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Not all equity sectors respond in the
same way
The recent sharp recovery in the global equity markets has represented a disconnect between the
economy and the equity market. Despite the short-term negative macroeconomic outlook, there is
an anticipation of a return to more normal economic conditions in the medium and long term.

What has this meant for sectors?
The response by various economic sectors has been uniquely different from previous market
shocks. Historically, certain sectors of the market have performed better during specific types of
market environments. However, the unusual global impact of the coronavirus, along with the
various containment measures being implemented, has led to each economic sector being affected
differently.
•

•

Sectors that are highly reliant on face-to-face interactions, such as retail trade, hospitality, and
transport, have experienced a large shock to activity.
Sectors that can operate relatively well with social distancing in place, such as construction
and manufacturing, are less affected.

The hit to U.S. economic activity varies by sector

Notes: The figure shows the estimated maximum impact on U.S. GDP in April 2020. The size of the bubble indicates the relative weight
of each sector in U.S. GDP. Initial impact on the level of GDP and the persistence of shock estimated are based on a range of highfrequency indicators (such as mobility indexes, fuel consumption, retail foot traffic, and restaurant and hotel occupancy) and traditional
economic indicators.
Sources: Google, Apple, Johnson Redbook Index, American Iron and Steel Institute, U.S. Department of Energy, Association of
American Railroads, U.S. Bureau of Labor Statistics, ProdcoAnalytics, Smith Travel Research, OpenTable, Transportation Security
Administration, and SimilarWeb.
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While various factors drive sector performance, it’s possible that better-performing sectors were
the result of market participants believing that these businesses
(technology companies above all) can quickly adapt to new economic conditions without major
disruptions to the supply chain.
Cyclical sectors such as financials and real estate sustained losses in 2020 because of their
sensitivity to these unusual market and macroeconomic conditions. The energy sector, which
normally suffers in periods of economic downturns as a result of lower energy demand, has
taken an extra hit from the oil-price drop, caused by geopolitical reasons, driving down most oil
companies’ expected cash flows.

Sector tilts driving equity rally
The U.S. equity market has been one of the best performers on a relative basis since the
beginning of the year. Sector tilts have been a significant reason for the rally in equities over the
past few months with outperformance coming from primarily technology and health care stocks.
In fact, these two sectors comprise over 40% of the broad U.S. market.
Behavioral changes resulting from various state’s shutdowns along with consumer reticence will
continue to act as a drag on other sectors that usually see a boost from a market rally. By
looking at the shift in sector weights within the S&P 500 Index, you get a sense for how things
are going to be very different for industries as we progress along this health crisis.

Shift in S&P 500 Index sector weights over the past six
months

Source: FactSet as of December 31, 2019, and June 30, 2020.

As certain sectors have gained from this crisis, it has led many advisors and their clients
to consider “tactical” sector allocations focused on technology, real estate, and
healthcare. It also stresses the importance of a bottom-up approach to sector investing
in this current environment.
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On a relative basis, some sectors have gained from the crisis

Note: Performance is measured by the MSCI All Country World Index (USD). Data are from January 1, 2020,
through June 30, 2020.
Source: Vanguard.

Past performance is no guarantee of future returns. The performance of an index is not
an exact representation of any particular investment, as you cannot invest directly in an
index.

Notes:
• For more information about Vanguard funds or Vanguard ETFs, view detailed product information.
Investment objectives, risks, charges, expenses, and other important information are contained in the
prospectus; read and consider it carefully before investing.
• Vanguard ETF Shares are not redeemable with the issuing Fund other than in very large aggregations worth
millions of dollars. Instead, investors must buy and sell Vanguard ETF Shares in the secondary market and hold
those shares in a brokerage account. In doing so, the investor may incur brokerage commissions and may pay
more than net asset value when buying and receive less than net asset value when selling.
• All investing is subject to risk, including the possible loss of principal. Be aware that fluctuations in the financial
markets and other factors may cause declines in the value of your account. Funds that concentrate on a relatively
narrow market sector face the risk of higher share-price volatility. Diversification does not ensure a profit or protect
against a loss.
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VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard Mexico”) registration number: 30119-001(14831)-19/09/2018. The registration of Vanguard Mexico before the Comisión Nacional Bancaria y de Valores (“CNBV”) as an
Asesor en Inversiones Independiente is not a certification of Vanguard Mexico’s compliance with regulation applicable to Advisory
Investment Services (Servicios de Inversión Asesorados) nor a certification on the accuracy of the information provided herein. The
supervision scope of the CNBV is limited to Advisory Investment Services only and not all services provided by Vanguard Mexico.
This material is solely for informational purposes and does not constitute an offer or solicitation to sell or a solicitation of an offer to
buy any security, nor shall any such securities be offered or sold to any person, in any jurisdiction in which an offer, solicitation,
purchase or sale would be unlawful under the securities law of that jurisdiction. Reliance upon information in this material is at the
sole discretion of the reader.
Securities information provided in this document must be reviewed together with the offering information of each of the securities
which may be found on Vanguard’s website: https://www.vanguardmexico.com/web/cf/mexicoinstitutional/en/home or
www.vanguard.com
Vanguard Mexico may recommend products of The Vanguard Group Inc. and its affiliates and such affiliates and their clients may
maintain positions in the securities recommended by Vanguard Mexico.
ETF Shares can be bought and sold only through a broker and cannot be redeemed with the issuing fund other than in very large
aggregations. Investing in ETFs entails stockbroker commission and a bid-offer spread which should be considered fully before
investing. The market price of ETF Shares may be more or less than net asset value.
All investments are subject to risk, including the possible loss of the money you invest. Investments in bond funds are subject to
interest rate, credit, and inflation risk. Governmental backing of securities apply only to the underlying securities and does not
prevent share-price fluctuations. High-yield bonds generally have medium- and lower-range credit quality ratings and are therefore
subject to a higher level of credit risk than bonds with higher credit quality ratings.
There is no guarantee that any forecasts made will come to pass. Past performance is no guarantee of future results.
Prices of mid- and small-cap stocks often fluctuate more than those of large-company stocks. Funds that concentrate on a relatively
narrow market sector face the risk of higher share-price volatility. Stocks of companies are subject to national and regional political
and economic risks and to the risk of currency fluctuations, these risks are especially high in emerging markets. Changes in
exchange rates may have an adverse effect on the value, price or income of a fund.
The information contained in this material derived from third-party sources is deemed reliable, however Vanguard Mexico and The
Vanguard Group Inc. are not responsible and do not guarantee the completeness or accuracy of such information.
This document should not be considered as an investment recommendation, a recommendation can only be provided by Vanguard
Mexico upon completion of the relevant profiling and legal processes.
This document is for educational purposes only and does not take into consideration your background and specific circumstances
nor any other investment profiling circumstances that could be material for taking an investment decision. We recommend to obtain
professional advice based on your individual circumstances before taking an investment decision.
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