
Domestic Equities

After crashing 34.5% in 23 trading days in February and March of 2020, the S&P 1500 Index has gained 37.0% off of its low March 23, 2020 through 
Friday, May 29th.  While it is not back to its all-time high seen on February 19, it is down only 5.95% year-to-date for 2020.  The impressive gain over 
the last two months appears sensible to our investment system.  We have tried to fully participate consistent with what we wrote within a few day 
of the March bottom in the April Portfolio Update,“as for the stock market, we believe a bottom is forming.”  We then cited our domestic market 
Value/Price (V/P) ratio and other behaviors and conditions often seen at market bottoms.  At the time, it was too early to declare March 23 to be the 
market bottom, but we did state that we would expect the bottom “to be before we see the worst of the news regarding the virus and the economy. 
This would be consistent with the market’s reputation of leading the economy by six to nine months.”  As usual, it appears investors and the stock 
market are not focused on the current news, but instead on the potential economic recovery later in 2020.

There has been a lot of commentary in print and on TV in disagreement with ICON’s bullish posture.  In the 
early weeks of this recovery, some analysts stated the need for a “double bottom” or the need to “retest 
the low.”  These views reflect a short term market timing approach to investing which ICON has rejected.  
Imagine missing all or part of a 37% advance while trying to “time” the bottom perfectly?  

The major disagreement you may have witnessed is regarding value.  We maintain stocks, on average, 
were extremely cheap at the bottom and, despite the advance, are still priced below our estimate of 
intrinsic value.  To compute intrinsic value we take average earnings, project them growing into the 
future then discount those earnings back to their present value considering risk and interest rates.  Some 
analysts, however, have stated that stocks appear expensive and they cite simplistic measures such as 
Price/Earnings (P/E) ratio.  This is not the first time we have disagreed with those using P/E ratios. During 
most of the eleven year bull market when ICON found stock prices, on average, to be below or at fair value, 
stocks appeared overpriced to many of the analysts using the simplistic P/E ratio.  To provide clarity to 
advisors and investors, we did research and wrote a paper in early 2017 pointing out the deficiencies in 
P/E regarding predicting stock prices.  Please call us if you would like to see that paper.

A look at the performance of the S&P 1500 sector indexes shows a classic economic recovery anticipation 
rally as the economically sensitive, cyclical sectors are leading and the so called recession proof, defensive 
sectors are lagging.

Bonds

There has been recovery in the corporate bond market as default fears have subsided. Higher grade corporate yields have returned to re-crash 
levels.

The yield on the 10-year Treasury note has generally been in the tight range of .60% to .70% in April and May.  Over the long run, this seems too low 
to us relative to inflation expectations. We do not expect a sharp rise in the yield, but a gradual increase over time.

Summary

The recent stock market advance appears sensible and sustainable to our investment system.  The economic news will probably get worse over 
the next couple of months, but stock prices can advance by pricing in a potential economic recovery.  In that setting it may be a path of three steps 
forward and two steps back, but ultimately higher.     
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Sector Returns
Energy 63.6%

Materials 45.1%

Consumer Discretionary 42.9%

Industrials 39.3%

Information Technology 39.2%

Health Care 38.6%

S&P 1500 Index 37.0%

Real Estate 35.2%

Utilities 32.6%

Financials 32.6%

Communication Services 31.7%

Consumer Staples 21.9%

The data quoted represents past 
performance, which is no guarantee of 

future results. 
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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 holdings, are all subject to change at any time, based on market and other conditions, 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 diversified investment. Investments in international securities may entail unique risks, including political, market, regulatory and currency risks. In general, there is 
less governmental supervision of foreign stock exchanges and securities brokers and issuers. Investing in fixed income securities such as bonds involves interest rate risk. When interest rates 
rise, the value of fixed income securities generally decreases.

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 10-year yield is the benchmark 10-year yield to maturity reflected by the current issue 10-year U.S. Treasury note.

Sources: Bloomberg, FactSet

Please visit ICON online at InvestwithICON.com or call 1-800-828-4881 for the most recent copy of ICON’s Form ADV, Part 2.


