Better business sentiment amid robust SME financing growth March 2022

Economists: Strategic Credit & Economic Analytics
Lynette Lee SMEBank-SCEA@smebank.com.my
Toh Wei Liang (603) 2615 2020

Gradual resumption of economic activities had taken place in 2021. With the accelerated rate
of vaccination — 78.5% as at 1% January 2022 vs 3.4% as at 1°' June 2021, the government
has eased restrictions and more businesses were allowed to operate. Continued fiscal policy
and accommodative financial measures has provided support to economic activity. GDP
performance in 4Q 2021 was buoyed by strong private consumption due to pent-up demand.
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SME financing grew 4.9% y-0-y to
RM320 bil as at end-Dec 2021, the
largest amount ever recorded since
2014. The rebound in economic
activities in 2021 has led to increased
demand for financing related to

working capital (+4%) and the _Approv;Iratel
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total SME financing. Additionally, .. N
various relief funds offered by the government and Bank Negara Malaysia (BNM), about 4%
of GDP in 2021, also contributed to the strong financing growth.
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) ] The small enterprise segment made up
SMEs Financing close to half of the total SME’s financing
outstanding and grew by the fastest rate at
9.6% y-0-y in December 2021. Financing
extended to the medium segment increased
Small Segment t 9.6% 2.5% while the micro segment dipped 0.4%.
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By sector, the lion’s share of SME financing
Medium Segment t 2.5% (67% of total) was concentrated in the Services

sector, which contributed 62% to SMEs GDP. In
particular, the Wholesale & Retail Trade and
Finance & Insurance took the lead under the
services sub-sector. This is followed by the
Manufacturing (15.8%), Agriculture (4.8%) and
Construction (11.8%) sectors.
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In terms of SME financing application, it was up 8% m-o-m and 14.6% y-o-y in December
2021, chiefly contributed by sectors such as Finance & Insurance (+12.1% y-0-y), Wholesale
& Retail trade (+13.7%), Construction (+27.1%) and Manufacturing (12.6%), reflecting SMES’
sturdier confidence towards business environment.

The SME non-performing financing (NPF) has been steadily trending downwards since
2H 2019, before the Covid-19 pandemic. The NPF ratio hovered within the range of 3.0%-
3.5% over the last 2 years, thanks to loan moratorium programmes. Although the medium
enterprise segment only account for a quarter of outstanding financing, this segment
registered the highest amount of NPF at RM 5.4 bil as at end-December 2021 (42% of the
NPF), which suggests higher vulnerabilities of medium sized enterprises. It is not surprising
that the bulk of the industry wide SME NPF stem from the wholesale & retail and restaurant &
hotels sub-sector as at the same date. Impairments may inch up following the end of
moratoriums and relief assistance programmes if businesses are unable to adapt.
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Currently, a 6-month flood relief programme until mid-2022 and a 2-year Financial
Management and Resilience Programme (URUS) for B50 group are still ongoing. We deem
the risk of asset quality deterioration among Malaysian banks to remain manageable as
creditors had amassed enough provisions to shoulder potential bad debts. Total provisions
currently stand at 1.9% of total banking system loans and 130.5% of impaired loans. According
to BNM’s Financial Stability Review Report, the system’s loan loss coverage ratio (including
regulatory reserves) stood at a commendable level of 129.2% as at June 2021.

The upbeat financing data largely points towards improvement in business sentiment on
the ground. According to the Business Confidence Index (BCI) by Malaysian Institute of
Economic Research, the index rose 25 points to hit 122 points in 4Q 2021. Points above the
100-point threshold suggests that manufacturers view the economic outlook positively. In
December 2021, capacity utilisation rate also reached a historical high of 88.6% (2020: 80%)
as more labour force return to workplace. Lower unemployment rate and tighter labour market
conditions mirror that of the global trend.
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The uptick in the BCI was in tandem with the Purchasing Managers’ Index (PMI) for the
Manufacturing sector. The PMI has been clocking in above the 50-point level since Oct last
year. As the global economy fully removes restrictions imposed to contain the spread of Covid-
19 virus, the nation’s manufacturing output is anticipated to increase this year due to strong
demand, which augurs well for export-oriented companies. On the services front, recovery in
tourism related industries is poised to gain traction on account of the reopening of borders to
foreign tourists by May 2022 as announced.

SME Bank will launch our very own SME Sentiment Index this year. Unlike the BCI and PMI
that targets solely the Manufacturing sector, our SME-centric index captures respondents that
mainly span across the Services sector, with the aim to compile the SMEs’ views on the
business outlook. We believe it will be able to act as a forward-looking indicator to gauge the
health of the economy, given that SMEs represented 97.2% of total business establishments
in 2020 and 85% of which were concentrated in the services sector.

g’mE Strategic Credit & Economic Analytics



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 portfolio strategy.

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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