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We prefer consumer discretionary, consumer staples, financial & tech stocks   

  Event 

Last month, the average return of our recommended sectors outperformed the broader 

market, which advanced by 6.15%, with utilities, tech, consumer discretionary, industrials and 

financials up by a respective 3.36%, 10.79%, 9.38%, 8.63% and 4.29%. Meanwhile, the sectors 

that we were bearish about, namely real estate (up 0.85%), health care (down 5.72%), and 

materials (up 2.8%) underperformed. For this month, we maintain our positive view on 

consumer discretionary, financial, and tech stocks. We also add consumer staples to our list 

of preferred sectors. 

Analysis 

We prefer consumer discretionary, financial, tech and consumer staple stocks. The consumer 

discretionary sector is benefitting from rising real disposable income and stabilizing corporate 

production and private consumption sentiment. Economic conditions remain decent, but 

fundamentals are showing signs of softening, with businesses registering slower sales and 

earnings growth, and consensus has made more aggressive earnings downgrades. That said, 

stock valuations have been buoyed by investors’ interest in growth stocks, positive market 

dynamics and favorable readings of technical indicators. 

Financial stocks are a mixed bag, as the labor market remains resilient, but rising credit card 

delinquency rates and increasingly cautious earnings forecasts bode ill for the sector. Having 

said that, stock valuations have rebounded amid expectations for lower yields, and positive 

market dynamics, as well as technical indicator readings. Overall, the prospects of the financial 

sector are unchanged. Tech stocks face headwinds from the end of early pull-in demand, 

which was driven by trade wars. Although tech firms’ strong pricing power should help shore 

up profit margins, uncertainties surrounding tariff policies have weighed on fundamentals and 

the economic outlook. Valuations could ride on improving market sentiment, and favorable 

market dynamics and technical indicator results, and thus we are overall optimistic about the 

sector. Consumer staple names are defensive by nature, and tend to outperform amid a 

weakening economy. Although lowincome consumers will be more affected by tariffs, and 

deteriorating consumer sentiment bodes ill for the economy, we note that businesses are 

expecting improvements in sales and earnings with an overall cautiously optimistic view on 

the future. Valuations are rebounding, backed by better market dynamics and technical 

indicator readings.  

We are Neutral on the energy, materials, industrial, communication service and utilities 

sectors. Macroeconomic conditions, fundamentals, valuation and technical indicator readings 

of the energy sector are little changed from the previous month, but market dynamics are 

improving. The materials sector saw a clear improvement in market dynamics, and 

macroeconomic conditions, valuations, and technical indicators have all ameliorated on a 

MoM basis. That said, fundamentals have deteriorated, and our earnings forecast model 

suggests limited room for growth ahead. For the industrial sector, technical indicators 

improved, but there has been little change in macroeconomic conditions, fundamentals, 

valuations, and metrics of market dynamics. The end of early pull-in demand also presents a 

headwind for the sector. The communication service sector registered improving valuations 

and technical indicators, and stable dynamics. However, deteriorating macroeconomic 

conditions and fundamentals are likely to cap share price performance in the near term. The 

utilities sector managed to maintain stellar market dynamics, but macroeconomic conditions 

have deteriorated slightly, while fundamentals, valuation, and technical indicators remain 

largely unchanged. 
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We are bearish on real estate and health care stocks. Real estate stocks suffered consensus 

earnings downgrades and deteriorating profit margins as high US Treasury yields have kept 

mortgage rates elevated, leading to sluggish sales of existing homes. Both macroeconomic 

conditions and fundamentals are lackadaisical, while technical indicators have deteriorated, 

and thus the sectors performance was muted. The health care sector enjoyed price hikes for 

medical equipment, but the benefits were completely offset by higher manufacturing and 

operating costs, leaving little room for improvement in macroeconomic conditions. 

Fundamental-wise, although sales and earnings have both improved, a sectorwide de-rating 

and mixed readings of technical indicators, which seemed to be leaning south, suggest it’s 

better to remain cautious. We thus maintain Underweight on the sector. 

Conclusion 

To sum up, our recommended ETFs for this month are consumer discretionary (XLY), financials 

(XLF), tech (XLK), software (IGV) and consumer staples (XLP). 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the relevant 

regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in the 

respectively covered stock, issuer and/or new listing applicant. 
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