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Is this sector going to underperform? 
By Harshal Visariya, CA , Mandar Chapekar, CFA & Lloyd Lazaro, CA 

 
As the world stepped into the year 2020, we were hit by ‘Covid - 19’. While news agencies were predicting doomsday 
scenarios, stock markets seemed to be unaffected by it and kept making new lifetime highs. To curb the pandemic, 
nations imposed lockdowns in February and March, to which markets reacted sharply ensuing a global market crash. 
 
Investors questioned: 

• Could they have avoided some of the drawdowns?  

• Could they have taken off some profits from the table?  
 

The regular price action was of little help as the markets were making new highs. 
 
Then a second set of questions arose: 
 

• Whether another layer of analysis could have helped in managing the drawdowns better?  

• If not at the portfolio level, then could they have managed some portion of the portfolio better? 
 

The answer probably lies in using ‘Relative Strength Analysis’ (not to be confused with RSI - Relative Strength Index, 
another technical indicator). Relative Strength Analysis involves comparison of price movement of a particular stock 
or index v/s some other benchmark index or stock. The most common way of establishing Relative Strength is the 
‘Ratio Method’ where the price of an instrument is divided by the price of another instrument and this calculated ratio 
is plotted on a chart. 

RS of Nifty IT v/s Nifty 50 =  
𝑁𝑖𝑓𝑡𝑦𝐼𝑇

𝑁𝑖𝑓𝑡𝑦50
 

 
Sector specific risks can be highlighted using Ratio Charts. Once the risk is identified, one can lighten the positions in 
the weak sectors or avoid initiating new positions even if they are making new highs. 
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▪ Historical Illustrations 
 

Lets analyse Nifty IT as an example to understand how investors could have done this. 
  
In February 2020, Nifty IT was making new lifetime highs. Despite this, the ‘Nifty IT/Nifty 50’ ratio chart was moving 
sideways showing no signs of emerging strength. The divergence in new highs of the index versus the lack of strength 
on the ratio chart indicated that one should be cautious as soon thereafter the index corrected. 
 
Within the next 6 months, Nifty IT Index attempted to break its previous highs in July 2020. This time there was a clear 
sign of strength on the ratio chart. From July 2020 to January 2022 Nifty IT Index outperformed Nifty 50 by more than 
50 percentage points. 
 

 
 

Avoiding False Breakouts  
 

In March 2017, another instance was found when the ratio chart helped sidestep a market consolidation. Nifty IT Index 
was in a down trend since peaking in March 2015. The Index had formed a ‘higher high – higher low pattern’, signaling 
the end of the downtrend while also breaking above the trendline. All the signals were indicating the beginning of an 
up-move in the sector however, the ratio chart did not reflect this optimism and was making lower highs. 
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The index went on consolidating for 8 more months till November 2017! 
 

Identifying Right Opportunities 
 
Between November 2016 and November 2017, the index was forming higher bottoms, indicating an uptrend. In 
November 2017, it broke the previous high while simultaneously the Ratio chart broke the trendline resistance. 
Between November 2017 and September 2018 Nifty IT index outperformed Nifty 50 by more than 30 percentage 
points. 
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Not a Holy Grail 
 
However, one must remember that the Relative Strength Analysis is not a holy grail. There are instances when it has 
failed.  
In February 2013, the Nifty IT index broke out of the consolidation, which was confirmed by break above the trendline 
resistance on the ratio chart. The breakout failed and the index declined back to the consolidation zone. 
In July 2013, the index broke above the previous high confirmed by breakout on the ratio chart. 

 
 

Relative Strength Analysis across Indices and Stocks 
 
Relative Strength Analysis helped in managing trades in Nifty Metal Index in Jan 2020 when it briefly broke above the 
trendline resistance but there was no confirmation from the Ratio chart. The index broke the previous swing high in 
November 2020 with an additional confirmation of a breakout on the ratio chart. From the November 2020 breakout 
to January 2021 Nifty Metal outperformed Nifty 50 by more than 80 percentage points. 
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So far, the focus of the analysis was on a Macro/Sector level and one may ask how does the Relative Strength 
Analysis help in generating returns since one cannot directly invest in Sector indices (barring a few sectoral ETFs). 
 
Let’s look at a similar analysis on a stock by using the Ratio Chart of the stock with Nifty 50 or its relevant sectoral 
index. 
 
The IT index has been in an uptrend since forming bottom in March 2020 till January 2022. The index returned 221% 
from April 2020 to December 2021. However, TCS underperformed the index by more than 100 percentage points, 
generating 118% over the same period. Though the chart of TCS showed an uptrend, the ratio chart of TCS/Nifty IT 
was sloping downwards, indicating the underperformance of the stock v/s the sector index. By looking at the relative 
strength, investors could have possibly been ‘underweight’ on TCS or could have altogether avoided the stock in 
favour of some other outperforming IT stock. 
 

 
 

▪ Current Illustration  
 
Is the IT sector going to underperform? 
 
So far, the discussion involved past examples, so let’s look at a live example. 
 
Since the Covid Crash, Nifty IT index has been in an uptrend. In April 2022, the index broke below the previous swing 
low. At the same time, the ratio chart broke below the trendline support. It appears that the relative strength is 
warning us that the IT index may underperform Nifty 50. 
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Does this warning of the ratio chart indicate a time to trim or exit our positions in the IT sector? Only time will tell… 
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Disclaimer: 
 
Multi-Act Trade and Investments Private Limited (MATI) is a SEBI registered Investment Advisor having Registration No. INA000008589 whereby 
it provides investment advisory and affiliated services to its clients. Research data and reports shared with clients and public at large through 
electronic medium are for information and general reading purpose only and neither does it constitute any guidelines or recommendations on 
any course of action to be followed by the reader/receiver nor does it solicit buying or selling of any securities or financial product. 
The information is prepared on the basis of publicly available information, internally developed data and other sources believed to be reliable. 
The information prepared by MATI does not contain and is not based on any non-public, material information considered price sensitive or 
otherwise. The recipient of information is advised to exercise independent judgment and act upon the same based on their sole discretion, own 
investigations and risk-reward preferences. 
The opinions (if any) expressed in the report by MATI are personal opinion and the same are relevant to the date of the report, which, with 
reasonable passing of time and based on market conditions, are subject to change without notice. 
Any direct or indirect reproduction or duplication or distribution of the report, without the written consent of MATI, will be considered an 
infringement.  
MATI, its associates or any of their respective directors, employees, affiliates or representatives do not assume any responsibility for, or warrant 
the accuracy, completeness, adequacy and reliability of such information and consequently are not liable for (a) any decisions taken based on 
the same or (b) any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way 
from the information.  
It is stated that, as permitted by SEBI Regulations and the Company’s Employee Dealing Policy, MATI and/or its associates, affiliates and/or 
individuals thereof may have interests in securities referred to in the information provided and may make purchases or sale thereof while the 
information is in circulation. 
The contents herein, information or views, do not amount to distribution, guidelines, an offer or solicitation of any offer to buy or sell any 
securities or financial instruments, directly or indirectly, in the United States of America (US), in Canada, in jurisdictions where such distribution 
or offer is not authorized and in FATF non-compliant/non-co-operative jurisdiction and are particularly not for US persons (being persons resident 
in the US, corporations, partnerships or other entities created or organized in or under the laws of the US or any person falling within the 
definition of the term “US person” under Regulation S promulgated under the US Securities Act of 1933, as amended) and persons of Canada. 
 
General Risk Factors: 
a. Securities investments are subject to market risks and there is no assurance or guarantee that the objective of the investments will be achieved.  
b. Past performance of the Investment Adviser or its affiliates does not indicate its future performance.  
c. Recipients are not being offered any guaranteed or assured returns i.e. either of principal or appreciation on the Portfolio.  
d. As with any investment in securities, value of the Client’s Portfolio can go up or down depending on the factors and forces affecting the capital 
market.  
e. The investments made are subject to external risks such as war, natural calamities, and policy changes of local / international markets which 
affect stock markets. 


