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MALAYSIA & REGIONAL

1. THE WEEK IN REVIEW (6-13 May 2022): Bank Negara Malaysia (BNM) unexpectedly raised the overnight
policy rate (OPR) by 25 bps to 2.00%. The rate hike surprised, as consensus were anticipating a hike only in the
second half of 2022. As at the end of April, the Bloomberg Implied Policy Rate pointed to the first rate hike
sometime only in the third quarter, at the earliest. Nonetheless, BNM’s confidence in raising the OPR arose
from the view that “domestic growth (is) on a firmer footing, driven by strengthening domestic demand amid
sustained export growth.. (and) the (BNM) Monetary Policy Committee decided to begin reducing the degree
of monetary accommodation. This will be done in a measured and gradual manner”. Disappointingly, the rate
hike and BNM’s pronouncement of “domestic growth on a firmer footing” failed to lift banks and the KLCI.
Typically, the beneficiaries of higher interest rates and the proxy for domestic growth are banking stocks. The
FTSE Bursa Malaysia Emas Banks index and the KLCI lost 1.0% and 1.3% WoW respectively after succumbing to
regional volatility. Last week, the MSCI Asia ex-Japan (MXASJ) fell 2.4%, with ASEAN (-4.5%) as one of the least
performers as global growth concerns modulated local GDP optimism.

2. STRATEGY & OUTLOOK: We think the sell-down in Malaysian equities is unjustifiable as the economy’s
“transition to endemicity on 1 April 2022 would strengthen economic activity”, as attested in the MPC
statement that accompanied the rate hike. Malaysia’s transition to COVID-19 endemic phase has seen
consensus GDP forecast for 2022 rise from 5.7% at the start of the year to 6.1% as at last Friday (source:
Bloomberg). Last week, Malaysia reported its Q1 2022 GDP print of 5% which exceeded consensus estimates
that ranged from 3.3 to 4.8%, and validates the upgraded GDP outlook for the year. The Malaysian
government bond yield curve bear-steepened to reflect this optimism, with the 10-year yield rising 80 bps
YTD. Bloomberg’s market-implied policy rates (MIPR) for Malaysia currently indicates another 50 bps rise in
OPR over the rest of 2022.
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If MIPR expectations materialize, the total rate hike for 2022 may be up to 75 bps — similar to the YTD rise in
10-year government bond yield — and banks with the higher proportion of loans to variable lending rates
stand to benefit. Our Malaysia and regional funds are invested in Malaysian banks, where the best beneficiary
has up to 92% of its books in floating-rate loans.

Malaysia is attractive following last week’s decline, and the 25 bps rate hike that potentially raises KLCI’s 2022
earnings by 1%, as estimated by a research house. The KLCI’s 2022 PER of 14.8x is below its 5Y average of
16.3x, (2) price-to-book ratio of 1.5x is below its 5-year average of 1.6x, and (3) the dividend yield of 4.0% is +1
standard deviation above its 5-year average of 3.5% (historically 3-4%). Moreover, Malaysia is able to
withstand higher borrowing costs going forward given that the net gearing levels of the broader FTSE Bursa
Malaysia Emas Index has dropped to 84% in 2021 from 88% in the pre-pandemic and pandemic years of 2019
and 2020. With the rise in corporate profitability on the back of economic recovery, the index’s net debt-to-
EBITDA dropped from 2.4x in 2019 and 2.9x in 2020 to 2.1x in 2021. Bloomberg consensus expects further
declines to 1.9x in 2022 and 1.8x in 2023. Regionally, the MSCI Financials index (-3.9% WoW) underperformed
the broader MXASJ index (-2.4%) to reflect global growth concerns. Like Malaysia, other ASEAN countries have
also moved to COVID-19 endemic stage and the country with similar domestic (e.g. easing of travel
restrictions, higher domestic consumption) and external (e.g. commodity exports) drivers is Indonesia. As the
Indonesia central bank adopts an inflation-targeting framework of 2-4% for 2022 and the April 2022 CPI has
jumped to 3.5% from 2.6% in March, there is now speculation that Bank Indonesia will raise rates at its 24
May meeting. When Indonesia kept it unchanged at 3.5% in April, the Rupiah depreciated by almost 2% in a
month to 14,613 last Friday. In Indonesia, policy rate is also used as a tool to ensure currency stability. As in
Malaysia, a rate hike will benefit Indonesian banks, where regional portfolios have exposure.
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Exhibit 1: FBM KLCI and FBM Shariah Index
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Exhibit 5: Malaysia's Premium/Discount to Asia ex-Japan based on Current PER (%) Exhibit 6: KLCI's 2022 Price-Earnings Ratio (PER, x)
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Exhibit 7: KLCI's Price-to-Book Ratio (PBR, x) Exhibit 8: KLCI's Dividend Yield (DY, %)
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Exhibit 5: Year 2022 Price-Earnings Ratio (Dec 2019-Current)
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FOREIGN NET FLOWS
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Exhibit 6: Selected ASEAN Equity Markets (Net USD mil)
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DISCLAIMER

This document is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation of an offer to
buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security's price or value may rise or fall. Opinions or recommendations
contained herein are in form of technical ratings and fundamental ratings. Fundamental ratings include various financial data from the income statement, balance sheet, and cash flow statement
items such as sales, profit, all important ratios, cash flows, working capital, cash conversion cycle and etc. over the past quarters and years. Technical ratings may differ from fundamental ratings as
technical valuations apply different methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction's stock exchange in the equity analysis.
Accordingly, investors' returns may be less than the original sum invested. Past performance is not indicative of future performance. This document is not intended to provide personal investment
advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this document. Investors should
therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this document. The
information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Astute Fund Management Berhad (“AFMB”)
(formerly known as Apex Investment Services Berhad) and consequently no representation is made as to the accuracy or completeness of this document by AFMB and it should not be relied upon as
such. Accordingly, AFMB and its officers, directors, associates, connected parties and/or employees (collectively, "Representatives") shall not be liable for any direct, indirect or consequential losses
or damages that may arise from the use or reliance of this document. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice. This
document may contain forward-looking statements which are often but not always identified by the use of words such as " anticipate", "believe", "estimate", intend", "plan", " expect", "forecast",
"predict" and "project" and statements that an event or result "may", “will", "can", "should", "could " or "might" occur or be achieved and other similar expressions. Such forward-looking
statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to differ materially from
those expressed in any forward-looking statements. Readers are cautioned not to place undue relevance on these forward looking statements. AFMB expressly disclaims any obligation to update or
revise any such forward-looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events. AFMB and its
officers, directors and employees, including persons involved in the preparation or issuance of this document, may, to the extent permitted by law, from time to time participate or invest in
financing transactions with the issuer(s) of the securities mentioned in this document, perform services for or solicit business from such issuers, and/or have a position or holding, or other material
interest or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in
this document. One or more directors, officers and/or employees of AFMB may be a director of the issuers of the securities mentioned in this document to the extent permitted by law. This
document is prepared for the use of AFMB clients, consultants or Representatives and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole
or in part in any form or manner without the prior express written consent of AFMB. AFMB and its Representatives accepts no liability whatsoever for the actions of third parties in this respect. This
document is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation. This document is for distribution only under such circumstances as may be permitted by applicable law. The
securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers,
warnings or qualifications may apply based on geographical location of the person or entity receiving this document.

This document has not been reviewed by the Securities Commission Malaysia (“SC”), Federation of Investment Managers Malaysia (“FIMM”) and Employees Provident Fund (“EPF”). The SC, FIMM
and EPF are not liable for this document and are not in any way associated with this document. The SC, FIMM and EPF are not responsible for the contents herein and do not make any

representation on the accuracy or completeness of this document, either in whole or in part.

Data, charts and news sources are derived from Bloomberg. Portfolio Managers' Views are from Astute Fund Management Berhad.
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