
  ? 
 

 

 

 

North America Equity Market Outlook: Second-Quarter 2022 
Following a Q1 decline, equities are now at a slight discount; value 
and small-cap remain most attractive, but growth is close behind. 
 

Even before Russia invaded Ukraine, U.S. stocks were on a downward trend and interest rates were 

already rising. The attack added to the risk-off sentiment already permeating U.S. markets. While the 

conflict in Ukraine may spur short-term volatility, in the longer term we continue to expect that the 

headwinds we identified in our 2022 Outlook will have a greater impact on U.S. markets: We lowered 

our forecast for economic growth slightly to 3.5%, the Federal Reserve hiked the federal-funds rate for 

the first time since 2015, the 10-year Treasury rose to 2.50%, its highest yield since April 2019, and 

inflation is running at its highest annualized rate in 40 years. However, the situation is not as dire as it 

may sound. Following this year's selloff, U.S. equities are 2% below fair value, our economic forecast for 

next three years is above consensus, and we project average inflation will subside to below 2% in 2023. 

 

Key Takeaways 

× Equity market is 2% undervalued. The value category is the most attractive, but growth is close behind. 

× Conflict in Ukraine is a humanitarian crisis and could instigate further inflationary pressures, but we 

don't believe it will have a long-term impact on U.S. markets. 

× Following a 55% return in 2021 and a 39% return this year, energy is fully valued. Consider moving from 

an overweight position to a market weight and lock in some of the gains over the past 15 months. 

 

Equity Market 2% Undervalued; Communications and Consumer Cyclical Highest Percentage of 4- and 5-Star Stocks 
Star rating distribution by sector (North America-listed firms only). 

  
Source: Morningstar. N=number of companies. Data as of March 28, 2022. 
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Even before Russia invaded Ukraine, U.S. stocks were on a downward 

trend and interest rates had already started to rise. The attack added to 

the risk-off sentiment already permeating the U.S. markets. As of March 

28, following the pullback so far this year, according to an intrinsic--

value-weighted composite of our valuations, U.S. stocks are trading at a 

2% discount to the broad market. The market has been extremely volatile 

this year as it contends with the four headwinds we identified earlier as 

well as the invasion of Ukraine by Russia. We suspect that volatility will 

remain high over the near term, especially until there is a resolution in 

the Ukraine conflict. Since the beginning of the year, our valuation has 

ranged from a 6% premium all the way down to an 11% discount. 

 

In our 2022 Outlook, we noted that the market was overvalued coming 

into the year and faced four main headwinds that the markets were going 

to have to contend with:  

/ the slowing rate of U.S. economic growth.  

/ tightening monetary policy. 

/ rising interest rates. 

/ inflation.  

 

We continue to expect these to be the main drivers for markets over the 

rest of the year. While the conflict in Ukraine is certainly a humanitarian 

crisis, based on the research conducted by our analyst team we do not 

think it will have a significant, long-term impact on the U.S. markets. In 

our view, the four greatest risks from the Russia- Ukraine conflict are: 

 

Potential Disruptions to Global Energy Production and Supply 

Our view: Russia needs the currency, and Europe depends on Russian oil 

and natural gas. European sanctions exclude energy, as both Russia and 

Europe have vested interests to not disrupt it. 

 

Inflation Stays Higher for Longer 

Our view: We ratcheted up our U.S. inflation forecast at the beginning of 

March. However, we are still of the opinion that because much of the 

inflation the U.S. has experienced is due to factors that we think are 

temporary, it will begin to moderate in the second half of the year. 

 

Additional Supply Chain Disruptions 

Our view: Very limited supply chain issues so far. The greatest risk is that 

Ukraine reportedly supplies half of the global supply of neon gas, which is 

used in lasers that etch silicon for semiconductor chips. Manufacturers  

Exhibit 1  Value and Small-Cap Remain Undervalued 
1a.  Value stocks are the most attractive, but growth is close behind. 

 
1b.  Wide-moat stocks are attractive. 

 

1c.  We cover fewer small-cap stocks, but they offer highest percentage of value. 

 

1d.  Undervaluation is more spread out across categories.  

 
 

Source: Morningstar. 

Data as of March 28, 2022. 
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have several months of supplies, which we expect will be enough time to 

source from other suppliers. 
 

Financial Contagion 

Our view: Russia and/or Russian and Ukrainian corporations may default 

on their debt. Current foreign holdings of Russian debt are not globally 

significant, and exposures are a relatively small percentage of European 

bank capital levels. 

 

Across U.S. stocks, value stocks remain 5% undervalued. In our 2022 

Outlook we noted that value stocks were attractive on a relative basis 

compared with core and growth stocks, which were both overvalued at 

that time. Year to date, the Morningstar US Value Index has risen 3.25%, 

whereas the Morningstar US Core Index has declined 4.72% and the 

Morningstar US Growth Index has dropped 11.02%. Following the 

downturn in growth stocks, the category now trades at the low end of our 

fair value range, and mid-cap and small-cap growth stocks are 

undervalued. Core stocks have fallen to fair value range. Across the 

capitalization levels, large-cap and mid-cap stocks are close to fair value, 

but small-cap stocks are undervalued across the board. 

 

As the pandemic continues to recede in the U.S., we expect consumer 

behavior will normalize toward prepandemic activity and that spending 

will shift back toward services and away from goods. During the 

pandemic there had been a significant shift in spending habits, as 

activities like travel and entertainment were under extreme duress and 

consumers were either unable or unwilling to venture into public venues. 

Our U.S. economist, Preston Caldwell, thinks that spending on services 

could return to trend (red dotted line in Exhibit 1f) within a year. 

 

We had ranked the energy sector as the most undervalued for the past 

two years, but after a 55% return in 2021 and an almost 39% return this 

year, it is now fully valued, and in some cases, overvalued. We think that 

now would be a good time to move from an overweight position to a 

market-weight position and lock in some of the gains over the past 15 

months. The spot price of oil and natural gas both already include a large 

"war premium" in their prices, and the direction of that premium can 

swing both up or down depending on how and when the conflict in 

Ukraine is resolved. 

 
Dave Sekera, CFA | david.sekera@morningstar.com  

1e.  Communications most undervalued by far; energy getting overvalued. 

 
1f.  As the pandemic recedes, expect consumers to shift spending to services. 

 

 

Source: U.S. Bureau of Economic Analysis, Morningstar. 

Data as of March 28, 2022. 
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Company and Sector

Morningstar 

Rating

Fair Value 

Estimate

Current       

Price

Uncertainty 

Rating

Moat 

Rating

Price /      

Fair Value

 Market       

Cap (M) 

Basic Materials

DuPont de Nemours (DD) QQQQ $99 $77.09 Medium Narrow 0.78 39,155.36

Ecolab (ECL) QQQQ $215 $177.59 Medium Wide 0.83 51,046.58

Lithium Americas (LAC) QQQQ $45 $34.47 Very High None 0.77 4,429.49

Communication Services

AT&T (T) QQQQ $35 $23.84 High Narrow 0.68 170,981.56

Meta Platforms Inc Class A (FB) QQQQQ $400 $221.82 High Wide 0.55 608,599.00

The Walt Disney (DIS) QQQQ $170 $139.14 High Wide 0.82 252,558.27

Consumer Cyclical

Bath & Body Works (BBWI) QQQQQ $85 $50.92 Medium Narrow 0.60 11,914.45

Hanesbrands (HBI) QQQQQ $26 $15.23 Medium Narrow 0.59 5,250.67

Poshmark Inc Ordinary Shares - Class A (POSH) QQQQQ $23 $13.23 High None 0.58 1,034.92

Consumer Defensive

Beyond Meat (BYND) QQQQQ $98 $48.63 High None 0.50 3,118.20

Boston Beer Co Inc Class A (SAM) QQQQQ $750 $383.2 Medium Narrow 0.51 4,751.93

Kellogg (K) QQQQ $87 $62.82 Medium Wide 0.72 21,370.83

Energy

Coterra Energy Inc Ordinary Shares (CTRA) QQQQ $33 $28.91 High Narrow 0.88 22,780.39

Exxon Mobil (XOM) QQQ $96 $85.2 High Narrow 0.89 350,583.79

Schlumberger (SLB) QQQ $49 $43.68 High Narrow 0.89 58,970.08

Financial Services

BlackRock (BLK) QQQQ $1000 $741.04 Medium Wide 0.74 114,013.56

Citigroup (C) QQQQ $79 $56.74 Medium Narrow 0.72 110,300.75

Fiserv (FISV) QQQQ $121 $100.51 Medium Narrow 0.83 65,702.32

Healthcare

Biogen (BIIB) QQQQQ $343 $210.97 High Wide 0.62 31,109.08

Ionis Pharmaceuticals (IONS) QQQQQ $62 $36.67 High Narrow 0.59 5,083.79

Zimmer Biomet Holdings (ZBH) QQQQQ $175 $125.28 Medium Wide 0.72 26,289.42

Industrials

Honeywell International (HON) QQQQ $230 $197.79 Medium Wide 0.86 135,115.30

Masco (MAS) QQQQ $72 $52.3 Medium Wide 0.73 12,514.49

Pentair (PNR) QQQQ $70 $55.47 Medium Narrow 0.79 9,164.64

Real Estate

Macerich (MAC) QQQQ $28.5 $14.8 Very High None 0.52 3,256.41

Park Hotels & Resorts (PK) QQQQ $25.5 $19.12 Very High None 0.75 4,540.09

Ventas (VTR) QQQQ $69 $62.8 Medium None 0.91 24,956.52

Technology

ASML Holding NV ADR (ASML) QQQQ $800 $687.36 Medium Wide 0.86 275,301.22

Salesforce.com (CRM) QQQQQ $320 $211.03 Medium Wide 0.66 213,127.20

ServiceNow (NOW) QQQQ $700 $561.87 Medium Wide 0.80 116,552.00

Utilities

Edison International (EIX) QQQ $71 $68.79 Medium Narrow 0.97 26,354.35

NiSource (NI) QQQ $31 $31.14 Low Narrow 1.00 12,587.20

WEC Energy Group (WEC) QQQ $94 $98.07 Low Narrow 1.04 31,086.07
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Despite widespread worries about near-term headwinds, including supply 

chain disruptions and the war in Ukraine, we remain upbeat in our 

outlook for the U.S. economy. We expect inflation to eventually drop back 

to normal levels, while economic growth remains strong. 

 

U.S. real GDP growth accelerated to 7.0% (annualized) in fourth-quarter 

2021, an increase from the previous quarter (Exhibit 2a). The uptick in 

growth was attributable mainly to inventory buildups, indicating a partial 

alleviation of supply chain issues. Ongoing normalization of consumer 

behavior as omicron fades should support further growth in the near 

term. 

 

High near-term inflation remains a key concern. Consumer price index 

inflation reached 7.9% year over year in February 2022, the highest since 

the 1980s. Inflation in the next couple of months is unlikely to look better, 

owing to the surge in oil prices due to the disruption of Russian supply. 

Nevertheless, we expect oil prices to fall greatly in coming years from 

today's elevated levels. Even more important, we expect a significant 

deflationary impulse as the supply of autos and other durable goods 

catches up with demand. We project inflation to drop below the Federal 

Reserve's 2% target by 2023, and average just 2.3% over 2022 to 2025 as 

whole (Exhibit 2b). This is below consensus, which we think is 

overreacting to near-term developments.  

 

The Fed's shift to tighter monetary policy bolsters our confidence that 

high inflation is tamed. Markets are now pricing in an increase in the 

federal-funds rate to 2.5% by the end of 2022, a much more aggressive 

pace of tightening than previously expected (Exhibit 2c). This will come at 

the cost of slightly slower near-term GDP growth, but we don't think a 

recession is on the horizon. Underpinned by our supply-side views on the 

economy, our GDP growth expectations are about 2% cumulatively above 

consensus (Exhibit 2d). We think ongoing expansion of the labor force will 

support continued solid growth. While labor markets have shown signs of 

elevated tightness, we think this reflects the rapid pace of hiring rather 

than the breaching of maintainable limits in the level of employment. 

Despite the media frenzy around the concept of a "Great Resignation," a 

more accurate characterization would be the "Great Reshuffling." 

Workers aren't leaving the labor market in droves; instead, they're trading 

up for better jobs. 

 
Preston Caldwell | preston.caldwell@morningstar.com  

Exhibit 2  U.S. Economic Recovery Is Far From Finished 
2a.  U.S. GDP growth accelerated in fourth-quarter 2021. 

 
2b.  We still expect high inflation to be temporary as supply issues are resolved. 

 
2c.  The Fed is now expected to tighten very aggressively in 2022. 

 
2d.  We remain above consensus on GDP growth in the medium term. 

 
 

Source:  U.S. Bureau of Economic Analysis, U.S. Bureau of Labor Statistics, Morningstar. 

Data as of March 29, 2022. 
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The Morningstar US Basic Materials Sector Index fared better than the 

broader market during the first quarter of 2022 by roughly 500 basis 

points. The index remained flat during the quarter, while the U.S. market 

index fell nearly 5%. On a trailing 12-month basis, the basic materials 

sector outperformed the market by 500 basis points (Exhibit 3a). As a 

result of the market decline, we see some opportunities across the sector, 

with one third of the stocks trading in 4-star territory. However, none 

trade in 5-star territory (Exhibit 3b). 

 

Freshwater costs will continue to rise as demand exceeds readily 

available supply from shallow groundwater (Exhibit 3c). As a result, water 

must be sourced from deeper aquifers that require more expensive 

pumping. This should boost demand for water-management systems, 

particularly in water-intensive manufacturing operations, such as food 

and beverage, paper, and steel production. 

 

Electric vehicle sales will rise. Slightly fewer than 5 million EVs were sold 

in 2021, but we forecast over 32 million by 2030 (Exhibit 3d). Lithium is 

one of the best ways to invest in greater electric vehicle sales, as all EVs 

need batteries and all EV batteries require lithium as the energy storage 

component. Accordingly, as lithium demand grows, higher-cost supply 

will need to come on line, driving up the marginal cost of production. 

While lithium carbonate prices are currently elevated because of 

undersupply, we forecast that they will settle at $12,000 per metric ton, 

which should allow low-cost producers to generate excess returns. 

 

We see long-term growth for specialty chemicals producers that sell to 

the electronics and electric vehicles end markets. "Internet of Things" and 

5G technologies and electric vehicles require more advanced 

semiconductors and electronic components. This allows specialty 

chemicals producers to sell more content per device or vehicle, 

generating revenue growth at a mid- to high-single-digit annual average 

rate. 

 
Seth Goldstein, CFA | seth.goldstein@morningstar.com  

Exhibit 3  We See Some Opportunities in Basic Materials 
3a.  U.S. basic materials index versus U.S. equity index. 

 

3b.  One third of our basic materials names trade in 4-star territory. 

 
3c.  Freshwater costs will rise as demand growth requires more pumping. 

 

3d.  We forecast over 32 million electric vehicles sold by 2030. 

 
Source: U.S. Department of Energy, Lawrence Berkeley National Laboratory, International 

Energy Agency, U.S. Environmental Protection Agency, European Automobile Manufacturers' 

Association, China Association of Automobile Manufacturers, Morningstar. Data as of March 

25, 2022. 
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Basic Materials  | Quick Takes  
  

 

Our top pick to play specialty chemicals demand growth is narrow-moat DuPont. The stock trades at a more than 

20% discount to our $99 fair value estimate. DuPont has been investing heavily in its electronics business. The 

company acquired Laird Performance Materials in July and plans to close its proposed acquisition of Rogers later 

this year. DuPont also plans to sell most of its mobility and materials portfolio to Celanese in a deal that should close 

by the end of the year. This should result in the electronics end market generating most profits going forward. In its 

legacy water and protection business, DuPont should also benefit from the growth in U.S. housing starts. We view 

the current share price as an attractive entry point for the quality specialty chemicals producer. 

 
  

 

Lithium Americas is our top pick to play growing lithium demand from increased EV adoption. The stock trades at a 

more than 30% discount to our $45 (CAD 57) fair value estimate. Lithium Americas does not currently produce any 

lithium but is developing three lithium resources that should enter production by the end of the decade, with the first 

resource entering production later this year. Once all projects are fully ramped, we forecast that the company will 

become a top-five producer by capacity globally. We reiterate our very high uncertainty rating. However, for 

investors who can tolerate the volatility, we view the current share price as an attractive entry point. 

  

 

Ecolab is our top pick to play rising freshwater costs, as the company's industrial business should see growing 

demand for its water-management systems. The stock trades at a roughly 20% discount to our $215 fair value 

estimate. Ecolab's institutional business, which sells cleaning and sanitation products primarily to restaurants and 

hotels, should continue to recover from the COVID-19-related slowdown, since its hospitality customers benefit from 

consumers resuming prepandemic activities such as dining out and traveling. 

Source: Morningstar. Data as of March 25, 2022.  

Company (Ticker) Rating

DuPont de Nemours Inc (DD) 

Price Fair value Uncertainty

$77.09 $99.00 Medium

Market Cap (bil) Economic Moat Stewardship

$39.5 Narrow Standard

Company (Ticker) Rating

Lithium Americas Corp (LAC) 

Price Fair value Uncertainty

$34.47 $45.00 Very High

Market Cap (bil) Economic Moat Stewardship

$4.6 None Standard

Company (Ticker) Rating

Ecolab Inc (ECL) 

Price Fair value Uncertainty

$177.59 $215.00 Medium

Market Cap (bil) Economic Moat Stewardship
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Following a weak 2021, communications stocks as a group continue to 

lag. The Morningstar US Communication Services Index has declined 

about 12% year to date versus a 5% drop for the broader market (Exhibit 

4a). The market has soured on two large firms recently—Meta and 

Netflix—driving most of the sector’s underperformance. While both firms 

face weakening growth, we expect these stocks to head in different 

directions. 

 

Meta provided a weak first-quarter revenue forecast in February, creating 

concerns that data privacy rules changes, especially at Apple, and 

increasing competition from TikTok have permanently weakened the 

positioning of Facebook and Instagram. While these issues will create 

headwinds, we don't believe investors appreciate how thoroughly Meta 

dominates online social-media ad spending (Exhibit 4c). We like the 

niches smaller firms like Pinterest have created, but Meta's network 

effect is truly remarkable, with nearly half the world's population logging 

into Facebook or Instagram at least once a month. The gravitational pull 

of these networks is nearly impossible to escape, and Meta has shown 

that it can effectively counter features found on other networks to keep 

consumers engaged. The firm developed Stories to take on Snap five 

years ago, launched Reels in 2020 to match TikTok, and is now taking 

steps to monetize the feature. Meta's dominance leaves it open to 

regulatory challenges, but we continue to believe these issues are 

manageable as well. We believe the stock is deeply undervalued. 

 

As for Netflix, the firm announced in January that it expects to add only 

2.5 million net new customers during the first quarter, which would mark 

the lowest since the firm began disclosing streaming customer metrics 

more than a decade ago. While Netflix remains the world's largest 

streaming platform, its dominance is under threat (Exhibit 4d). Most major 

media firms are now drawing on their extensive legacy libraries and 

sports rights to increase the appeal of their streaming services. Industry 

rivalry looks to take another step up in 2022: Comcast's NBC Universal 

plans to double Peacock content spending this year, Paramount (formerly 

ViacomCBS) plans to triple annual streaming content investment through 

2024, and Warner expects content costs to peak in 2022 as it merges 

with Discovery. While the drop in Netflix shares has made its valuation 

more palatable, we believe the market is still slightly overoptimistic given 

the escalation in competitive pressure.  

 
Michael Hodel, CFA | michael.hodel@morningstar.com  

Exhibit 4  Communications Stocks Continue to Struggle as Growth Slows 
4a. Meta and Netflix have led the sector lower thus far in 2022. 

 
4b.  Each communications segment now offers opportunities. 

 
4c.  Meta's Facebook and Instagram dominate social-media ad spending. 

 
4d.  A variety of firms are rapidly gaining on Netflix (subscribers in 000s). 

 
Source: company filings, Morningstar. Data as of March 25, 2022. 
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Meta remains well positioned, as its core advertising business (via Facebook and Instagram) continues to perform 

well, producing nearly 50% operating margins. The impact of lower ad prices, mainly from short-form video ads as 

Meta monetizes its TikTok-like Reels feature and Apple's iOS changes, will pressure ad revenue growth, we expect 

these pressures will be short-lived. Meta’s network effect remains intact, and user monetization continues to grow 

while other opportunities like commerce await. Meta's large user base should continue attracting advertisers as the 

firm utilizes more of its own user data to offset Apple's changes.  

  

 

We believe AT&T management is putting the firm back on the right path, bringing a much-needed telecom focus and 

rebuilding the brand's image among consumers. We expect the wireless business to deliver consistent growth, 

allowing cash flow to remain solid after the Warner spinoff. Increased fiber investment should also provide revenue 

growth and some differentiation versus cable and wireless rivals. We believe HBO Max has built strong momentum 

that will solidify its place in the living room as Warner joins with Discovery. Even with the dividend reduction, we 

expect the stock will deliver a 4%–5% yield.  

  

 

Disney remains the best-situated traditional media firm to navigate the transition to streaming, in our view. The 

firm's deep content library, teeming with major franchises, and its strong studios provide both the more family-

friendly fare Disney is famous for and content suited to older audiences. We expect that fans will continue to flock to 

the firm's parks and resorts as pandemic restrictions lift. The cable networks, like ESPN, may continue to lose 

subscribers, but they generate cash flow to fund the firm's streaming ambitions, including platforms like Hulu and 

ESPN+ that will gradually displace traditional cable. 

Source: Morningstar. Data as of March 25, 2022.  
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The consumer cyclical sector underperformed the broader market in the 

first quarter, with prices falling nearly 11%, over 600 basis points below 

the approximate 5% decline the market chalked up, as of March 25 

(Exhibit 5a). As such, the median consumer cyclical stock trades at a 

discount to our fair value estimates, with over half (51%) of stocks in our 

sector coverage trading in 4- or 5-star territory (Exhibit 5b). Yet, while the 

high number of undervalued mid- and small-cap stocks lowered the 

median valuation, on a market-capitalization basis, overvalued large-cap 

stocks bring the sector into fair value range. We contend that travel and 

leisure stocks are among the most undervalued, as we believe the market 

has undue concerns about the impact that the conflict in Eastern Europe 

and rising domestic prices will have on consumers' desire to travel.   

 

As mobility restrictions are being lifted, we anticipate discretionary 

spending will shift toward services at the expense of goods. This dynamic 

is beginning to manifest in the improving results we are seeing in the 

U.S. lodging industry, where revenue per available room is at 105% of 

2019's level, according to Smith Travel Research, through March 19 

(Exhibit 5c). This represents a marked improvement from the 78% posted 

in the first week of the 2022. While we acknowledge that the volatile 

global political environment and rising prices may interrupt the travel 

industry recovery temporarily, we contend that consumers' excess 

savings and pent-up demand will mitigate these risks and cause an 

immaterial impact on bookings over a longer horizon. When combined 

with the increased adoption of hybrid work arrangements allowing more 

flexibility for workers, we have an optimistic outlook for the travel 

industry and forecast a full recovery to 2019 levels by 2023.  

 

The pandemic has shaped consumer shopping habits over the last two 

years. And even with restrictions easing, we suspect that some consumer 

trends, such as e-commerce and omnichannel shopping, have staying 

power. According to Euromonitor, over 35% of all apparel was sold via e-

commerce in 2021, a significant jump from 17% in 2016 (Exhibit 5d). We 

see this elevated portion of e-commerce sales as the new baseline for 

retailers and agree with the Euromonitor projection that nearly 50% of 

retail apparel sales will be via e-commerce by 2026. With this dynamic, 

we believe retailers will need to continue to optimize e-commerce 

platforms to avoid losing sales in a quickly shifting marketplace and 

remain engaged with consumer trends. 
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Exhibit 5  Consumer Cyclical Is Flush With Investment Opportunities 
5a.  U.S. consumer cyclical stocks underperformed the broader market in Q1. 

 

5b.  Investors should consider leisure stocks. 

 
5c.  U.S. revPAR nears 2019 levels, highlighting improving travel demand. 

 

5d.  Elevated e-commerce sales are the new normal for apparel retailers. 

 
Source: Smith Travel Research, Euromonitor, Morningstar. 

Data as of March 25, 2022. 
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We believe narrow-moat Hanesbrands, currently trading at a 40% discount to our $26 per share fair value estimate, 

offers a good opportunity for investors. Although fourth-quarter results were relatively tepid and included guidance 

for 2022 operating margins that fell short of our expectations, we remain confident in the company's long-term 

strategic plan, Full Potential. We view the plan favorably, particularly its emphasis on widening the athleisure brand 

Champion, and we think the firm is in capable hands under former Walmart executive Steve Bratspies, who took 

over as Hanes' CEO in August 2020. 

  

 

Narrow-moat Bath & Body Works is attractive, trading at a 40% discount to our fair value estimate. We contend that 

the recent selloff of the stock is a result of the market fixating on near-term pricing and profitability normalization. 

However, with the Victoria's Secret spinoff complete, we're focused on Bath & Body Works' ability to remain agile 

and pursue growth opportunities that more align with the business, leading to market share gains both at home and 

abroad. Outside its home turf, we see opportunities through digital and physical store channels that should support 

its brand intangible asset on a global scale. 

  

 

Trading at a 40% discount to our $23 fair value estimate, we see shares of Poshmark as attractive for investors 

looking to gain exposure to the apparel market. While the path to profitability may be more arduous than we initially 

anticipated, largely due to stronger-than-expected competition, we still believe in the long-term trajectory of the 

business. Between the accelerated adoption of online resale, the ongoing mix shift toward e-commerce in the 

industry, and the resilience of price-competitive resale in economic downturns, we see Poshmark at the confluence 

of three positive tailwinds. 

Source: Morningstar. Data as of March 25, 2022.  
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The consumer defensive sector proved relatively resilient despite 

turbulent market conditions in the first quarter, sliding 2% through March 

25, while the broader equity market dropped a more sizable 5% (Exhibit 

6a).  

 

As such, investors seeking opportunities in the sector will find a dearth of 

options, with our consumer defensive coverage trading at our median fair 

value estimates versus the 2% discount for our North American coverage 

(Exhibit 6b). This translates to 30% of our consumer defensive coverage 

rated 4 or 5 stars, with the majority falling in the consumer products and 

beverage aisles. We suspect shares have been hampered by inflation and 

uncertainty about firms' ability to withstand such pronounced margin 

pressure. But we think these concerns are overblown, given the 

enhanced levels of brand investment firms began employing even before 

the pandemic took hold. 

 

And despite stepped-up prices at the shelf to offset these higher costs 

(related to raw materials, wages, packaging, transportation, and 

logistics), consumer demand remains elevated. According to IRI, 

consumer purchases (by dollar sales) across a diverse array of product 

categories remain on an upward trajectory versus a year ago (Exhibit 6c). 

However, we don’t expect this trend to persist, as more consumers may 

opt to trade down to lower-price private-label products as pocketbooks 

become strained. But we contend that firms with strong brand intangible 

assets that instill value through ongoing brand-building initiatives (such 

as research, development, and marketing) are poised to navigate these 

challenges relatively unscathed.  

 

Although demand has been heated, stock at the shelf remains deficient, 

stemming from supply chain disruptions and labor shortages, which are 

unlikely to be alleviated over the near term. As illustrated by the IRI CPG 

Supply Index, 10% of total consumer packaged goods have been out of 

stock the past few months, with edible items reapproaching the worst in-

stock level during the pandemic (Exhibit 6d). However, we surmise 

operators have been employing multiple levers by which to catch up, 

including selectively adding capacity, funneling volumes through co-

manufacturers, and narrowing their product set to focus on the fastest-

turning stock-keeping units. We view these steps as a prudent way to 

support the entrenched retail relationships leading brands boast. 

 
Erin Lash, CFA | erin.lash@morningstar.com  

Exhibit 6  Consumer Defensive Offers Limited Bargains 
6a.  Consumer defensive outperformed the broader market this quarter. 

 

6b.  Bargains remain among consumer packaged goods and alcoholic beverages. 

 

6c.  Consumer demand stays strong, despite raging inflation. 

 

6d.  However, supply levels at the shelf continue to underwhelm. 

 

Source: IRI CPG Demand Index, IRI CPG Supply Index, Morningstar. 

Data as of March 25, 2022. 
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At a 30% discount to our valuation, we think investors should consider wide-moat Kellogg. Years before COVID-19 

came on the scene, Kellogg started taking steps to alter its mix toward more attractive areas (from a category and 

geographic perspective), which we believe the market fails to appreciate. More specifically, over the past decade, 

Kellogg has strategically shifted its product mix away from the mature cereal aisle toward on-trend snacking. In 

addition, this wide-moat operator has pursued inorganic means to build out its reach in faster-growing emerging 

markets (which now account for around 25% of its sales base). 

 

  

 

Shares of narrow-moat Boston Beer, a leader in U.S. high-end malt beverage and adjacent categories, trade about 

49% below our intrinsic valuation. We posit that the firm has shown a proclivity to augment its portfolio in alignment 

with the latest growth vectors and capture a disproportionate share of the economic rents generated from this 

growth by being one of the first movers. While seltzer trends have slowed, we think Boston Beer's sales will remain 

supported by secular consumption shifts (such as the desire for a low-sugar footprint and varied flavor profiles), 

evidenced by the recent launch of the hard seltzer Truly Margarita).  
 

  

 

Beyond Meat shares are attractive, trading at a 50% discount to our $98 fair value estimate. We think investor fears 

about slowing U.S. retail demand for plant-based meat are unwarranted, as the slowdown appears to be the result 

of the pandemic-driven surge in 2020. In our view, growth should reaccelerate in 2022 with the expanded launch of 

McDonald's McPlant in multiple geographic regions and the co-creation of products with Yum Brands for various 

fast-food chain restaurants across the world. As primary growth drivers, we expect these deals will collectively result 

in over $200 million in incremental annual revenue by 2025. 

Source: Morningstar. Data as of March 25, 2022.  

Company (Ticker) Rating

Kellogg Co (K) 

Price Fair value Uncertainty

$62.82 $87.00 Medium

Market Cap (bil) Economic Moat Stewardship

$21.3 Wide Standard

Company (Ticker) Rating

Boston Beer Co Inc Class A (SAM) 

Price Fair value Uncertainty

$383.20 $750.00 Medium

Market Cap (bil) Economic Moat Stewardship

$4.7 Narrow Exemplary

Company (Ticker) Rating

Beyond Meat Inc (BYND) 

Price Fair value Uncertainty

$48.63 $98.00 High

Market Cap (bil) Economic Moat Stewardship

$3.1 None Exemplary

Top Picks s Consumer 
Defensive 



  

 

 

North America Equity Market Outlook: Second-Quarter 2022 | March 31, 2022 | See disclosures at the end of this report. 

 
Healthcare Observer | 31 March 2022 

 
Paper Title | 31 March 2022 

 
Healthcare Observer | 31 March 2022 

 
Paper Title | 31 March 2022 

 
Healthcare Observer | 31 March 2022 

 
Paper Title | 31 March 2022 

 
Healthcare Observer | 31 March 2022 

Page 14 of 35 

 
Page 14 of 35 

 
Page 14 of 35 

 
Page 14 of 35 

 
Page 14 of 35 

 
Page 14 of 35 

 
Page 14 of 35 

 
Page 14 of 35 

  

The Morningstar US Energy Index trounced the broad market in the first 

quarter, returning 43% versus the market's 5% decline (Exhibit 7a). With 

the recent surge, we now view the sector as overvalued, with the median 

stock trading at an 11% premium. While most segments are trading in 

overvalued territory, we still see opportunities in the oil-services segment, 

which trades at an average discount of 7%, suggesting the market 

chronically underestimates the level of investment needed to keep global 

oil supply in line with demand in the next few years (Exhibit 7b). 

 

The rapid upswing in energy stocks was driven by the crisis in Ukraine, 

which has driven up crude and natural gas prices. The first wave of 

sanctions levied by the U.S., European Union, and United Kingdom were 

intended to be highly punitive without disrupting energy markets. But by 

cutting off many Russian banks from the global financial system—

including the Swift network—the sanctions also limited Russia's ability to 

receive payment for its exports, including crude. They also made global 

businesses and financial institutions extremely reluctant to transact with 

Russia, even in ways not explicitly targeted. The consequences could be 

even more severe if Western countries continue ratcheting restrictions. 

The U.S. has already directly banned crude imports from Russia, and the 

EU is seriously considering following suit (even though it gets 30% of its 

oil from there). 

 

The disruption is likely to upend trade flows, with more Russian crude 

heading east, while volumes previously bound for Asia are diverted to 

Europe (Exhibit 7d). But that creates frictions, including higher shipping 

costs, inefficient pipeline utilization, and quality mismatches at refineries. 

Russian crude has strong distillate yields, making it ideal for European 

markets where diesel is a popular transport fuel. European refiners would 

need higher volumes of alternate crude to derive the same volume of 

diesel, which artificially raises crude demand. 

 

The result is that crude and natural gas prices are likely to remain well 

north of our midcycle estimates this year ($55 per barrel for West Texas 

Intermediate crude and $3.30 per thousand cubic feet for U.S. natural 

gas). Outside Russia, supply is growing, but the market is unlikely to find 

balance before 2023 (perhaps longer if the conflict continues). OPEC, a 

Russian partner, has been struggling to hit its own targets, and U.S. 

sanctions remain in place on Iran and Venezuela for now. 
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Exhibit 7  Q1 Outperformance Pushes Energy Into Overvalued Territory 
7a.  Energy sector surges amid Russia-Ukraine conflict. 

 
7b.  Opportunities remain, especially in oil services. 

 
7c.  Russia accounts for about 10% of global supply. 

 
7d.  Russian crude steeply discounted against global benchmarks. 

  

Source: Rystad, Neste Worldwide, Morningstar. 

Data as of March 25, 2022. 
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Although rallying share prices have removed much of our oilfield-services coverage from deeply undervalued 

territory, investors can still get industry leader Schlumberger for a bargain. We expect industry activity to recover 

from COVID-19, with long-run activity in international markets (where Schlumberger focuses) even surpassing 

prepandemic levels. We think Schlumberger will continue its historical record of leading peers in technological 

progress and generating high returns on capital. 

 

  

 

Exxon management responded to shareholder concerns and activist pressure by pulling the reins on its once-

aggressive investment plan. However, it still plans to double earnings from 2019 levels by 2025 and double cash flow 

by 2027 on a combination of structural operating cost reductions, portfolio improvement, and growth across its 

upstream, downstream, and chemical segments. Exxon estimates that under the current plan, it will generate about 

$100 billion in surplus cash, after funding investment and paying the dividend, during the next five years. As such, 

we expect its current repurchase program of $10 billion over the next 12–24 months to be just the beginning. This 

combination of potential earnings growth and cash return is unrivaled elsewhere in the sector. 

   

 

Coterra is highly leveraged to both crude and natural gas prices, thanks to the merger of Cimarex (which focused on 

the Permian and Oklahoma) and Cabot (a Marcellus Shale pure play, producing exclusively gas). As such, it is one of 

the few U.S. producers with true commodity and geographic diversification and can roll with the punches by shifting 

capital wherever the returns are highest. The firm is currently benefiting from skyrocketing prices, though it is 

keeping production flat rather than growing to prioritize its generous capital returns program (comprising a base 

dividend currently yielding 2%, a variable dividend that ensures at least 50% of free cash is distributed quarterly, and 

a $1.25 billion buyback program). 
Source: Morningstar. Data as of March 25, 2022.  
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The Morningstar US Financial Services Sector Index underperformed the 

Morningstar US Market Index over the previous year, returning 12.61% 

compared with 14.43%, but outperformed in the previous quarter, down 

0.89% compared with the market's decline of 5.16% (Exhibit 8a). The 

median North American financial sector stock trades at a 1% discount to 

its fair value estimate compared with about a 2% premium at the end of 

the fourth quarter of 2021. We currently rate about 28% of the North 

American financial sector stocks that we cover as undervalued 5- or 4-

star stocks, with about 56% being rated fairly valued 3-star stocks and 

16% rated overvalued 2- and 1-star stocks (Exhibit 8b). 

 

The relative outperformance of the financial sector recently is likely due 

to an increase in interest-rate expectations. At the end of 2021, the 

median Federal Open Market Committee member believed that three 

interest-rate hikes in 2022 to a range of 0.75%–1% would be appropriate. 

However, actions and expectations have dramatically shifted, with the 

FOMC increasing the federal-funds rate to 0.25%–0.50% in its March 

meeting, and the median FOMC member expecting the federal-funds rate 

to rise to 1.75%–2% by the end of 2022, according to the FOMC dot plot 

(Exhibit 8c). Long-term interest rates have also increased, with the 10-

year U.S. Treasury's yield increasing to over 2% from around 1.5% at the 

end of 2021. Higher interest rates are a positive driver of earnings across 

much of the financial sector from banks that charge more for loans to 

insurers that earn more on their investable float. The positive effect of 

higher interest rates on financials contrasts with many other sectors 

where higher interest rates increase their cost of funding or could limit 

their ability to finance new projects. 

 

While there is much to be currently worried about in the world, the FOMC 

is focusing on reining in inflation. In February, core inflation was about 

6.5% and inflation including energy and food was nearly 8% (Exhibit 8d). 

While raising interest rates won't directly relieve some drivers of inflation, 

such as disruptions in oil supply, it could tamp down demand to bring the 

overall demand and supply of goods and services into a better balance. 

We don’t see an immediate recession risk for the U.S., but the European 

situation and progress toward a "soft landing" must be monitored. 

 
Michael Wong, CFA, CPA | michael.wong@morningstar.com  

Exhibit 8  Higher Interest Rates Help Financials Outperform 
8a.  Financials outperformed in Q1. 

 

8b.  Financials are looking attractive. 

 

8c.  Federal-funds rate expected to rise to 1.75%–2% in 2022. 

 
8d.  Higher interest rates are being used to rein in inflation. 

 

Source: U.S. Federal Reserve, St. Louis Federal Reserve Bank, Morningstar.  

Data as of March 23, 2022. 
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Financial Services  | Quick Takes  
  

 

BlackRock has traded off harder than other asset managers this year, but there's no fundamental reason for the 

company's performance to be trailing its peers'. The company is at its core a passive investor. Through its iShares 

exchange-traded fund platform and institutional index fund offerings, the wide-moat firm sources two thirds of its 

managed assets (and half its annual revenue) from passive products. In an environment where investors are seeking 

out passive products, as well as asset managers that have greater scale, established brands, solid long-term 

performance, and reasonable fees, BlackRock is well positioned. 

 

  

  

Citigroup is the most undervalued traditional U.S. bank we cover and is trading below tangible book value. The bank 

is busy shedding nonperforming segments, refocusing its operations on core competencies and geographies, and is 

dealing with consent orders from regulators. Further, Citigroup is not one of the most rate-sensitive names, which 

we think contributes to its current lack of popularity. While the bank faces some headwinds, we think a recovery in 

card balances, in the U.S. and abroad, will help to drive revenue growth for the bank. We also think a resolution of 

consent orders should serve as a catalyst. 

 

  

 

Like other payments companies, Fiserv benefits from the ongoing trend toward electronic payments. The market has 

recently soured on payment names generally, but we don't believe the fundamental long-term drivers have 

materially changed. In our view, Fiserv strikes the best balance between quality and value at the moment. As one of 

the leading acquirers, we believe the narrow-moat company benefits from a scale-based cost advantage, and its 

Clover product offers a solid engine for growth in the coming years and demonstrates management’s ability to adapt 

to an evolving industry. 
 

Source: Morningstar. Data as of March 25, 2022.  
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With the recent market pullback, the trailing 12-month performance has 

decelerated with the Morningstar's US Healthcare Sector Index up 15%, a 

tad ahead of the broader equity market's 14% gain (Exhibit 9a). We 

believe the outperformance is partly due to the relative safety healthcare 

stocks provide against the backdrop of the war in Ukraine and inflationary 

trends. Most healthcare companies generate less than 2% of sales in 

Ukraine and Russia, so the war isn't having a big impact on the group. 

Further, we expect most of our healthcare coverage (especially firms with 

moats) will be able to pass along price increases due to any inflationary 

pressures given the strong pricing power, thanks to patents and high 

switching costs. As the war in Ukraine and inflation have shifted the 

focus of the Biden administration and Congress, we don’t expect near-

term movement on major U.S. healthcare policy, which should ease some 

pricing pressure risk on the Big Biopharma group.  

 

Within the healthcare sector, we see just over 30 buys in the sector, with 

one third of our coverage rated 4 or 5 stars (Exhibit 9b). However, on a 

capitalization-weighted basis, overvalued large-cap healthcare stocks 

skew our price/fair value for the sector higher than its median. 

 

However, we continue to view the valuation in the sector as split 

between a general undervaluation in the larger biopharma group and an 

overvaluation in the device and diagnostics industries. While the 

biopharma valuations imply a high degree of risk involving potential 

changes in U.S. healthcare policies targeting drug prices (Exhibit 9c), we 

see this threat as fading, especially as other priorities increase in the U.S. 

Further, the fundamental outlook for biopharma firms remains strong, 

with low patent exposure and several new innovative drugs launching 

and gaining market share (Exhibit 9d).  

 

On the opposite side of the healthcare valuation spectrum, many 

diagnostic and tool companies look overvalued. We believe this is partly 

because of strong recent results from pandemic-related activities being 

extrapolated too far into the future. While we think achieving global herd 

immunity to the coronavirus seems increasingly unlikely, we expect a 

return to near normal over the next two years in most developed markets 

as vaccinations climb and new effective oral treatments reach the 

market. We expect the demand for COVID-related products to fall 

substantially by 2024, and the redeployment of capital by firms gaining a 

windfall from COVID will be an important growth driver for several firms. 

 
Damien Conover, CFA | damien.conover@morningstar.com  

Exhibit 9  Healthcare Ahead of Overall Market Over Past 12 Months   
9a.  Healthcare sector index versus market index. 

 
 
9b.  Star rating distribution and average P/FV for sector and key industry groups. 

 
9c.  Potential U.S. policy changes to the drug industry. 
 

            

 
9d.  Large-cap biopharma five-year outlook: Innovation offsetting patent losses. 

 
Source: Company reports, U.S. Congressional Budget Office, Build Back Better Act, Kaiser 

Family Foundation, Morningstar. Data as of March 25, 2022. 
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Healthcare  | Quick Takes  
  

 

The market is overly concerned with the increasingly challenging outlook for Alzheimer's drug Aduhelm, but Biogen 

is well positioned elsewhere. The firm leads the $20 billion global multiple sclerosis market with Avonex, Plegridy, 

Tysabri, and Tecfidera, and the launch of Vumerity partly protects the Tecfidera franchise from generic headwinds. 

Biogen also receives royalties and profit share from Roche on MS drug Ocrevus and cancer therapies Rituxan and 

Gazyva, boosting Biogen's profitability. Further, Biogen's neurology portfolio outside of MS, including Spinraza in 

spinal muscular atrophy, should help diversify revenue and boost sales growth. 

  

 

The market underappreciates Ionis' growing pipeline of assets. Ionis' antisense technology and intellectual property 

estate have allowed the firm to create an entirely new class of therapeutics for difficult-to-treat diseases. Antisense 

therapeutics have the potential to gain access to well-studied targets in the cell that are currently deemed 

"undruggable," and Ionis could capture this low-hanging fruit in a wide range of diseases. Further, Ionis has 

attracted big-name partners like Biogen and Roche, and it has one of the broadest pipelines in the biotech sector. 

  

 

With the addition of smaller competitor Biomet, Zimmer is the undisputed king of large-joint reconstruction, by far. 

We expect favorable demographics, which include aging baby boomers and rising obesity, to fuel solid demand for 

large-joint replacement that should offset price declines. However, Zimmer stumbled into a series of pitfalls in 2016–

17, including integration issues, supply and inventory challenges, and quality concerns that have caught the 

attention of the U.S. Food and Drug Administration. However, new management has tackled these issues, and the 

firm is poised to ramp up its growth. 

Source: Morningstar. Data as of March 25, 2022.  
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The Morningstar US Industrials Sector Index outperformed the 

Morningstar US Market Index by approximately 200 basis points during 

first-quarter 2022, yet the industrials index still significantly 

underperformed the broader market index over the trailing 12 months 

(Exhibit 10a). Strong industrials sector first-quarter stock performance 

was driven by aerospace and defense and farm and heavy construction 

machinery, while industrial products were notable underperformers 

(Exhibit 10b).  

 

Defense contractors, such as Lockheed Martin, L3 Harris, Raytheon, 

Northrop Grumman, and General Dynamics, have seen double-digit 

percentage increases in their stock prices during the first quarter, likely 

due to the market pricing in increased global defense spending amid the 

Russia-Ukraine conflict (Exhibit 10c). Because most U.S.-based defense 

contractors generate less than 30% of sales from international customers, 

we think potential changes to the U.S. defense budget are the key 

consideration. Given heightened geopolitical tension, we think inflation-

adjusted growth in the defense budget seems plausible, which would be 

significant relative to our previous assumption of a flattening U.S. 

defense budget. 

 

Agco and Deere were the top performers in the farm and heavy 

construction machinery industry during the quarter. We expect both firms 

will continue to benefit from rising farm incomes (due to higher crop 

prices) and a healthy North American equipment replacement cycle 

(Exhibit 10d). That said, we maintain our view that the agriculture cycle 

will likely begin to moderate in the next couple of years. 

 

Industrial products stocks were mostly laggards during the first quarter 

amid economic uncertainty and continued supply chain and inflationary 

challenges. However, in our view, these challenges will ease and the 

selloff has presented long-term investors with a quite a few 

opportunities, including Honeywell and Pentair. U.S. airlines remain 

undervalued, in our view, and we consider Delta and Southwest the two 

highest-quality airlines in the space. We expect both companies to return 

to 2019 levels of capacity by 2023. 

 
Brian Bernard, CFA | brian.bernard@morningstar.com  

Exhibit 10  Industrials Rallied in Q1, but Opportunities Remain 
10a.  Industrials outperformed U.S. equities during Q1. 

 

10b.  There are quite a few undervalued industrial products stocks. 

 

10c.  The U.S. is the largest customer for many defense contractors. 

 
10d.  Rising farm income has benefited farm equipment manufacturers. 

 
Source: Stockholm International Peace Research Institute, U.S. Department of Agriculture, 

Morningstar. Data as of March 28, 2022. 
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In our view, Honeywell is one of the strongest multi-industry firms in operation today, and it has successfully pivoted 

to capture multiple environmental, social, and governance trends, including energy efficiency, emissions reduction, 

and e-commerce, among others. We believe long-term share gains can be built during downturns, and in contrast to 

its competitors, Honeywell maintained reinvestment levels throughout the pandemic. We believe these actions will 

contribute to solid revenue growth and margin expansion over the next five years.  

 

  

 

We see a solid growth runway for Masco as the company capitalizes on healthy long-term repair and remodel 

fundamentals and internal growth initiatives across its plumbing (Delta is its most notable brand) and decorative 

architectural segments (Behr paint is the most notable brand). Masco's key organic growth initiatives include 

increasing Behr's professional painter market share and extending the plumbing segment's product portfolio. 

Masco's wide moat supports durable pricing power, which should help mitigate continued inflationary pressure in 

2022. 

 

  

 

Pentair is a pure-play water company manufacturing a wide range of sustainable water solutions, including energy-

efficient swimming pool pumps, filtration solutions, and commercial and industrial pumps. The company is focused 

on three strategic areas: advancing growth in the swimming pool market, accelerating growth in residential and 

commercial filtration, and penetrating emerging markets, especially China and Southeast Asia. We view this strategy 

as astute, as management is pursuing opportunities in the more profitable and faster-growing consumer solutions 

segment, where the company already has a strong competitive position. 

 
Source: Morningstar. Data as of March 25, 2022.  
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The Morningstar US Real Estate Sector Index is up 19.6% over the trailing 

12 months (Exhibit 11a), outperforming the 14.4% performance of the 

broader U.S. equity market over the same period. However, much of real 

estate's outperformance in 2021 is the sector bouncing back from 

underperforming the broader equity markets in 2020 as fundamentals for 

many real estate subsectors didn't start to recover until coronavirus 

vaccines were widely available across the U.S. 

 

On a market-cap-weighted price/fair value basis, the real estate sector is 

trading at a higher valuation than our estimates compared with our total 

North American coverage, which is trading at a 2% discount to our fair 

value estimates at the end of the first quarter. Currently, 86% of the real 

estate sector is trading in 3-star range, 26% in 4-star range, and 11% at 2 

stars, while no company is trading in either 5-star or 1-star range (Exhibit 

11b). 

 

Fear that the omicron variant would lead to an increase in cases and thus 

further shutdowns caused the divergence among the more sensitive 

subsectors in the fourth quarter (Exhibit 11c). The hotel and healthcare 

subsectors were among those most hurt by shutdowns during the 

pandemic. While the vaccine allows travelers to return to hotels and 

keeps residents of senior housing facilities safe, travel restrictions and 

quarantines that may arise from the variants could cause a significant 

drop in occupancy for both subsectors. Despite short-term disruption, we 

continue to believe that both the hotel and healthcare subsectors will see 

years of strong growth ahead of them. Meanwhile, industrial and self-

storage, subsectors that performed the best during the pandemic, have 

significantly outperformed as demand for shipping and storage space has 

continued to surge.  

 

Since the start of the pandemic, the industrial and self-storage subsectors 

have performed the best overall. While both fell in the first few months of 

the pandemic, they returned to prepandemic levels by the summer of 

2020. Then, as real estate fundamentals improved through 2021, they 

produced significant returns for investors. Meanwhile, the hotel and retail 

subsectors fell more dramatically at the start of the pandemic and, while 

both have improved since vaccines were introduced, both are 

significantly below the rest of the real estate subsectors, with most hotel 

stocks still trading below their prepandemic prices. 

 
Kevin Brown | kevin.brown@morningstar.com  

Exhibit 11  Real Estate Modestly Outperformed in 2021 
11a.  Real estate has had a higher 12-month return than the U.S. equity index.  

 

11b.  Few discounts among the real estate companies.  

 

11c.  Fears of further shutdowns due to omicron hurt the more sensitive sectors. 

 

11d.  Significant total return difference by sector since the start of the pandemic.  

 
 

Source: S&P Global, Morningstar. 

Data as of March 4, 2022. 
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Real Estate | Quick Takes  
  

 

Class A malls continue to outperform other forms of brick-and-mortar retail. The stock sold off significantly during the 

height of the pandemic as fears of the coronavirus impact on brick-and-mortar retail sales grew among investors. 

Macerich has long-term leases with tenants, so it continued to receive rent even during the worst months of the 

crisis. However, brick-and-mortar sales quickly rebounded as people returned to stores, with foot traffic at malls 

returning to prepandemic levels during the summer months of 2021. As a result, Macerich's occupancy levels and re-

leasing spreads have improved across its portfolio. 

  

 

While the coronavirus significantly diminished Park's operating results, with high-double-digit revPAR declines and 

negative hotel EBITDA in 2020, the company rebounded significantly in 2021. Leisure travel has recovered to near 

prepandemic levels, leading to a return of positive hotel EBITDA. However, business and group travel has been 

slower to return, as workers have yet to fully return to the office. Still, we think business and group demand will 

eventually return close to prepandemic levels by 2024, leading to years of strong growth for Park. 

  

 

Ventas owns high-quality assets in the senior housing, medical office, and life science fields. While the company's 

medical office and life science portfolios should be relatively unaffected by the coronavirus outbreak, the senior 

housing portfolio has experienced a very significant impact to occupancies, as the virus has the highest lethality rate 

among senior citizens. However, while the virus continued to hurt net operating income in 2021, the industry should 

see strong long-term growth from the coming demographic wave of baby boomers aging into senior housing 

facilities. 

Source: Morningstar. Data as of March 25, 2022.  

Company (Ticker) Rating

Macerich Co (MAC) 

Price Fair value Uncertainty

$14.80 $28.50 Very High

Market Cap (bil) Economic Moat Stewardship

$3.2 None Standard

Company (Ticker) Rating

Park Hotels & Resorts Inc (PK) 

Price Fair value Uncertainty

$19.12 $25.50 Very High

Market Cap (bil) Economic Moat Stewardship

$4.5 None Exemplary

Company (Ticker) Rating

Ventas Inc (VTR) 

Price Fair value Uncertainty

$62.80 $69.00 Medium

Market Cap (bil) Economic Moat Stewardship

$25.1 None Exemplary

Top Picks u Real Estate 
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The technology sector was a strong market outperformer at the beginning 

of the COVID-19 pandemic and performed on par with the market in 2021. 

Technology underperformed the market in the first quarter of 2022, with 

many companies performing far worse than the overall sector. 

Nonetheless, technology's performance still exceeds the overall U.S. 

market on a trailing 12-month basis. We're still fond of secular tailwinds 

associated with cloud computing, 5G, and the "Internet of Things." Thus, 

we view the technology pullback as healthy and would point investors 

toward high-quality wide-moat software companies, such as 

Salesforce.com, ServiceNow, and Adobe, among others. As of March 25, 

the Morningstar US Technology Sector Index was up 22% on a TTM basis, 

outperforming the U.S. equity market, which is up 14% (Exhibit 12a). Over 

the past quarter, technology underperformed the broader market, down 

10% compared with the U.S. equity market's decline of 5%. 

 

As of March 25, the median U.S. technology stock was 6% undervalued, a 

sharp reversal from a sector that was overvalued by 6% and 14% one and 

two quarters ago, respectively. Yet, while the high number of 

undervalued mid- and small-cap stocks lowered the median valuation, on 

a market-capitalization basis, overvalued large-cap stocks bring the tech 

sector into fair value territory. Software remains the most attractive 

subsector. High-flying growth stocks from 2020 have crashed, and many 

now trade well below our fair value estimates. Meanwhile, more mature, 

higher-quality software stocks have also sold off and now provide 

investors with an attractive margin of safety. Many semiconductor firms 

are also undervalued, while hardware is fairly valued (Exhibit 12b). 

 

In software, IT departments have been focused on digital transformation, 

first from the secular shift to cloud computing and software as a service, 

followed by the coronavirus pandemic and the critical rush to implement 

remote working tools. We foresee enterprises using software to 

modernize all types of business processes, in turn leading to software 

industry growth at a low-double-digit CAGR. (Exhibit 12c). 

 

Additionally, we see an ongoing data boom that not only bodes well for 

cloud computing, but also database management systems. Traditional 

databases like Oracle's still have their place, but emerging beneficiaries 

will be companies with premier data-lake, data-warehouse, and data-

marketplace offerings, such as Snowflake and MongoDB (Exhibit 12d). 

 
Brian Colello, CPA | brian.colello@morningstar.com  

Exhibit 12  Tech Still Outperforming the Market on a TTM Basis 
12a.  The gap between tech and the broader market narrowed in Q1, however. 

 

12b.  We see buying opportunities in software and semiconductors. 

 

12c.  The cloud opportunity is the most obvious secular theme in software. 

 

12d.  The explosion of data, including DBMS revenue, should not slow down. 

 
Source: Gartner, IDC, Statista, Morningstar. 

Data as of March 4, 2022. 
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Technology  | Quick Takes  
  

 

We believe Salesforce.com represents one of best long-term growth stories in large-cap software because of its 

ever-expanding portfolio of complementary solutions that allow users to completely embrace their customers, 

thereby building relationships, strengthening retention, and driving revenue. In our view, Salesforce will benefit 

further from natural cross-selling among its clouds, upselling more robust features within product lines, pricing 

actions, international growth, and continued acquisitions, such as the recent deals for Slack and Tableau. 

  

 

ServiceNow excels at executing the land-and-expand strategy, and it continues to use its strength in workflow 

automation to penetrate existing customers more deeply in IT and more broadly with HR, customer-service-specific, 

and other back-office products. We expect both tiered offerings and vertical-specific versions to continue to provide 

a nice tailwind to revenue. We think ServiceNow has become a key partner in digital transformation, as shown in 

retention statistics, which remain at the elite level. We are impressed with ServiceNow's excellent balance between 

strong and highly visible revenue growth and robust and expanding margins. 

  

 

ASML is one of our top semiconductor picks thanks to the increasing adoption of extreme ultraviolet lithography at 

large chipmakers such as TSMC and Intel to support explosive chip demand. Although the firm's first-quarter outlook 

is negatively affected by supply chain constraints, we think ASML will outgrow the wafer fab equipment industry in 

2022 (20% revenue growth versus 15% for WFE). With TSMC, Intel, and Samsung all vying for process technology 

leadership, we expect ASML to be a primary beneficiary because it sells tools to all three chipmakers. 

Source: Morningstar. Data as of March 25, 2022.  

Company (Ticker) Rating

Salesforce.com Inc (CRM) 

Price Fair value Uncertainty

$211.03 $320.00 Medium

Market Cap (bil) Economic Moat Stewardship

$208.9 Wide Standard

Company (Ticker) Rating

ServiceNow (NOW) 

Price Fair value Uncertainty

$561.87 $700.00 Medium

Market Cap (bil) Economic Moat Stewardship

$112.4 Wide Exemplary

Company (Ticker) Rating

ASML Holding NV (ASML) 

Price Fair value Uncertainty

$687.36 $800.00 Medium

Market Cap (bil) Economic Moat Stewardship

$274.9 Wide Exemplary

Top Picks a Technology 
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Before the Russia-Ukraine crisis turned investors defensive, we got a 

glimpse of what can happen to utilities when the market frets about high 

inflation and prolonged interest-rate increases. Utilities gained 2% to 

start 2022 after successive monthly reports showed inflation hitting 

multidecade highs (Exhibit 13a). The market’s defensive turn in March 

erased those losses, but we think that initial plunge shows how far and 

fast utilities could fall if inflation remains elevated. 

 

We think the market is mispricing this inflation risk for U.S. utilities. We 

consider the sector 11% overvalued as of late March. None of the 40 

North American utilities we cover trade below our fair value estimates 

(Exhibit 13b). Valuation multiples remain well above 20-year averages. 

Another quarter or two of elevated inflation—including higher energy 

prices—could hit utilities' earnings and growth prospects. Utilities 

haven't experienced this inflationary punch in several decades. 

 

We think income investors should be cautious, as well. For the first time 

in at least 30 years, utilities' inflation-adjusted dividend yield has turned 

negative. U.S. utilities' 3.1% median dividend yield is still attractive 

relative to interest rates and the total market, but that yield premium is 

quickly evaporating. Utilities’ dividend yield offered a 200-basis-point 

premium to the 10-year U.S. Treasury yield as recently as August 2021. 

Now that premium is just 80 basis points, the smallest since early 2019 

(Exhibit 13c). 

 

Politicians, regulators, and utilities could face a difficult choice in the 

coming months. Low interest rates and low inflation have made it easy to 

push clean energy investments. We think public policy will continue the 

push toward clean energy, but higher costs for renewable energy and 

rising customer bills could slow clean energy growth (Exhibit 13d). This 

could be a drag on growth for many utilities. We think the combination of 

higher interest rates and inflation could slow utilities' annual earnings 

and dividend growth to the low end of our 5%–7% forecast during the 

next four years. 

 

Even with a clean energy growth tailwind, we think utilities investors 

should prepare for lower returns ahead. Once investors start looking for 

inflation protection and other income options become more attractive, 

utilities could face a steep fall. 

 
Travis Miller | travis.miller@morningstar.com  

Exhibit 13  High Inflation Is Utilities’ Biggest Enemy 
13a.  Inflation worries sank utilities before the market turned defensive. 

 

13b.  Utilities' rich valuations don't reflect downside risks. 

 
13c.  Higher interest rates have chopped utilities' dividend yield premium. 

 

13d.  Utility bills have stayed mostly flat while capital investment grows. 

 

Source: Edison Electric Institute, Morningstar.  

Data as of March 26, 2022. 
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Utilities | Quick Takes  
  

 

NiSource's transition from fossil fuels to clean energy will support growth into the next decade and reduce its 

exposure to natural gas. We think this is an opportunity to buy a high-growth utility while the market worries about 

the long-term viability of natural gas, which is 60% of its earnings. Its electric utility, which contributes 40% of 

earnings, plans to close its last coal-fired power plant in 2028 and replace the generation with wind, solar, and 

energy storage. We expect NiSource to invest $12 billion over the next five years, almost 50% more than the previous 

five years, leading to 8% earnings and dividend growth. 

 

  

 

With the stock trading at a discount to its peers and more than a 4% yield, Edison offers value, growth, and income. 

Despite California's ever-present political risk, the state has progressive energy policies and regulation that support 

Edison's $6 billion annual investment plan to harden the grid against natural disasters, integrate renewable energy, 

and support electric vehicle adoption. We forecast 6% annual earnings growth for at least the next five years and 

similar dividend growth. Edison is one of the few pure-play electric utilities that owns no power generation and has 

no direct fossil fuel exposure. 

 

  

 

We forecast nearly 80% of WEC Energy's earnings will come from investments in Wisconsin and interstate 

transmission with highly constructive regulatory rate support. In Wisconsin, regulators set rates based on forecast 

costs and allow shareholders to benefit from cost savings. Management has a history of managing regulatory 

relationships well and achieving operating efficiencies. This results in returns on capital that are consistently above 

peers. We expect the company to invest $18 billion during the next five years, supporting 7% annual earnings 

growth. 

Source: Morningstar. Data as of March 25, 2022.  

Company (Ticker) Rating

NiSource Inc (NI) 

Price Fair value Uncertainty

$31.14 $31.00 Low

Market Cap (bil) Economic Moat Stewardship

$12.6 Narrow Standard

Company (Ticker) Rating

Edison International (EIX) 

Price Fair value Uncertainty

$68.79 $71.00 Medium

Market Cap (bil) Economic Moat Stewardship

$26.2 Narrow Standard

Company (Ticker) Rating

WEC Energy Group Inc (WEC) 

Price Fair value Uncertainty

$98.07 $94.00 Low

Market Cap (bil) Economic Moat Stewardship

$31.1 Narrow Exemplary

Top Picks f Utilities 
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Appendix  Global Coverage Snapshot 
A1.  U.S. and global markets suffered losses in the first quarter with the broad market selloff. 

 

 

 

 

 

 

 

S 

 

 
A2.  Most sectors and the equity market as a whole made considerable returns on a TTM basis.  

 

A3.  Stocks are trading at discounts to their fair value estimates in most regions. 

 
A4.  Nearly 40% of all stocks trade within 5- and 4-star territory. 

  

Source: Morningstar. Data as of March 25, 2022. 
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Research Methodology for Valuing Companies 
 
Overview 

At the heart of our valuation system is a detailed projection of a company's future cash flows, resulting from our analysts' research. 

Analysts create custom industry and company assumptions to feed income statement, balance sheet, and capital investment 

assumptions into our globally standardized, proprietary discounted cash flow, or DCF, modeling templates. We use scenario 

analysis, in-depth competitive advantage analysis, and a variety of other analytical tools to augment this process. Moreover, we 

think analyzing valuation through discounted cash flows presents a better lens for viewing cyclical companies, high-growth firms, 

businesses with finite lives (e.g., mines), or companies expected to generate negative earnings over the next few years. That said, 

we don't dismiss multiples altogether but rather use them as supporting cross-checks for our DCF-based fair value estimates. We 

also acknowledge that DCF models offer their own challenges (including a potential proliferation of estimated inputs and the 

possibility that the method may miss short-term market price movements), but we believe these negatives are mitigated by deep 

analysis and our long-term approach.  

 

Morningstar's equity research group ("we," "our") believes that a company's intrinsic worth results from the future cash flows it 

can generate. The Morningstar Rating for stocks identifies stocks trading at a discount or premium to their intrinsic worth—or fair 

value estimate, in Morningstar terminology. Five-star stocks sell for the biggest risk-adjusted discount to their fair values, whereas 

1-star stocks trade at premiums to their intrinsic worth. 

 

Morningstar Research Methodology 
 

 

Source: Morningstar. 

 
Four key components drive the Morningstar rating: (1) our assessment of the firm's economic moat, (2) our estimate of the stock's 

fair value, (3) our uncertainty around that fair value estimate, and (4) the current market price. This process ultimately culminates 

in our single-point star rating.  

 

Economic Moat 

The concept of an economic moat plays a vital role not only in our qualitative assessment of a firm's long-term investment 

potential, but also in the actual calculation of our fair value estimates. An economic moat is a structural feature that allows a firm 

to sustain excess profits over a long period of time. We define economic profits as returns on invested capital (ROIC) over and 

above our estimate of a firm's cost of capital, or weighted average cost of capital (WACC). Without a moat, profits are more 

susceptible to competition. We have identified five sources of economic moats: intangible assets, switching costs, network effect, 

cost advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe are more likely than not to achieve normalized excess returns for at least the 

next 10 years. Wide-moat companies are those in which we have very high confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at least 20 years. The longer a firm generates economic profits, the higher its 

intrinsic value. We believe low-quality, no-moat companies will see their normalized returns gravitate toward their cost of capital 

more quickly than companies with moats.  

 

To assess the sustainability of excess profits, analysts perform ongoing assessments of the moat trend. A firm's moat trend is 

positive in cases where we think its sources of competitive advantage are growing stronger, stable where we don't anticipate 

changes to competitive advantages over the next several years, or negative where we see signs of deterioration.  
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Estimated Fair Value  

Combining our analysts' financial forecasts with the firm's economic moat helps us assess how long returns on invested capital are 

likely to exceed the firm's cost of capital. Returns of firms with a wide economic moat rating are assumed to fade to the perpetuity 

period over a longer period of time than the returns of narrow-moat firms, and both will fade slower than no-moat firms, increasing 

our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast 

In this stage, which can last 5 to 10 years, analysts make full financial statement forecasts, including items such as revenue, profit 

margins, tax rates, changes in working capital accounts, and capital spending. Based on these projections, we calculate earnings 

before interest, after taxes (EBI) and net new investment (NNI) to derive our annual free cash flow forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take the company's return on new invested capital—the return on capital of the 

next dollar invested (RONIC)—to decline (or rise) to its cost of capital. During the Stage II period, we use a formula to approximate 

cash flows in lieu of explicitly modeling the income statement, balance sheet, and cash flow statement as we do in Stage I. The 

length of the second stage depends on the strength of the company's economic moat. We forecast this period to last anywhere 

from one year (for companies with no economic moat) to 10–15 years or more (for wide-moat companies). During this period, cash 

flows are forecast using four assumptions: an average growth rate for EBI over the period, a normalized investment rate, average 

return on new invested capital (RONIC), and the number of years until perpetuity, when excess returns cease. The investment rate 

and return on new invested capital decline until a perpetuity value is calculated. In the case of firms that do not earn their cost of 

capital, we assume marginal ROICs rise to the firm's cost of capital (usually attributable to less reinvestment), and we may truncate 

the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, we calculate a continuing value, using a standard perpetuity formula. At 

perpetuity, we assume that any growth or decline or investment in the business neither creates nor destroys value and that any 

new investment provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a dollar earned tomorrow, we discount our projections of cash flows in stages I, 

II, and III to arrive at a total present value of expected future cash flows. Because we are modeling free cash flow to the firm—

representing cash available to provide a return to all capital providers—we discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred stock (and any other funding sources), using expected future 

proportionate long-term, market value weights. 

 

Uncertainty Around That Fair Value Estimate 

Morningstar's uncertainty rating captures a range of likely potential intrinsic values for a company and uses it to assign the margin 

of safety required before investing, which in turn explicitly drives our stock star rating system. The uncertainty rating represents 

the analysts' ability to bound the estimated value of the shares in a company around the fair value estimate, based on the 

characteristics of the business underlying the stock, including operating and financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and other company-specific factors.  

 

Analysts consider at least two scenarios in addition to their base case: a bull case and a bear case. Assumptions are chosen such 

that the analyst believes there is a 25% probability that the company will perform better than the bull case and a 25% probability 

that the company will perform worse than the bear case. The distance between the bull and bear cases is an important indicator of 

the uncertainty underlying the fair value estimate.  

 

Our recommended margin of safety widens as our uncertainty regarding the estimated value of the equity increases. The more 

uncertain we are about the estimated value of the equity, the greater the discount we require relative to our estimate of the value 

of the firm before we would recommend the purchase of the shares. In addition, the uncertainty rating provides guidance in 

portfolio construction based on risk tolerance. 

  



  

 

 

North America Equity Market Outlook: Second-Quarter 2022 | March 31, 2022 | See disclosures at the end of this report. 

 
Healthcare Observer | 31 March 2022 

 
Paper Title | 31 March 2022 

 
Healthcare Observer | 31 March 2022 

 
Paper Title | 31 March 2022 

 
Healthcare Observer | 31 March 2022 

 
Paper Title | 31 March 2022 

 
Healthcare Observer | 31 March 2022 

Page 31 of 35 

 
Page 31 of 35 

 
Page 31 of 35 

 
Page 31 of 35 

 
Page 31 of 35 

 
Page 31 of 35 

 
Page 31 of 35 

 
Page 31 of 35 

Our uncertainty ratings for our qualitative analysis are low, medium, high, very high, and extreme. 

× Low: Margin of safety for 5-star rating is a 20% discount and for 1-star rating is a 25% premium. 

× Medium: Margin of safety for 5-star rating is a 30% discount and for 1-star rating is a 35% premium. 

× High: Margin of safety for 5-star rating is a 40% discount and for 1-star rating is a 55% premium. 

× Very high: Margin of safety for 5-star rating is a 50% discount and for 1-star rating is a 75% premium. 

× Extreme: Margin of safety for 5-star rating is a 75% discount and for 1-star rating is a 300% premium. 

 

Morningstar Equity Research Star Rating Methodology 
 
 

 

 
Market Price 

The market prices used in this analysis and noted in the report come from the exchange on which the stock is listed, which we 

believe is a reliable source. 

 

For more details about our methodology, please go to http://global.morningstar.com/equitydisclosures. 

 

Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we compare it with the stock's current market price on a daily basis, and the 

star rating is automatically recalculated at the market close on  

every day the market on which the stock is listed is open. Our analysts keep close tabs on the companies they follow and, based on 

thorough and ongoing analysis, raise or lower their fair value estimates  

as warranted.  

 

Please note, there is no predefined distribution of stars. That is, the percentage of stocks that earn  

5 stars can fluctuate daily, so the star ratings, in the aggregate, can serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is more undervalued, in our opinion, than when very few companies 

garner our highest rating.  

 

We expect that if our base-case assumptions are true, the market price will converge on our fair value estimate over time, 

generally within three years (although it is impossible to predict the exact time frame in which market prices may adjust).  

 

http://global.morningstar.com/equitydisclosures
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Our star ratings are guideposts to a broad audience, and individuals must consider their own specific investment goals, risk 

tolerance, tax situation, time horizon, income needs, and complete investment portfolio, among other factors.  

 

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-adjusted return is highly likely over a multiyear time frame. Scenario 

analysis developed by our analysts indicates that the current market price represents an excessively pessimistic outlook, limiting 

downside risk and maximizing upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to receive a fair risk-adjusted return (approximately cost of equity). 

 

QQ We believe investors are likely to receive a less than fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted returns from the current market price over a multiyear time frame, 

based on our analysis. Scenario analysis by our analysts indicates that the market is pricing in an excessively optimistic outlook, 

limiting upside potential and leaving the investor exposed to capital loss.  

 

Risk Warning 

Please note that investments in securities are subject to market and other risks, and there is no assurance or guarantee that the 

intended investment objectives will be achieved. Past performance of a security may or may not be sustained in the future and is 

no indication of future performance. A security investment return and an investor's principal value will fluctuate so that, when 

redeemed, an investor's shares may be worth more or less than their original cost. A security's current investment performance 

may be lower or higher than the investment performance noted within the report. Morningstar's uncertainty rating serves as a 

useful data point with respect to sensitivity analysis of the assumptions used in our determining a fair value price.  

 

 

General Disclosure 
 

Unless otherwise provided in a separate agreement, recipients accessing this report may only use it in the country in which the 

Morningstar distributor is based. Unless stated otherwise, the original distributor of the report is Morningstar Research Services 

LLC, a U.S.-domiciled financial institution. 

 

This report is for informational purposes only and has no regard to the specific investment objectives, financial situation or 

particular needs of any specific recipient. This publication is intended to provide information to assist institutional investors in 

making their own investment decisions, not to provide investment advice to any specific investor. Therefore, investments discussed 

and recommendations made herein may not be suitable for all investors: Recipients must exercise their own independent 

judgment as to the suitability of such investments and recommendations in the light of their own investment objectives, 

experience, taxation status, and financial position.  

 

The information, data, analyses, and opinions presented herein are not warranted to be accurate, correct, complete, or timely. 

Unless otherwise provided in a separate agreement, neither Morningstar, Inc. nor the Equity Research Group represents that the 

report contents meet all of the presentation and/or disclosure standards applicable in the jurisdiction the recipient is located. 

 

Except as otherwise required by law or provided for in a separate agreement, the analyst, Morningstar, Inc., and the Equity 

Research Group and their officers, directors, and employees shall not be responsible or liable for any trading decisions, damages, 

or other losses resulting from, or related to, the information, data, analyses, or opinions within the report. The Equity Research 

Group encourages recipients of this report to read all relevant issue documents (e.g., prospectus) pertaining to the security 

concerned, including without limitation, information relevant to its investment objectives, risks, and costs before making an 

investment decision and, when deemed necessary, to seek the advice of a legal, tax, and/or accounting professional. 

 

The Report and its contents are not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 

resident of or located in any locality, state, country, or other jurisdiction where such distribution, publication, availability, or use 

would be contrary to law or regulation or which would subject Morningstar, Inc. or its affiliates to any registration or licensing 

requirements in such jurisdiction. 
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Where this report is made available in a language other than English and in the case of inconsistencies between the English and 

translated versions of the report, the English version will control and supersede any ambiguities associated with any part or 

section of a report that has been issued in a foreign language. Neither the analyst, Morningstar, Inc., nor the Equity Research 

Group guarantees the accuracy of the translations. 

 

This report may be distributed in certain localities, countries and/or jurisdictions ("Territories") by independent third parties or 

independent intermediaries and/or distributors ("Distributors"). Such Distributors are not acting as agents or representatives of the 

analyst, Morningstar, Inc., or the Equity Research Group. In Territories where a Distributor distributes our report, the Distributor is 

solely responsible for complying with all applicable regulations, laws, rules, circulars, codes, and guidelines established by local 

and/or regional regulatory bodies, including laws in connection with the distribution third-party research reports. 

 

Conflicts of Interest 

× No interests are held by the analyst with respect to the security subject of this investment  

research report. 

 

× Morningstar, Inc. may hold a long position in the security subject of this investment research report that exceeds 0.5% of 

the total issued share capital of the security. To determine if such is the case, please click http://msi.morningstar.com and 
http://mdi.morningstar.com. 

 
× Analysts' compensation is derived from Morningstar, Inc.'s overall earnings and consists of salary, bonus, and in some cases 

restricted stock. 

 

× Neither Morningstar, Inc. nor the Equity Research Group receives commissions for providing research nor do they charge 

companies to be rated. 

 

× Neither Morningstar, Inc. nor the Equity Research Group is a market maker or a liquidity provider of the security noted within  

this report. 

 

× Neither Morningstar, Inc. nor the Equity Research Group has been a lead manager or co-lead manager over the previous 12 

months of any publicly disclosed offer of financial instruments of the issuer. 

 

× Morningstar, Inc.'s investment management group does have arrangements with financial institutions to provide portfolio 

management/investment advice, some of which an analyst may issue investment research reports on. However, analysts do not 

have authority over Morningstar's investment management group's business arrangements nor allow employees from the 

investment management group to participate or influence the analysis or opinion prepared by them. 

 

× Morningstar, Inc. is a publicly traded company (ticker symbol: MORN) and thus a financial institution the security of which is the 

subject of this report may own more than 5% of Morningstar, Inc.'s total outstanding shares. Please access Morningstar, Inc.'s 

proxy statement, "Security Ownership of Certain Beneficial Owners and Management" section 

http://investorrelations.morningstar.com/sec.cfm?doctype=Proxy&year=&x=12 

 

× Morningstar, Inc. may provide the product issuer or its related entities with services or products for a fee and on an arms' length 

basis including software products and licenses, research and consulting services, data services, licenses to republish our ratings 

and research in their promotional material, event sponsorship, and website advertising. 

 
Further information on Morningstar, Inc.'s conflict of interest policies is available from 

http://global.morningstar.com/equitydisclosures. Also, please note analysts are subject to the CFA Institute's Code of Ethics and 

Standards of Professional Conduct. 

 

For a list of securities that the Equity Research Group currently covers and provides written analysis on, please contact your local 

Morningstar office. In addition, for historical analysis of securities covered, including their fair value estimate, please contact your 

local office. 

 

For Recipients in Australia: This Report has been issued and distributed in Australia by Morningstar Australasia Pty Ltd (ABN: 95 

090 665 544; ASFL: 240892). Morningstar Australasia Pty Ltd is the provider of the general advice ('the Service') and takes 

responsibility for the production of this report. The Service is provided through the research of investment products. To the extent 

the Report contains general advice, it has been prepared without reference to an investor's objectives, financial situation, or 

http://msi.morningstar.com/
http://mdi.morningstar.com/
http://investorrelations.morningstar.com/sec.cfm?doctype=Proxy&year=&x=12
http://global.morningstar.com/equitydisclosures
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needs. Investors should consider the advice in light of these matters and, if applicable, the relevant Product Disclosure Statement 

before making any decision to invest. Refer to our Financial Services Guide (FSG) for more information at 

http://www.morningstar.com.au/fsg.pdf. 

 

For Recipients in New Zealand: This report has been issued and distributed by Morningstar Australasia Pty Ltd and/or 

Morningstar Research Ltd (together ‘Morningstar’). Morningstar is the provider of the regulated financial advice and takes 

responsibility for the production of this report. To the extent the report contains regulated financial advice it has been prepared 

without reference to an investor’s objectives, financial situation or needs. Investors should consider the advice in light of these 

matters and, if applicable, the relevant Product Disclosure Statement before making any decision to invest. Refer to our Financial 

Advice Provider Disclosure Statement at http://www.morningstar.com.au/s/fapds.pdf for more information. 

 

For Recipients in Hong Kong: The Report is distributed by Morningstar Investment Management Asia Limited, which is regulated 

by the Hong Kong Securities and Futures Commission to provide services to professional investors only. Neither Morningstar 

Investment Management Asia Limited nor its representatives are acting or will be deemed to be acting as an investment advisor to 

any recipients of this information unless expressly agreed to by Morningstar Investment Management Asia Limited. For enquiries 

regarding this research, please contact a Morningstar Investment Management Asia Limited Licensed Representative at 

http://global.morningstar.com/equitydisclosures. 

 

For Recipients in India: This Investment Research is issued by Morningstar Investment Adviser India Private Limited. Morningstar 

Investment Adviser India Private Limited is registered with the Securities and Exchange Board of India (Registration number 
INA000001357) and provides investment advice and research. Morningstar Investment Adviser India Private Limited has not been 

the subject of any disciplinary action by SEBI or any other legal/regulatory body. Morningstar Investment Adviser India Private 

Limited is a wholly owned subsidiary of Morningstar Investment Management LLC. In India, Morningstar Investment Adviser India 

Private Limited has one associate, Morningstar India Private Limited, which provides data-related services, financial data analysis, 

and software development. The Research Analyst has not served as an officer, director, or employee of the fund company within 

the last 12 months, nor has it or its associates engaged in market-making activity for the fund company. 

 

* The Conflicts of Interest disclosure above also applies to relatives and associates of Manager Research Analysts in India 

* The Conflicts of Interest disclosure above also applies to associates of Manager Research Analysts in India. The terms and 

conditions on which Morningstar Investment Adviser India Private Limited offers Investment Research to clients varies from client 

to client and are detailed in the respective client agreement. 

 

For recipients in Japan: The Report is distributed by Ibbotson Associates Japan, Inc., which is regulated by Financial Services 

Agency. Neither Ibbotson Associates Japan, Inc. nor its representatives are acting or will be deemed to be acting as an investment 

advisor to any recipients of this information. 

 

For recipients in Singapore: For Institutional Investor audiences only. Recipients of this report should contact their financial 

adviser in Singapore in relation to this report. Morningstar, Inc. and its affiliates rely on certain exemptions (Financial Advisers 

Regulations, Section 32B and 32C) to provide its investment research to recipients in Singapore. 
  

http://www.morningstar.com.au/fsg.pdf
https://www.morningstar.com.au/s/fapds.pdf
http://global.morningstar.com/equitydisclosures
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About Morningstar® Institutional Equity ResearchTM 

Morningstar Institutional Equity Research provides independent, fundamental equity research 

differentiated by a consistent focus on sustainable competitive advantages, or Economic Moats. 

 

For More Information 

+1 312 696-6869 

equitysupport@morningstar.com 

 

 

 

 

 

 

 

 

? 
 

22 West Washington Street 

Chicago, IL 60602 USA 

 

 
©2022 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only  

in the country in which its original distributor is based. The information, data, analyses, and opinions presented herein do not 

constitute investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a  

security; and are not warranted to be correct, complete, or accurate. The opinions expressed are as of the date written and are 

subject to change without notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading 

decisions, damages, or other losses resulting from, or related to, the information, data, analyses, or opinions or their use. 

References to "DBRS Morningstar credit ratings" refer to credit ratings issued by one of the DBRS group of companies or 
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The DBRS group and Morningstar Credit Ratings, LLC are wholly-owned subsidiaries of Morningstar, Inc. 

 

All DBRS Morningstar credit ratings and other types of credit opinions are subject to disclaimers and certain limitations. Please 

read these disclaimers and limitations at http://www.dbrsmorningstar.com/about/disclaimer and 
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http://www.dbrsmorningstar.com/research/highlights.pdf
http://www.dbrsmorningstar.com/about/disclaimer
https://ratingagency.morningstar.com/mcr
http://www.dbrsmorningstar.com/
https://ratingagency.morningstar.com/mcr

