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OVERVIEW - PREPARES FOR A ROCKY JOURNEY AHEAD... BANK(SLAM

The U.S. Federal Reserve (Fed) is in for an aggressive tightening

v Minutes from the Fed June’'s meeting made it clear that officials are eager to move rates up
even when the economy shows early signs of slowing and recession fears mount.

v In fact, the 92.1% jump in the inflation during June (May: 8.6%) signals a big rate move might well
be in store for the next Federal Open Market Committee (FOMC) meeting on 26-27 July as the
Fed is determined to choke off rapid inflation.

International Monetary Fund (IMF) trimmed the U.S. growth forecast

v' The growth forecast for the U.S. economy was downgraded to 2.3% (previous estimation: 2.9%)
for 2022 and 1.0% (previous estimation: 1.7%) for 2023 due to soaring inflation.

v' The recovery growth of economy from the pandemic took a further plunge with the Russio-
Ukraine war, spiking fuel and food prices, as well as stoking inflation to 40-year high.

v' Hence, avoiding recession could be a challenge as the Fed has been aggressively hiking the
Federal Fund Rate (FFR).

Higher OPR is anticipated during 2H2022

v Following positive developments surrounding Malaysia’s economy, Bank Negara Malaysia (BNM)
decided to raise the Overnight Policy Rate (OPR) by 25 basis points (bps) in July, a similar
quantum during May’s meeting.

v Further adjustment in the OPR is needed as conditions which required the historically low OPR of
1.75% are receding.
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THE U.S. ECONOMY IN BRIEF —= CONSUMER SPENDING EDGES LOWER WHILE
LABOUR MARKET REMAINS TIGHT.
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MALAYSIA'S LABOUR MARKET MOMENTUM ESCALATED DURING 1H2022. .\« cici At
IT IS EXPECTED TO STRENGTHEN IN 2H2022 AMID FIRMER DOMESTIC DEMAND.
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LOE 2019 2020 2021 2022
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35,000 \ February 2,848 4,562 6,296 2,785
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‘ June 2,478 18,579 5,621 2,442
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Sources: CEIC, SOCSO
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MANUFACTURING SECTOR CONTINUED TO SUPPORT DOMESTIC ECONOMIC

GROWTH. NONETHELESS, SUPPLY CHAIN DISRUPTION ISSUES PERSIST.
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DOMESTIC EQUITY MARKET PERFORMANCES WERE AFFECTED

BANK(ISLAM
DURING 2Q2022, DRIVEN BY THE U.S. INTEREST RATE DEVELOPMENT. C/
Bursa Malaysia Sectoral YID Performance Monthly Foreign Net Inflow/Outflow in
as of June 2022 Malaysia's Equity Market, RM Billion
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v The FBM KLCI dropped by 7.9% on a year-to-date (YTD) basis, predominantly driven by external
headwinds, as well as earning and margin stresses. However, Crude Palm Oil (CPO) and Oil & Gas
(O&G) players have been benefiting from strong commodity prices.

v Meanwhile, foreign investors turned to be net sellers in June at 1.3 billion after 5 straight months as
net buyers. Notwithstanding that, cumulative foreign flows from January to June was still positive at
RMé6.1 billion as compared to RM3.2 billion net outflows during the same corresponding period last
year.

v" Moving forward, we foresee that the ongoing uncertainties in the global market amid aggressive

interest rate hike among major central banks may prompt further fund outflows from Moloysm
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FIXED INCOME - FOREIGN DEMAND WAS PRESSURED BY WEAK GLOBAL

SENTIMENT.
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The Malaysian Government Securities (MGS)
yields have surged between 66 bps and 79 bps
during 1H2022, mirroring the U.S. treasury (UST)
yields movement amid monetary tightening
cycle in the U.S.

However, the MGS yields were lower during early
of July.

This could signal that the investors are seeking for
safe-haven assets amid worries over recession
risks in the developed markets (the US. &
Europe).

Following this, we foresee that the 3-Y, 5-Y and
10-Y MGS yields to trend lower to settle at 3.89%,
4.30% and 4.57% due to global risk aversion.
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Foreign Fund Flows in Bond Market,
RM Billion
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Foreign investors have pulled a RM4.1 billion fund
from local bond market in June after acquiring @
total of RM0.5 billion during May.

It was the largest foreign outflows in over 2-years
as demand was weighed by the U.S. Fed’s
aggressive tightening.

Following this, the cumulative foreign fund have
turned net outflows to RM3.2 billion during
1H2022 compared to RM14.8 billion net inflows in
1H2021.

Looking forward, we anficipate that the foreign
fund outflows to persist in 2H2022 on the back of
rising uncertainties from aggressive rate hike by
the major central banks. The inversion of UST
yield curves have reinforced the pessimistic
view.



RINGGIT REMAINS ON DOWNWARD TREND AMID HAWKISH OUTLOOK

FROM THE U.S. FED. BANK(ISLAM
USDMYR MYR Against Regional Currencies,
YTD Gain% (As at 30 June 2022)
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v'On a YTD basis, the USDMYR has depreciated by 5.5%, attributable to various factors which led
to the weaker local note.

v The main compelling reason is the aggressive monetary tightening policy by the Fed in view of
the country’s inflation which skyrocketed to 40-year high.

v This has put a downward pressure towards emerging currencies including the Ringgit despite
the latest rating revision by S&P from negative to stable for Malaysia’s outlook on 27 June.

v Following this, the BNM appears to be intervening the foreign exchange market as reflected by
the fall in the international reserve assets (June: USD109.0 billion vs. May: USD112.8 billion).

v'Hence, Ringgit to remain volatile in the near-term following headwinds from the external front.
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WHAT TO LOOK FOR IN 2H20227?
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GLOBAL INTEREST RATE — DEMAND-PULLED INFLATION HAS BECOME
PREVALENT. RAISING THE BENCHMARK RATE IS EXPECTED TO BE THE BANK(SLAM
MAIN ANTIDOTES.

Policy rates Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22*

Advanced countries

Malaysia: Money Supply/Output vs.

US (Fed Fund Rate) 025 025 050 050 100 175 175 CPI

Japan (Policy Balance Rate) -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 18

Euro Zone (Main Refinancing Rate) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 16

UK (Bank Rate) 025 050 075 075 1.00 1.25 1.25 '

Canada (ON Lending Rafe) 025 025 050 100 100 150 250 4

Latin America 1.2

Mexico (ON Rate) 550 600 650 650 7.00 7.75 7.75 1.0

Brazil (Selic Rate) 925 1075 1175 1175 1275 1325 1325 08

Argentina (LELIQ 7D Notes Rate) 4000 4250 4450 4700 4900 5200 5200 o4

Eastern Europe 0.4

Russia (Key Rate) 850 950 2000 1400  11.00 9.50 950 o,

Ukraine (Discount Rate) 1000 1000 1000 1000 1000 2500 2500

Turkey (1W Repo Rate) 1400 1400 1400 1400 1400 1400 1400 e o e b M o e B~ e o 5~ o — 40

Ao 2288823 8888888aRRR%

China (1Y Loan Prime Rate) 370 370 370 370 370 370 3.70

India (Repo Rate) 400 400 400 400 440 490 490 Money Supply Per Unit of Output === CPI, Level (RHS)

Indonesia (7D Repo Rate) 3.50 3.50 3.50 3.50 3.50 3.50 3.50

Thailand (1D Repo Rate) 05 050 050 050 050 0.50 0.50 Sources: CEIC, Bank Islam

South Korea (Base Rate) 1.25 1.25 1.25 1.50 1.75 1.75 2.25 : .

Philippines (O/N Lending Rate) 2.00 2.00 2.00 2.00 2.25 2.50 3.25 v JOUC,Irngg Tfr:om the f;/\OI’f}ely S(L;p,rply Fiﬁr UHII of

Australio (Cash Ratel 000 010 010 010 _ 035 _ 08 135 UTpUL, The amount ot fiquidlly In the systeém

New Zedland (Cash Rate) 075 100 100 150 200 200 250 has been quite abundance.

Malaysia (OPR) 175 175 175 175 200 2.00 225 v The economic stimulus during pandemic

amounting to RM530.0 billion may have started

v Latest, Bangko Sentral ng Pilipinas (BSP) had raised its key to deliver its impact when the economy starts
rate by 75 bps to 3.25% on 14 July, a surprise move ahead of to reopen again in October last year.
fhe policy meeting scheduled on 18 August. v This has led demand-pulled inflation to be

v' The Governor Felipe Medalla stated that the central bank is increasingly visible and the best to address
ready fo take necessary actions to control the broadening such inflationary pressures is by way of
country. v In other words, raising the OPR.

Source: Bloomberg .
*As at 18 July 2022 Interest Rate Hike Interest Rate Cut

ECONOMIC RESEARCH Page 11



HEADLINE INFLATION WILL CONTINUE TO TREND UPWARD IN 2H2022 BANK(ISLAM
WHILE THE BNM HAS STARTED ITS MONETARY NORMALISATION CYCLE.

Inflation, y-o0-y%
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v Malaysia’s headline inflation has been rising at a
fast clip with the latest Consumer Price Index
(CPI) rose by 2.8% in May y-o-y (April: 2.3%) on
the back of higher food prices (May: 5.2% vs.
April: 4.1%).

v Apart from that, inflationary pressure is rapidly
building up due to pent up demand following
border reopening, higher commodity prices, as
well as the removal of cooking oil price subsidy
alongside with new ceiling price for chicken.

v Assuch, we have revised the headline inflation to
increase by 3.5% in 2022 from the previous
estimation of 2.8%.

Food and Non-Alcoholic Beverages

OPR during post-recession
tightening in the past, %
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v The BNM'’s normalisation cycle is intended
to withdraw the monetary support and to

remove bulk of liquidity prescribed during
Covid-19 crisis.

v Owing to positive economic development,

we anficipate that BNM to increase the OPR
by 25 bps at each of two remaining
meetings in September and November to
reach 2.75% by end of 2022.

v We also do not rule out another back-to-

back increase in January next year to
3.00%-3.25%.



RINGGIT IS MOVING CLOSER TO THE WEAKEST LEVEL SINCE MARCH 2020 AMID

GROWING FEARS OF AGGRESSIVE INTEREST RATE HIKES AND GLOBAL BANK(ISLAM
RECESSION.
U.S. Dollar Index (DXY) vs. USDMYR U.S. Inflation vs. U.S. Core Inflation,
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Sources: Bloomberg, CEIC

v Despite the recent decision of BNM's to increase the OPR to 2.25%, the value of Ringgit remains
fairly weak at RM4.45 presently.

v The DXY has soared significantly, hitting 108.07 recently in July, the first time since October 2002 as
further aggressive tightening from the Fed remains the key driver for USD strength.

v With another scorching inflation, this could raise the bet of full point rate hike for the upcoming
Fed’s meeting later this month.

v As a result, the recession fears have flared up, prompting investors to seek shelter in the safe-haven
currencies for the time being.

v Following this, we foresee the Ringgit could end the year at RM4.35 in 2022 from the previous
projection of RM4.28.
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THE CHALLENGES THAT LIE AHEAD. BANK(ISLAM

Malaysia's Fuel Subsidy, RM Billion
y y v" Potential subsidies removal - Fuel subsidy this year is

350 200 expected to reach RM30.0 bilion from previous
30.0 ‘ estimation of RM28.0 billion. Following this, the policy

makers might want to review the subsidy programme
25.0

as the current subsidy mechanism is not sustainable
and depleting Malaysia’s fiscal coffer. In fact, the
government has announced the removal of subsidy for
bottled cooking oil alongside with the new celling
price for chicken due to rising raw materials prices.
Hence, more targeted subsidy system moving forward
is anficipated for the long-term plan by the
government.
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v' Malaysia’s economic sector will face productivity
issues amid pockets of labour shortages in certain 2000
industries — Thus far, Indonesia’s temporary ban on
labour supply to Malaysia is expected to dampen 1500
domestic activities. Consequently, it would prolong
the labour shortages issue in Malaysia. For instance,

the delay in arrival of foreign workers in palm oil 1000 Sl e Seem FEl @epeneiing @
industry  will disrupt the harvesting activities in low-skilled foreign workers as reflected
plantation sector with upcoming peak production 500 by the rising numbers in employment of

period during 2H2022. As such, the government has

i ; i t ;
to take proactive approach towards solving the e e

labour shortage issue in all sectors and look for other 0
i ic activifies i 2588388888200 oeneog
alternatives fo boost economic activities in 2022. 2388888888885 5555555559
AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN NN
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CONCLUSION - THE BALANCE OF RISKS ARE TILTED ON THE DOWNSIDE. BANK(SLAM

v Inflation rate has become pervasive in the U.S. - The Google Search Activity For
ongoing elevated inflation rate has led the Fed to be “Recession” Since 2004
more aggressive in their monetary tightening process. The 159
Fed Chairman has also indicated that the unintended
outcome - recession — could happen. Based on the 100
Google search activity, the "R" word has gained
prominence in the public domain. This could have an 80
impact on market sentiments as investors would contfinue
to seek shelter against economic uncertainties. 60

v Malaysia’s GDP to grow by 5.5% in 2022 - Domestic 40
economic indicators have been poinfing to a stronger o,
performance, thanks to reopening of international
border. Apart from that, the past policy supports may 0

have driven up the domestic spending activities during 838332222228y
. « e o
the 1H2022. As such, we are maintaining our GDP 5923283°238352¢83902223

estimate for 2022 at 5.5% this year.

Source: Google

v" BNM will remain measured and steady in OPR hike — The BNM is adamant to remove the monetary

support as the country’s economy has normalized. However, the pace of policy support removal is
likely to be measured and gradual.

v The downside risks to economic outlook is tilted on the downside - The unresolved Russia-Ukraine
war coupled with China’s commitment to its Zero Covid Strategy (ZCS) have contributed other
headwinds for economic growth. The inversion of US Treasury yield curve have also raised the odds
for the recession in the U.S. economy. Expect risk-off sentiments to prevail in the immediate terms.
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OUR FORECAST FOR 2022 AND 2023 BANK(ISLAM

Variables

GDP 3.1% 5.5% 4.5%
) KUED ealr@ine 1,567.50 points 1,550.0 points 1,650.0 points
target
OPR 1.75% 2.75% 3.25%
USDMYR RM4.17 RM4.35 RM4.30
CPI 2.5% 3.5% 2.2%
CPO RMS5,180 MT RM4,300 MT RM4,200 MT
BRENT USD77.78 bbl. USD100.0 bbl. USD88.01 bbl.

Source: Bank Islam
FBM KLCI USDMYR, Brent Crude and CPO are end of the year forecasts
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DISCLAIMER BANK(SLAM

Produced and issued by BANK ISLAM MALAYSIA BERHAD (Bank Islam) for private circulation only or for distribution
under circumstances permitted by applicable laws. All information, opinions and estimates contained herein have
been compiled or arrived at based on sources and assumptions believed to be reliable and in good faith at the
fime of issue of this document. This document is for information purposes only and has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. No representation or
warranty, expressed or implied is made as to its adequacy, accuracy, completeness or correctness. All opinions
and the content of this document are subject to change without notice and may differ or be contrary to opinions
expressed by other business areas or groups of Bank Islkam as a result of using different assumptions and criteria. No
part of this document may be used, reproduced, distributed or published in any form or for any purpose without
Bank Islam’s prior written permission.
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