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Q1 2022 Malaysia market
review: Escaping the shackles
of interest rate hikes & the
Russia-Ukraine conflict

Growing pressure on policymakers ringed in the start
of Year 2022, with the US Federal Reserve paving
the way forward — affirming their stance of an
aggressive interest rate hiking cycle to combat
stubbornly high inflation in the US, arising from
supply chain disruption, labour shortage and high
energy prices. Inflationary fears were further
aggravated by Russia’s invasion of Ukraine on the
24™ of February 2022 — causing Brent Qil prices to
hold firm above the $100 mark, with US inflation print
soaring in tandem with global commodity price
movements — hitting a four-decade high of 8.5% in
March — all of which were exacerbated by concerns
over supply disruption and war-induced sanctions on
Russia. In response, the US Federal Reserve kick-
started its interest rate hiking cycle with a 25 basis
points (bps) rate hike in March, on the back of its
strong labour market — its first offense of many,
expected this year.

Tremors from the Russia-Ukraine conflict were felt
across Europe as well. Energy costs in the region hit
new highs as Russia, accounting for approximately
40% of the EU’s natural gas imports, faces severe
disruption in its supply chain to Europe. As a result,
European natural gas prices rose by 18% in March
since the start of the war, causing European
consumer confidence to deteriorate concurrently.

Over in Asia, China markets were still heavily
battered for the quarter ending 315 March 2022 due
to increasing concerns over its economic growth — a
spillover effect from tough regulations being enforced
on real estate and internet companies last year.
Nevertheless, markets rallied following assurances
given by the Chinese Government that they would
keep markets stable — signalling that a potential end
to regulatory crackdowns on internet companies and
a sharp slowdown in the property market would
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materialise soon. At present, risk to China’s economy
prevails as the region is ravaged by rising COVID-19
cases, prompting authorities to impose strict
lockdowns on several major cities, including
Shenzhen and Shanghai, both of which are China’s
key financial and technology hubs.

In ASEAN, there has been minimal direct
repercussions from the Russia-Ukraine conflict.
Notwithstanding, indirect implications rippled within
ASEAN in the form of higher commodity prices and
increased global inflationary pressures. This would
prove beneficial for ASEAN commodity exporting
nations such as Malaysia, Thailand, and Indonesia.
Although COVID-19 cases remain high in the region,
most reported cases appeared mild and did not
require hospitalisation. This allows most ASEAN
regions to move towards the endemic phase, with a
focus on relaxing both border controls and standard
operating procedures that were previously put in
place during the pandemic. Many central banks in
this region continued with their accommodative
stances — Kkeeping interest rates relatively
unchanged to support economic recovery — thus
contributing towards positive stock market gains in
1Q 2022.

On the domestic front, Malaysia’s Q4 year-on-year
gross domestic product growth rebounded to +3.6%
from negative growth in the previous quarter. The
rebound was somewhat expected as economy
reopening commenced towards end of 2021. Early
indicators signalled moderate economic growth in 1Q
2022 and expected growth momentum to sustain
from 2Q 2022 onwards as Malaysia transition to
endemic phase of Covid-19 management and fully
reopens economic activities as well as international
borders.

Equity Market

1Q 2022 was a roller coaster of a quarter for the
Equity market — started out strong, only to fade
following the US Federal Reserve’s hawkish tilt and
remained low as Omicron peaked globally. Markets
had then corrected up till the end of February 2022 —
to crumble once again after Russia launched its
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“special military operation” in Ukraine. Most markets
had recorded double digit losses at the peak of the
invasion. Fears of supply disruptions, especially
within the commodity space had enabled commodity
exporting countries to record positive stock market
gains.

ASEAN markets were relatively resilient, with
Singapore (+9.1% quarter-on-quarter (gq-0-q)),
Indonesia (+7.4% q-0-q), Thailand (+2.3% g-0-Q),
Malaysia (+1.3% g-0-q) and Philippines (+1.1% g-o-
g) ending the quarter in the green. Contrastingly,
North Asian markets such as China (-10.6% g-0-q)
and South Korea (-7.4% g-0-q) lead losses — with
China still struggling with its regulatory crackdown,
property sector slowdown and lockdown risks, while
the technology-heavy South Korean KOSPI suffers
with the recent global sell-off in technology stocks.

Malaysia’s FBM KLCI ended 1.3% higher g-o-q to
finish the quarter at 1,587.36 points. Its best
performing sectors were Plantation, Financial
Services and Construction while its main detractors
were in the Technology space.

The broader market recorded positive gains as well
— with the FBM100 Index and the FBM Small Cap
Index returning +0.5% and +3.4% (-0-q respectively.

Moving towards the 2H of 2022, we believe in the
resiliency of the Malaysian equity market due to
attractive valuations, local market benefitting from
high commodity prices as well as the reopening of
economy and international borders.

Local political sentiment is also expected to improve
further — following Barisan Nasional’s landslide win in
the recent Johor state elections, pointing towards a
possible early general election. Through the
formation of a new stable government, new policies
would be rolled out, benefitting the economy while
potentially attracting the inflow of foreign funds as
well.

In the near term, we remain cautious on the impact
of a global shift towards a tightened monetary policy
and further escalations on the Russia-Ukraine front.
Impact from geopolitical crises on financial markets
had typically been short-lived in the past. Thus, we
remain positive on the equity market over the longer
term once geopolitical condition stabilizes and as

economic recovery continues amid transition
towards an endemic phase for Covid-19.
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Fixed Income Market

US Treasury (UST) yields surged amid ultra-hawkish
stance by the US Federal Reserve and multi-
decades high inflation prints. UST yields continued
their upward march; 2-year, 5-year and 10-year UST
rose +160 bps, +120 bps and +83 bps, closing the
quarter at 2.33%, 2.46% and 2.34% respectively.
The spike in yields transpired exponentially in March,
following the US Federal Reserve’s decision to raise
its benchmark Fed funds rate by 25 bps to a new
target range of 0.25% - 0.50%, while doubling-down
on its intention to hike aggressively to control
inflation. The Fed also hinted at the possibility of a
larger 50 bps rate hike quantum in the Fed’s next
meeting.

In the Asian Dollar bond market, spreads widened on
the back of geopolitical developments from Russia-
Ukraine and ongoing property market slump as well

2



Investment Note

as growth slowdown in China. Market sentiment
recovered slightly in March as Russia and Ukraine
engaged in peace talks while Chinese officials called
for actions to stabilise the financial markets and
proactive monetary response to boost economic
growth.

In line with the bearish global bond market,
Malaysian Government Securities (MGS) yield curve
climbed as well. 3-year, 5-year and 10-year MGS
yields rose +38 bps, +28 bps and +30 bps
respectively to close at 3.18%, 3.43% and 3.87%. In
March, Bank Negara Malaysia had kept the
Overnight Policy Rates unchanged at 1.75%, while
maintaining its accommodative stance to support
recovery while ensuring price stability. With that,
domestic factors are supportive for the MGS but
external factors are expected to remain a drag in the
near term. We are cautious of inflationary and outflow
risks in the market but is more positive on the long-
term outlook of bond markets once external
development stabilises.
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Disclaimer

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange trading suspensions and closures,
and affect portfolio performance. For example, the novel coronavirus
disease (COVID-19) has resulted in significant disruptions to global
business activity. The impact of a health crisis and other epidemics and
pandemics that may arise in the future, could affect the global economy
in ways that cannot necessarily be foreseen at the present time. A health
crisis may exacerbate other preexisting political, social, and economic
risks. Any such impact could adversely affect the portfolio’s performance,
resulting in losses to your investment.

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to
company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in exchange
rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material, intended for the exclusive use by the recipients who are
allowable to receive this document under the applicable laws and
regulations of the relevant jurisdictions, was produced by, and the
opinions expressed are those of, Manulife Investment Management as
of the date of this publication and are subject to change based on market
and other conditions. The information and/or analysis contained in this
material has been compiled or arrived at from sources believed to be
reliable, but Manulife Investment Management does not make any
representation as to their accuracy, correctness, usefulness, or
completeness and does not accept liability for any loss arising from the
use of the information and/or analysis contained. The information in this
material may contain projections or other forward-looking statements
regarding future events, targets, management discipline, or other
expectations, and is only as current as of the date indicated. The
information in this document, including statements concerning financial
market trends, are based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for
other reasons. Manulife Investment Management disclaims any
responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers, or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained herein. All overviews and commentary are
intended to be general in nature and for current interest. While helpful,
these overviews are no substitute for professional tax, investment, or
legal advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any of
their affiliates or representatives is providing tax, investment, or legal
advice. This material was prepared solely for informational purposes,
does not constitute a recommendation, professional advice, an offer, or
an invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit or protect against a loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than a century of financial stewardship to partner with clients across
our institutional, retail, and retirement businesses globally. Our specialist
approach to money management includes the highly differentiated
strategies of our fixed-income, specialized equity, multi-asset solutions,
and private markets teams, along with access to specialized, unaffiliated
asset managers from around the world through our multimanager model.
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