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Uncovering Equity Potential in 2018 
 
 
 
INTRODUCTION: With our outlook for slow but steady growth supporting 
earnings strength in 2018, we still favor equities.  
 
Gaurav Malik zeroes in on the equity sector plays to consider next. 
 
Despite their different investment philosophies and processes, we 
find three common sector themes from our active quantitative, 
fundamental growth and value equity teams – financials, technology 
and healthcare. 
 
These are the areas where we see the most value and the least risk, 
giving access to the equities’ growth potential, without overpaying.  
 
All three teams have increased or maintained exposure to financials.  
 
From a quant perspective, the sector ranks well on value, quality, 
sentiment and momentum signals, and we have positions in banks for 
their historic positive interest rate sensitivity.  
 
Looking for growth, we believe the market hasn’t fully priced in the 
upside potential for US financials of a lighter-touch regulatory 
environment.   
 
For seekers of equity income, we see prospects for higher dividend 
yield outside the US, especially amongst European banks that can 
take advantage of an expanding regional economy.  
 
After overweighting financials with recovering post-global-
financial-crisis balance sheets, our value team now expects a 
recovery in earnings when interest rates normalize. 
 
While our teams have taken some profits on high-flying tech stocks 
in the US, less crowded parts of the sector can help hedge our 
portfolios by providing attractive risk/return trade-offs.  
 
Away from the glamour stocks that have garnered all the headlines, 
our active quant team has increased exposure in technology hardware 
and equipment.   
 
Likewise, our US growth team has trimmed Internet-related positions 
and added to semiconductors and semi-cap equipment. These generally 
trade at lower multiples and fare better in our screens of bottom-up 
company fundamentals.  
 
Our global growth team has maintained exposure to the tech leaders, 
but their focus is on up-and-coming innovators in miniaturization 
and the “internet of things”. 
 
Valuations may be lofty from a top-down perspective, but we’ve still 
found dispersion and opportunity in healthcare from a bottom-up 
perspective.  
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The active quant team favors suppliers and equipment, where they see 
reasonable valuations and stable earnings growth coming from the 
secular tailwind of an aging population.  
 
For the US growth team’s concentrated portfolio overweight, the 
focus is on new product innovation in pharmaceuticals, biotech and 
devices.  
 
And finally, as healthcare companies facing the headwinds of 
persistent price cutting continue to consolidate, our fundamental 
value team has considered the merits of each transaction, 
discovering that mergers and acquisitions can be a cost-effective 
way to fill research and development pipelines. 
 
 
In a fast-changing political and economic landscape, our 2018 outlook considers the 
key opportunities and risks for markets and investments. 
 
Click to read the full story (Link to ssga.com/GMO) 
Click to read the full story » 



DEFINITIONS 
Dividend Yield: A dividend expressed as a percentage of a current share price. 
 
Interest Rate: Interest rate is the amount charged by a lender to a borrower for the use of 
assets. 
 
Bottom-up/Top-down Investing: Top-down investing is an investment approach that involves 
looking at the overall economy and then drilling down to the constituent components. 
Bottom-up investing takes the opposite approach. 
 
 
IMPORTANT INFORMATION 
 
MARKETING COMMUNICATION 
 
Past performance is not a guarantee of future results.  
 
This video is provided for informational purposes only and should not be considered 
investment advice or an offer for a particular security or securities, or sectors. The views and 
opinions expressed by the speaker are those of his or her own as of the date of the 
recording, and do not necessarily represent the views of State Street or its affiliates. 
 
Any such views are subject to change at any time based upon market or other conditions 
and State Street disclaims any responsibility to update such views. These views should not 
be relied on as investment advice, and because investment decisions are based on 
numerous factors, may not be relied on as an indication of trading intent on behalf of State 
Street. Neither State Street nor the speaker can be held responsible for any direct or 
incidental loss incurred by applying any of the information offered. 
 
Please consult your tax or financial advisor for additional information concerning your 
specific situation. This video cannot be used for commercial purposes. 
This video may contain certain statements deemed to be forward-looking statements. All 
statements, other than historical facts, contained within this document that address activities, 
events or developments that SSGA expects, believes or anticipates will or may occur in the 
future are forward‐looking statements.  
 
These statements are based on certain assumptions and analyses made by SSGA in light of 
its experience and perception of historical trends, current conditions, expected future 
developments and other factors it believes are appropriate in the circumstances, many of 
which are detailed herein. Such statements are subject to a number of assumptions, risks, 
uncertainties, many of which are beyond SSGA’s control. Please note that any such 
statements are not guarantees of any future performance and that actual results or 
developments may differ materially from those projected in the forward-looking statements. 
 
All forms of investments carry risks, including the risk of losing all of the invested amount. 
Such activities may not be suitable for everyone. Past performance is not a 
guarantee of future results. Equity securities are volatile and can decline significantly in 
response to broad market and economic conditions. 
 
Actively managed funds/strategies do not seek to replicate the performance of a specified 
index. Actively managed funds/strategies may underperform its benchmarks. 
 



Investment in actively managed funds/strategies is not appropriate for all investors and is not 
intended to be a complete investment program. Investing in actively managed 
funds/strategies involves risks, including the risk that investors may receive little or no return 
on the investment or that investors may lose part or even all of the investment. SSGA uses 
quantitative models in an effort to enhance returns and manage risk. While SSGA expects 
these models to perform as expected, deviation between the forecasts and the actual events 
can result in either no advantage or in results opposite to those desired by SSGA. In 
particular, these models may draw from unique historical data that may not predict future 
trades or market performance adequately. There can be no assurance that the models will 
behave as expected in all market conditions. In addition, computer programming used to 
create quantitative models, or the data on which such models operate, might contain one or 
more errors. Such errors might never be detected, or might be detected only after the 
Portfolio has sustained a loss (or reduced performance) related to such errors. Availability of 
third party models could be reduced or eliminated in the future. 
 
The whole or any part of this work may not be reproduced, copied or transmitted or any of its 
contents disclosed to third parties without SSGA’s express written consent. 
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