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It’s a stock picker’s market, but which sectors? Here’s a snapshot from James Holt, head

investment specialist with Perpetual’s Aussie equities team

Look for value companies with low debt

Beware the de-rating process

Browse Perpetual’s Aussie equities managed funds

Find out about Perpetual Equity Investment Company (ASX: PIC)

THE past six months on the ASX has marked a return to fundamentals – in contrast to late last

year when market movements were based on macro expectations and announcements.

That means it’s a market for stock pickers says James Holt, head investment specialist with

Perpetual's Aussie equities team.

“When the market returns to fundamentals, that’s when stock pickers usually do better – and

that’s what has happened in the first six months of 2024,” says Holt.

Macro still matters though, and for the first time in several decades, investors are wary of

stagflation, he says.

“We have rare situation where the consumer is under pressure and the unemployment numbers

are deteriorating.

“Normally you’d expect inflation to fall. But there is still upward pressure on prices based on

monthly CPI readings. That isn’t a phenomenon we’ve seen since the 1970s.”

The macro environment adds another dimension to value investing – the need for a strong

balance sheet and low debt levels.

“Having a clear balance sheet with low levels of debt doesn’t always get rewarded.

“But investing in quality is what’s helped us in recent months, and what is needed in the next

few months,” he explains.

“Going forward, it isn’t just about buying value companies. If they are not quality companies, and

rates rise in Australia which is a real possibility, then investors could lose out.”

Sectors that look promising

Perpetual’s Aussie equities team is holding a reasonable amount of cash where it can, says Holt.

There are opportunities within the consumer discretionary sector, particularly around more

resilient businesses such as lotteries and gaming, he says.

Many tech stocks looks somewhat over-valued though. “It is pretty frothy at the moment.”
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Healthcare stocks are also out of favour with some value investors, though there are certain

stocks, with strong management and market leading positions which provide opportunities.

ASX financials – including the big four banks and the insurers – have rallied in recent months,

notes Holt, giving value investors reason to re-assess their holdings.

“The worst-case scenario in the sector hasn’t played out. We have probably the highest quality

banking system in the world because it isn’t deeply fragmented.

“The oligopoly effect helps protect the system, so it’s easy to argue that you should be paying a

bit of a premium in Australia for the banks.

“Investors have also done well out of holding insurers like IAG and Suncorp.”

Real-estate investment trusts is another sector that includes value opportunities for investors.

“But investors have to be very selective,” James warns.

There are value opportunities in stocks that are trading at a discount because the non-property

part of their operations are performing poorly.

Holt nominates Event Hospitality and Entertainment (ASX: EVT) as an example. Its cinema

business is underperforming but it still has a reasonable property portfolio.

There are also quality property companies, exposed to growth sectors of the economy, which

should benefit.

Goodman Group (ASX: GMG) is an example, James says.

Perpetual holds both stocks.

 

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

Find out about Perpetual Equity Investment Company (ASX:PIC)

Want to know more? Contact a Perpetual account manager
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This information has been prepared by Perpetual Investment Management Limited (PIML) ABN 18 000 866

535, AFSL 234426. PIML is the investment manager of the Perpetual Equity Investment Company Limited

(PIC). 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. To the extent permitted by law, no liability is accepted for

any loss or damage as a result of any reliance on this information. The information is believed to be accurate

at the time of compilation and is provided in good faith. This document may contain information contributed

by third parties. PIML and PSL do not warrant the accuracy or completeness of any information contributed

by a third party. Any views expressed in this document are opinions of the author at the time of writing and do

not constitute a recommendation to act. This information, including any assumptions and conclusions is not

intended to be a comprehensive statement of relevant practise or law that is often complex and can change.

This information does not constitute an offer, invitation, solicitation or recommendation with respect to the

purchase or sale of the Company’s securities. Neither PIC nor any company in the Perpetual Group (Perpetual

Limited ABN 86 000 431 827 and its subsidiaries) guarantees the performance of or any return on an

investment made in PIC.

Past performance is not indicative of future performance.
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