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Chart-in-Focus: Are Markets Getting Defensive? Sector Rotations Tell A
Story

We are late in publishing the April 2023 edition of Chart-in-Focus; we waited for the month to end as we wanted to
take a look at the sector rotation as a whole and not at a particular stock given the important juncture the Indices

are placed at.

The markets have had an excellent run over the past couple of weeks.
The equities have been on a roll; what performed badly last year is
playing excellent catchup. Take for example these three key US Indices;

DJIA, NASDAQ, and SPX.

If we take a look at Year-to-Date (YTD) performance, the reading
confirms the above interpretation. NASDAQ has been the best
performing index returning a positive of 17.71%, SPX and DJIA returned

9.03% and 2.90% respectively. While the structure of the chart remains

buoyant, the VIX, the volatility gauge, has been consistently falling.

Basically, the VIX and the SPX share an inverse relationship. VIX is an index that measures the expected volatility of
the US stock market based on options prices. It shows how much investors are willing to pay for protection against
market fluctuations in the next 30 days. It is calculated by using real-time SPX option prices. The VIX and the SPX
usually have an inverse relationship, meaning that when the SPX goes up, the VIX goes down and vice versa. This is
because the VIX reflects the level of fear in the market. When the market is rising, there is less fear and when the
market is falling, there is more fear. The persistently low levels of the VIX are often associated with important
market tops; as of week ending April 28th, VIX had violated 2022 lows and was seen within striking distance of

2021 lows.

www.ChartWizard.ae



https://www.chartwizard.ae/2022/12/29/chart-in-focus-investment-pick-for-2023/

Are Markets Getting Defensive? Sector Rotations Tell A Story | Chart-in-Focus: April, 2023

$SPX SaP 500 Large Cap Index INDX @ StockChartscom
28-Apr-2023 Open 412207 High 417006 Low 4042.35 Close 4162.42 Volume 1278 Chg +35.96 (+0.87%) &

= S5&P 500 Large Cap Index (Weekly) 4169.458
il alure 12,690,807,202 4700

¢TI
4000
3900
2800
3700
2600
3500
3400
2300
2200
2100
2000
2000
2800
2700

2600
{1ZG9050

2400

2300

Jul Oct 19 Apr Jul Oct 20 Apr Jul Oct 21 Apr Jul Oct 22 Apr Jul Oct 23 Apr Jul

$VIX wolatility Index: - Mew Methodology INDX @ StockC harts.com
28-Apr2023 Open 12.22 High 19.26 Low 15.72 Close 1578 Chg -0.83 (5.90%)

= Vaolatility Index - Mew Methodology (Weekly) 15.72
antolume undef

h 1 Ch Chi) Dy
O I O R
o o ihio ol

475

\ | NI .

| Vg TN ) VAV Y \_ e

Wl W T

Jul Oet 19 Apr Jul Oct 20 Apr Jul Oct 21 Apr Jul Oct 22 Apr Jdul Oct 23 Apr Jul

The chart shown above is the SPX in the upper frame; it is seen buoyantly poised. However, it stares at important
resistance zone of 4150-4200 levels and at the same time, the VIX (shown in the lower pane) has dropped to one of
the lowest levels seen in the recent past. The VIX has violated the 2022 lows and is now within the striking distance

of its 2022 lows.
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A look on this month's Chart-in-Focus - RRG which shows sector rotation that hints at the markets getting

cautious look and getting defensive over the coming days.
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The Relative Rotation Graph (RRG) shown above clearly shows the sector rotation in favor of the defensives.

One of the indicators of a potential market correction is when the defensive sectors start outperforming the cyclical
sectors. Defensive sectors are those that provide essential goods and services that people need regardless of the
economic conditions, such as Consumer Staples, Utilities and Health Care. Cyclical sectors are those that depend on
consumer spending and confidence, such as Consumer Discretionary. According to the Global Industry
Classification Standard (GICS), these sectors have different characteristics and performance patterns over various
investment horizons. When Consumer Staples, Utilities and Health Care sector start outperforming Consumer
Discretionary sector, it may signal that investors are becoming more cautious and risk-averse, and are shifting their

portfolios to more stable and resilient companies.
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It is evident from the above RRG that money is moving in favor of the defensive sectors. XLU - SPDR
Utilities Selector Fund ETF, XLP - SPDR Consumer Staples Select Sector Fund ETF, and XLV - SPDR
Healthcare Select Sector Fund ETF are seen sharply improving their relative performance against
the broader S&P 500 Index. On the other hand, XLY -- SPDR Consumer Discretionary Select Sector
Fund ETF is giving up on its relative momentum.

The above reading is also reflected in the Relative Strength Line (RS Line) of these sectors when compared against

the broader S&P500 Index

Looking at the RSLines of XLU, XLP, and XLV

below, it gets quite evident that they have
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In summary, the SPX is staring at a potential

resistance zone of 4150-4200 levels. A
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current technical setup. On the other hand, the underperformance of Consumer Discretionary reflects the weakening

consumer confidence and spending power amid the economic slowdown and inflationary pressures.
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