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Market Review 

Taking care of a little house-cleaning, as discussed on last week’s Market Commentary, we 

bought 113 shares of Albemarle (ALB- $67.76) on Wednesday for Buckingham Portfolio at 

$70.378. We are also in the process of posting updated Target Prices for all of our newsletter 

holdings to our website, theprudentspeculator.com. 

Your editor was in Sin City early last week speaking at the Las Vegas MoneyShow. My Keynote 

Address, Myth Debunking: The Financial Press Can be Hazardous to Your Wealth, was 

delivered Monday afternoon, with the subject matter very apropos after stocks went into a 

tailspin that day that saw the Dow Jones Industrial Average plummet 617 points. Not 

surprisingly, the media was quick to offer headlines like this one from CNN.com, “U.S. stocks 

have their worst day in months as trade war with China escalates.” 

To be sure, the downturn was very much news worth reporting, but what was generally left out 

of the sensationalistic Breaking News was the fact that we endured a bigger daily drop in January 

(the Dow tumbled 660 points, or 2.83%, on 1.3.19). And, missing was that 617 Dow points 

works out to 2.38% and that the index has had one-day stumbles greater than Monday’s 

magnitude 493 other times going back to the 1920s. 
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This is not to say that the plunge was not disconcerting, but the downturn, for the S&P 500 

anyway, during the current trade-related pullback has not even hit 5% on a closing basis. 

Obviously, the selling could become worse, but we note that 5% drops take place more than 

twice a year on average and 10% corrections happen more than once per year on average, so 

nothing that we have been seeing of late is unusual. 



 

True, the tailspin over the last two weeks has not impacted all stocks evenly, as China’s 

somewhat measured $60 billion in retaliatory tariffs, along with steps taken by the White House 

to ban Huawei from installing foreign-made equipment that “could pose a threat to national 

security,” hit agricultural-related companies, multi-national business operating in the Middle 

Kingdom and technology suppliers to the Chinese telecom giant especially hard. 



 

Of course, we think that that the near-term punishment inflicted on many of these names has 

been overdone and that long-term-oriented investors will be rewarded in the fullness of time for 

sticking with or adding these stocks in their broadly diversified portfolios. Certainly, we respect 

that the short run is likely to remain turbulent, but we believe that eventually a trade deal will be 

reached with China, while corporations have long proved very resilient in navigating the twists 

and turns of operating businesses on a global basis. 

And, the forward-looking flurry of economic numbers out last week suggested that there has 

been minimal impact thus far from the trade battle, whether the stats were focused on the outlook 

for manufacturing,… 



 

…or the confidence of businesses and consumers. 



 

True, not all economic data points over the past few days were terrific,… 



 

…but there also was positive news on housing and jobs,… 



 

….while the important Index of Leading Economic Indicators from the Conference Board 

continued to suggest that a near-term contraction is not in the cards. 



 

Come what may on the trade front (we note that the White House on Friday postponed proposed 

tariffs on imported automobiles and auto parts for six months and reached an agreement to 

exempt Canada and Mexico from tariffs on steel and aluminum that were imposed last year), we 

continue to think that corporate profits will grow this year and next,… 



 

…and that dividend payouts will continue to rise,… 



 

…making stocks very competitive in the current low interest rate environment. 



 

And, adding to our near-term enthusiasm is the fact that last week’s downturn saw a major 

reversal (a good thing from a contrarian standpoint) in Main Street investor sentiment toward 

equities,… 



 

…though we concede that folks actually have had little interest in buying stocks for quite some 

time. 



 

One wonders where stock prices would be if investors were not so infatuated with bonds. Or, 

viewed another way, there would appear to be plenty of dollars parked in low-yielding 

instruments that could provide fuel for a significant advance in equities if fund flows ever started 

to shift. 

Stock Updates  

Keeping in mind that all stocks are rated as “Buy” until such time as they are a “Sell,” while a 

listing of all current recommendations is available for download via the following link: 

https://theprudentspeculator.com/dashboard/, Chris Quigley and Jason Clark offer updates on 5 

of our companies that had news last week that was of sufficient importance to trigger a review of 

their respective Target Prices. 

We finally received detailed financial information from Takeda Pharmaceuticals (TAK – 

$17.47), which recently acquired our stake in biotech giant Shire PLC for cash and stock. Takeda 

reported Q4 2019 results and offered guidance that included the Shire contribution for the first 

time. TAK lost an adjusted $0.17 per share in Q4 with revenue of $6.5 billion. For fiscal 2020, 

TAK expects revenue of $30.2 billion and a GAAP loss per share of $1.13, most of which is due 

to Shire integration costs. 
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Takeda CEO Christophe Weber stated, “Fiscal 2018 was an important year in the history of 

Takeda as we completed the acquisition of Shire to create a competitive, values-based, R&D-

driven global biopharmaceutical leader. I am delighted to say that throughout the year, while we 

have focused on planning and executing the integration, we have also maintained strong business 

momentum, as demonstrated by our excellent financial results…The integration of Shire is 

progressing as planned, aligned with Takeda’s values and culture. We have also identified 

opportunities to realize greater cost synergies, and already have made progress on our divestment 

strategy for non-core assets…Looking ahead, I believe we have a strong and resilient foundation 

for the future growth of the business. We are focused on our five key business areas of GI, Rare 

Diseases, Plasma-Derived Therapies, Oncology and Neuroscience, and our revenue over the 

medium term will be driven by a balanced portfolio including 14 global brands. Our innovative 

pipeline is also delivering, as shown by the 15 clinical stage-ups over the past year, and we are 

committed to executing towards our margin expansion and deleveraging targets. With our 

business area focus, R&D engine, and financial strength, Takeda is well positioned to deliver 

long-term value to patients and our shareholders.” 

Andrew Plump, Takeda Chief Medical and Scientific Officer added, “We had a very strong 

2018. Our pipeline is now prioritized post-Shire acquisition. It’s highly aligned with our 

therapeutic area strategy. It’s modality diverse, and importantly, it’s highly innovative. We 

believe in this pipeline, and it’s very exciting. We have key data readouts, some of which I’ll 

explain over the next six to 18 months that really will define the future of this pipeline. I’ll 

mention one interesting statistic, which is that, if you look at the new molecular entities in the 

pipeline, there are 40. We have 40 individual therapies across Phase 1 to Phase 3. 18 of those 40 

are new since April of 2018. 18 new entries; nine from our acquisition of Shire, seven in rare 

diseases, and two in GI; and nine that have come into Phase 1 as part of our transformed research 

model, highly modality diverse, highly based on strong partnerships and also highly innovative.” 

Finally, CFO Costa Saroukos provided more color on the outlook, “Our guidance for fiscal year 

2019 reflects a significant impact from Loss of Exclusivity, without which the top-line would be 

growing by ~6-7 percentage points, driven by continued volume expansion of key products such 

as ENTYVIO, TAKHZYRO, NINLARO, and our Immunoglobulin franchise. We expect our 

Underlying Core Earnings margin to reach the mid-twenties in fiscal 2019, and we are targeting 

Underlying Core Earnings margin in the mid-thirties in the medium term, driven by continued 

Opex efficiencies and relentless execution against our cost synergy targets. After closing the 

Shire acquisition we conducted a deep-dive, bottoms-up review of the synergy opportunities, and 

I am pleased to say we are raising our cost synergy target from $1.4 billion to approximately $2 

billion in annual recurring savings by the end of fiscal 2021…In addition to margin 

improvement, we also are committed to rapid deleveraging towards our target net debt / adjusted 

EBITDA ratio of 2.0x in 3 to 5 years. This will be driven by strong cash flow, and accelerated 

deleverage from our divestitures such as the recently announced agreements to sell XIIDRA and 

TACHOSIL. In addition, we will continue to make focused investments in the business to 

support our growth drivers, and intend to maintain our well-established dividend policy of 180 

yen per share annually.” 

While deal synergies are expected to save about $2 billion, management said those synergies are 

coming at a cost of around $3 billion. Of course, that’s bad math if it happens repeatedly, but the 



company said it had expected significant integration costs given Shire’s global footprint and 

regulatory complexities. Analysts expect a TAK loss per share of around $0.37 per share in fiscal 

2020, with a return to profitability in 2021 and 2022 ($0.79 and $1.36 in EPS, respectively). 

While the quarter’s results offered some more detail on the financials, we don’t yet feel 

comfortable enough to decide on bringing our small position up to a more normal weight nor are 

we ready to close it entirely, though it could be a source of funds for another health care or other 

sector purchase. At this point, we think that TAK shares have potential to rise given that the 

integration costs can come in light and/or therapies in the pipeline find more success than 

expected, and that the downside is somewhat limited after the 7% fall as a result of the Q4 

numbers. As for the financial health of TAK, debt has swelled to more than $52 billion (from 

around $10 billion a year ago) as a result of the acquisition, while there is only $6.5 billion of 

cash to offset. TAK shares yield 3.5% and at present, we have established a tentative Target 

Price of $22. 

Insurer and financial services firm Allianz SE (AZSEY – $22.75) earned $0.53 per share in 

fiscal Q1 2019 (vs. $0.47 est.). AZSEY had revenue of $45.7 billion (vs. $42.3 billion est.). 

Shares rose 1.2% on the day following the announcement and posted nice gains over an 

otherwise not-so-grand week. Allianz’s revenue grew 9.1% in euro terms year-over-year, while 

operating profit rose 7.5% year-over-year, boosted by strong premium growth in the Property-

Casualty business and lower natural catastrophe claims. The Life/Health segment had a lower 

margin that was more than offset by higher loadings, fees and favorable true-ups. 

“Allianz achieved strong results in the first quarter putting the group on track to meet its 2019 

full-year targets,” said Oliver Bäte, CEO of Allianz. “Our customers continue to seek quality and 

service, both of which we are consistently focusing on. Despite economic and political volatility, 

we are very well positioned to further develop our franchise.” 

CFO Giulio Terzariol added, “I am pleased by the healthy revenue growth of the Property-

Casualty business segment in the quarter, which reflects the good positioning of our global 

franchise. The strong combined ratio is well supported by our ongoing efforts to improve 

productivity. Growth in our Life and Health business was excellent and with continued strong 

new business margins. Increasing value of new business and operating profit show that we are on 

track to meet our full-year targets.” 



 

We continue to believe that a strong balance sheet and cash generation ability give AZSEY the 

opportunity to make acquisitions, buy back shares and hike the dividend from the current $0.74 

net per share. In addition, the company has a diversified global income stream (including bond 

manager PIMCO) and diligent management team, while we think that the high-quality shares are 

very inexpensive, trading for just under 11 times estimated earnings and yielding 3.5%. Our 

Target Price has been inched up to $30. 

Communications equipment firm Cisco Systems (CSCO – $56.35) earned $0.78 per share in 

fiscal Q3 2019 (vs. $0.78 est.). CSCO had revenue of $13.0 billion, versus the $12.9 billion 

estimate. Since the release, shares have risen more than 7%, propelled by CSCO’s comments that 

it is taking steps to avoid being harmed by the growing U.S.-China trade skirmish. 

CEO Chuck Robbins said, “We had basically three phases to our [tariff] strategy. The first was, 

we would continue to dialog with the administration to make sure they understand the impact. 

The second is we’ll continue to do what we’ve always done, which is optimize our supply chain, 

which we’ve been doing for last 20 years. And then the third is we would make pricing 

adjustments where necessary, if needed. . And so last week when we saw the indication that the 

tariffs are going to move to 25% on Friday morning. The team has kicked in and we actually 

have executed completely on everything that we need to do, to deal with the tariffs. We are 

operationally — all that we need to do is now behind us. And we see very minimal impact at this 



point based on all the great work the teams have done and it is absolutely baked into our guide 

going forward.” 

Mr. Robbins said of Q3, “We had another strong quarter of performance across the business, 

demonstrating our ability to execute despite the ongoing uncertainty in both the macro and 

geopolitical environments. Technology continues to be at the heart of our customer strategy and 

now more than ever, our market-leading portfolio and differentiated innovation is resonating 

with them, as they transform their IT infrastructure. New technologies like cloud, AI, IoT, 5G 

and WiFi 6, among others, are coming together to revolutionize the way we operate our 

businesses and deliver new experiences for our customers and teams.” 

CFO Kelly Kramer offered the outlook for fiscal Q4, which was in line with analyst 

expectations, “This guidance includes the type of forward-looking information that Marilyn 

referred to earlier. Note that we have normalized our fourth quarter guidance to exclude the 

SPVSS business for Q4 of fiscal ’18 which we divested on October 28th, 2018. We have 

provided historical financial information for the SPVSS business in the slides that accompany 

this call. We expect revenue growth in the range of 4.5% to 6.5% year-over-year. We anticipate 

the non-GAAP gross margin rate to be in the range of 64% to 65%, the non-GAAP operating 

margin rate is expected to be in the range of 31% to 32% and the non-GAAP tax provision rate is 

expected to be 19%. Non-GAAP earnings per share is expected to range from $0.80 to $0.82.” 

Cisco shares are trading near levels not seen since the early 2000’s, which is part of the reason 

that we took some of our money off the table last month. Still, we continue to hold a sizable 

position as we believe the market’s recognition of the stock is evidence that the company’s long 

and difficult transition is working. CSCO has beaten adjusted EPS expectations every quarter 

since our Bloomberg data starts in 2008, while the GAAP EPS beat percentage is closer to 60%. 

Over the past four quarters, however, CSCO has exceeded GAAP estimates three of four times, 

and had positive day-after returns all four times. We note this because it’s our view that CSCO is 

depending less on financial engineering to beat analyst expectations (and thereby juice returns), 

and instead has fundamentally improved its business over the last few years. 



 

CSCO repurchased $6 billion of shares and returned $1.5 billion to shareholders via dividends in 

the quarter. We think the company’s challenging transformation has put it on a path to long-term 

success, and shareholders are beginning to see the benefits of those efforts. We continue to like 

the strong balance sheet with about $2.50 per share in net cash and believe that the stock still 

trades at a decent discount with a forward 12-month P/E ratio of 17.1 and a 2.5% dividend yield. 

Our Target Price has been hiked to $63. 

Discount retailer Walmart (WMT – $101.42) posted earnings per share of $1.13, versus the 

$1.02 estimate, in fiscal Q1 2020. WMT had sales of $123.9 billion (vs. $124.9 billion est.). 

Shares moved up 1.4% following the announcement. Walmart had comp-store sales growth of 

3.4% and operating income rose 5.5%, while eCommerce sales grew 37%, propelled by online 

grocery, home and fashion category sales. 

“We’re changing to enable more innovation, speed and productivity, and we’re seeing it in our 

results. We’re especially pleased with the combination of comparable sales growth from stores 

and eCommerce in the U.S. Our team is demonstrating an ability to serve customers today while 

building new capabilities for the future, and I want to thank our associates for a strong start to the 

year,” commented CEO Doug McMillon via press release. 



Walmart continues to fight a good fight against Amazon, announcing free next-day delivery (it 

will be rolled out over the course of 2019, and will be available to 75% of the U.S. population by 

December), boosting rewards and PTO for associates across the country, launching 

Walmartpetrx.com (an online pet pharmacy) and introducing co-branded products (including an 

exclusive line of denim with Sofia Vergara, Hello Bello brand in the Baby category with Kristen 

Bell and Dax Shepard and Flower brand in the Home category with Drew Barrymore). 

We know that WMT’s competitive landscape will only get more intense versus rivals Amazon, 

Target (TGT – $70.89) and numerous other players that will crop up. Still, we continue to think 

that the steps the company has taken over the last few years to transform itself has it on the right 

track for long-term success. We continue to like that WMT generates strong free cash flow and 

remains committed to returning capital to shareholders via buybacks and dividends (the stock 

yields 2.1%). Our Target Price has been bumped up to $114. 

Agricultural and farm machinery firm Deere & Co. (DE – $136.90) earned $3.52 per share in 

Q2 2019 (vs. $3.62 est.). DE had sales of $10.3 billion (vs. $10.2 billion est.). Shares fell 7.6% 

on Friday after the release and more than 13% for the week, on renewed concerns about the trade 

skirmish with China and as investors expressed their displeasure with the company’s EPS miss 

and full-year guidance cut. Deere’s operating profit was adversely impacted by production costs, 

warranty costs, product mix and R&D costs, while price realization and shipment volumes 

helped offset some of the headwinds. Although the Ag & Turf industry outlooks remained 

unchanged, DE trimmed its fiscal 2019 net income estimate to $3.3 billion from $3.6 billion, 

while revenue is expected to rise 4% for the year compared to 2018 (the previous estimate was 

3% growth). 

“Despite high production levels forecasted for the ’19 and ’20 season, corn’s global stocks-to-use 

ratio is expected to decline, in response to record consumption outpacing supply. Conversely, 

wheat’s stock-to-use ratio is projected to increase in ’19 and ’20 due to a sharp production 

recovery from last year’s drought-stricken regions such as Europe and Australia. Meanwhile, 

soybeans’ stock-to-use ratio is forecasted to remain at elevated levels through the 19/20 

marketing year, in response to higher than expected yields in the U.S. and the ongoing trade 

dispute between the U.S. and China. The inventory increase is further compounded by 

uncertainty for near-term global demand, as the African swine fever has significantly diminished 

the herd size in China,” explained Cory Reed, President of the Worldwide Ag & Turf division. 

“Fiscal year 2019 sales of worldwide agriculture and turf equipment are now forecasted to be up 

approximately 2%, which includes a negative currency impact of about 3 points. The reduction 

from previous guidance relates to recent softness in the North American large Ag and dairy 

markets, as well as our decision to under produce retail for the remainder of the year. 

Furthermore, we are reducing our full year operating margin forecasts from 12% to 11% to 

reflect unfavorable movements in volume and mix, as well as the impact of lower production 

schedules. Also, the unfavorable impact of currency is over a point,” Mr. Reed continued. 

While DE continues to fight against the right to repair movement by invoking the DMCA 

(Digital Millennium Copyright Act), Mr. Reed offered an unprompted rebuttal seemingly aimed 

at the farmers who are lobbying for the right to repair the tractors and equipment they bought, 



“Our first guiding principle is that customers control their data, while Deere provides the most 

secure means to protect their privacy. That said, customers do not farm alone and often employ 

trusted advisors as an integral part of their operation and the decisions they make. John Deere 

operation center gives customers the control to grant access to whomever they choose providing 

secure collaboration environment for farmers. Regarding customer choice, the operation center 

maintains over 115 connected third-party providers and provides unparalleled access to the 

industry leaders. From aerial image services to farm profitability providers, these connected 

partners make our digital platform more valuable and easier to use for customers. Lastly, John 

Deere has a history of leading the industry in machine, in technology compatibility, thus 

ensuring that our equipment works well in multi-colored fleets.” 

We aren’t sure how the battle will play out in the long run (DE settled with the California Farm 

Bureau in late 2018, but many farmers were left unsatisfied), though we do have concerns that 

shutting farmers out of tinkering will result in lost revenue for the company as farmers renew and 

replace their fleets. And we were again disappointed with the Q2 results, though the U.S.-China 

trade issues are out of the company’s control. Looking past the near-term headwinds, we remain 

optimistic about the long-term potential of global agriculture in general as the decline of 

worldwide arable land and population growth should force farmers to be more productive and 

should continue to drive demand for more efficient farming. That said, while we think that Deere 

will benefit from continued global demand, we will be paying very close attention to input costs, 

trade conflict impact and regional demand changes. Shares yield 2.3%. Our Target Price for DE 

has been trimmed to $182. 

 


