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Market Review 

Happy Labor Day! Work is underway on the September edition of The Prudent Speculator. This 

month, we offer two first-time recommendations in the Industrials Sector, along with our regular 

Earnings Scorecard feature. If all goes according to plan, we expect to have TPS 635 ready to 

email by Wednesday afternoon, September 4. In the interim, we are in the process of posting to 

theprudentspeculator.com updated Target Prices for all 120 or so of our holdings. 

While August generally was miserable for the equity markets, the month ended on a high note 

with the Russell 3000 index rebounding 2.71% and the S&P 500 climbing 2.85% over the final 

five days of trading. As if often the case, the ride was anything but smooth as investors still had 

to contend with continued headwinds related to trade and the yield curve. 

http://theprudentspeculator.com/
http://theprudentspeculator.com/


 

‘Twas ever thus, as our founder Al Frank was fond of saying, given that equities have been 

overcoming adversity for decades. Of course, that does not mean that concerns are misguided, as 

we know that stocks have endured numerous setbacks over the years, while the latest escalation 

of the tariff battle with China went into effect on September 1. Still, we remain perplexed by all 

the hand-wringing related to the recent inversion of the U.S. Treasury yield curve,… 



 

…as it would seem that few have bothered to study market history related to the phenomenon. 



 

Obviously, there is no guarantee that Value stocks will rally and Growth stocks will fade over 

the next one, three and five years now that the 2-Year Treasury yields a smidge more than the 

10-Year, but we are not convinced that the inversion is a precursor to recession, especially given 

that U.S. GDP growth in the second quarter came in at 2.0%,… 



 

…and the latest economic data out last week on the health of the consumer was generally still 

positive,… 



 

…even as folks are not as confident about the go-forward as they had been in recent months. 



 

Still, the odds that the U.S. economy will soon enter recession, according to Bloomberg, remain 

at 35%. True, this is the highest level since the summer/fall of 2011, which actually would seem 

to be good news by our contrarian way of thinking,… 



 

…but the most recent outlook for domestic GDP growth from the Atlanta Fed presently stands at 

2.0%,… 



 

…while it seems very likely that the Federal Reserve will do what it can to stave off a protracted 

downturn in the economy via interest rate cuts. 



 

And, we continue to believe that low interest rates are a major positive for the long-term 

prospects for stocks. 



 

All that said, we concede that recessions are a normal part of the economic cycle, so our 

optimism is not predicated on the expansion continuing or taking renewed flight, but we like that 

the historical evidence argues for staying the course, especially in Value stocks, should an actual 

economic contraction occur. 



 

To be sure, anything can happen in the equity markets, and the dismal returns of the Great 

Depression and Great Recession are included in the table above, while September statistically 

has been the worst month of the year and the equity futures as of this writing are indicating 

stocks will struggle, at least initially, when the new trading week begins. However, we see no 

reason to alter our long-term enthusiasm for our broadly diversified portfolios of what we believe 

to be undervalued stocks, generally of dividend-paying companies, especially as the August 

swoon, despite the final-week rebound, has made valuation metrics less expensive and boosted 

yields. 

Stock Updates  

Chris Quigley and Jason Clark offer updates on more than a few of our companies that had news 

last week that was of sufficient importance to trigger a review of their Target Price. 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/. 

Luxury home goods retailer Williams-Sonoma (WSM – $65.80) earned $0.87 per share in fiscal 

Q2 2020 (vs. $0.83 est.). WSM had revenue of $1.37 billion, versus the $1.31 billion estimate. 

WSM also raised its full-year guidance, which now stands at $4.60 to $4.80 of EPS (vs. $4.55 to 
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$4.75 previously) and revenue between $5.74 billion and $5.90 billion (vs. $5.67 billion to $5.84 

billion previously). 

CEO Laura Alber stated, “We continue to deliver very strong results. In the second quarter, 

comp revenue growth accelerated to 6.5%, operating margin expanded 10 basis points and EPS 

grew double digits for the sixth consecutive quarter. The growth strategy that we outlined at the 

beginning of the year is driving results and giving us the competitive advantage to continue to 

outperform. West Elm, our biggest growth opportunity, continues to accelerate. The Pottery Barn 

brands have returned the strength, and our cross-brand initiatives, such as The Key and Business-

to-Business, are becoming more impactful levers of growth. We’re also improving the customer 

experience through innovation and experimentation, and we are seeing the results of this work-

fueled brand level performance across our portfolio. In addition, our data-driven performance 

marketing is producing outsized returns on our digital media investments. Our performance year-

to-date demonstrates that our initiatives are successfully driving consistent profitable growth 

across the business, and we are confident that we’ll build on our market share gains in the second 

half and longer term. As a result, we are raising our full year guidance for net revenues, comp 

revenue growth and EPS.” 

Ms. Alber offered comments on West Elm, “I would now like to discuss in more detail the 

underlying drivers of our second quarter performance across our brands, starting with the first 

pillar of our growth strategy and our biggest growth opportunity, West Elm. West Elm had an 

outstanding quarter, with comp growth accelerating to 17.5% on top of 9.5% last year. The brand 

is hyper focused on delivering on the promise of helping our customers elevate their everyday, 

combining industry-leading design value and the quality that comes from our vertically 

integrated model. In Q2, our West Elm results were driven by strong execution across all of our 

key growth strategies, accentuating our designs and value leadership, expansion into product 

white space, enhanced strategies to drive new customer acquisition and growth across all 

channels, including B2B.” 

Ms. Alber concluded, “As we look to the back half of the year, we are confident that our product 

and digital strategies, coupled with the strengths of our brands and cross-brand initiatives, will 

enable us to continue to outperform. I want to thank our team for their strong execution and 

relentless commitment to serving our customers.” 

We thought that the results and outlook were terrific, and after-hours trades right after the release 

reflected that view, with shares rising more than 5%. It was surprising, then, to watch WSM open 

on Thursday down more than 7%. Shares have climbed since, cutting the losses in half by the 

close on Friday, but the drop was astonishing in the first place, given that WSM came in with a 

trifecta: a top-line beat, a bottom-line beat and raised guidance. Negative analyst notes focused 

on Ms. Alber’s comments that the spat with China was a significant source of margin pressure, 

while almost totally ignoring a broadly strong quarter. 

In response to an analyst that asked about the effect of the tariffs, Ms. Alber replied, “Our 

guidance would have been higher is the short answer to that. So clearly, given the news that we 

got on Friday afternoon [about the new round of tariffs], it made us rethink about our guidance 

and the fact that we’re committed to absorbing the List 4 tariffs and the List 3 tariffs going from 



25% to 30%, now List 4 going to 15%, that made us rethink our guidance. But for those tariffs, it 

would have been much higher.” 

Shares of WSM have outpaced the broad-market S&P 500 this year by nearly double, which we 

think is reflective of the brand’s traction with consumers, along with budding partnerships, such 

as with Rent the Runway. We believe that WSM’s growing revenue and EPS should be 

interpreted positively, and the out-sized negativity related to the tariffs is undeserved. We were 

pleased to see another strong quarter for West Elm and think that WSM remains a compelling 

value proposition (with metrics like a 13.8 times forward P/E ratio, a 2.9% yield and a 0.9 times 

P/S ratio) with strong growth prospects. We continue to like WSM’s investments in technology, 

collaborations with other brands, in-store and in-home design consultations and sizable online 

presence. Our Target Price has been hiked to $84. 

Semiconductor firm Marvell Technology Group (MRVL – $23.97) reported earnings per share 

of $0.16, versus the $0.15 estimate, in fiscal Q2 2020. MRVL had sales of $656.6 million (vs. 

$652.0 million est.). Shares moved modestly lower on the news, as positive dynamics related to 

5G, data center and enterprise were offset by export restrictions on Chinese telecom giant 

Huawei. 

CEO Matt Murphy said, “In our networking business, revenue during the quarter was $330 

million, down 3% sequentially, with seasonal growth in Wi-Fi products more than offset by the 

U.S. government’s export restrictions on Huawei and the pause in demand from our base station 

OEMs as they transition from 4G to 5G. More importantly, I’m very pleased to report that strong 

execution by our engineering and operations teams, coupled with a very close relationship with 

our lead customer, is enabling us to launch our first 5G. In our automotive product line, as you 

may recall, earlier this year, we have announced design wins for 16 automotive OEMs spanning 

Europe, North America and Asia. We have now started the initial ramp of our gigabit Ethernet 

secure switches and PHYs at some of these OEMs for their upcoming model year 2020 rollouts 

and expect to grow more substantially next fiscal year when we ramp the remaining majority of 

these design wins in support of model year 2021 launches. These multiple design wins were 

secured across a variety of applications, including infotainment, ADAS, telematics, central 

gateway and body domain controllers.” 

Mr. Murphy continued, “In fiscal 2020, we expect an increase in demand for our storage 

controllers from the data center and enterprise markets, especially from high-capacity nearline 

drives, and some additional catching up in the SSD market from the undershipment in prior 

quarters. Demand for fiber channel adapters should also trend up in the third quarter. In contrast, 

demand for HDDs from PCs and gaming is expected to remain soft with sub-seasonal growth for 

this part of the fiscal year. As a result, we expect an approximate high single-digit sequential 

growth in our third quarter storage revenue. We remain in a very challenging macroeconomic 

environment, which has certainly worsened recently and has impacted our guidance for the third 

quarter, we continue to focus on things we can control. We’re winning new design, optimizing 

operating expenses, introducing new products on or ahead of schedule and expanding our 

product pipeline. It is particularly exciting to see the production of our first 5G products 

accelerated into the third quarter, faster than prior expectations. Of course, we expect our 5G 



business to ramp more substantially in the fourth quarter and well into our next fiscal year from 

dual 5G base station deployments in multiple geographies.” 

MRVL expects Q3 revenue around $660 million with adjusted EPS between $0.15 and $0.19. 

The gross margin is expected to be between 63% and 64%. The company’s Cavium integration 

has been swift, while the Huawei and China-related challenges are headwinds that are little fault 

of Marvell in our view. We think that our longer-term thesis remains intact, with plenty of upside 

for MRVL in a variety of different markets, including automotive, data center and 5G. Our 

Target Price for MRVL now stands at $27. 

Shares of Johnson & Johnson (JNJ – $128.36) initially rose and then retreated as the market 

digested news that the pharma giant was ordered to pay $572 million of the original $17 billion 

sought by the state of Oklahoma to settle cases related to the opioid epidemic that has ravaged 

the nation. At first, the lawsuit seemed like a major win for JNJ, which saw Judge Thad Balkman 

rule that JNJ had only caused a “temporary public nuisance” in the state. The penalty, then, was 

to be substantially lower than what the plaintiffs were aiming for. However, the case was no 

broad settlement and Oklahoma isn’t exactly a populous state, while shortly after the JNJ news 

was released, Purdue Pharma, the maker of OxyContin, announced an offer of $10 billion to $12 

billion to settle more than 2,000 lawsuits nationwide. 

It seems that the pressure is on all parties related to the opioid crisis, from the drugmakers to the 

distributors, pharmacies and physicians. And the importance of the Oklahoma verdict remains 

unclear, with some arguing that it sets a precedent for other states to fight their class-action 

lawsuits in court (rather than settle out of court) or file additional suits. 

Obviously, we aren’t sure of the magnitude of the financial toll that the settlements will have on 

drugmakers and distributors such as Cardinal Health (CAH – $43.13) or McKesson (MCK – 

$138.27). We think that for CAH and MCK in particular, the companies are highly discounted 

with costly settlements priced in, with the distinct possibility that the judgements or settlements 

come in much lighter than expected. There is the risk, though, that opioid-related class-action 

lawsuits could make the tobacco-related settlements of the 1990’s look small. We are keeping 

close watch on the companies and the developments of the suits. It also looks bad, in our view, 

that some of the related parties are actively settling cases that could balloon, such as MCK’s 

settlement with the state of West Virginia for $37 million in 2019 and with the DEA for $150 

million in 2017. Our Target Price for JNJ is $145, while CAH’s is $71 and MCK’s is $188. 

Two of our healthcare holdings were in the news last week, Amgen (AMGN – $208.62) and 

Bristol-Myers Squibb (BMY – $48.07). BMY is working to close its $74 billion purchase of 

biotech firm Celgene. As part of that process, it was announced that Amgen will buy Celgene’s 

psoriasis drug Otezla for $13.4 billion in cash, seemingly clearing the way for BMY to get the 

Celgene deal done by the end of the year. 

While many felt Amgen paid a hefty price, its stock rose after the announcement as Otezla, 

which brought in sales of $1.61 billion last year, offers strong growth potential for the biotech 

giant. BMY shares reacted positively, too, because most analysts were expecting the company to 

get $8 billion to $10 billion for Otezla, following the company’s June announcement that it 



would sell the drug to ease concerns raised by the U.S. Federal Trade Commission because of a 

competing treatment that Bristol-Myers is developing. 

Amgen management said that it expects Otezla’s sales to grow at least in the low-double digits 

over the next five years. It also said it expects the drug’s patents to protect its exclusivity in the 

United States until 2028. The company believes that the medication is a strong strategic fit with 

Amgen’s long-standing expertise in psoriasis and inflammation, and it is a differentiated oral 

therapy complementary to Amgen’s existing inflammation franchise of innovative biologics and 

biosimilar products. 

“The acquisition of Otezla offers a unique opportunity for Amgen to provide patients an 

innovative oral therapy for psoriasis and psoriatic arthritis that fits squarely within our portfolio 

and complements our Enbrel® and AMGEVITA® brands,” said AMGN CEO Robert A. 

Bradway. “We will take advantage of our 20 years of experience in inflammatory disease to 

realize the full global potential of Otezla as an affordable option for patients with these serious, 

chronic inflammatory conditions.” 

Although the price for seems a bit steep, we continue to like the potential of the pipeline of 

Amgen’s new products, strong free-cash-flow generation, solid financial footing and 2.8% 

dividend yield. Shares now trade at 14.1 times NTM adjusted EPS expectations. Our Target 

Price for AMGN has been lifted to $230. 

Additionally, we continue to like BMY’s valuation and 3.4% dividend yield. We also like that a 

large portion of Bristol’s late-stage pipeline focuses on immunology and cancer indications, 

areas with strong pricing power and where the FDA has been aggressively approving drugs. 

BMY has a heritage of supporting its pipeline by bringing in partners to share the development 

costs and diversify the risks of clinical and regulatory failure. We also think the Celgene 

purchase will be a long-term positive, as it moves Bristol further into the specialty pharma 

segment. Our BMY Target Price has been bumped up to $68. 

Long-suffering shares of footwear retailer Designer Brands (DBI – $16.49) rebounded more 

than 16% last week, aided by non-negative news on the U.S.-China trade conflict and the 

company’s fiscal Q2 2020 financial results. DBI earned $0.48 per share, which matched 

consensus analyst estimates. The company turned in revenue for the three-month period of 

$860.2 million, which came in 1.5% below expectations. Although same store sales decreased 

0.6%, the result outpaced investor forecasts of -1.6%. 

CEO Roger Rawlins stated, “I am proud of the work our teams have done, not only delivering a 

solid quarter, but also successfully integrating two significant acquisitions and leveraging the 

unique strength of each of our businesses to give Designer Brands greater control and flexibility 

in setting our own destiny in a world full of extraordinary external pressures. Each segment 

delivered what was needed this quarter, but our newest businesses really stood out, exceeding 

our expectations and moving us closer to the vision laid out at our Investor Day.” 

Mr. Rawlins continued, “In Canada, the transfer of successful practices at DSW in the U.S. to 

our Canadian banners fueled continued positive momentum in this business. We were 



particularly pleased with the growth in Canada of both the loyalty programs and e-commerce 

sales. Similarly, Camuto Group is delivering exactly what we expected giving us differentiation 

and bringing added excitement to our retail segments. The Camuto Group team has unveiled the 

DSW Spring 2020 private label offering and based on the fashion, styles and quality shown, we 

believe we will be in a solid position to not only see the gross margin benefit as we convert the 

production of our DSW private label to Camuto Group next Spring, but also to increase brand 

loyalty and further drive sales within our warehouse footprint.” 

The competitive retail environment and the continued tariff uncertainty have obviously weighed 

on the DBI share price, even as the company has continued to execute well. We remain attracted 

to management’s shareholder friendly actions and improvements in store traffic and ticket size, 

as well as the investment in children’s footwear and its successful loyalty program. DBI believes 

its acquisition of the Camuto Group will add important design, production, distribution and 

marketing capabilities. Shares now trade at 8.2 times NTM adjusted earnings expectations with a 

hefty yield of 6.1%. Our Target Price for DBI is $28. 

Shares of JM Smucker (SJM – $105.16) ended the week down more than 5% as the 

manufacturer and marketer of food products reported fiscal Q1 2020 top- and bottom-line results 

that both trailed consensus analyst estimates. SJM earned an adjusted $1.58 per share in the 

period, versus the forecast of $1.74. Revenue was $1.78 billion, lagging expectations of $1.87 

billion. The relatively disappointing quarter saw organic sales decrease by 4%, with CEO Mark 

Smucker stating, “Our first quarter performance fell short of our expectations primarily due to 

the timing of shipments and deflationary pricing in the coffee and peanut butter categories, as 

well as competitive activity in the premium dog food category.” Margins were relatively in-line 

with expectations driven by favorable costs, cost savings and synergies, and lower marketing. 

Looking ahead, SJM expects most of the retailer reductions in peanut butter and coffee to reverse 

and the company is taking actions in its Nutrish brand to counteract competitor actions. 

Management also announced it was trimming its full-year adjusted EPS guidance from $8.45 to 

$8.65, to $8.35 to $8.55. 

Mr. Smucker added, “We have continued momentum in many key product categories, and we 

are already taking decisive actions and prioritizing initiatives that strengthen our business. We 

remain confident in our strategy, which includes a continued focus on our growth imperatives to 

lead in the best categories, build brands consumers love, and be everywhere, combined with a 

relentless focus on operating with financial discipline, all of which will enhance shareholder 

value for the long term.” 

While there will continue to be operating headwinds and competitive pressures, we like the 

diversification SJM adds to our broadly diversified portfolios and think that management’s focus 

on pet foods and healthier franchises will boost the long-term prospects for the company. SJM 

sports a forward P/E ratio of 12.4 and a 3.3% dividend yield. Our Target Price has been trimmed 

to $140. 

 


