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Market Review 

Work is underway on the March edition of The Prudent Speculator. If all goes according to plan, 

we hope to email TPS 641 late Tuesday evening, March 3, or Wednesday morning, March 4. 

This month, in addition to our regular Earnings Scorecard feature, we offer five first-time 

recommendations and we will continue our commentary on helping long-term-oriented folks 

keep the faith as the equity markets grapple with the coronavirus scare. 

On that score, we hope that readers were able to take a look at our Special Report that we sent 

out this past Thursday afternoon, as we endeavored to offer perspective on an event that sent 

stocks to their worst weekly declines since the carnage during the Financial Crisis in 2008, the 

aftermath of 9/11 in 2001 and Black Monday 1987. 



 

While the equity futures on Sunday afternoon and evening gyrated between big losses and 

sizable gains, suggesting a continuation of the incredible volatility when trading resumes this 

week, we reprise and update commentary from EPIDEMICS: COVID-19 NOT THE FIRST, NOR 

THE LAST. 

No doubt, the headlines related to the novel coronavirus (COVID-2019) remains disconcerting, 

with the weekend bringing news of the first two fatalities in the U.S., a spike in the number of 

cases in Italy and the continued spread of the disease around the world. 



 

Certainly, we do not want to downplay the risks to our health related to COVID-19, even as 97% 

of those officially diagnosed have survived the disease, while the death rate from the SARS 

version of the coronavirus back in 2002-2003 was upwards of 10% and the Western Africa Ebola 

virus killed 11,300 people from 2014-2016. And, we respect that the Centers for Disease Control 

and Prevention (CDC) sounded the alarm on Feb 25, stating that Americans must begin 

preparing for a possible pandemic outbreak in the U.S. with schools considering internet-based 

tele-schooling, local communities and cities potentially modifying, postponing or cancelling 

mass gatherings, and businesses replacing in-person meetings with video or telephone 

conferences. 

Scary stuff, indeed, though as there has been little media fanfare associated with the sobering 

CDC statistic that through the first seven weeks of 2020, there have been more than 25,000 

combined deaths from pneumonia and influenza just in the United States. Further, we find it 

interesting that more than 350,000 people in the U.S. alone have died from pneumonia/influenza 

over the last decade, yet not everyone gets a flu shot. Yes, we respect that COVID-19 is far 

worse than the flu, but, as John Hopkins also points out, there are similarities,… 



 

…in addition to the differences, the last of which on the list below is staggering… 



 

And, we might add that Dr. Arthur L. Reingold, the Division Head of Epidemiology and 

Biostatistics at Cal Berkeley told KNX 1070 Radio listeners on Feb 25 that the COVID-19 

mortality rate is likely far lower than the worrisome 2% to 3% number that has been highlighted 

in the press, given that many who contract the ailment but are asymptomatic or minimally 

symptomatic are not counted in the denominator of the equation as they have not sought 

treatment or been formally diagnosed. Further, the good doctor said he would have gone to 

Malaysia for a meeting the week prior, with any worry related to being stuck in a potentially 

lengthy quarantine than any health issue, but the organizers canceled the event. 

The New York Times this weekend echoed Dr. Reingold’s views in regard to the death rate, 

stating, “The true death rate could turn out to be similar to that of a severe seasonal flu, below 1 

percent, according to an editorial published in the journal by Dr. Anthony S. Fauci and Dr. H. 

Clifford Lane, of the National Institute of Allergy and Infectious Diseases, and Dr. Robert R. 

Redfield, director of the Centers for Disease Control and Prevention.” 

The editorial referenced is from the New England Journal of Medicine, in which the three 

doctors opine, “If one assumes that the number of asymptomatic or minimally symptomatic cases 

is several times as high as the number of reported cases, the case fatality rate may be 

considerably less than 1%. This suggests that the overall clinical consequences of Covid-19 may 

ultimately be more akin to those of a severe seasonal influenza (which has a case fatality rate of 



approximately 0.1%) or a pandemic influenza (similar to those in 1957 and 1968) rather than a 

disease similar to SARS or MERS, which have had case fatality rates of 9% to 10% and 36%, 

respectively.” 

Of course, a mortality rate considerably less than 1% is still something about which we should be 

concerned, but as World Health Organization (WHO) Director-General Dr. Tedros Adhanom 

Ghebreyesussaid on Saturday, “Our greatest enemy right now is not the virus itself. It’s fear, 

rumours and stigma. And our greatest assets are facts, reason and solidarity.” 

To be sure, it is not just fear that has led to the curtailment of international, and even domestic, 

travel, while attempts to quarantine or restrict movement in parts of China, Italy and elsewhere 

are disrupting businesses around the world and severely hurting the global supply chain. Clearly, 

there is very real concern for our wealth, given that the U.S. stock markets have run into 

significant turbulence with companies like Apple, Microsoft, Proctor & Gamble, Mastercard and 

United Airlines warning about COVID-19 impact on their top- and bottom-lines. 

Obviously, global economic growth will take a hit, even as many countries were just beginning 

to see an upturn, but the depth of the impact remains the big question. China reported on 

Saturday that its manufacturing purchasing managers index (PMI) plummeted to 35.7 in 

February, from a reading of 50.0 in January, and we have to believe that U.S. economic numbers 

will begin to weaken, though that really was not the case last week, at least in regard to the 

confidence of consumers,… 



 

…orders for durable goods and first time claims for unemployment benefits. 



 

To be sure, those numbers do not account for the rapid spread of COVID-19 around the world, 

but the latest odds per Bloomberg of a U.S. economic recession presently reside at 25%,… 



 

…and the current (as of Feb 28, 2020) Bloomberg consensus projection for real (after-inflation) 

U.S. GDP growth stands at 1.8% for 2020 and 2.0% for 2021. Yes, those numbers are likely 

overly optimistic, with Bank of America Merrill Lynch just lowering its projections to 1.6% and 

1.8%, respectively, but the long-term trend in economic growth is up, and even modestly 

negative real growth would see an expansion in the nominal GDP. 



 

Further, and not that we are expecting a domestic recession, we think it interesting to see how 

stocks have performed before and after periods of real economic contraction,… 



 

…while, we note that Federal Reserve Chair Jerome H. Powell said the following on Friday, 

“The fundamentals of the U.S. economy remain strong. However, the coronavirus poses evolving 

risks to economic activity. The Federal Reserve is closely monitoring developments and their 

implications for the economic outlook. We will use our tools and act as appropriate to support 

the economy.” Indeed, it would seem that central bankers around the world are prepared to do 

what they can to support growth, with most thinking that the Fed will very soon initiate another 

round of interest rate cuts. 



 

Although we are not ready to quote FDR in stating, “The only thing we have to fear is fear 

itself,” and we are braced for additional downside, we note that, while the speed of the latest 

decline has been very unusual, the magnitude of the setback is very much in line with what has 

been witnessed in years past,… 



 

…with the current setback the 34th skid of at least 10% since the launch of The Prudent 

Speculator in March 1977! 



 

True, the correction in the S&P 500 has extended to more than 12.5% as of this writing, but 

stumbles of that level or greater have occurred every 1.3 years on average going back to 1928. 



 

Obviously, capitalism’s immune system has shown to be quite strong as stocks have proved to be 

very rewarding in the fullness of time for those who persevere through the numerous scary 

events that constantly come the market’s way. That does not mean that equities won’t continue to 

struggle in the near-term nor that alarming headlines won’t continue to lead the evening news, 

but just in the last four decades, we have managed to persevere through HIV, SARS, Avian Flu, 

Swine Flu, Ebola and a host of other ailments,… 



 

…not to mention the Crash of ’87, the Gulf War, 9/11 and the Financial Crisis. 



 

Not without some severe bruising, of course, but we and the companies in which we are invested 

will get through COVID-19, and we note that during all those scary periods, save for early 2009, 

equities were not nearly as attractive from an income perspective relative to yields on fixed 

income instruments as they are today,… 



 

…while dividend payments for stocks, though never guaranteed, have increased over time. 



 

Yes, with the interconnectedness of the world and the rapid spread of the illness around the 

globe, COVID-19 is different, but no two scary events are the same and the massive drop last 

week definitely discounted a lot of bad news still to come, while it certainly helped relieve any 

excess investor optimism. 



 

In our broadly diversified managed accounts, we generally did a little nibbling on a couple of our 

new recommendations on Friday and we will continue to put money to work, especially if the 

downturn carries further. We will also look to take advantage of opportunities to realize tax 

losses and consolidate existing holdings in sectors and industries that have been battered. 

Speaking of which, we’ve put together a diversified listing of 25 of the hardest-hit names since 

the S&P 500 reached an all-time high less than two weeks ago. 



 

Stock Updates  

For those interested in the McKesson (MCK – $139.86) exchange offer for shares of Change 

Healthcare (CHNG), as of this writing, we are still planning to tender our holdings in the former 

to take advantage of the 7% or so premium for the latter that is still likely to exist, though we 

shall see what sort of volatility in each company’s share price ensues this week. 

Jason Clark, Chris Quigley and Zach Tart take a look at 4 of our companies that were out with 

news last week of sufficient importance to trigger a review of their 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/. We are also in the process of posting updated 

Target Prices to the website. 

Food and beverage concern JM Smucker (SJM – $102.99) posted earnings per share of $2.35, 

versus the $2.22 estimate, in fiscal Q3 2020. SJM had sales of $1.97 billion, versus the $1.97 

billion estimate. Shares gained 1% on the earnings news amid a challenging week, to say the 

least, for equities. The full-year adjusted EPS guidance is expected in the range of $8.10 to 

$8.30. The company also expects free cash flow of around $850 million and a tax rate of 24%. 

https://theprudentspeculator.com/dashboard/


CEO Mark Smucker commented, “Overall, our third quarter financial results were in line with 

our expectations as our anticipated decline in net sales was offset by the benefits of our targeted 

actions to deliver adjusted EPS growth of 4%. These actions include an increased focus on 

consumer-facing marketing, prioritization of resources and a reduction in discretionary 

spending…We remain confident in our strategy and are making progress against our growth 

imperatives. We will continue taking decisive actions to improve performance and remain 

focused on a clear set of priorities, including prioritizing resources to focus on key growth 

opportunities including premium pet food, pet snacks, premium coffee and Uncrustables; 

continuing investments to reinvigorate our brand; enhancing category leadership by 

strengthening key consumer and customer-facing activities to build competitive advantage; and 

finally, practicing strict financial discipline. This is all in addition to the leadership searches we 

have underway. We are actively evaluating candidates for the positions announced in mid-

November. We are pleased with the quality of candidates and are confident we will fill these 

critical positions with leaders who will strengthen our organization. Execution on all of these 

actions is creating momentum for growth and increasing shareholder value.” 

While there will continue to be operating headwinds and competitive pressures, we like the 

diversification SJM adds to our broadly diversified portfolios and think that management’s focus 

on pet foods and healthier franchises will boost the long-term prospects for the company. Shares 

of SJM have retreated just 1% this year, far better than the average stock, which we think is 

partially reflective of the intuitive part of our thesis, which is that people need to eat in the U.S., 

regardless of the macroeconomic picture. SJM sports a forward P/E ratio below 13 and a 3.4% 

dividend yield, while it ranks well relative to its peers in our proprietary scoring math. Our 

Target Price is now $138. 

Shares of German chemical maker BASF SE (BASFY – $14.67) fell 3% after reporting Q4 2019 

results, extending the drop since November amid a challenging operating environment. BASF 

earned $0.17 per share, versus the analyst consensus estimate of $0.16. Revenue totaled $16.3 

billion, versus $16.5 billion that analysts were expecting. 

CEO Martin Brudermuller said, “Beyond macroeconomic headwinds, BASF’s upstream business 

was suffering from significantly lower cracker margins, driven by oversupplied markets. In 

addition, our planned turnarounds reduced earnings in our Chemicals segment. Earnings in our 

Monomers division were negatively impacted by below the term average isocyanate margins. In 

our Agricultural Solutions segment, the difficult market environment due to weather–extreme 

weather conditions and distributors’ destocking in North America, as well as the trade conflict, 

negatively impacted sales volume. A good season in South America in the second half of 2019 

partially offset this. Overall, Agricultural Solutions, Industrial Solutions and Surface 

Technologies, considerably increased EBIT before special items. Nutrition & Care slightly 

improved EBIT before special items compared to the prior year.” 

Dr. Brudermuller continued, “We want our customers to experience the new BASF. Therefore, 

we are implementing dedicated strategic measures with full energy, passion and speed to deliver 

on that promise. We have reshaped our organization and reduced complexity. We streamlined 

our administration, sharpened the roles of service in the region and are simplifying procedures 

and processes. Already in 2019, we saw cost-reduction effects in the P&L, and we have received 



positive feedback from customers on the changes at BASF. We accelerated our excellence 

program and are on track to achieve the targeted EUR 2 billion annual EBITDA contribution by 

the end of 2021. We already realized positive EBITDA contributions of EUR 600 million in 

2019. The associated costs amount to around EUR 500 million. By the end of 2019, 3,100 of the 

target 6,000 positions were already reduced globally. By the end of 2020, we expect an EBITDA 

contribution in the range of EUR 1.3 billion to EUR 1.5 billion. This is a run rate. The associated 

onetime costs in 2020 are estimated to be around EUR 300 million to EUR 400 million.” 

While we generally view geographic income diversification as a positive, it hasn’t worked well 

in the past year for BASF and the company’s China projects have been adversely impacted by 

the coronavirus. Management said that China is an important part of the “value chain” and 

there’s not a “clear picture” about the epidemic’s impact in the North America and Europe. 

Difficult operating environments are not unusual in the chemicals biz, so we think management 

will be able to adapt, while the company expects the average oil price to be $60 (Brent), versus 

$65 in its previous outlook. We think that BASF produces a valuable range of chemicals that are 

critical in all macroeconomic environments. In addition, we like BASF’s strong free cash flow 

yield, favorable valuation in our proprietary scoring framework and net current yield of 4.4%. 

That said, our Target Price has been cut to $25. 

Shares of Foot Locker (FL – $36.25) fell more than 13% last week from Monday through 

Thursday. However, the stock bounced back 8% on Friday after the specialty retailer reported 

fiscal Q4 2020 financial results. Revenue for the period came in at $2.22 billion, versus estimates 

of $2.25 billion, while adjusted EPS was $1.63, compared to the consensus analyst estimate of 

$1.58. Same store comparable sales were a bit disappointing, falling 1.6% in the reported 

quarter. 

“While we had leading positions in key on-trend footwear styles, this was not enough to offset 

softer than expected demand during the compressed holiday season, a very promotional 

marketplace for apparel, and tougher launch comparisons,” said CEO Richard Johnson. 

“We took actions during the quarter to manage slower moving items which pressured our gross 

margin rate more than expected,” added CFO Lauren Peters. “Importantly, our ongoing 

disciplined expense management enabled us to better align our variable expenses with the softer 

sales trends, while continuing to invest in our key strategic imperatives. Additionally, the early 

benefits from the investments in our websites and logistics systems, together with our associates’ 

commitment to outstanding customer service, positioned us to produce a single day record 

volume, with sales exceeding $115 million.” 

“We built a strong foundation in 2019 and we believe we have the right plan in place to deliver 

against our long-term financial objectives,” continued Mr. Johnson. “We are optimistic about our 

company’s future, and by making progress against our strategic imperatives, we believe we will 

strengthen our position at the center of sneaker and youth culture and create value for our 

shareholders.” 

Investors seemed to welcome Foot Locker’s guidance that included low-single-digit comparable 

sales growth and low-mid single-digit earnings per share growth. Mr. Johnson said the guidance 



could change depending on the spread of coronavirus, which has hit store traffic in Hong Kong, 

Singapore and Italy. “Clearly, it’s a fluid situation and we’ve built into the guidance what we 

know today. It’s easy to say that what we know today will be different to what we know 

tomorrow, right? The situation is changing,” he explained on the earnings call. 

The company’s cash totaled $907 million, while the debt on its balance sheet was $122 million, 

even after FL bought back 880,000 shares for $35 million during the quarter and paid a quarterly 

dividend of $0.38 per share. Net cash per Foot Locker share closed the year at $7.50. 

“As previously announced, our Board of Directors approved a meaningful dividend increase for 

the tenth consecutive year, a 5% increase in our quarterly dividend to $0.40 per share” added Ms. 

Peters. “Combined with the Board’s approval of a $275 million capital investment program for 

2020, this reflects our Board’s confidence in the company’s strong financial position and our 

ability to execute our strategic objectives while continuing to return cash to our shareholders.” 

FL shares now carry a dividend yield of 4.4%. 

We continue to believe that the company has several competitive edges, including broad 

distribution channels, geographic locations, and multiple banners and product categories. We 

also think FL will continue to benefit from its strategic cost control and productivity plans, in 

addition to further penetration of its apparel offerings and solid growth of its digital shopping 

platforms. FL trades for 7 times NTM adjusted earnings projections. Our Target Price for FL is 

now $74. 

Shares of Lowe’s Companies (LOW – $118.20) tumbled more than 13% last week despite the 

home improvement retailer reporting Q4 earnings per share that beat analyst estimates ($0.94 vs. 

$0.91). Comparable total company sales grew 2.5% in the quarter, although soft U.S. 

performance left the top line 80 basis points lower than analyst expectations. 

Management cited weak execution related to marketing for Black Friday and unfinished web site 

transformation for the results. Lowe’s continues to work to improve its Canadian operations, 

closing 34 stores in the quarter, while rationalizing SKUs to eliminate inefficiencies. It has also 

been in the process of moving its web platform to the Google cloud throughout much of 2019 

and expects the project to complete in Q2 2020. 

CEO Marvin Ellison commented on the year, “While our e-commerce business is under repair, 

I’m very pleased with the strength and productivity of our brick-and-mortar stores. There are 

very few large retailers in America delivering a 2.6% comparable almost exclusively from their 

brick-and-mortar stores. This underscores the sales productivity improvement of our physical 

stores and our opportunity to unlock additional growth when Lowes.com sales accelerate. One of 

the key strategic steps to improving Lowes.com is the transformation of our supply chain. 

Consequently, we’re also investing $1.7 billion in our supply chain over a 5-year period. And in 

2019, we opened 3 new bulk distribution facilities in 4 new cross-dock terminals.” 

EVP of Stores Joseph McFarland detailed the company’s process improvements designed to 

enhance customer service, “Our investments in store process and technology paid off in 2019, 

driving strong payroll leverage for the fourth quarter and the fiscal year, all while improving our 



customer service scores by 500 basis points year-to-date. This payroll leverage, combined with 

improved customer service scores, demonstrates our ability to re-engineer our labor model while 

advancing the customer experience. We began 2019 with 60% of our payroll hours spent on 

tasking and 40% spent on service. We ended the year with 48% of payroll hours spent on tasking 

and 52% serving the customer. This represents a significant step forward in putting associate 

time back in front of the customers. These advancements will continue to deliver benefits in 

2020, and we plan to build on these accomplishments to deliver additional improvements in 

customer service and drive more efficiency in our stores.” 

He continued, “In the first half of 2020, we will deploy a centralized return-to-vendor process, 

which will further reduce tasking, limit product damage and free up additional space in our 

stores. We will also roll out our new point-of-sale system in the first half of the year. Our 

previous point-of-sale systems were extremely outdated with an old green screen that was very 

difficult to navigate. Additionally, our associates had to toggle between multiple systems to sell 

product. For example, if an associate sold an appliance with home delivery and an extended 

protection plan, they previously had to interact with as many as 6 systems to complete that 

transaction. Our new point-of-sale system has a user-friendly touchscreen interface that will 

bring multiple systems together in one screen. This will greatly simplify the work of our 

cashiers, driving payroll efficiency by reducing training time and allowing for a much-improved 

customer experience at checkout.” 

For all of 2020, management expect a total sales increase of approximately 2.5% to 3%, with an 

increase in adjusted operating earnings of 8% to 12%. The company also guided toward $5 

billion of share repurchases for the year. 

We think Lowe’s robust professional customer base and ability to allocate capital bode well for 

shareholders. In addition, we expect the low interest rate environment to support continued 

discretionary home improvement spending. After the recent pullback, shares trade at 16 times 

next-12-month earnings estimates, an 11% discount versus the ratio three months ago. We 

appreciate that the company has paid out a dividend for over 25 years, growing it at nearly 20% 

per year for the past five years, with the yield now over 2%. Our Target Price for LOW is now 

$134. 

 


