
Citigroup Global Markets computes and distributes an index they 
call The Citi Surprise Index.  They survey economists and analysts 
to get their forecasts for a variety of variables.  Then Citigroup com-
pares the forecasts to the actual data when it is released.  The index 
measures data surprises relative to market expectations.  A positive 
reading means that the data releases have been stronger than ex-
pected and a negative reading means that the data releases have 
been worse than expected.

The graph shows the economic surprise reading weekly from Janu-
ary 3, 2003 through July 17, 2020 for U.S. Markets.  What stands out 
at the far right is the extreme level of data being better than 
expected, far exceeding other peaks.  

The data quoted represents past performance, which is no guarantee 
of future results.  Opinions and forecasts regarding sectors, industries, 
companies, countries and/or themes, and portfolio composition and hold-
ings, are all subject to change at any time, based on market and other con-
ditions, and should not be construed as a recommendation of any specific 
security, industry, or sector.
Investing in securities involves inherent risks, including the risk that you can 
lose the value of your investment. An investment concentrated in sectors 
and industries may involve greater risk and volatility than a more diversi-
fied investment. 
ICON’s value-based investing model is an analytical, quantitative approach 
to investing that employs various factors, including projected earnings 
growth estimates and bond yields, in an effort to determine whether 
securities are over- or underpriced relative to ICON’s estimates of their 
intrinsic value. ICON’s value approach involves forward-looking statements 
and assumptions based on judgments and projections that are neither 
predictive nor guarantees of future results. Value readings are contingent on 
several variables including, without limitation, earnings, growth estimates, 
interest rates and overall market conditions. Although valuation readings 
serve as guidelines for our investment decisions, we retain the discretion to 
buy and sell securities that fall beyond these guidelines as needed. Value 
investing involves risks and uncertainties and does not guarantee better 
performance or lower costs than other investment methodologies.
ICON’s value-to-price ratio is a ratio of the intrinsic value, as calculated 
using ICON’s proprietary valuation methodology, of a broad range of 
domestic and international securities within ICON’s system as compared to 
the current market price of those securities. According to our methodology, 
a V/P reading of 1.00 indicates stocks are priced at intrinsic value. We 
believe stocks with a V/P reading below 1.00 are overvalued while stocks 
with a V/P reading above 1.00 are undervalued. For example, we interpret 
a V/P reading of 1.15 to mean that for every $1.00 of market value, there is 
$1.15 of intrinsic value which has not yet been realized in the market price.
The unmanaged Standard & Poor’s Composite 1500 (S&P 1500) Index is 
a broad-based capitalization-weighted index comprising 1,500 stocks of 
Large-cap, Mid-cap, and Small-cap U.S. companies. Total return figures for 
the unmanaged sector indexes do include the reinvestment of dividends 
and capital gain distributions but do not reflect the costs of managing a 
mutual fund. 
The Citigroup Economic Surprise Indices are objective and quantitative 
measures of economic news. They are defined as weighted historical stan-
dard deviations of data surprises (actual releases vs Bloomberg survey me-
dian). A positive reading of the Economic Surprise Index suggests that eco-
nomic releases have on balance [been] beating consensus. The indices are 
calculated daily in a rolling three-month window. The weights of economic 
indicators are derived from relative high-frequency spot FX impacts of 1 
standard deviation data surprises. The indices also employ a time decay 
function to replicate the limited memory of markets.
Source: Bloomberg
Please visit ICON online at www.InvestwithICON.com or call 1-800-
828-4881 for the most recent copy of ICON’s Form ADV, Part 2.

ACTIVE  INVESTMENT  SOLUTIONS.

Economic Surprise!Economic Surprise!
Are Investors Expecting Poor Economic 
Conditions, Or Are Stocks in Position to 
Climb the Classic Wall of Worry? 
Rather than reading the news, ICON uses intrinsic value.  
From horrible to mediocre to good, we believe value tells 
us what expectations are built into stock prices.

Sensible Stock Market Rally
In late March 2020, investors expected, and priced into stocks, a 
horrible economic setting.  Then in the subsequent months inves-
tors realized that the economic setting was just bad, not horrible.  It 
is very sensible to have a stock market rally when the expectation 
for horrible had been priced in and then investors realize that it is 
only bad.  

Here is an example.  

In late march many forecasters were predicting 20% to 25% unem-
ployment.  By April, it reached 14.1% and by June declined to 11.1%, 
which is bad but not as horrible as 20% - 25%.   Continuing, if a bad 
economic setting is expected and it turns out to be just mediocre, 
the stock market rally can keep going.  Then if the expectation of 
mediocre is priced in to stocks and as months pass the economy 
is okay, the rally lives on.  The next step for the rally to continue is 
when the expectation for okay is priced in and the economy turns 
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Data quoted represents past performance, which is no guarantee of 
future results
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out to be good.  Expectations and realizations moving from horrible 
to bad to mediocre to okay to good is the classic formula for a Wall 
Street rally.  

An old Wall Street expression is that “stocks climb a wall of worry.”  
To fully participate in the climb an investor needs to be one step 
ahead of the current news. 

Rather than reading the news, ICON uses intrinsic value.  From hor-
rible to mediocre to good, we believe value tells us what expecta-
tions are built into stock prices.  We estimate intrinsic value for over 
1,800 domestic stocks and divide value by price to get a V/P ratio 
for each stock.  On March 23, 2020, at the market bottom the aver-
age V/P was 1.61, an all-time high for our system. It suggested to us 
that investors were pricing in a potential horrible economic setting, 
such as the 20% to 25% unemployment example referenced above.  
From March 23, 2020, to July 15, 2020 the S&P 1500 Index gained 
45.40% as investors apparently realized the economic setting was 
just bad, not horrible.  

ICON entered July 2020, with an average V/P of 1.37, suggesting in-
vestors expect a bad economic setting.  If instead it proves to be just 
mediocre or okay, the rally can continue. Will investors go so far as 
to ever price in a great economic setting?   We have seen it before, 
when the average V/P ratio was less than 1.00, but with today’s “wall 
of worry” we expect that could be a couple of years out.




