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A Year of Transition
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If the outlook for markets were to be summed up in single
word it would be ‘transition’.

That was the constant refrain used by Dato’ Teng Chee
Wai, Managing Director of Affin Hwang Asset Management
when sharing his views on markets at a recent online
webinar held on the 11t December.

“2022 is set to be a year of transition for markets as
investors contend with normalisation of growth rates and
monetary policy tightening. We expect to see a lot of
crosswinds and periods of transition especially with regards
to policy.

“While we don’t expect a rout for markets like during early-
2020 at the height of the pandemic or 2008-GFC, some
form of correction is anticipated. In fact, Asian stock
markets have already started consolidating,” Teng said in
the webinar which saw more than 1,500 attendees.

Foremost, markets are angsty about slowing growth rates
which are projected to come down in 2022. Since
reopening from the great lockdown, GDP data and
earnings have vaulted strongly as businesses clamber to
make up for lost time and meet renewed demand.
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Flashpoints

e 2022 will be a transition year for
markets as growth rates normalise
and monetary policy tightens.

¢ Inflationary pressures should recede
on the back of easing supply
bottlenecks and lower commodity
prices.

e China’s policy focus is shifting from
that of regulatory tightening to now
supporting growth as its economy
wanes.

e Malaysia will be a stock picker’s
market with banks, technology and
healthcare as potential beneficiaries.
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Teng adds that such supernormal growth rates
is partly an aberration because of the distortion
caused by the pandemic. As such growth rates
are expected to come down from such high
levels, though should still remain above trend.

Earnings growth rate will also normalise and is
expected to average between 6%-9% globally
in 2022.

Policy & Pandemic

Another key flux for markets to adjust is tighter
monetary policy conditions as global central
banks look to start turning the taps to reduce
liquidity.

After injecting blockbuster stimulus to keep the
economy afloat during the pandemic, Teng
believes that some form of policy tightening is
imminent as central banks seek to tamp down
inflation.

“‘Based on what we are seeing today, clearly
the balance sheet of central banks have
peaked. As we all know, a lot of the market
movements have been supported by abundant
liquidity and easy money pumped in by global
central banks.
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“As liquidity dries up, there will be certainly be
an effect on markets as well an adjustment
period. Central banks in emerging markets
have already begun tightening and developed
markets are expected to follow suit next year,”
Teng said.

At its recent policy meeting in December, Fed
Chair Jerome Powell declared that inflation
was a key risk to economic growth. He also
signalled to markets that the Fed would speed
up its tapering of bond purchases that would
pave the way for 3 rate hikes in 2022.

Teng also pointed out that inflation has become
not just an economic problem but also a
political one in the US.

“The popularity of US President Joe Biden is
inversely correlated to inflation data. As such
there is also some implicit political pressure to
do something,” he adds.

On the debate whether inflation is transitionary
or persistent, Teng believes that easing supply
bottlenecks and lower commodity prices will
eventually help cool down inflation.

Table 1: Growth Slowdown
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“If inflation remains sticky and we are seeing
growth slowing down, then we could see
stagflation globally. That would be the worst
outcome for markets as far as asset prices are
concerned. However, our base-case is that
inflation is transitionary.

“Port congestions are starting to ease and
commodity prices have rolled over. If this trend
continues, input prices will come down, though
there will be some lag effect,” he said.

At the webinar, Teng also cautioned about
headwinds arising from COVID which has
lingered close to 3 years now.

He asserts that it is too early to make a
conclusion yet on the effects of Omicron that
has triggered a fresh wave of border closures.
Early studies so far show that the new strain is
more infectious, but does not cause serious
symptoms.

“These are positive signs for markets at the
moment. But we never know if another variant
emerges and if it could lead to an increase in
hospitalisation rates. Governments will then
have little choice but to restrict movements for
its citizens again” Teng says.

“A major disruption like a total lockdown isn’t
the base-case for now. Though, there will
probably be a need to make adjustments as we
go along. This is something the population
needs to accept and be more disciplined to
contain the spread of infections especially in
Europe.

“‘However, developments of new medical
treatments such as oral pills can help in the
fight against COVID. This would lay the planks
for a more sustainable reopening of the
economy once we have a complete medical
arsenal that is effective against all known
variants,” according to Teng.
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He also pointed out that should Omicron turn
out to be more destructive that what the market
anticipates, there could be room for the Fed to
adjust their policy and hold back from
tightening too much.

China - 2022’s ‘Wild Call’

Shifting gears to Asia, Teng also addressed the
elephant in the room that is China which has
been battered by regulatory headwinds. In the
past year, the Chinese government has cast a
wide regulatory dragnet that has targeted a
range of sectors including education,
technology, and e-commerce.

These include stock market darlings like
Tencent and Alibaba which suffered heavy
losses as the government seeks to regain back
control from the internet giants. However,
recent policy signals by Beijing suggest that the
worst of the tightening cycle is over.

“The focus of policymakers in Beijing is shifting
from that of regulatory tightening to now
supporting growth. China’s economy is seeing
signs of slowing down especially the property
sector which forms a large component of GDP
growth.

Table 2:China’s Fiscal Policy Turning Expansionary
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“We expect this to elicit some form of policy
response by the government to ensure stable
economic growth especially heading into its
20th Party Congress in 2022,” he tells
audiences.

This was evident at a recent Central Economic
Work Conference held in early-December,
where top leaders in China repeatedly stressed
the need for ensuring economic stability.

Policymakers are seeking to counter the effects
of weaker demand, supply chain disruptions as
well as a slowdown in the property sector.

“China’s stock market will be one of the wild
calls for 2022 after its sharp fall. It will remain a
liquidity-driven market where the losses can be
significant if conditions tighten.

“‘However, it can also potentially surprise. My
view is that China is a 2H'2022 story. Though,
this is dependent on how the government
reacts to the various challenges the economy is
facing,” he said.

Malaysia — Staying Selective
Closer to home, Teng believes that it will be a

stock picker's market for local investors as
Bursa languishes behind other regional peers.
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With foreign shareholding at an all-time low,
much of the exuberance have faded especially
on the back of a strong US dollar environment
which makes emerging markets like Malaysia
unattractive.

Though, Teng also views this as a blessing in
disguise as the domestic market will not be
susceptible to sudden foreign outflows.

“The technicals are more favourable with
limited foreign selling that can take place.
Instead, the direction of the market will be
influenced more by local players including retail
investors as well as institutional investors that
have grown massively in size and are looking
for opportunities to deploy,” he adds.

In terms of sector opportunities, Teng says that
as a firm it is positive on banks which are
expected to benefit from a rising interest rate
cycle as well as improvement seen in asset
quality.

Whilst banks have seen their earnings growth
diluted to the recent prosperity tax or ‘Cukai
Makmur’ introduced in Budget 2022, the impact
will be one-off. He adds that valuations of the
sector is also attractive with banking stocks
trading at a discount to its book value.

Table 3: Foreign shareholding in Malaysian equity market
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Technology and exporters are another key
segment that could see potential upside
underpinned by strong earnings visibility driven
by secular growth trends such as 5G, electric
vehicles (EV) and solar energy. Majority of the
sector is also insulated against the impact of
the prosperity tax.

However, Teng warns that many exporters and
tech counters are seeing a lot of pressure now
due to ESG headwinds especially pertaining to
the welfare of foreign workers.

“If corporates are not vigilant in managing this
issue well, there will be risks as we’ve seen
recently such as the loss of customers or
export bans,” he adds.

Against a volatile backdrop, Teng says that as
a firm it is cautiously positioned for 2022.

While, there will be pockets of rally and trading
opportunities, there is a need for markets to
first cross some of these bumps arising from
slower growth and tighter monetary policy,
before it can stage a more sustainable and
extended rally.

CHALLEMGING
ENVIRONMENT

* Cautious
« Slowing growth

« Tighter policies

& B> AFFIN HWANG
CAPITAL

Asset Management

“The risk is also that policymakers make the
mistake of tightening too early and too much in
the early stage of the recovery.

“Though, our read is that central banks are
erring on the conservative side due to the
lingering effects of COVID which could persist,
unless we find something that significantly
breaks through and the world can really move
on from the pandemic,” he said.

On inflection points, Teng sees retreating
inflation and a less hawkish Fed as potential
turnarounds for the market to improve. He adds
that Asian markets could see stronger support
on the back of policy easing by China.

“Beijing needs to show leadership on policy
easing in Asia and be able to convince markets
that it is responding to the reality on-the-ground
that its economy is slowing down more than
expected.

“‘Once we see these inflections points turning
and market conditions improve, we could
deploy more,” Teng concludes.
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IMFLECTION
POINTS

* [nflation retreats
* Less hawkish Fed

« China policy easing

#GrowWithUs

www.affinhwangam.com

Fundamental Flash

Page 5 of 6



AFFIN HWANG
CAPITAL

Asset Management

Disclaimer

This article has been prepared by Affin Hwang Asset Management Berhad (hereinafter referred to as “Affin Hwang AM”) specific for its use,
a specific target audience, and for discussion purposes only. All information contained within this presentation belongs to Affin Hwang AM
and may not be copied, distributed or otherwise disseminated in whole or in part without written consent of Affin Hwang AM. The information
contained in this presentation may include, but is not limited to opinions, analysis, forecasts, projections and expectations (collectively
referred to as “Opinions”). Such information has been obtained from various sources including those in the public domain, are merely
expressions of belief. Although this presentation has been prepared on the basis of information and/or Opinions that are believed to be
correct at the time the presentation was prepared, Affin Hwang AM makes no expressed or implied warranty as to the accuracy and
completeness of any such information and/or Opinions. As with any forms of financial products, the financial product mentioned herein (if
any) carries with it various risks. Although attempts have been made to disclose all possible risks involved, the financial product may still be
subject to inherent risk that may arise beyond our reasonable contemplation. The financial product may be wholly unsuited for you, if you
are adverse to the risk arising out of and/or in connection with the financial product. Affin Hwang AM is not acting as an advisor or agent to
any person to whom this presentation is directed. Such persons must make their own independent assessments of the contents of this
presentation, should not treat such content as advice relating to legal, accounting, taxation or investment matters and should consult their
own advisers. Affin Hwang AM and its affiliates may act as a principal and agent in any transaction contemplated by this presentation, or
any other transaction connected with any such transaction, and may as a result earn brokerage, commission or other income. Nothing in this
presentation is intended to be, or should be construed as an offer to buy or sell, or invitation to subscribe for, any securities. Neither Affin
Hwang AM nor any of its directors, employees or representatives are to have any liability (including liability to any person by reason of
negligence or negligent misstatement) from any statement, opinion, information or matter (expressed or implied) arising out of, contained in
or derived from or any omission from this presentation, except liability under statute that cannot be excluded.
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