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Market Review 

A little housekeeping…As discussed in the October edition of The Prudent Speculator, on 

Friday, October 4, we bought 27 shares of ManpowerGroup (MAN – $83.24) at $82.4275 in 

Buckingham Portfolio, while in our hypothetical accounts, we added 149 shares of Albemarle 

(ALB – $66.32) at $67.05 to Millennium Portfolio and 131 Exxon Mobil (XOM – $68.97) at 

$68.11 and 884 Allianz SE (AZSEY – $22.72) at $22.61 to PruFolio. 

This coming Saturday (October 12), your Editor will be speaking at the San Diego Chapter of the 

American Association of Individual Investors with the presentation of The Value of Dividends 

beginning at 9:00 AM in Solana Beach. Check out the following link for information… 

https://aaiisandiego.com/events/upcoming-chapter-meetings/ 

…and note that the AAII folks will provide a special $5 admission rate for any Prudent 

Speculator readers. 

***** 

It was an awful middle of the trading week with the Dow Jones Industrial Average off more than 

1100 points over three days at one point on Thursday morning before a massive turnaround took 

place that pared the five-day losses to less than 250 points, with the roller-coaster providing 

another vivid illustration of why we like the Warren Buffett quotation, “The fact that people will 

be full of greed, fear or folly is predictable. The sequence is not predictable.” 

https://aaiisandiego.com/events/upcoming-chapter-meetings/


 

No doubt, it was a big week for economic news, but even if folks had advance notice of the 

statistics, predicting the equity market response would have proved very difficult. For example, 

the big plunge on Tuesday and Wednesday, over which the Dow skidded 342 and 494 respective 

points, was caused by a sizable drop in the Institute of Supply Management’s Manufacturing 

Index. The PMI, as the measure is known, came in 47.8, well below expectations of 50.0, with 

the survey indicating contraction in the factory sector, which, not surprisingly we suppose, led to 

heightened talk of recession. 



 

Of course, 1.5% GDP growth does not a recession make, while ISM stated, “A PMI above 42.9, 

over a period of time, generally indicates an expansion of the overall economy. Therefore, the 

September PMI indicates growth for the 125th consecutive month in the overall economy.” 

Indeed, though the important ISM Non-Manufacturing Index (NMI) also trailed estimates and 

added to investor consternation,… 



 

…the odds of recession, at least according to Bloomberg, have remained unchanged,… 



 

…while the latest GDP growth projection from the Atlanta Fed still is a long way from 

negative,… 



 

…and the big jobs report out on Friday suggested that a contraction does not appear to be in the 

near-term cards,… 



 

…especially with a half-century low in the unemployment rate. 



 

No doubt, anything can happen and there will be another recession at some point, but the 

historical evidence suggests that, on average, Value would still be the place to be before and after 

such an event,… 



 

…while, perhaps more importantly, the supposedly scary ISM PMI figure that sent equities into 

a tailspin last week actually represents a major buy signal for stocks in general and Value in 

particular. 



 

And, echoing the contrarian nature of many data points, we might thank the aforementioned 

American Association of Individual Investors for helping turn the market around on Thursday, 

given that the latest AAII Sentiment Survey out before the open of trading that day saw the 

number of Bulls plunge by 8.0 percentage points to 21.4% and the number of Bears jump 6.2 

points to 39.4%, the former number well below the historical optimistic norm of 38.0% and the 

latter solidly above the historical pessimistic norm of 30.5%. 



 

AAII itself concedes that its Sentiment Survey is often a contrarian indicator, “Bullish sentiment 

is back at an unusually low level for the first time in five weeks. Historically, such readings have 

been followed by higher-than-average and higher-than-median six- and 12-month S&P 500 

index returns.” Of course, there is no foolproof gauge that will predict which way the market is 

headed in the short run, but history shows that it is much better to be greedy when others are 

fearful and fearful when others are greedy, so we prefer to see pessimism amongst the masses, 

which also seems to be the current case with exchange traded and mutual fund investors, at least 

according to the latest data from the Investment Company Institute. 

Certainly, the recent downturn can continue (equity futures are pointing to a soft opening to 

trading in the new week), especially given drama on the Impeachment and trade front. U.S.-

China talks resume later this week, while the E.U. is weighing retaliation after Washington said 

it plans to order punitive tariffs on billions of dollars’ worth of EU goods after winning a long 

legal fight at the World Trade Organization last week. Further, we have to expect Corporate 

America to be cautious in comments regarding the outlook for sales and earnings as Q3 reporting 

season kicks off in a week or so. 

However, we continue to 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. This is especially 

true, given the extraordinarily low interest rate environment, whereby even if the S&P 500 



doubled in price (which would cut the current earnings yield in half), stocks would still not be 

expensive on that metric relative to the yield on the 10-year U.S. Treasury. 

 

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/. 

We have been reporting over the last few years, including last month, that the replacement cycle 

for Apple’s (AAPL – $227.01) iPhone smartphones continues to lengthen, as mobile phone 

carriers have been pushing the full cost of the devices onto customers and customers are no 

longer excited to upgrade every two years for more than $1,000 in many cases. Yet, Nikkei 

Asian Review reported late last week that Apple sent notices to suppliers that it wanted to 

increase production of its newest batch of iPhones by about 10% (~8 million units), as a result of 

unexpectedly strong demand. 

https://theprudentspeculator.com/dashboard/


Apple reports its next quarterly earnings update on October 30, which we would expect to 

include solid iPhone unit sales. Apple shares are just a few bucks below the all-time high set in 

October of last year, and we wouldn’t be surprised to see an earnings-related jump above that 

record, should the company be able to turn in a quarter better than the analyst estimates. Despite 

the huge market capitalization, we think that the valuation remains reasonable, with metrics like 

a forward price to earnings ratio of 18.3, a free cash flow yield of 5.4% and a dividend yield of 

1.4%. We have ratcheted our Target Price for AAPL up to $241. 

Delta Air Lines (DAL – $53.81) reported strong operating performance for September last 

week. The company saw year-over-year increases across the board in Revenue Passenger Miles 

(miles traveled by paying passengers) and Available Seat Miles (a measure of capacity), while 

the load factor improved for all markets except for International-Pacific. The company also 

narrowed its Q3 EPS guidance to a range of $2.20 to $2.30, tightened from a prior $2.10 to $2.40 

outlook, but investors took exception to news that Delta expects its cost per available seat mile to 

have risen about 2.5%, up from its previous guidance issued in June for a 1% to 2% advance. 

Adding to the negative tone, which sent shares of the airline down more than 7% last week, was 

a WTO (World Trade Organization) ruling in favor of the U.S. on a decade-plus-old dispute with 

the E.U. over Airbus subsidies.The ruling was followed by a Trump Administration 

announcement that it will levy a 10% import duty on Airbus planes, which is expected to hurt 

Delta since it has more than 250 planes on order from the Toulouse, France-based company. 

The duty is painful for Delta, though its order book is a long-term project and there is plenty of 

opportunity to work with the accounting department on mitigating the tax. Plus, things in 

Washington D.C. can change relatively quickly, so we believe that Delta may not bear the full 

financial brunt. 

Delta continues to strive to woo business travelers by renovating lounges around the world, 

offering gate transfers via Porsche and serving top-notch food, to ensure that the highest-margin 

travelers return. This strategy is paying off, we think. In addition, DAL trades for just 7.4 times 

NTM earnings and yields 3.0%. Our DAL Target Price is presently $78, and we note that full Q3 

results will be out later this week. 

Shares of Johnson & Johnson (JNJ – $133.66) rose approximately 4% last week after the 

company announced it had reached a settlement in an opioid-related case with two Ohio 

Counties. JNJ will contribute $10 million to the settlement, with an additional $5 million paid for 

the counties’ legal fees and $5.4 million for “charitable contributions to non-profit organizations 

in connection with opioid-related programs in these two counties.” 

J&J said via press release, “The company is open to identifying an appropriate, comprehensive 

resolution of the overall opioid litigation. At the same time, the company remains prepared to 

defend its actions. The company responsibly marketed DURAGESIC®, NUCYNTA® and 

NUCYNTA® ER, which, since launch, have accounted for less than one percent of total opioid 

prescriptions in the United States. The company sold the U.S. marketing rights for NUCYNTA® 

in 2015 and has not marketed DURAGESIC® in the U.S. since 2008.” 



The light settlement seemed to point to a much smaller liability for JNJ than some had thought. If 

the population is an indication of the scale of the opioid settlement costs down the road, 

Cuyahoga County has 1.25 million people, while Summit County has just over 540,000. Using 

330 million as the U.S. population size and extrapolating using the $20.4 million figure, JNJ 

would be on the hook for approximately $3.7 billion. We think that’s much less than $10 billion 

or $20 billion we might have expected, although there are no guarantees that other plaintiffs will 

be as willing to accept a relatively modest settlement. Our Target Price for JNJ is $145 and we 

continue to monitor the legal battles. 

Shares of auto and truck maker General Motors (GM – $34.93) skidded nearly 6% last week as 

the UAW strike heads into its fourth week. Meanwhile, the company’s U.S. auto sales were 6.3% 

higher in the third quarter on strength within the pickup-truck and sport-utility categories. By 

comparison, both Ford Motor and Fiat Chrysler faced sales declines in the period. 

While the strike will impact near-term profits, GM is benefiting from newly redesigned pick-ups 

that hit dealerships in good supply. Sales of SUV models Traverse and Acadia were up 25% and 

50%, respectively, year over year. Also of note, dealership inventory remains relatively healthy 

at 760,000 vehicles, enough stock to last approximately 80 days. Absent the strike news, we 

think the latest sales numbers would have boosted the stock price. 

Some estimates put the UAW strike cost around $1 billion for GM in the quarter, while the 

United Auto Workers (UAW) union has been paying its 48,000 striking members $250 per week 

out of its “Strike and Defense Fund,” totaling nearly $800 million before the strike. This 

compares to typical hourly wages of between $16 and $30 for the workers. The UAW’s 

negotiations with GM are expected to set the tone for its other ongoing talks with Ford and Fiat 

Chrysler, so we are not looking for a quick resolution. 

As readers are likely aware, we strive to stay neutral during these situations, focusing our 

attention on how actions and reactions impact our investment thesis. With that said, we remain 

constructive on GM’s efforts to lower labor costs per worker to those more in line with its 

foreign and domestic competitors and preserve its flexibility in the utilization of temporary 

workers. 

All things considered, we continue to believe that GM is executing on its core business well. The 

company has initiatives in place to control costs and generate favorable free cash flow, which 

allows a generous capital return program. The company also is making progress on its electric 

and autonomous vehicle programs and has done a terrific job of monetizing these assets via sales 

to outside investors. The stock trades for an attractive 5.1 times expected earnings and yields 

4.4%, with a much better balance sheet and cost structure than in prior years. We also think that 

an economic downturn actually may 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. 


