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Market Review 

Attention last week turned away from the hostilities in the Middle East to the signing of the 

“phase-one” trade agreement between the U.S. and China and the Impeachment Proceedings 

moving to trial in the Senate, but the rally in the equity markets gained steam. Indeed, the S&P 

500 and Russell 3000 indexes gained 1.99% and 2.04%, respectively, though the Russell 3000 

Value index climbed “only” 1.70%, versus a 2.35% advance for the Russell 3000 Growth index. 

No doubt, Growth is off to a great start in 2020, building on stellar returns seen for a number of 

years,… 



 

…but performance for Value have also been very good,… 



 

…especially considering that even modest returns would be satisfactory in the extraordinarily 

low interest rate environment in which we have been operating for quite some time. 



 

Despite the sensational returns for stocks, and the likelihood that the income generated from 

equities will continue to grow,… 



 

…we remain perplexed (and very happy from a contrarian perspective) by the continued love 

affair investors have had with fixed income. 



 

This is especially true considering that the latest batch of economic statistics ranged from 

superb,… 



 

…to solid,… 



 

…to OK, but better than expected. 



 

True, not all of the numbers have been rosy,… 



 

…while few are expecting a blockbuster economic expansion this year,… 



 

…but corporate profits are likely to continue to show decent growth over the next few years. 



 

To be sure, we are always braced for a pullback as we are very much aware that downturns, 

corrections and even Bear Markets are part of the investment equation,… 



 

…but we retain our enthusiasm for the long-term prospects of equities in general, and our 

broadly diversified portfolios of what we believe to be undervalued stocks in particular. 



 

Stock Updates  

While we have posted updated Target Prices to theprudentspeculator.com, Jason Clark and Chris 

Quigley take a look at nine of our companies that were out with news last week of sufficient 

importance to trigger a review of their respective Target Prices. Note that all stocks are rated as a 

“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 JPMorgan Chase (JPM–$138.15) spiked over two percent Tuesday morning as the 

nation’s largest bank released another solid earnings report, carrying its momentum through year 

end. The bank earned $2.57 per share against $2.36 of expected earnings, experiencing strong 

growth in its two largest segments (Consumer and Community Banking and Corporate and 

Investment Banking), supported by average deposit growth of 7% year over year. JPM continues 

to earn solid returns on its capital, producing a 17% ROTCE in Q4 and 19% for the full fiscal 

year, even while maintaining a robust common equity capital ratio of 12.4%. 

Management intends to provide full-year guidance at its upcoming investor day in February, but 

in the meantime expects to earn nearly $14 billion in net interest income for the first quarter in 

2020. 

http://theprudentspeculator.com/
https://theprudentspeculator.com/dashboard/


On the overall trade and economic environment given passage of the “phase one” trade deal with 

China, CFO Jennifer Piepszak commented, “So the fourth quarter definitely, I would say, 

stabilized. Things trade certainly stabilized. Things, broadly speaking, stopped getting worse. 

And so we saw sentiment improve a bit, which I think contributed to the overall success of the 

fourth quarter. And then, certainly, there are some puts and takes. I mean, the U.S. consumer 

remains in very strong shape, both from a credit perspective, sentiment, spending. Obviously, 

labor market is very strong. And the Fed and the ECB on hold. And then capital spending still a 

bit soft, but sentiment is at least certainly better than it was 6 months ago. So, we have a, broadly 

speaking, constructive outlook headed in — as we’re heading into 2020 here.” 

We remain quite fond of the bank’s fortress balance sheet and the overall business model under 

CEO Jamie Dimon’s guidance. We believe that the deepening budget for investment in 

technology enabled through existing scale and diversification of revenue sources creates a 

virtuous circle for the financial behemoth and that the bank will continue to operate at a high 

level for the foreseeable future. JPM shares are currently trading for just 12.8 times NTM 

projections, while carrying a dividend yield of 2.6%. Our Target Price for JPM has been elevated 

to $155. 

Diversified financial firm Bank of America (BAC – $34.71) reported another solid quarter as 

adjusted Q4 EPS came in at $0.74, versus consensus estimates of $0.69. The quarter benefited 

from a 4% increase in average loan growth, continued positive operating leverage and strong 

asset quality, with credit charge-offs remaining low. The consumer bank grew average deposits 

5%. The bank’s trading and securities services saw a material improvement in results, and 

Merrill Lynch realized 25% more net new households than it did in 2018. BAC’s efficiency ratio 

came in at 59%. 

CEO Brian Moynihan stated, “In a steadily growing economy marked by solid client activity, our 

teammates produced another strong quarter and year, allowing us to increase investments in our 

customers, communities, and employees, while keeping a close eye on expenses. We also 

delivered for shareholders in 2019 by returning a record $34 billion in excess capital through 

dividends and share repurchases. As evidenced by a quarter in which our customer deposits 

surpassed $1.4 trillion and client balances in our wealth management business topped $3 trillion, 

we enter 2020 with momentum.” 



 

CFO Paul Donofrio added, “The company managed well through a period of transition from 

rising rates to lower rates over a short period of time. Solid client activity in growing loans and 

gathering deposits helped us offset spread compression. We also are aided by diverse lines of 

business and operations, with non-interest income comprising nearly half of our revenue.” 

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

continue to be near-term pressure on net interest margin in this low rate environment, 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 11.4 times NTM 

estimated EPS. Our Target Price has been inched up to $44. 

Diversified bank Citigroup (C – $81.12) reported adjusted Q4 EPS of $1.90 (vs. $1.84 est.). 

Revenue for the period also came in better than forecasts ($18.38 billion vs. $17.88 billion est.), 

growing a better-than-expected 7%, with strong results across both the Institutional Clients 

Group and Global Consumer Banking. Expenses during the quarter were slightly higher than 

projected, but management reiterated its expectation to keep expenses relatively stable in 2020, 

noting that efficiency savings will outpace continued investments in the franchise. 



Citigroup CEO Michael Corbat commented, “Our earnings of $5 billion for the fourth quarter 

marked a strong finish to 2019. Our full year Return on Tangible Common Equity of over 12% 

exceeded our target. Due to good client engagement, we drove balanced growth across our 

products and geographies, closing the year with 16 consecutive quarters of loan and deposit 

growth. The U.S. consumer franchise saw continued strong growth in Branded Cards and 

sustained its momentum in attracting digital deposits. Investment Banking continued to gain 

share and, despite a lower rate environment, Treasury and Trade Solutions grew revenue as we 

work to ensure our global network remains indispensable to our clients. With increased revenues 

and disciplined expense management, we had positive operating leverage, even as we continued 

to make significant investments in the franchise.” 

He continued, “We ended 2019 with a Common Equity Tier One ratio of 11.7% and we are on 

track to deliver our commitment of returning over $60 billion of capital to our shareholders over 

a three-year period. We enter 2020 in a strong competitive position, from capital and liquidity to 

talent and technology. We continue to invest in areas where we see opportunities for client-led 

growth and in our infrastructure, in light of the enduring need to be an indisputably strong and 

stable institution.” 

With improving operational execution and business lines in faster growth markets around the 

globe (vs. its U.S. business), offset by headwinds from the potential for lower interest rates for 

longer, we believe that Citi shares offer investors more upside, despite an extremely strong 2019. 

C is priced at just 9.4 times NTM adjusted EPS expectations and 98% of book value. We 

continue to see a more focused and recapitalized Citigroup as prepared to reward investors over 

the long-term. We like that C has good leverage towards the solid U.S. economy, while also 

having the potential to show outsized benefits versus its peers from growth in Asia, Latin 

America and other emerging economies. Even though the company faces plenty of operational 

hurdles in different segments of its business, we think the bank is on its way to achieving its low-

50s efficiency-ratio target by end of 2020. Our Target Price for C has has been bumped up to 

$109. 

Investment banking and securities firm Goldman Sachs Group (GS – $249.46) posted Q4 

revenue 16% higher than expected led by trading and asset management. Despite the strong top-

line results, adjusted earnings per share of $4.69 fell well short of expectations ($5.52) because 

of materially elevated litigation costs and expenses (much of it the hit coming from the scandal 

around 1MDB, a Malaysian development fund). Capital ratios and book value increased year-

over-year, while Q4 ROE was muted at 9%, materially impacted by the litigation charge, though 

full-year adjusted ROE was healthy at 12%. The firm ranked #1 in worldwide announced and 

completed mergers and acquisitions for the year and also ranked #1 in worldwide equity and 

equity-related offerings and common stock offerings for the year. 

CEO Dave Solomon remarked, “Strong performance in the fourth quarter helped us to deliver 

solid results for the year, while continuing to invest in new businesses. We aim to drive higher 

returns in the future, and look forward to sharing our strategic goals and financial targets at 

Investor Day later this month.” 



We continue to be long-term fans of GS, and given the strong revenue trends, improving macro 

backdrop, strategic repositioning towards growth, an improving efficiency ratio and active 

capital management, we believe the company can achieve stronger growth, operating leverage 

and a potentially higher multiple than the current forward P/E of 10. 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 $292. 

Global financial services giant Bank of New York Mellon (BK – $46.18) posted adjusted Q4 

EPS ($1.02 vs. $1.01 est.) Thursday morning that topped analyst projections. Assets under 

custody and/or administration rose 12% on a year-over-year basis to $37.1 trillion, reflecting 

higher market values and client inflows, while assets under management climbed 11% to $1.9 

trillion, also due to higher market values, as well as the favorable impact of a weaker U.S. dollar 

(principally against the British pound), though AUM was offset by net outflows. The company 

also bought back 22.2 million common shares for $1.04 billion during the quarter. 

Interim CEO Tom Gibbons elaborated, “[In 2019], We created some exciting partnerships with 

leading front-office system providers, namely Aladdin, Bloomberg and, most recently, SimCorp, 

and these will provide our clients with open architecture that gives them choice and flexibility. 

While still early, these partnerships are strengthening our offering and are helping us win new 

business. We enhanced our capabilities in alternatives and ETFs, which have strong growth 

prospects, and we’re expanding the range of data and analytical applications available to our 

clients where our strong position in data management, accounting, performance and distribution 

analytics position us to deepen our relationships…This is already driving improved client 

satisfaction and lower attrition rates. In Pershing, we are seeing fee growth coming through and 

are excited about the future for this business. The industry is evolving, and we are confident that 

our market leadership and strategy will position us well going forward. We ended the year with 

the strongest pipeline in many years with both institutional broker-dealers and in the RIA space. 

We continue to onboard these new clients each quarter and to build the future pipeline. Across 

the industry, consolidation is helping make Pershing’s open architecture increasingly attractive to 

our clients. We’re accelerating investments in the advisory segment, strengthening market 

leadership in the broker-dealer segment and continuing the development of front-end technology, 

including integration with third-party providers to deliver state-of-the-art experiences and 

analytics to advisers and their investors. All of these are making us an even better partner to our 

clients.” 

Despite the seemingly good news, shares sank nearly 9% over the next two days as worries about 

higher expenses and low interest rates spooked investors. On the earnings conference call, 

management indicated that costs could rise by as much as 2% in 2020, while the company must 

contend with compression in both net interest and fee income. As a result, analysts are now 

looking for full-year EPS a little lighter than $4.20. Of course, the current share price hardly 

seems rich, given that it represents 11 times NTM earnings expectations (historically, BK has 

traded for 13.5 to 14 times earnings), while we believe the company maintains a strong market 

position (particularly in its Pershing business and certain other asset services offerings) and that 

investments in technology will likely lead to a stickier client base in the future. We also 



appreciate the bank’s generous capital returns to shareholders as evidenced by the reduction of 

shares outstanding by a little over 6% over the past year, and history of annual dividend 

increases. Our Target Price for BK now stands at $61. 

PNC Financial Services (PNC – $153.36) reported adjusted Q4 2019 earnings that trailed 

analyst estimates. The regional bank earned $2.89 per share (vs. $2.91 est.) and had net interest 

margin of 2.78%, down 6 basis points, due to lower interest rates. PNC reported growth in loans, 

deposits and revenue, but the loan-loss provision expense increased, eating at earnings. The 

efficiency ratio for the full year was 59%, which management attributed to more than $300 

million of cost savings and continuous improvement program (CIP). Even so, the shares sank 

more than $5 last week. 

 

CEO Bill Demchak commented, “I was very pleased with the continued progress we made this 

quarter on our key strategic initiatives, including the national expansion of our middle market 

and retail banking efforts. We remain committed to growing our business but also maintaining an 

efficient organization capable of achieving positive operating leverage. As 2020 begins, we 

expect to face uncertainty in the year to come from the economic environment to the 

ramifications of international trade disputes, the geopolitical situation and a presidential election 

campaign in the U.S., but we’re excited about the momentum with which we’ve entered the year 

and along with our increased capital flexibility as a result of the tailoring rules, we believe our 



strategy, focus on — our strategy and focus on our customers positions us well to continue to 

deliver for all of our constituencies.” 

Despite the prolonged low interest rate environment, stiff competition for deposits and heavy 

regulatory burden, 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 the company’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 around 13 times NTM earnings and yields 3.0%. Our Target Price is $177. 

Oil services concern Schlumberger Ltd (SLB — $38.37) earned $0.39 per share in Q4 (vs. 

$0.37 est.). Revenue of $8.2 billion was roughly flat from Q3 as growth in international markets 

made up for the continued decline in North America. While the firm doesn’t typically provide 

earnings guidance, management offered its outlook on global energy markets and shed light on 

strategic plans for the upcoming year. In the recent quarter, headwinds in North America led the 

company to indefinitely reduce capacity in the region by 30%, making multiple strategic 

divestitures and using the proceeds to retire $1.3 billion of net debt. In contrast, CEO Olivier Le 

Peuch expects international markets to remain constructive in the current year as integrated oil 

companies accelerate drilling offshore, especially in the second half of 2020. 

Mr. Le Puech gave the following overview, “We expect the second year of market contraction in 

the North America land with a decline in the high single-digit to double-digit range. This aligns 

with the strength of our International franchise and makes the execution of our NAL strategy 

even more critical to protecting our returns from any further activity downside.” 

He continued, “With this market outlook, our ambition will be to grow internationally above 

mid-single digits excluding the impact of recent divestiture, revert Cameron group to growth on 

the back of long-cycle booking execution and contain North America to high single-digit decline 

as a consequence of both market conditions and strategy execution. Within this market, the 

impact of our capital stewardship strategy, particularly the reduction of under-performing 

business units, will be material. At the same time, the impact of our transformation program 

should continue to enhance incremental margin performance and cash flow for most of the 

service product lines. We are confident that the shape and mix of international activity growth 

will support favorable revenue quality during the next 4 quarters with contribution from new 

technology adoptions, stronger offshore activity and digital transformation. Offshore activity will 

increasingly grow towards deep-water basins in later part of 2020, reflecting the acceleration in 

investment by IOCs and large independents. Therefore, we expect international margins to 

further expand in 2020, building on the momentum from second half of 2019. In addition, and as 

an outcome of the NAL strategy execution, we also expect North America margin to expand, 

despite the headwinds on activity and revenue contraction.“ 

We appreciate that the firm continues to prioritize margin, cash flow and investor returns and 

think the shift in North America is a prudent one. We also expect SLB’s transition from capital 

heavy and more commodity-like businesses like coiled tubing towards more asset-light ones to 



favor its deep base of intellectual capital. As a global leader in oil services, we think the uptick 

internationally sets the table in Schlumberger’s favor, given that roughly two-thirds of revenue is 

produced outside of North America already. The firm continues to produce significant enough 

cash flow to support a handsome dividend, with the yield now standing at 5.2%. That said, we 

know that the stock has long been a disappointment, even as we continue to like the long-term 

prospects. We have trimmed our Target Price to $68. 

Delta Air Lines (DAL – $62.03) reported Q4 2019 results that beat analyst expectations on the 

top and bottom lines, sending shares up more than 3%. Delta earned an adjusted $1.70 per share 

in the quarter on revenue of $11.44 billion, compared with analyst consensus estimates of $1.40 

and $11.34 billion, respectively. 

CEO Ed Bastian said, “The December quarter performance was a great finish to what was truly 

an outstanding year on all fronts: strategically, with the American Express renewal and the 

announcement of LATAM and Wheels Up partnerships; operationally, with best-in-class 

completion factor and on-time performance; and financially, with industry-leading revenue, 

profits and cash flow. 2019 was the best year in our history. The top line grew 7.5% to $47 

billion, positioning Delta as the largest carrier by revenue in the world.” 

Mr. Bastian concluded, “Our full year earnings outlook of $6.75 to $7.75 per share for 2020 

positions Delta for the sixth straight year of pretax profits in excess of $5 billion. Free cash flow 

is also expected to remain strong at $4 billion in 2020. This would bring Delta’s 3-year 

cumulative free cash flow to over $10 billion by the end of this year. By leveraging a solid 

financial foundation with increasingly diverse revenue streams and building brand momentum, 

we are demonstrating an unprecedented level of earnings and free cash flow consistency for this 

industry. This is enabling us to reinvest in our business at a level that others cannot match. This 

reinvestment is extending our competitive advantages. And when combined with a great brand 

powered by the very best people in the business, we have the engine to drive meaningful long-

term value for our customers, our employees and our owners.” 

We think the airline has executed well, reducing denied boardings, adjusting schedules in 

advance of bad weather, sprucing up its lounges and not alienating big spenders with perk cuts 

like some of DAL’s competitors have. The company recently announced that it was buying a 

minority stake in private-jet operator Wheels Up, which along with Delta’s fleet of 190 corporate 

aircraft, bolsters DAL’s efforts to go after premium passengers. These business improvements, 

along with deliveries of A321neo airplanes and being lucky to dodge the 737 MAX fallout, put 

DAL in a strong position for 2020. With the stock trading for just 8.5 times NTM earnings and 

yielding 2.6%, our Target Price has been elevated to $83. 

Shares of general merchandise discount store chain Target (TGT – $116.92) fell hard, more than 

6%, after the company reported holiday sales results which came in below expectations due to 

softness in categories Electrics, Toys and Home. Despite the trip-up, TGT kept its EPS guidance 

range for fiscal 2020 between $6.25 and $6.45. In fiscal Q4, TGT’s unchanged EPS estimate 

range is $1.55 to $1.75. 



CEO Brian Cornell explained, “We faced challenges throughout November and December in key 

seasonal merchandise categories and our holiday sales did not meet our expectations. However, 

because of the durability of our business model, we are maintaining our guidance for our fourth 

quarter earnings per share… Given the relative performance of higher-margin versus lower-

margin categories, our fourth quarter financial results will benefit from a stronger-than-expected 

gross margin mix in our holiday sales. In addition, our fourth quarter performance will benefit 

from productivity improvements in our stores and supply chain, as well as meaningfully lower 

clearance inventory compared with a year ago.” 

Mr. Cornell closed, “I want to thank the entire Target team for all of their work to transform 

Target’s operational and financial model, which has allowed Target to grow and thrive in a 

rapidly-changing retail environment. As a result of their efforts, we’ve seen outstanding 

performance in 2019 and we’re confident we’ll deliver another strong year in 2020, reflective of 

our durable business model and consistent with our long-term financial algorithm. This 

algorithm is based on the ability of our business to generate annual sales growth in the low-single 

digits, mid-single digit growth in operating income, and high-single digit growth in earnings per 

share.” 

Target shares doubled in 2019, so the stumble thus far in 2020 is forgivable. We think that a 

strong U.S. economy and solid company-wide execution will ultimately win out, despite the 

near-term disappointment. Of course, there are always challenges on the horizon, including costs 

of goods concerns related to China, but for now we are happy holding shares with their good 

rank in our proprietary scoring system, as we think the future still looks bright. Our Target Price 

for Target, which trades for around 17 times NTM earnings and yields 2.3%, stands at $131. 

 


