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Sector swap 
Key takeaways 

• Over the past three months, the S&P Financials sector has dramatically outperformed the S&P Energy sector.   

• The S&P 500 as a whole appears expensive, but we want to take advantage of select opportunities as they arise.  

Over the past three months, the S&P Financials sector index has dramatically outperformed the S&P Energy sector index 
by slightly more than 24% (+22.57% vs. -1.52%)1. All that happened while the S&P 500 Index (SPX) rallied an eye-popping 
17.7% through January 29. So, looking at the simple math and not taking dividends into account, the Financials sector 
nicely outperformed the SPX while the Energy sector meaningfully underperformed the index. The question we were 
asking as strategists, given the magnitude of the performance differential, was “Is there an opportunity here?” 

Portfolio management is often a matter of trying to take advantage of perceived market mispricing to position investors in 
asset classes or sectors that look undervalued and/or trimming positions in asset classes or sectors that appear overvalued.  
One also must take into consideration the underlying forward economic outlook and where we think we are in the cycle. 
Certain sectors over many past cycles have tended to outperform or underperform the SPX at particular points in the 
economic cycle. Of course, no two cycles are exactly alike, but the way they evolve over time have often “rhymed.” 

In this particular instance, and looking at the performance of Financials versus Energy, we believe there is currently 
potential opportunity. In the Energy sector, oil prices tumbled from close to $94 per barrel this past September to the 
recent lows near $70. Energy stocks fell as the price of oil dropped, and the SPX rallied. Our analysis suggests the price of oil 
is unlikely to trade significantly below the recent lows as we believe there continues to be a shortage of crude oil on the 
global market relative to long-term demand. We see the price of oil rising into the $85 to $95 range by the end of this year. 
We would expect the Energy sector to outperform as a result over the next 6 – 18 months and now carry a favorable rating 
on the sector.  

On the other side of the swap, the Financials sector has rallied strongly over the past three months and looks overvalued 
relative to our economic outlook. This sector has typically performed well when the economy has come out of a slowdown 
or recession. Our outlook calls for slow growth in at least the first half of this year. The Financial sector is likely to directly 
feel the effects of this slowdown through lower loan demand, falling consumer consumption, and fewer credit/deal 
underwriting opportunities. Our analysis suggests it is too early to get interested in Financials as the economy is in the early 
stages of the slowdown we expect. We downgraded the Financials sector to unfavorable as a result. 

From a funds allocation standpoint, we favor investors trimming positions in Financials down to our recommended 
weighting and bring their Energy sector exposure up to our recommended favorable (overweight) weighting. The SPX as a 
whole appears expensive in our view, but we want to take advantage of select opportunities as they arise.   

 
1 All mentions of performance are from October 29, 2023 through January 29, 2024. 
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Risk considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset 
class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, 
and industry sectors.  An investment that is concentrated in a specific sector or industry increases its vulnerability to any single economic, political or regulatory development affecting that sector or 
industry.  This may result in greater price volatility. 

Definitions 

S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the US stock market.   

S&P 500 Energy Index comprises those companies included in the S&P 500 that are classified as members of the GICS® energy sector. 

S&P 500 Financials Index comprises those companies included in the S&P 500 that are classified as members of the GICS® financials sector. 

An index is unmanaged and not available for direct investment.  

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank 
affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not 
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the 
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report is not 
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this 
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio, 
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no 
guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial services 
regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by 
legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and non-bank 
affiliates of Wells Fargo & Company. PM-07302025-6305272.1.1 
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