
                   

Conventional wisdom tells us that utility companies act as ‘defensive’ investments during market downturns.  The 
logic behind this makes sense – utilities are regulated monopolies with steady dividends and guaranteed rates of 

return.  Additionally, power is a relatively inelastic good, so utilities rarely suffer from steep drops in demand.  

Last year certainly made the defensive case for utilities.  The utility sector was up 0.5% in 2018, while the S&P 500 
was down 6.2%.  This was an impressive outperformance, especially given many of the sector’s challenges (rising 
yields, tax reform, CA fires, etc.).  But, what if the recent market pullback represented the beginning of a true bear 
market instead of just a healthy correction?  To get an idea of the utilities’ real defensiveness, we went back and 
looked at their relative performance during the Dot Com Bubble and Global Financial Crisis (GFC).

Table 1 shows the length and price declines of the S&P during the two previous downturns. Tables 2 & 3 show the 
performance of the five largest regulated utilities during those periods.
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 Dot Com Bubble Global Financial Crisis 
Start 24-Mar-2000 9-Oct-2007 
Finish 9-Oct-2002 9-Mar-2009 
Length (Days) 929 517 
S&P Decline -49.15% -56.78% 

 

 

 

Utility Total Return in 2000-2002 Bear Market 

 

Peak Days After 
S&P Peak Trough Days After (Before) Length (Days) Price Change 

(Peak Trough) 
Price Change During 

S&P Bear Mkt 

NextEra 26-Dec-2000 277 23-Jul-2002 (78) 574 -36.14% 24.00% 

Duke 26-Apr-2001 398 9-Oct-2002 0  531 -63.49% -28.35% 

Southern* - - - - - - 131.57% 

Dominion 28-Jun-2002 826 9-Oct-2002 0  103 -44.23% 8.31% 

Exelon 27-Dec-2000 278 26-Oct-2001 (78) 303 -40.76% 21.84% 

 

Utility Total Return in 2007-2009 Bear Market 

 

Peak Days After 
S&P Peak Trough Days After (Before) Length (Days) Price Change 

(Peak Trough) 
Price Change During 

S&P Bear Mkt 

NextEra 5-Dec-2007 57 10-Oct-2008 (150) 310 -47.81% -31.12% 

Duke 13-Dec-2007 65 9-Mar-2009 0  452 -38.88% -33.90% 

Southern 18-Sep-2008 345 9-Mar-2009 0  172 -30.43% -22.69% 

Dominion 5-Dec-2007 57 9-Mar-2009 0  460 -41.33% -34.53% 

Exelon 10-Jul-2008 275 11-Mar-2009 2  244 -55.02% -41.40% 
 

 

 

 

 

 

 

Table 1: Length and Price of S&P Declines

Source: Factset, RIM

Tables 2 & 3: Utility Returns

*Southern troughed on March 10, 2000 and appreciated throughout the bear market.



What do these charts tell us?

The first takeaway from the data is that utility stocks peaked much later than the S&P, particularly during the Dot Com 
Bubble.  In that period, Dominion peaked nearly two and half years after the S&P, and Southern Company had large, 
positive returns throughout that bear market.  The peak to trough periods for utility stocks were much shorter than the 
S&P’s bear market length.  

Secondly, every utility stock outperformed over the course of the S&P’s decline and only Duke Energy had a sharper 
peak to trough decline (-63.9% vs. -49.15% during Dot Com Bubble).  That’s not to say that utilities avoided major 
peak to trough declines during these bear markets. On an absolute basis, they often experienced 40%+ declines in 
total return.  But, clearly a basket of these 5 utility stocks would have strongly outperformed the overall market over 
the course of the Dot Com Bubble and GFC.

Other Considerations

Before we rush to buy utilities, there are other factors that must be considered.  Most importantly, we must evaluate 
these stocks in the context of their valuations and the interest rate environment.  

Valuation: Utility returns, like all stocks, are ultimately a function of the price you pay.  In chart 1, we look at the 20-year 
history of the utility sector’s forward Price to Earnings ratio.  Chart 2 then shows the 20-year history of the sector’s 
forward P/E relative to the S&P’s.  As you can see, the sector is expensive on both a relative and absolute basis.  The 
utility sector trades ~17% above its historical P/E and ~18% above its PE relative to the market.  It seems that investors 
have already begun buying the sector as a defensive hedge against the market.  

REGIONS ASSET MANAGEMENTHOW DEFENSIVE ARE UTILITIES?

 

8
9

10
11
12
13
14
15
16
17
18
19

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

S&P 500 / Utilities - SEC - PE - NTM

Utility Sector P/E NTM - 20 Year History

Median: 14.52

17.05

Current: 17.05
Median: 14.52

Chart 1: 20 Year History - Utility Sector

Source: Factset, RIM



REGIONS ASSET MANAGEMENTHOW DEFENSIVE ARE UTILITIES?

 

0.50

0.60

0.70

0.80

0.90

1.00

1.10

1.20

1.30

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

S&P 500 / Utilities - SEC - PE - NTM Relative to S&P 500

Utility Sector Forward P/E Relative to S&P 500

1.10

AVG. 0.93

Current: 1.10
Average: 0.93

Interest Rates: Many investors hold utility stocks for the strength and stability of their dividends.  This means that 
utility stocks often trade at an inverse correlation to bond yields.  As bond yields rise, the dividend yields of utility 
stocks begin to look less attractive and investors flee.  So, we thought it important to measure the sector’s relative 
performance during the past 5 Fed tightening cycles.  Table 4 shows the previous tightening cycles and records 
their lengths and degrees of change.  Table 5 shows how utilities performed during these tightening cycles and how 
they performed in the 1, 3, 6, and 12 months after these cycles ended.  This data show that utilities, on average, 
underperform (-2.2% annually) during rate cycle hikes and outperform (+2.3% & +5.8%) during the 6 and 12 month 
periods following a tightening cycle.  This could be a bullish indicator, if indeed the Fed has hit the end of its current 
rate hiking cycle.

Fed Tightening Cycles 
Beginning End Rate Change (%) Days 

Dec-86 Feb-89 5.88 - 9.75 803 
Feb-94 Feb-95 3.0 - 6.0 362 
Jun-99 May-00 4.75 - 6.50 321 
Jun-04 Jun-06 1.0 - 5.25 729 
Dec-15 Dec-18 0 - 2.25 1099 

 

 

 

 

 

 

 

 

Returns During and After Fed Tightening Cycles 
  Utility Returns S&P 500 Returns Utilities Relative Performance 

5 Cycles 
CAGR 
During 
Cycle 

+ 1M + 3M + 6M + 12M 
CAGR 
During 
Cycle 

+ 1M + 3M + 6M + 12M 
CAGR 
During 
Cycle 

+ 1M + 3M + 6M + 12M 

1986-'89 -4.8% -0.2% 8.8% 15.8% 15.8% 7.1% 1.0% 11.7% 21.8% 14.7% -11.9% -1.2% -2.9% -6.0% 1.1% 

1994-'95 -8.3% -0.9% 0.6% 5.4% 19.9% 0.1% 3.2% 9.3% 19.0% 35.7% -8.4% -4.1% -8.7% -
13.6% 

-
15.9% 

1999-'00 5.0% 0.2% 11.9% 20.2% 21.3% 7.8% -0.1% 0.9% -6.4% -
12.4% -2.7% 0.3% 11.0% 26.6% 33.6% 

2004-'06 16.4% 5.5% 5.5% 13.9% 22.5% 5.6% 0.5% 5.0% 11.7% 18.1% 10.8% 5.0% 0.6% 2.3% 4.4% 
2017-Present 7.9% -1.9% - - - 6.5% 6.7% - - - 1.4% -8.6% - - - 

Average 3.3% 0.5% 6.7% 13.8% 19.9% 5.4% 2.3% 6.7% 11.5% 14.0% -2.2% -1.7% 0.0% 2.3% 5.8% 
 

 

 

 

 

 

 

 

Chart 2: P/E Relative to S&P 500 - Utility Sector

Source: Factset, RIM

Source:  Factset, RIM

Source: Factset, RIM

Table 4: Fed Tightening Cycles

Table 5: Returns During and After Fed Tightening Cycles



 Summary

The utility sector outperformed the market during the previous two major downturns, often by a significant margin.  
Additionally, the sector has on average outperformed in the 6 and 12 month periods following the end of the last five 
Fed tightening cycles. However, the sector has not been immune during bear markets.  Nearly all utilities we measured 
experienced significant peak to trough declines during the Dot Com Bubble and GCF.  These drawdowns were quicker 
and less pronounced than the S&P, but they were still painful nonetheless.  There is also cause for concern with 
current utility valuations.  The sector trades at large premiums to both its historical forward P/E and to its P/E relative 
to the S&P.  So, while the near-term macro backdrop appears favorable, we caution that valuations could limit the 
sector’s ultimate upside.

ABOUT REGIONS INVESTMENT MANAGEMENT

Regions Investment Management, Inc. is an active investment manager focused on achieving long-term investment 
goals for our clients through diversified portfolios. We offer a variety of domestic fixed income and equity strategies, as 
well as several liquidity/cash management products. We look forward to serving you. For more information, please see 
RIM’s current Form ADV Part 2A, a copy of which is available upon request at 205-264-6735.
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Disclosure

This publication has been prepared by Regions Investment Management, Inc. (RIM) for Regions Bank for distribution to, 
among others, Regions Wealth Management clients. RIM is an Investment Adviser registered with the U.S. Securities & 
Exchange Commission pursuant to the Investment Advisers Act of 1940. RIM is a wholly owned subsidiary of Regions 
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While the commentary accurately reflects the opinions of the Analyst by whom it is written, it does not necessarily 
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contained in this publication constitutes an offer or solicitation to purchase any security, the recommendation of any 
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or legal advice. Information is based on sources believed by RIM to be reliable but is not guaranteed as to accuracy by 
Regions Bank, RIM or any of their affiliates. Commentary and opinions provided in this publication reflect the judgment 
of the authors as of the date of this publication and are subject to change without notice. Certain sections of this 
publication contain forward looking statements that are based on the reasonable expectations, estimates, projections 
and assumptions of the authors, but forward-looking statements are not guarantees of future performance and involve 
risks and uncertainties, which are difficult to predict. Investment ideas and strategies presented may not be suitable 
for all investors. No responsibility or liability is assumed by Regions Bank, RIM or their affiliates for any loss that may 
directly or indirectly result from use of information, commentary or opinions in this publication by you or any other 
person.

Trust and investment management services are offered through Regions Wealth Management, a business group within 
Regions Bank. Investment advisory services are offered through RIM. In some cases, RIM’s investment management 
services and/or strategies will be utilized by Regions Wealth Management for its trust and investment management 
clients. RIM receives compensation from Regions Bank for providing certain services, including market commentary. 
When applicable, RIM receives additional compensation based upon the assets in Regions Wealth Management client 
accounts managed according to RIM’s strategies. For additional information concerning RIM or its strategies, please 
see RIM’s Form ADV Part 2A, which is available by calling 205-264-6735.

Neither Regions Bank, nor Regions Asset Management (collectively, “Regions”) nor the Regions Bank subsidiary, 
Regions Investment Management, Inc. (RIM), are registered municipal advisors, nor provide advice to municipal entities 
or obligated persons with respect to municipal financial products or the issuance of municipal securities (including 
regarding the structure, timing, terms and similar matters concerning municipal financial products or municipal 
securities issuances) or engage in the solicitation of municipal entities or obligated persons for such services. With 
respect to this presentation and any other information, materials or communications provided by Regions or RIM, (a) 
Regions and RIM are not recommending an action to any municipal entity or obligated person, (b) Regions and RIM 
are not acting as an advisor to any municipal entity or obligated person and do not owe a fiduciary duty pursuant to 
Section 15B of the Securities Exchange Act of 1934 to any municipal entity or obligated person with respect to such 
presentation, information, materials or communications, (c) Regions and RIM are acting for their own interests, and 
(d) you should discuss this presentation and any such other information, materials or communications with any and all 
internal and external advisors and experts that you deem appropriate before acting on this presentation or any such 
other information, materials or communications.
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