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Market Outlook 2023 

Following through the events from 2022, we anticipate US inflation would remain relatively high (above 4% year-on-

year (“YoY”)) in 1H of 2023. The Federal Reserve (“Fed”) would be likely to manage inflation by maintaining its interest 

hiking cycle which may peak by 1H2023. As a result of the aggressive rate hikes so far, the US economy would be 

slowing in 2023, possibly into a recession. 

The Eurozone may also see a recession in 2023 as high inflation (2023 Consumer Price Index (“CPI”) estimated to be 

6%) could disrupt growth. The Russia-Ukraine conflict remained unresolved but with the war entering its 10th month, 

it has been a costly war for both sides. Putin stated that Russia wished to end the conflict, which would reduce the 

supply chain issues especially on energy, food and precious materials in the longer term.  They had also announced 

that they were preparing to resume gas supplies to Europe via the Yamal-Europe gas pipeline. 

Asian economies would be likely to fare better than the developed countries, with China taking the lead. China 

announced the amendments to some of its Covid-19 policy, starting with downgrading of the virus from Category A 

to Category B infectious disease which removed quarantine requirements for travelers from abroad. This is a major 

shift, indicating it is ready to reopen its economy. The latest 16-point plan rescue package for the property sector is 

another move that the government would be ready to support and restructure its ailing property sector. The plan 

included comprehensive financial support (financial institutions, bonds, trust financials, property project acquisition, 

project financing, ease restriction to banks’ property lending) to developers and construction companies; easier 

homeownership purchases requirements and extending mortgage repayments were designed to resolve the 

property issue in China. This could help remove a major concern that investors have on China especially the 

contingent effect from a collapsing property sector. China’s 2022 GDP growth was downgraded from 5% in January 

to 3.5% currently because of its zero-Covid policy and ailing property sector.  

Domestically, the formation of a unity government and subsequent motion of confidence for Datuk Seri Anwar 

Ibrahim as the Prime Minister in parliament were positive political developments. The clear mandate would help 

restore investors’ confidence that Malaysia could have a stable government.  

Fixed Income 

The US fixed income markets may be volatile in the coming months as the Fed would continue to raise interest rates. 

The markets were anticipating that the Fed fund rate would rise to 5% in June 2023 based on Fed Funds Futures as 

per Table 1 below. Given the strong labour market conditions in US, the country would be unlikely to go into a deep 

recession in 2023. If the Fed would manage inflation successfully, there is possibility that Fed fund rates may start to 

ease in late 2023. 

Table 1: Fed Funds Futures  

 

Source: Bloomberg, 29 December 2022 



2 
 

  

The local Malaysia fixed income market should do better in 2023. Malaysia Government Securities (“MGS”) have 

priced in much anticipation of overnight policy rate (“OPR”) increase as shown in Chart 1. The current MGS yields for 

3 years and 10 years were at 3.67% and 4.11% respectively whilst Bank Negara Malaysia (“BNM”) was expected to 

increase OPR to 3.25% in early 2023. Inflation on the other hand was expected to ease to 3% in 2023. Given the 

historical yield spread between the 3-year MGS and OPR as per Chart 1, we expect bond yields in Malaysia in 1H2023 

to be mainly stable. We view current yields to be attractive.  

We are advocating an overweight duration relative to benchmark, to position for a potential bullish flattening of the 

yield curve.  Yields were attractive and would be supported unless BNM was to hike the OPR beyond market’s 

expectation of a 3.25% terminal rate.  If MYR was to consistently strengthen against the USD, we would likely see the 

return of offshore investors that would provide the catalyst for the bond market. 

For stock selection, we favour corporate bonds over government bonds as credit spreads were still wide. Improving 

growth domestic product (“GDP”) growth in 2023 would support the case to overweight credit securities especially 

in sectors that benefit the most on the economic recovery. 

 Chart 1: Malaysia Overnight Policy Rate vs MGS 3-year 

 

Source: Bloomberg, 29 December 2022 

Equity 

Developed equity markets were likely to be volatile in the coming months with investors having to grapple with cheap 

markets after a major sell-off in 2022 and expectation that interest rates will peak middle of next year. Markets had 

rebounded from its low, in part due to the low valuation but risks of inflation were rising in 2023. Europe is expected 

to be in a recession with consensus GDP 2023 at -0.10% whilst US GDP is at 0.40%. The possibility of US going into a 

technical recession would impact the earnings growth expectation in those markets. The Stoxx Europe 600 Index is 

expected to grow at 1.8% whilst the US S&P 500 index has a growth rate of 6.9%. We expect the growth rate to be 

cut with the severity of the cut depending on the state of the economies. 

However, Asia Pacific markets may do relatively better in 2023 on the back of recovery in China. Xi Jinping has been 

re-elected and provided a steady hand in guiding the country forward. The zero-Covid policy has proven to be 

damaging to the country and the government is now changing its covid policy and we expect the Chinese government 

to reopen its internal movement policy in the coming months to help spur domestic spending. The Chinese 

government had also come out with a 16-points policy to restructure its long ailing property sector.  
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The eventual reopening of the Chinese economy would help to spur earnings growth with the Hang Seng Index 

expected to grow at 13.8% whilst the MSCI China on-shore A shares Index to grow at 19.5%. This is supported by 

loose monetary conditions in China with the banks’ reserve requirement being lowered to 11.25% whilst prime 

lending rate cut to 3.65% to spur lending and to grow the economy.  

Notwithstanding the expected volatility in the developed markets, the local equity market is likely to perform 

similarly with Asian markets as its valuation is also cheap (price-to-earnings ratio (“PER”) at -2 std) with earnings 

growth at 11.3%. There are two developments that could favour the domestic market. 

1. The formation of the unity government had removed uncertainty over the country leadership. The Malaysia 

GDP is expected to grow between 4 to5% in 2023 which would provide the base for the earnings-per-share 

(“EPS”) growth. 

2. Foreigners had been buying Malaysia whilst local investors had been selling. Given the expectation that 

emerging markets should do better than developed markets due to strong economy and earnings growth, 

the flow of funds into Asia Pacific would benefit Malaysia as well. Domestic institutional investors had been 

selling Malaysian market in 2022 but this is expected to stop unless the new government allowed 

contributors to continue to withdraw money from pension funds. 

  

Disclaimer: 

This advertisement material is prepared for information purposes only and may not be published, circulated, reproduced or 

distributed in whole or part, whether directly or indirectly, to any person without the prior written consent of AmFunds 

Management Berhad [198601005272 (154432-A)] and AmIslamic Funds Management Sdn Bhd [200801029135 (830464-

T)](“AmInvest”). This advertisement material should not be construed as an offer or solicitation for the purchase or sale of any 

units in AmInvest’s fund(s). Investors shall be solely responsible for using and relying on any contents in this advertisement 

material. AmInvest and its employees shall not be held liable to the investors for any damage, direct, indirect or consequential 

losses (including loss of profit), claims, actions, demands, liabilities suffered by the investors or proceedings and judgments 

brought or established against the investors, and costs, charges and expenses incurred by the investors or for any investment 

decision that the investors have made as a result of relying on the content or information in this advertisement material. Investors 

are advised to read and understand the contents of the Master Prospectus/Disclosure Document/Information Memorandum, 

including any supplementary(ies) made thereof from time to time (“Prospectuses/Disclosure Documents/Information 

Memorandums”) and its Product Highlights Sheet (“PHS”), obtainable at  www.aminvest.com, before making an investment 

decision. The Prospectuses/Disclosure Documents/Information Memorandums and PHS have been registered/lodged with the 

Securities Commission Malaysia, who takes no responsibility for its contents. The Securities Commission Malaysia has not 

reviewed this advertisement material. Investors may wish to seek advice from a professional advisor before making an 

investment. Past performance is not an indication of its future performance. Please refer to the Prospectuses/Disclosure 

Documents/Information Memorandums for detailed information on the specific risks of the fund(s).  Investors are advised to 

consider these risks and other general risks elaborated, as well as the fees, charges and expenses involved. While our Shariah-

compliant fund(s) have been structured to conform to Shariah principles, investors should seek their own independent Shariah 

advice prior to investing in any of our Shariah-compliant fund(s). This advertisement material may be translated into languages 

other than English. In the event of any dispute or ambiguity arising out of such translated versions of this advertisement material, 

the English version shall prevail. AmInvest’s Privacy Notice can be accessed via aminvest.com. 

 

 

http://www.aminvest.com/

