
Sector & 
Equity  
Compass 
Stay Selective 
Amid Inflation

Q2 
2022



03 Themes & Outlook

05 Sector and Equity Performance

06 Sector and Equity ETF Flows 

07 Investor Behaviour Overview

10 Sector Picks

10 Industrials (US)
11 Materials (World, Europe) 
12 Health Care (World, US, Europe)
13 Energy (World, US, Europe)
14 Sector Index Metrics

16 Equity Regions in Focus

16 US Equities
17 UK Equities
18 Japan Equities

2Sector & Equity Compass Q2 2022



High Dispersion of Returns in Q1

In Q1 2022, investing by sector once again gave investors much more beta opportunity — in terms of return 
dispersion — than country or factor exposures. Investing in US energy delivered a net return of 39% and 
world energy gained 31%; no other sector came close. The level of return dispersion on a three-month basis 
is top percentile for the last three years. 

War Further Stoking Inflation

We had thought that 2022 would likely be a year of disruption and change as economies adjusted to a 
post-COVID regime. We expected more inflation and peaking economic growth. While we worried about 
geopolitical risk, we hoped that any threats would dissipate. However, the impact of war in Ukraine, coming at 
the same time as pandemic recovery, has further strained global supply chains and capital flows. Inflationary 
forces have increased. 

While markets grapple with inflation and investors deal with the difficulties given volatility and the withdrawal 
of liquidity, we believe it is important to take a selective approach on a regional and sector basis. 

Inflation Continues to Create Winners and Losers 

The enhanced inflation story causes us to stick with most of our sector choices. The impact of commodity 
price inflation can be seen mainly at the sector level and, in Q1, we interpreted this as energy versus the rest 
of the market. We have broadened our consideration of commodities to metals. Popular industrial metals, 
such as aluminium and nickel, have benefited the suppliers (within the materials sector) but increased costs 
to many industries, including autos, which sits in the consumer discretionary sector. 

Inflation also has regional implications, depending on the level of imports and exports. Europe is currently 
suffering more than the US because of its heavier reliance on imported oil and gas. 

Economic Slowdown Hastened by War 

Economic sanctions against Russia have taken two forms: self-sanctioning (which was almost immediately 
applied) and widening boycotts. These measures will have an impact on global growth but, more importantly, 
there has been a spike in energy prices. Our global GDP forecast is now 3.6% (from 5.8% in 2021), with only 
Japan among the major economies showing higher growth this year than last.1

Europe faces a more difficult scenario. The EU imports approximately 25% of its oil and gas from Russia.2 
EU authorities are looking to phase out the region’s reliance on Russian energy well before the end of 2030, 
which will require a significant build-out of pipelines. The UK has already announced a ban of its relatively 
lower Russian oil imports. Spending on energy in the EU is now approximately 20% of GDP (using a spot 
price of $110/bl and $30/mmbtu) from around 5% in the previous 30 years.3 These conditions add to the risk 
of recession in Europe and thus imbue a degree of caution to our regional equity choices for Q2.

Our regional choices consider the sector split of regional indices, making it a particularly interesting choice 
when it comes to the large cap and mid cap indices in the US.

Themes & Outlook: War Has Accelerated Changes 
During COVID Recovery
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Reinforcement of Existing Themes

Just as the pandemic changed business, government and consumer behaviour, we expect the war in Ukraine 
to have a similar impact. Among the areas of focus could be: 

• Energy security Energy independence needs more investment in oil and gas infrastructure, even if the 
long-term focus will be on low carbon energy sources. 

• Energy transition Expect more investments in renewables and hydrogen, as well as more efforts at 
energy efficiency (such as vehicles and buildings).

• Higher defence spending Countries, particularly in Europe, are likely to increase defence budgets. 
Weapon makers could be viewed differently given the ability to help defend human rights.

• Re-shoring of key industries and supply chain security Carrying on from disruptions caused during 
the pandemic.

• Food security Russia and Ukraine are key growers of basic foodstuffs and the war has provided a 
worldwide wake-up call.

• Cybersecurity Increased need for software to limit the threat of attacks.

Sectors are an excellent way to play these themes. We explore some of these themes in our industrials Sector 
Pick and there is some relevance to energy (especially Europe) and chemicals within the materials sector.

Sector Picks This Quarter

SPDR Sector Picks reflect some of challenges such as inflation and the implications of the war in Ukraine. 
As always, we take into account top-down considerations including the State Street Global Advisors economic 
outlook, the fundamentals of each sector, momentum and investor behaviour (as visualised by the flows and 
holdings data that follows in this document).

World US Europe 

Industrials

Materials

Health Care 

Energy

Equity Regions in Focus

Given the backdrop, we prefer regions offering a degree of resilience against consequences of the current 
war. US equities are a natural choice and have relatively strong growth and improved valuations. UK equities 
are our preferred play within Europe as their sector composition is more fitting for the current environment 
and is less dependent on Russian natural resources. We see a strong case for Japan with its dovish fiscal and 
monetary policy, weak yen supporting its export-reliant economy and undemanding valuations.

S&P 500
S&P MidCap 400
FTSE All Share
Japan

1  Source: State Street Global Advisors. This forecast is based on certain analyses and assumptions and there is no guarantee it will be met.
2 Source: S&P Global report, as of 31 March 2022.
3 Source: Barclays, as of 31 March 2022.
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Sector and Equity Performance 

World Sectors US Sectors Europe Sectors

Source: State Street Global Advisors, Bloomberg Finance L.P., as of 31 March 2022. Past performance is not a guarantee of future results. 
The reference indices are in the MSCI World, S&P Select Sectors, and MSCI Europe. Index returns are unmanaged and do not reflect the 
deduction of any fees or expenses. Index performance is not meant to represent that of any particular fund. Index performance is net total 
return. This information should not be considered a recommendation to invest in a particular sector or to buy or sell any security shown. It is 
not known whether the sectors or securities shown will be profitable in the future. 
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Equity Performance by Region Q1 2022 (%) FY 2021 (%)

UK Equities 0.5 18.3

Japan Equities -1.6 13.4

US Equities -4.7 28.2

Europe Equities -5.3 25.1

Global Equities -5.4 18.3

Global Emerging Markets -7.0 -2.5

Asia Emerging Markets -8.7 -5.1

Eurozone Developed -9.2 22.2

Source: Bloomberg Finance L.P., as of 31 March 2022. Past performance is not a guarantee of future returns. Returns are net total returns. 
Reference indices are: UK Equities — FTSE All Share Index; Global Equities — MSCI ACWI (All Country World Index) Index; Asia Emerging 
Markets — MSCI EM (Emerging Markets) Asia Index; Eurozone Developed — MSCI EMU Index; Global Emerging Markets — MSCI Emerging 
Markets Index; Europe Equities — MSCI Europe Index; Japan Equities — MSCI Japan Index; US Equities — S&P 500 Index. Index returns are 
unmanaged and do not reflect the deduction of any fees or expenses. Index Performance is not meant to represent that of any particular fund. 
Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable.
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Sector and Equity ETF Flows 

Sector ETF Flows European-Domiciled ($mn) US-Domiciled ($mn) 

Q1 2022 FY 2021 Q1 2022 FY 2021

Communication Services -6 -224 -833 1,117

Consumer Discretionary -477 1230 -4,122 3,584

Consumer Staples 510 425 2,907 -986

Energy 2215 3216 4,516 14,607

Financials 910 4485 1,860 21,489

Health Care -332 2916 3,903 7,085

Industrials 206 -559 162 1,255

Materials 486 1220 1,805 4,431

Real Estate -149 918 -1,298 13,262

Technology 607 5282 5,527 19,334

Utilities -286 1530 2,001 37

Source: Bloomberg Finance L.P., State Street Global Advisors, as of 31 March 2022. Flows shown above are as of the date indicated, 
are subject to change, and should not be relied upon as current thereafter. This information should not be considered a recommendation to 
invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or securities shown will be profitable in the 
future. Methodology We collect and aggregate flow figures for all sector and industry ETFs domiciled in the US and include ETFs invested 
across all regions (including US, Europe and World). They are calculated as the net figure of buys minus sells. The green boxes signify the two 
highest flow figures for each period, while the red boxes signify the two lowest flow figures.

Source: Bloomberg Finance L.P., as of 31 March 2022. Flows shown above are as of the date indicated, are subject to change, and should not 
be relied upon as current thereafter. Single Country exposures are those that include securities from one country of domicile.

Equity ETF Flows 
by Region

European-Domiciled ($mn) US-Domiciled ($mn)

Q1 2022 FY 2021 Q1 2022 FY 2021

Global 15,537 60,817 US 112,574 481,325

US 13,674 45,661 Global 3,961 45,852

Europe 1,304 9,662 International — Developed 16,201 95,471

UK 633 313 International — 
Emerging Markets

11,007 31,516

Other Region 334 2,250 International — Region 2,846 18,599

Single Country -3,458 8,584 International — 
Single Country

6,678 12,104

EM 7,114 11,705 Currency Hedged -118 1,397

Total 35,138 138,992 Total 153,149 686,264
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Investor Behaviour Overview

Equity ETF flows were mixed over Q1, showing continued inflows into the US but the conflict in Ukraine 
triggered outflows from European equities. Looking at sector ETFs, there were consistent inflows each 
month into energy ETFs, followed by technology, as investors took advantage of price weakness. Outflows 
from financials were seen after the reporting season and prompted by flat yield curves.

Looking at data from the State Street custody business, we did not see institutional investors cut their 
allocation to equities during the quarter despite the worrying background. However, they did prefer the 
safety of developed markets over emerging. 

Appetite for both cyclicals and defensives remained positive. On a global basis, inflows added to a cyclical 
overweight over the quarter and helped a reversal of some of investors’ defensive underweight. Relative 
buying of energy was a key feature and positions are now neutral. Health care, the only defensive not directly 
impacted by consumer or commodity exposure, was bought from larger underweight positioning.
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Source: State Street Global Markets. Data are as of 31 March 2022. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. This information 
should not be considered a recommendation to invest in a particular sector or to buy or sell any 
security shown. It is not known whether the sectors or securities shown will be profitable in the future. 
An explanation of methodology can be found on page 23.

Source: State Street Global Markets. Data are as of 31 March 2022. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. The universes for 
the above charts are the MSCI ACWI. This information should not be considered a recommendation to 
invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or 
securities shown will be profitable in the future.
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Source: State Street Global Markets. Data are as of 31 March 2022. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. This information 
should not be considered a recommendation to invest in a particular sector or to buy or sell any security 
shown. It is not known whether the sectors or securities shown will be profitable in the future.

Source: State Street Global Markets. Data are as of 31 March 2022. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. The universes for 
the above charts are the MSCI US. This information should not be considered a recommendation to 
invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or 
securities shown will be profitable in the future.
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indicated, are subject to change, and should not be relied upon as current thereafter. This information 
should not be considered a recommendation to invest in a particular sector or to buy or sell any security 
shown. It is not known whether the sectors or securities shown will be profitable in the future.

Source: State Street Global Markets. Data are as of 31 March 2022. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. The universes for 
the above charts are the MSCI Europe. This information should not be considered a recommendation 
to invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors 
or securities shown will be profitable in the future.
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9Sector & Equity Compass Q2 2022



Implications of War

Nothing good comes out of war but it can stimulate demand in certain areas. While industrials stocks are 
suffering from higher prices and supply chain disruptions, which started during the pandemic and have been 
made worse by the war in Ukraine, these companies should benefit from tailwinds such as:

Government defence spending, especially in previously under-resourced areas, such as attack 
helicopters, airlift capabilities and missile systems, which could be prioritised. Aerospace and defence is 
20% of S&P Industrials by market cap.

Demands for energy security will drive construction of new power generation facilities, especially 
renewable energy projects, including nuclear power stations, wind energy and hydroelectric plants.  
There is a wealth of expertise from engineering and construction companies and industrial conglomerates 
(13% of US sector), such as Honeywell.

Decisions to re-shore manufacturing capability depend on cost differentials, speed and efficiency as well 
as security, and are key to manufacturers of products such as phones, cars, batteries, chips and medical 
equipment. The automation and digitalisation skills of electrical equipment (7% of sector) and machinery 
(20%) are needed.

Elsewhere, oil producers are likely to lift demand for drilling equipment for offshore oil and fracking, 
enabled by less stringent government and investors bringing orders to equipment producers and associated 
transportation. Similarly, we expect rising demand for mining machinery in response to metals pricing. 

Elevated crop prices, partly caused by disruption to wheat and corn supply from Russia and Ukraine, could 
extend the agricultural cycle, bringing demand for agricultural machinery.

Still Planning to Build Back Better

The US Infrastructure & Jobs Act, passed in November 2021, promises $1 trillion of investment in traditional 
assets such as roads, bridges, airports, waterways and power infrastructure. Among the likely winners 
are road and rail companies (12% of sector), which would benefit from the modernisation of public transit, 
expansion of freight and passenger rail networks and improvement of port facilities. Meanwhile, there will be 
opportunities for professional services (4%) in planning and consultancy and building product companies 
(5%) from the actual construction.

US Has More Drivers

We currently prefer the US sector because its companies are most likely to win the US infrastructure 
contracts and domestic industrial production is likely to remain relatively strong. Compared with Europe, the 
US has greater exposure to transportation (via the road and rail) and aerospace and defence. Nevertheless, 
the European sector could become attractive on a relative valuation and its leading electrical equipment 
suppliers are well placed for renewable energy installations and energy efficiency in buildings.

Industrials 
War and Other Tailwinds

World US Europe 
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Sector Basics

This new Sector Pick reflects the sector’s usefulness as a commodity play and an indirect China play — 
which may be of interest currently. Both institutional and ETF investors are buying materials exposure.
 
The materials sector is highly correlated with industrials. The similarities include: Diverse sector with 
below average stock correlation and above average stock dispersion; small value tilt; market beta close to 
1.0; sensitivity to PMI figures; and positive inflation sensitivity.1 Unlike industrials, products from materials 
are upstream in supply chains. This can provide them with greater pricing power. In March 2022, we saw 
the breadth of upside revisions improve and earnings estimates for 2022 upgraded. Materials was one of 
just three sectors with upgrades.2 Given China’s dominance as a key customer and supplier of many of the 
sector’s products, it is no surprise it can be used as a proxy for Chinese expansion. We believe Chinese GDP 
growth should benefit from activity momentum and stimulus policy. The country is also less impacted by the 
war in Ukraine.

Metals & Mining Pricing Strength

Performance of the sector’s mining companies (39% weight of MSCI World Materials Index) is linked to 
industrial metals pricing (as referenced through S&P GSCI Index, which rose 18% in Q1). This year’s rise 
has been heightened by Russia’s invasion of Ukraine and the resulting sanctions and supply disruptions. 
However, as with other commodities, squeezed trade balances and stock levels were already evident.

The S&P GSCI Industrial Metals complex3 consists of: Nickel, which is used in stainless steel and EV 
batteries, whose prices have been impacted by LME’s closure of the exchange for a period in March 2022. 
Aluminium, used in cars, airplanes, building. Supply has been limited by supply chain disruption and Chinese 
capacity closures; high gas prices could push this metal’s pricing even higher. Zinc, used to galvanise other 
metals to prevent rusting, widely used in building. Prices are influenced by Chinese restrictions on mine 
supply as well as other factors. Copper, used extensively in metal electrical wiring, roofing, plumbing, and 
industrial machinery, as well as household goods and EVs. The price is significantly driven by Chinese 
demand and supply. Lead, used in many products, including batteries, ammunition, pigments, pipes. 
 

Widespread and Extensive Use of Chemicals

The major chemicals and industrial gases companies make up 48% of the World materials sector. Crude oil 
and natural gas are key feedstocks for petrochemicals, such as propylene and aromatics, which are used 
in manufacturing processes. The degree to which high carbon prices are passed down the chain varies by 
marketplace, ranging from household goods to industrial and agricultural products. 

Valuations Most Compelling in Europe & World

As global businesses, there is little to differentiate between the sector across regions, apart from industry 
breakdown and valuation. The metals and mining industry has a much larger weight in World and Europe 
than the US. Both World and Europe materials sectors trade on relative P/E ratings below their historical 
averages (0.8 and 0.7, respectively).

Materials 
Commodity & China Play

World US Europe 

1 Source: S&P Dow Jones Indices U.S. Sector Dashboard, 31 December 2021.
2 Source: Citi Research, 21 March 2022.
3 Source: S&P Dow Jones Indices Daily Dashboard, 31 March 2022.
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Health Care  
Repeat Prescription

World US Europe 

Defensive Exposure

In an expensive equity market, prone to volatility and facing a deteriorating economic background, a 
defensive sector can help investors. Compared with utilities and consumer staples, health care suffers much 
less from commodity price inflation.

Generally low volatility in the sector makes health care an excellent choice in a barbell strategy with energy 
for efficient diversification. While the latter moves with value, inflation and often cyclical trends, health care 
offers a combination of stability and quality not readily available at a reasonable price in other sectors. 
Our recent article shows that adding the two sectors to an equity portfolio could increase returns in a high-
inflation scenario.

Better Performance is Widespread

Rather than vaccine discovery and delivery, investor focus has switched to other drug developments in the 
pipeline, including important oncology treatments. Good news from various drugs in the Abbvie portfolio, 
which includes specialty therapies in immunology, multiple sclerosis and Alzheimer’s, saw the company 
make the largest contribution to MSCI World Health Care performance in Q1 2022. Biotech companies were 
also buoyant. On a 12-month basis, health care providers and services have benefited from a recovery in the 
number of operations and other medical treatments since the easing of the COVID pandemic. We expect 
this trend to continue. 
 

Political Impact Could Wane

Health care has long been under the shadow of political pressure, with a particular fear of pricing pressure 
from US regulations. This is part of the reason for a persistent underweight position from institutional 
investors in the sector (pages 7–9). In addition, custody data from State Street show relative buying of 
pharmaceutical and health care companies for consecutive months in late 2021 and so far in 2022.

President Biden’s Build Back Better program seeks to improve health care for Americans by allowing 
Medicare to negotiate prices for a small number of high-cost prescription drugs, among other measures 
such as extending Medicaid coverage. The passing of this act could give the US government control of a 
small number of drug prices but we believe it is increasingly unlikely to happen. With changes in control of the 
House expected, the Democrats are short on time to act and, as with the previous immediacy of the COVID 
pandemic, the issue of war is top of the agenda.

Accessing Health Care in all Three Regions 

Today the US sector looks appealing because of its heavy underweight position in portfolios, a possible 
lightening of the political threat, and valuation. One of the Europe sector’s attractions has always been its 
global sales base, including the huge potential in emerging markets. European companies have also faced 
the threat to pricing on their significant US sales but have never been as volatile and, possibly as a result, is 
not as cheap or under-owned. The World exposure is dominated by US companies (70% of market cap) and 
therefore possesses similar opportunities and threats, albeit with less dollar exposure. 
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Energy 
That Which Helps Energy  
Hurts Other Sectors

World US Europe 

Why Energy Remains a Pick

The reasons for this Sector Pick have changed little over the past year, focusing on the tight demand/supply 
balance of crude oil. With or without the war in Ukraine, we expect oil dynamics to keep the price high, 
meaning upgrades for this sector but downgrades for most others. Even with the US government’s planned 
release of 30 million barrels (60 million including other countries) from the Strategic Petroleum Reserve, 
crude oil forecasts have not fallen far. Goldman Sachs, for example, forecasts $125 per barrel for H2 2022.

According to the EIA, which provides energy statistics for the US government, consumption of oil has 
persistently outstripped production since mid-2020, contributing to a monthly decline in inventories ever 
since. This low reserve level has allowed the pricing dynamics to be amplified by war, primarily caused by 
disruptions to oil supply from Western sanctions against Russia, which supplies 10% of the world’s oil supply.

With restrictions to Russian oil, the market is looking to OPEC+ to make up the difference. But other than 
Saudi Arabia, Iran and Venezuela (which are still subject to sanctions), there is little spare capacity to pump 
more. The last meeting, at the end of March, stuck to the pre-agreed 400,000 barrel/day uplift to production. 
This leaves a reliance on US shale, but operators have been deterred by intense focus on returns and the 
highly volatile oil price.

Meanwhile, natural gas prices (particularly those in Europe as quoted by TTF) have been even more volatile. 
Russia supplies 40% of the natural gas used by EU countries.

Demand for Energy Security

The obvious desire in many nations for energy security will give energy companies some room to transition. 
Nevertheless, we are watching the debate on windfall taxes.

European companies have thus far been more proactive on transition. This is a double-edged sword: the 
actions taken improve long-term visibility and help appease environmental concerns but at the expense of 
reducing the proportion of productive capital in the near term. Concern over the trend in growth is reflected 
in the lower valuations of European majors versus the US. 

Exploring Energy in all Three Regions

US The country has a larger share of upstream activity among quoted companies. This greater leverage 
to oil prices contributed to the higher absolute and relative performance of US energy through 2021 and 
last quarter. US companies benefit from access to extensive and low cost resources in the Permian Basin, 
providing a reliable fossil fuel supply, but a rapid return to shale production could hit returns.

Europe There is a relatively high exposure to natural gas (e.g Equinor), a key transition fuel that offers 
a lower-carbon alternative to coal-fired power. As well as new demand for energy security there is the 
structural growth coming out of Asia and elsewhere. The more enhanced transition plans of European 
companies have contributed to a significant discount rating.

World This exposure contains the addition of several large Canadian companies (14% of index 
weight), several of which are leaders in fuel transmission infrastructure and pipelines, offering a broader 
operational exposure.
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Sector Index Metrics

Fundamental Growth Forecasts & Valuations

Est. 2yr 
EPS Growth 

(% p.a.)*

3mth Change to 
1yr EPS Growth 

Forecast (%)

Forward 
Relative 

P/B**

Forward 
Relative 

P/E**

Relative  
CAPE

Relative  
CAPE  

(10yr Avg)

ROE  
(%)

Debt/ 
Equity  

(%)

Est 3–5 Years 
EPS Growth 

(%)

12mth  
Div. Yield 

(%)***

MSCI World Sector Indices

MSCI World Index 7.6 4.9 — 16.6 — — — 131 8.64 1.93

Comm. Services 4.6 -2.1 1.01 16.1 1.34 1.45 11.3 97 9.04 1.31

Consumer Disc. 16.9 5.3 1.39 19.0 1.15 1.16 13.0 114 17.60 1.18

Consumer Staples 5.8 1.8 1.51 19.1 0.94 1.11 21.1 95 5.86 2.59

Energy 25.3 40.7 0.62 10.1 0.48 0.49 18.1 63 6.94 3.74

Financials 1.8 -0.9 0.43 11.3 0.61 0.62 8.4 221 6.94 3.01

Health Care 5.6 5.0 1.43 17.0 1.25 1.17 30.4 77 6.98 1.68

Industrials 12.8 8.0 1.09 16.4 0.98 1.08 16.0 92 9.24 1.91

Materials -1.9 3.7 0.77 13.4 0.91 0.89 27.7 50 16.46 3.48

Real Estate 7.7 1.7 0.61 26.6 1.05 1.23 5.4 85 6.70 2.93

Technology 8.8 4.6 2.70 23.6 1.70 1.34 41.2 63 9.83 0.84

Utilities 7.5 1.2 0.69 17.8 0.89 0.92 11.6 140 8.16 3.38

US S&P Select Sector Indices

S&P 500 Index 8.6 5.8 — 18.3 — — 22.6 112 10.59 1.43

Comm. Services 6.1 -0.1 0.76 15.7 1.09 1.48 15.8 100 7.98 0.96

Consumer Disc. 20.8 11.0 2.14 21.8 1.47 1.25 23.2 211 17.27 0.80

Consumer Staples 5.4 0.3 1.49 20.2 0.75 0.90 29.3 118 5.52 2.50

Energy 27.4 46.4 0.56 12.3 0.68 0.54 19.1 56 6.51 3.18

Financials -0.1 -3.3 0.38 13.0 0.65 0.61 10.8 138 1,183.99 1.89

Health Care 4.0 5.4 1.08 16.6 0.95 1.03 35.7 86 6.52 1.56

Industrials 24.5 13.5 1.21 17.3 0.84 0.95 21.6 136 8.95 1.56

Materials 3.4 5.6 0.73 16.1 0.89 0.98 18.8 62 23.18 1.84

Real Estate 3.8 3.2 0.46 41.8 1.68 1.73 7.7 119 13.69 2.64

Technology 8.3 5.1 2.12 22.6 1.18 1.03 43.8 71 11.83 0.89

Utilities 5.6 2.4 0.56 20.2 0.89 1.01 11.3 143 6.29 2.88

MSCI Europe Sector Indices

MSCI Europe Index 8.5 8.0 — 12.8 — — 10.7 164 5.40 3.33

Comm. Services 9.2 -3.0 0.82 14.3 0.72 0.83 6.4 125 3.10 4.06

Consumer Disc. 13.5 8.2 1.01 12.0 1.02 1.43 16.6 92 9.15 2.80

Consumer Staples 7.8 4.3 1.80 17.5 1.08 1.33 18.1 85 7.72 2.93

Energy 24.8 37.1 0.66 6.9 0.53 0.59 17.8 61 7.98 4.61

Financials 2.5 1.9 0.46 8.9 0.68 0.58 7.6 300 2.03 4.83

Health Care 9.2 5.4 2.10 16.7 1.33 1.25 24.4 68 8.61 2.32

Industrials 12.2 11.5 1.73 16.1 1.42 1.46 22.0 101 8.29 2.52

Materials -5.3 0.9 1.04 12.1 1.12 1.10 29.7 46 16.75 4.77

Real Estate 9.4 9.5 0.44 15.6 0.92 1.11 4.6 90 1.35 3.59

Technology 13.6 7.7 2.70 22.3 3.42 3.42 15.3 49 13.24 1.13

Utilities 6.3 3.5 1.01 14.6 0.92 0.75 13.0 142 11.99 4.59

Source: State Street Global Advisors, FactSet, Bloomberg Finance L.P., Morningstar, as of 31 March 2022. Past performance is not a guarantee of future results. The above 
estimates based on certain assumptions and analysis made. There is no guarantee that the estimates will be achieved.
* Calculated as a 2-year average of consensus forecasts for adjusted EPS using BEst (Bloomberg Estimates).
** Forward estimates refer to 12 months.
*** This measures the weighted average of gross dividend yield of the relevant index and the underlying stocks from the relevant ETF.
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Sector Index Metrics (cont’d)

Macro Sensitivities**** Risk Metrics*****

US 10yr Yield 
Sensitivity  

(36 Months)

Brent Crude Oil 
Price Sensitivity  

(36 Months)

Inflation (5yr–5yr 
Forward) Sensitivity  

(36 Months)

Beta  
(36 Months)

Volatility  
(36 Months) (%)

Correlation  
(36 Months) 

MSCI World Sector Indices

MSCI World Index 0.08 0.23 0.56 1.00 17.53 —

Comm. Services 0.06 0.20 0.50 0.90 17.61 0.92

Consumer Disc. 0.08 0.24 0.75 1.14 21.48 0.95

Consumer Staples 0.02 0.11 0.36 0.60 12.98 0.83

Energy 0.26 0.54 0.80 1.34 35.00 0.69

Financials 0.15 0.34 0.69 1.16 23.45 0.89

Health Care 0.02 0.11 0.30 0.69 15.15 0.82

Industrials 0.10 0.27 0.64 1.09 20.38 0.96

Materials 0.10 0.26 0.62 1.07 20.89 0.93

Real Estate 0.05 0.20 0.45 0.85 17.65 0.87

Technology 0.04 0.21 0.55 1.05 20.57 0.92

Utilities 0.03 0.11 0.36 0.57 15.46 0.67

US S&P Select Sector Indices

S&P 500 Index 0.08 0.21 0.57 1.00 17.76 —

Commun. Services 0.07 0.23 0.54 0.98 19.56 0.91

Consumer Disc. 0.07 0.23 0.71 1.12 21.85 0.94

Consumer Staples 0.04 0.11 0.41 0.63 13.99 0.82

Energy 0.31 0.63 0.92 1.50 42.22 0.65

Financials 0.15 0.33 0.66 1.11 23.50 0.86

Health Care 0.03 0.11 0.37 0.71 15.84 0.82

Industrials 0.12 0.28 0.68 1.09 21.70 0.92

Materials 0.11 0.24 0.65 1.10 21.96 0.91

Real Estate 0.04 0.16 0.37 0.78 17.99 0.80

Technology 0.05 0.19 0.58 1.04 20.45 0.93

Utilities 0.04 0.07 0.35 0.51 17.69 0.53

MSCI Europe Sector Indices

MSCI Europe Index 0.08 0.26 0.52 1.00 19.09 —

Comm. Services 0.09 0.24 0.52 0.79 17.24 0.90

Consumer Disc. 0.10 0.31 0.69 1.18 24.60 0.94

Consumer Staples 0.00 0.11 0.33 0.60 14.47 0.81

Energy 0.19 0.41 0.56 1.12 31.93 0.69

Financials 0.17 0.41 0.74 1.35 29.11 0.91

Health Care 0.00 0.10 0.18 0.56 14.89 0.74

Industrials 0.09 0.31 0.70 1.16 23.63 0.97

Materials 0.09 0.28 0.55 1.03 21.62 0.94

Real Estate 0.05 0.28 0.61 0.99 22.48 0.86

Technology 0.05 0.26 0.50 1.11 23.98 0.91

Utilities 0.00 0.20 0.37 0.80 20.00 0.79

Source: State Street Global Advisors, FactSet, Bloomberg Finance L.P., Morningstar, as of 31 March 2022. Past performance is not a guarantee of future results.
**** Sensitivity is beta to the macro variable, e.g. 10-year Treasury yield, Brent oil, and US 5yr–5yr forward as shown here.
***** Beta and volatility are based on index returns. Correlation is the 36-month correlation to the parent index.
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Amid elevated geopolitical uncertainty, US equities may serve as a flight to quality destination, notably given 
their lower dependency on Russian natural resources, such as oil and gas. Indeed, the US economy appears 
to be less impacted than other developed markets and should see decelerating but still relatively strong GDP 
growth in 2022. We also see a lower probability of significant downgrades coming from the consequences of 
the war in Ukraine. Against this backdrop, we believe that US large cap exposures, such as the S&P 500, may 
be the optimal choice, combining robust earnings and relative resilience to the conflict.

The sharp rebound of the S&P 500 during the COVID crisis is predominantly associated with immediate 
monetary support from the Fed. However, amid uncertainty, the strong demand for products and services of 
companies within the S&P 500, coupled with a robust US economy, have been equally important. We believe 
that resilience of S&P 500 constituents may yet again prove useful against the elevated uncertainty.

Until recently, the biggest challenge facing investors looking to add to US large cap equities was high 
valuations. However, strong earnings from US large caps and poor performance in Q1 2022 led to an 
improved 12-month forward P/E of 19.4 and, in our view, is supported by earnings growth and justified by 
the geopolitical backdrop.

One of the key risks to the S&P 500 would be a more hawkish policy tightening outcome than currently 
priced in. Under such a scenario, the mid cap part of the US market, with a relatively attractive 12-month 
forward P/E of 14.7, may offer a necessary cushion to absorb yield expansion. The sector split of the S&P 
MidCap 400 Index, which is more cyclical and more domestic, offers a degree of protection and in some 
instances may benefit from higher inflation. 

S&P 500 Performance and 12m Forward P/E S&P MidCap 400 Performance and 12m  
Forward P/E
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Source: Bloomberg Finance L.P., State Street Global Advisors, as 
of 31 March 2022. S&P 500 is S&P 500 Net Total Return Index. 
Past performance is not a reliable indicator of future results. 12m 
forward P/E is Bloomberg 12m fwd BEST_PE_RATIO.

Source: Bloomberg Finance L.P., State Street Global Advisors, as 
of 31 March 2022. S&P MidCap 400 is S&P 400 Net Total Return 
Index. Past performance is not a reliable indicator of future results. 
12m forward P/E is Bloomberg 12m fwd BEST_PE_RATIO.

US Equities  
Growth and Resilience with Improved Valuation 

 S&P 500 Total Return Net (LHS)

  S&P 500 12m Forward P/E (RHS)

 S&P MidCap 400 Total Return Net (LHS)

  S&P MidCap 400 12m Forward P/E (RHS)
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The United Kingdom was one of a just a few equity markets to deliver positive returns in Q1 2022. This 
relatively strong performance was driven by 1) sector split that was fit for purpose, 2) undemanding valuation 
in the rising yield environment and 3) lower dependency on Russian resources (compared with Europe). 
We see all three factors being relevant in the second quarter and hence, within the European equity 
complex, we hold preference toward the UK.

Elevated inflation is the key topic in the UK, just like in the rest of the world. The Bank of England has already 
responded by taking they key rate hike to 0.75% and is likely to further raise the key rate later this year. Given 
rising interest rates, financial companies (which account for 23%* of the FTSE UK All Share Index) may 
benefit from improved net interest margins, particularly given the UK curve is relatively steep compared to 
the US. 

UK equities offer a commodity play thanks to the significant portion of energy (10%) and basic materials 
(9%). These components could help capture gains coming from elevated prices of oil and other 
commodities. The index is also heavy on consumer staples and underweight in technology. The consumer 
discretionary segment (11%) is less impacted by the consequences of sanctions against Russia as the index 
offers little to no exposure to automobiles and parts.

The relative attractiveness of UK equities comes from a combination of the sector split and undemanding 
valuation. The 12-month forward P/E sits well below its 10-year average both in absolute terms and relative to 
MSCI World. 

UK Equities  
Fit for Purpose Sector Split with Undemanding Valuations 

UK Equity 12-Month Forward P/E UK Equity 12-Month Forward P/E Relative to  
MSCI World
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Source: Bloomberg Finance L.P., State Street Global Advisors, as 
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* Source: Ftserussell.com as of 31 March 2022.

17Sector & Equity Compass Q2 2022



MSCI Japan held up relatively well in JPY terms during the turbulent first quarter of 2022. While the country 
suffered heavily from the pandemic in 2020 and 2021, more recently it became a leader in vaccination 
rates and demonstrated relative immunity against global inflation. Export-reliant Japanese companies are 
set to benefit from the global return to normal economic activity throughout the year as COVID-related 
risks recede. 

Indeed, the cyclical sector split of MSCI Japan, with 22.4%* in industrials, may benefit from continued 
economic recovery and (hopefully) gradual easing of supply chain constraints. The second largest sector 
is consumer discretionary at 19.3%. Interestingly, Japanese automakers were initially hit by the news of 
closing plants in Russia but, by the end of March, unlike their European counterparts, companies from 
Japan rebounded sharply. This implied that the actual impact coming from sanctions against Russia may be 
more limited. 

Against the global trends, inflation in Japan remains exceptionally muted and is expected to average about 
2.0% in 2022, according to State Street Global Advisors.1 That allows the Bank of Japan to avoid the hawkish 
pivot observed elsewhere. On the fiscal front, Japan approved a record state budget of $900 billion and will 
seek to further boost its economy, which could also support equities. 

The dovishness of the Bank of Japan led to a sell-off in JPY against the USD, hitting the lowest level since 
2015 — this naturally supports exporting companies. For US and European investors, weak currency may 
provide an interesting entry point to invest. Those who are not willing to play the JPY could instead choose  
EUR-hedged exposures. 

We acknowledge that GDP growth in Japan is relatively low at a forecast of 2.9% this year but, unlike 
elsewhere, it is set to accelerate in 2022. In our view, this is more than enough given the relatively attractive 
valuations of MSCI Japan with a 12-month forward P/E of 12.7. Indeed, the earnings yield of 7.9% is one of the 
most generous among developed regions.

MSCI Japan 12-Month 
Forward P/E Relative 
to MSCI World and 
USDJPY Exchange Rate

   Relative P/E (LHS)

  USDJPY (RHS) 

Source: Bloomberg Finance L.P., State Street Global Advisors, as of 31 March 2022. MSCI Japan is 
MSCI Japan Net Return JPY Index. 12m forward P/E is Bloomberg 12m fwd BEST_PE_RATIO. USDJPY 
exchange rate is USDJPY Spot Exchange Rate — Price of 1 USD in JPY.

Japan Equities  
A Dove Diverging from the Rest of the World 
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Methodologies

SPDR Sector Picks Explained Looking out three months, we consider which sectors stand to potentially 
benefit from a combination of top-down and bottom-up factors. Macroeconomic indicators greatly inform 
our research, along with aggregated earnings and valuation metrics. We also consider investor flows and 
positioning. Most importantly, we reflect on the likely drivers of each sector over the forecast period.1

Unique Custody Data As part of State Street, we have access to information gleaned from our large 
global custody business. By aggregating $44 trillion of financial assets, we can observe behavioural trends 
of this important investor constituent.2 This includes not only the direction of flows, but also the relative 
positioning of portfolios. These metrics are generated from regression analysis based on aggregated and 
anonymous flow data in order to better capture investor preference and to ensure the safeguarding of 
client confidentiality.

Investor Behaviour Indicators Explained Holdings measure investors’ actual positions over and above 
the neutral positions embedded in their benchmarks. The figures are shown as percentiles and represent 
the investor holdings at month-end versus the last five years. This approach provides perspective on the size 
of holdings compared with their historical trends, whereas a single, dollar figure provides less context; 100% 
represents the largest holding in the last five years whilst 0% is the lowest holding.

Active Flows Indicates the value of net buying by large institutional investors (buys minus sells) expressed 
in terms of basis points of market capitalisation. These are flows in addition to the purchases or sales driven 
by shareholders allocating to the benchmark.

Top Chart Records the asset flow over the previous three months (60 trading days) versus the last 
five years.

Bottom Chart Shows trend of flows over previous three months (60 trading days).

Endnotes 
1 Targets such as the type noted above are estimates based on certain assumptions and analysis made by State Street Global Advisors. 

There is no guarantee that the estimates will be achieved.

2 Source: State Street, as of 31 March 2022.

Rebecca Chesworth 
Senior Equity ETF Strategist

Krzysztof Janiga, CFA 
ETF Strategist

Contributors
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These include further details 
relating to the SPDR funds, 
including information relating to 
costs, risks and where the funds 
are authorised for sale. 
Bonds generally present less 
short-term risk and volatility than 
stocks, but contain interest rate risk 
(as interest rates rise, bond prices 
usually fall); issuer default risk; issuer 
credit risk; liquidity risk; and inflation 
risk. These effects are usually 
pronounced for longer-term securities. 
Any fixed income security sold or 
redeemed prior to maturity may be 
subject to a substantial gain or loss. 
There are risks associated with 
investing in Real Assets and the 
Real Assets sector, including real 
estate, precious metals and natural 
resources. Investments can be 
significantly affected by events 
relating to these industries. 
Investing in REITs involves certain 
distinct risks in addition to those risks 
associated with investing in the real 
estate industry in general. Equity REITs 
may be affected by changes in the 
value of the underlying property 
owned by the REITs, while mortgage 
REITs may be affected by the quality of 
credit extended. REITs are subject to 
heavy cash flow dependency, default 
by borrowers and selfliquidation. 
REITs, especially mortgage REITs, are 
also subject to interest rate risk (i.e., as 
interest rates rise, the value of the 
REIT may decline). 
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