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Market Review 

A little housekeeping before this week’s missive… We did move forward with tendering our 

shares of McKesson (MCK – $141.49) for shares of Change Healthcare (CHNG – $13.10), as 

we endeavored to take advantage of the decent premium that was being offered. On Thursday, 

McKesson announced the final exchange ratio of 11.4086 CHNG shares for each MCK share, 

meaning that as of Friday’s close, the value of the Change shares we will receive, assuming we 

are not pro-rated, would equal $149.45. We will watch both CHNG and MCK to see if we want 

to swap back into McKesson, retain CHNG or swap into another undervalued stock. 

As discussed in the March edition of The Prudent Speculator, on Thursday morning, we bought 

302 shares of Pinnacle West Capital (PNW – $99.31) for TPS Portfolio at $99.052 and 52 

shares of 3M (MMM – $153.65) for Buckingham Portfolio at $152.868. In our hypothetical 

accounts, we added 50 shares of Lockheed Martin (LMT – $382.47) at $393.92 to PruFolio, as 

well as $10,000 of Snap-on (SNA – $141.77) at $147.49 and 437 ViacomCBS (VIAC – $21.57) 

at $22.85 to Millennium Portfolio. 

One of your Editor’s favorite books on investing is Jason Zweig’s Your Money and Your Brain, 

which deals with the science of neuroeconomics. As the dust jacket states, “Neuroeconomics is a 

fascinating new discipline that combines psychology, neuroscience, and economics to better 

understand financial decision making.” 

While there is plenty of good stuff in his tome, I especially like a passage starting on Page 31 

under the subheading, “Stocks have prices; business have values.” Mr. Zweig writes: “In the 

short run, a stock’s price will change whenever someone wants to buy or sell it and whenever 

something happens that seems like news…In the long run a stock has no life of its own; it is only 



an exchangeable piece of an underlying business. If that business becomes more profitable over 

the long term, it will become more valuable, and the price of its stock will go up in turn. It’s not 

uncommon for a stock’s price to change as often as a thousand times in a single trading day, but 

in the world of real commerce, the value of a business hardly changes at all on any given day. 

Business values change over time, not all the time. Stocks are like weather, altering almost 

continuously and without warning; businesses are like climate, changing more gradually and 

predictably. In the short run, it’s the weather that gets our notice and appears to determine the 

environment, but in the long run it’s the climate that really counts.” 

Certainly, the equity weather was highly variable last week, with stocks initially rebounding 

mightily on Monday from the prior week’s massive plunge, skidding again on Super Tuesday, 

then soaring on Wednesday following the strong showing of Joe Biden in the Democratic 

Primaries. Thursday brought about another tumble that carried over to Friday, before a late rally 

pared that day’s losses. While the average stock in the Russell 3000 index had a miserable five 

days, losing another 2.7%, the Dow Jones Industrial Average and S&P 500 ended higher for the 

week, even as the mainstream media chose to accentuate the negative and downplay the short-

term positive. 

 

Obviously, the catalyst for the drastic change in the stock market weather over the past few 

weeks is the continuing spread of the coronavirus (COVID-19), with the headlines remaining 



disconcerting over the weekend as the number of confirmed cases worldwide jumped above 

110,000 and the death count, sadly, rose to more than 3,800,… 

 

…even as traffic congestion and pollution statistics in China would seem to suggest that life is 

beginning to become more normal in the world’s most populous country, while the World Health 

Organization (WHO) reported that there were “only” 84 new cases in Mainland China on 

Sunday, the number trending in the right direction. 

Also, given that chart above indicates a greater-than-3% death rate for those who contract 

coronavirus, the latest numbers out of South Korea, with far better access to testing,… 



 

…would seem to provide more credence to the New England Journal of Medicine editorial that 

stated, “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, nobody knows what twists and turns the disease will take and we are all taking crash 

courses in epidemiology to attempt to determine the implications on our health and wealth, but 

we endeavor, especially given the garbage that can be found online, to provide facts and figures 

from what we believe to be reliable sources. 



 

Certainly, we understand that COVID-19 is not the flu, and there are today no vaccines or 

antivirals available, though long-struggling Gilead Sciences (GILD – $80.22) is said to be 

making solid progress on the latter, while many experts are worried that the death count could go 

markedly higher if containment is not successful. Still, we think it interesting to look back at the 

last major global pandemic to hit the United States, H1N1 in 2009. True, Tamiflu (oseltamivir) 

and Relenza (zanamivir) were available to treat H1N1, which was also known as Swine Flu, the 

absence of the word flu in the name of the disease being a big psychological differentiator this 

time around. But, as the report (which is also available on the Centers for Disease Control (CDC) 

website) below highlights, there were more than 60 million cases in the U.S. and more than 

12,000 people died. 



 

And, per the CDC website, “Additionally, CDC estimated that 151,700-575,400 people 

worldwide died from (H1N1) virus infection during the first year the virus circulated. Globally, 

80 percent of (H1N1) virus-related deaths were estimated to have occurred in people younger 

than 65 years of age. This differs greatly from typical seasonal influenza epidemics, during 

which about 70 percent to 90 percent of deaths are estimated to occur in people 65 years and 

older.” 

Sounds frightening, especially as so many in the prime of life were struck down, compared to the 

COVID-19 mortality numbers thus far that skew toward older and less healthy casualties, but 

H1N1 did not derail the U.S. equity market recovery from the Financial Crisis depths. In fact, 

during the run of the illness domestically (from 04.12.09 to 04.10.10), the S&P 500 enjoyed a 

massive 42.4% positive return. 



 

To be sure, in 2009, we did not have consumers racing to buy canned goods, hand sanitizer and 

toilet paper, while businesses and schools did not shut down and/or engage in wholesale 

telecommuting. We also did not see numerous conferences and conventions cancelled, events 

like South by Southwest called off and sports leagues discussing plans to play in front of empty 

arenas and stadiums. And, we did not witness massive quarantines, such as the one just 

announced in Northern Italy, while the global supply chain was not severely disrupted. But, it is 

interesting that the Swine Flu (despite its 12,469 deaths in the U.S.) did not even merit a place on 

the list of supposedly frightening events that stocks have overcome over the last 11 years that we 

have long been citing. 



 

No doubt, all the actions taken in response to COVID-19 will weigh on economic growth, with 

Laurence Boone, Chief Economist for the Organisation for Economic Co-operation (OECD), 

writing early last week, “The OECD expects a sharp slowdown in world growth in early 2020. 

We have revised our projection for the year from an already low 3% in November to only 2.4%, 

lower than in any year since the financial crisis. In a downside-risk scenario where epidemics 

break out in some other countries across the globe, the slowdown will be sharper and more 

prolonged. Our modelling suggests that the level of world GDP would fall as low as 1.5% this 

year, halving the OECD’s previous 2020 projection from last November of 3%. Containment 

measures and fear of infection would hit production as well as spending hard and drive many of 

the epidemic affected countries into outright recession.” 



 

Interestingly, the OECD is still suggesting that the global and U.S. economies will manage to 

avoid recession, despite the significant COVID-19 headwind, though not without massive 

economic stimulus from countries around the world. Such an attempt to provide stimulus came 

this past Tuesday, when the U.S. Federal Reserve announced an emergency (there was an FOMC 

meeting coming in two weeks) 50-basis-point cut to the Federal Funds rate to a range of 1.0% to 

1.25%, down from the previous range of 1.5% to 1.75%. In addition to the comments below, Fed 

Chair Jerome H. Powell said, “We do recognize that a rate cut will not reduce the rate of 

infection, it won’t fix a broken supply chain. We get that. We don’t think we have all the 

answers. But we do believe that our action will provide a meaningful boost to the economy.” 



 

Those strong economic fundamentals that the Fed Chair mentioned, were supported by the latest 

(pre-COVID-19 escalation) data on the health of the factory sector,… 



 

…and the service sector,… 



 

…and the labor market,… 



 

…with five-decade lows in the jobless rate and first-time filing for unemployment benefits. 



 

Yes, those statistics will likely crumble over the next few months, which is a big reason for the 

exodus from stocks and rush into the perceived safety of U.S. Treasuries that has seen interest 

rates plunge to all time lows, with the dividend yield on the S&P 500 ending last week more than 

125 basis points above that of the 10-year Treasury and nearly 75 basis points higher than the 30-

year Treasury. 



 

Dividend payments are not guaranteed, of course, but we note that corporate balance sheets 

generally are in good shape to weather near-term turbulence, with even the Financial Crisis 

leading to only a relatively short retreat in the trend toward escalating distributions over time. 



 

We understand that new trading week is now expected to begin on a very ugly note,… 



 

…with the collapse in the price of oil adding to the seemingly gale-force near-term headwinds. 

Still, as difficult as it can be to endure the volatility, we are comforted by dividend yields on our 

portfolios of what we believe to be undervalued stocks that now equal as much as four times the 

income available on the 10-year Treasury. 



 

Anything can happen in the short run, especially as we might have hoped for greater investor 

pessimism in last week’s sentiment numbers,… 



 

…but we remain focused on the three-to-five year-and-longer prospects of the businesses in 

which we are invested, especially as we like what the total return tables suggest for the chances 

of equity outperformance. 



 

We will grin and bear the short-term, just as we always have throughout the many difficult 

periods over the history of The Prudent Speculator. Believe it or not, Tuesday marks the 43rd 

anniversary of the launch of the newsletter back on 03.10.77, and we will close our Market 

Review with some words of wisdom from our founder Al Frank. Back in September 1998, after a 

particularly nasty decline in his portfolio, Al wrote: “As I struggle to maintain the tranquility and 

perspective of long-term investing, which has been a bit shaken by recent actions in the stock 

market, I hope you too can maintain the belief that ‘this too shall pass away.’ Life is pain and 

suffering as well as joy and triumph, but not necessarily In equal amounts. I think there are many 

who believe life is a hard struggle with intermittent periods of relief, while others believe that 

life is generally good with intermittent moments of trauma and darkness. Let us belong to the 

positive, optimistic class and not let the plethora of seemingly negative events, in the stock 

market and elsewhere, shake our faith in the good we now have.” 

Stock Updates  

While company-specific news is very much overshadowed by market, economic and health-

related headlines these days, Jason Clark, Chris Quigley and Zach Tart take a look at several of 

our companies for which recent events were 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/. 

COVID-19 fears have devastated any and everything travel related, with only a very small silver 

lining being the collapse of oil prices for those that provide transportation services. Our airline 

holdings have taken a beating in recent weeks, a direct result of the worldwide outbreak of the 

coronavirus. A sharp increase in corporate travel restrictions, cancelled vacations and work-

from-home semi-quarantines have resulted in operational nightmares for the airlines around the 

world. The airlines are offering discounts, making reassurances and waiving fees in an effort to 

keep their planes at least somewhat full. Alaska Air Group (ALK – $45.21) is presently 

offering mileage bonuses and fee waivers for many flights (dependent on booking time and 

origin/destination), while slashing fares on many routes (LAX – SJC could be had for $20, one-

way; West Coast-Hawaii could be had for $99, one-way). Delta Air Lines (DAL – $45.89) cut 

capacity and is considering accelerating scheduled retirements for its McDonnell Douglas MD-

88/90 fleet. American Airlines and Hawaiian Airlines have cut flights to Asia and Italy 

(American only; Hawaiian does not use its equipment to Europe). 

Lufthansa, the German airline, is considering a plan to temporarily park its A380 fleet, while 

both JetBlue and United each reduced capacity by up to 20% through May. Travel to Japan and 

continental Asia has slowed to a halt, with some airlines stopping service completely and 

shuffling aircraft on domestic routes. The virus was also the death blow for British outfit Flybe, 

which collapsed on March 5, leaving 2,000 staff without jobs and travelers without return trips. 

To be fair, Flybe was in bad shape already; but the outbreak hastened the demise. 

We believe that the airline profits and revenue losses associated with COVID-19 are permanent. 

That is, we think they are not going to be shifted into another period in the same way that if a 

restaurant closes for a month, one wouldn’t go back there and eat two dinners in one night to 

make up for it. It’s our belief that folks who have travel plans next year (firm or not) are not 

cancelling those bookings. Should the virus outbreak slow down or a suitable antiviral hit the 

market, normal travel will resume near its usual pace very quickly. The upshot, then, is that the 

near-term pain is likely to be significant and it’ll cut deep, but the stock prices have plummeted 

beyond what we think is justified. 

This is true as our longer-term thesis is that the airlines will be able to ride out this disease using 

the strong balance sheets they’ve built up over the last decade. As the airlines relate to our 

broadly diversified portfolios, we think that the near-term suffering is worth sustaining for the 

long-term potential. Although we might have hoped Friday’s bounce was reflective of a bottom, 

we would not be surprised if there was more downside on the way. And to the extent that it 

makes sense, we’ll continue to take advantage of those “on sale” opportunities to improve the 

return prospects of our portfolios, while carefully weighing the risks of boosted exposures. Our 

Target Prices for Alaska and Delta are $87 and $76, respectively. 

Cruise operators have been hit even harder, with Carnival Corp (CCL – $27.15) and Royal 

Caribbean (RCL – $65.01) now down some 46% and 51%, respectively, this year. Obviously, 

the massive coronavirus outbreak on board the Diamond Princess and the more modest infection 

aboard the Grand Princess are devastating events for the industry, and the near-term outlook for 

https://theprudentspeculator.com/dashboard/


cruising is problematic, to say the least, with the U.S. Government over the weekend issuing the 

following warning: 

U.S. citizens, particularly travelers with underlying health conditions, should not travel by cruise 

ship. CDC notes increased risk of infection of COVID-19 in a cruise ship environment. In order 

to curb the spread of COVID-19, many countries have implemented strict screening procedures 

that have denied port entry rights to ships and prevented passengers from disembarking. In some 

cases, local authorities have permitted disembarkation but subjected passengers to local 

quarantine procedures. While the U.S. government has evacuated some cruise ship passengers in 

recent weeks, repatriation flights should not be relied upon as an option for U.S. citizens under 

the potential risk of quarantine by local authorities. 

For its part, Royal Caribbean issued the following update late last week… 

With COVID-19 adding uncertainty to travel plans around the world, Royal Caribbean Group 

said it will give guests greater control over their vacation decisions, allowing guests to cancel 

cruises as late as two days before departure. 

The “Cruise With Confidence” policy allows guests on Royal Caribbean International, Celebrity 

Cruises, Azamara and Silversea to cancel up to 48 hours before a sailing. Guests will receive a 

full credit for their fare, usable on any future sailing of the guest’s choice in 2020 or 2021. The 

policy applies to both new and existing cruise bookings. 

“Our previous policy set earlier deadlines for guests to cancel their cruises, and that added 

unnecessary stress,” said Richard Fain, the company’s chairman and CEO. “Trying to guess a 

month or more in advance where areas of concern about coronavirus might be is challenging for 

medical experts, much less a family preparing for vacation. 

“When circumstances are as fast-changing as they have been recently, it’s good to know you 

have the option to take a rain check,” Fain said. “We think putting more control in our guests’ 

hands helps them make informed decisions about whether to keep their existing vacation plans or 

trade out for a more convenient time or itinerary.” 

In addition to easing concerns for booked guests, Fain said the policy would also give consumers 

more confidence in making new bookings, knowing that they could later adjust their plans 

without penalty. 

The policy applies to all cruises with a sailing date on or before July 31, 2020, and will be 

offered by the company’s global brands: Royal Caribbean International, Celebrity Cruises, 

Azamara and Silversea. Full details of the “Cruise with Confidence” policy can be found at the 

respective brand websites. 

In response to the State Department warning, RCL said Sunday evening, 



We are staying focused on development of an aggressive, responsive plan as agreed to during 

the meeting with Vice President Pence that goes beyond the already significantly enhanced 

protocols in place, which we believe are a model for others. 

We thank the Vice President for a productive meeting marked by our shared focus on public 

health. We have committed to do even more to protect our guests, our crew and the communities 

where we sail. This includes more stringent boarding procedures, adding additional onboard 

medical resources and temperature screenings at embarkation. We will also develop industry 

funded protocols to care for guests on land in the event of an incident to eliminate future 

incidents of onboard quarantine. We are pleased to know the government agencies are prepared 

to work with us in developing these aggressive new measures. We expect to report back this week 

with further details of this enhanced approach to protecting public health. 

To be sure, we do not know what the long-term impact will be on the cruise industry, but we 

believe that both Carnival and Royal Caribbean are financially strong enough to weather the 

unprecedented hurricane that they are both now facing. They have persevered through SARS, 

H1N1 and Zika outbreaks, as well as the Costa Concordia sinking and assorted norovirus issues. 

Ultimately, we believe that steps will be put in place to provide enough confidence for 

governments around the world to allow passengers to come ashore and for the passengers 

themselves to want to resume seaborne travel, though we respect that the situation is very fluid. 

For now, our Target Prices are $50 for CCL and $123 for RCL. 

Despite turning in a decent quarterly result, shares of Kohl’s (KSS – $34.65) continued their free 

fall since last spring. In terms of fiscal Q4 2020 numbers, management said adjusted earnings per 

share totaled $1.99, versus the consensus analyst estimate of $1.88. Revenue of $6.54 billion was 

slightly above forecasts of $6.52 billion. While same store sales were flat for the period (slightly 

better than expected), we were glad to see some positive momentum in January, which 

seemingly rescued the quarter. That said, women’s apparel continued to underperform, while 

online sales gained momentum. 

CEO Michelle Gass explained, “While 2019 was a year in which our financial results did not 

meet our expectations, it was also a year of innovation and investment that further strengthened 

Kohl’s differentiation in the market. We are encouraged by the acceleration of traffic and new 

customer acquisition in our stores and online driven by the unprecedented level of new brands 

and partnerships we launched during the year. I want to thank all of our associates for their 

ongoing commitment to Kohl’s and I am confident that we will build on our strengths in 2020 to 

stabilize and position the business for future growth.” 

Despite the continued investment in the short-term to drive long-term operational performance, 

we continue to like Kohl’s evolution and are optimistic about the initiatives to drive foot and 

online traffic and boost sales in the long-term. Yes, there could be additional near-term 

performance pressure caused by the coronavirus epidemic, but we continue our belief that in the 

quarters to come, KSS’ evolution will result in shareholder gain. We look forward to the March 

16 Investor Day to hear more about how Kohl’s is going to utilize its stores and real estate, from 



potentially turning large stores in to side by side with “the other side” potentially being a Planet 

Fitness or an Aldi’s, or how they might right-size stores. 

Our Target Price for KSS is now $61, but we note that the stock presently trades for 7.9 times 

estimated earnings, while the dividend was just hiked, yes hiked, by 5%, pushing the yield to a 

massive 8.1%, more than ten times greater than that of the 10-year U.S. Treasury. 

Shares of general merchandise discount store chain Target (TGT – $105.95) ended up last week 

on the back of fiscal Q4 financial results that showed that the company’s digital sales continue to 

gain momentum. While TGT’s revenue of $23.1 billion came in below expectations, from 

weaker than expected holiday sales which the company previously warned about, adjusted EPS 

of $1.69 came in above the consensus analyst estimate of $1.66. In digital sales, we were pleased 

to see Target’s same-day fulfillment options continue to outgrow conventional ship-to-home, as 

pickup and same-day delivery have better economics (the former because shipping costs are 

omitted and the latter due to fees). 

Target CEO Brian Cornell commented, “With eleven consecutive quarters of positive 

comparable sales growth, driven by healthy performance in both our stores and digital channels, 

Target’s results demonstrate that we’ve built a sustainable business model that drives strong 

topline growth and consistent bottom line performance. The strategic investments we’ve made 

over the past several years to elevate the shopping experience, curate our multi-category 

assortment at scale, and deliver ease and convenience through our fulfillment capabilities are 

deepening our relationship with our guest. As we look ahead to 2020 and beyond, we are well 

positioned to build on this strong foundation to further differentiate Target and drive long-term, 

profitable growth.” 

In first quarter 2020, Target expects a low-single digit increase in comparable sales and a mid-

single-digit increase in operating income. The company expects adjusted EPS of $1.55 to $1.75. 

For full-year 2020, Target expects a low-single-digit increase in comparable sales and a mid-

single-digit increase in operating income. The company expects adjusted EPS of $6.70 to $7.00. 

Obviously, there is an unknown potential impact from the coronavirus outbreak. That said, 

because Target sells food and household items, they could also realize a spike in near-term sales 

if people continue to stockpile those items. 

Target shares doubled in 2019, so the stumble thus far in 2020 is forgivable. Like other retailers, 

Target could run into some brisk near-term headwinds if the coronavirus scare continues to 

grow, but we think that a solid underlying U.S. economy and much improved company-wide 

execution will ultimately win out. 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 15 times NTM earnings and yields 2.5%, 

stands at $129. 

Shares of Kroger Co. (KR – $32.04) jumped more than 14% last week after the grocery store 

operator reported fiscal Q4 2020 financial results. KR earned $0.57 per share in the period, 

versus the expected $0.55, and had revenue of $28.9 billion versus the consensus analyst 



estimate of $28.8 billion. The company announced that for its full-year, non-fuel same sales 

increased 2%, while digital sales spiked 29% and the company was able to capture $1 billion in 

cost savings. 

“We are pleased with our 2019 results and improving trends in our supermarket business. We 

delivered on our commitments for ID sales without fuel, adjusted FIFO operating profit, and cost 

savings in addition to generating over $100 million of incremental operating profit through 

alternative profit streams in 2019. We also delivered strong adjusted free cash flow during the 

year, consistent with the total shareholder return model outlined at our Investor Day,” said CEO 

Rodney McMullen 

Mr. McMullen added, “More importantly, the way that we delivered the year is consistent with 

our long-term financial model and sets us up to connect with customers in a deeper way. Restock 

Kroger is the right strategic framework to position the company for sustainable growth in the 

future, continue to improve the core business, and deliver strong total shareholder return. This 

transformational foundation supports our competitive moats today – Fresh, Our Brands and 

Personalization – as well as building a seamless ecosystem of the future.” 

Management said that consistent with its financial strategy, Kroger reduced net total debt by $1.1 

billion over the last four quarters. Additionally, Kroger returned $951 million to shareholders in 

2019, repurchasing $400 million in shares in the fourth quarter of 2019 under its $1 billion board 

authorization announced November 5, 2019. Also in 2019, Kroger increased the dividend by 

14%, from $0.56 to $0.64 per year, marking the 13th consecutive year of increases. 

While competition remains stiff in the grocery space, we like that Kroger continues to remake 

itself and has moved more in the direction of being offensive versus defensive/reactive. 

Competitive headwinds won’t die down anytime soon, but we are pleased to see the continued 

progress being made, and we believe there is more upside to be offered in KR shares. The stock 

trades a bit below 14 times NTM adjusted EPS projections and its dividend yield of 2% is still 

attractive, while the near-panic buying of supplies by American shoppers has kept the cash 

registers ringing of late. Our Target Price for KR is now $36. 

 


