
 

 

 

The ‘internals’ of equity 
markets are already 
‘tilting’ late cycle. 
Defensive sectors, such as 
utilities, consumer 
staples, healthcare and 
real estate, have all been 
relative outperformers, as 
is typical during 
recessions. 

 

The outlook for equities 
Navigating inflation, rates and earnings 

Across many asset classes—global equities, fixed income and 
cash—real returns have been deeply negative over 2022, as 
persistent inflationary pressures (compounded by the Russia-
Ukraine conflict) have left most central banks seemingly behind 
the curve in their monetary policy settings. Higher interest rates 
are coming at a time when global growth has slowed (US Q1 GDP 
was negative), creating a perfect storm for investors and raising 
the prospect of a stagflationary backdrop for equity markets.  

In this article, we explain that the intersection of peak inflation, 
peak US Federal Reserve (Fed) hawkishness, and peak interest 
rates will govern the direction of equity markets in H2 2022. We 
also revisit how investors should be positioning their portfolios’ 
exposure to technology stocks. 

Is a stagflationary backdrop likely? 



 

 

 

Breakeven inflation rates 
hit their recent highs 
towards the end of March 
and have trended lower 
since then. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The US 10-year bond 
appears to have broken 
out of a period of 
delivering consistently 
lower yields. 

 

 

 

 

Is it possible we are at, or close to, peak inflation?  

• 

• 

How do rising rates affect equities? 

• 

• 
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Earnings-based valuation 
metrics seem fair 
(although not cheap) for 
the market at large.  For 
Australia, its valuation is 
now trading one 
standard deviation from 
its five-year average, 
offering much greater 
valuation protection and 
justifying our overweight 
stance. 

 

 

 

 

 

 

 

Although many 
technology companies 
remain resilient 
businesses, with high 
returns on capital and 
strong balance sheets, 
valuations make many 
stocks vulnerable to 
higher discount rates. 

 

 

 

 

Are current earnings estimates accurate? 

How should investors be positioning exposure to tech? 



 

 

 

At a macro level, the key 
question for investors is 
whether peak inflation 
means a period of 
plateauing inflation or 
falling inflation. 

The best course of action is to be well diversified 

https://www.crestone.com.au/news/cio-monthly-february/

