Volatile earnings season buffeted by multiple cross currents

Summary

B The past weeks had been a wild ride for markets
with the S&P 500 Index and Nasdaq Composite
Index falling 8.8% and 13.3% respectively in April
2022, before posting a rebound in early May.

B As the US market headed into the 1Q22 reporting
season, investors had much less visibility compared

B Despite near-term challenges faced by the tech

megacaps, we note that overall valuation is not
demanding, with many trading at multi-year low
valuations despite secular thesis being intact. In the
near term, our preference stays with the enterprise
software segment.

to previous quarters given multiple cross currents
including geopolitical impact, food and energy cost
spikes in 1022, supply chain issues and fears of a
sharper macro deceleration.

US bank earnings beat estimates but expect more
volatility ahead

B The largest US banks mostly beat estimates on both

m Although 1022 earnings was a slight beat, forward
guidance was weak, leading to FY22-23 earnings
per share (EPS) estimates being trimmed. Volatility
has been extremely high, with companies that
missed expectations severely punished.

US tech megacap earnings not immune to market
headwinds, Covid beneficiaries struggle

B Streaming was weighed down by uneven/weak
net subscriber adds, as well as concerns around
increased market saturation and competition.

B Digital advertising trends were healthy, but
continued to be impacted by privacy policy
changes, the shift to short video formats with
lower monetisation, and competition from
emerging platforms.

B Ecommerce faced headwinds from difficult
compares and inflationary pressures, as fuel and
transportation costs spiked in 1Q22.

B Enterprise software and public cloud seemed to be
the only standout segment with little sign of
slowdown.
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earnings and revenue lines for 1Q22. Key trends
included weaker investment banking revenue, an
encouraging loan growth and net interest income
(NII) picture, and manageable Russia exposure,
though credit provisioning ticked higher.

Looking past 1022, loan growth started off solidly
in 2022, while NII will be supported as more rate
hikes are expected. Fee income is likely to remain
weak. Credit quality is holding up, but one needs to
keep an eye on signs of softness given expected
macro deceleration.

Fears of a hard landing may keep banks volatile,
but valuation is starting to look attractive. Within
our coverage, we prefer banks leveraged to the rate
hike cycle, with higher rate sensitivity coupled
with a lower credit risk profile.
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Volatile 1022 earnings season buffeted by
multiple cross currents

The past weeks had been a wild ride for the
markets with the S&P 500 Index and Nasdag
Composite Index falling 8.8% and 13.3% respectively
in April 2022, before posting a rebound in early
May.

As the US market headed into the 1022 reporting
season, consensus was expecting a sharp
deceleration in earnings growth (+5% year-on-year)
compared to 2021 when growth ranged from 28-
92%. This was due partly to a high base effect, as
well as margin compression due to inflationary
pressures.

Investors also had much less visibility heading into
reports compared to previous quarters given
multiple cross currents including geopolitical impact,
food and energy cost spikes in 1022, supply chain
issues and fears of a sharper macro deceleration.

As the 1022 earnings season progressed, consensus
1Q22 EPS had risen slightly since 1 April 2022 (see
Chart 1), pointing to earnings growth of 6%. Around
50% of companies beat consensus on both revenue
and EPS, though forward guidance remained weak,
leading to FY22-23 EPS estimates being trimmed.
Volatility has been extremely high, with companies
that missed expectations severely punished.

April 2022 was also marked by the sharp
underperformance of Growth stocks against the
broader market, impacted not just by sentiment
around rising rates, but also weakening
fundamentals.

US tech megacaps not immune to headwinds

The major US tech megacaps have reported their
quarterly earnings. As with the rest of the market,
Covid beneficiaries saw difficult compares and pull
forward of demand which had impacted results
negatively.

B Streaming was weighed down by uneven/weak
net subscriber adds, as well as concerns over
increased market saturation and competition.
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Meanwhile, spending on content is expected to
remain high.

B Digital advertising trends were healthy, but
continued to be impacted by privacy policy
changes, the shift to short video formats with
lower monetisation, and competition from
emerging platforms. There have been fears of
decelerating trends going forward as advertising
revenues tend to be highly correlated with
€CoNnomic activities.

B Ecommerce faced headwinds from difficult
compares and inflationary pressures, as fuel and
transportation costs spiked in 1Q22. The ongoing
unionisation drive may result in higher wage
costs down the road.

B Enterprise software and public cloud seemed to
be the only standout segment with little sign of
slowdown. This is indicative of the fact that
digital transformation remains a high priority
within corporates.

Despite near-term challenges faced by the tech
megacaps, we note that overall valuation is not
demanding, with many trading at multi-year low
valuations despite secular thesis being intact in our
view. In the near term, our preference stays with
the enterprise software segment.

CHART 1. REVISIONS TO CONSENSUS 1Q22
EARNINGS SINCE START OF APRIL 2022

S&P 500 1.3%
Ex Fins 0.9%

Financials 4.0%
Materials 3.2%
Energy 2.9%
Cons. Disc. 2.4%
Real Estate 1.4%
Staples 1.2%
Utilities 1.1%
Health Care 0.7%
Industrials 0.5%
Tech -0.1%
Comm Svcs -0.1%
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Source: BOAML, as of 25 April 2022
Past performance is not indicative of current or future
performance.
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Spotlight on US banks
Earnings beat but expect more volatility ahead

The largest US banks' 1022 results beat consensus
on both earnings and revenue lines. Here, we
highlight a few broad themes that we have gleaned
from the earnings season:

B Mixed capital market business performances.
Increased market volatility proved positive for
trading businesses, notably Fixed Income,
Currencies and Commodities (FICC), but negative
for investment banking, given the lower appetite
for deal making. Investment banking revenue fell
sharply across all the major US banks due to a
slowdown In initial public offering (IPO) and
special purpose acquisition company (SPAC)
listings, a key source of business last year. But
M&A advising fees was a bright spot, supported
by deals announced last year.

B The NII picture was encouraging. The banks
provided improved guidance for NII, given
expectations for a higher number of rate hikes.
Deposit betas (the responsiveness of banks to
deposit repricing to reflect changes in market
rates) are expected to rise more slowly than prior
rate-rising cycles given unprecedented levels of
liquidity on banks’ balance sheets.

B Loan growth picked up more broadly with robust
credit card spending. Mortgage lending came
under pressure on rising rate concerns.

B Russia exposure manageable - Banks provided
more clarity on their exposure, with no big
negative surprises. While exposure was generally
viewed as manageable, the banks did express
concerns about the potential spillover effects.

B Provisioning for bad credit has returned, notably
for those names with Russia-related exposure.

Our thoughts

Russia-related losses reported were small relative to
sector earnings, reinforcing the view that direct
exposure amongst the big names has been limited.
However, second-order volatility in the marketplace
remains difficult to predict. As a major bank CEO
commented, “the Russian invasion has further
complicated the geopolitical landscape and created
an additional level of uncertainty that I expect will
outlast the war itself.”

Looking past 1022, loan growth started off solidly in
2022, while NII will be supported as more rate
hikes are expected. Fee income is likely to remain
weak. Credit quality is holding up, but one needs to
keep an eye on signs of softness given expected
macro deceleration.

Fears of a hard landing may keep banks volatile, but
valuation is starting to look attractive (see Chart 2).
Within our coverage, we prefer banks leveraged to
the rate hike cycle, with higher rate sensitivity and
a lower credit risk profile.

CHART 2. FINANCIAL SECTOR NAMES LAGGING THE BROAD MARKET DESPITE RISING YIELDS
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Past performance is not indicative of current or future performance.
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This document/communication/information (“document”)
is provided in Singapore by BNP Paribas, acting through
its Singapore branch, and in Hong Kong by BNP Paribas,
acting through its Hong Kong branch. BNP Paribas is a
public limited company (société anonyme) incorporated
in France with liability of its members limited. BNP
Paribas, acting through its Hong Kong branch is a
licensed bank regulated by the Hong Kong Monetary
Authority, a Registered Institution under the Securities
and Futures Ordinance of Hong Kong (Cap. 571), and
registered with the Securities and Futures Commission
(SFC) to carry on Types 1, 4, 6 and 9 regulated activities
in Hong Kong (SFC CE Reference: AAF564). BNP Paribas,
acting through its Singapore branch (UEN/Registration
No: S71FC2142G), is a licensed bank regulated by the
Monetary Authority of Singapore. BNP Paribas Wealth
Management is the business line name for the Wealth
Management activity conducted by BNP Paribas. “BNP
Paribas Wealth Management” (UEN/Registration No
53347235X) 18 a business name registered in Singapore
under the Business Names Registration Act 2014.

This document is produced for general information only
and should not be used as reference for entering into any
specific transaction, and the information and opinions
contained herein should not be relied upon as
authoritative or taken in substitution for the exercise of
judgment by any recipient or the seeking of independent
professional advice (such as financial, legal, accounting,
tax or other advice) by any recipient. This document is
not intended to be an offer or a solicitation to buy or to
sell or to enter into any transaction. In addition, this
document and its contents is not intended to be an
advertisement, inducement or representation of any kind
or form whatsoever. BNP Paribas reserves the right (but
is not obliged) to vary the information in this document
at any time without notice and, save to the extent
provided otherwise in Clause 6.5 of BNP Paribas Wealth
Management's Terms and Conditions (“T&Cs") applicable
to your account, BNP Paribas shall not be responsible for
any consequences arising from such variation.

The terms set forth herein are intended for discussion
purposes only and are subject to the final expression of
the terms of the transaction, if the investor decides to
proceed with the transaction. It does not represent (a) the
actual terms on which a transaction would be entered
into, (b) the actual terms on which any existing
transactions could be unwound, (c¢) the calculation or
estimate of an amount that would be payable following
an early termination of the transactions, or (d) the actual
valuations given to the transactions by BNP Paribas In its
books of account for financial reporting. The final terms of
the transaction will be set forth in the final term sheet,

v BNP PARIBAS
L WEALTH MANAGEMENT

any applicable agreement and/or confirmation. Please
also refer to the disclaimer statements contained in the
relevant documents, and disclosure and other important
information concerning our fees, charges and/or
commissions as set out in the Fee Schedule.

If this document is a post-trade/transaction confirmation,
please examine the information as set out in this
document carefully and contact us immediately if you
notice any discrepancy. The content of this document is
subject to the final transaction(s) details / information in
our official bank statements and/or advices (if any)
which may follow by mail. This document contains
confidential information intended only for the use of the
addressee(s) named above. If you are not the
addressee(s), you must not disseminate, copy or take any
action in reliance on it. If you have received this
document by error, please notify BNP Paribas and
delete/destroy this document immediately.

Although the information and opinions provided herein
may have been obtained or derived from published or
unpublished sources considered to be reliable and while
all reasonable care has been taken in the preparation of
this document, BNP Paribas does not make any
representation or warranty, express or implied, as to its
accuracy or completeness and, save to the extent
provided otherwise in Clause 6.5 of the T&Cs applicable to
your account, BNP Paribas shall not be responsible for
any Inaccuracy, error or omission. All analysis, estimates
and opinions contained in this document constitute BNP
Paribas’ own judgments as of the date of this document,
and such expressions of opinion are subject to change
without notice. Information provided herein may contain
forward-looking statements. The words "believe",
"expect’, anticipate", "project”, "estimate", "predict", "is
confident", "has confidence" and similar expressions are
also intended to identify forward-looking statements.
These forward-looking statements are not historical facts
but based on the current beliefs, assumptions,
expectations, estimates, and projections of BNP Paribas in
light of the information presently available, and involve
both known and unknown risks and uncertainties. These
forward-looking statements are not guarantees of future
performance and are subject to risks, uncertainties and
other factors, some of which are beyond control and are
difficult to predict. Consequently, actual results could
differ materially from those expressed, implied or
forecasted in these forward looking statements. Investors
should form their own independent judgment on any
forward-looking statements and seek their own advice
from professional advisers to understand such forward-
looking statements. BNP Paribas does not undertake to
update these forward looking statements.
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Where investors take into account any theoretical
historical information regarding the performance of the
product/investment, investors should bear in mind that
any reference to past performance should not be taken as
an indication of future performance. BNP Paribas is not
giving any warranties, guarantee or representation as to
the expected or projected success, profitability, return,
performance, result, effect, consequence or benefit of any
investment/ transaction. Save to the extent provided
otherwise in Clause 6.5 of the T&Cs applicable to your
account, no BNP Paribas group company or entity
therefore accepts any liability whatsoever for any loss
arising, whether direct or indirect, from the use of or
reliance on this document or any part of the information
provided.

Structured transactions are complex and may involve a
high risk of loss including possible loss of the principal
invested. If any product mentioned in this document is a
structured product which involves derivatives, do not
invest in it unless you fully understand and are willing to
assume the risks associated with it. If you are in any
doubt  about the risks involved in  any
product/transaction, you should seek independent
professional advice.

Prior to entering into any transaction, each
investor/subscriber should fully understand the terms,
conditions and features of the product/investment as well
as the risks, the merits and the suitability of entering into
any transaction/investment including any market risk
associated with the issuer, and consult with their own
independent legal, regulatory, tax, financial and
accounting advisors before making the investment.
Investors/subscribers  should fully understand the
features of the investment, be financially able to bear a
loss of their investment and be willing to accept all risks
involved. Save as otherwise expressly agreed in writing,
(a) where BNP Paribas does not solicit the sale of or
recommend any  financial ~ product to  the
investor/subscriber, BNP Paribas is not acting as financial
adviser of the investor/subscriber in any transaction, and
(b) in all cases, BNP Paribas is not acting as fiduciary of
the investor/subscriber with respect to any transaction.

BNP Paribas and/or persons associated or connected with
it may effect or have effected a transaction for their own
account in a product/an investment described in this
document or any related product before or after this
document is published. On the date of this document, BNP
Paribas and/or persons associated or connected with it
and their respective directors and/or representatives
and/or employees may take proprietary positions and
may have a long or short position or other interests or
make a market in a product mentioned in this document,
or in derivative instruments based thereon, and may
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purchase and/or sell the investment(s) at any time in the
open market or otherwise, whether as principal or as
agent or as market maker. Additionally, BNP Paribas
and/or persons associated or connected with it may have
within the previous twelve months acted as an
investment banker or may have provided significant
advice or investment services to the companies or in
relation to a product mentioned in this document.

This document is confidential and intended solely for the
use of BNP Paribas and its affiliates, their respective
directors, officers and/or employees and the persons to
whom this document has been delivered. It may not be
distributed, published, reproduced or disclosed by any
recipient to any other person, nor may it be quoted or
referred to in any document, without the prior written
consent of BNP Paribas.

Hong Kong: This document is distributed in Hong Kong by
BNP Paribas, acting through its Hong Kong branch only to
Professional Investors within the meaning of Part I of
Schedule 1 to the Securities and Futures Ordinance of
Hong Kong (Cap. 571). The products or transactions
described in this document may not be authorised in
Hong Kong and may not be available to Hong Kong
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Singapore: This document is distributed in Singapore by
BNP Paribas, acting through its Singapore branch only to
Accredited Investors within the meaning of the Securities
and Futures Act, Chapter 289 of Singapore only and is not
intended for investors in Singapore who are not such
Accredited Investors and should not be passed on to any
such persons. Some products or transactions described in
this document may not be authorised in Singapore and
may not be available to Singapore investors.

Save to the extent provided otherwise in Clause 6.5 of the
T&Cs applicable to your account, information in this
document is for general circulation to the intended
recipients only and is not intended to be a
recommendation or investment advice to recipients
hereof. A recipient of this document should seek advice
from its/his/her own professional adviser regarding the
suitability of the products or transactions (taking into
account the recipient's specific investment objectives,
financial situation and particular needs) as well as the
risks involved in such products or transactions before a
commitment to purchase or enter into any product or
transaction Is made.

Please note that this document may relate to a product or
products where BNP Paribas is issuer, and in such
instance this document or certain information contained
therein may have been prepared by BNP Paribas in its
capacity as product issuer (“Issuer Document”). Where an
Issuer Document is provided to you by BNP Paribas,
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between the terms of an Issuer Document and Clause 6.5
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actual conflicts of interest may arise from the overall
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In any Investment product or transaction, their
investment professionals and/or their affiliates. In
particular, the counterparty / issuer / provider or its
related entities or affiliates can offer or manage other
investments which interests may be different to the
interest of your investments in that investment product
or transaction; or for cases where the product
counterparty or issuer is BNP Paribas or its related entity
or affiliate, BNP Paribas may also act as distributor,
guarantor, calculation agent and/or arranger of the same
product. BNP Paribas and its affiliates and persons
associated or connected with it (collectively "BNP Paribas
Group") may make a market in, or may, as principal or
agent, buy or sell securities mentioned in this document
or derivatives thereon. BNP Paribas Group may have a
financial interest in the issuers mentioned in this
document, including a long or short position in their
securities, and/or options, futures or other derivative
Instruments based thereon. BNP Paribas Group, including
its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any
Issuer mentioned in this document. BNP Paribas Group
may, from time to time, solicit, perform or have
performed investment banking, underwriting or other
services (including acting as adviser, manager,
underwriter or lender) within the last 12 months for any
issuer referred to in this document. BNP Paribas Group
may, to the extent permitted by law, have acted upon or
used the information contained herein, or the research or
analysis on which it was based, before its publication.
Members of the BNP Paribas Group may face possible
conflicts of interest in connection with certain duties
under structured products. For example, it and its
affiliates may trade an underlying for their own account
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or for the account of others. It or its affiliates may receive
a portion of the management or other fees charged with
any of the underlyings. BNP Paribas may offer other
services to entities associated with an underlying, for
which they may be remunerated. All of these activities
may result in conflicts of interest with respect to certain
financial interests of BNP Paribas.

Where this document includes a reference to real estate,
please note that real estate service offered in Hong Kong
by BNP Paribas, acting through its Hong Kong branch
exclusively relates to real estate properties outside Hong
Kong. Specifically, BNP Paribas, acting through its Hong
Kong branch is not licensed to deal with any real estate
property situated in Hong Kong. BNP Paribas, acting
through its Singapore branch is not licensed to and does
not offer real estate service, and nothing herein should be
construed as such.

BNPP clients and counterparties are responsible for
ensuring that they comply with applicable provisions of
Executive Order (EO) 13959, as amended (and any
subsequent official guidance). For the full details of the
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