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W
hile stock prices were volatile
in 1998—first up, then down,
then up again—the profit
trend was clearly one way:

down. Corporate profits dipped, rev-
enue growth slowed, and margins nar-
rowed. At the beginning of 1998, earn-
ings for the Standard & Poor’s 500

stocks were expected to rise 13%. The
latest guesstimate is that they’ll de-
cline 1.1%. 

Where do we go from here? Well,
earnings per share for the S&P 500 are
expected to increase 17.1% in 1999. But
remember, analysts are often far too
optimistic early in the year.

BUSINESS WEEK’s Investment Out-
look Scoreboard can help you make in-
formed choices in the new year. Stan-
dard & Poor’s Compustat provided the
historical data and performance ratios
for the 900 companies listed, while
I/B/E/S International Inc., a Primark
Corp. company, supplied the earnings
estimates and long-term earnings
growth info, based on its survey of
3,757 analysts. To start you off, we’ve
provided six tables that slice up the
data in some familiar and new ways.

Look in the Scoreboard for the
companies with the largest price in-
creases in 1998, and you’ll agree these
were great friends to have in your
portfolio. Dell Computer Corp. went
from 21 at the end of 1997 to 6013⁄16 at
the end of November, a 190% increase.
Even hotter was Yahoo! Inc., which
rocketed from 345⁄8 at the end of last
year to 192 on Nov. 30, up 455%. The
valuations for both companies are
clearly stratospheric, seemingly over-
valued by conventional standards. But
if past performance is any indication of
the future, they could still gain more
altitude in 1999.

Tech heavyweight Compaq Comput-
er Corp. shows up on the list of com-
panies expected to post big earnings-
per-share gains next year. Compaq’s
1998 earnings are projected to be 46¢ a
share, as expenses from its merger
with Digital Equipment Corp. eat up
profits. In 1999, analysts expect the
computer giant to recover to the tune
of $1.74 a share, a 278% jump. That
kind of earnings growth could well
boost the stock price.
KILLER COMBO. One way to zero in on
value stocks is to look for companies
with both a low price-earnings ratio
and a low price as a percentage of
book value. Companies that fit that de-
scription are often down on their luck.
This year, National Steel Corp. and
Case Corp. find themselves on this list
of the unloved. An influx of cheaper
foreign steel into U. S. markets and
the General Motors Corp. strike both
took their toll on National Steel, where
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U.S.  EARNINGS OUTLOOK
THE INVESTMENT SCOREBOARD

1998’S WINNERS...
EARNINGS CHANGE

FROM 1997

MISCELLANEOUS LEISURE 708%

HEALTH-CARE SERVICES 338

PAPER 268

PRINTING & ADVERTISING 232

INSTRUMENTS 163

APPAREL 162

AEROSPACE & DEFENSE 92

EATING PLACES 86

APPLIANCES 79

PAPER CONTAINERS 75

...AND LAGGARDS
EARNINGS CHANGE

FROM 1997

NONFERROUS METALS –65%

COAL, OIL & GAS –46

AUTO PARTS –39

RAILROADS –33

SEMICONDUCTORS –24

ENTERTAINMENT –23

STEEL –21

ELECTRICAL PRODUCTS –15

GAS UTILITIES –14

MEDICAL PRODUCTS –11

1999’S WINNERS...
EST. EARNINGS CHANGE

FROM 1998

AUTO PARTS 113%

MEDICAL PRODUCTS 97

COMPUTERS & PERIPHERALS 96

FOREST PRODUCTS 83

SEMICONDUCTORS 73

RAILROADS 68

ENTERTAINMENT 64

POLLUTION CONTROL 63

COAL, OIL & GAS 61

TELECOMMUNICATIONS 55

...AND LAGGARDS
EST. EARNINGS CHANGE

FROM 1998

PETROLEUM SERVICES –9%

STEEL –4

CONSTRUCTION & ENG. +2

CHEMICALS +5

TOBACCO +5

BUILDING MATERIALS +7

TIRE & RUBBER +7

TEXTILES +9

FINANCIAL SERVICES +9

ELECTRICAL UTILITIES +9

Because of losses in 1997, earnings gains or losses cannot be calculated on a
percentage basis for broadcasters, forest products, and pollution-control com-
panies. Because of estimated losses in 1998 and 1999, earnings gains or loss-
es cannot be calculated on a percentage basis for broadcasters.

DATA: I/B/E/S INTERNATIONAL INC., STANDARD & POOR’S COMPUSTAT

ON YOUR MARK,  
GET SET–CRUNCH
How to use the Scoreboard data and give yourself an edge
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nine-month sales were down 9% and
nine-month profits dropped 62%. Case,
a maker of construction and farm
equipment, has been hurt by soft over-
seas markets for its big-ticket items,
with nine-month profits down 8%. If
international economies recover, and
foreign pressures ease on each com-
pany, their respective stocks could
break out of their current doldrums.

One of the new factors this year is
the price-to-sales ratio, or PSR. Com-
panies with a low PSR are a lot like
companies with a low p-e; potentially
undervalued. But what if you were to

find a stock with both a low PSR and a
rising share price? James P. O’Shaugh-
nessy, fund manager and author of
What Works on Wall Street and How to
Retire Rich, notes: “Uniting the best
growth factor with the best value fac-
tor gives you an intriguing play. Why
buy just cheap stocks when you could
buy cheap stocks already on the
mend?” In the Scoreboard, trucking
company Landstar System Inc. and dis-
count retailer Ames Department Stores
Inc. both seem to fit the bill. Each has
a PSR of less than 0.5 (considerably un-
der the overall average of 1.7). Mean-

while, Landstar’s stock was up 55% in
1998, while Ames stock rose 36%,
meaning that both have been noticed.
Investors can only hope the trend will
continue.

Remember that the information in
the tables and the Scoreboard should
be the starting point of your research,
not the end of it. But analyze the num-
bers; while you might invest in a com-
pany that has a good story, it’s the
numbers that will ultimately determine
whether that story has a happy ending.

By Frederick F. Jespersen 
in New York

A M E N U O F  I NVE STM E NT O P P O RTU N ITI E S
If you analyze the data by certain criteria, some companies pop out. Be careful, though. Unusually

high or low percentages could also be a sign of trouble. This is just a starting point for further research.

DATA: AS OF NOV. 30, I/B/E/S INTERNATIONAL INC., STANDARD & POOR’S COMPUSTAT, A DIVISION OF THE McGRAW-HILL COMPANIES

LOW P-E RATIO, 
HIGH EARNINGS GROWTH

These companies have a low p-e ratio, and
1999 earnings are forecast to increase smartly

PERCENT CHANGE
EARNINGS

P-E RATIO 1998-99

COMPUCOM SYSTEMS 8.6 62%

NINE WEST GROUP 7.6 35

KAISER ALUMINUM 9.7 33

CELLSTAR 7.8 29

VENATOR GROUP 11.9 45

OAKWOOD HOMES 12.8 59

ORION CAPITAL 8.5 27

KAUFMAN & BROAD HOME 12.7 37

ADVANTA 0.8 20

STAFF LEASING 6.8 20

LOW PSR, 
BIG STOCK-PRICE INCREASE

Companies with both a low price-sales
ratio and a jump in stock price in 1998

PRICE PRICE-
CHANGE SALES

DEC. 31, 1997-NOV. 30, 1998 RATIO

BINDLEY WESTERN INDS. 67% 0.11

BERGEN BRUNSWIG 48 0.18

NVR 80 0.29

MUSICLAND STORES 132 0.33

INGRAM MICRO 46 0.28

MICRO WAREHOUSE 96 0.44

BROWN GROUP 35 0.21

LANDSTAR SYSTEM 55 0.33

AMES DEPT. STORES 36 0.23

SHOPKO STORES 47 0.32

CHEAP
STOCKS

Companies with both a low price-to-book
percentage and a low price-earnings ratio

PRICE AS 
PERCENT OF P-E
BOOK VALUE RATIO

NOVACARE 33% 3.7

NATIONAL STEEL 35 2.9

ADVANTA 49 0.8

VENCOR 35 5.2

AGCO 48 3.8

LTV 32 7.9

STANDARD COMMERCIAL 66 4.3

TERRA INDUSTRIES 51 6.9

CASE 76 5.0

ARKANSAS BEST 70 6.1

STOCKS WITH 
BIG PRICE INCREASES
The prices of these companies’
stocks jumped the most in 1998

PRICE CHANGE
DEC. 31, 1997 - NOV. 30, 1998

AMAZON.COM 537%

YAHOO! 455

AMERICA ONLINE 287

BEST BUY 213

DELL COMPUTER 190

EMC 164

MICRON ELECTRONICS 149

APPLE COMPUTER 143

MUSICLAND STORES 132

ASCEND COMMUNS. 129

THE “A” LIST
Companies with a market cap of above $5 billion and an A–
or better S&P Stock Ranking, where return on equity (ROE)

and estimated earnings growth are above the average and the
p-e to growth rate (PEG) is below the average

PRICE
MARKET CHANGE LONG-TERM S&P

VALUE 12/31/97- EARNINGS EQUITY
BILLIONS 11/30/98 ROE PEG GROWTH RANKING

MBNA $17.1 25% 33.7 1.1 20.0% A–

INTEL 179.4 53 25.7 1.4 20.0 A–

EQUIFAX 5.9 17 47.0 1.6 17.7 A–

SERVICEMASTER 6.4 10 20.3 1.9 17.3 A+

CARNIVAL 20.5 25 18.8 1.5 17.1 A

FREDDIE MAC 41.1 44 16.1 1.8 15.0 A+

NEWELL 7.2 4 22.7 1.4 15.0 A+

DAYTON HUDSON 19.8 33 17.4 1.5 15.0 A

STATE STREET 11.0 18 19.2 1.7 14.6 A+

SLM HOLDING 7.3 11 78.7 1.1 14.0 A

HIGH HOPES 
FOR EARNINGS

These companies’ earnings are fore-
cast to move ahead strongly in 1999

PERCENT CHANGE
1998-99

SPORTS AUTHORITY 611%

POLAROID 530

SAFETY-KLEEN 524

READER’S DIGEST ASSN. 381

MEDPARTNERS 380

NATIONAL FUEL GAS 284

COMPAQ COMPUTER 278

U.S. OFFICE PRODUCTS 273

MOTOROLA 260

VANSTAR 258


