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Market Review 

With the apparent easing of tensions in the U.S.-China trade skirmish again giving way to 

renewed concerns that even an interim deal may be hard to come by, equities suffered a lousy 

end to a less-than-stellar week. Of course, while most would blame Middle Kingdom officials 

returning home, cancelling a planned trip to farms in Montana and Nebraska, we might argue 

that the poor five days was due to folks deciding that they sort of liked stocks again. 



 

After all, sentiment and fund flow numbers were quite pessimistic the three weeks prior when the 

equity markets generally enjoyed handsome gains. It doesn’t always happen that stocks zig when 

investors zag, of course, but history shows that many are miserable market timers as when Wall 

Street holds a sale, few show up. The inverse is true, too, as most feel more comfortable about 

stocks after a sizable advance has occurred. No doubt, there is plenty of evidence to support the 

assertion that the only problem with market timing is getting the timing right! 



 

Outside of the twists and turns on the trade front, and wild gyrations in the energy markets after 

the attack on Saudi oil facilities, the big news last week was the September Fed Meeting, with 

the FOMC Statement including: 

Information received since the Federal Open Market Committee met in July indicates that the 

labor market remains strong and that economic activity has been rising at a moderate rate. Job 

gains have been solid, on average, in recent months, and the unemployment rate has remained 

low. Although household spending has been rising at a strong pace, business fixed investment 

and exports have weakened. On a 12-month basis, overall inflation and inflation for items other 

than food and energy are running below 2 percent. Market-based measures of inflation 

compensation remain low; survey-based measures of longer-term inflation expectations are little 

changed. 

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and 

price stability. In light of the implications of global developments for the economic outlook as 

well as muted inflation pressures, the Committee decided to lower the target range for the 

federal funds rate to 1-3/4 to 2 percent. This action supports the Committee’s view that sustained 

expansion of economic activity, strong labor market conditions, and inflation near the 

Committee’s symmetric 2 percent objective are the most likely outcomes, but uncertainties about 

this outlook remain. 



Interestingly, Jerome Powell & Co. actually raised, albeit modestly, their outlook for GDP 

growth this year,… 

 

…which makes sense, we suppose, given that the latest economic numbers ranged from excellent 

in regard to housing,… 



 

…to surprisingly good in regard to industrial production,… 



 

…to OK in regard to East Coast factory activity. 



 

To be fair, those numbers are generally backward looking, and the latest forward-looking data 

point from the Conference Board was hardly robust,… 



 

…but Federal Reserve Chair Jerome H. Powell sounded fairly upbeat at the press conference that 

followed the FOMC Meeting on Wednesday,… 



 

…even as it would appear that the Fed is likely to keep interest rates lower for longer,… 



 

…which, in our view, makes the earnings and dividends produced by stocks all the more 

appealing,… 



 

…especially when bottom lines,… 



 

…and payouts are likely to continue to show solid growth over the next couple of years. 



 

To be sure, all is not unicorns and rainbows, as plenty of downside risks remain,… 



 

…but even the arguably pessimistic Organisation for Economic Co-operation and Development 

(OECD), which was out with its latest Interim Outlook last week, is still calling for 2.0% U.S. 

and 3.0% global GDP growth next year. 



 

So, while we know that September and October historically have been volatile months and we 

are always braced for downside movements, we see no reason to alter our enthusiasm for the 

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

stocks. We think that the U.S. economy will continue to muddle along, the Federal Reserve will 

remain friendly and interest rates will reside at historically low levels for the foreseeable future. 

With equity valuations reasonable, dividend yields generous and investor sentiment not overly 

enthusiastic, we assert that those who share our multi-year time horizon should stick with stocks, 

despite the sizable gains in the major indexes turned in thus far in 2019. 

Stock Updates  

Chris Quigley and Jason Clark offer updates on 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/. 

Shares of auto and truck maker General Motors (GM – $37.36) sank almost 4% last week after 

48,000+ union employees walked off the job at midnight on Sunday, September 15. GM 

management has been negotiating with the union since the summer, but numerous reports said 

https://theprudentspeculator.com/dashboard/


the two sides were far apart. Friday, a United Auto Workers (UAW) leader essentially said that 

some progress had been made, but there were still unresolved issues. Union workers are walking 

picket lines outside 55 of GM’s domestic plants. 

There are numerous estimates around the investment community that the strike is costing GM 

upwards of $100 million per day. Certainly, near-term revenue numbers will be hit hard because 

GM records wholesale sales to dealers, but the company had several weeks more supply than 

usual in the dealer chain, which should keep things OK with customers, and we would think that 

GM would be able to quickly ramp up any needed production once an agreement is reached. 

As readers are likely aware, we strive to stay neutral in situations like this, focusing our attention 

on how actions and reactions impact our investment thesis. That said, we know for our 

investment in GM that a the strike won’t be good in the near term, but GM doesn’t want to enter 

a long-term contract that could cripple the company in an eventual downturn and impact its 

ability to spend more on the automotive technology of the future. The UAW has been pressured 

by a shrinking membership base, which it is looking to protect if a downturn comes, even as the 

union is in the midst of a federal corruption investigation involving some of its leadership. 

GM’s last UAW strike occurred in 2007 and lasted only a couple of days. This strike is 

obviously already longer, but GM is in a much better financial position today than it was back 

then, so one would think workers expect the company to offer a few more concessions. 

Additionally, the UAW is very displeased over GM’s late-2018 announcement that it would 

move four U.S. based plants to “unallocated” status. If we look back even further, the UAW 

went on strike against GM in 1970 for more than two months, but we do not see this one lasting 

that long as the union back then had approximately 400,000 GM workers (estimates peg UAW 

members working for the big Detroit three automakers at less than 150,000 today) and since 

2007, new hires do not get retiree healthcare or a pension. Additionally, it seems that UAW 

strike pay is $250 a week, with many employees normally making five to seven times that per 

week, so one would think the rank and file will be hard pressed to walk the picket lines for too 

long. 

All things considered, we would use any further GM share price downturn from the strike as an 

opportunity to add to current positions or to initiate a purchase. We continue to believe that GM 

is executing on its core business well and we still like its cost control initiatives, ability to 

generate free cash flow, generous capital return programs, and electric and autonomous vehicle 

programs. The stock trades for 5.4 times earnings and yields 4.1%, while we think that an 

economic downturn actually might be the catalyst to boost the stock when investors realize that 

earnings are not as cyclical as in the past. Our current Target Price for GM is $53. 

Before retreating late in the week with the rest of the tech sector, computing giant Microsoft 

(MSFT – $139.44) rose to all-time highs after the company said that it would increase its 

dividend by $0.05 per quarter to $0.51, an 11% increase over the previous dividend. 

Additionally, MSFT’s new share repurchase program will swell to $40 billion, though the 

program has no end date. The company’s annual shareholders meeting will be December 4. 



MSFT returned $7.7 billion to shareholders via dividends and share repurchases last quarter, a 

figure we expect will grow given that Microsoft’s size and scale make big acquisitions difficult 

due to antitrust enforcement. In addition, we think MSFT’s valuation is still not excessively 

expensive, as the stock sports a 3.6% free cash flow yield and a 1.5% dividend yield. Analysts 

expect the company’s EPS growth rate to be at least 11% for each of the next three fiscal years, 

with earnings growing from $3.88 per share in 2018 to an estimated $6.74 in fiscal 2022, and 

MSFT still scores well in our quantitative framework. Our Target Price for MSFT has been 

boosted again, this time to $153. 

Hard disk drive maker Seagate Technology PLC (STX – $52.40) fell 6.7% last week after 

comments made at the company’s Analyst Day on Thursday. STX also updated its guidance. 

Seagate expects adjusted EPS around $0.99 +/- 5% for fiscal Q1, as a result of changing the 

useful lives of STX’s Capital Equipment (from 3-5 years to 3-7 years). The change lowers 

depreciation expense and results in a positive impact around $0.09. STX expects Q1 revenue to 

be $2.55 billion +/- 5%. 

Prompting the drop, CFO Gianluca Romano said, “Based on our product road map, based on our 

outlook for the demand of those products, we expect revenue to grow between 2% and 6%; we 

expect operating margin to be in the 13% to 16% of revenue range; CapEx, that we already 

guided at our last earnings release, to be between 6% and 8% of revenue; and we want to still 

commit for at least 50% return to shareholder of our free cash flow. Our first priority is to 

support the business… Our second priority is dividend… Our third priority is the share 

repurchase program. We have an open authorization. At the end of fiscal year ’19, we still had 

more than $2 billion available.” 

STX CEO Dave Mosley said, “I think the pivot in the platforms is one of the big takeaways. We 

think we’ve got the company in the right fighting shape for what’s coming in the growth of data. 

When I say sustainability, I think integrity and I think long term. We have to do what our 

customers need. We have to do what the market needs in a very predictable fashion. It’s 

important for us to continue to drive our technology. Imagine if it slows down, imagine the 

impact that that has. It’s important for us to stay focused. So sustainability ties through all those 

presentations. Customers, technology investment, financial strength… There is growth coming. 

The growth that will fundamentally drive us is the growth of data. We’re excited about it 

actually, and the decentralization of that data will probably drive more devices than we know… 

We are building products for FY ’25 today. For that 17 zettabytes that needs to be installed, 

that’s products that are coming up for our factory lines today. And that all gets down to, we 

understand our fundamental value creation, we understand what a good investment back-end 

Seagate is, we make those investments and then we return the rest to the shareholders. That’s 

why I believe Seagate is built for sustainability and built to last.” 

We like the company’s strong cash flow and solid balance sheet. We also like STX’s 4.8% yield, 

which will increase next year to $0.65 per share quarterly (from $0.63) and think that while the 

long-term growth target is a little on the low end, there’s plenty of room to outperform. Our 

Target Price for STX now resides at $59. 



Electronic components maker Corning (GLW – $27.76) provided an update on Monday for its 

Q3 2019 guidance, which included outlook reductions in two of its five business segments. The 

press release stated that its Display Technologies segment is now expected to see a high-single-

digit volume decline, as a result of reduced customer utilization. Corning expects display glass 

volume to increase “slightly” for the full year, driven by the company’s ramp-up of its Gen 10.5 

manufacturing capacity. Corning’s Optical Communications segment is seeing customer 

reductions in capital spending on cable deployments and home fiber service, which is expected 

to result in a year-over-year decline by a low-teen percentage. Corning’s full-year forecast for 

the segment now stands at a 3% to 5% y-o-y decline. 

Certainly, it wasn’t great news and it was poorly received by investors, with shares forced lower 

by about 8% for the week. Corning’s business is sensitive to customer demand in many areas. 

While we generally appreciate diversification to the extent that any management team can keep 

control of its businesses, it also makes it more difficult to consistently achieve results across the 

entire firm. The last few years for GLW have been choppy, both for the stock and for earnings, 

after GLW spent the better part of 2015-2017 on a tear. We think there are significant growth 

opportunities in each of GLW’s five business segments, and it’ll likely take time to get 

everything up to speed. We continue to think GLW offers best-in-class products with a strong 

management team that has achieved stated long-term goals consistently. GLW yields 2.9% and 

trades at 16.5 times NTM adjusted EPS expectations. Our Target Price has been trimmed to $41. 

Shares of air freight and logistics leader FedEx (FDX – $148.78) dropped more than 14% last 

week, after the company reported fiscal Q1 2020 results and 2020 guidance that trailed analyst 

expectations. FDX earned $3.05 per share last quarter (vs. $3.15 est.) and had revenue of 

$17.048 billion (vs. $17.063 billion est.). FDX slashed its EPS outlook to between $11.00 and 

$13.00 from the previous estimate between $14.00 and $15.85. 

Chairman Fred Smith updated investors on recent macro trends, “Over the summer, these 

challenges increased somewhat due to the decision to not renew our largest Amazon contracts 

and deepening trade disputes. While the Amazon contracts represented only a small proportion 

of our revenues, the nature of our businesses is such that near-term profits will be adversely 

affected since the last bit of volume has significant flow-through to the bottom line. However, 

we have closed additional business to replace this traffic, which is being onboarded, and we are 

taking out significant costs, which were unique to Amazon’s requirements. Also, the global 

macro economy continues to soften, and we are taking steps to reduce capacity. Specifically, we 

will retire 20 MD-10-10 aircraft over the current and next fiscal year, which will eliminate that 

fleet type from our air operations. We are highly likely to also retire the remaining 10 A310 

aircraft this year, which will also lead to the elimination of that fleet type. In addition, we are 

parking the equivalent capacity of 7 MD-11 aircraft this fiscal year. Accordingly, assuming no 

recession, we will continue the initiatives announced in May and June with confident optimism 

about FedEx’ long-term future competitive position and industry leadership.” 

CMO Brie Carere added, “Comparing to where we were in June, our overall outlook for U.S. 

economic growth is down 20 basis points, currently at 2.3% for real GDP. Our outlook has 

changed despite consumer-driven growth of 2% in the U.S. in Q2 of CY ’19. This change is 

because the industrial sector remains sluggish due to an inventory buildup and increased 



geopolitical trade tensions. From a global perspective, economic growth has decreased as the 

developed world outside of the U.S. sees weaker growth and both domestic and external factors 

weigh on emerging markets. Q2 CY ’19 global trade volumes declined year-over-year, which is 

the first decline since 2009. This decline, coupled with JPMorgan’s global PMI manufacturing 

export orders index falling from 47.5 in August, from 49 in May, leads us to expect global trade 

volumes will contract this year on an annual basis for the first time since 2009. As we have 

stressed before, a zero tariff, zero subsidy global trade environment is the most powerful 

economic growth engine there is, we will continue to push for policies that stimulate rather than 

depress global trade.” 

COO Raj Subramaniam said, “The global economic and trade environment remains very 

uncertain. Despite this uncertainty, FedEx remains committed to delivering long-term profitable 

growth. We are taking decisive actions to address three topics. Number one, reducing capacity, 

especially in our intercontinental network and overall directional costs in our Express business; 

number two, completing TNT integration; and number three, leveraging our infrastructure at 

FedEx Ground and making targeted investments that allow us to successfully go all-in on e-

commerce.” 

In the Q&A session, an analyst from Barclays suggested that FedEx management might not be 

challenging the things that aren’t working like LTL and falling margins in the Express business. 

Mr. Smith countered that suggestion with a long-winded reply, which we trimmed for clarity, 

“Let’s talk about LTL. I believe the better way to put that is there is 1 LTL carrier that does 

better than we do. And that’s Old Dominion…which operates a network that has somewhere 

around 200-odd stations versus our 360 that don’t deliver every day to every part of the United 

States. And they’ve been very brilliant in finding a niche. And obviously, we benchmark them 

carefully as our other competitors, which gets to your point, do we ever think about doing things 

differently. And the answer to that question is we think about doing things differently constantly. 

“Secondly, in the Express business, there is a belief, including you, Brandon, that somehow, our 

Express operation in the United States is not profitable. Our Express operation in the United 

States is very profitable. And we have some of the best industrial engineers and operating — 

operations research people in the country. There has been this constant mantra for 10 years that, 

oh, we ought to put Express and Ground together. Well, my goodness. We’ve gained market 

share in Ground for 19 out of 20 years. And Brie and Raj just told you, we think it’s going to 

continue, and our competitive advantage is going to improve. We’re very convinced that the way 

that we are operating is the preferred way. And yes, we look at it every day. 

“The third thing, I guess, people fired up and, I guess, what Scott Group just mentioned is about 

CapEx is we’re profligate in terms of CapEx. The reality is about $0.60 out of every $1 we’re 

spending on CapEx are to modernize the Express hubs, to put in this new technology. We can’t 

get people in Indianapolis and Memphis to work. They’re not out there, plus it improves the 

productivity, so the failure to do it would be very dire. And as [CFO] Alan Graf has said and 

we’ve said over and over again, every time we bring on a 767 and to a much lesser degree, the 

777 because we’re not buying many of them. It’s accretive to earnings. The reliability goes up. 

So could we stop buying 767s and 777s? Yes. But why don’t we stop buying them? Because we 



put a chart on the earnings — the IR website today that showed the synergy between the 3 major 

operating companies. 80% of our customers buy all 3 of the services. 

“FedEx will unquestionably be the low-cost producer in the domestic Express business because 

of the fleet modernization. And that includes any new entrants into the business. Yes, we have 

far — higher pilot cost and AMT cost perhaps than the third-party providers. We think that’s a 

good thing, but our total productivity and cost per ton-mile are down 2% over the past 10 years 

in this year’s dollars. I’m not talking about inflated dollars. I’m talking about 2019 dollars are 

2% less than 2009 dollars. So the fleet modernization, yes, we could stop it, and yes, we could 

stop that CapEx, but the competitive positioning against our major competitors. And the last 

thing I’m going to say is we basically compete in an ecosphere that’s got 5 entities in it. There’s 

UPS. There’s DHL. There’s the U.S. Postal Service. And now increasingly, there’s Amazon. 

That’s who we wake up every day trying to think about how we compete against and give the 

best services to our sales force. It reminds me of the days in the service where you run all these 

fake maneuvers one thing or another. It’s a lot different when you’ve got competition on the 

other side. We try to beat these folks, the UPS, and in particular has a very strong retail presence, 

and both UPS and DHL have significant forwarding presences. We decided that we would 

basically cover those portfolio gaps with more focused capabilities. And that’s why we operate 

differently. We carry retail freight on our Purple tails and interline it, we don’t have a huge 

forwarding operation. And we have a retail network that is smaller than UPS store or franchise 

network, but utilizes partners, as Brie talk to you about Walgreens and, more recently, Dollar 

General and some others. The reason I’m going on about this, I’m not quite sure about how those 

mantras got started that we’re hardheaded or we’re not willing to look. We’ll look at anything. 

But what we can’t do is to change the reality of the math. We can’t make the competition go 

away. I wish they would. Just leave the field. They’re very good operators. And the third thing 

that we have to deal with is the macroeconomic environment. And by the way, there is no 

company and no person that has been more vocal in our opposition to the trade policies that we 

are pursuing. Now to be fair, I think it’s not just the U.S. I think China is also pursuing bad trade 

policy. So you’re taking a system. Over the last 7 years has drawn more people out of poverty 

than in the entire previous history of the world and essentially putting in all at risk. These 

numbers on these macroeconomic production indicators, we didn’t make those up. That’s what’s 

going on. I apologize for the length of the response, but it’s to this continuing drumbeat that 

somehow, we’re not willing to look at something and you take selective things like your LTL 

operation isn’t as good as ‘all the others.’ It’s not as good as one, and it’s not as good as the other 

ones in terms of margins for the reasons that I gave you. It’s important to look at this thing with 

those context in mind. Next question.” 

There’s a lot to unpack there, but the gist to us is that while FDX breaks up its segments 

differently than UPS or Deutsche Post’s (DPSGY – $33.11) DHL unit might, it’s no less 

interconnected. The operating environment has not been friendly to FDX’s Express business in 

particular, as management has been vocal about and data from the IATA through July agrees. An 

IATA cargo report through July and released on September 5 showed that year-over-year 

Freight-Tonne-Kilometers (FTK) fell around the world each month since November 2018 and 

shipments between the U.S. and Asia have dropped a meaningful 5% year-over-year with few 

signs of near-term improvements, in our view. 



 

Capacity is usually another hot topic for airlines, whether palletized cargo or the self-loading 

cargo variety, and FDX is again making fleet changes to match demand. When FedEx ordered 

the 767s, the intent was to use them to replace MD-10s with a one to one ratio. FDX planned to 

have only 19 of 64 MD10s still active by the end of 2018. However, the actual active count at the 

end of last year was 32. In addition to the 20 MD-10s that will be retired this year, the remaining 

10 Airbus A310s will go too (only three of which were active). We think that FDX’s decision to 

resume retirements should be considered smart fleet planning rather than an ominous sign about 

the health of the Express business. We also want to note that it remains profitable to fly cargo 

planes for longer (in terms of manufacturing date) than passenger air frames, as the utilization is 

much lower. Lease rates for MD-11Fs were between $85,000 and $115,000 per month earlier 

this year, according to data from IBA/ISTAT, while the much-younger 777Fs costs between 

$700,000 and $1,250,000 per month. The gap in rates could be made up in fuel efficiency by a 

passenger airline, which tend to spend half or more of each 24-hour day in the air. Cargo planes, 

on the other hand, might fly three hours from Memphis, spend all day on the ground and return 

to full to the hub during the night. Utilization, and therefore fuel costs, don’t justify brand new 

planes. Plus, cargo won’t complain if you put it in a 41-year-old MD-10 versus a just-delivered 

777. While the difference in lease prices is large, and that gap can be bridged with factors like 

crews, additional load (FDX usually has volume restrictions rather than weight), maintenance 

costs and reliability. It’s fairly easy to nitpick at FDX’s fleet plans on a short-term basis, 



especially having the benefit of hindsight, but we think that the long-term course is correct and 

true. 

We think that FDX’s big drop last week was more due to the impacts of global trade, than its 

fleet decisions or competitive position in the cargo market. Even though we think that the 

headwinds are outside FedEx’s control, the company still has to weather the turbulence and 

make long-term strategic plans that it sees best for the business many years from now. Mr. Smith 

has been at FedEx since 1977, when he founded the firm, and owns about 7.5% of outstanding 

shares. Having weathered a variety of presidents, geopolitical issues, trade crises, wars and other 

major events, we would be surprised if this one in particular was the one that did FDX in. We 

think that FedEx’s strong balance sheet, modest dividend yield and position as an industry leader 

are things for long-term investors to like. FDX trades at a reasonable 12.5 times the midpoint of 

the revised EPS guidance, with most expecting fiscal 2020 (ended May 2020) to be a trough year 

for the bottom line. NTM earnings and EPS expectations for the next three fiscal years presently 

stand at $12.79, $14.50 and $16.81, respectively. Our Target Price for FDX has been cut to $258, 

but we remain long-term fans of the company and its stock. 

 


