cz") AHAM CAPITAL

ASSET MANAGEMENT

FUNDAMENTAL FLASH

Market Outlook 2023 |

Looking Beyond the
Challenges

Prepared by AHAM Asset Management

After a brutal year which saw almost all asset classes jolted by
inflation and rising interest rates, there are reasons to be
optimistic about 2023 as market conditions turn more
conducive.

But volatility still lays ahead and things are likely to get tough
before it gets easier.

Here are the key investment themes for 2023 and what
investors should keep an eye for.

Deep or Shallow Recession?

A recession is widely anticipated in US and Europe. Over the
past year, the US Federal Reserve (Fed) and the European
Central Bank (EBC) have embarked on a series of rapid and
synchronised tightening to tamp down on inflation.

The effects of tighter monetary conditions will now be felt in
2023 as businesses cope with higher borrowing costs and
shrinking liquidity.

While the timing of the recession is not certain because
monetary policy works with a lag effect, economic indicators
have begun to show signs of deteriorating as new orders and
manufacturing activity gauges fall.

There is also anecdotal news of businesses now having to slash
prices aggressively to clear out items which they stocked-up
earlier on due to fear of supply shortages.
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Flashpoints

Economic growth will soften with
US and Europe likely to fall into
recession.

Inflation seen moderating, though
could settle higher than pre-
pandemic levels.

The Fed will similarly ease up on
monetary tightening as price
pressures cool.

This bodes well for Asian equities
with  a weaker US dollar
environment and tailwinds from
China’s reopening.

Bonds are back as higher yields
and cheap valuations provide
attractive opportunities.
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As operating environments become tougher, we could see more downside to earnings in developed markets
(DMs) that could put pressure on stock prices.

Graph 1: Developed economies continue to face significant headwinds

6 - MANUFACTURING d 16
NEW ORDERS / INVENTORIES'
14 - 14
1z - . - 1z
i0 10
B - us -1 B
s - LEJ""KRO'“'“FA i DETERIORATING 4 s
— — AUSTRALIA DEMAND CONMDITIONS..,
4 -1 4
9o [~ INPUT PRICES' ‘\ - 80
A
Bo |- w.l - Ba
7o - 70
Bo f- 3 - &o
~ [\ J ..DESPITE EASING
J 4 A\ PRICE PRESSURES
50 [ A} . 50
vy - fo
10 / [ © BOOXL Research zo22 | L,
| | 1 ] ] ] 1 1

2006 2006 2020 022

Source: BCA Research, as of 24 November 2022

Fed Slows Down on Tightening

The ‘good’ news is that a deluge of economic data showing growth weakening as well as fractures in the labour
market will bring the Fed closer to the end of its tightening cycle. Greater slack in the labour market and a fall in
consumption which makes up to 70% of US GDP may put downward pressure on inflation, thereby allowing the
Fed to ease up on tightening.

This may set the scene for a recovery towards the year as the Fed pivots to a pause in tightening. There are
already signs of inflation peaking with Consumer Price Index (CPI) gauges showing a broad-based moderation in
price pressures that should continue moving forward.

Expectations of a slower pace in tightening could lead to a peak in US Dollar strength which would be a boost for
equities especially for emerging markets (EMs) which has historically moved inversely against the greenback.

China’s Great Reopening

Global recovery will also be supported by China’s reopening as authorities shifts away from its strict zero-COVID
policy. In an abrupt announcement last December, Beijing announced that it will be unwinding all its COVID
restrictions as well as lift its border closures to allow for international travel.

Given extensive pent-up demand, a consumption-led recovery will provide an uplift to growth coupled with the
resumption of outbound tourism. Given Asia’s proximity and extensive trade ties, the region is seen to be the
biggest beneficiary as China fully reopens.

However, its path of reopening is unlikely to be smooth sailing as infections surge. But, once investors are
prepared to look past the volatility and the country reaches its peak of COVID, China is expected to be a strong
source of growth and returns for Asia.
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Graph 2: Massive pent up demand in households
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Asia Could Outperform

Against a backdrop of benign inflation and the US dollar strength topping out, Asian equity markets is expected to
perform better compared to the US on a relative basis.

US earnings projections still appears too optimistic with EPS forecasts for 2023 only cut by 7%, while Asian
markets were revised downwards by over 24%. Tailwinds from China’s reopening could also provide a lift to the
region as earnings cuts find an earlier bottom.

However, it will be important to monitor how deep or shallow the global slowdown will be as the impact of higher

interest rates begin to bite and chip away at growth. There is also a need for more catalysts in order for Asian
markets to deliver stronger upside potential.

Graph 3: China’s Recovery Benefits Asia
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Malaysia’s Recovery Momentum Continues

In contrast to the expected slowdown in the US economy, Malaysia’s economic fundamentals remain strong with
the gross domestic product (GDP) expected to be one of the strongest in ASEAN this year. Moreover, corporate
earnings is forecasted to rebound sharply, after it was dampened by a one-off prosperity tax last year.

From a fund flow perspective, domestic funds are sitting on high cash levels with foreign positioning at near all-
time lows. With the return of political stability and a compelling growth story, foreign inflows that could drive
markets higher. In every year between 2010 to 2021, whenever there is net foreign buying, our market has been
driven positively higher.

Bonds Poised for a Comeback

Bond investors may also see some relief this year after enduring a painful 2022 which saw rates volatility reaching
unprecedented highs. The US 10-Year Treasury Yield moved within a range of up to 260 bps last year compared
to historical averages of 150-200 bps. In 2023, volatility in rates is expected to temper down as we see a slower
pace of adjustment in rates. In addition, a slower growth outlook is beneficial for rates.

On the credit side, valuations are also turning attractive especially with higher yields which give long-term
investors an attractive entry point to rebuild exposure. After massive outflows in the fixed income space, we also
expect technicals to be more favourable given limited downside risks. A weaker USD environment would also be
beneficial for Asian credits as the Fed slows down its pace of rate hikes.

*k%

Disclaimer

This material has been prepared by AHAM Asset Management Berhad (hereinafter referred to as “AHAM Capital”) (formerly known as Affin
Hwang Asset Management Berhad) specific for its use, a specific target audience, and for discussion purposes only. All information
contained within this presentation belongs to AHAM Capital and may not be copied, distributed or otherwise disseminated in whole or in part
without written consent of AHAM Capital. 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, AHAM Capital 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. AHAM Capital 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. AHAM Capital 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 AHAM Capital 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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