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Industry Focus: Outlook of 39 sub-sectors
Rubber products
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Industry Focus: Rubber products (1/6)

Despite normalisation in ASP and improvement in demand as well as production, glove industry is still facing challenges as exports remain
below pre-pandemic level (2019) coupled up with still high excess capacity of big glovemakers and stiff competition from China and Thailand.
Global rubber glove demand is expected to rebound by 6.9% in 2024 (2023e: -7.0%), but it is forecasted to expand moderately at a compound

annual growth rate (CAGR) of 3.9% up until 2030.

Rubber products Stable

OPPORTUNITIES

Production is likely to improve however high CHALLENGES

excess capacity might limit expansion

Normalising ASP. However, it may
not be sustainable due higher excess

Stiff competition

Rubber Gloves Production - .
O Malaysia is losing market

20 200 capacity (influx supply). share to China & Thailand

18 150 2. Increase findings on lack quality O China has low price

12 control from China glovemakers - advantage

19 100 could work towards Malaysia’'s O Oligopoly of top 4 producers

10 50 advantage because US is Malaysia’'s in domestic market

3 top glove export market. 2. Still high excess capacity — 89%
0 3. Increase demand for the overall above pre-pandemic level

6

A healthcare services 3. Increasing cost

2 H”HH HH -50 O Rising contagious disease Q Higher price of raw

0 100 O Aging population material (Butadiene, Latex)

4. SMEs may have more prospect as an
Original Equipment Manufacturer
(OEM) or tap along the supply chain
(e.g. supplier, vendor)

O ESG related expenditure/
investment — biodegradable
gloves, International labour
standard, minimum wage
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4 Sources: CEIC, DOSM, EMIS, Grand View Research, RHB Research, and SME Bank Economic Research




Industry Focus: Rubber products (2/6)
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5 Sources: CEIC, DOSM, MITI, and SME Bank Economic Research

Share of rubber products to total
exports remain below norm

Export of rubber products
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Malaysia’s rubber product exports contracted at a
softer pace of 26% YoY to RM21.3 bil in 2023
(2022: -55%).

Similarly, share of rubber products to total
export narrowed further to 1.5% (2022: 1.9%)
and remained below pre-pandemic (2017-19)
average of 2.7%.

Gloves account for >50% of
rubber product exports

Share of rubber products to total
export in 2023

Articles of rubber, nes
8%

Materials of rubber
10%

Rubber tyres, fl
inner tube
11%

Rubber gloves
56%
(2022: 66%)

Synthetic rubber; reclaimed
and waste
15%

Despite maintaining as the single largest contributor
(>50%)) to the total rubber product exports, a significant
decline in share was observed from 66% in 2022 to
56% in 2023 (average 2018-19: 68%).

In contrast, contribution of synthetic rubber; reclaimed &
waste as well as rubber tyles, flabs & inner tubes
widened to 15% and 11% (2022: 13% & 7%) respectively.
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Exports of rubber glove
weakened further in 2023
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% YoY
120
100
80
60
40
20
0
-20
-40
-60
-80
N~ 0 (@)} o — (9] ™
—i = — (9V] (9\] A AN
o o o o o (@) o
(q\/ AN (q\/ AN (q\ AN (q\/
Value (RM bil)
m=Volume (ten thousand ton)
—Value (RHS)

—\olume (RHS)

Export volume of rubber gloves shrank at a faster
pace of 29% (2022: -25%) to 497k ton.

However, exports by value dropped at a softer
rate of 38% YoY to RM11.8 bil in 2023 (2022: -65%)
suggesting some improvement in price.

Regardless, exports value of RM11.8 bil in 2023
remained below pre-pandemic average (2017-
19) of RM17.1 bil.




Industry Focus: Rubber products (3/6)

Demand to improve while supply
glut ends

Demand vs supply of rubber gloves
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* According to RHB Equity Research, for 2024:

» Global gloves demand is expected to rebound by
6.9%, reversing 2 straight years of contraction.

» Gloves producers have also engaged in supply cut
(156 bil pieces in 2023 or 12% of global supply) —
narrowing the disequilibrium of supply and demand.

» There will be undersupply/shortage of 20.5 bil
pieces.

* Inventory replenishment to facilitate recovery as gloves
bought during pandemic are due to expire (3-5 years).

* However, stiff competition and high excess capacity of
big glovemakers could curb near term expansion.

Stiff competition, Malaysia
begin to lose market share

Global glove market share (%)
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 RHB Equity Research: Malaysia’s global
market share by production capacity is
estimated to decline to 38.2% in 2023 (2022:
47%).

* The share has been shrinking from 52.2%
recorded in 2019, owing to stiff competition
with China & Thailand.

« China’s market share is projected to
increase >2x to 20.9% in 2023 (2019: 8.6%).

 Thailand’s market share is also forecasted to
almost double up to 15% (2019: 8.3%)

6 Sources: CEIC, DOSM, RHB Research, MARGMA, and SME Bank Economic Research

Rising US’s import alerts for China
producers could benefit Malaysia

Rubber glove exports by countries
(% share)
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« Around 1/3 of Malaysia’s exports of rubber gloves
were shipped to the US in 2023, followed distantly by
Japan (7.9%).

* Ongoing US-China trade skirmishes may continue to
benefit Malaysia’s players — a spike in US’s import
alerts for China’s glove makers (2023: 16; 2022: 2)

* However, strict international labour standard and of

the US’s may pose some risks to exporting countries
including Malaysia.



Industry Focus: Rubber products (4/6)

Increase competition in
domestic market

Still high excess capacity
despite production cut

Signs of recovery in top
producers’ earning

Malaysia gloves sales (RM bil) Net income (RM mil) Big 4 producers’ excess
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_ _ _ _ mTop Glove ' Hartalega ™ Kossan B Supermax
« While Malaysia glove sales continue to decline

from the peak in 2021, there has been a shift in « Big 4 Malaysia glovemakers have reduced their

the market focus as well.

* Malaysia’s glove sales over the last 2 years have
been channelled to the domestic market (average
2022-23: 66% of total sales) - increased >2x from
2019 (25%).

» It suggests that the big 4 companies (being an
oligopoly) have been penetrating the domestic
market — increasing pressure for the smaller
players.

7 Sources: CEIC, DOSM, RHB Research, MARGMA, Bloomberg, BIMB Securities, MIDF, Frost & Sullivan, and SME Bank Economic Research

Big 4 glove producers in Malaysia consist of Top
Glove, Hartalega, Kossan & Supermax which
conquered 38.2% of global market share have
recorded significant recovery in net income for 3Q
2023.

Kossan and Hartalega posted net profit of RM41 mil
and RM 28 mil respectively in 3Q23 (2Q23: -RM3.3 mil
& -RM52.5 mil) likely due to replenishment activities
following the expiry of pandemic inventory.

production capacity by 28.2% YoY in 2023, which
led to improvement in utilisation rates.

Despite that, excess capacity is still large (60.5
bil pieces), 89% above pre-pandemic level
(2019) of 32 bil pieces.

Hence, in the event of demand surge, these big
players can easily utilise their spare capacity,
providing less room for SMEs to expand or
enter the market.
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ASP improved likely due Raw material and fuel consume Prices of raw materials are

to supply cut >50% of cost for gloves on therise
Average selling price Gloves production cost Price of raw material &
(USD/’000 pieces) USD/kg fuel USD/MMBt
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Depreciation 9% 10
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level of USD21 per ‘000 pieces in 2023 (avg.
2017-2019: USD21.2), up by 8.8% YoY likely due
to reduced oversupply amid drop in excess
capacity by big glovemakers.

—Latex ——Butadiene —Natural gas (RHS)

* Average monthly price of Butadiene — the main raw
material for Nitrile gloves soared by 24% YoY in

Labour

« The ASP may not be sustainable at this level

. : 14%
and may fall back with the influx of supply, Jan 2024 (Dec 2023: 38%) to USDO0.81/kg, the
pa.rtiCUIarIy due to the current h|gher excess Second increase Since Nov 2022.
capacity of big glovemakers compared to pre- . : . . :
pandemic levels » Likewise, price for latex also increased by 8% YoY in
_ ' _ _ Jan 2024 to USD1.25/kg (Dec 2023: 8%).
« The price gap between Malaysia and China : : . . : :
: _ * As raw material such as latex and butadiene as « Meanwhile, natural gas prices declined by 21% in
players has narrowed to USD3.5 in 2023 (2022: .
. : . well as fuel account for >50% of gloves production Jan 2024 (Dec 2023: -56%; average 2027-2019:
USD4.3). Nonetheless, China still has low price ) g
advantage. cost, g!ovemakers may be (.e>.<posed to the price USD2.87) to USD2.72/MMBtu — outlook skewed to
volatility of these commodities. the upside as geopolitical tensions loom.

8 Sources: CEIC, DOSM, Bloomberg, BIMB Securities, MIDF, Top Glove and SME Bank Economic Research
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may push cost higher

Increase in average worker salary

Rubber gloves industry:
employment

‘000 persons & wages RM'000
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« Employment in the rubber gloves industry has
reduced to 57.6k persons in the first 11M 2023
compared to 66k in 2022 — attributable to the lower
export for gloves.

« Despite that, average monthly wages per worker
rose by 5% to RM2.9k in the first 11M 2023 from
RM2.7k in 2022.

Aging population will support
long-term demand

Healthcare services to GDP vs age
65+ to population
(% share)
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Proportion of older individuals (65+) in Malaysia is
trending upwards with the latest figure at 7.2% of
total population in 2022 (2012: 5.3%). DOSM is
projecting a nearly equal share of the young (18.6%)
and older population (14.5%) in 2040.

Japanese aged 65+ accounted for 29.1% of
population (MYS: 7.2%), while healthcare expenditure
stood at 11.5% of GDP (MYS: 2.1%).

In the US, people aged 65+ accounted for 36% of the
overall health spending, the highest among age,
followed by 55-54 (19%) and 45-54 (13%).

9 Sources: CEIC, DOSM,, World Bank, WHO, MOH, OECD, US Peterson Center on Healthcare and SME Bank Economic Research

Rising contagious disease may
support demand for gloves

Incidence of
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Covid-19 remains in the community, but recent spike
seem to be short-lived.
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DISCLAIMER

SME BANK has exclusive proprietary rights in the data or information provided herein. This document is the property of SME BANK and is
protected by Malaysian and international copyright laws and conventions. The data and information shall only be used for intended purposes
and not for any improper or unauthorised purpose. All information contained herein shall not be copied or otherwise reproduced, repackaged,
transmitted, transferred, disseminated, redistributed or resold for any purpose, in whole or in part, in any form or manner, or by any means
or person without SME BANK'’s prior written consent.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an
invitation to make an offer, to buy or sell any securities or other investment or any options, futures or derivatives related to such securities
or investments. It is not intended to provide personal investment advice and it does not take into account the specific investment objectives,
financial situation and the particular needs of any specific person who may receive this report. Investors should seek financial advice regarding
the appropriateness of investing in any securities, other investment or investment strategies discussed or recommended in this report and
should understand that statements regarding future prospects may not be realised. Investors should note that income from such securities
or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors
may receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to
the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice.
Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional.

Any opinion, analysis, observation, commentary and/or statement made by SME BANK are solely statements of opinion based on
information obtained from sources which SME BANK believes to be reliable and therefore, shall not be taken as a statement of fact under
any circumstance. SME BANK does not and is in no position to independently audit or verify the truth and accuracy of the information
contained in the document and shall not be responsible for any error or omission or for the loss or damage caused by, resulting from or
relating to the use of such information. Analysts based in SME BANK offices produce research on macroeconomics, equities, fixed income,
currencies, commodities and portfoliostrategy.

SME BANK and its affiliates, subsidiaries and employees shall not be liable for any damage or loss arising from the use of and/or reliance on documents
produced by SME BANK or any information contained therein. Anyone using and/or relying on SME BANK document and information contained therein
solely assumes the risk in making use of and/or relying on such document and all information contained therein and acknowledges that this disclaimer
has been read and understood, and agrees to be bounded by it.
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