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ASX earnings season: Stick to high-
quality stocks that represent value - and
don’t forget the macro
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The recent full-year ASX reporting season didn't prompt big market movements, but Perpetual’s
equities team noted a few trends. Head investment specialist James Holt explains

J Rates and consumers dominate macro outlook
J Returns flow from picking winners and avoiding losers
J Browse Perpetual’s Aussie equities managed funds

For stock pickers looking for high-quality companies at reasonable valuations, earnings season
is a little like Christmas.

There'’s plenty of presents in the form of details about revenue, costs and earnings, along with
strategy and forward-looking guidance.

The recently competed full-year ASX reporting season was pretty subdued, says James Holt,
director of investment solutions at Perpetual.

Even though there weren't huge market movements, there were a few trends to come out of
earnings season, though.

“Supply chain disruptions are no longer as big a disruption as some thought,” Holt says.

“Consumers are amazingly resilient - retail sales have been pretty good — and the question is
how long can this keep up?

“The big point of pressure is the resources stocks given that Chinese data is pretty weak.”

Outside earnings, the dominant theme in recent months has been the run of ASX financial
stocks.

“They are like Wall Street’s Magnificent Seven tech stocks," Holt says. “They have just gone
through the roof.”

In recent weeks, Commonwealth Bank has hit a record high while the other big three banks
have reached seven-year highs.

IAG hit a five-year high while QBE peaked at a decade high, and Suncorp a 17-year high.

“There is forward-looking risk for those stocks given the consumer can only be resilient for so
long and the price being paid for some of those stocks in extraordinary.”

Look for high-quality stocks that represent value

In the current market, from both a macroeconomic and stock-picking perspective, it's important
to stick to your strategy — high-quality stocks that represent value, Holt says.

“Commonwealth Bank is a high-quality stock, but does it represent value at the moment?
Absolutely not,” he says.
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“Then there's industrial property group Goodman.

“It has gone from being a high-quality, growth stock at a value price to being a high-quality stock
at a relatively high price.

“The question is when do you start trimming positions in these sort of companies? The quality
hasn’t changed but the valuation has.”

Outperforming the market is also about not holding certain stocks, Holt argues.

“Woodside is the dominant energy company in the market, and we have avoided it for a while. In
the past year it is down 35 per cent,” he says.

“It isn’t just about picking winners. It is also about avoiding losers.”

Don't forget the macro environment

Stock pickers also need to keep an eye on the big picture,” says Holt.

“You still need macro awareness, so you don't get yourself in to too much trouble.
“One big macro factor in recent weeks is the un-inversion of the yield curve,” he says.

“For the last couple of years, the 10-year bond yield has been lower than the cash rate. But now
the cash rate has fallen below the 10-year bond yield.”

Bond market price action infers a recession could be on the horizon, at least in the US, argues
Holt.

“The equities market is the confident, entrepreneurial asset class whereas the bond market is
the sober, realists asset class.

“You need them both, and you should take note of the bond market when big changes happen,”
he says.

James Holt is head investment specialist with Perpetual’s Aussie equities team.

Perpetual is a pioneer in Australian quality and value investing, with a heritage dating back to
1886.

We have a track record of contributing value through “active ownership” and deep research.

Browse Perpetual’s Australian equities capabilities
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Want to know more? Contact a Perpetual account manager

The information on this page has been prepared by Perpetual Investment Management Limited (PIML) ABN
18 000 866 535, AFSL 2344286. It is general information only and is not intended to provide you with financial
advice or take into account your objectives, financial situation or needs. You should consider, with a financial
adviser, whether the information is suitable for your circumstances. To the extent permitted by law, no liability
is accepted for any loss or damage as a result of any reliance on this information.

A product disclosure statement (PDS), issued by PIML, should be considered before deciding whether to
acquire, dispose, or hold units in a fund. The PDS and Target Market Determination can be obtained by calling
1800 022 033 or visiting our website www.perpetual.com.au.

The views expressed are the opinions of the speakers as at the date of publication and are not a
recommendation to buy, sell, or hold any security. Past performance is not indicative of future performance.

No company in the Perpetual Group (Perpetual Limited ABN 86 000 431 827 and its subsidiaries) guarantees
the performance of any fund or the return of an investor’s capital.
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