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Stocks: Fair Value: USA 

The DOW moved over 400 points yesterday and the 

result was only a 0.1 point move in relative valuation 

on the Total Market. So, what happened? LargeCap 

moved more in-line with Fair Value. Last month 

relative valuations in LargeCap stocks had advanced 

to 115.2 and more recently peaked over 116.0. After 

the 400 point drop relative valuations are back to 

114.4, more than a full point drop.  

MidCap responded more similar to the Total Market with a 0.1 point increase and SmallCap stocks collectively advanced 0.5 points 

to 109.3 Fv. Overall, the “dramatic drop in the DOW”, as some reports stressed, was more important to headline news stories than 

the markets.  On an individual sector basis the results were mixed. Consumer Discretionary continued to move into higher 

valuations and has now become Overvalued at 131.2 Fv. It remains the only sector that is considered Overvalued. Four other sectors 

increased in relative fair value: Consumer Staples, 

Financials, Health Care and Utilities.  

Declines in relative fair value took place in: Energy, 

Industrials, Information Technology, Materials and 

Communication Services. Energy experienced an 8.1 

point drop moving very close to fair value at 109.7 Fv. 

Communication Services experienced a 4.9 point drop 

settling in at 114.4 Fv.  We now have a more balanced 

LargeCap segment with 7 sectors above 100.0 Fv and 

3 below.  

MidCap sectors finished with only 1 sector under 

100.0 Fv, however there were some sizable changes in 

individual sector relative valuation. Communication 

Services, Consumer Staples and Health Care each 

Table 1: Relative Value of Each Major Market Capitalization Segment 

Figure 2: Relative Value of Each Major Large Cap Sector 

Name Relative Value Under/Over

iShares Core S&P 500 ETF 114.4%

iShares Core S&P Mid-Cap ETF 121.7%

iShares Core S&P Small-Cap ETF 109.3%

iShares Core S&P Total USStock 116.1%

U.S. Market Overall

Name Relative Value Under/Over

Consumer Discretionary 131.2%

Consumer Staples 100.7%

Energy 109.7%

Financials 104.0%

Health Care 92.5%

Industrials 97.5%

Information Technology 114.0%

Materials 98.8%

Communication Services 114.4%

Utilities 115.8%

U.S. LARGE CAP



 

 

gained 5 or more points pushing Communication 

Services to Overvaluation territory. It has joined 

Consumer Discretionary in this category. Health 

Care’s 4.9 point gain moved the sector just short of 

Overvaluation at 128.7 Fv. Since the MidCap overall 

relative valuation only moved 0.1 points there had to 

be sizable drops to offset the gains. Energy gave up 

6.0 points remaining the only MidCap sector that is 

below the 100.0 Fv mark. Information Technology 

dropped 5.1 points moving out of cautionary range 

and moving back into fair value range at 119.2 Fv.  

SmallCap followed suit with MidCap as the overall 

change was only 0.5 points but individual sector 

changes were sizable. SmallCap Energy followed the 

other market capitalization moves by giving up 6.5 

points moving to within 2.7 points of 100.0 Fv. The 

largest gain in the category was Health Care with a 

9.6 point increase reaching 125.1 Fv and ending up in 

cautionary range.  

There are three SmallCap sectors now in cautionary 

range: Health Care at 125.1 Fv, Information 

Technology at 127.9 Fv and Communication Services 

at 122.0 Fv. Seven sectors are within 10 points of 100.0 

Fv. SmallCap has a tighter spread amongst the sectors 

at 29.1 points. The spread opens up to 51.5 in the 

MidCap category. 

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 141.7%

Consumer Staples 119.5%

Energy 90.2%

Financials 105.1%

Health Care 128.7%

Industrials 113.3%

Information Technology 119.2%

Materials 101.0%

Communication Services 145.6%

Utilities 105.7%

U.S. MID CAP

Name Relative Value Under/Over

Consumer Discretionary 108.1%

Consumer Staples 103.8%

Energy 102.7%

Financials 98.8%

Health Care 125.1%

Industrials 102.9%

Information Technology 127.9%

Materials 106.1%

Communication Services 122.0%

Utilities 108.0%

U.S. SMALL CAP
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Industry groups experienced a more balanced change 

than sector classifications. Of the 21 industry groups 

11 advanced and 10 retreated. The majority of groups, 

17 are above the 100.0 Fv mark and 4 remain on the 

undervalued side of 100.0 Fv. Two groups are 

Overvalued, Consumer Durables & Apparel at 144.6 

Fv and Retailing at 131.3 Fv. Of the 4 groups that are 

on the undervalued side of 100.0 Fv, they are all 

within 5 points of 100.0 Fv giving a skewness of the 

values to the overvalued side.  

The biggest gain in relative valuation went to 

Pharmaceuticals & Biotechnology with 7.7 points. No 

single group made a significant drop in relative 

valuation. It was spread across four groups that had 

more than, or nearly, 3.0 point drops. 

Media & Entertainment experienced the biggest move 

giving up 4.1 points which was some relief as the 

group was previously in cautionary range and it has 

now moved back into fair value range. 

Revenue, Earnings, Dividend Influence in 

Fair Value: USA 

Within the market segmentation of Core, Market, 

Aspirational, the continued importance of earnings 

was evident with influence scores in excess of 50.0% 

in all three categories. It is interesting to see the 

importance of earnings taking shape in the most 

inconsistent part of the market, Aspirational. Earnings 

Table 5: U.S. Industry Group Relative Valuations 

Name Relative Value Under/Over

Automobiles & Components 107.3%

Banks 96.4%

Capital Goods 104.2%

Commercial & Professional Services 99.8%

Consumer Durables & Apparel 144.6%

Consumer Services 112.4%

Diversified Financials 111.2%

Food & Staples Retailing 97.1%

Food Beverage & Tobacco 110.3%

Health Care Equipment & Services 105.1%

Household & Personal Products 95.5%

Insurance 111.3%

Materials 101.3%

Media & Entertainment 117.7%

Pharmaceuticals & Biotechnology 109.4%

Real Estate 95.3%

Retailing 131.3%

Semiconductors and Semiconductor Equipment 118.1%

Software & Services 127.3%

Technology Hardware & Equipment 118.1%

Transportation 103.9%

U.S. Industry Group All Market Cap



 

 

dominate at 71.9% with revenues follow closely at 66.9%. Maybe 

investors want to see sales and profitability even in the most 

future looking companies? 

Within the market capitalization categories there was a gain in 

influence of earnings in MidCap stocks. Earnings influence 

strengthened by 3.1 points reaching 65.8% making earnings the 

most influential factor amongst the three and the most 

important across all market capitalizations.  

Earnings influence did weaken within the Buy consideration 

category by 3.4 points, but remains dominate at 62.3% 

outpacing dividends at 47.4% and revenues at 24.6%. It is 

always interesting to note the continued importance of both 

revenue and earnings once a stock enters Sell consideration. 

Both measures have influence scores near 80.0%.  
Figure 3, 4 & 5: Influence of Revenues, Earnings and Dividends on Fair Value Depending 
on various segmentations.  



Stocks 

P a g e  | 5       

Centroid Plots of Return YTD & Relative Valuation  

The median (black box) valuation / return as more 

centralized than the average (red triangle). The universe of 

stocks increases in dispersion as return and relative valuation 

increases. Notice how more dispersed the individual stock 

dots are in the upper right quadrant when compared to the 

lower left quadrant. In the lower left the dots are grouped 

much closer together.  

 

 

The universe of Buy dots appear to have moved closer to the vertical 

axis and overall become less spread out across the horizontal axis. 

This move was caused by an increased concentration toward the 

center. The median moved closer to the average by increasing the 

relative return position. 

There were two significant moves for Sell consideration stocks. First, 

the median moved well to the upper right indicating an overall  

move of the universe higher on return and higher in relative 

valuation. The average made a smaller increase in return compared 

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. 



 

 

to the move to the right with an increase in valuation. Sell stocks 

continue to have high expectations that appear to becoming 

increasingly more difficult to complete.  

Most of the moves within sectors were minor except for Energy 

and Materials. Energy made a sizable directional change to the 

lower left signaling better valuations but unfortunately 

corresponding lower returns.  

Materials made more of a improvement in relative valuation 

moving closer to the horizontal axis while not giving up return.   

 

 

 

 

 

 

 

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 


