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General disclaimer: This newsletter is strictly for distribution to
investors of Areca Capital Sdn Bhd only. This newsletter shall
not be copied, reproduced, distributed without Areca Capital
Sdn Bhd'’s written consent. Readers shall not rely on the
information contained in this newsletter without seeking
professional advice and conducting independent research.
The articles produced are based on material and information
compiled from data considered to be reliable at the time of
writing and they are merely expressions of belief and may
include, but are not limited to financial news, opinions,
analysis, forecasts, and projections from various sources. The
opinions expressed are subject to change without notice. The
views expressed herein are not necessarily those of Areca
Capital Sdn Bhd. Although every reasonable care has been
taken to ensure the accuracy and objectivity of the information
contained in this newsletter, we do not accept any liability,
directly or indirectly, that may arise from any decision or action
taken or attributable to the use of the information in this
newsletter.

This newsletter is for informational purposes only and shall not
be construed as an offer, solicitation, recommendation, or
aavice to buy or sell any investment product, including any
collective investment schemes or shares of companies
mentioned within. Investors are advised to read and
understand the contents of the disclosure documents of the
relevant fund or consult professional investment advisers
before making any investment decision.

Dear Investors,

As we usher in the Year of the Rabbit, portfolio diversification will
remain as highly relevant as ever. From an investor’s perspective,
your strategic asset allocation should be tuned towards your own
needs and risk appetite.

We hope that our views will help you calibrate your investment
compass for 2023. When times are tough, it is not just important to
stay the course, but it may also present long-term opportunities
along the way.

In this edition of Flash, Edward and | share our market insights on
equities and fixed income for the first half of 2023, and Chaw Chern
discusses the impact of inflation.

Stay invested. Happy reading!

anny Wong
Chief Executive Officer
Areca Capital Sdn Bhd
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BY DANNY WONG

REVIEW AND OUTLOOK

Global and Malaysia Review — 2022, A Volatile Year

What a year 2022 was. The global economy was plagued with many challenges. The COVID-19 pandemic's lingering
impact on the global supply chain, supply disruptions and a surge in commodity prices exacerbated by the
Russia/Ukraine war, and multidecade high inflation triggered a synchronised tightening of monetary policy across many
advanced and emerging economies.

As such, 2022 has been especially volatile for equities. Only a handful of markets (Singapore, Indonesia, India, and
Thailand) managed to generate a positive return, while most economies were in the red, including our very own FTSE
Bursa Malaysia KLCI.

Chart 1: Equity Market Performance (1 January 2022 — 31 December 2022)
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The Malaysian economy expanded by 14.2% y.0.y in the 3rd quarter of 2022, an increase from 8.9% in the previous
quarter. This was largely attributed to the lower base in the 3rd quarter of 2021. Nevertheless, the 2nd quarter also
showed strong growth as the country eased its COVID-19 restrictions and reopened its international borders. The
inflation rate, on the other hand, saw an increase from 2.3% in January to 4.7% in August before it started to decrease
to 4% in November 2022. Even so, Malaysia’s inflation rate, as of November 2022, was relatively lower than economies
such as the Euro Zone (10.0%), United States of America (US) (7.1%), Philippines (8.0%), Thailand (5.6%), Indonesia
(5.4%) and the Republic of Korea (5.0%).

Global Outlook - Is Growth Slowing? But on the bright side, are we nearing the end of the Fed’s hike cycle?
The World Bank, in its January 2023 Global Economic Prospects report, projected that global growth will decelerate
sharply to 1.7% in 2023. This will be the third weakest pace in nearly three decades, behind the 2009 and 2020 global
recessions. As such, we expect volatility to persist, and we remain cautious about the downside risks that could cause a
further slowdown in global growth. Nevertheless, China’s reopening could provide support for global growth.

Meanwhile, in the US, its inflation rate fell to 6.5% y.0.y in December 2022, the smallest annual increase since May 2021.
This indicates that inflation continues to moderate and we might see a less aggressive Fed in 2023. As much of the hikes

cont’d on page 3 —»
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(0.25% to 4.5%) have been implemented, we anticipate that the Fed’s hike cycle is nearing its end with a slower pace of
rate hikes, perhaps another 1 percentage point to go.

Malaysia Outlook and Our Strategy — Uncertainty Dissipates. Watch Out for Macro Factors.

Growth in Malaysia is projected at 4.0% in 2023, relatively higher compared to the projected growth of the global
economy. Similar to our views in our previous Areca Flash (July - Dec 2022), we anticipate that much of the downside
risks may have been priced in by the markets. The political uncertainty that plagued much of 2022 has been moderated
with the conclusion of the 15th General Election and the formation of a Unity Government with a supermajority
(two-thirds) in Parliament.

We believe that domestic companies in our scope remain fundamentally intact, and the macro outlook still dominates
global downside risks. Our focus remains on the long-term outlook, not on market sentiment or short-termism. We will
continue to employ our barbell strategy in our Malaysia portfolio.

Value (Reopening) Growth

Domestic demand remains the key driver of growth in The technology sector has been heavily bashed down in
2023. 2022.
- Bursa Malaysia Technology Index posted a

- Improvements in labour market conditions and
disappointing return of -34.29%.

income prospects.

- Unemployment rate decreased to 3.6% in .
November 2022 from 4.3% in November 2021. Appetite for growth may resume once the Fed becomes
less aggressive and hawkish.

- But this won’t necessarily affect the entire
technology sector.

- Important to remain selective on specific
sub-segments within the sector.

Reopening of international borders.

- Malaysia has seen a high rise in tourist arrivals since
April 2022.

- The reopening of China’s borders in December
2022 may see an influx of Chinese tourists in 2023.

BNM'’s stance remains accommodative and supportive Similar to our views in the previous Areca Flash, we
of economic growth. expect the secular trends in technology to remain intact
and grow in the long term.
- i.e. Demand for 5G-related services, Al, Internet of
Things, and Electric Vehicles.

China’s Outlook and Our Strategy — World’s 2nd-Largest Economy Re-Opens

As a result of its COVID-19 restrictions, unprecedented droughts, and property sector stress, China’s economic activity
deteriorated considerably in 2022 (Table 2). This led to an estimated slow growth of 2.7% in 2022 by the World Bank, the
weakest growth pace since the mid-1970s (excluding 2020).

However, China’s growth is projected to improve to 4.3% in 2023, as its government has begun lifting COVID-19
restrictions in December 2022, thus allowing economic activity to gradually recover and release pent-up consumer
spending.

cont’d on page 4 —»
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As such, we remain long-term positive about China (particularly in its banking and technology sectors), and as sentiment
recovers, prices will start to reflect fundamentals. This can be especially seen in China’s banks, whose 12-month forward
dividend yield was at an attractive record high in October 2022 (Table 3).

Table 2: Industrial production, retail sales, Table 3: 12m Fwd Dividend Yield
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Ultimately, we tap into China’s long-term plans and targets for achieving self-sufficiency. Plans such as the 14th 5-Year
Plan, which emphasises innovation, dual circulation, and reforms to increase living standards, and the "Made in China
2025" policy, which emphasises further development in its manufacturing sector, are key drivers in the growth and
development of its technology sector. Furthermore, we have seen that the regulatory overhang on its technology sector
has largely been removed.

We have been taking a more active strategy in our China equities portfolios.
Conclusion - Opportunities in 2023

Looking into 2023, we might see a less aggressive Fed as the US inflation rate continues to moderate, which would be
positive for sentiment on equities. We remain cautiously optimistic about Malaysian equities and agile for any changes.
Our barbell strategy remains in place as domestic companies in our scope remain fundamentally intact and the macro
outlook still dominates global downside risks. We remain long-term positive on China, as its economy has begun to
recover from COVID-19 restrictions.

We are employing both top-down and bottom-up approaches in our asset allocation and stock picks, which enables us
to not only identify promising sectors but attractive companies in unfavourable sectors too. Nonetheless, downside risks
and uncertainties from 2022 may continue into 2023. Hence, we will retain our flexibility and agility while being cautious
in our asset allocation, sectors, and stock selection. For investors, portfolio diversification is key.

Source: From various compilations. The article was written on 12th January 2023.
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BY EDWARD [SKANDAR TOH

Are We There Yet?

Six months ago, | wrote about the hawkishness of the United States Federal Reserve (Fed) in raising interest rates and
using quantitative tightening to combat multidecade high inflation.

Since then, the Fed has continued its crusade to kill inflation by aggressively hiking interest rates from 0.25% in March
2022 to 4.5% in its December 2022 meeting. In terms of the Effective Federal Fund Rate (EFFR), the Fed raised 425 basis
points within 3 months (Table 1). The current rate hike cycle has been the most aggressive and fastest over the past 35
years, more than twice as fast as the Mar 1988 — May 1989 cycle and more severe than the Jun 2004 — Jun 2006 cycle.

Table 1: Current vs Previous Rate Hike Cycle

Period Duration | Total Change in EFFR | Change in EFFR | Inflation Rate at
(Months) | (Basis Points) per Month Start of Cycle

Mar 1988 - May 1989 | 14 323 23.07 3.90%

Feb 1994 - Feb 1995 12 267 22.25 2.50%

Jun 1999 - May 2000 | 11 151 13.73 2.00%

Jun 2004 - Jun 2006 24 396 16.50 3.30%

Dec 2015 - Dec 2018 36 203 5.64 0.70%

Mar 2022 - Dec 2022 |9 425 47.22 8.50%

Source: VisualCapitalist, Federal Reserve, U.S. Bureau of Labor Statistics

So, are we there yet? Will the Fed continue to raise interest rates, or are we nearing the end of the hike cycle?
Are Interest Rates Peaking?

The US inflation rate peaked at 9.1% in June 2022. The latest Consumer Price Index (CPI) Data shows that the inflation
rate fell to 6.5% y.o.y in December 2022 from 7.1% in November. In line with market expectations, this marks the sixth
consecutive month when the inflation rate slowed down but was still more than three times higher than the Fed’s 2%
target rate.

Several factors helped push inflation lower in the US. One factor is that global supply chain pressures, while still above
pre-pandemic levels, have eased since mid-2022 and are returning to historical averages. This was largely attributed to
lower transportation costs (Table 2), the normalisation of inventories (Table 3), and the cooling demand for goods.

As such, supply-side bottlenecks are expected to continue to ease in 2023 as economies worldwide continue to reopen
their borders. This is especially encouraging as the world’s 2nd-largest economy, China, ended its zero-COVID policy in
December 2022 and began reopening its economy and borders. Additionally, the United Nations Black Sea Grain
Initiative paved the path for a resumption of both Ukrainian grain exports via the Black Sea and Russian food and fertiliser
to the global market, allowing for the stabilisation of food prices worldwide.

cont’d on page 6 —»
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Another factor that helped push inflation lower is that the US Wages and Salaries growth rate has been decreasing from
11.4% in February 2022 to 5.28% in December 2022. This may indicate a slower rise in the cost of producing goods due
to arise in wages, pushing wage push inflation lower.

Allin all, we might see a less aggressive Fed in 2023 as the inflation peak may be behind us and continues to slow. As
inflation is still more than 3 times higher than the Fed’s target, we can likely expect more rate hikes but at a slower pace,
potentially until it reaches the peak expectation of 5% or near 5%.

Table 2: Global Supply Chain Pressure Index Table 3: Manufacturing Purchasing Managers’
Index (PMI) Subcomponents
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Malaysia - Some Rates Upside But Limited

On our home front, in its assessment, Bank Negara Malaysia (BNM) expects that Malaysia’s headline inflation has likely
peaked in 3Q 2022 and will moderate thereafter. In its November 2022 meeting, BNM decided to increase the Overnight
Policy Rate (OPR) to 2.75% to keep inflation in check but not curtail economic recovery. Despite pressure from interest
differential and imported inflation, BNM monetary policy remains accommodative and supportive of economic growth
with a measured approach in gradual rate hikes.

As inflation will likely remain elevated despite moderating, BNM may have a couple more hikes to go, depending on the
government’s subsidy policies, which we can catch a glimpse of in the tabling of Budget 2023 in February 2023.
However, with the global slowdown ahead, the runway for rate hikes may be short.

Source: From various compilations. The article was written on 12th January 2023.



INFLATION — THE SILENT KILLER?
BY WONG CHAW CHERN

A bowl of prawn mee may have used to cost less than RM1 in the 70s, now prices can be north of RM10. In a span of
50 years, based on the estimated prices, that would work out to be a relative increase of 900%. This is what we call the
inflationary effects. Simply put, inflation is the increase in the cost of goods and services over time.

Inflation reduces the real value of money. A reduced purchasing power will mean that "X" amount of money now will not
be able to buy the same amount of goods in the future. Putting it in perspective, in a 4% inflation environment, what used
to cost RM100 is going to cost RM148 in 10 years’ time.

What are the main causes?

There are a few causes and types of inflation. Here, let’s examine cost-push and demand-pull factors.

Cost-push inflation happens when businesses pass on costs to their customers to protect their margins. They may have
raised the price of certain goods due to an increase in the price of a crucial component in producing the goods, e.g., a
rise in labour costs, petrol, gas, or sugar.

Demand-pull Inflation occurs when the demand for goods increases to the extent that the existing supply is unable to
catch up. When demand outweighs supply, prices increase. It is usually taken as a sign of a growing economy as
consumers have more disposable income or experience increased consumer sentiment.

How is inflation measured?

The Consumer Price Index (CPl) is one of the broader measures to track inflation, measuring the average change in the
price of a basket of goods and services.

Consumer Price Index Component Weight

Education Housing, water, electricity,
1.3% _ - gas & other fuel
23.8%
Health
1.9% D— ]
Alcoholic beverages & tobacco 7
2.4% B
Restaurant & hotel
2.9%
Clothing & footwear _
3.2%
Furnishing, household '
equipment & routine [ _ Miscellaneous
household goods & services
maintenance I 6.7%
4.1% | Communication
Recreation services & | 4.8%
culture
4.8% Source: Dept of Statistics M'sia. Data as of Dec 2022

cont’d on page 8 —»
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The CPI is made up of 12 broad items, which are assigned their corresponding weights. A theoretical 10% increase in
fuel price will have a +1.46% effect, on its own, on the CPI. This is based on the transportation component’s weight in the
CPI, which is 14.6%.

Inflation is expressed in terms of percentages. Hence, if the CPI is up 4% year-on-year, this would mean that prices are
generally 4% higher compared to the previous year.

Since inflation reduces purchasing power, wouldn’t it be better for us to have zero or negative inflation?

The opposite of inflation is deflation, which is characterised by a situation whereby the prices of goods and services are
decreasing. Sounds like a good thing, no? Well, here’s a short example:

In a deflationary environment, consumers will end up holding back on purchases. They believe prices will be even lower
in the future, so what'’s the incentive to buy now? This creates a downward spiral in the economy. Due to a lack of demand
and poor consumer sentiment, businesses end up making losses. They are not willing to stock up on goods as no one is
buying. Factories cut excess production capacity. Eventually, workers will get laid off. This will eventually affect the banks
as individuals and businesses default on their loans. In short, economic activity is effectively brought to a halt.

So as you can see, deflation is an even worse enemy than inflation. It is better to have a gradual and stable increase in
the rate of inflation over time.

Why is it important to understand the effects of inflation?

Recall that inflation reduces your purchasing power, which means it gradually increases your cost of living. Secondly,
money left uninvested eventually loses its value. With inflation running at 4%, every RM100,000 left uninvested loses
RM4,000 in value each year. The effects become even more pronounced over time.

In order to at least keep up with inflation, we must invest!

Investing in equities can be an example of a hedge against inflation. Over the long run, you can expect companies’
earnings to increase at least in tandem with or higher than the inflation rate. Investment in real estate or properties is
another example. Most importantly, however, it is crucial to keep your investment portfolio diversified in accordance with

your risk profile.

A lack of understanding of the need for returns net of inflation can lead to a faster-than-expected rate of capital attrition.
For the average investor, we should aim to achieve positive returns above the inflation rate.

We think that the inflation risk is a silent killer; one that you must not underestimate. It starts off as a thief in your wallet
before eventually growing into a ravenous beast that eats away at your wealth if left unchecked.

Source: From various compilations. The article was written on 5th January 2023.
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Areca Capital is thrilled to have successfully concluded its “Set Your Investment Compass With Strategic Asset Allocation”
roadshows across various cities in Malaysia last year end. The roadshows were held in Kuala Lumpur, Ipoh, Penang, Malacca,
Johor, Kuching, and Kota Kinabalu and received a warm welcome from the local communities. These roadshows provided Areca
Capital with a platform to engage with its stakeholders, share useful insights and outlooks on the market, and most importantly,
to better understand the needs and aspirations of its clients. The response was largely positive and Areca Capital is grateful for
the opportunity to connect with its clients on a more personal level. The roadshows have further solidified Areca Capital's
commitment to delivering exceptional service and tailored solutions to meet the unique needs of its clients.

Head Office
-t -t 107, Block B, Pusat Dagangan Phileo Damansara |, Phone: 603-7956 3111
CO n aC US No.9, Jalan 16/11 Off Jalan Damansara, Fax: 603-7955 4111

46350 Petaling Jaya, Selangor, Malaysia E-mail: invest@arecacapital.com

Penang Branch

368-2-02 Belisa Row,

Jalan Burma, Georgetown,
10350 Pulau Pinang, Malaysia
Phone 1 604-210 2011
Fax :1604-210 2013

Ipoh Branch

11, Persiaran Greentown 5,

Greentown Business Centre,
30450 Ipoh, Perak, Malaysia
Phone : 605-249 6697
Fax : 605-249 6696

Malacca Branch

95-A, Jalan Melaka Raya 24,

Taman Melaka Raya,
75000 Melaka, Malaysia
Phone 1 606-282 9111
Fax 1 606-283 9112

Kuching Branch

1st Floor, Sublot 3,

Lot 7998, Block 16,
KCLD, Cha Yi Goldland,

Jalan Tun Jugah / Stutong,

93350 Kuching, Sarawak,
Malaysia

Phone 1 082-572472

Johor Bahru Branch

No 105, Jalan Meranti Merah,
Taman Melodies,

80250 Johor Bahru, Malaysia
Phone : 07-336 3689
Fax : 07-336 3689

Kota Kinabalu Branch

Unit 5-1-8, 1st Floor,

Lorong Api-Api 1,

Api-Api Centre,

88000 Kota Kinabalu, Sabah,
Malaysia

Phone : 088-276 757
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