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Foreword

As | reflect on 2024, the first thing that came to mind was - there was never a dull
moment this year! 2024 was a year where risk assets like equities trumped fixed income
for the second year in a row despite inflation slowing down. Gold emerged as a key
surprise in the alternative space, benefitting from central bank purchases and investors
hedging against rising geopolitical risks in the Middle East and Ukraine. The intersection
of politics with markets has never been more pronounced, especially after the recent US
elections. Some call it the “Trump trade”. We prefer to call it Trump 2.0.

So what’s next for 2025?

At the CIO office, our 2025 outlook labelled Trump 2.0 - Recalibrate with Agility,
explores five key themes to help investors navigate a year where we foresee volatility and
more uncertainties being the new normal. We believe it is crucial to maintain a globally
diversified and resilient portfolio with a focus on income, diversified growth and
alternatives to anchor clients’ portfolio returns.

No matter what the markets have in store for us in 2025, we remain steadfast in being
disciplined and agile in partnering with you to uncover opportunities amidst evolving
political and economic landscapes. We hope you have benefited financially from our
recommendations in 2024 and we sincerely want to thank you for your business and trust
in us at CIMB!

Wishing you a joyous New Year with good health and abundant prosperity as we navigate
2025 together.

Sincerely,

Patrick Chang

Chief Investment Officer
Affluent Product and Proposition
CIMB Bank Berhad

Disclaimer to be found at the end of report.



Our convictions

»

»

US Supremacy to Reign
We believe US exceptionalism will continue despite higher
valuations - do expect speed bumps on policy challenges.

US Rates May Stay Higher For Longer

We believe the risk of higher inflation cannot be ignored-
huge opportunities for income investors.

China’s Xi’s Put Option - The Defining Year

We think that the China market may have technically bottomed -
sustainability is dependent on policy stimulus and execution.

ASEAN 2.0- refocus on its goals

Challenging year for ASEAN FX will force ASEAN countries to refocus
on ‘China +1’ and their domestic growth.

Building Globally Resilient Portfolios

Anticipating rising volatility, we re-emphasise globally diversified
portfolios to mitigate unexpected equity shocks whilst layering with
high income assets.

Disclaimer to be found at the end of report.
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US Supremacy to Reign

We believe US exceptionalism will continue despite higher valuations - do
expect speed bumps on policy challenges.
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US Equities: Overweight

US Supremacy to Reign

US exceptionalism will continue despite high equity valuations
- expect speed bumps on policy challenges.

As Trump’s ‘America First’ or isolationist doctrine prioritises
the American people over non-Americans in policy making,
existing political or economic relationships will be
antagonised, dislodged or shaken up. The Republican sweep
and a supportive Supreme Court (i.e. lack of check-and-
balance), gives Trump more leverage to push forward radical
policies to put ‘America First’, via negotiation or unilateral
action.

These policies aim to create an environment for corporate
America to operate, invest, and thrive, and thus boost
American investments and incomes. Should these multi-
pronged policies attain their goals, corporate America and
portfolio investors may perceive ‘there is no alternative’ (TINA)
but to invest in the US. Will we get there?

Markets are focused on campaign promises in areas of:

i.  Higher tariffs: To cut imports, protect US businesses from
foreign competition and protect jobs;

ii. Lower regulatory hurdles: Less regulation reduces
compliance, regulatory costs and reporting;

iii. Keep taxes low: Lower taxes improve profitability, raise
consumer demand (pro-growth) and reduce the hurdle
rate for investing in new projects (pro-growth);

iv. Less immigration: Fewer illegal immigrants improve the
social environment (debatable).

Trump 1.0

The empirical evidence on the effectiveness of 2018-19 tariffs
is mixed: Tariffs were raised in 4 steps from Jan 2018 to Sep
2019, with rising tariff rates and on different imported goods,
but the effects were not always anticipated:

i.  the US trade deficit with China fell but its trade deficit
with its next 4 largest trading partners (Mexico, Canada,
Japan, the EU) continued to rise.

ii. Inflation remained subdued, starting at 2.1% YoY, in
stayed a range of 1.5%-2.9% YoY throughout the period.

iii. S&P500 corporate operating margins dipped only
marginally, starting in 2Q 2019, 4-5 quarters after the
onset of the tariffs.

Source: Bloomberg, CIMB Chief Investment Office

The Good

Inflation remained subdued as many items in the CPI basket
are not affected by tariffs, especially services and
shelter/rental costs. However, the retaliation that met every
hike in the rate or new round of tariff impacted specific US
industries (e.g. farm produce) and incomes of these
communities were hit; lower incomes curtailed overall
inflationary pressure. Not only was inflation muted, but the
decline in US Treasury yields throughout 2019 suggest
markets were pricing in lower growth prospects for the US
economy, as US export markets began to shrink. With tariffs
under Trump 2.0, we expect retaliation to be swift once tariffs
are implemented (because all parties are prepared); this
includes retaliation against US companies, especially those
operating in China.

As with 2018 tariffs, the inflationary impact under Trump 2.0
will also be partially masked by a strong USD. In 2018, the
Dollar index (DXY) began at 91, and rose through most of the
next 2 years. Today, it is conceivable that DXY will continue to
rise from the 107 level as it reached 114 in late 2022. (Our
base case is 107.8 for2025).

US inflation in 2018-20 remained below 3%

Peak 2.9% 120

Low 1.5% o

Mar Jun Sep Dec Mar Jun Sep Dec Mar
2018 | 2019 | 2020

Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

Disclaimer to be found at the end of report. 5
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The Bad

US importers found alternative non-Chinese suppliers, with
corporates pursuing a China+1 policy, so the trade deficit with
China fell but overall deficit did not. Many US corporations
remain in China but added incremental capacity in other
countries. Most of ASEAN, Mexico and more recently India
have benefited as US and other manufacturers based in China
added capacity elsewhere, namely ASEAN, Mexico and India.
The notion that globalisation is dead is an exaggeration; more
accurately, global supply chains have shifted to minimize risks
from geo-political rivalry and fracture. The fact that the overall
trade deficit did not fall also means that US corporations did
not invest to produce locally; import substitution was not
achieved, the source of imports merely shifted.

The Ugly

US operating margins impacted, with lags. As a multi-country
supply chain faces tariffs, each participant (from
factory/manufacturer, shipper to distributor and retailer),
faces a choice of absorbing some of the tariff OR maintaining
his profitability and passing it on. In the 2018-2019 period,
S&P operating margins were impacted only after a lengthy 5-
quarter lag because at low tariff levels (10%), one or more
(Chinese or other non-S&P constituent) participants may have
absorbed some of the tax, for a while, but as the rates became
prohibitive, it was fully passed on. In Trump 2.0, all
participants are well-prepared for the eventuality, and
reactions are more likely to reach the final positions in fewer
steps. Furthermore, if tariffs begin at a high rate, supply chains
will have no choice but to pass it on immediately.

S&P500 Operating Margins dropped 30bps, 5 quarters after onset of tariffs

Onset of Trump tariffs

“_}— +10.0

~16.0
~15.0

+14.0

+13.0

~12.0

~11.0

2018 2019 2020

Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

‘ 2021 2022
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Will US tech sovereignty remain?

Technological dominance by the US is the result of long-term
investments in R&D and infrastructure, favourable policies,
coupled with innovation and advancements. However, in the
past decade China has evolved from being at the bottom of US
companies’ technology supply chain to being the world’s
second largest technology player. The US views China as a
threat to global tech leadership and economic security. The
stakes are high as the leader in emerging technologies like Al,
semiconductors and quantum computing is likely to shape the
future of tech. To address this challenge and threat, both
Trump 1.0 and Biden’s administration provided funding for
domestic R&D and reshoring, enacted tariffs and export
controls to limit transfer of advanced and critical technologies.
However, through these we have seen shifts in global supply
chains, from China, to countries like India, Japan, ASEAN and
South Korea.

We believe Trump 2.0 will see an expansion from Biden’s
policies on tariffs and the CHIPs and Science act. However,
most US semiconductor firms are/in the midst of preparing
with their globally diversified supply chains whilst also being
innovative in designing chips with allowable limits to be
exported. As for the big tech companies (software and service
providers), we believe they will maintain leadership positions
as they remain far more innovative than their peers given their
sticky business models. By monetizing the push in Al, revenues
and operating margins of the mega cap tech companies today
exceed thatin 2017 despite challenges. For 2025, consensus
expectations of big tech companies remain robust with
revenue and eamnings growth expectations of 13% and 17%
yoy respectively which will continue to be driven by higher Al
capex spending and continued demand growth of global
digitalisation.

Operating Profit Margins for the US Tech sector remained resilient during Trump 1.0

30%

25%

Pre-Trump (2013-17)

m|T Sector mBig Tech

Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

20% III III I|I
15%

Trump 1.0 (2017-20)

Post-Trump (2020-25F)

H Semiconductor Sector
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US equities to reprice; heightened volatility expected

The US equity market has demonstrated remarkable resilience
despite macroeconomic and global conflict. The S&P 500
returned 27% YTD in 2024 - outperforming global markets. In
1H2025, US equities could move higher given resilient
economic growth, broadening of Al capital spending, eamings
boost from tax cuts, and deregulation across industries.

Our base case based on a 24x PER, a fair value of 6500.
However, the path to higher ground could come with
heightened volatility on the back of policy changes in Trump
2.0.

EPS growth justifies valuation; but with risks

The S&P 500 trades at 22.8x 2025F PER, ahead of its 10-year
mean of 20x. The robust US corporate earnings growth (2024:
8.3%; 2025: 12.7%) has been a key supporting driver for
investor confidence despite extended valuations. The small-to-
mid caps could find a bottom in earnings and improve once
Trump implements his policies. Markets could ignore
extended valuations given robust earnings growth, but we are
cognizant of the downside in eamings risks from 1) imposition
of more tariffs, and 2) inverse relationship between USD
strength and earnings growth.

2024 EPS Growth 2025 EPS Growth

I 7 5% Communication I 24 2% IT
B 52% 0T I 7% Health Care
B i25% Consumer Disc. I 17 5% Materials
| REEY Utiliies I i5.0% Industrials
B 109% Financials 127% SPX
23% SPX I 3% Communication
W a0% Health Care I 113% Consumer Disc.
] 1.5% Real Estate I 4% Utiiities
1.1% | Consumer Staples I 53% Financials
-32% i Industrials I 59% Consumer Staples
93% Il Materials B s0% Real Estate
206% [N Energy | R Energy

-40% -20% 0%  20% 40% 0% 5% 10% 15% 20% 25% 30%

Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

S&P500 Indexvs US Treasury 10Yyield
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Bottom up ideas

i.  Quality large cap software stocks within big tech (service
providers) which will see a more significant contribution
from Al monetization in the medium to long-term. Most
have recurring income coupled with growing profitability
and healthy free cash flows.

ii. Large cap value stocks, particularly within the consumer
discretionary sector, should re-rate on higher consumer
spending supported by resilient wage growth, labour
market and Trump’s pro-growth policies. Consumer
stocks are also a good hedge amid market volatility.

ili. Financials, particularly banks, are beneficiaries of
Trump's pro-growth stance and an increased appetite for
capital markets activity that would support deal pipelines
and trading activities in exchanges and investment
banks.

Bottom-line:

We advocate a buy on US equities on pullbacks
given its good run in 2024. We remain positive
from a longer term perspective given our view that
US exceptionalism will prevail (until proven

otherwise) , given robust earnings growth, resilient
economy and a potential boost from pro-growth
policies. One caveat - if 10-year US bond yields
soar to 5%, equity markets could be risk-off and
thus see downside. The outsized gains of 2024 is
difficult to repeat, but we expect US equities to
end moderately higherin 2025.

r5.00

w
0
W

(%) PIRtA Anseal] A0T SN

r3.00

r2.00

r1.00

2018 | 2019 | 2020
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US Rates May Stay Higher For
Longer

‘ We believe the risk of higher inflation cannot be ignored. Huge opportunities
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Fixed Income Outlook

US Rates May Stay Higher For Longer

Policy Uncertainty Will Set the Tone in 1H2025

As we enter the new year, policy uncertainties are poised to
shape fixed income markets, particularly in the first half of
2025. While our base case assumes significant tax and tariff
measures proposed during the Trump campaign will not be
fully implemented, the absence of policy clarity could sustain
elevated volatility.

In tandem, the Federal Reserve's (Fed) measured approach to
policy normalisation, amid uncertainties about inflationary
impacts and sustained economic resilience, may result in US
Treasury yields remaining higher for longer. Our forecast
projects the 10-year US Treasury yield could temporarily
overshoot to nearly 5% in the first half of 2025 before
retracing to around 4.15% by year-end.

Globally, central banks are expected to maintain a gradual
easing bias, underpinned by moderating inflation and
improving labour markets. Notably, the Fed is expected to
uphold its independence, adhering to a data-driven approach
to monetary policy decisions.

The Impact of a Red Sweep

The Republican-controlled Congress introduces new
challenges for fixed-income investors. Expectations of robust
US economic performance, fueled by pro-growth policies, have
already driven bond yields higher. However, risks such as
inflationary pressures and renewed scrutiny from bond
vigilantes loom large.

While we do not foresee immediate repercussions for the US
sovereign credit rating, fiscal pressures could emerge as a
concern beyond 2025. Investors should monitor potential
shifts in market sentiment stemming from the evolving fiscal
landscape.

Current Market Weakness: An Opportunity

Despite critics suggesting that the Fed’s neutral rate estimate
could rise further under Trump’s administration, we believe
most structural changes in the post-pandemic US economy,
particularly within the labour market, have already been
factored in. With the 10-year US Treasury yield having reverted
to pre-global financial crisis levels, it appears that much of this
concern has already been priced in.

We view potential market weakness as a strategic opportunity
for income-oriented investors to lock in elevated yields. As the
Fed continues to lower policy rates, albeit cautiously, the fixed-
income environment in the second half of 2025 is likely to
improve.

Figure 1: US inflation outlook in the short term will depend of Trump policies.

9.0 The inflation direction will depend on Trump policies
7.0
50 US Core PCE Price Index YoY
3.0 \—\* P
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Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

Figure 2: Persistent Shelter and Service inflation are the primary drivers of US CPI remaining above Fed’s 2% target.
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Source: Dec 2024, US Bureau of Labor Statistics, CIMB Chief Investment Office
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Figure 3: Most post-pandemic structural changes in the US economy may have been priced in.

With the yield on the UST 10Y having reverted to pre-GFC levels, most 7:00

structural changes may have been priced in. Any potential market weakness
presents an opportunity to lock in elevated yields. b6.00
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Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

Focusing on Short Duration and Long-Term Income

Amid the uncertainties expected in the first half of 2025,
achieving short-term capital gains may prove challenging. We
recommend a shift away from barbell strategies, favoring
short-duration bonds and a long-term income-oriented
approach. Credit spreads are expected to remain compressed,
supported by resilient economic fundamentals. Key
preferences include select high-yield and investment-grade
fixed-income instruments in USD, GBP, and AUD, as pro-
growth policies and strong financial liquidity should help
mitigate balance sheet pressures and sustain the spread
compression.

Figure 4: US TreasuryYield Curve

Outlook for Other Key Markets

GBP Bonds: Yields may rise alongside USD bonds,
accompanied by heightened volatility. We favour corporate
bonds with maturities of up to five years.

AUD Bonds: Less correlated with US Treasuries, AUD bonds are
primarily driven by domestic economic factors. We recommend
AUD corporate bonds with yields exceeding 5.5% and
maturities up to 10 years.

Asian Credits: With a neutral outlook, Asian credits benefit
from stable monetary policies but may face FX volatility risks.
Aside from US policies, local factors will play a critical role in
shaping the direction of Asian yields.

5.0 1
4.8 - US Treasury yields rose across most parts of the curve following the elections,
’ l driven by higher inflation risks and growing concerns over a potential
4.6 - deterioration in the US fiscal outlook.
4.4 A
USTyield curve @ 5 Dec 2024
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USTyield curve @ 1 Oct 2024
3.4
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Source: Dec 2024, Bloomberg, CIMB Chief Investment Office
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Key risks to our outlook include:
Fiscal Uncertainty: Deadlocks over the debt ceiling and fiscal Bottom-line:

cliffs could undermine investor confidence in US fiscal policy, . TG (e e (i Alasrel i e s e
triggering further selling pressure in Treasuries. : accompanie dyby increased volatility, !
The bond market may exhibit a dual trajectory:

Stronger USD: A stronger dollar may curb imported inflation,
weaker in first half but stronger in second half of

increasing demand for ultra-long bonds in anticipation of

accelerated Fed rate cuts. 2025.
Trump’s aggressive tax and tariff measures, if
Geopolitical Risks: Rising tensions could prompt a flight to implemented, could push bond yields significantly

safety, spurring bond market rallies. higher.

Prolonged Restrictive Policy Conditions: A "higher for longer"
rate environment may heighten recession fears, driving
expectations for aggressive policy easing.

Figure 5: US 1G Corporate spreads tighten to 78bps post US election, close to the lowest in past 26-years since 1998
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Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

Figure 6: US HY Corporate spreads tighten to 263bps, lowest in past 17-years since 2007
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China’s XI’s Put Option
The Defining Year

We think that the China market may have technically bottomed - sustainability
is dependent on policy stimulus and execution.
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Chinese Equities: Tactical Overweight ST; Neutral LT

China Outlook: A defining
year for Xi

2025 will mark China’s defining year in re-engineering its
economy since the Global Financial Crisis. It remains to be
seen if the slew of stimulus measures announced from end-
September, which we dub as ‘Xi’s Miracle’ will bear fruit. We
believe it will be a challenging road to long-term structural
recovery but not one devoid of policy stimulus, which will be at
the forefront to prevent growth from sliding below 5%.

Tariff vs. stimulus: tit-for-tat

The advantage that President Xi has this time is his experience
in dealing with Trump during his first term. Xi likely
understands that Trump’s focus on negotiating more onshoring
of manufacturing, while using tariff announcements to
dominate the headlines, is part of a broader strategy.
Moreover, while exports helped offset weak domestic
consumption in 2024, this support may not last into 2025. As
such, we expect Xi to push for more aggressive stimulus
measures.

China’s exports have surged in 2024 ahead of tariff threats

20
15
10

g o O

-10
-15
-20
Jan-23

Apr-23 Jul-23 Oct-23

= Exports (% yoy)

Source: Bloomberg, Trading Economics

China’s consumer confidence remains at record lows

120
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Jan-18  Jul-18 Jan-19 Jul-19 Jan-20  Jul-20

Source: Bloomberg, Trading Economics

Jan-21

However, the effectiveness of additional stimulus in countering
a weakening economy — characterised by rising youth
unemployment, a high inventory of unsold properties, and local
governments stymied by funding shortages — remains to be
seen. For now, markets are skeptical, but we believe they may
have reached a short-term bottom.

Can China engineer a soft landing?

Yes, we believe so. Our optimism stems from the assumption
that the full 60% blanket tariffs on Chinese imports,
threatened by Trump, will not be fully implemented. Instead,
we expect negotiations—similar to those during Trump's first
term—to help mitigate the impact. So far, Trump has
threatened additional 10% tariffs on Chinese imports unless
fentanyl shipments decrease, along with 100% tariffs on BRIC
nations if they attempt to develop a common currency that
could challenge the US dollar.

We anticipate China will respond with retaliatory tariffs and
more aggressive stimulus measures to offset the effects of
Trump's tariffs. We believe these actions will be sufficient to
meet China’s 5% GDP target and stabilize the property market
thus engineering a ‘soft landing , although a full recovery in the
property sector could take several years.

Jan-24 Apr-24 Jul-24 Oct-24

= |mports (% yoy)

Jul-21  Jan-22  Jul-22  Jan-23  Jul-23  Jan-24  Jul-24
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Chinese Equities: Tactical Overweight ST; Neutral LT

What has been rolled out?

In late September, China unleashed a wave of stimulus
measures which included monetary easing, interest rate cuts
on existing mortgages, and a reduction in the down payment
for second homes from 25% to 15%. Additionally, China
introduced RMB800bn in new funding tools to bolster the
stock market.

At the NPC Standing Committee meeting in early November,
China unveiled a RMB10trn debt swap, basically allowing local
governments to exchange their ‘off-balance-sheet’ debt with
official bonds with longer maturities.

This move relieves debt pressure on local governments, cuts
borrowing costs (saving an estimated RMB600bn in interest
over five years), and gives them more financial flexibility to
invest in infrastructure, education, and healthcare, boosting
economic activity.

In mid-November, reductions in property deed taxes and VAT
were announced to stimulate the property market.

RMB10trn debt swap is sizable vs. past programs

: [
0 J— | |

2015-2018 2019 End-2020 Oct-2021 Jul - Dec 2024-2028
to Sept to June 2023
2021 2022

Source: CGS International Research

Stimulus measures announced so far...

What policies do we expectin 2025?

We anticipate fiscal policy efforts to intensify in 2025, with
fiscal deficit ratio exceeding 3%. We expect local governments
to issue at least RMB4tm in special bonds to purchase excess
housing inventory and idle land, coupled with special
sovereign bonds to recapitalize large state-owned banks.

The government has also signaled for ‘moderately loose’
monetary policy, a significant change from ‘prudent’ stance in
the past 14 years (See table below).

While we do not foresee direct consumption stimulus, support
will likely come from the extension of the home appliances
trade-in program and a subsidy program for families with
multiple children.

Furthermore, continued stock market support will serve as an
indirect means of wealth creation. These measures are
essential to strengthen domestic consumption, to mitigate the
impact of tariffs.

China signaled ‘moderately loose’ monetary policy for 2025,
last seen during GFC

What prompted the
Year Stance change
2011-2024 Prudent Rising inflation
Nov2008-2010 Moderately Global Financial Crisis
loose
Jan-Nov2008 Tight Rising inflation
1998 -2007 Prudent Asia Financial Crisis
1993 - 1997 Moderately Rising inflation
tight

Source: Bloomberg, Government websites

Category Measures announced

Monetary policy Reserve requirement ratio (RRR) cut by 50bps; 7-day reverse repo cut by 20bps

Property sector Lower downpayment for second homes (cut to 15% from 25%), interest rate cuts on existing mortgages,
usage of special bonds to buy unsold homes and land, increase financing for unfinished projects to
RMBA4trn (from RMB2.2trn) by end-2024, additional 1 mil housing units compensated in cash for urban
village renovation, reduction in property deed taxes and VAT.

Stock market RMB800bn of new funding tools to boost the stock market: RMB500bn swap facility to fund institutional

buying, RMB300bn yuan re-lending facility to fund share buybacks.

Banking sector

Injection of core Tier-1 capital into large state-owned banks.

Local government debt

RMB10trn local government debt swap

Fiscal policy

RMB2.3trn from special local government bonds available for use by end-2024.

Source: Dec 2024, CIMB Chief Investment Office, various media sources

Disclaimer to be found at the end of report. 15
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How should investors position in China?

We believe the markets may have reached a short-term bottom,
but long-term investors will need to assess if policies
announced will lead to more meaningful structural reforms.
While uncertainties could result in a volatile market, we see
trading opportunities for the Hang Seng Index within the 19,000
to 22,000 range (8.5x to 10x PER). Short-term rallies may be
driven by policy announcements and trade negotiations, similar
to what we saw during Trump's first term. We recommend being
selective, focusing on high-quality growth stocks on dips in
preferred sectors such as Chinese internet and domestic
consumer. This should be balanced with dividend yielders, while
avoiding exporters that face tariff risks.

The government's stock market support measures will benefit A-
shares, which is more supported by domestic liquidity, in

Hang Seng Index offers trading opportunities

contrast to H-shares, which is more reliant on foreign flows.
Notably, total turnover for the Shanghai Composite Index
remains elevated, despite tariff threats and disappointments
on stimulus announcements. This suggests that investors have
not significantly sold off. For investors with a higher risk
appetite, consider diversifying into China A-shares through
ETFs or funds.

Bottom-line:

Our base case is that the 60% blanket tariffs on China will not
be implemented in full but will be subject to negotiations.
China is prepared to counter these tariffs with more forceful
stimulus measures and will likely achieve a soft landing,
targeting 5% GDP growth in 2025. Markets may have bottomed
in the short term. We see trading opportunities in H-shares
while the A-shares market will benefit more from domestic
liquidity and government support measures.

Our HSl index target level is 22,000 based on 10x PER.
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ASEAN 2.0
Refocus On Its Goals

Challenging year for ASEAN FX will force ASEAN countries to refocus on
“China +1” and their domestic growth.
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Neutral ASEAN: Overweight Malaysia

The ASEAN refocus

2025 will be a year where ASEAN has to reassert itself in terms
of broadening its domestic economy whilst trying to
recalibrate under the new norm of tariffs amid prolonged
strength in the US economy. With trade and investment
diversion becoming a key theme, we see selective
opportunities in ASEAN.

China+1 play to intensify while FDI grows

Most of the tariffs introduced under Trump 1.0 have been
maintained or even increased by the Biden administration.
Consequently, as China’s share of US trade dwindled from
17.2% in 2017 to 11.8% in 2023, ASEAN’s share rose from
6.8% to 8.4% the same period, making it one of the largest
winners. However, given (1) the assumption that Trump’s tariff
threats are just a starting point for negotiations which will lead
to more diluted measures, and (2) that trade barriers against
China have only escalated under Biden, it remains to be seen
how much ASEAN could benefit incrementally under Trump
2.0.

Nonetheless, shifting supply chains have contributed to
ASEAN being the second largest source of US trade deficit,
only behind China. The region is emerging as a hub for
semiconductor and tech-related investments, with E&E now
making over 50% of ASEAN’s exports. Overall, FDI into ASEAN
has continued to grow over 2021-2023 despite a global
downtrend. The US remains the biggest source of FDI for the
region, contributing to nearly a third of all flows in 2023.
Looking ahead, we see supportive policies, greater regional
coordination, and domestic stability as factors conducive to
FDI growth.

ASEAN’s geopolitical neutrality, strategic location, and
commitment to free trade remain strong factors that bode well
for its longer term outlook, having significantly contributed to
its share of global exports rising over the past decade.

Trump 2.0 is not without risks

Although ASEAN is the seeming beneficiary of further tariffs on
China, it can also be the subject of such measures, like the
300% tariff imposed on ASEAN solar panel exports just this
year. Given the export-driven nature of many ASEAN
economies, a fall in global trade would also impact it
adversely, albeit not as severely.

Trump 1.0 era saw ASEAN’s share of US trade rise as China’s fell, while strong FDI inflows to ASEAN were recorded under the

Biden administration
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Neutral ASEAN: Overweight Malaysia

A battle between resilient economies and weaker FX

A stronger dollar and higher-for-longer rates will be a detractor
for ASEAN and other emerging markets, slowing down portfolio
inflows as investors stay put in the US. Typically, this translates
to weaker bond and equity performance for emerging markets.
In this scenario, ASEAN economies need to rely on their own
domestic resilience and macro fundamentals. Generally, the
ASEAN-6 are well positioned, with manageable fiscal positions
and levels of inflation. This will give policymakers more room to
support domestic growth.

A strong dollar typically translates to weaker emerging
markets

o USD Index (DXY) a
106

1

184

]

i

B

o)

B EM Govt Bond Index ;

13 n & M i Moy In i iy %) 0t [} lec

USD Index (DXY)

MSCI ASEAN Index

Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

Strong domestic policy support will continue to provide a
buffer

Malaysia stands out for its abundant resources, good
infrastructure, absence of natural disasters, availability of
land, skilled labour and cheap currency. Policy support such as
tax incentives for the Johor-Singapore Special Economic Zone
and the National Semiconductor Strategy will further attract
FDI. ASEAN neighbours Vietham and Indonesia are also
pursuing similar strategies, while Thailand is set to spur its

economy via direct stimulus, with THB145bn in cash already
handed out to 14.5m Thais this year and another THB140bn to
be disbursed by Q2 2025. Indonesia has prioritised currency
stability, with its central bank matching its easing cycle to the
Fed. Singapore, as a regional financial and trading hub, is
poised to capture potential capital outflows from China.

Not everything is rosy, Malaysia’s middle-income
consumers are getting squeezed out

While large-scale investments like data centres generate
headlines, their limited multiplier effects and short-term job
creation do not necessarily benefit the average Malaysian.
Fiscal reforms like the rollback of RON95 subsidies and the
broadening of the SST base will strengthen economic
resilience but also raise costs for consumers,
disproportionately affecting the middle-income group who
receive fewer subsidies. Higher imported inflation will crimp
corporate profit margins and consumer wallets.

We see selective opportunities in Malaysia

Within ASEAN, we are overweight Malaysian equities. The
FBMKLCI appears undervalued at 13.8x 2025F PER vs its 10-
year mean of 15x. Our index target level is 1,760 based on 15x
PER. Higher foreign participation boosted the market in 2024
but with USD strength reasserting itself, Malaysia may be
susceptible to some outflows. However, strong institutional
support should buffer downside risks. The finance ministry has
reassured that 80% of the Employees Provident Fund’s (EPF)
annual allocation will continue to be invested in domestic
markets.

In this environment, we are positive on selective themes.
Malaysian banks benefit from robust loan growth and non-
interest income drivers. Malaysian semiconductors could
move up the value chain in the escalating US-China tech war.
Construction stocks will see order book growth from data
centre buildouts without the corresponding oversupply risks.

KLCl appears undervalued compared to its 10Y mean

FBMKLCT Index
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Source: Dec 2024, Bloomberg, CIMB Chief Investment Office

Disclaimer to be found at the end of report. 19



Chief Investment Office

Neutral ASEAN: Overweight Malaysia

But limited catalysts for Singapore

While Singapore financials are a net beneficiary of elevated
interest rates and wealth management growth, the banks have
already priced in much of the upside from the “Trump trade”.
On the flipside, Singapore is a trading nation, hence the
imposition of tariffs and weaker global trade will impact
exports. There are also limited near-term catalysts for the REIT
sector as the yield compression angle gets delayed. Following
2024’s outperformance, the STl trades at 11.6x 2025F PER,
close to its historical mean of 12x, prompting a more cautious
stance for 2025F. This gives us an underweight view for
Singapore equities.

Bottom-line:

Headwinds from USD strength will force ASEAN countries
to refocus on their domestic growth drivers and China+1
strategies. Overweight Malaysia on domestic resilience;
Underweight Singapore due to lack of catalysts.
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Building Globally Resilient
Portfolios

We anticipate volatility to rise - reiterating a preference for globally
diversified portfolios to mitigate unexpected equity shocks whilst layering
with high income assets.
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Volatility will be elevated - Stay Diversified.

Building Globally Resilient
Portfolios

2025 promises new policy direction and potential higher
inflation from the world’s largest economy transmitting
economic and market volatility to the rest of the world, via
bond yields, US dollar and confrontational trade policy. To
prepare for a future with greater risk, uncertainty and a more
diverse range of outcomes, investors should diversify globally
by adding (i) income streams in portfolios, (ii) exposure to
assets and markets with low correlation to others (jii)
alternative assets - gold.

Add income. Income in a portfolio provides a baseline of
secure and predicable returns. Income in a globally diversified
portfolio can be derived from several sources: 1) equity
dividends 2) index options call strategy and 3) bond yields. A
combination of the above in a well crafted globally diversified
portfolio will provide some buffer from higher inflation or any
potential volatility from equities.

More value outside US?

Non-US equities are attractively valued: developed market
equities excluding US trade at a PE of 14x while Emerging
Market equities trade at 12x.

Trump trade to fade. Elevated bond yields will eventually fade
as the Trump administration settles down to work, and
prioritizes its policy roll-out. The new administration’s policy
proposals have inflationary consequences, and since keeping
inflation low (or even reducing prices) was an election promise,
policy priorities and choices will be made. By delaying pro-
growth policies to curb inflationary pressure though, domestic
US equities could succumb to volatility. A resilient portfolio
thus needs to look globally for diversification to other asset
classes and geographies. We have already covered China
elsewhere; a case for India, Japan and gold in 2025 follows.

Best performing asset class is rarely the same fortwo consecutive years

2014 2015 2016 2017 2018 2019

9.6 1.8 14.6
-2.6
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YTD Nov Asset
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23.9 prE) DM Equities
@ Asia exJP
10.4

2 Asian bonds

1.3 Global honds

Performance based on the following indices: MSCI World Net TR Index (DM Equities), MSCI Asia ex Japan Index, Bloomberg Global Aggregate TR Index, Bloomberg Global High Yield TR

Index, JPMorgan Asia Credit Index Core (Asian bonds).

Source: Nov 2024 , Bloomberg
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Volatility will be elevated - Stay Diversified.

The case for India and Japan

India has already benefited from US corporations’ China+1
policy since 2018, with well-known US tech companies having
already set-up manufacturing and research centres there. (see
table on US FDI to India). Trump’s tariff offensive can only
accelerate this process, as India is not a strategic rival to the
US. Other advantages to Indian equities in a portfolio are:
firstly, the Indian stock market has a low correlation against
developed and emerging equity markets (see table below)
making it an ideal addition to a portfolio in these uncertain
times. Secondly, India’s Nifty 50 index trades at a 2025 PER of
19.9x, slightly below the S&P500, for slightly faster earings
growth prospects (15% in 2025, 9% in 2026). Thirdly, India
continues to spend to attract investors - in 2025-26, over
USD500bn of investments in roads, railways, energy, shipping
and aviation will be completed, part of a public infrastructure
program to lower logistics costs/ improve productivity. Despite

US directinvestments to India continue growing
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Nifty50 and TOPIX weekly correlation with other equity indices
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NASDAQ 0.365
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this massive infrastructure build out, the Indian government’s
fiscal deficit has declined in the past 4 years, and could fall to
4.9% by 2025.

We see three drivers supportive of Japanese equities. Firstly,
the economy is benefitting from domestic reflation. Real
wages are improving, driving demand-led inflation, enabling
companies to raise prices and profit margins. Secondly, the
Bank of Japan’s gradual policy rate normalization will be net
positive for the financial sector and households in a high-
savings society. Finally, continued corporate reforms and
accelerating share buybacks will drive ROE expansion. The
TOPIX trades at undemanding valuations of 14.5x 2025F PER
vs its 5Y mean of 14.9x. Dividend yield is also compelling at
2.6%, providing a positive carry vs low borrowing rates in
Japan.
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Volatility will be elevated - Stay Diversified.

Gold - All that Glitters

The pullback in gold’s price presents an opportunity to add to
gold in a portfolio now or in the next 6 months, because it has
an important place as an alternative asset, inflation hedge and
safe haven. The long-term attraction will endure because:-

() Geo-political stress to worsen. Helped by Mr Trump’s
isolationist America First policies, geo-political friction will
worsen, reviving gold demand as a safe haven. Mr Trump’s
choices for Secretary of State, Defence Secretary, UN
ambassador, Trade representative and special envoy to Middle
East are, without exception, China and Iran hawks, NATO
sceptics. If an America First foreign policy results in weakened
military alliances or muted US involvement and response to
state sponsored aggression or reduced troop deployment,
challengers to US ‘supremacy’ (e.g. China, Russia, Iran, North
Korea) will likely challenge borders or sovereignty of US allies
in Asia (Taiwan, Japan, Philippines) and Europe (Georgia and
other east European states).

Central Bank net purchases of Gold jumped since Ukraine invasion
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© ©o

(i) Central banks now larger buyers. Geo-political
developments appear to have a transitory effect on markets,
but they are cumulative. Since Russia’s invasion of Ukraine,
China’s central bank (PBOC) has persistently bought gold after
observing Russian banks being locked out of the US
banking/payments system, freezing of $300bn in sovereign
Russian reserve assets and other US financial sanctions. The
PBOC’s diversification from US assets accelerated after the
invasion - its holdings of US Treasuries fell 30% from USD1.1tr
to USD775bn in 2% years. Central banks of Poland and Turkey
also raised gold purchases and holdings in the past 2 years.
There is no reason to expect such accumulation to stop in the
near future. This persistent buying has resulted in lowering
gold’s correlation to USD and bond yields, improving its role as
a safe haven, alternative asset.

(iii) Initially, rising US Treasury yields in 1H2025 will make US
Treasuries a more attractive safe haven than gold, but
sometime in 2025, markets will digest the genuine inflation
risk, and bond yields will fall, making gold more attractive.
Coupled with the geo-political reasons to own gold, we believe
gold has a long-term place in an uncertain 2025.

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 9M24

Source: Sept 2024, Bloomberg, CIMB Chief Investment Office

PBOC holdings of UST fell 30% in just 2.5 years
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Currencies

FX Outlook

Markets Currencies 1025 Rest of 2025
First Quarter 2025: MYR \
e ASEAN FX under threat as CNH to weaken from US
tariffs IDR

Emerging
Market Rest of 2025:

* MYR range-bound: Weaker from CNH decline, but SGD
rate differential with USD narrows
THB \
First Quarter 2025: USD A
* 3 more Fed rate cuts by June limits USD upside
AUD v/
Rest of 2025:
Developed . Stronger U.S economy, tax cuts, to strengthen USD EUR v V
Market especially in 2H25
* ECB may cut more than Fed => Euro to drop to GBP A A
parity with USD
JPY A N
A\ Bullish Sideway N Bearish
FX Forecast
25| a5
DXY 107.2 107.8
EUR/USD 1.03 1.00
UsSD/JPY 150 145
GBP/USD 1.28 1.31
AUD/USD 0.67 0.64
USD/CNH 7.35 7.50
USD/CHF 0.88 0.85
USD/SGD 1.33 1.32
USD/MYR 4.40 4.40
USD/IDR 15,750 15,850
USD/THB 34.70 35.80

XAU/USD 2,675 2,750

Source: CIMB Treasury & Markets Research @ 6 December 2024
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Recommended Asset Allocation

Asset Class View
Equity (48%) A
Us A
Asia Ex-Japan

Hong Kong/China

ASEAN

Fixed Income (45%)

Sovereigns v
Corporate Investment Grade A
Corporate High Yield A
Gold (5%) A
Cash (2%)

A Overweight

A Slight Overweight
Neutral

W Slight Underweight

¥ Underweight
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Disclaimer

The information herein is not directed to, or intended for distribution to, or use by, any person or entity who is a citizen or resident of a
locality in any jurisdiction, state or country where such distribution, publication, availability or use would be contrary to law or
regulation.

By accepting this publication/email/report/ commentary, the recipient hereof represents and warrants that he is entitled to receive
such publication/email/report/commentary in accordance with the restrictions set forth below and agrees to be bound by the
limitations contained herein. Any failure to comply with these limitations may constitute a violation of law. This
publication/email/report/commentary is being supplied to you strictly on the basis that it will remain confidential. No part of this
publication/email/report/commentary may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means
or (ii) redistributed, published, circulated, reproduced or passed on, directly or indirectly, to any other person in whole or in part, for
any purpose without the prior written consent of CIMB Bank (as defined below).

This publication/email/report/commentary has been prepared by CIMB Bank and is solely for information and discussion purposes
only. This publication/email/report/ commentary should not be construed as a recommendation, an offer to sell or a solicitation of
an offer to buy or sell any securities, futures, options or other financial instruments or to provide any investment advice or services.
CIMB Bank is also not acting as an advisor or agent to any person to whom this report is directed in respect of its contents.

Whilst CIMB Bank has taken all reasonable care to ensure that the information herein has been compiled from sources believed to be
reliable and is not untrue or misleading at the time of publication, CIMB Bank assumes no responsibility and makes no
representations or warranties, of any kind, as to the accuracy or completeness of this publication/email/report/commentary and
this publication/email/report/commentary does not purport to contain all the information that a recipient may require. CIMB Bank
makes no express or implied warranty as to the accuracy or completeness of any such information and opinion contained in this
publication/email/report/commentary. The information and any opinion contained in this publication/email/report/commentary
are subject to change without notice. Neither CIMB Bank nor any of its affiliates, related companies, advisers or representatives are
obliged to update any such information subsequent to the date hereof. The projections, valuations and statistical analyses herein
may be based on subjective assessments and assumptions and may use one of many methodologies that produce different results
and to the extent that they are based on historical information, they should not be relied upon as an accurate prediction of future
performance. All references to past performance are not a guide to any future performance. Nothing in this
publication/email/report/commentary is intended to be, or should be construed as an invitation by CIMB Bank to buy or sell, or as
an invitation to subscribe for, any securities. The price and value of any investments and indicative incomes herein contained may
fluctuate either positively or negatively. It should be noted that investments in emerging markets are subject to increased levels of
volatility than more established markets. Some of the reasons for this volatility relates to the respective economy, political climate,
credit worthiness, currency and general market within that country. When investing in investments denominated in a foreign currency
these transactions are also subject to fluctuation in exchange rates.

Certain transactions mentioned in this publication/email/report/commentary may give rise to substantial risks and may not be
suitable for all recipients. Please refrain from acting on the information herein without first independently verifying its contents.
Nothing in this publication/email/report/commentary constitutes a representation that any recommendation herein is suitable or
appropriate to a recipient's individual circumstances and does not take into account the specific objectives or needs of any recipient
given that it is not possible for CIMB Bank to have regard to the investment objectives, financial situation and particular needs of
each person who reads this report. Please seek independent professional legal and financial advice as to the contents of this
publication/email/report/commentary and the suitability of any investment product taking into account your specific investment
objectives, financial situation or particular needs before you commit to purchasing a product. For the avoidance of doubt, the
recipient of this publication/email/report/commentary should not treat such content as advice relating to legal, accounting,
taxation, technical or investment matters.
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Disclaimers

Neither CIMB Bank, its affiliates and related companies (“CIMB Group”) nor any of their directors, employees or representatives
accept any liability for any loss, damage, costs, charges or expenses of whatsoever nature and howsoever arising (including but not
limited to direct, indirect, special or consequential loss or loss of profits or loss of opportunity) suffered by you or any third party in
connection with the use of this publication/email/report/commentary or its content (including any error, omission or misstatement
herein, even if CIMB Bank has been advised of the possibility thereof). CIMB Group and their directors, associates, connected parties
and/or employees may own or have positions in securities of the company(ies) covered in this
publication/email/report/commentary or any securities related thereto and may from time to time add to or dispose of, or may be
materially interested in, any such securities. Further, CIMB Group do and seek to do business with the company(ies) covered in this
publication/email/report/commentary and may from time to time act as market maker or have assumed an underwriting
commitment in the securities or instruments mentioned in this publication/email /report/commentary and, together with its
associates and related companies, their directors, officers, employees and/or agents, may have or take positions or other interests
in, and may effect transactions in securities or instruments mentioned herein and may also perform or seek to perform broking,
investment banking and other banking or financial services for the companies or issuers mentioned herein and the affiliates and/or
related companies of such companies or issuers.

CIMB Group may act as a principal or agent in any transaction contemplated by this document, or any other transaction connected
with any such transaction, and may as a result earn brokerage, commission or other income. In the ordinary course of our businesses,
any member of the CIMB Group may at any time hold long or short positions, and may trade or otherwise effect transactions, for its
own account or the account of our other customers, in debt or equity securities or senior loans of any company that may be involved in
this transaction. This is a result of our businesses generally acting independent of each other, and accordingly there may be
situations where parts of the CIMB Group and/or our clients now have or in the future, may have interests, or take actions, that may
conflict with your interests. In recognition of the foregoing, CIMB Group is not required to restrict its activities as a result of this report
and that CIMB Group may undertake any business activity without further consultation with or notification to you.

Neither CIMB Group nor any of their directors, employees or representatives are to have any liability (including liability to any person
by reason of negligence or negligent misstatement) from any statement, opinion, information or matter (express or implied) arising
out of, contained in or derived from or any omission from this publication/email/report/commentary, except liability under statute
that cannot be excluded.

This publication/email/report/commentary is private and confidential and is for the addressee's attention only. This
publication/email/report/commentary is intended for clients of CIMB Bank only. If you are not the intended recipient and have
received this publication/email/report/commentary, you may not use, copy or disseminate the information contained herein or
hereto attached. Please also notify the sender/ originator of the publication/email/report/commentary of the error and destroy the
publication/email/report/commentary and/or delete the publication/email /report/ commentary from your computer and system.
We do not assure the security of information electronically transmitted, and your communication with us or request for
communication through such means shall signify your acceptance of such risk.

If at any time any provision or part of any provision, of this disclaimer is, or becomes, illegal, invalid or unenforceable in any respect
under applicable laws, that shall not affect the legality, validity or enforceability of any other provision, or part of that provision, of this
disclaimer.

This publication/email/report/commentary has been produced by the corresponding CIMB Bank entity as listed in the table below.
The term “CIMB Bank” shall denote the relevant entity distributing or disseminating this publication/email/report/commentary in
the particular jurisdiction referenced below.

Country CIMB Bank Entity
Malaysia CIMB Bank Berhad; and
CIMB Investment Bank Berhad

CIMB Bank has produced this publication/email/report/commentary. Please contact your Private Banker, Relationship Manager or
walk into your nearest CIMB Branch before acting in reliance on any information contained within this
publication/email/report/commentary.
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