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It’s a Matter of Trust

Examining the Commodities Market: Risk and Opportunities

The recent upheaval in the global banking industry has triggered a new black swan to global growth outlook.
As a result, the International Monetary Fund (IMF) has lowered its previous projections for worldwide GDP
growth, with estimates now at +2.8% for 2023 and +3% for 2024, down from +2.9% and +3.1% respectively.
These latest forecasts are more pessimistic compared to the ones released in January 2023. Initial indications
in early 2023 that the global economy was headed towards a gentle slowdown, marked by a reduction in
inflation and sign of steadier growth, have faded due to persistent high inflation and recent financial sector
turmoil. Despite the efforts of central banks to curb inflation by increasing interest rates and the decline in
food and energy costs, the underlying inflationary pressures remain stubborn, particularly due to tight labour
markets in several economies.

During the initial three and a half months of 2023, the prices of commodities remained uneventful as investors
were mostly side-lined while anticipating more clarity on the US Fed’s monetary actions. The financial markets
then witnessed a surge in volatility following an unexpected round of liquidity crisis in the global banking
sector. Renewed market instability triggered by the possibility of a worldwide economic slowdown caused by
a credit crisis has affected the commodities sector in very different ways.

Despite this, at the time of writing, the gold market continues to hold its ground above $2,000 an ounce,
registering +10.57% year-to-date. In our earlier article, we expressed our positive outlook towards gold,
noting an increase in buying demand from central banks worldwide since last year and a rise in safe haven
demand, both of which have been beneficial for the gold market. As investors have become more cautious
in response to the sudden appearance of a credit crisis in the global banking sector, the upward momentum
of gold prices has then been further reinforced. Looking ahead, the significant decline in long-term yields is
a crucial factor that is likely to support the upward trend of gold prices. Additionally, the current market volatility
and uncertainty are expected to fuel the demand for gold as a safe haven asset even further.

We were initially expecting elevated energy prices as a result of the on-going supply disruptions stemming
from the Russia-Ukraine conflict. However, crude oil prices have fallen back in March to pre-conflict levels of
a year ago amidst a sudden global banking crisis, before advancing in April as OPEC and its allies, including
Russia, agreed to widen crude oil production cuts. At the time of writing, WTI Crude and Brent Crude
advanced 3.74% and 3.03% respectively year-to-date. Looking forward, investors will need to balance the
potential impact of a global economic slowdown against ongoing supply risks when considering energy prices.
As we noted in our previous article, there is still a risk of a global recession, which has been compounded by
the recent banking sector crisis. This has been reflected in the increasing global energy inventories.

Commodities are subject to large price swings in both directions. Even with their volatility, holding them as
part of a diversified portfolio can be beneficial. For instance, while equities provide capital growth, bonds offer
the much-needed stability and commodities provide a hedge against inflation. While there may be still be
volatilities in the commodities market, investing in commodities can provide a unique opportunity for investors
to diversify their portfolios and potentially benefit from the unique characteristics of this asset class.
Furthermore, commodities are often viewed as an inflation hedge because their prices tend to rise in
response to inflation. Investors can get exposure to commodities through exchange-traded funds (ETFs),
futures contracts, or shares of commodities-related companies. Separately, it is also possible to invest in a
unit trust fund or a wholesale fund that includes a diverse range of commodities.
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Phillip Mutual Berhad offers a comprehensive list of local and global unit trust funds that may suit your
investment preferences and financial goals. For local funds, our recommendation is as below:

Lipper Category PMB Funds
Equity Malaysia Income Phillip Dividend
Equity Malaysia Phillip Recovery

Phillip Dana Aman *
Phillip Master Equity

Growth
Equity Malaysia Sm&Mid Phillip Pearl
Cap
Fixed Income (Malaysia) Phillip Dana Murni *

Balanced Fund (Malaysia) Phillip SELECT Balance
Note: * indicates Syariah

In order to capitalise on the current market weakness, we are adding selected banking and energy names
into our local equity unit trust funds. We favour quality companies that possess strong fundamentals, including
stable earnings and a promising future outlook, and are led by capable management teams

Please click on the link to learn more or email us at phillipmutual@phillipcapital.com.my if you require any
further information.
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