
 

M o n d a y ,  F e b r u a r y  3 ,  2 0 2 0                                                     C o m m e n t s :  P a g e  |  i     

Stocks: Fair Value: USA. 

Markets have reacted to the scare of the Novel Coronavirus 
(2019-CoV) with very little data. So far, 2019-CoV appears 
to be less harmful than either MERS or SARS. If we peel 
away the swings that appear to be created by quick 
reactions to the virus and concentrate on factual data such 
as earnings and revenues, we can see a picture where 
market price levels are moving slightly ahead of earnings 
support.  

Overall, reported earnings for the end of 2019 are 
approximately 0.6% below the previous year. This should 
lower fair values. However, revenues are ahead of last year 
by 2.7% which potentially could benefit earnings as we 
move through 2020. Stock prices seem to reflect this 
condition as overall market relative valuations moved up 6 
points to 106.2% fair value (Fv). Large Cap moved the most 
advancing 10.9 points reaching 113.8% Fv while both Mid 
Cap and Small Cap moved back slightly by 0.8 and 1.9 
points, respectively. Mid Cap is very close to valuation 
neutral at 97.6% Fv while Small Cap continues to struggle in 
an attempt to convince the market that future values will improve. The classification remains at a 10.5 point discount from fair value neutral. 

Consumer Discretionary is no longer alone in the Overvalued category. Communication Services has now joined the club with a strong increase to 
133.4% Fv that is the result of two companies: Charter Communications and Google. There is a strong argument that Google should have never 
been placed in the Communication Services sector. We sometimes wonder if the S&P effort to create overall index balance has actually created a 
distorted view of the sector. The remaining companies that are part of the sector are, for the most part, fairly to under valued. Therefore, we advise 
people to take the sector relative valuation with a cautionary attitude. 

Movement within the other sector classifications has remained calm with Energy dropping back into under valued range at 78.6% Fv. The sector 
continues to be exposed to non-financial disfavor pressures within the environmental ratings and now a possible slowing of economic growth within 
China. Our view is that the sector will remain unstable and inconsistent as long as the struggle with image remains on the forefront. 

Name Relative Value Under/Over

iShares Core S&P 500 ETF 113.8%
iShares Core S&P Mid-Cap ETF 97.6%
iShares Core S&P Small-Cap ETF 89.5%
iShares Core S&P Total USStock 106.2%

U.S. Market Overall

Name Relative Value Under/Over
Consumer Discretionary 131.8%
Consumer Staples 99.6%
Energy 78.6%
Financials 94.0%
Health Care 92.0%
Industrials 97.0%
Information Technology 102.4%
Materials 97.8%
Communication Services 133.4%
Utilities 107.4%

U.S. LARGE CAP
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Communication Services Mid Cap has a single stock, Cable 
ONE that is driving the sector index to an over valuation 
rating. The remaining stocks within the sector, and across 
the other sectors, are comfortably in normal valuation 
ranges. Energy, Financials and Utilities all moved closer to 
fair value neutral while Consumer Discretionary, Consumer 
Staples, Health Care, Industrials, Technology, and Materials 
eased to the under valued side.  

Only three sectors moved in a coordinated fashion across all 
three market capitalization classifications (Large, Mid, 
Small) and they were Utilities, Information Technology and 
Materials. Utilities increased in relative fair value across all 
three market capitalizations. Information Technology and 
Materials both moved lower.  

Industry Groups cross all market capitalization 
classifications. Twelve of the groups moved downward in 
terms of relative valuation while nine advanced. Nineteen 
of the twenty-one groups are within 10 points of fair value 
neutral. The two that are outside of this range are Media & 
Entertainment and Retailing. Media & Entertainment has 
two of the previous highly over valued stocks, Cable ONE 
and Google and Retailing includes Amazon. Outside of 
these areas, the market appears well valued and reflecting 
earnings and revenues in a realistic manner. 

The Market plot of the Universe demonstrates a slight 
consolidation back toward the middle of valuations, but a 
higher dispersion in terms of year-to-date return. The pattern we saw develop throughout 2019 where the universe moved in a twisting fashion 
with the movement clockwise and expanding on the vertical axis. We have a long way to go to repeat last year, but the pattern is developing in a 
similar fashion. 

.  

Name Relative Value Under/Over
Consumer Discretionary 91.1%
Consumer Staples 90.8%
Energy 85.2%
Financials 87.6%
Health Care 97.1%
Industrials 83.9%
Information Technology 99.1%
Materials 94.4%
Communication Services 149.1%
Utilities 92.3%

Name Relative Value Under/Over
Consumer Discretionary 81.1%
Consumer Staples 84.5%
Energy 89.2%
Financials 89.6%
Health Care 92.1%
Industrials 90.4%
Information Technology 91.9%
Materials 93.5%
Communication Services 91.2%
Utilities 101.1%

U.S. MID CAP

U.S. SMALL CAP
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The Buy market plot is showing greater opportunity in 
under valued securities as the population in the lower left 
quadrant increases in numbers.  

Name  Rela veValue Under/Over
Automobiles & Components 93.8%
Banks 85.8%
Capital Goods 88.4%
Commercial & Professional Services 92.2%
Consumer Durables & Apparel 100.2%
Consumer Services 84.0%
Diversified Financials 94.4%
Food & Staples Retailing 96.5%
Food Beverage & Tobacco 91.1%
Health Care Equipment & Services 89.6%
Household & Personal Products 96.5%
Insurance 99.9%
Materials 95.2%
Media & Entertainment 136.2%
Pharmaceuticals & Biotechnology 96.5%
Real Estate 90.8%
Retailing 130.2%
Semiconductors and Semiconductor Equipment 93.0%
Software & Services 98.1%
Technology Hardware & Equipment 106.3%
Transportation 91.1%

U.S. Industry Group All Market Cap
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The Sell market plot has shifted slightly back toward the vertical axis with relative 
valuations returning to fair value neutral. Movement has occurred along the 
horizontal axis as over valued stock returns exhaust themselves. 

Influence change in fair value saw the greatest value change in the earnings category. 
Earnings increased by just over 2 points in the overall market. It had the largest 
impact in Large Cap with a 6 point increase. This is a logical conclusion as the slower 
YOY earnings performance created a higher relative valuation on the over valuation 
side. Market prices may slow as investors adjust to new earnings expectations levels. 

Revenues also saw an increase in overall influence, but at a more subdued level 
increasing by 2 points. Dividends remained stable with less than a full point increase 
that showed up in large Cap stocks. Changes in influence across all three measures, 
revenue, earnings and dividends, were almost exclusively experienced in the larger 
stock classification. Most of the changes elsewhere we less than a full point. 

 

 

 

 

 

 


