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Consumer Discretionary 

continues to be 

OverValued. 

 

Overvaluation pressures continued moving forward predominately in 

LargeCap stocks gaining 7.9 points, followed by SmallCap gaining 4.9 

points, while MidCap remained nearly flat. The movements are 

interesting because there is a move to higher valuations in Buy 

classified stocks and Hold stocks while Sell stocks are exhibiting a 

move back to relative fair value. This is the preferred direction for all 

groups, but there are a handful of sectors and industry groups that are 

extremely overvalued. 

All three market capitalization segments, Large, Mid and SmallCap, 

remain in cautionary territory above 120% Fv. Two LargeCap sectors 

are in Cautionary territory and one, Consumer Discretionary, remains 

Overvalued. Information Technology has moved into Cautionary 

territory resting at 123.9% Fv. Energy remains in Cautionary range and 

fortunately has eased slightly moving back to 125.8% Fv. Consumer 

Discretionary expectations are very high at 160.2% Fv gaining 10.7 

points in July. This is an unsustainable level. 

Table 1: Relative Value of Each Major Market Capitalization Segment 

Table 2: U.S. LargeCap Sector Relative fair Valuations for major Sector 
Classifications. Source: ISN 

Name Relative Value Under/Over

iShares Core S&P 500 ETF 128.9%

iShares Core S&P Mid-Cap ETF 121.7%

iShares Core S&P Small-Cap ETF 129.3%

U.S. Market Overall

Name Relative Value Under/Over

Consumer Discretionary 160.2%

Consumer Staples 99.8%

Energy 125.8%

Financials 105.8%

Health Care 114.5%

Industrials 105.5%

Information Technology 123.9%

Materials 105.0%

Telecommunication Services 87.2%

Utilities 110.7%

U.S. LARGE CAP
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Half of the sectors are 

within 10% of 100.0% Fv. 

Half of the sectors are within 10% of 100.0% Fv. Only Telecom 

remains under this level at 87.2% Fv which is a move toward 100.0% 

Fv. Consumer Staples has also moved closer to 100.0% Fv after 

spending most of the past 12 months significantly undervalued. Only 

one sector did not advance in valuation, Energy, but this was expected 

as it is one of the two previous sectors in Cautionary range. 

MidCap also has two sectors in Cautionary range and one sector 

overvalued. While MidCap Consumer Discretionary is well over fair 

value, just as in LargeCap, MidCap has only reached Cautionary range 

at 127.7% Fv. It is joined by Information Technology at 125.2% Fv. 

HealthCare is the single Overvalued sector at 142.3% Fv having added 

5.6 points this month. All MidCap sectors are above 100.0% Fv and 

40% are within 10 points of this level.  

SmallCap is within 0.7 points of being overvalued. It is being driven by 

HealthCare at 172.1% Fv, Information Technology at 134.6% Fv and 

Utilities at 132.5% Fv. Having three sectors in overvalued territory is a 

clear indication that investor expectations far exceed the market’s 

Table 3: U.S. MidCap Sector Relative Fair valuations for Major Sector 
Classifications. Source: ISN. 

Table 4: U.S. SmallCap Sector Relative Fair Valuations for Major Sector 
Classifications. Source: ISN. 

Name Relative Value Under/Over

Consumer Discretionary 127.7%

Consumer Staples 110.5%

Energy 118.5%

Financials 106.7%

Health Care 142.3%

Industrials 115.4%

Information Technology 125.2%

Materials 109.3%

Telecommunication Svcs 109.4%

Utilities 112.2%

U.S. MID CAP

Name Relative Value Under/Over

Consumer Discretionary 123.4%

Consumer Staples 119.5%

Energy 116.8%

Financials 119.1%

Health Care 172.1%

Industrials 124.9%

Information Technology 134.6%

Materials 126.5%

Telecommunication Services 127.6%

Utilities 132.5%

U.S. SMALL CAP
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There are two industry 

groups considered 

overvalued, Healthcare 

Equipment & Services 

and Retailing. 

ability to deliver increases in value. In addition to three sectors that are 

overvalued, there are four sectors that are in Cautionary range.  

There are two industry groups considered overvalued, Healthcare 

Equipment & Services and Retailing. This coincides with sector 

valuations. There are six groups that are considered Cautionary. The 

largest increase took place within the Household & Personal Products 

group and the largest decline took place in Consumer Durables & 

Apparel which was previously overvalued.  

When we look at what is influencing the changes in fair value there is a 

beginning trend of a slight drop in the influence coming from dividends 

and a corresponding increase in earnings influence.  

There were declines in dividend influence in Core, Market and 

Aspirational stocks and this carried through in stocks considered a Buy 

and predominately LargeCap. Within industry groups the largest drop 

in dividend influence took place in Utilities and Industrials. 

Earnings influence increased in Market and Aspirational stocks and 

especially with stocks classified as a Sell consideration. Financials 

experienced the largest increase in influence. 

Name Relative Value Under/Over

Automobiles & Components 108.8%

Banks 109.4%

Capital Goods 113.9%

Commercial & Professional Services 122.8%

Consumer Durables & Apparel 125.4%

Consumer Services 124.2%

Diversified Financials 108.9%

Food & Staples Retailing 106.3%

Food Beverage & Tobacco 100.3%

Health Care Equipment & Services 135.6%

Household & Personal Products 124.3%

Insurance 115.1%

Materials 111.9%

Media 105.3%

Pharmaceuticals & Biotechnology 124.7%

Real Estate 100.6%

Retailing 164.9%

Semiconductors and Semiconductor Equipment 115.7%

Software & Services 128.9%

Technology Hardware & Equipment 118.0%

Transportation 106.7%

U.S. Industry Group All Market Cap

Table 5: U.S. Industry Group Relative Valuations 
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Influence of dividends 

has decreased across all 

three categories, Core, 

Market and Aspirational 

while there has been a 

general lowering of the 

influence of earnings. 

Figure 1: Influence of Revenues, Earnings and Dividends on fair Value 

Figure 2: Influence of Revenues, Earnings and Dividends on Fair Value 

Figure 3: Influence of Revenues, Earnings and Dividends on Fair Value 
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The entire universe 

moved upward and 

slightly to the left which 

was a welcome relief 

given the relative 

valuations that were 

appearing in some of the 

individual sectors. 

The entire universe moved upward and 

slightly to the left which was a 

welcome relief given the relative 

valuations that were appearing in some 

of the individual sectors. It was not a 

large move to the left, but it was in the 

right direction.  

This move was duplicated in the group 

of stocks considered Sell indicating a 

group move back toward fairer 

valuations and fewer extremes. The 

reverse direction was taken by Buy 

consideration stocks. Return ratings 

remained stable with a simultaneous 

move to higher valuations; a move 

back to fair value. Both moves show 

the very beginning trend of 

consolidation centered on 100.0% Fv. 

It is clear there are specific sectors that 

are experiencing relatively high 

Figure 4: Influence of Revenues, Earnings and Dividends on Fair Value 

Figure 5: Relative Plot of Return and Fair Value for AllCap Stock Universe 
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The overall market is on 

the higher side of the fair 

value range and many 

stocks are in Cautionary 

and Overvalued areas 

while there are fewer 

stocks considered 

Undervalued 

valuations compared to the entire universe. The overall market is on the 

higher side of the fair value range and many stocks are in Cautionary 

and Overvalued areas while there are fewer stocks considered 

Undervalued. Presently, 31% of the market is considered Sell and Sell 

Watch while only 14% is considered Buy and Buy Watch. There is a 

clear tilt to the higher valuation side of the equation.  

Figure 6: Relative Plot of Return and Fair Value for AllCap Stock Universe of Stocks 
Classified as Buy Considerations 

Figure 7: Relative Plot of Return and Fair Value for AllCap Stock Universe of Stocks 
Classified as Sell Considerations 
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We have added a new 

plot to the report  

 

 

 

ID Sector 

CD Consumer Discretionary 

CS Consumer Staples 

E Energy 

F Financials 

HC Health Care 

I Industrials 

IT Information Technology 

M Materials 

T Telecom 

U Utilities 

 Market 

We have added a new plot to the report that graphically shows each 

sector’s return over the past 12 months plotted with the relative 

valuation for the sector.  

Each sector is identified by a square block with initials that match the 

sector. For example, HC is used for Health Care, F for Financials. The 

market is shown as a purple solid square.  

The relative positioning demonstrates the relationship between 

expectations and returns. Consumer Discretionary is performing better 

than the market, but at an expectation level that is well above the fair 

value range. Health Care on the other hand has also outperformed the 

market but, with valuations that reside within the fair value range.  

In summary, there are clear areas of the market where expectations 

exceed the ability of the stocks to deliver within a reasonable time 

period and there are large parts of the market where expectations are 

muted and opportunities exist for value appreciation. However, there is 

pressure building where expectations are high and investors may, need 

to wait for company’s revenue, earnings and dividends to catchup. 

Waiting translates to below average overall returns. If the investor 

decides not to wait, and finds an excuse to move to a defensive 

position, the market may well experience low returns.  
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