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Inflation, labour shortages, persistent supply chain issues and geopolitical tensions
limit the sector’s recovery. Pent-up demand provides some room for optimism with
many companies raising prices to recover higher input costs (Q1 results). Unless
inflation can be contained soon, rising cost of living may start to soften demand.









As inflationary pressures increase, rate-rise expectations support banking stocks. In
Europe and Asia, low valuations, robust capital markets activity, rising insurance
premiums and thriving mortgage loans are drivers. In contrast, US financials are
trading at a significant premium to their peers after many quarters of strong results.
Slowing growth and rising input costs (commodities, labour and energy) weigh on
profits and sentiment, accelerating the trend for greater automation. Supply chain
issues persist from multiple causes. Valuations have declined, but given the greater
challenges now faced in the region, we downgrade European Industrials.
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but
neutral/negative initially for service providers As the 5G roll-out in Asia is well
advanced, we see fewer opportunities









geopolitical instability
he outlook for
chemical and cement stocks is more mixed given rising feedstock and energy prices.









Private residential real estate is seeing strong demand supported by high savings
rate and lower interest rates. Commercial real estate is suffering low demand as
corporates look to reduce office space and retail moves online.









The sector contains many quality stocks with good dividend yields. However,
valuations are somewhat elevated, so a selective approach focusing on quality
stocks with strong brands and/or pricing power is important. This will enable them to
protect margins and earnings as inflationary pressures mount.









Geopolitical uncertainties, low inventories and supply-demand imbalances continue
to drive prices higher. We expect energy prices to either stabilise at these elevated
levels or push higher. Chronic under-investment is likely to support prices in the
medium term despite the energy transition gaining momentum.
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Pharma stocks are characterised by strong cash flows and resilient business models.
While medical technology sector should benefit from pent-up demand for elective
surgical procedures in 2022/23, the biotechnology sector provides more speculative
investment opportunities with their innovative medicines.









Renewable stocks are gaining attention after stock prices and valuation pulled back
significantly from overly optimistic levels. Caution is still required as companies may
not be able to pass on rising energy prices which may impact margins negatively.
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Important Information:
This document has been issued by The Hongkong and Shanghai Banking Corporation
Limited and HSBC Savings Bank (Philippines), Inc. (“the Bank”) in the conduct of its
regulated business in the Philippines with information provided by The Hongkong and
Shanghai Banking Corporation Limited, 1 Queen's Road Central, Hong Kong. It must not be
distributed to the United States, Canada, or Australia or to any other jurisdiction where its
distribution is unlawful. The contents of this document may not be reproduced or further
distributed to any person or entity, whether in whole or in part, for any purpose.
All non-authorised reproduction or use of this document will be the responsibility of the user a
nd may lead to legal proceedings.
The information contained in this document is general market information. As such, it
has no contractual value and should not be taken as an offer, the solicitation of an offer, a
recommendation, or advise for the purchase or sale of any investment, product or service.
We do not have any obligation to issue any further publications to you or update the
contents of this document. Contents are subject to changes at any time without notice. We
make no guarantee, representation or warranty and accept no responsibility for the timeliness
of receipt, accuracy, and/or completeness of the information contained in this document.
Investment involves a variety of risks and investors may not get back the amount
originally invested. Hence, information contained in this document such as past
performance, forecasts, projections, simulations, and other forward-looking statements
should not be relied upon as an indication of future performance or results. If you are
considering making an investment, please conduct your own due diligence.
Copyright © The Hongkong and Shanghai Banking Corporation Limited and HSBC Savings
Bank (Philippines), Inc.
2021. All rights reserved
No part of this document may be reproduced, stored in a retrieval system, or transmitted, on
any form or by any means, electronic, mechanical, photocopying, recording or otherwise,
without the prior written permission of The Hongkong and Shanghai Banking Corporation
Limited.

