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All good things must come to an end, and the blistering rally in Wall Street’s “safe” stocks is no exception. 

After a strong advance in the first half of the year that led utilities and telecom — two sectors traditionally 
viewed as havens in times of market turmoil — to jump more than 20%, the rally now appears to have lost 
steam. 

On Tuesday, telecom, utilities and consumer staples — another safety play — were leading the losses, 
down 1.5%, 0.9% and 0.8% respectively. 

Over the past couple of weeks, even though utilities and telecom are still leading the market on an 
absolute basis — up 20.5% and 20.3% year to date respectively — they have underperformed the main 
benchmarks on a relative basis, said Jonathan Krinsky, chief market technician at MKM Partners, in a 
note released Monday. 

What’s more, the recent underperformance “is likely to continue as we see a rotation into the more 
cyclical sectors,” Krinsky added, suggesting investors that are bullish on U.S. equities should sell the 
safety bets and put their money “to better use in other sectors.” 

As the following chart shows, utilities, which include companies like American Water Works 
Co. AWK, +0.63% Duke Energy Corp. DUK, +0.28%  and NextEra Energy Inc.NEE, -0.01% have recently 
underperformed the S&P 500 SPX, -0.17%  and their price ratio relative to the index has fallen below a 
major technical resistance level. 
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The same is true for telecom stocks, such as Sprint Corp. S, +2.33%  AT&T Inc.T, -0.89% and Verizon 
Communications Inc. VZ, -1.16% which have been trading near their highest level since 2007 on absolute 
basis — yet they are on a downtrend on a relative basis, as the following chart shows. 
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Finally, consumer staples, another traditional safety play, which includes companies like Procter & 
Gamble Co. PG, +0.07% CVS Health Corp. CVS, +0.52%  and Kroger Co. KR, -2.35%  have also turned 
lower on a relative-performance basis, as the following chart shows. 
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Investors that are bullish on stocks should sell the above sectors, Krinsky said, and buy software and 
semiconductor companies, such as Linear Technology Corp.LLTC, +1.26% and Citrix Systems 
Inc. CTXS, +0.89%  , health-care equipment and services, such as Aetna Inc. AET, -0.12%   and Centene 
Corp. CNC, +3.55%  , as well as communication and professional services, such as Tyco International 
PLCTYC, -1.25%  and Verisk Analytics Inc. VRSK, +0.00%  . 

Kinsky is not alone in thinking that so-called defensive sectors, which traditionally outperform during 
economic downturns, have turned into an overcrowded trade, as investors have piled into these bond-like 
stocks that offer low volatility and strong dividends in an environment of record-low interest rates. 

In a report released Tuesday, J.P. Morgan’s equity strategists called consumer staples, telecom, and 
utilities “outright expensive” relative to so-called value and growth sectors like health care and technology, 
and urged investors to sell consumer staples in favor of health-care stocks. 

Particularly in regards to consumer staples — which are at their most expensive valuation in 14 years, 
according to MKM Partners — J.P. Morgan’s strategists noted that the sector’s outperformance has more 
to do with lower bond yields, and less with fundamentals. 



Therefore, the sector is at a risk of a selloff “if we get positive economic surprises relative to current 
depressed expectations, a tick-up in inflation, better than expected global growth, and/or consideration of 
new fiscal stimulus,” the report noted. 

As uncertainties around the U.S. election are already largely priced-in and Fed expectations are very 
dovish, there is more downside risk for the sector, than potential for upside, according to the report. 

Fed-fund futures are currently pricing in a 45% chance of a rate increase in December, according to CME 
Group’s FedWatch tool. 

But even if the central bank stays pat on rates, “if we start to see a more hawkish Fed [rhetoric]” it would 
lead investors to believe that policymakers might move later this year, said Mark Kepner, managing 
director of sales and trading at Themis Trading. 

That in turn could spark a selloff in bond-like defensive stocks, Kepner said, which would be even more 
painful at this level of frothy valuations. 

 


