
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2. Market Risk. Consider the market holistically. We 
rudimentarily consider investment risk as the probability of 
financial gain or loss, and we measure such using one of several 
fundamental measures of basic statistics. To measure risk, we 
use beta coefficients, Sharpe ratio, standard deviation, rate of 
return, volatility, value-at-risk, Sortino ratio, Treynor ratio, 
Monte Carlo, and others depending on the situation. We use 
these measures for individual stocks, or assets, generally, not for 
constants. For example, we set beta, or risk, for the S&P 500 
Index as the constant, at 1.0, and while such is not true when 
calculating the actual slope of the line for the Index, we 
nonetheless consider it as such so we can have a variable by 
which to compare all stocks. In so doing, we are basically 
norming the volatility in all stock output, such as one would do 
in a norm-referenced assessment. Beta coefficients below 1.0 
are considered less risky investments than those coefficients 
that are greater than 1.0, which are considered more risky 
investments. Of course, such leads to the assumption that the 
market holistically complies with the efficient market 
hypothesis, that being that share prices reflect all known and 
unknown data, trade at their fair values, and their projections 
are impossible—a hypothesis we at Xicon Economics disagree. 
But we will save that topic for discussion elsewhere as the 
mathematics become rather arduous. 
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1. The Basics. Representing approximately 80 percent of total 
market capitalization in the US, the S&P 500 Index includes 500 
of the largest publicly traded corporations. The Index covers 11 
major market sectors and includes well-known companies such 
as Amazon, Google, Exxon Mobil, Duke Energy, and DuPont, but 
the Index also includes lesser-known companies such as 
Activision, Salesforce, Prologis, and many others. The Index has 
argumentatively weathered most types of storms associated with 
economic, political, and social situations considered possible 
over the decades. Subsequently, today the Index serves as a 
relatively strong predictor of financial stability, especially when 
expressed in terms of volatility, and moreover, risk.  

In lay terms, the S&P 500 is considered the constant in the mix of 
madness we call the market; it knows all, and when used 
correctly, tells all, or so we tend to think. The Index is the holy 
grail of “all things investment;” again, or so we treat it. But our 
attitude toward the Index remains in check only when it remains 
whole, that is, when we view the Index holistically, for the Index 
is likened to a well-oiled machine; the pieces and the parts make 
up the whole. Such is the case in many walks of life, even in soft 
constructs such as organizational theory; the pieces and the parts 
make the whole, and when even a single piece goes amiss, a 
different whole is delivered. In investment economics, when 
volatility in Exxon Mobil drastically increases, investment risk 
likely increases, not only in the energy sector, but in other players 
intertwined within the energy sector. And such changes impact 
the market, which, in turn, impact economies, be them local, 
state, national, or international. And the impacts can have 
beneficial outcomes—or catastrophic consequences—but in any 
event, impacts rarely come without consequences in some form.   

 

Sector Risk 

Xicon Economics developed mathematical models to 
forecast market conditions and investment return for a 
highly contentious multi-billion-dollar initiative. Their work 
is highly complex and very important in our decision to 
implement this financial undertaking. 
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3. Sector Risk. Now, consider each sector of the market. In our 
case, we will combine the consumer staples sector and consumer 
discretionary sector into a single sector and refer to it as 
consumer goods, creating 10 sectors as opposed to the normal 
11 sectors. Using pricing data from the S&P 500 Index over the 
last five years, we calculated risk across the remaining 10 sectors 
of the market; of course, we maintain such at the market level, 
sector level, and stock level at our ready as components to our 
investment decision processes. Considering only current beta 
coefficients and prior 36 month returns as means of reviewing 
sector risk, review each sector below.     
 

4. Using Risk. Risk is a necessary evil in financial economics, 
especially as it relates to investment. But risk is neither good nor 
bad; rather, risk is indifferent. It is our interpretation and 
accommodating need associated with that risk that matters. 
Depending on our circumstances, we may want risk to be low—
or high. Regardless, to increase return on financial investments, 
we must become comfortable with risk. 
 
In the case presented herein, we are considering beta and return 
both as a form of risk. In fact, we have deliberately omitted one 
step when considering individual sectors as investment streams, 
that of investigating the economies these sectors serve; it is 
crucial that variables such as GDP, unemployment, and other 
variables serving as indicators of economic output be 
investigated (Perhaps we can review this topic later). That said, 
we need to consider beta and ROI collectively, rather than 
independently so some form of synthesis can be made.  
 
As another example, it is not unrealistic to find a sector with a 
beta coefficient of, say, 0.92 underperforming the market with, 
say, a 3.2 percent return while the market is returning 11.4 
percent. As a real example, consider the financial sector in the 
table to the left. The financial sector is only slightly riskier than 
the market, with a risk coefficient at 1.17, yet the sector is only 
yielding a 7.5 percent return, a much lower return than the 
market. This initially presents mixed opinions regarding whether 
to invest. When dilemmas such as this present, remember how 
our measures of risk were determined, as well as what they 
mean. Here ROIs are not really measures of volatility, per se; 
rather, they are measures of sector change (dy/dx) against market 
change. Technically, slope is a scalar quantity that we prefer 
expressed as a vector quantity, with both magnitude and 
direction. That said, beta and ROI sometimes present more 
questions than answers. Merely outperforming the market does 
not necessarily mean a sector is outright riskier, but we often 
consider it as such in investments. Hence, we must combine 
various measures of risk outside of only reviewing beta and ROI. 
 
Robin H Barber, MBA, CPA serves as Partner and Chief Financial Officer 
of Xicon Economics. She has provided advisory, consulting, and 
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portfolio development, and financial management of large capital 
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programs, homogeneous captive worker’s compensation plans, self-
insured health plans, and other fund-related streams for controlled 
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Xicon Economics provides investment research, financial and 
investment advisory, and asset management for corporations and 
investors. We conduct scientific and applied research coupled with 
advanced statistical and econometric analyses and modeling to render 
complex financial and economic decisions to ensure investments are 
realized. We concentrate our practice on increasing output on hedge 
funds and alternative investments. Additional information regarding 
Xicon Economics can be found at www.xiconeconomics.com. 
 
 
 

Current Sector Risk
Sector Beta Risk Risk Level 36 Month ROI
Communications 0.88 -0.12 Moderate -8.9%
Consumer Goods 0.89 -0.11 Moderate 11.5%
Energy 1.43 0.43 High 24.4%
Financials 1.17 0.17 High 7.5%
Health Care 0.65 -0.35 Moderate 15.8%
Industrials 1.08 0.08 Moderate 3.5%
Information Technology 1.13 0.13 Moderate 9.9%
Materials 1.07 0.07 Moderate 12.4%
Real Estate 0.84 -0.16 Moderate 3.3%
Utilities 0.57 -0.43 Moderate -1.3%
Note: No asset herein is allowed to score lower than Moderate Risk.

Over the past 36 months, the energy sector has yielded the 
highest return, at 24.4 percent, while the communications sector 
has yielded the lowest return (-8.9%). The healthcare sector and 
materials sector have yielded returns of 15.8 percent and 12.4 
percent, respectively; and surprisingly, the real estate sector has 
experienced returns of only 3.3 percent over the last 36 months. 
Return for the communications sector has yielded the poorest, at 
-8.9 percent.   
 
From more of a risk perspective, the energy sector is currently 
the riskiest sector (β=1.43), and the utilities sector is currently the 
“least risky” sector (β=0.57). Risk in the financial sector is 17 
percent riskier than the market, and the information technology 
sector follows as the third riskiest sector, with a beta coefficient 
of 1.13 and subsequent moderate risk level.  
 
Though we have little data through which to make investment 
decisions here, we can make very preliminary investment 
decisions, such as gaining a fundamental idea regarding which 
markets we may need to investigate further, as well as which 
sectors we may need to avoid altogether. Sectors and assets 
performing with low beta coefficients may be considered as risky 
as sectors and assets having high beta coefficients. As one 
example, a sector with a higher risk coefficient may still 
underperform in terms of return through higher gains that 
drastically decrease due to high negative volatility. So, the higher 
the risk does not always mandate “the higher the reward.”  
 
Consider the energy sector. If the sector maintained a high beta 
coefficient of say, 1.61, we should expect our investment to 
perform well in the sector financially, or conversely, perform 
poorly. At either extreme, such an investment may be likened to 
a “go for broke” strategy only for adventure seekers, especially 
when using one or two measures alone to render decisions. 
Subsequently, caution must always be exerted when considering 
investments.   
 


