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Thematic: Minimal impact from the Middle East conflict thus far (1/5)

Timeline;

» Hamas Attack
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Egyptian border.
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Business costs (e.g. shipping,
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Involvement of oil producing
countries and beyond may lead to

economic sanctions

2 Sources: Bloomberg, Al Jazeera, Middle East Eye, Reuters, and SME Bank Economic Research

* Iran deployed

warship in

response to the

10 death of Jan 5

H.OUth'S » Maersk will avoid
Fighters

sailing through Red
sea & Gulf Aden for
foreseeable future

Jan 7

* Iraq launched
attack on the
Israeli base & US
forces in Syria

* UK & US
conducted
airstrike at >12
Houthis’ sites
in Yemen
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May affect business sentiment

and related decisions (e.g.

expansion, hiring)




Thematic: Minimal impact from the Middle East conflict thus far (2/5)
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Transit in Suez Canal vs
Global freight rate
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Rising business costs are likely to be
passed on to consumers...

Red sea trade route — accounts 30% of global container shipping volumes —
connecting Asia with the Europe via Suez Canal.

Number of transit in Suez canal nosedived by -36% MoM in Jan 2024 (Dec: -
6%0), indicating reroute from Red sea to alternative routes: 1) sailing via Cape
of Good Hope; 2) bypass via land (Dubai - Saudi ports); 3) air freight

Freight rate and insurance premium are increasing:

» Global freight rate spiked by 87.7% YoY to USD3.7k in Feb (Jan:
USD3.4k; 2019: USD1.4k), the fastest rise since Covid’'s time (peak of
USD9.6k or 328% YoY in 3Q 2021).

» Insurance premiums have also risen to currently around 0.5-0.7% of the
ship value, from 0.07% in Dec-23.

Countries are mostly on standby to start reducing their interest rates (after a
series of hike previously) following a downtrend in inflation.

... may reverse global inflation trend and
cause interest rate to remain high for longer.

Rising costs from the middle east crisis on top of other long-standing conflicts
(e.g. Russia-Ukraine war; US-China trade war) are feared to reverse the
downtrend in inflation, causing interest rate to stay high for longer period.

For Malaysia, there is a strong positive correlation between import price index
and headline consumer price index (CPI) — hence any increase in import
prices may push inflation rate up.

Nonetheless, according to Goldman Sachs, transportation costs including sea
freight account for a trivial share (avg. ~1.5%) of overall cost of goods — hence
impact to inflation could be limited.

Sources: DOSM, CEIC, Bloomberg, UNCTAD, Suez Canal Authorities (SCA), Sea Rates DP World, Goldman Sachs, CNA and SME Bank Economic Research
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Direct involvement/ sanction by oil producing
countries may have more catastrophic impact

Middle East is the biggest oil's supplier, suppling 42% of crude oil to
the world, followed by Americas (25%).

Any significant development of the war e.g. joint war or economic
sanctions, involving these suppliers will have major impact to the
price and supply of oil.

Historically, oil price shot up by 279% to the peak from a month earlier
during Arab oil embargo in Oct 1973.

However, during the Israel-Palestine war, the peak of oil price is
down by -3% from a month before the event as there are 1) no
disruption in oil production; 2) no direct involvement of major oil
producing countries; 3) availability of alternative routes for shipping

Direct and indirect impact to Malaysia’s trade
have been minimal thus far

Taking cue from Suez Canal blockage that happened for 6-7 days in
Mar 2021, Malaysia'’s total exports and imports were unaffected.

This could be due to Malaysia’s exports to Europe (likely pass
through Suez Canal) only formed circa 8% of total exports.

Although Red Sea crisis is lasting longer, attacks have been
selective, and ships can still pass through.

So far, no significant impact to Malaysia’s exports (Jan 2024: 6.4%
YoY) and imports (4.1% YoY) to/from Europe.

On the other hand, Malaysia received several notices from the US
over our stance on Middle East war, but this has not resulted in any
economic sanction by the US, as reflected in the robust
performance of exports and imports to/from the US in Jan 2024.
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Sources: DOSM, CEIC, Bloomberg, Bursa Malaysia, and SME Bank Economic Research

o Boycott campaigns hit certain Western brand...

Major Western brands listed outside Malaysia such as Mc Donald,
Starbucks and Unilever (Indo) have posted decline in net profit as
Middle East conflict weighs on quarterly sales.

Starbucks even cut its full-year comparable sales growth forecast to
4% - 6% range (previously: 5% - 7%).
For companies listed in Malaysia, significant impact was seen for

Berjaya Food (owner of Starbucks Malaysia) - loss of RM43 mil in
4Q 2023, a 324% QoQ plunge.

Nonetheless, Nestle which was also on the boycott list still
managed to record improvement in its net profit in 4Q 2023,
probably due to the nature of its diversified products (mostly
essential and for daily intake).

...but performance of Malaysia’s macroeconomic
variables remain intact.

A business’s loss is another business’s gain — boycotts have no
adverse impact on consumption so far as consumers continue to
consume but only shifted their brand preference.

Retail sales remain solid with 5% YoY growth in Dec-23. It also
expanded on MoM basis by 1.8% — the highest growth since Apr.

Moreover, unemployment continued declining, suggesting that job
loss if any, resulting from decline in sales of boycotted companies
are minimal or quickly replaced by opportunities in other
companies.

Sentiments especially of business conditions seem to be also
unaffected as reflected by improvement in all segment of Malaysian
Institute of Economic Research (MIER)’s indices in 4Q 2023.
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' Boycott boost: Malaysian coffee chains gain as
Boycott of Western brands may benefit rival local MSMEs. localks dhiin TS biinds vt Gazaviie

« Forinstance, Malaysian coffee chains are experiencing a surge in popularity as
consumers boycott US brands like Starbucks in response to the Israel-Gaza conflict.

* Newspapers reported that local coffee shops like ZUS, Eight Ounce, Gigi, and Mukarami
have seen significant sales increases, ranging from 15% to 30%.

» This temporary shift in consumers’ spending may turn into a long-term preference if
MSMEs seize the opportunity well and capable of retaining their customers.

* However, MSMEs who are involved in the supply chain (e.g. supplier/vendor) of the
boycotted brands/ franchise may face some challenges if their customer-base are not
diversified enough.

Spike in revenue for local coffee brands

By Ainun Jariah, Hzkim Mahari - November 16, 2023 @ 7:21am

Boycott impacts BFood
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Unexpected gain for local brands
amid boycott of selected products:
Web Bytes CEO

Hayatun Razak 23-11- 2023 09:39 PM

Malaysian franchises grapple with impact of boycott

By Hakim Msahar, Ainun Jariah - November 14, 2023 @ 6:43pm
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Speed bump: A file photo of
drop in its earnings with ths

ore of Gigi Coffee, a local brand, at Pavilion Kuala Lumpur, yesterday. Local coffee franchisees
© b to 30 per cent as a result of the boycott on brands with Israel links. - NSTP/ASWADI ALIAS

Ooi (left) and E3 Capital COO Cavin Quah signing the Mo, witnessed by Phus (left) and Wong.

NSTP FILE PIC, FOR ILLUSTRATION PURPOSE ONLY.

6 Sources: The Sun, The Strait Times, and New Strait Times and SME Bank Economic Research




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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