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Banking — Singapore
Rate Cuts Coming But Not Too Much

We anticipate one rate cut in 4Q24 (previous: three rate cuts) and four rate cuts in 2025
(unchanged), bringing the Fed Funds Rate to 4.00% by end-25. Rate cuts are less
pronounced due to sticky inflation. The last mile for the deceleration of inflation is
drawn-out due to tight labour markets. Maintain OVERWEIGHT. We raise our 2025
earnings forecasts for DBS by 1.5% and OCBC by 1.3%. DBS and OCBC provide 2025
dividend yields of 6.7% and 6.2% respectively. BUY OCBC (Target: S$18.35), followed by
DBS (Target: S$41.40).

WHAT’S NEW

¢ The front-runners in cutting rates. Swiss National Bank cut its main policy rate by 25bp
to 1.5% in Mar 24. Bank of Canada lowered its overnight rate by 25bp to 4.75% in Jun 24,
the first G-7 country to cut interest rates. European Central Bank cut the interest rate on its
main refinancing operations by 25bp to 4.25% in Jun 24. Unfortunately, the Fed is not able
to follow suit in the near term.

The Fed adopting wait-and-see approach for rate cuts. The Fed paused rate hikes for
the seventh consecutive FOMC meeting on 12 Jun 24. The median projected path for Fed
funds rate is 5.1% by end-24 and 4.1% by end-25, indicating rate cuts of 25bp in 2H24
(previous: 75bp) and 100bp in 2025 (previous: 75bp). We expect the Fed to commence
rate cuts in 4Q24. The Fed can afford to be patient before making the first decisive rate cut
given the current resilient economic growth and strong labour market.

Inflation has "stabilised". US core PCE inflation peaked at 5.6% in Feb 22, the fastest
pace in 30 years. Core PCE inflation eased 2.1ppt yoy to 2.8% in May 24 but remains
above the target of 2%. Sequential momentum moderated to 0.4% mom. Inflation for
housing and utilities & public transportation remains elevated. Inflation is expected to
moderate at a slow and gradual pace in 2H24.

US labour market remains too tight. The US economy added 272,000 jobs and
unemployment rate was low at 4.0% in May 24. Labour force participation rate for those
aged 25 to 54 improved 0.3ppt yoy to 83.6% in May 24, remaining above pre-pandemic
levels. Average hourly earnings eased slightly to 4.0% yoy in May 24.

Higher for potentially longer time frame. Ben Bernanke & Oliver Blanchard published a
paper entitled "An Analysis of Pandemic-Era Inflation in 11 Economies" in May 24. They
observed that labour market tightness has become a more important source of inflation
during the last mile to get inflation under control. The Fed may need to loosen labour
market conditions to achieve its inflation target. They suggested that vacancy-employment
ratio needs to fall below 1.2x to get inflation down to 2%.

The Fed began tapering the pace of Quantitative Tightening. The Fed is tapering the
pace of reduction for its holdings of Treasury securities from US$60b to US$25b per month
with effect from Jun 24. The pace of reduction for agency mortgage-backed securities
remains unchanged at US$35b per month. The move could reduce volatility in treasury
markets. The Fed has already reduced the size of its balance sheet by US$1.5t as of Mar
24,

PEER COMPARISON
Price @ Target Market FY PE P/B -

Company Ticker Rec 26Jun24 Price Cap 2024F  2025F  2024F  2025F

(S9) (S$)  (US$m) (X) () () )
DBS DBSSP  BUY  35.69 4140 74861 12/2023 94 9.7 161 1.52
OCBC OCBCSP BUY  14.40 1835 47,731 12/2023 8.9 9.0 1.15 1.08
UOB# UOB SP NR 31.03 na. 38,304 12/2023 8.7 8.5 1.10 1.03
Average 9.0 9.1 1.28 121

Source: Bloomberg, UOB Kay Hian #Based on consensus estimate

Thursday, 27 June 2024
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DBS BUY 35.69 41.40
OCBC BUY 14.40 18.35
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74 74 6.0 6.3 143 135
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ESSENTIALS US FED FUNDS RATE VS 3M SIBOR AND 3M SORA

 Maintain OVERWEIGHT. Banks provide attractive value with low P/B of 1.21x and high ,,®
dividend vyield of 6.3% for 2025. Our top BUY pick is OCBC (Target: S$18.35) for its ¢,
commitment to maintaining dividend payout ratio at 50%, focus on trade and investment s,
flows within ASEAN and defensively low 2025F P/B of 1.08x. We also like DBS (Target: 40
S$$41.40) due to its excellence in execution and consistency in delivering good results. 30
Management will continue to review DBS' capital structure in view of returning more 20
surplus capital to investors. 10
0.0

DBS Group Holdings (BUY/Target: S$41.40). 00010203 04 0506 0708 09 10 11 12 1314 1516 17 1819 20 21 22 23 24

= 3M SIBOR — FED Funds Rate ~——— 3M SORA

¢ High payout ratio supported by high ROE. Management estimated surplus capital at
S$3b or S$1.20 per share based on optimal operating range for CET-1 CAR of 12.5- Seurce: Bloomberg
13.5%. DBS will continue to review its capital structure to return surplus capital to FED’S DOT PLOT

shareholders. We expect DBS to raise quarterly DPS by 6 S cents to 60 S cents in 4Q24, o @
representing an increase of 11%. The elevated payout ratio of 65% for 2025 is supported 50
by its high ROE of 15.9%. 451

Maintaining high ROE. CEO Piyush Gupta has voiced confidence that DBS could 30 ]
achieve ROE of 15-17% over the next 3-5 years assuming Fed funds rate recedes to a ]
new normal of 3%. Management expects growth to be driven by wealth management and 15
global transaction services regionally. DBS has obtained regulatory approvals to increase 05
its stake in Shenzhen Rural Commercial Bank from 13.0% to 16.7% in Dec 23. 00 o e o o
Management will also allocate S$300m-500m to expand the consumer and SME  ____pec23proecton
businesses in India.

Mar 24 Projection e Jun 24 Projection

Source: Bloomberg

Maintain BUY. Our target price for DBS of S$41.40 (previous: S$40.70) is based on 1.77x  pPCE AND CORE PCE INFLATION

2025F P/B, derived from the Gordon Growth Model (ROE: 15.9%, COE: 9.0%, Growth: oy % Chg)
0.0%). 80
7.0 PCE
Oversea-Chinese Banking Corp (BUY/Target: S$18.35). 60 | Inflation

5.0 1
4.0 A
3.0 4

o Strategic initiatives to deliver incremental S$3b revenue. Management aims to deliver
incremental revenue of S$3b cumulatively over 2023-25, driven by four growth pillars: a)
Asian wealth, b) trade and investment flows, c) new economy, and d) sustainable 20 |
financing. Management aims to deliver ROE of 12-13% with additional contribution of 1ppt |
from the incremental revenue of S$3b. OCBC has the highest CET-1 CAR of 16.2% and

Core PCE
Inflation

lowest NPL ratio of 1.0% as of Mar 24. 8 v 2 a2 B
¢ Potential upside from higher regular dividend. We expect OCBC to raise final dividend Source: CEIC
by 2 S cents to 44 S cents in 2H24, representing an increase of 5%. SIZE OF FED’S BALANCE SHEET

(US$t)

Potential redevelopment of OCBC Centre. OCBC has engaged a consultant to identify
potential partners to execute the redevelopment of its properties at Chulia Street, 50 | /\‘
comprising OCBC Centre (50 storeys), OCBC Centre South (seven storeys) and OCBC 70 4

Centre East (15 storeys). The three properties sit on 120,000sf of prime land at Raffles 60 1 Others

Place with quadruple frontages on Chulia Street/South Canal Road, Synagogue Street,  *°]

40
Church Street and Phillip Street. According to Business Times, the properties could be 30 4

Treasuries
redeveloped into an integrated development with retail, office and hospitality components 201
and could qualify for the Strategic Development Incentive scheme. ;g ] Mortgage-backed Securities

07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24
Maintain BUY. Our target price for OCBC of S$18.35 (previous: S$18.10) is based on
1.38x 2025F P/B, derived from the Gordon Growth Model (ROE: 12.4%, COE: 9.0%,
growth: 0.0%).

9.0 1

Source: Federal Reserve
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PROJECTED DPS AND DIVIDEND PAYOUT RATIOS

DBS 0CBC UoB#
Price (S$) 35.69 14.40 31.03
Year to 31 Dec FY23 FY24F FY25F FY23 FY24F FY25F FY23  FY24F FY25F
EPS (S ¢) 399 380 369 155 163 162 334 357 367
DPS (S ¢) 192 222 240 82 86 89 170 179 184
Payout Ratio (%) 48.1 58.5 65.1 53.0 52.7 55.1 50.9 50.1 50.2
Div Yield (%) 5.4 6.2 6.7 5.7 6.0 6.2 5.5 5.8 5.9

# Based on consensus estimate
Source: UOB Kay Hian

ASSUMPTION CHANGES
o We anticipate one rate cut in 4Q24 (previous: three cuts) and four rate cuts in 2025
(unchanged), bringing the Fed Funds rate to 4.00% by end-25.

o We forecast DBS' NIM to narrow 8bp and net interest income to increase 0.8% in 2025.
We forecast earnings to decrease 3.0% in 2025. The lower interest rates would reduce
2025 ROE by 1.8ppt to 15.9% compared with its recent peak (2023: 17.7%). We raise
2025 earnings forecast for DBS by 1.5%.

KEY ASSUMPTIONS - DBS
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2022 2023 2024F 2025F 2026F
Loan Growth (%) 13 04 5.6 49 49
NIM (%) 1.75 2.15 2.13 2.05 2.03
Fees, % Chg (12.3) 9.5 17.1 5.6 7.7
NPL Ratio (%) 1.13 111 1.17 1.20 121
Credit Costs (bp) 54 13.7 18.3 20.1 20.1
Net Profit (S$m) 8,196 10,062 10,683 10,357 10,724
% Chg 205 22.8 6.2 (3.0) 35

Source: UOB Kay Hian
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¢ We forecast OCBC’s NIM to narrow 6bp and net interest income to increase 1.6% in 2025.
We forecast earnings to decrease 1.2% in 2025. The lower interest rates would reduce
2025 ROE by 0.9ppt to 12.4% compared with its recent peak (2023: 13.3%). We raise
2025 earnings forecast for OCBC by 1.3%.

KEY ASSUMPTIONS - OCBC

2022 2023 2024F 2025F 2026F
Loan Growth (%) 1.8 04 34 49 49
NIM (%) 191 2.28 2.25 2.19 2.17
Fees, % Chg (17.6) (2.5) 12.4 74 74
NPL Ratio (%) 1.15 0.95 1.00 1.02 1.03
Credit Costs (bp) 20.0 24.8 222 22.1 22.1
Net Profit (S$m) 5,748 7,021 7,371 7,283 7,568
% Chg 18.3 22.2 5.0 (1.2 3.9
Source: UOB Kay Hian
SECTOR CATALYSTS

¢ Soft landing paving the way for continued economic expansion.

¢ Banks reviewing dividend policy and capital management.

RISKS

o Escalation of the Russia-Ukraine war and Israel-Hamas war.

¢ Geopolitical tensions and trade conflicts between the US, EU and China.
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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

(i) 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:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) 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, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2024, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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