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Market Review 

No doubt, news that China and the U.S. had taken a modest step forward in trade discussions 

between the two nations bolstered the equity markets, turning around a big early-week plunge 

into a solid gain by week’s end. The S&P 500 ended with a 0.66% total return for the five days, 

while the Russell 3000 Growth index gained 0.81%, versus a 0.51% advance for the Russell 

3000 Value index. The Dow Jones Industrial Average finished even better, gaining 0.91% on a 

price basis and 0.93% on a total return basis. 



 

True, the devil is in the details and there wasn’t a whole lot substantive announced in the “Phase 

1” agreement on trade, but the purported deal did have some tangible aspects. The U.S. said it 

would forgo a planned increase in tariffs to 30% from 25% on $250 billion of Chinese goods that 

was set to go into effect on October 15, while Beijing said it would buy $40 billion to $50 billion 

in American farm products. 

Certainly, we expect volatility to remain elevated as the twists and turns on the trade front play 

out, but we continue to believe that the health of the U.S. economy will ultimately trump 

everything. And, that in mind, some were of the belief that the handsome jump in stocks on 

Friday was due in large part to a better-than-expected recovery in the University of Michigan’s 

preliminary sentiment tally for October, suggesting that the American consumer remains upbeat, 

despite all of the drama emanating from Washington. 



 

We would also argue that the good folks at the American Association of Individual Investors 

(AAII) were partly responsible for the late-week comeback. After all, the latest AAII Bull-Bear 

Sentiment Survey showed a drop in the number of optimists to 20.3%, the lowest level since 

May 2016, with a continued rise in the number of pessimists to 44.0%. Given that the normal 

levels of Bulls is 38.0% and Bears is 30.5%, AAII members were quite negative on the prospects 

of stocks for the next six months,… 



 

…which bodes well for the prospects of stocks for the next six months, given that the historical 

evidence confirms that it often pays to be greedy when others are fearful and fearful when others 

are greedy. And, fear would appear to be the operative word these days with what people 

actually are doing with their money, as evidenced by massive flows out of U.S. stocks and into 

bonds, per data from the Investment Company Institute that would confirm the Bearishness 

articulated by the AAII survey. 



 

Speaking of AAII, your Editor on Saturday had a pleasant sojourn and speaking engagement at 

the San Diego Chapter of the American Association of Individual Investors in Solana Beach. Not 

surprisingly, many of the attendees were interested in the dividends portion of The Value of 

Dividends presentation, which makes sense, given that the yields on stocks are very attractive 

relative to yields on competing fixed income investments. 



 

The same can be said for those who might opt to leave their money sitting in cash, especially 

considering that today’s cash yields are below that of the S&P 500, which is vastly different than 

what was seen at previous market peaks in 2007 and 2000. Believe it or not, an investment in the 

Schwab Value Advantage money market fund would have yielded 5% in 2007 and 6% in 2000, 

both periods when the yield on the S&P was below the present level. 



 

Of course, equity investors should not forget that dividends historically have risen over time,… 



 

…as corporate profits have grown and are expected to continue to grow,… 



 

…which means that the effective yield of stock purchases made today could be significantly 

higher down the road. 



 

To be sure, we like the income provided by equities, but we are always seeking capital 

appreciation as our primary investment objective, so we like what the long-term returns numbers 

have to say about returns for dividend-payers,… 



 

…while those worried about the volatility inherent in stocks should be excited about what the 

standard deviation metrics show. 



 

There is little doubt that stocks will remain more volatile than fixed income assets, but those who 

have the patience and discipline to ride through the ups and downs historically have been well 

rewarded,… 



 

…which is why we continue to be optimistic about the long-term prospects of our broadly 

diversified portfolios of what we believe to be undervalued stocks. October has often been a 

scary month, and we still think that Corporate America will be cautious in comments regarding 

the outlook for sales and earnings as Q3 reporting season kicks off this week, but we like the 

extraordinarily low interest rate environment, the generally healthy balance sheets and income 

statements for our companies, the modestly growing U.S. economy and the mostly friendly 

Federal Reserve. 

Stock Updates  

There was not much in the way of major corporate news last week, so we offer only another 

update on one of our favorite airline stocks, which was out with Q3 results, and the 30 selections, 

which include said airline, that we made available to the San Diego AAII folks. Keep 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/. 

Delta Air Lines (DAL – $52.95) reported Q3 earnings of $2.32 per share, just above the top end 

of management guidance, and just ahead of the $2.26 expected by analysts. The company met its 

full-year free cash flow target in the quarter of $4 billion, while management affirmed its 

https://theprudentspeculator.com/dashboard/


commitment to return approximately $3 billion back to shareholders through dividends and stock 

buybacks, returning $468 million in Q3. 

The company continues to grow its premium product ticket revenue, improving 9% year over 

year. Premium products and non-ticket sources now make up over half of Delta’s revenue. 

Lower cargo revenue and third-party refinery sales were detractors. 

In an announcement of a recent American Express contract renewal, CEO Ed Bastian stated, 

“Our recent contract renewal provided diverse, high-margin revenue stream that we expect to 

grow to nearly $7 billion by 2023 with further growth through the end of the decade. Last week, 

we announced the major relaunch of our Delta SkyMiles American Express Card portfolio. We 

are providing our customers with more ways to earn miles and new benefits that deliver an even 

better travel experience.” 

Mr. Bastian also highlighted the recent partnership with LATAM Airlines. He added, “The 

agreement adds geographic diversity in a fast-growing continent, adding 100 new destinations to 

our map and significantly improving our position in South America. Once approved, our 

proposed JV will move Delta from a current #4 position in South America to a combined #1 

position. We expect this partnership to translate to $1 billion in new annual revenue over the next 

5 years and improve returns in the Latin entity.” 

The company continues to grow and become a more efficient operator, but rising costs remain in 

focus. Delta hired staff to accommodate higher volume, gave raises to existing employees and 

incurred costs to its pension plan in the quarter. Addressing higher non-fuel costs on the recent 

conference call, Mr. Bastian detailed, “We’ve given a long-term trajectory on non-fuel cost of 

being around 2%. And when we can go below that, we do, as we’ve been, I think for the last 

couple of years, that means occasionally, it might be above that. But I think our long-term trend 

line is that 2% is a good target for us. I would not say that we over-earned this year. We certainly 

have had cost both in Q3 and Q4 related to the high volumes that we had.” 

We think the strategy Delta has in place to expand its reach and woo premium customers is 

working, although we will continue to remain watchful of any excess capacity growth. With 

recent pressure on shares due to cost concerns, the world’s most valuable airline trades at 7.4 

times NTM earnings expectations and yields 3.0%. Our Target Price for DAL is $78. 

With the caveat that we like all of our recommendations,… 



 

…we put together for the San Diego AAII meeting the following diversified listing of 30 of our 

holdings, each of which sported a dividend yield in excess of not only that of the 10-year U.S. 

Treasury, but also the 30-year! 



 

 


