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“The problem for Singaporean banks is that

weakness in other Asian currencies affects the
Singaporean banks in two ways. Firstly, weaker
currencies in the countries that Singaporean
banks have lent to would lead to expectations
of weaker loan growth and potential loan
quality issues.”

Singapore acts as an international finance centre for much of Asia. Singaporean bank assets have grown significantly to
become close to 300% of GDP.

Singapore has three major domestic banks – DBS, UOB and OCBC (four until 2000, when UOB acquired OUB bank). All three
banks have one third to half of the assets overseas. Malaysia, Hong Kong and China are the main location of their overseas
assets.

The Monetary Authority of Singapore (MAS) ask banks to provide detail by Domestic Banking Unit (DBU) and Asian
Currency Units (ACU). The ACU statistics further breakdown deposits and loans by region and sector going back to 1991.
East Asia is defined by the MAS as China, HK, Japan, South Korea, Taiwan and ASEAN (Association of Southeast Asian
Nations). Singaporean banks are the most exposed to Asian credit quality since 1997.
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Singapore runs an unorthodox monetary system. MAS does not set an interest rate, but rather controls the exchange rate.
What this means is that interest rates in Singapore are directly related to exchange rate expectations.

1 year deposit rates tend to rise as Singapore dollar falls. As can be seen above, interest rates are beginning to rise as the
Singapore dollar comes under pressure. This also occurred in 2007. However the big problem is that according to the BIS
(Bank of International Settlements), on a real trade weighted basis, Singapore has never been more expensive.
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The problem for Singaporean banks is that weakness in other Asian currencies affects the Singaporean banks in two ways.
Firstly, weaker currencies in the countries that Singaporean banks have lent to would lead to expectations of weaker loan
growth and potential loan quality issues. Secondly, weaker Asian currencies would naturally put downward pressure on the
Singaporean dollar. As seen above this causes Singaporean interest rates to rise, putting pressure on the banks’ funding.
Hence Singaporean banks are particularly affected by weakness in Asian currencies.
Singaporean banks fell by close to 70% in local currency terms during the Asian financial crisis as Singapore banks cut their
Asian exposure.
All of this explains the high correlation between a weak Singapore dollar and the performance of the banking sector.

Given the extended nature of Singapore lending to Asia, together with the prospect of the Singapore dollar declining from a
high level, the risk reward of shorting Singapore banks looks very good to me.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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