality of the insurers we cover. They are well-
established companies, typically the largest in their home markets. They have robust solvency ratios, underpinned
by high-quality investment portfolios. Insurance penetration in the region remains low by global standards, so long-
term growth is promising. Industry profitability is adequate and credit spreads look reasonable. Overall, we see Asian
insurers as a set of good credits and a fine source of diversification for bond investors.
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We now move to our key picks across the APAC Financials sector.

We see limited value in bank senior spreads, other than those of the Japanese megabanks, where we
prefer MUFG and SMFG to Mizuho. We see better value in non-bank financials, such as the Chinese leasing
companies, Cinda AMC, and Indian power sector financiers PFC and REC.
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Within the bank Tier 2 space, we look for a minimum multiple of 2x for Tier 2/senior spreads, and find
these in Australian, Indonesian, Thai and some Korean banks.

There are some AT1s that we like, but equity market conditions have been particularly strong recently, and if
there is equity market volatility, there should be better entry points for the AT1 instruments.

Our key picks amongst senior bonds include the recent RECLIN 04/28 - it is trading at a 60 bp+ spread vs SBI
although it has seen a significant improvement in its credit quality; we would expect it to trade no more than 30 bp
wider. The recent BNKEA 4NC3 TLAC issue looks wide to us, and we prefer senior TLAC risk to Tier 2 and AT1
bonds from this issuer. We like the spread offered by Cinda; it is our preferred name in the China AMC space. We
have always liked FRESHK and have had an Outperform recommendation on the name since we initiated on it in
Jan-22; the overhang of an S&P downgrade has now gone away. We like the spread that MUFG's callable senior
TLAC bonds offer, as there is no bail-in risk associated with the name given explicit government support. We like the
business model and the strong shareholder support that SMBCAC has. The PRUFIN 04/30's are trading well wider
than AIA's; we see the differential as no more than 20 bp.

Amongst the Tier 2's, we like the Thai Tier 2's from BBLTB and KBANK as well as the MUANTH sub-bond.
Investors are being paid for market volatility when it comes to the former two names. We expect spreads to tighten as
and when government formation comes through, and would look to add if spreads widen. We also like MUANTH,
which has a 38% shareholding from KBANK; it should trade inside the KBANK Tier 2 as it is well capitalised, is doing
well in the Thai insurance market, and has none of the SME asset quality risk that KBANK has. We also like the BTN
Tier 2 for its spread, while acknowledging that liquidity is likely to be low in the name. Amongst the Australian, NZ and
Japanese names, we like the 15NC10's from the Aussie banks and are no longer worried about non-call risk; we like
ASB Bank of New Zealand whose Tier 2 is a Basel 2 style instrument without loss absorption, is 100% owned by CBA,
and has a very conservative regulator providing oversight. We also like the Japanese life insurance sub debt bonds,
in particular the DAIL NC 07/26.
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Finally, we come to our preferred AT1 names. We put our preferred names into two categories.

In the first, we put names that have high back-end resets (as these reduce the probability of call risk) e.g. ANZ, have
local bond markets in which they can issue to refinance the $ AT1s e.g. DBS and HDFCB, or where there is strong
backing from the authorities for a call on the first call date e.g. the Korean banks.

In the second, we put names where there isn't a domestic market to refinance in (the Thai regulator does not allow
AT1 issuance in THB and the IDR market has not developed sufficiently to absorb an AT1 issue), but where we are
comfortable that the bonds will be called. For example, the BBLTB perp has a high back-end reset and was issued
when BBL was acquiring Permata; the bank's capital position has improved and we expect the bonds to be called
and potentially not replaced. It is a similar story with TMBTB, which issued an AT1 when TMB merged with
Thanachart Bank. The issuer says it no longer needs the capital, and we agree. It has bought back some of these
bonds and expects to purchase more from the market if prices fall in the future. BNI of Indonesia has a particularly
strong CET1 ratio of almost 20%, and does not appear to need the capital. While we expect higher dividend payouts
to reduce its CET1 ratio going forward, we still see its future capital levels as sufficiently comfortable to call and not
refinance the bonds.
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Questions? Contact via email at clientservices@creditsights.com

Copyright © 2023 Fitch Solutions, Inc., Fitch Ratings, Inc. and their subsidiaries.

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

NOT FOR REPRODUCTION OR DISTRIBUTION



7/28/23, 12:42 PM CreditSights - Asia Conference 2023: APAC Financials

https://v2.creditsights.com/articles/524853 14/14

Printed for KAIA LUND on 28 Jul 2023

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.

CreditSights Risk Products, including its Credit Quality Scores and related information, and discontinued products, such as
CreditSights Ratings, are provided by CreditSights Analytics, LLC. CreditSights Limited is authorised and regulated by the Financial
Conduct Authority (FCA). This product is not intended for use in the UK by retail clients, as defined by the FCA. This report is not
intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation.

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.

© 2023. CreditSights, Inc. All rights reserved.

NOT FOR REPRODUCTION OR DISTRIBUTION

mailto:legal@creditsights.com

