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Markets should rise further but may slow
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*CSI 300 Index (30 Jun - 27 Jul) ** Hang Seng Index (30 Jun - 27 Jul)
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   

   

The improving economic outlook with the stimulus packages in the US and Europe should offset

lower interest rates and the potential for higher taxes in the US. Attractive valuations, higher

trading revenues and M&A activity are constructive. Q2 earnings beat expectations on higher

capital markets activity, lower loan provisions and a buoyant real estate market.

     

Industrial stocks have rallied strongly in anticipation of a demand rebound as economies re-open

and the need to rebuild inventories remains strong. However, after one year of outperformance,

upside in US and Asian stocks appears limited given valuations. Supply chain issues and higher

input costs may weigh on margins. We downgraded Asia and Global industrials sector to neutral.

   

The IT sector has struggled to gain momentum in 2021 on regulatory risks and valuation

concerns. Long-term trends in digitalisation and new technology should deliver above average

growth for the long term. However, semiconductors shortage is causing some production

challenges. Infrastructure spending should benefit digital infrastructure.

   

The sector benefits from steady cash flow and growth from increased data usage as more

activity shifted online and business digitalised. Media companies are likely to see continued

robust demand. The 5G roll-out is positive for telecom equipment providers but neutral/negative

initially for service providers.

     

The economic recovery remains constructive, but is already reflected in valuations so we

downgraded Asia and Global materials sector to neutral. Metal prices have lost momentum in the

short-term as the Chinese authorities try to cool commodity prices. Infrastructure spending

related to fiscal stimulus in the US, Europe and Asia will drive demand in the medium run.

   

Private residential real estate is seeing strong demand due to a unique combination of record

high savings and low interest rates. In contrast, commercial real estate sees more headwinds as

corporates look to reduce office space and retail moves online. The high dividend yield is

appealing in a low yield world.

   

The defensive staples sector is likely to underperform given the positive economic backdrop. 

Although valuations appear attractive relative to the cyclical sectors, slower year-on-year growth 

is expected this year as 2020 benefitted from COVID-19 fears that drove panic buying and stock-

piling of consumer essentials.

   

Supply-demand imbalances continue to support oil prices with demand rebounding quickly to 

close to pre-pandemic levels as economies re-open. Volatility in energy prices and stocks may 

arise with the ebb and flow of geo-politics. 

   

COVID has spurred healthcare spending, which is likely to remain a priority for households and 

governments as large backlogs in elective surgical procedures should drive strong growth. 

Medical technology, biotech companies and preventative care benefit from strong demand. We 

expect volatility to resurface regarding regulation on drug pricing, when COVID is contained.

   
The sector has benefitted from various ‘green’ initiatives. Global sector valuations remain

relatively attractive, but the sector is likely to underperform in the cyclical recovery.
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