
1. Relative price is measured via price-to-book ratio. Value stocks are those with lower relative prices while growth stocks are those with  
higher relative prices.

2. Profitability is defined as operating profits before depreciation and amortization less interest expense, scaled by book equity.

3. Eugene F. Fama, Kenneth R. French, “Common Risk Factors in the Returns on Stocks and Bonds,” Journal of Financial Economics, volume 33, 
issue 1 (1993), 3–56.
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Investors can use information contained in market 
prices and fundamental data to target higher expected 
returns. The valuation equation implies that differences 
in relative prices as well as differences in expected 
future profitability must contain information about 
differences in expected returns across stocks. All else equal, 
stocks with lower relative prices should have higher 
expected returns. Similarly, stocks with higher expected 
profitability should have higher expected returns. Note 
that valuation theory should apply to different markets, 
regions, and sectors. 

While there is ample evidence supporting the presence 
of positive value and profitability premiums within 
different markets and regions, there has been less 
empirical research on the presence of these premiums 
within sectors. In this column, we seek to fill this gap by 
comparing the performance of value and high-profitability 
stocks to that of growth and low-profitability stocks 
within different sectors in US, developed ex US, and 
emerging markets. Consistent with valuation theory, 
we observe mostly positive average return differences 
between higher expected return stocks (stocks with low 

relative prices and high profitability) and lower expected 
return stocks (stocks with high relative prices and low 
profitability) within sectors. 

VALUE AND PROFITABILITY PREMIUMS  
WITHIN SECTORS

We will first examine the historical return differences 
delivered by the value and profitability premiums 
when they are used on their own within each sector. 
We define broad sectors by collapsing GICS and 
Bloomberg sectors into consumers, manufacturing, 
technologies, financials, and healthcare, as defined 
in the Appendix. Within each country and broad sector 
pair, we sort stocks on relative price1 into two buckets 
(value and growth) each representing half of the eligible 
market capitalization in that country-sector pair. Similarly, 
we sort stocks into two profitability2 buckets within 
each country-sector pair. From the intersections of the 
two independent sorts, we form four different groups. 
Following the methodology of Fama and French (1993)3, 
to account for the interaction between the value and 
profitability premiums, monthly returns on value stocks 
are computed as the average of the monthly returns 
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4. The US returns and financial data are obtained from CRSP and Compustat, respectively, from January 1975 and December 2017. The international data are 
obtained from Bloomberg; from January 1990 for the developed markets ex US and from January 1994 through December 2017 for the emerging markets. 

on low-relative price/low-profitability stocks and those 
on low-relative price/high-profitability stocks. Similarly, 
monthly returns on growth stocks are computed as 
the average of the returns on high-relative price/low 
profitability and high-relative price/high-profitability 
stocks. The returns on high- and low-profitability stocks 
are calculated analogously.

Exhibit 1 compares the annualized compound returns 
on value stocks with those of growth stocks within each 
sector. We see consistently positive historical return 
differences across different sectors in US, developed ex 
US, and emerging markets regions.4 Similarly, Exhibit 2 
shows the annualized compound returns on high- and 
low-profitability stocks in each sector. The historical return 
spreads are generally positive across sectors and regions.
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Exhibit 1: Annualized Compound Returns on Value and Growth Stocks While Controlling for Profitability  
US Market Value vs. Growth, 1975–2017
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Emerging Markets Value vs. Growth, 1994–2017
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In USD. Source: Dimensional, using CRSP and Compustat data for the US and Bloomberg for non-US. Eligible US stocks are sorted annually at the end of each 
December. Developed ex US and emerging markets stocks are sorted semi-annually (December and June). Filters were applied to data retroactively and with the 
benefit of hindsight. Groups of stocks referenced are hypothetical, are not representative of indices, actual investments or actual strategies managed by Dimensional, 
and do not reflect costs and fees associated with an actual investment. Actual investment returns may be lower. See Appendix for additional important information. 

Past performance is no guarantee of future results.
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Non-US Developed Markets High vs. Low Profitability, 1990–2017
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Exhibit 2: Annualized Compound Returns on High- and Low-Profitability Stocks While Controlling for Relative Price 
US Market High vs. Low Profitability, 1975–2017
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Emerging Markets High vs. Low Profitability, 1994–2017
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In USD. Source: Dimensional, using CRSP and Compustat data for the US and Bloomberg for non-US. Eligible US stocks are sorted annually at the end of each 
December. Developed ex US and emerging markets stocks are sorted semi-annually (December and June). Filters were applied to data retroactively and with the 
benefit of hindsight. Groups of stocks referenced are hypothetical, are not representative of indices, actual investments or actual strategies managed by Dimensional, 
and do not reflect costs and fees associated with an actual investment. Actual investment returns may be lower. See Appendix for additional important information. 

Past performance is no guarantee of future results.

In summary, we see compelling empirical evidence 
in support of the value and profitability premiums at 
the sector level. While focusing on individual premiums 
can help investors increase the expected return of a 
strategy, integrating multiple premiums can not only 
provide investors with more information about differences 
in expected returns but can also improve the reliability 
of investment outcomes. Therefore, we also examine 
the effect of focusing on the value and profitability 
premiums simultaneously in each sector. To this end, 

we form in each sector a group of stocks with higher 
expected returns from the intersection of the low-relative 
price and high-profitability buckets defined previously. 
(We call this the HiER group.) Similarly, we form a group 
of stocks with lower expected returns from the intersection 
of the high-relative price and low-profitability buckets. 
(We call this the LoER group.) The relative performance 
of these groups is informative of the effectiveness of price-
to-book and profitability in capturing the differences in 
expected returns among stocks.
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Exhibit 3 reports the annualized compound returns 
for the HiER and LoER groups within each sector for 
US, developed ex US, and emerging markets regions. 
We observe consistent outperformance of the HiER 
groups relative to the corresponding LoER groups 

in the US as well as outside the US. These findings 
are consistent with valuation theory and show that 
price-to-book and profitability contain information 
about expected stock returns across different types 
of sectors.
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Exhibit 3: Annualized Compound Returns on Value and High-Profitability Stocks (HiER)  
vs. Growth and Low-Profitability Stocks (LoER) Across All Sectors and Within Each Sector  
US Market, 1975–2017
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Emerging Markets, 1994–2017
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In USD. Source: Dimensional, using CRSP and Compustat data for the US and Bloomberg for non-US. Eligible US stocks are sorted annually at the end of each 
December. Developed ex US and emerging markets stocks are sorted semi-annually (December and June). Filters were applied to data retroactively and with the 
benefit of hindsight. Groups of stocks referenced are hypothetical, are not representative of indices, actual investments or actual strategies managed by Dimensional, 
and do not reflect costs and fees associated with an actual investment. Actual investment returns may be lower. See Appendix for additional important information.

Past performance is no guarantee of future results.
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Broader Sector Category GICS

Consumers Consumer Discretionary
Consumer Staples

Healthcare Healthcare

Manufacturing

Energy
Materials
Industrial
Utilities

Technologies Information Technology
Telecommunication Services

Financials Financials

Broader Sector Category Bloomberg Industry Sector Bloomberg Industry Group

Consumers Consumer Cyclical
Consumer Non-Cyclical

All industry groups that are 
not included in the healthcare 
broad category.

Healthcare Consumer Non-Cyclical

Biotechnology
Healthcare Products
Healthcare Services
Pharmaceuticals

Manufacturing

Basic Materials
Energy
Industrial
Utilities
Diversified

Technologies Technology
Communication

Financials Financial

CONCLUSIONS

Valuation theory implies that differences in relative prices 
and expected future profitability contain information 
about differences in expected returns across stocks. 
In this study, we tested this theory within different sectors 
both in the US and outside the US. Sorting stocks on 
price-to-book and profitability sector-by-sector has 
yielded generally positive historical spreads in returns, 
and hence, we find strong support that relative price and 
profitability contain reliable information about systematic 
differences in expected stock returns not only across but 
also within sectors.

APPENDIX

Sectors are based on GICS classification but combined 
as follows for the US.

Additionally, “all sectors” includes stocks that are 
categorized into the above 10 GICS sectors and the 
“other” sector as well as those that are uncategorized.

Sectors are based on Bloomberg classification but 
combined as follows for non-US markets.

Additionally, all sectors include stocks that are 
categorized into the 10 Bloomberg industry 
sectors and the “other” sector, as well as those that 
are uncategorized.

US: The eligible market universe is composed of stocks 
of US companies traded on the NYSE, NYSE MKT 
(formerly AMEX), and Nasdaq. Exclusions include non-US 
companies, REITs, UITs, and investment companies. 

Non-US: The eligible market universe includes all 
stocks in the eligible countries. Exclusions include 
REITS and investment companies. Exclusions are 
intended to represent an investable universe. As 
of Dec 2017, the eligible developed ex US universe 
included Australia, Canada, Japan, UK, Germany, France, 
Hong Kong, Singapore, Italy, Sweden, Switzerland, 
Netherlands, Denmark, Belgium, Norway, Spain, New 
Zealand, Finland, Austria, Ireland, Portugal, and Israel, 
and the eligible emerging markets universe included 
Brazil, Greece, Chile, China, Columbia, Czech, Hungary, 
Indonesia, India, Korea, Malaysia, Mexico, Philippines, 
Poland, Russia, South Africa, Taiwan, Thailand, and 
Turkey. Whether countries are categorized as developed 
or emerging markets generally follows MSCI and has 
changed over time.
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