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EXECUTIVE SUMMARY 

 Defensive sectors (consumer staples, healthcare, real estate, and utilities) have all 

outperformed the S&P 500 Index year to date.  

 We believe the U.S. economy is mid-cycle based on the Federal Reserve’s (Fed) rate 

hiking campaign having just started and consumers being well positioned financially.  

 LPL Research continues to favor defensives over cyclicals, with positive views of 

healthcare and real estate. 
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Will Defensive Stocks Continue to Outperform? 

EQUITY STRATEGY INSIGHTS 

Defensive stocks, which are historically less cyclical and less volatile with more stable profit 

streams, have held up quite well this year in the down market. While energy has been by far 

and away the best performer this year, the four defensive sectors (consumer staples, 

healthcare, real estate, and utilities) have all outperformed the S&P 500 Index year to date 

[Figure 1]. 

Some investors think of defensive sectors as recession signals. Others use them during 

recessions and bear markets to help stabilize equity returns. These are reasonable 

approaches but we believe they can be used at other stages of economic and market cycles.  

In general, LPL Research believes a balance of defensive and cyclical equities makes sense 

during the middle stages of an economic expansion, which can last many years. That balance, 

as we have recommended during the latest phase of the recovery from the pandemic, can help 

mitigate losses when the economically sensitive areas of the equity market drop and market 

participants become increasingly worried about recession—even if a recession does not occur. 

 

 

 

 

 

 

 

 

 

 

A Publication of LPL Research 

Source: LPL Research, FactSet data as of 04/27/2022 
S&P 500 sector performances are depicted above. 
Past performance does is no guarantee of future results. 

Defensive Sectors Are Outperforming Year to Date 1

-30%

-20%

-10%

0%

10%

20%

30%

40%

Defensives



EQUITY STRATEGY INSIGHTS 

 LPL Financial Member FINRA/SIPC                                                                     

Low volatility equities can work mid-cycle  

Moving away from sectors and toward investing “factors”, [Figure 2] shows relative 

performance of low volatility, or defensive, equities as defined by index provider MSCI and the 

S&P 500 Index on a rolling 12-month basis. While it’s clear that defensive sectors have 

enjoyed their best relative performance during recessions (see 2001, 2008-2009, and 2020), 

importantly, they have had some pretty good runs during periods we would characterize as 

more mid-cycle, such as 1993, 1998, 2005, 2012, and 2016. Note that shaded areas in the 

chart represent U.S. recession periods. 

 

 

 

 

 

 

 

 

 

Even late 2018 through mid-2019, which saw defensive stocks fare well before we knew what 

COVID-19 was, had characteristics of a mid-cycle economy. Were it not for COVID-19, the 

2020 recession may have been pushed out several years. We would argue the pandemic 

caused the economic expansion to have an extremely short—if not non-existent—late cycle 

phase in early 2020. 

Can Defensive Equities Keep Outperforming 

We believe the U.S. economy is mid-cycle currently based on the strong financial situation 

consumers are in and the fact that the Fed’s rate hiking campaign has barely started. This 

cycle may be compressed given the recession in March and April of 2020 was so short-lived 

and did not include a complete reset of the economy. However, until Fed rate hikes lift the 

central bank target rate beyond a neutral stance, potentially around 2.5%, we would hesitate to 

call this cycle late. 

But that doesn’t mean it’s too early for defensive equities. They have been performing 

relatively well lately, and our technical analysis work suggests that may continue in the coming 

months. So while inflation may not drive us into recession in 2022, worries about the slow 

growth economy may persist into the summer. As a result, we believe leaning into defensives 

would still make sense even if stocks have entered correction territory. We currently have 

positive views of healthcare and real estate, and recently upgraded our views of consumer 

staples and utilities to neutral.    

 

 

 

 

We believe the U.S. economy 

is mid-cycle currently based 

on the strong financial situa-

tion consumers are in and the 

fact that the Fed’s rate hiking 

campaign has barely started.  

MSCI USA Minimum Volatility Index vs. S&P 500  2

Source: LPL Research, MSCI 
Past performance does is no guarantee of future results. 
MSCI USA Minimum Volatility Gross Total Return USD Index is being used to measure Low Volatility Stocks.. 
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A Look at the Yield Curve  

What does the inversion of the Treasury yield curve in early April tell us about the sector outlook 

(though the curve has since re-steepened to +23 basis points as of April 28)? First, LPL 

Research puts more weight on the 3-month/10-year Treasury yield curve as a recession 

predictor. That spread remains quite steep (positive) at over 200 basis points. Still, others use 

the 10s/2s so we can look at that. Figure 3 shows how sectors have performed, on average, after 

yield curve inversions. You can see in the chart that consumer staples, healthcare and utilities 

have historically performed quite well during the 6 and 12 months following a 2s/10s Treasury 

yield curve inversion. 

 

 

 

 

 

 

 

 

 

Conclusion 

Defensive equities can be helpful as a tool to help manage volatility during mid-cycle periods of 

U.S. economic expansions. They are not just for recessions. Even though there has historically 

been a substantial lag between yield curve inversions (based on 2-year and 10-year Treasuries) 

and recessions, defensive sectors have generally performed well during the 12 months after 

inversions, such as the one experienced in early April. The LPL Research Strategic and Tactical 

Asset Allocation Committee (STAAC) continues to favor defensive equities over cyclicals, with a 

positive view on healthcare and real estate and negative views of consumer discretionary and 

industrials. 

LPL Research continues to 

favor defensive equities over 

cyclicals, with a positive view 

on healthcare and real estate 

and negative views of 

consumer discretionary and 

industrials. 

Defensive Sectors Have Fared Well After Inverted Yield Curves 

Source: LPL Research, Strategas  as of 04/282022 
Date range for referenced data is 1990—04/01/2022. 
Referenced yield curve is 2/10. 
Past performance does is no guarantee of future results. 
Yield Curve is a line that plots the interest rates, at a set point in time, of bonds having equal credit quality, but differing maturity dates. The most frequently 
reported yield curve compares the three-month, two-year, five-year and 30-year U.S. Treasury debt. This yield curve is used as a benchmark for other debt 
in the market, such as mortgage rates or bank lending rates. The curve is also used to predict changes in economic output and growth.  
Yield Curve Inversion is a situation where longer term interest rates fall below shorter term interest rates. 
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IMPORTANT DISCLOSURES 

 

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There is 
no assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks 
including possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to change.  

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged 
statistical composites and cannot be invested into directly. Index performance is not indicative of the performance of any investment and do 
not reflect fees, expenses, or sales charges. All performance referenced is historical and is no guarantee of future results. 

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products 
or services. LPL Financial doesn’t provide research on individual equities.  

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy. 

 Because of their narrow focus, sector investing will be subject to greater volatility than investing more broadly across many sectors and 
companies. 

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the 
broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.  

S&P 500 GICS Sectors were used for performance measures. 

The Global Industry Classification Standard (GICS) is a standardized classification system for equities developed jointly by Morgan Stanley 
Capital International (MSCI) and Standard & Poor’s. The GICS hierarchy begins with 10 sectors and is followed by 24 industry groups, 67 
industries and 147 sub-industries. Each stock that is classified will have a coding at all four of these levels. The 10 GIC Sectors are as 
follows: Energy, Materials, Industrials, Consumer Discretionary, Consumer Staples, Health Care, Financials, Information Technology, 
Telecommunication Services, and Utilities. 

MSCI USA Minimum Volatility Gross Total Return USD index was used to reflect the performance of a minimum variance (or managed 
volatility) equity strategy. Each index is calculated by optimizing a traditional cap weighted “parent MSCI index” to attain the lowest level of 
volatility for a set of constraints. 

All index data from FactSet.  

This research material has been prepared by LPL Financial LLC. 

 

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer 

(member FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving 

investment advice from a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no 

representation with respect to such entity.  
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