
NEW YORK: The consumer staples index, the S&P
500’s biggest laggard for 2018, could have further to
fall and may even look less appealing as a defensive
play in the event the economy turns sour. The sector,
which includes suppliers of so-called recession-proof
items ranging from toilet paper and toothpaste to
canned soup and cookies, has fallen 13 percent in
2018, on track for its first annual decline since 2008,
while the S&P 500 is up 1.7 percent year-to-date.

Investors have been turning away from staples
companies because they are grappling with changing
consumer preferences, fierce competition and other
obstacles to raising prices even as their costs swell.
On top of this, the sector - long viewed as a defensive
play partly because of its high dividends and pre-
dictable growth rate - faces tough competition from
fixed income investments while U.S. Treasury yields
are rising, and from other equities as most industry
groups are generating faster earnings growth.  

“We think the sector will remain under pressure,
especially as investors have better opportunities else-
where,” said Sameer Samana, global equity and tech-
nical strategist at Wells Fargo Investment Institute in
St. Louis. Consumers are showing less loyalty to food
and household brands than ever before, according to
Burns McKinney, a portfolio manager at Allianz
Global Investors in Dallas. As a result shoppers are
more easily drawn toward cheaper store-brands for
goods such as toilet paper, putting pressure on brand
names. A growing preference for healthier, fresher

food is keeping people away from pre-packaged sta-
ples. Health concerns are also hurting tobacco com-
panies such as Altria as smokers increasingly favor
cigarette alternatives. And, as brick and mortar retail-
ers face tough competition from online retailers such
as Amazon.com, they are putting pressure on product
suppliers to keep prices low. For example, Procter &
Gamble, the world’s largest consumer goods maker, in
April pointed to pressure from struggling retailers in

addition to higher transportation costs and rising
commodities prices when it reported disappointing
fiscal third-quarter financial results. Wall Street cur-
rently expects 2018 earnings growth of 11.4 percent
in the staples sector, down from the 11.6 percent
expected on April 1 and slower than all but two of the
S&P 500’s 11 other major sectors, according to

Thomson Reuters data. The broader S&P is expected
to report earnings growth of 22 percent for 2018.

‘The trough for staples’
“We’re right now in an earnings driven market

and there are other sectors that have a much better
earnings outlook,” said John Praveen, chief invest-
ment strategist at Prudential International
Investments Advisers LLC in Newark. “I don’t see the
catalyst for this sector to do well in the near term.”

The consumer staples sector currently trades at 19
times earnings on a 12-month trailing basis, indicating
a roughly 10 percent discount to the S&P 500’s multi-
ple of 21, according to Wells Fargo’s Samana. He adds
that the “the trough for staples” typically happens
when the sector trades at a 20 percent to 30 percent
discount to the rest of the market, implying a multiple
of 15 to 17. To be sure lower valuations and a weak
economy could eventually give some support to sta-
ples. “We would get interested if valuations lowered
to levels that compensated investors to take on the
risk of the sector,” said Samana. “They don’t trade all
that cheap compared to the market right now.”
Staples stocks tend to perform better than the broad-
er market in a weak economy as investors bet that
even if consumers have to cut back on spending they
still need to buy things like toilet paper, soap and food
basics. But Prudential’s Praveen sees the US economy
staying strong through 2018 and 2019. 

But some investors like Paul Nolte, portfolio man-

ager at Kingsview Asset Management in Chicago,
say current valuations could present an opportunity.
“They’re reasonably priced. It doesn’t mean they’re
screaming cheap. You can start to accumulate them

here,” said Nolte. But even if investors do look more
kindly on the staples sector in economic downturn,
the sector’s may be “less of a port in the storm” than
in the past, said Wells Fargo’s Samana. — Reuters 
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Wall Street Week Ahead

Investors discover little to no 
appeal for consumer staples  

Grappling with changing preferences, competition and other obstacles

Chairman Mao 
stunt backfires
at blockchain
conference 
BEIJING: A publicity stunt featuring a Mao
Zedong lookalike at a conference on blockchain
in China yesterday sparked an uproar on social
media, with some users saying the “shameful”
disrespect to the founding leader could hurt the
industry’s image. Dressed in a grey Mao suit
and speaking in an accent from Mao’s birth
province of Hunan, an actor told the audience
at the 2018 Boao Asia Blockchain Conference
that he wished the event a success. 

“You are worthy of being called the great
sons and daughters of the Chinese nation, and I
thank you in the name of Mao Zedong,” the

actor said, according to videos posted on
WeChat, a social media platform. Chinese law
prohibits using images of past and current
leaders in television advertisements.

Actors are also banned from promoting
goods and services in the image of national
leaders, according to the State Administration
for Industry and Commerce. Mao, who died on
Sept. 9, 1976, is still venerated by the ruling
Communist Party as the founder of modern
China and his face appears on banknotes. Some
social media users denounced the stunt.

“This is shameless,” wrote one user on
WeChat. Others said it could hurt the future in
China of blockchain, a technology that under-
pins bitcoin and other digital currencies. A tick-
et for the two-day conference on the southern
Chinese island of Hainan cost up to 2,980 yuan
($466). Chinese authorities have cracked down
on the cryptocurrency business to try to limit
risks as consumers pile into a highly speculative
market that has grown rapidly. — Reuters

Oil prices tumble 
but Trump-Kim 
hopes boost Asian
equity markets
HONG KONG: Oil prices extended losses in
Asia yesterday after Saudi Arabia and Russia
signaled they could raise output, but indica-
tions that Donald Trump’s summit with Kim
Jong Un could be back on supported equity
markets. Both main contracts tanked on Friday
after Saudi oil minister Khaled Al-Faleh said
his country could open the taps wider in the
second half of the year to insure against any
supply shocks.

His Russian counterpart Alexander Novak
said they had talked about a two-year-old
deal capping production, adding that OPEC
and other members of the pact would discuss
raising limits next month. The comments come
as supply worries increase, with major pro-
ducer Venezuela hit by economic uncertainty,
Iran facing painful export sanctions and
demand seen picking up.

On Friday Brent sank three percent and
WTI fell four percent, and the two contracts
fell more than one percent further in Asia. The
losses come after crude earlier this month hit
levels not seen since November 2014, and led
to sharp selling in Asian energy firms. Sydney-
listed Woodside Petroleum ended 3.5 percent
down and Inpex dived 2.6 percent in Tokyo.

CNOOC lost 0.9 percent in Hong Kong, but
Sinopec rebounded in the afternoon and
PetroChina surged more than six percent,
boosted by news that Chinese authorities had
given firms freedom to raise and lower gas
prices based on supply and demand.
PetroChina is the country’s biggest gas suppli-

er. Broader markets were mostly up on
renewed hopes for the Trump-Kim summit
after the US president appeared Friday to do a
U-turn 24 hours after cancelling the meeting.

Euro strengthens 
Markets fell in Asia Friday after Trump said

he had pulled out of the June 12 gathering, cit-
ing “open hostility” from Pyongyang. However,
a flurry of diplomacy-led by South Korea,
whose President Moon Jae-in met Kim
Saturday — has put it back on track. And on
Sunday Trump tweeted that a US team “has
arrived in North Korea to make arrangements
for the summit”. He added: “I truly believe
North Korea has brilliant potential and will be
a great economic and financial Nation one day.
Kim Jong Un agrees with me on this. It will
happen!” Tokyo finished 0.1 percent higher,

Hong Kong added 0.7 percent and Singapore
put on 0.4 percent, while Seoul rallied 0.7 per-
cent. Wellington, Jakarta and Taipei were also
up but Sydney slipped 0.5 percent and
Shanghai closed 0.2 percent off. On currency
markets, the euro edged up despite political
uncertainty in Italy, with investors welcoming
news that President Sergio Mattarella had
vetoed the nomination of fierce eurosceptic
Paolo Savona as economy minister.

While the decision sparked the resignation
of prime minister-elect Giuseppe Conte and
could lead to fresh elections, it was seen as a
positive move for the euro. However, Ray Attrill,
head of foreign-exchange strategy at National
Australia Bank in Sydney, said: “We may now
be in for an extended period of heightened
uncertainty ahead of fresh elections-assuming
that’s where we’re headed. — AFP

WASHINGTON DC: In this file photo taken on May 22, 2018, US President Donald Trump and South
Korean President Moon Jae-in hold a meeting in the Oval Office of the White House. — AFP 

NEW YORK: Traders and financial professionals work ahead of the closing bell on the floor of
the New York Stock Exchange (NYSE), May 21, 2018. — AFP 
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Lithuania set 
to join OECD
VILNIUS: Lithuania will join the Organisation
for Economic Co-operation and Development
(OECD) this week, hoping membership in the
Paris-based club of rich nations will help
attract foreign investment to the Baltic euro-
zone economy, officials said yesterday.
President Dalia Grybauskaite will ink the
accession deal in the French capital on
Wednesday, making Lithuania the 36th mem-
ber. “We will receive top-level expert advice,
secure better assessments from investors,

receive cheaper loans and easier access to
markets worldwide,” the Lithuanian presiden-
cy said in a statement. 

In the run-up to membership, the nation of
2.8 million people has pushed through reforms
in “corporate governance of listed and state-
owned enterprises, anti-corruption and invest-
ment.” Lithuania is enjoying a strong economic
upswing, driven by record wage growth since
the 2009 financial crisis with the economy set
to grow 3.2 percent this year. But high income
inequality and emigration to richer western
European nations remain a challenge as the
shortage of skilled labor becomes an obstacle
to foreign investment. Fellow eurozone Baltic
states Estonia and Latvia joined the OECD in
2010 and 2016, respectively.  — AFP


