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Stocks: Fair Value: USA 

Valuations moved slightly apart over February and 

early March with MidCap reaching 113.5% Fv. The 

spread between markets advanced 0.6 points to 6.9 

from a previous 6.3. The spread is the difference 

between the highest valuation and lowest valuation. 

In this case, MidCap has moved ahead of SmallCap 

by 6.9 valuation points. Even though, MidCap was 

not the largest increase in valuation, that designation 

went to LargeCap. When measured in market 

capitalization weights, the largest stocks advanced 4.1 points reaching 107.4% Fv just slightly ahead of SmallCap at 106.6% Fv and 6.1 

points behind the leader, MidCap. The Total market which includes all segments, is well within fair value and not showing signs of 

stress either on the overvalued or undervalued side. 

Individual sectors consolidated slightly, 1.3 points, with Utilities holding the highest valuation at 116.8% Fv but the lowest valuation 

was posted by Health Care at 95.3% Fv. HealthCare 

advanced over the month, but only by 0.7 points. The 

sector remains very close to fair value, just 4.7 away, 

but the closest sector to fair value goes to Consumer 

Staples at 98.4% Fv. Financials moved the most since 

last report adding 7.2 points ending up at 98.3% Fv 

and remaining on the undervalued side of the bar. All 

sectors added to their valuation score and all remain 

within fair value range.  

In MidCap sectors, Materials moved from slightly 

undervalued to slightly overvalued. This was a move 

of just 3.3 points placing the sector the closest to fair 

value. MidCap has become the leader in valuations 

Table 1: Relative Value of Each Major Market Capitalization Segment 

Name Relative Value Under/Over

iShares Core S&P 500 ETF 107.4%

iShares Core S&P Mid-Cap ETF 113.5%

iShares Core S&P Small-Cap ETF 106.6%

iShares Core S&P Total USStock 108.9%

U.S. Market Overall

Name Relative Value Under/Over

Consumer Discretionary 115.5%

Consumer Staples 98.4%

Energy 110.7%

Financials 98.3%

Health Care 95.3%

Industrials 97.1%

Information Technology 106.3%

Materials 96.7%

Communication Services 112.1%

Utilities 116.8%

U.S. LARGE CAP

Figure 2: U.S. LargeCap sector relative fair valuations for major sector classifications 



 

 

over the past several years when markets head into 

higher valuations and this period is no different. 

While overall markets are well within fair value 

range, they are 3 sectors that have entered Caution 

territory (> 120.0% Fv) and 2 that are very close to 

being overvalued. Consumer Discretionary advanced 

3.7 points to just slip into the caution range and both, 

Health Care and Communication Services are looking 

at overvaluation (> 130.0% Fv). Both of these sectors 

were in caution range last period and have pushed 

closer to overvaluation. In spite of the advances 

experienced here, Energy remains well behind at 

85.0% but advanced 7.0 points this month from an 

earlier low of 78.0% Fv. Energy has struggled to reach 

fair value for a long period and it remains out of reach.  

Uncharacteristically, SmallCap has remained calmer 

than MidCap for the past several years with a smaller 

spread, 32.7 points versus 44.2 points, and fewer 

sectors are moving into overvaluation. Only 1 sector, 

Health Care, is in Caution territory at 126.5% Fv, but 

it actually moved back closer to fair value by giving 

up 1.8 points this month. Several other sectors also 

surrendered valuation: Financials, Information 

Technology and Utilities. Utilities moved much closer 

to fair value giving up over 9 points stopping at 

107.4% Fv well within fair value range. The same 4 

sectors remain on the undervalued side of the bar as 

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

 

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

 

Name Relative Value Under/Over

Consumer Discretionary 121.8%

Consumer Staples 114.5%

Energy 85.0%

Financials 95.4%

Health Care 129.2%

Industrials 109.8%

Information Technology 118.1%

Materials 100.5%

Communication Services 127.9%

Utilities 107.4%

U.S. MID CAP

Name Relative Value Under/Over

Consumer Discretionary 109.1%

Consumer Staples 95.7%

Energy 93.8%

Financials 98.4%

Health Care 126.5%

Industrials 99.2%

Information Technology 119.6%

Materials 114.2%

Communication Services 112.9%

Utilities 107.4%

U.S. SMALL CAP
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last month: Consumer Staples, Energy, Financials and 

Industrials. Energy moved out of undervalued into 

fair value range. 

All 21 industry groups remain within fair value range 

and only 1 group is in caution territory, Consumer 

Durables & Apparel at 124.8% Fv. Most groups 

increased in relative valuation with only 4 lowering 

their expectations and all remain close to fair value. 

The most undervalued group is Banks at 93.2% Fv 

after advancing a weak 1.2 points. The largest 

increase for the month went to Diversified Financials 

gaining 7.4 points reaching 101.1% Fv. The largest 

drop went to Consumer Services which remained 

slightly overvalued at 105.1% Fv.  

Revenue, Earnings, Dividend Influence in 

Fair Value: USA 

Within the market segmentation of Core, Market, 

Aspirational, there was a significant shift in the 

influence on Core stocks between Earnings and 

Dividends. Earnings influence dropped 3.2 points to 

influencing 56.0% of the stocks, down from 59.2%. 

Dividends increased in influence by 2.8% reaching 

35.0%. Overall, earnings dominate, while revenues 

and dividends are equal with a slight edge now going to dividends. Market and Aspirational remained unchanged with a clear 

dominance given to earnings reaching an impact level of 71.9% for Aspirational stocks. Revenues and earnings dominate the 

determination of expectations for Aspirational stocks. Earnings domination is also evident when the market is segmented on the 

classification of Buy, Hold, and Sell. Earnings influence for Buy stocks softened by 6.2 points ending up at 62.5% but increased by 8.1 

Table 5: U.S. Industry Group Relative Valuations 

Name Relative Value Under/Over

Automobiles & Components 99.6%

Banks 93.2%

Capital Goods 102.0%

Commercial & Professional Services 96.6%

Consumer Durables & Apparel 124.8%

Consumer Services 105.1%

Diversified Financials 101.1%

Food & Staples Retailing 96.7%

Food Beverage & Tobacco 103.8%

Health Care Equipment & Services 106.4%

Household & Personal Products 97.3%

Insurance 105.9%

Materials 102.4%

Media & Entertainment 114.1%

Pharmaceuticals & Biotechnology 106.4%

Real Estate 94.9%

Retailing 116.1%

Semiconductors and Semiconductor Equipment 105.0%

Software & Services 119.0%

Technology Hardware & Equipment 110.3%

Transportation 101.0%

U.S. Industry Group All Market Cap



 

 

points to 78.9% for Sell stocks. Dividends also dropped in 

influence in the Sell category dropping 6.9 points. Only in Sell 

stocks does the importance of revenues advance enough to 

dominate, but this is the normal condition. Once a stock reaches 

overvaluation the ability to continue to increase revenues takes 

on greater importance. Interestingly, dividends have influence on 

stocks that are classified a Buy to the point that it is of greater 

importance than revenues. 

Segmenting the stock universe by market capitalization shows 

the dominate position of earnings across all capitalization 

categories with revenues varying in importance based on size. Revenues are more important for SmallCap stocks than LargeCap and 

then influence flips the other way in regard to dividends. LargeCap stocks are more heavily influenced by dividends than revenues. 

 

Figure 3, 4 & 5: Influence of Revenues, Earnings and Dividends on Fair Value Depending 
on various segmentations.  
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Market capitalization  

Centroid Plots of Return YTD & Relative Valuation 

The median (black box) valuation and return are more centralized 

than the average (red triangle). The universe of stocks is tilted slightly 

to the higher side of return and just above 100% Fv at 108.9% Fv. Last 

month both the median and average were in almost exactly the same 

place as today. 

Stocks classified as a Buy have slowed their move to the upper right 

and interestingly the median continues to move ahead of the average. 

The strong clustering that started late in 2018 continues in the Buy 

universe. 

 

 

 

 

Sell stocks are also starting to cluster and flatten. Returns, as a group, 

have dropped and reside closer to the horizontal axis, but have moved 

further out to the right with higher relative valuations.  

The market centroids plot in Figure 6 are the most interesting this 

month. Four sectors have made significant moves. Industrials has 

moved across the vertical divide and now resides on the left toward 

undervaluation while maintaining the same level of year-to-date 

return. LargeCap and SmallCap Industrials are both under fair 

value. Financials has also moved further undervalued, especially 

Figure 1: Relative Plot of Return and Fair Value for Allcap stock universe. 

Figure 4: Relative Plot of Return and Fair Value for Buy universe. 



 

 

Banks at 93.2$ Fv. Health Care has also joined the crowd on that side of the divide while pulling the median closer to fair value with 

a higher return. This is a good overall relative directional movement that we hope continues. 

Figure 5: Relative Plot of Return and Fair Value of SELL Stock Universe Figure 6: Market centroids with sectors on a market cap weighted basis 


