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PUBLIC

   

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.

   

   
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.

↑  ↑ 

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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