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Market Review 

We hope that all our readers had a terrific 4th of July holiday. After little in the way of any 

shakers for the better part of two decades, the AFAM folks in Southern California endured a 

couple of temblors, with your Editor engrossed in Act 1 of Mamma Mia at the Laguna Playhouse 

on Friday night when the 7.1 tremor hit. Not surprisingly, we suppose, given the tourists who 

flock to Laguna in the summer, more than a few folks headed for the exits, despite relatively 

modest rolling, due to our 150-mile distance from the epicenter. Believe it or not, the cast 

finished their acrobatic number, before the curtain came down for “technical difficulties.” 

Twenty minutes later, cocktails in hand for some of those who had fled, the show resumed with 

only a handful of empty seats. 

Of course, while we respect that the “Big One” could hit California at any time and those near 

Ridgecrest had very frightening experiences worthy of national attention, it was fascinating to 

see the major media outlets shout the Breaking News that a major earthquake had rattled 

Southern California, when the extent of the damage in the LA Basin was essentially limited to 

water sloshing around in a swimming pool and a bouncing camera shot at Dodger Stadium while 

the baseball game continued as if nothing had happened. The scary headlines naturally prompted 

concerned calls and texts from friends and family members outside of the Los Angeles area, even 

as all of us involved with The Prudent Speculator were no worse for the wear. 

That said, the experience did offer another example of the difficulties we face these days in 

dealing with the sensationalism of the press, and why we always advocate taking what one hears 

from the media with more than a few grains of salt,… 



 

…as acting on disconcerting news stories can be hazardous to one’s wealth! 



 

Independence Week saw a continuation of the June rebound, with gains in excess of 1% for 

nearly all the major equity market averages, save for the Russell 2000 small-cap index, which 

managed a 0.59% advance. The latter, we might argue, is somewhat surprising in that the 

outlook for the domestic economy, on which many smaller companies rely, seemed to improve 

last week, at least with Friday’s release of a much-better-than-expected increase in non-farm 

payrolls. 



 

Of course, the labor market has been healthy for quite some time,… 



 

…and other stats out last week were somewhat mixed, with a better-than-forecast reading on the 

health of the factory sector,… 



 

…and a worse-than-projected tally on the state of the service sector. 



 

To be sure, none of the numbers altered the outlook for modest GDP growth (yes, growth) over 

the balance of the year,… 



 

…though some were seemingly disappointed that the generally solid economic data might lessen 

the Federal Reserve’s resolve to significantly reduce interest rates over the balance of 2019 and 

into 2020. 



 

Indeed, U.S. equities sold off early on Friday, following the very good employment situation 

report, with some traders subscribing to the view that good news is bad news. Stocks did rebound 

to close near breakeven by the close as one would think that common sense prevailed, especially 

given that a healthier economy should be a positive for corporate profits. 



 

To be sure, a rosier economic view generally does not help the bond market, and the yield on the 

10-Year U.S. Treasury jumped 8 basis points on Friday from 1.95% to close at 2.03%. In terms 

of the price of the benchmark government bond, the single day loss was 0.74%, a sizable level of 

red ink when one considers that the 10-Year was yielding less than 2.0% (200 basis points)…on 

an annual basis. No doubt, bond market volatility pales in comparison to that of the equity 

markets, but Friday’s big move shows that hefty losses can occur in the supposedly safe credit 

markets, an occurrence for which we do not think the masses who have shoveled money into 

fixed income are prepared. 



 

And, we remain perplexed by the enthusiasm for Treasuries, given how appealing stocks are 

today from an income perspective. 



 

Certainly, we understand that stocks are a far riskier (assuming volatility is one’s measure of 

risk) asset class than government bonds, but there really is little incentive for those who share 

our long-term time horizon to favor fixed income when interest rates are so low. 



 

Of course, the above does not mean we are not braced for downside volatility as stock prices will 

always gyrate up and down (and the equity futures on Sunday evening were pointing to a lower 

opening to trading this week), especially as geopolitical events now more than ever drive short-

term market moves. Further, we are about to head into Q2 earnings reporting season, so we 

expect plenty of big individual stock reactions. But, with the economy likely to muddle along, 

corporate profits expected to remain healthy, the Federal Reserve looking like it will remain very 

accommodative and interest rates continuing to reside near historic lows, we are still optimistic 

about the long-term prospects of our broadly diversified portfolios of what we believe to be 

undervalued stocks. 

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 offers an update on one of our 

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

Target Price, while we also detail the favorable outcomes of the Federal Reserve’s bank Stress 

Tests. 

https://theprudentspeculator.com/dashboard/
https://theprudentspeculator.com/dashboard/


Late on Tuesday, news broke from the Financial Times that Broadcom was in “advanced” talks 

to purchase Symantec (SYMC – $25.00). The news sent SYMC shares soaring more than 13% 

in trading on Wednesday, yet there has been no official confirmation or denial from either 

company on the topic, perhaps a result of the holiday week in the United States. 

This isn’t our first go-round with Broadcom CEO Hock Tan, a shrewd negotiator and master of 

efficiency, who has been on an acquisition binge. Of course, Mr. Tan is not wild about paying a 

hefty premium, as he scooped up our CA Inc. below our long-term Target Price, made a pass a 

Qualcomm that was blocked by the Trump administration (also below our published Target 

Price) and last week’s SYMC rumors put the purchase price well below our estimate of fair 

value. Of course, we value companies for their long-term capital appreciation potential (usually 3 

to 5 years), whereas any offer Broadcom might make is in “right now” dollars. Thus, it’s fully 

possible that a good offer and our feeling that a deal could fall apart (like QCOM) could result in 

us bowing out early. 

As this weekly epistle was going press, Bloomberg was reporting that Broadcom had secured 

financing and identified some $1.5 billion in cost savings for the acquisition of Symantec in an 

all-cash deal that could be worth more than $22 billion including debt. With short- and long-term 

debt totaling around $4.5 billion, SYMC stockholders might receive $17.5 billion, or something 

on the order of $27.75 per share in cash. 

No doubt, there is plenty of ball left to be played, but for now, we are holding on to our SYMC 

shares, enthused by the recent addition of CEO Richard Hill, the inexpensive forward P/E 14.8 

and sizable Friday discount to our current $32 Target Price. 

We’ll close this missive with a chart of the actions that our seven large financial institutions are 

taking after passing the annual Federal Reserve Stress Tests at the end of June. Not surprisingly, 

we find all these stocks to be nicely undervalued, so we like that big buyback programs have 

been approved, while we are happy to see dividends increased at six of the seven! 



 

 


