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The Russia-Ukraine conflict and
its implications for Malaysia
markets

What happened?

On 24 February 2022, Russia deployed its military
into Ukraine, marking a significant escalation in the
Russia-Ukraine conflict. In respond, the US, UK, EU
and several other countries condemned Russia’s
actions and imposed sanctions on Russia, focusing
on Russian banks and individuals. The situation is
fluid at the moment and conditions may change
rapidly depending on the events that will unfold over
the next couple of weeks.

Impact on the Malaysia equity market appeared
shallow and short-lived; the FBM KLCI was down
10.77% on 24 February 2022, in line with global risk-
off sentiment. However, FBM KLCI rebounded
1.13% the following day, erasing all losses from the
previous session, to approach the psychological
resistance of 1,600 points.

Malaysia bond market was also relatively calm, with
yields largely unchanged amid light buying flows.
This was in contrast to the volatile swing in the US
Treasury (UST) market, which saw yields plunging
initially from safe haven trades but swung back up
later due to inflationary fears. The price action of
USTs appeared to show conflicting dynamics at
work. On one hand, risk-off sentiment bodes well for
bonds but on the other hand, inflationary fears
reduce the allure of bond investments.

Our thoughts

The Russia-Ukraine conflict has minimal direct
repercussions to the Malaysia economy as both
nations only accounted for 2less than 1% of total
trades and Malaysia’s financial exposure to Russia
and Ukraine are limited. However, there are indirect
implications in the form of higher commodity prices
and global inflationary pressure given both Russia
and Ukraine are major oil and natural gas producers.
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Commodity prices has climbed higher since the
conflict emerged a few weeks ago and the escalation
of conflict sent commodity and energy prices soaring.
We expect elevated prices to linger for as long as the
conflict is unresolved, which ultimately is beneficial
for commodity-producing countries like Malaysia.

At the same time, inflationary pressure caused by the
higher energy and commodity prices as well as
sanctions-related supply disruption can potentially
obstruct economic growth, which complicates
monetary policy decisions, especially for the
European Central Bank.

Impact from geopolitical crises on financial markets
had typically been short-lived in the past.
Nonetheless, there are multitude of ways in which the
conflict can play out. Protracted military campaign
and uncertainties relating to the final outcome of the
conflict are likely to result in heightened market
volatility over the near term.

Malaysia equity strategies

We maintain the strategy for our Malaysia equity
strategies; we believe in keeping well-diversified
portfolios between growth/technology as well as
recoverylyield segments to help us ride through this
volatile period.

Our tilt towards commaodities since the beginning of
the year has benefited the portfolios as fear of supply
disruption continues to drive commodity prices up.
We believe investment themes that are highly
correlated with inflationary trend will continue to do
well in the short to medium term.

The overall impact to Malaysia equity market should
be contained over the longer term; we intend to take
the opportunity from any market weakness to
bottom-fish on stocks, whose fundamentals are still
intact and valuation has become more attractive.

With the US Federal Reserve expected to remain
hawkish, growth stocks may continue to be under
pressure. Hence, we will continue to rotate certain
weight from the sector into recovery stocks with the
aim to reduce portfolio volatility, favouring financial,
commodities and utilities. These sectors are
supported by 1) cheaper valuation; 2) relatively

2 Source: Hong Leong Investment Bank Research, “Ukraine-Russia conflict: Implications to Malaysia”, 25 February 2022



Investment Note

attractive dividend yield and 3) laggard recovery
play.

We also believe in keeping selective tech stocks that
will continue to grow and remain long-term structural

winners. These stocks will help us sustain our
performance when market rebounds eventually.

Malaysia fixed income strategies

The Malaysian bond market has demonstrated
remarkable resilience relative to global bond markets
and current market valuation has largely priced in
rate hike expectation - Bank Negara Malaysia is
expected to start hiking Overnight Policy Rate in 2H
2022 - as well as local supply-demand dynamics.
However, sentiment remains lacklustre as rate hike
expectations and inflation uncertainties weigh on
market sentiment.

Our portfolio is positioned defensively at this
juncture, with short portfolio duration, to brace
against volatility and market risks. That said, we are
less negative on the local bond market compared to
last year and intend to lengthen portfolio duration
gradually once global markets stabilize.

We believe income return continues to be the primary
driver of our fixed income portfolio returns and have
positioned our investment portfolio to leverage on
corporate bonds for yield enhancement. Focusing on
corporate bonds also provide better price stability as
any upward movement in rates will be buffered by
credit spreads.
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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.

These materials have not been reviewed by and are not registered with
any securities or other regulatory authority, and may, where appropriate,
be distributed by the following Manulife entities in their respective
jurisdictions.  Additional information about Manulife Investment
Management may be found at manulifeim.com/institutional.
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Company Limited.
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