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Market Review

On Tuesday 8" November 2016, Donald Trump staged a surprise victory over Hillary in the now
concluded U.S Presidential Elections. The initial market reaction was a sharp knee-jerk risk
aversion as investors grappled with the uncertain policy outlook in US as Trump was widely
perceived as a wildcard candidate. Asian markets plunged sharply while S&P 500 futures fell as
much as 5% in intra-day trading. Price reaction moderated thereafter and US market staged a
strong rebound to post record highs as investors interpreted Trump’s pledges of fiscal stimulus
and trade protectionism as highly inflationary and positive for dollar and equities. Emerging
markets however continued to be negatively impacted mostly led by large declines in currencies.
In the bond markets, the surprise election result has caused heavy selling of US Treasuries. US
Treasury 10 year yield has since jumped to 2.15% as of 10 November closing from 1.85% on 8
November, the day before the presidential election. In tandem with yield increases across global
bond markets, Malaysian government securities (MGS) also saw yields going higher, albeit in a
more moderate amount. The 3 year, 5 year and 10 year MGS yields advanced to 3.24%, 3.45%
and 3.78% separately on 10 November closing, compared to 3.08%, 3.32% and 3.66%
respectively in the closing of 8 November.

Market Outlook

Key issue going forward lies mainly with the direction and stance of US policies in areas like
immigration, trade and foreign relations in view of Trump’s anti-immigration, anti-free trade and
anti-globalisation rhetoric. This may lead to higher inflation in US as protectionist policies impact
the supply chain and cause cost-push price reaction, whilst putting pressure on EM currencies on
trade volume disruptions. On the other hand, Trump plans for broad-based tax cuts, increased
infrastructure and military spending will lead to stronger US growth and hence lending further
support to USD. This may potentially cause further divergence in global monetary policy as US
tightens while other regions ease to support their economies. Foreign capital flows into EM could
reverse as carry trades unwind as they are deemed unattractive given the rising yields in US,
causing EM equities to underperform.

In the near-term, uncertainty has emerged on the Fed's monetary policy direction with the
probability of a rate hike in December somewhat reduced marginally. However, in the longer-run,
the Fed funds rate may normalise sooner than expected as inflation is driven up by fiscal
expansion and infrastructure investment.
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Against these backdrops, we expect global financial markets to remain highly volatile in the
shorter term. Importantly, we will need to have more clarity on Trump’s policies to give a better
assessment. Only time will tell whether Trump’s controversial pledges are carried through after
he takes office. Therefore, we advocate a defensive portfolio strategy amidst what remains a
trading market in the short term, buying on weakness into names driven by domestic demand and
resilient earnings (e.g. domestic consumption and infrastructure plays). We are also inclined to
add positions into MYR plays (e.g. exporters) to hedge against the dollar strength.

In terms of bonds, further selling pressure on MGS is possible as MYR is expected to remain
weak. However, Malaysian bonds still offer attractive yields compared to developed markets.We
expect foreign buying to resume when things are more settled. In conclusion, due to the array of
uncertainties, we shall adopt a neutral duration for now.

Disclaimer: This document is prepared by Kenanga Investors Berhad (KIB)(353563-P) and is strictly for discussion and information
purposes only. It should not be circulated to any third party without prior approval of KIB. Information provided herein including
any expression of opinion or forecast has been obtained from or is based on sources believed by us to be reliable, but there is no
representation or warranty, express or implied, is given with respect to the accuracy, completeness, sufficiency or usefulness of the
information, or that any future transaction will conform to the terms hereof. Any decision to proceed with a transaction to which
this information relates should be made solely in reliance upon final documentation agreed between us.lIt is not an offer to buy or
sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading strategy. Neither
Kenanga Investors Berhad, nor any of its dffiliates, directors, employees, agents or advisers or any other person accepts any
liability to any person in relation to the distribution, possession or delivery of this document in, to or from any jurisdiction.

Any projections or other estimates in this information, including estimates of returns or performance, are forward-looking
statements based upon certain assumptions and are preliminary in nature. Actual results are difficult to predict and may depend
upon factors within or beyond the issuer’s or Kenanga Investors Berhad’s control. Actual events may differ from those assumed
and changes to any assumptions may have a material impact on any projections or estimates. Other events not taken into account
may occur and may significantly affect the analysis. There can be no assurance that estimated returns or projections can be
realized or that actual returns or performance results will not be materially lower than those estimated herein. Such estimated
results, returns and projections should be viewed as hypothetical and do not represent the actual results/returns that may be
achieved. Price and product availability are deemed to be indicative only and are subject to changes at any time without notice.
You should also consider fees and charges involved before investing.

For investment in KIB’s unit trust funds, the Master Prospectus dated 30th June 2016, has been registered with the Securities
Commission Malaysia, who takes no responsibility for its contents. Investors are advised to read the Master Prospectus, the
Product Highlight Sheet and any other product disclosure document before investing. Investors should also consider the fees and
charges involved. Application for units can only be made on receipt of a form of application referred to in and accompanying the
prospectus. A copy of the relevant prospectus (es), and the relevant product highlights sheet (PHS) is obtainable at all KIB’s
branches. Unit prices and distributions may go down as well as up. A fund’s track record does not guarantee its future
performance. Investors are advised to read and understand the content of the unit trust loan financing risk disclosure statement
before deciding to borrow to purchase units. The fund may not be suitable for all and if in doubt investors should seek independent
advice.
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