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Market Review 

For those interested in seeing your Editor and keeping in mind that breaking news can always 

preempt an interview, I am scheduled to appear on Bloomberg Television today (Monday, 

October 21, 2019) around 10:00 AM Pacific; 1:00 PM Eastern. 

***** 

We might blame the contrarian folks at the American Association of Individual Investors (AAII) 

for the lousy end to the last trading week. After all, there was a massive 26.2 point jump in the 

AAII Bull-Bear Spread (13.3 point increase in the former and 12.9 point decrease in the latter), 

though it should be pointed out that the optimists are still running below the 38.0% average and 

the pessimists are slightly above the 30.5% norm. And, investors, after a modest bit of 

enthusiasm in September, again have been busy bailing out of stocks and piling into bonds,… 



 

…continuing the trend that has been ongoing for more than a few years, per data from the 

Investment Company Institute. 



 

Of course, Friday’s downturn was not that bad, assuming one’s portfolio was not weighted 9.3% 

in Boeing, given that the 6.8% skid in the aircraft and defense concern accounted for 170 points 

of the 255-point loss in the headline-grabbing Dow Jones Industrial Average. That price-

weighted index dropped 0.95% on 10.18.19, compared to more modest respective daily dips of 

0.40% and 0.39% in the capitalization-weighted Russell 3000 and S&P 500 indexes. 



 

While the Dow ended the full week slightly in the red with a total return of -0.13%, it actually 

was a positive five days for the overall U.S. equity market, with the Russell 3000 gaining 0.56% 

and the S&P 500 advancing 0.55%. Value topped Growth, as the Russell 3000 Value index 

climbed 0.78%, versus a 0.34% increase for the Russell 3000 Growth index. 

Stocks generally enjoyed the week, even as the domestic economic data was not exactly robust, 

given mediocre numbers on the health of the factory sector in the New York and the Mid-

Atlantic regions,… 



 

…and data on industrial production. 



 

And, it wasn’t just the manufacturing stats that disappointed, with a couple of data points on the 

health of the consumer not inspiring a lot of confidence,… 



 

…and even the forward-looking Leading Economic Indicators (LEI) for September coming in 

weaker than projected. 



 

Interestingly, despite the softer economic figures, the odds of recession, at least according to 

Bloomberg, held steady,… 



 

…while the latest U.S. GDP growth estimate from the Atlanta Fed ticked up over the last week 

to 1.8%. 



 

We also heard from several Federal Reserve officials last week, including Vice Chair Richard H. 

Clarida, who provided somewhat reassuring comments on Thursday,… 



 

…that suggested that the Fed will remain highly accommodative,… 



 

…especially given that another one of those global growth estimates that Mr. Clarida referenced 

was marked down last week by the International Monetary Fund,… 



 

…which had the following to say last Tuesday: 

After slowing sharply in the last three quarters of 2018, the pace of global economic activity 

remains weak. Momentum in manufacturing activity, in particular, has weakened substantially, 

to levels not seen since the global financial crisis. Rising trade and geopolitical tensions have 

increased uncertainty about the future of the global trading system and international 

cooperation more generally, taking a toll on business confidence, investment decisions, and 

global trade. A notable shift toward increased monetary policy accommodation—through both 

action and communication—has cushioned the impact of these tensions on financial market 

sentiment and activity, while a generally resilient service sector has supported employment 

growth. That said, the outlook remains precarious. 

Global growth is forecast at 3.0 percent for 2019, its lowest level since 2008–09 and a 0.3 

percentage point downgrade from the April 2019 World Economic Outlook. Growth is projected 

to pick up to 3.4 percent in 2020 (a 0.2 percentage point downward revision compared with 

April), reflecting primarily a projected improvement in economic performance in a number of 

emerging markets in Latin America, the Middle East, and emerging and developing Europe that 

are under macroeconomic strain. Yet, with uncertainty about prospects for several of these 

countries, a projected slowdown in China and the United States, and prominent downside risks, 

a much more subdued pace of global activity could well materialize. To forestall such an 



outcome, policies should decisively aim at defusing trade tensions, reinvigorating multilateral 

cooperation, and providing timely support to economic activity where needed. To strengthen 

resilience, policymakers should address financial vulnerabilities that pose risks to growth in the 

medium term. Making growth more inclusive, which is essential for securing better economic 

prospects for all, should remain an overarching goal. 

Certainly, we respect that anything can happen economically speaking, but even if the Federal 

Reserve is wrong and a recession hits in the next couple of years, we would think that those who 

share our value-focused investment orientation would be comforted by what, on average, has 

happened in the equity markets before and after the 14 previous periods of economic contraction. 

 

That does not mean that stocks will rise no matter what events occur here at home or around the 

world, but there have been far more worrisome obstacles overcome through the years than 

today’s trade battle with China, Brexit drama, Trump impeachment inquiry and lackluster 

domestic GDP growth. 



 

Stock Updates  

Jason Clark offers updates on a baker’s dozen of our companies that were out with Q3 numbers 

this past week, the news of sufficient importance to trigger a review of their Target Price. 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/. 

Diversified financial firm Bank of America (BAC – $30.35) reported another good quarter 

despite the tough interest rate environment. Adjusted Q3 EPS came in at $0.75, versus consensus 

estimates of $0.69. Year-over-year growth of this metric jumped 12.5%. Revenue also came in 

above forecasts, totaling $22.97 billion, versus expectations of $22.85 billion. The quarter 

benefited from a 4.6% increase in total loan growth. Countering the perception that companies 

are holding back because of uncertainty about the economy and trade wars, BAC’s U.S. small-

business lending grew 7% to $15.2 billion. The bank also announced that it realized 11% growth 

in equipment financing. The lower rate environment did present challenges as versus the same 

period last year, revenue slightly decreased, however, management was able to keep expenses in 

check. 

https://theprudentspeculator.com/dashboard/


CEO Brian Moynihan commented, “Our teammates delivered another strong quarter of earnings 

and returns for shareholders. In a moderately growing economy, we focused on driving those 

things that are controllable. We made continued strong investments in our capabilities to serve 

customers, more relationship management teammates, more and refurbished branches and 

offices, and more digital capabilities, all while core expenses are flat. Our client activity, the 

expansion of our client base, and our ability to gain market share across most of our businesses 

in the quarter, all reflect responsible growth.” 

CFO Paul Donofrio added, “We remained disciplined in managing expenses and responsible in 

our approach to underwriting, which led to continued low costs and strong asset quality. In the 

quarter, we returned more than $9 billion to our shareholders.” 

Credit metrics were stable during the third quarter as loan charge-offs and nonperforming loans 

decreased slightly on a sequential basis. The bank ended the quarter with $2.4 trillion in assets 

and almost $1.4 trillion in consumer deposits, the latter the largest tally of any bank in the U.S. 

 

We continue to be fans of BAC and see it as one of our core financial holdings. While the bank 

is still playing catch-up from its issues coming out of the financial crisis, we think the company 

has meaningful ability to increase earnings and efficiency. The current dividend leaves the stock 

with a 2.4% yield. We see numerous long-term opportunities upon which BAC can capitalize, 



from its large deposit base and consumer lending franchise to its “thundering herd” of Merrill 

Lynch’s financial advisors and wealth managers. Credit quality remains solid and the stock is 

trading for just 10.3 times NTM estimated EPS. Our Target Price has been inched up to $43. 

Banking giant JPMorgan Chase (JPM – $120.56) posted solid Q3 financial results. Despite the 

strain of lower interest rates, JPM’s adjusted EPS came in at $2.68, versus the consensus analyst 

estimate of $2.46. Countering weakness in capital markets and headwinds in loan origination, 

JPM saw strength in its consumer bank (with gains in cards, merchant services and auto loans), 

while producing a 15% return on equity and ending the quarter with a Basel III common equity 

Tier 1 capital ratio of 12.3%. The Investment Bank retained its #1 ranking for global investment 

banking fees. 

CEO Jamie Dimon commented, “JPMorgan Chase delivered record revenue this quarter, 

demonstrating broad-based strength and the resilience of our business model despite a more 

challenging interest rate backdrop. In Consumer & Community Banking, we had strong deposit 

and client investment asset growth. Our consumer lending businesses benefited from our 

continued investments and a favorable environment for borrowers, which helped drive healthy 

volumes in Home Lending and Auto and strong loan growth in Card.” 

Mr. Dimon added, “We had record third quarter IB fees with particularly strong performance in 

DCM and ECM, and year-to-date we maintained our #1 global ranking with share gains across 

products and regions. Markets performance was solid, reflecting improved client activity – 

particularly in Fixed Income. Commercial Banking turned in a solid performance with continued 

momentum in investment banking and treasury services. And in Asset & Wealth Management, 

both AUM and client assets were a record helped by strong net inflows into long-term and 

liquidity products.” 

He concluded, “In the U.S. economy, GDP growth has slowed slightly. The consumer remains 

healthy with growth in wages and spending, combined with strong balance sheets and low 

unemployment levels. This is being offset by weakening business sentiment and capital 

expenditures mostly driven by increasingly complex geopolitical risks, including tensions in 

global trade. Regardless of the operating environment, JPMorgan Chase will continue to serve 

our customers, clients and communities globally, while investing in innovation, talent, 

technology, security and controls.” 

We think that JPM continues to execute well and we view the shares as a core financial holding. 

We remain quite fond of the fortress balance sheet and the overall business model under Mr. 

Dimon’s guidance. JPM shares are currently trading for just 11.7 times NTM projections, while 

carrying a dividend yield of 3.0%. With continued progress and momentum, we believe that the 

financial behemoth is well-positioned for the next few years. Our Target Price for JPM has been 

elevated to $142. 

KeyCorp (KEY – $17.77) reported Q3 earnings per share of $0.48, just above analyst estimates. 

Declining interest rates, some signs of reduced economic activity in the Ohio-based bank’s 

markets and a focus on consumer health has tempered expectations, even as the company 

continues to thin its expense base. CEO Beth Mooney remarked, “Our business model and 



interest rate hedging also positions us well as we move through the different business cycles and 

rate environments. And expense management also remains a priority as we continue to identify 

opportunities to further improve efficiency.” 

The firm grew loans and deposits by 4% year over year driven by new relationships in 

commercial banking and activity within residential mortgage lending and Laurel Road, a digital-

lending subsidiary KeyCorp acquired earlier this year. Noninterest income, which has become 

increasingly important for banks as low rates compress net interest margins, grew 12.4% while 

noninterest expense declined 3.4% from Q3 a year ago. 

 

We also note the announcement in September that Ms. Mooney will be retiring in May of next 

year. Current COO Chris Gorman, a 21-year veteran of KeyCorp, will fill the role. In her 8-year 

tenure as CEO, Ms. Mooney has focused intently on cutting costs and improving operating 

efficiency, while transforming the bank through acquisitions of First Niagara, HelloWallet, and 

most recently Laurel Road. 

While the stock has traded virtually flat over the past two years, management has committed to 

steadily raising its dividend payout to 50% of earnings, which have been rising over the period. 

We also like efforts management has taken of late to hedge rate risk and increase operational 

efficiency. Shares have become more attractively priced, as they trade for less than 10 times 



NTM expected earnings, a multiple last seen in 2016, and another dividend increase of 9% last 

quarter has pushed the yield to 4.2%. Our Target Price for KEY is $25. 

Investment banking and brokerage firm Goldman Sachs Group (GS – $206.52) posted Q3 

adjusted earnings per share that fell short of consensus analyst estimates ($4.79 versus $4.86). 

However, revenue for the period slightly outpaced forecasts ($8.32 billion vs. $8.30 billion). 

While the company had a number of positives in the quarter, Goldman said it endured losses of 

$267 million from public equities in the period, primarily from Uber, Avantor and Tradeweb 

Markets. The hit led to a large drop of 40% in the bank’s equity securities revenue in the period 

to $662 million. GS also announced that it wrote down its investment in private company 

WeWork by $80 million, but said that the firm’s current carrying value on WeWork is about $70 

million, which is still above cost. 

Costs and investments in new business ventures also impacted the quarter. Year-to-date, the 

company said that it has spent $450 million on organic projects, such as its Marcus retail bank, a 

credit card with Apple and a transaction banking initiative. While a number of its efforts to 

evolve won’t materially impact the bottom line for a while, we are constructive on these 

investments as well as steps to further its reach in wealth management with a couple of freshly 

closed acquisitions. 

CEO Dave Solomon remarked, “Our results through the third quarter reflect the underlying 

strength of our global client franchise and its ability to produce solid results in the context of a 

mixed operating environment. We continue to execute on our strategic priorities, including 

investing in important growth opportunities in our existing and new businesses and in delivering 

for our clients in the most efficient and effective manner possible. We believe that this focus will 

best position the firm to generate long-term, industry-leading returns for our shareholders.” 

We continue to be long-term fans of GS and believe the company can achieve stronger revenue 

growth, operating leverage and a potential higher multiple than the current forward P/E of 8.8. 

The ultimate goal of Goldman’s evolution is to change the trading and deal-making titan into a 

more well-rounded financial firm with more stable consumer and commercial businesses. That 

said, we won’t be surprised if it takes a few years for the efforts to begin to be truly rewarded by 

investors. Our Target Price now stands at $285. 

Southeastern banks and merger partners BB&T Corp (BBT – $52.67) and SunTrust Banks 

(STI – $67.89) each released quarterly financial results last week. The union, which will form a 

new company to be called Truist, is on track to close later this year or early in 2020. BB&T CEO 

Kelly S. King stated, “We continue to make significant progress laying the groundwork for our 

exciting merger of equals with SunTrust. We are very pleased the shareholders of both 

companies strongly supported the merger at their respective meetings earlier this quarter. 

Importantly, we have named approximately 75% of leadership roles for the Truist organization, 

so we are well prepared as we look forward to closing the merger.” 



 

Looking at the latest results, BB&T said its adjusted EPS for Q3 was $1.07, outpacing 

expectations of $1.03. Mr. King explained, “We are pleased to report strong results for the third 

quarter, with improved adjusted earnings driven by stronger revenues and lower credit costs. 

While average loans held for investment decreased 4.8%, this result was due to our strategic 

decision to sell approximately $4 billion in mortgage loans during the quarter. Excluding this 

sale, our company generated robust loan growth of 6.5% on an annualized basis compared with 

last quarter.” 

He added, “In addition, we enjoyed 2.5% taxable-equivalent revenue growth compared with the 

third quarter last year led by strong results from our fee income-generating businesses, including 

insurance, mortgage banking and investment banking and brokerage, as well as a resilient net 

interest margin in this challenging rate environment. This was due in part to lower deposit costs, 

which peaked last quarter.” 

SunTrust said its adjusted EPS for Q3 was $1.40, which was slightly below expectations of 

$1.41. “We delivered solid third quarter results, marked by continued loan growth, improved 

deposit growth, diverse fee income, and strong credit quality. Our underlying strategic progress 

is strong, evidenced by 8% year-over-year growth in both loans and noninterest income, 

providing us with good momentum heading into our proposed merger of equals with BB&T,” 

said STI CEO William H. Rogers, Jr. “I am confident that when SunTrust and BB&T come 



together to create Truist, we can deliver industry leading profitability, better capabilities for our 

clients, and enhanced benefits for both our teammates and our communities.” 

We think the combined company will take on BB&T’s relatively conservative loan underwriting 

and believe the combo can continue to generate modest loan growth, relatively lower rate 

sensitivity and fee income growth on increased capital markets activity. STI shares yield 3.3% 

and trade for 12.7 times NTM earnings expectations. As a standalone, our Target Price for STI is 

$81. BBT yields 3.4% and trades at 12.4 times NTM EPS forecasts. Our Target Price for BBT is 

$68. 

Shares of consumer financial firm Synchrony Financial (SYF – $34.29) gained almost 4% last 

week as the company reported Q3 financial results that exceeded investor expectations. 

Synchrony said it had adjusted earnings per share of $1.22, versus estimates of $1.13. SYF had 

total revenue of $3.46 billion, edging the consensus forecast of $3.43 billion. The company 

continues to deal with the loss of the Walmart loan portfolio, as during Q3, total card loans 

declined 5% from the previous year. However, excluding the loss of the Walmart portfolio, total 

loans grew 6%. 

CEO Margaret Keane commented, “We continue to deliver strong results as we develop 

innovative and seamless digital consumer experiences driven by our technology and data 

investments. These capabilities have helped us grow organically, enabling the extension of key 

partnerships, while also helping us win new ones with fast-growing, digital-first partners. Our 

growth is supported by expanded acceptance and usage in our Home, Auto and CareCredit 

networks, and is funded through substantial growth in our direct-to-consumer deposit platform. 

Our focus is on executing a capital allocation strategy that drives strong growth at attractive risk 

adjusted returns, while maintaining a strong balance sheet and the ability to return capital to 

shareholders.” 

Ms. Keane’s comment concerning maintaining a strong balance sheet is always music to our 

ears, as total liquidity (liquid assets and undrawn credit facilities) was $21.7 billion, or 20.5% of 

total assets, and its estimated fully phased-in Common Equity Tier 1 ratio under Basel III was 

14.5%. It is also important to consider that loans 30+ days past due as a percentage of total 

period-end loan receivables were 4.47%, compared to 4.59% in the same period last year. While 

net charge-offs as a percentage of total average loan receivables were up to 5.35%, compared to 

4.97% last year, excluding the newer PayPal Credit program and the winding down Walmart 

portfolio, the rate decreased approximately 20 basis points compared to last year. Additionally, 

allowance for loan losses as a percentage of total period-end loan receivables was 6.74%, 

compared to 7.11% in Q3 2018. 

SYF shares trade at just 7.8 times NTM adjusted EPS consensus estimates and yield 2.6%. The 

company continues to execute well and we believe that the 46% increase in share price this year 

is reflective of that. Although the SYF gains this year have been sizable, we think there’s still 

room to run. Our Target Price has been lifted to $54. 

Shares of Comerica (CMA – $65.45) ended the week flat, despite suffering a handful of 

downgrades following its Q3 2019 financial results release. The financial services company 



reported top- and bottom-line results that came in a bit above the consensus analyst estimates. 

Adjusted EPS for the quarter was $1.93, versus expectations of $1.90, while revenue of $842 

million came in slightly better than forecasts of $834 million. 

Comerica reported an 8% decline in net income after the bank charged off select loans within its 

energy portfolio. Despite this decline in net income, earnings per share increased by 

approximately 1% due to share repurchases and a strong return on equity. Net interest income 

fell 2% year over year due to lower interest rates and management has revised its net interest 

income growth outlook to a range of 0% to negative 1% from a positive 2% forecast. Noninterest 

income grew 9.4% as a result of higher card fees accompanied by strong syndication fees and 

fiduciary income. CMA continues to see its funding costs under pressure as lower rates, and the 

prospects for lower rates for longer, take a toll. 

CMA CEO Curtis C. Farmer explained, “Throughout our 170-year history, we have managed 

through many different economic, credit and interest rate cycles. Our third quarter results 

demonstrate our ability to drive a strong return on equity of 16% and a return on assets of 1.6%, 

despite recent declines in interest rates. Broad-based fee income growth, solid credit quality, the 

benefit of discrete tax adjustments and continued active capital management were positive 

contributors to our performance. In addition, our careful cost control helped keep our efficiency 

ratio low at under 52%. We remain focused on building relationships within our diverse footprint 

and maintaining our credit and expense discipline in order to continue to produce strong 

performance metrics.” 



 

While we know that CMA continues to face operational headwinds as the potential for another 

interest rate cut by the Federal Reserve remains quite likely, we still like the company’s 

improved balance sheet flexibility that should help drive future EPS growth and return of capital 

to shareholders. Despite having one of the most attractive deposit franchises, CMA trades for just 

9.3 times NTM adjusted EPS estimates and yields 4.1%. That said, with the majority of its loan 

portfolio made up of adjustable rates loans and the current downward pressure on the overall 

domestic rate environment, we have pared our Target Price to $101. 

Despite writing down $12.7 billion in assets during Q3, oilfield services giant Schlumberger 

Ltd (SLB – $32.31) reported operating earnings that were better than investors were expecting. 

SLB said it earned $0.43 per share versus the consensus estimate of $0.40. Revenue for the 

period of $8.54 billion came in slightly above average forecasts of $8.50 billion. 

CEO Olivier Le Peuch provided a lot of detail into overall Q3 performance and positioning that 

we think is worth sharing 

We ended the third quarter with revenue of $8.5 billion, a 3% sequential increase while pretax 

segment operating income of $1.1 billion rose 13%. I am pleased with the results and proud of 

the team’s performance. Sustained international activity drove overall growth despite mixed 

results in North America. The North America business saw strong offshore sales with minimal 



growth on land due to slowing activity and further pricing weakness. Adjusted EPS, was 23% 

higher than the second quarter. 

Sequential international growth was led by the Europe/CIS/Africa area, where revenue 

increased 9% sequentially driven by peak summer activity in the Northern Hemisphere as well as 

the start of new projects in Africa. International revenue was also driven by double-digit growth 

in Asia. Latin America revenue declined 9% sequentially on lower activity in Argentina and 

Mexico. Excluding Cameron, third-quarter international revenue increased 8% year-over-year, 

remaining in line with our expectations of high single-digit international growth. As we enter the 

fourth quarter, international activity will be affected by the usual winter slowdown, particularly 

in the Northern Hemisphere. 

In North America, offshore revenue grew sequentially due to higher WesternGeco® multiclient 

seismic license sales. Land revenue was slightly higher, as a modest increase in OneStim® 

activity was offset by softer pricing while land drilling revenue was essentially flat despite the 

lower rig count. As we exited the quarter, OneStim activity decelerated as frac programs were 

either deferred or cancelled due to customer budget and cash flow constraints. 

By business segment, third-quarter sequential growth was led by a 6% increase in revenue in 

Reservoir Characterization due to peak summer campaigns, particularly in the Northern 

Hemisphere. Cameron revenue increased 3% sequentially from higher OneSubsea®, Surface 

Systems, and Drilling Systems sales—primarily in the international markets. Drilling and 

Production revenue each increased 2% sequentially on international growth and decelerating 

activity in North America land. 

This quarter’s results reflected a macro environment of slowing production growth rate in North 

America land as operators maintained capital discipline, reducing drilling and frac activity. Our 

year-to-date high single-digit international revenue growth continues to be underpinned by 

international investment levels. Market uncertainty, however, is weighing on future oil demand 

outlook in a climate where trade concerns are seen as challenging global economic growth. 

The third quarter results reflect a $12.7 billion pretax charge driven by market conditions. This 

charge is almost entirely noncash and primarily relates to goodwill, intangible assets, and fixed 

assets. 

Last month, we presented four key elements of our new strategy: leading and driving digital 

transformation; developing fit-for-basin solutions; capturing value from the performance impact 

for our customers; and fostering capital stewardship. The latter involves more stringent capex 

allocation and a strategic review of our portfolio—particularly in North America—through the 

lens of fit-for-basin attributes, customer performance, and return on investment. 

We are already off to a good start on digital. We presented our vision of the future E&P industry 

to 800 customers and partners at the highly successful SIS Global Forum 2019. We are 

committed to an open digital environment that unlocks customer performance. 



As we move forward, our vision is to define and drive high performance. Simply put, we want to 

be the performance partner of choice for the benefit of our customers and our industry. 

Underpinned by the elements of our strategy, Schlumberger is favorably positioned to achieve 

superior margin expansion, increased return on capital, and growth in free cash flow. 

While the last few years have been a struggle for SLB’s stock, to say the least, we believe better 

days are ahead and think its global income diversification is a differentiating positive. We also 

see Schlumberger as the clear technology leader in the space, with an important reputation for 

consistent execution. We are fond of the firm’s ability to generate solid free cash flow and the 

handsome 6.2% dividend yield the shares currently offer. That said, the operational road in 

global energy is still quite bumpy, thus we have cut our Target Price to $71. 

PNC Financial Services (PNC – $143.52) reported good Q3 earnings, and its balance sheet and 

revenue grew despite the tough interest rate environment. For the quarter, PNC said its adjusted 

EPS was $2.94, versus consensus analyst estimates of $2.80. The company’s geographic 

expansion has been positive, helping to contribute to its 6% growth in loans. Commercial lending 

led the way with a 7% year over year increase, primarily due to the real estate business and 

corporate banking segment. PNC also grew deposits, while driving a slim reduction in the cost of 

interest-bearing deposits. Despite this, net interest margin fell, largely due to lower interest rates 

on floating rate loans. PNC’s efficiency ratio came in at 58%, an improvement from 59% in Q2. 

CEO Bill Demchak commented, “PNC delivered excellent results in the third quarter. Our loan 

growth was strong in both commercial and consumer average loans and we saw good deposit 

inflows and customer growth including from our national strategies. Net interest income and fee 

income increased and we managed expenses well even as we continued to make investments. We 

are pleased with our performance and expect that continued execution of our strategies will drive 

differentiated growth across our franchise and generate long-term value for our shareholders.” 



 

Despite the historically low interest rate environment and stiff competition for deposits, PNC has 

found ways to continue to show respectable loan and deposit growth with strong overall credit 

quality. We think the firm’s focus on organic loan growth is an important performance driver and 

we remain pleased with PNC’s ability to control costs and drive fee income. We support 

management’s continued effort to expand into new markets, and we think the asset management 

business will add to the bottom line. Additionally, we note that PNC owns 22% of Blackrock, the 

largest asset management firm in the world. PNC currently trades for 12.5 times NTM earnings 

and yields 3.2%. Our Target Price has been adjusted upward to $170. 

Global provider of computer solutions and advanced technologies, International Business 

Machines (IBM – $134.09) earned $2.68 in Q3 vs. the $2.67 consensus estimate. Revenue came 

in at $18.03 billion, nearly 1% below forecasts of $18.22 billion. The Cloud and Cognitive 

Software segment increased sales by 6.4% year over year, while the Global Technology 

Services, Systems and Global Financing segments declined by 5.6%, 14.7%, and 11.7%, 

respectively. 

Consistent with CEO Ginni Rometty’s vision for the future of “Big Blue” as the leader in hybrid, 

multi-cloud environments, IBM closed its acquisition of Red Hat in July. CFO Jim Kavanaugh 

detailed on the company’s conference call, “Red Hat is at the center of [hybrid cloud] with the #1 

Linux operating system, RHEL, and the leading hybrid cloud platform, OpenShift. When we 



bring these together with IBM’s enterprise incumbency, scale and expertise, we’re ideally 

positioned to lead in the significant hybrid cloud opportunity. We’ve invested to bring new 

innovations to market, leveraging the technology architecture of Linux, containers and 

Kubernetes. We have standardized on Red Hat OpenShift as our hybrid cloud platform, and 

we’ve modernized our software portfolio so that it can run on all private and public clouds. 

We’ve announced OpenShift on IBM Cloud and on IBM Z, and we’ve introduced consulting and 

technology services for Red Hat to capitalize on our expertise in digital reinventions and our 

leadership position in managing mission-critical workloads.” 

Normalized for comparability, Red Hat’s revenue was up 20% in the quarter. IBM intends to 

infuse its intimate client knowledge with Red Hat’s capabilities to improve and broaden its 

hybrid cloud offerings. Despite the promising start to its Red Hat ownership, IBM shares skidded 

6% last this week, as Wall Street’s patience has worn thin for a revenue turnaround, while the 

company suspended its stock repurchase program in order to pay down acquisition-related debt. 

Certainly, we would like to see top-line growth resume, so we have cut our Target Price for IBM 

to $177. Of course, the shares remain very inexpensive, trading for around 10 times NTM 

earnings expectations. Further, we think the company is moving in the right direction in 

deleveraging the balance sheet by paying down its debt, shedding its global financing business 

and focusing on cloud computing. While our patience has sorely been tested, we are still happy 

to collect a juicy dividend, as the yield is 4.8% at the current price, which is well covered by the 

firm’s free cash flow. 

Shares of Johnson & Johnson (JNJ – $127.70) started the week off strong, following the health 

care concern reporting a good Q3, despite the numerous litigation clouds shadowing the 

company. For the quarter, JNJ reported adjusted EPS of $2.12, compared to forecasts looking for 

$2.01. Revenue came in at $20.73 billion (vs. $20.08 billion). The quarter was led by 

outperformance of pharma and a positive pick up in medical devices. 

“Our third-quarter results represent strong performance, driven by competitive underlying 

growth in Pharmaceuticals and Medical Devices, as well as continued optimization in our 

Consumer business,” said CEO Alex Gorsky. “As we look ahead, we remain confident in the 

strength of our broad-based business model, which is fueled by our disciplined portfolio 

management, focus on transformational innovation and dedicated employees around the world 

who position us for success today and well into the future.” 



 

Of course, things went south on Friday after the company announced a voluntary recall of a 

single lot of baby powder after a trace amount of asbestos was found in a bottle that was 

purchased online. With numerous plaintiffs claiming that J&J’s talc powder caused them to come 

down with cancer, potentially due to asbestos contamination, this latest recall adds fuel to the 

legal fire. That said, it is important in this instance to point out that the amount of asbestos found 

(less than 0.00002%) in a test by the U.S. Food and Drug Administration is extremely low, and 

there are plenty of variables that cannot be ruled out, including sample testing errors or a 

counterfeit product. Like many, we think J&J is rightly being very cautious in recalling the 

product. While J&J’s product safety tests, the FDA, clinical studies and the Cosmetic Ingredient 

Review Expert Panel have all said/shown that talc is safe, and the National Cancer Institute’s 

Physician Data Query Editorial Board concluded that perineal talc exposure doesn’t increase the 

risk of ovarian cancer, the recall definitely increases public uncertainty. 

Though we still like JNJ overall and view the company as uniquely situated with unmatched 

depth and breadth in growing global health care markets, and believe that there is solid potential 

for a number of its compounds in clinical trials, another dose of headline risk has increased the 

pressure on our patience. For the time being, we are still holding tight to our shares, but we are 

always weighing the risk/reward profile of the stocks we own, versus other names that we might 

want to buy. We have decided to cut our Target Price to $144, but the high-quality name still 

carries a dividend yield of 3.0%. 



Despite relatively small misses on the top and bottom lines for Q3, shares of staffing solutions 

group ManpowerGroup (MAN – $86.65) ended the week up more than 1.5%. For the three-

month period, MAN posted earnings per share of $1.92, versus the consensus analyst estimate of 

$1.93. MAN had total revenue of $5.25 billion, versus the $5.33 billion forecast. Q3 results had 

both high and low points, as though the firm saw a return to positive growth in North America, 

weakening economic conditions in Europe (including the important French market) drove the 

slight revenue and EPS misses. MAN also announced that it repurchased 610,000 of its own 

shares in the open market during the quarter. 

Chairman and CEO Jonas Prising said, “The global economic environment continues to be 

uncertain, leading to uneven market conditions as economic growth slows but labor markets 

remain tight and skills shortages high. This was evident in our third quarter results and despite 

headwinds in Europe, many of our markets achieved good profitable growth, with the US, the 

UK, Japan, Norway, Spain and Canada leading the way…We anticipate diluted earnings per 

share in the fourth quarter will be between $2.00 and $2.08, which includes an estimated 

unfavorable currency impact of 7 cents.” 

Despite the ongoing headwinds across Europe, we continue to like MAN’s broad geographic 

footprint, wide range of offerings, good expense management and solid balance sheet. The 

employment market has varied in strength by region, but we think that MAN has been able to 

weather these differences well. Even with the recent pressures, shares are still up better than 33% 

this year, and we think they have more upside. While not as discounted as they used to be, the 

stock still represents a compelling value, in our view, with metrics including a 11.4 times 

forward P/E ratio, a double-digit free cash flow yield and a current dividend yield of 2.5%. Our 

Target Price now resides at $135. 

 


