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Market Review 

A little housekeeping before this week’s missive. On Tuesday, June 2, as mentioned on our Sales 

Alert two trading days earlier, we sold 620 and 122 shares of Williams-Sonoma (WSM) 

respectively held in TPS Portfolio and Buckingham Portfolio at $83.9316. We will use that same 

price to close out the 197 WSM shares held in our hypothetical Millennium Portfolio. 

Also, as discussed in the June edition of The Prudent Speculator, we bought the following on 

Thursday, June 4. 

TPS Portfolio 

867 Leggett & Platt (LEG – $37.15) at $34.5959 

Buckingham Portfolio 

12 Capital One Financial (COF – $79.02) at $75.7325 

128 Cohu (COHU – $17.65) at $16.4919 

Millennium Portfolio 

127 Pinnacle West Capital (PNW – $79.38) at $78.58 

227 Timken (TKR – $48.10) at $43.98 

PruFolio 

815 Greenbrier (GBX – $26.43) at $24.51 

464 Walgreens Boots Alliance (WBA – $45.35) at $43.10 

221 HollyFrontier (HFC – $36.77) at $33.49 

***** 



Mama always said there would be weeks like the one just completed! Indeed, illustrating that 

equities can move sharply in both directions, often independent of the current newspaper 

headlines, stocks enjoyed another terrific five days of trading. Value led the charge, with the 

Russell 3000 Value index soaring 7.81%, compared to a 5.28% return for the Russell 3000 index 

and a 3.38% advance for the Russell 3000 Growth index. 

Happily, for those of us who have long championed inexpensive stocks, Value is now on a very-

impressive three-week winning streak dating back to the middle of May, even as we concede that 

the year-to-date performance derby heavily favors Growth. 

 

Of course, whether one holds Value or Growth, the magnitude of the rebound off of the March 

23 lows has been astounding,… 



 

…even as we know that equities have proved rewarding in the fullness of time for those who 

remember that the secret to success in stocks is not to get scared out of them. 



 

To be sure, given that the average member of the Russell 3000 index is still down 8.1% for the 

year, and the S&P 500 Pure Value index is off a whopping 21.2%, there are no victory laps being 

taken. However, we are pleased that folks who possess a long-term time horizon have received 

another reminder that the only problem with market timing is getting the timing right. 

Still, we understand that many are perplexed as to why stocks would be rallying in the face of 

social unrest and the ongoing COVID-19 scourge,… 



 

…but we continue to think the words of wisdom penned 66 years ago from legendary investor 

John Templeton are helpful: “If all other factors were equal, stock prices might move in the same 

direction and the same degree as industrial production. However, there is never a time when 

other factors are equal…You will find that stock prices have gone in the opposite direction from 

industrial production more frequently than they have gone in the same direction…The influences 

on stock prices are so numerous and so complex that no person has ever been able to predict the 

trend of stock prices with consistent success.” 

No doubt, it is not easy to keep the faith, especially when the financial press is replete with 

warnings from strategists that investors are as euphoric as they have ever been or that stocks are 

incredibly expensive, two dubious opinions, in our view, that a couple of our managed account 

clients brought up in conversations with your Editor this week. 

Looking at investor sentiment first, the data hardly support the assertion that folks are showing 

unbridled affection for equities. 



 

In fact, the numbers suggest that investors are remaining infatuated with fixed income and 

money markets,… 



 

…though that does not mean, given a 40%+ recovery in 10 weeks, that some of the CNN Money 

indicators have not ticked into the Extreme Greed or Greed category,… 



 

…but by no means are we seeing anything (yet) on the sentiment front that would cause us any 

short-term consternation from a contrarian standpoint. 

We also are not losing sleep over the arguments that stock prices are somehow too expensive 

because price/earnings ratios are elevated. We continue to believe that valuations cannot be 

looked at in a vacuum as yields on competing investments have to be considered. After all, cash 

in investment accounts today generally is yielding 0.01%, while even a “Prime” money market 

fund, like the popular Schwab Value Advantage (SWVXX), is yielding just 0.17%, or 17 basis 

points. 



 

Considering that SWVXX offered yields of 500 and 600 basis points at previous respective 

overall-market peaks in 2007 and 2000, there is a big difference in today’s near-zero yield. As 

Warren Buffett said back in 2017, “The most important item over time in valuation is obviously 

interest rates. Any investment is worth all the cash you’re going to get out between now and 

judgment day discounted back.” 



 

The Oracle of Omaha added back in 2019, “If I had a choice today for a 10-year purchase of a 

10-year bond at whatever it is…or buying the S&P 500 and holding it for 10 years, I’d buy the 

S&P in a second. Interest rates govern everything, and if there were a way to short 30-year bonds 

and own the S&P for 30 years, I would give you enormous odds that the S&P is going to beat 

30-year bonds.” He made those comments when the 30-year U.S. Treasury was yielding more 

than 300 basis points. Today that instrument is yielding 167 basis points, lower than the 190-

basis-point dividend yield on the S&P 500! 



 

True, some will argue that Mr. Buffett lost his nerve during the collapse of stocks in March, as 

he sat on more than $100 billion of Berkshire Hathaway cash, but we think he would have made 

some sizable purchases if the Federal Reserve had not been so quick to stem the panic in the 

financial markets, he had more confidence in a speedy reopening of businesses, including 

Berkshire’s, across the country and he knew that the economic statistics would improve as 

rapidly as they have. 



 

In Mr. Buffett’s defense, economists have proved yet again, as Neils Bohr said, “It is very hard 

to predict, especially the future!” Incredibly, the Employment Situation Report out on Friday 

blew away expectations, even as it is hard to get excited about more than 40 million people 

having lost their jobs over the last couple of months. 



 

That said, when a second Great Depression was the forecast of more than a few economists, 

better numbers on the health of the factory sector,… 



 

…and the service sector,… 



 

…and auto sales were not thought to be in the cards so soon. 



 

That does not mean that the economy is off to the races by any stretch of the imagination, and 

earnings are likely to fall off a cliff this year, but the stock market is an anticipatory mechanism, 

so that a severe recession can actually be seen as good news when something far worse was 

already discounted. As such, if folks think that there is daylight at the end of the tunnel, such as a 

significant bounce back in earnings on the horizon, it should not be a big surprise that equities in 

general would catch a bid,… 



 

…and that interest in Value stocks in particular would pick up. 



 

While the recent trend has been up, we know that equity prices will always gyrate in both 

directions, so though we remain optimistic about the long-term prospects of our broadly 

diversified portfolios of undervalued stocks, we continue to be braced for downside 

volatility…and we still have a few dollars with which to shop as new opportunities arise. 

Stock Updates  

Jason Clark, Chris Quigley and Zach Tart look at several of our companies that posted quarterly 

results or had updates out last week. Readers should keep in mind 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/. 

Continuing with the data has become less worse theme,… 

https://theprudentspeculator.com/dashboard/


 

…travel-related stocks soared in price last week thanks in large part to increased airline flights. 

American Airlines said it would operate 55% of last year’s domestic schedule in July, up from a 

20% level in April and May. Delta Air Lines (DAL – $34.16) also said it would double the 

number of its flights in July compared to May. Certainly, our two airline stocks are hardly out of 

the woods, and one might expect some “profit-taking” soon by those fortunate to have bought in 

recent weeks, but we are inclined to hold DAL for an upwardly revised $53 Target Price and 

Alaska Air Group (ALK – $42.72) for an updated $64 Target Price. 

Cruise bookings also seem to be coming back strongly, though we must take travel industry 

anecdotal data and estimates with a few grains of salt,… 



 

…so we are still holding Royal Caribbean (RCL – $69.44) for a new $77 Target Price and 

Carnival Corp (CCL – $21.51) for an adjusted $26 Target Price. 

Chip-designer Broadcom (AVGO – $317.08) reported earnings per share of $5.14, versus the 

$5.14 estimate, in Q2 2020. AVGO had revenue of $5.7 billion, also matching the consensus 

estimate. Shares rose 2.7% following the announcement and are now positive this year, after 

rallying more than 90% from the low on March 18. 

CEO Hock Tan commented, “We clearly see significant puts and takes: On the positive side, a 

surge of demand in networking, storage and broadband; on the negative side, supply chain 

constraints and a product cycle delay in wireless. Therefore, we forecast our semiconductor 

solution revenue to be up 3% sequentially but only down 5% year-on-year for the third quarter 

despite the major product cycle delay in wireless. Turning to software, CA was up 2% year-on-

year and flat sequentially. Bookings in our core accounts grew double digits annually, which was 

offset by the expected reduction in services revenue. Symantec grew 2% sequentially and 

contributed over $400 million in the quarter. After 2 quarters, we have successfully integrated 

Symantec onto the Broadcom platform and have largely contributed — completed the transition. 

As mentioned, bookings in our core accounts are growing and more than offsetting the transition 

out of smaller commercial accounts as we continue to rationalize the business. While Brocade 



was down 21% year-on-year, it was up 11% sequentially in Q2 and was — and that was the third 

quarter in a row of sequential growth for Brocade following the Q3 bottom last year.” 

Mr. Tan moved past some of the coronavirus-related uncertainty and offered fiscal Q3 guidance, 

although full-year 2020 guidance remains uncertain, “We expect revenues from CA and 

Symantec, of course, to sustain on a sequential basis. However, very consistent with our 

distribution strategy in semiconductors, we are reducing channel inventory significantly for 

Brocade and expect Brocade revenue will be down significantly quarter-on-quarter in Q3. So as 

a result, we expect revenue from the software segment to be down approximately 7% 

sequentially in the third quarter. In sum, we expect our consolidated third quarter net revenue to 

be $5.75 billion, roughly flat from Q2. This reflects a 3% sequential projected revenue increase 

in semiconductors and a 7% sequential expected revenue decline in software.” 

Mr. Tan has a history of strong execution, while shares still trade for very reasonable valuation 

metrics, including a forward P/E around 14 and free cash flow yield near 8%. AVGO sports a 

very generous dividend yield of 4.3%, while management refinanced $18 billion of debt in the 

quarter and could use some of the $9.2 billion of cash to make selective acquisitions to improve 

the portfolio. Our Target Price is $411. 

JM Smucker (SJM – $107.44), a maker of food and beverage products including its namesake 

jelly, posted earnings per share of $2.57, versus the $2.28 estimate, in fiscal Q4 2020. SJM had 

sales of $2.1 billion (vs. $2.1 billion est.). Shares tumbled 4.8% following the announcement, 

although they remain up 5% this year. 

CEO Mark Smucker commented, “Our teams adapted to a rapidly changing environment by 

drawing on the strength of our production capabilities and responding quickly to customer and 

consumer needs. Our fourth quarter results, including record net sales and adjusted earnings per 

share performance, are a direct reflection of the dedication and agility of our teams…We will 

continue to focus on executing our long-term consumer-centric growth strategy while 

strengthening financial discipline. In the near term, this means focusing on executing four key 

priorities this fiscal year that are critical to ensuring we continue the underlying momentum and 

we achieve our financial goals for this year and beyond. These include, first, continued progress 

toward driving consistent net sales growth. Second, an increased focus on financial discipline to 

maintain or improve our strong profit margins and cash flow generation. Third is to harness our 

full suite of capabilities to improve our commercial execution and build competitive advantage. 

Fourth is the continued commitment to our purpose by feeding and fortifying connections.” 

Alas, despite the stellar results, SJM expects revenue to drop between 1% and 2% this fiscal 

year, while adjusted EPS should come in between $7.90 and $8.30. Free cash flow is expected 

between $900 million and $950 million with a gross margin near 37.5%. Mr. Smucker explained, 

“The increased contribution from the initial stock-up purchasing in the fourth quarter, a 

significant headwind throughout 2021 for the Away From Home business and incremental costs 

related to COVID-19 will be only partially offset by at home consumption growth for our coffee 

and consumer foods businesses. This will result in year-over-year declines for both sales and 

adjusted earnings per share.” 



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. We 

expect some near-term volatility, as the COVID-related stockpiling and lack of restaurant traffic 

pushed some of SJM’s businesses out of equilibrium. Of course, people need to eat in the U.S., 

regardless of the macroeconomic picture, and whether they eat in restaurants or at home, SJM is 

able to serve them. SJM sports a forward P/E ratio near 13 and a 3.3% dividend yield, while it 

ranks well relative to its peers in our proprietary scoring math. Our Target Price is now $134. 

Technology-focused health concern Change Healthcare (CHNG – $12.09) released Q4 2020 

financial results on Wednesday that beat analyst expectations (EPS of $0.42 vs. $0.36 est.), 

producing $1.55 in earnings per share for the full year. CHNG delivered over $300 million in 

free cash flow for the year and won business in multiple areas, including new customers in 

government and research and new contracts for payment and cloud services offerings. 

CEO Neil E. de Crescenzo commented, “The spread of COVID-19 and the uncertainty around its 

trajectory in the United States has driven lower health care utilization without a corresponding 

increase in spending or transactions from COVID-19-related interventions. As we have always 

made clear, a portion of our business is tied to overall volumes of activity and spending in the 

health care industry. And therefore, we have been negatively impacted by this industry trend. 

While health care activity is resuming, this unprecedented downturn led us to several actions that 

we took to mitigate its impact on our business and help our customers during this crisis.” 

Change expanded or accelerated several initiatives and solutions across the firm’s platform to 

meet new or urgent customer needs. Mr. de Crescenzo detailed, “For the Department of Health in 

one of the largest states in the United States, Change Healthcare rolled out a COVID-19 ordering 

and testing service between clinics in 67 counties across the state and one of the major 

commercial lab companies, all within 24 hours.” 

Elaborating on the firm’s role in the implementation of technology to deliver healthcare, Mr. de 

Crescenzo stated, “We expect the increase in telehealth services to be a permanent change in 

health care delivery. But the speed and magnitude of the increase was a challenge for many 

providers and telehealth platform providers. To help with these telehealth services, we launched 

a set of virtual care enablement solutions, including engagement, financial management and 

workflow products and services. We are now engaged with over 150 telehealth platform 

providers. Our telehealth medical eligibility and claims bundle can be found on our API & 

Services Connection and purchased via the AWS Marketplace. Our telehealth lab orders, results 

and ePrescribe bundle can be found on our API & Services Connection and will soon be added to 

the AWS Marketplace.” 

CHNG is the product of a joint venture (started 2017) with and a spinoff of McKesson (MCK – 

$161.62) in March of this year. The evolving administrative needs of payors and providers along 

with other healthcare trends should offer tailwinds for Change. In addition, opportunities exist 

for the firm to meaningfully entrench itself into customer relationships through the integration of 

multiple offerings across its platform. Our Target Price for CHNG is $24. 



Shares of Pfizer (PFE – $35.99) opened last Monday around 6% lower as investors reacted to 

negative results from a Phase 3 trial related to the firm’s Ibrance product. Already widely used 

for the treatment of breast cancer in the metastatic setting, there were hopes that Ibrance could be 

used as an option for early-line treatment. The Independent Data Monitoring Committee of the 

collaborative Phase 3 early breast cancer PALbociclib CoLlaborative Adjuvant Study (PALLAS) 

determined that the trial is unlikely to show a statistically significant improvement in the primary 

endpoint of invasive disease-free survival (iDFS). Another trial called Penelope-B is over two 

years in the works, which tests the drug in patients with a high risk of recurrence after pre-

surgery chemotherapy, with results expected later in the year. 

“We are disappointed in this outcome. Breast cancer is a leading cause of death around the world 

and delaying or preventing the development of metastatic disease is a significant unmet need. 

PALLAS is a large study with many subgroups and we are actively collaborating to determine if 

there are patients who may benefit from adjuvant treatment with the palbociclib combination,” 

said Chris Boshoff, M.D., Ph.D., Chief Development Officer, Oncology, Pfizer Global Product 

Development. “Since its initial approval in 2015, IBRANCE has helped change the treatment 

landscape for people with HR+, HER2- metastatic breast cancer. We are grateful to all patients, 

health care providers and our academic partners who have devoted so much to make this 

important study possible.” 

We thought that investors overreacted to the news, as Ibrance already raked in over 10% of 

Pfizer’s sales in 2019 and is expected to produce over $5.5 billion in 2020. We appreciate that 

Pfizer’s size offers one of largest economies of scale in the pharmaceutical industry and a 

pipeline of several other treatments across the firm’s different segments in ongoing Phase 3 

trials. PFE yields an attractive 4.2% and our Target Price is $45. 

Last week, a federal grand jury indicted four executives on their alleged role in a conspiracy “to 

fix prices and rig bids for broiler chickens” between 2012 and 2017. The four people indicted 

allegedly conspired to suppress and eliminate competition for broiler chicken products sold in 

the U.S. The 20-page indictment included detail about communications between the defendants 

and other suppliers and customers. The Department of Justice noted that these are the first 

charges, leading us to believe there could be more. Interestingly enough, the four executive’s 

firms were not charged. 

While the investigation is ongoing, no one from protein producer Tyson Foods (TSN – $64.92) 

was included in the initial indictment. Of course, Tyson generates approximately 30% of its 

revenue from chicken, so this long-playing issue continues to be a headwind for investors. And, 

if that isn’t enough, the company and its industry have been struggling to keep their processing 

plants safely open during the COVID-19 pandemic, while there has been a major shift from 

restaurants to grocery store sales that has strained supply chains. 

Not surprisingly, TSN shares have been volatile, trading last week below $60 on Wednesday 

before ending close to $65 on Friday. Despite the nice rebound late last week, TSN is still down 

29% on the year, even as there have been some tailwinds for the company, including positive 

trade developments as the African Swine Fever has caused a global pork shortage especially in 



Asia. We believe that TSN is well positioned to supply China with pork and other proteins and 

backfill other markets. 

While the near term is definitely murky, we like the long-term potential across its product lines, 

including prepared foods and plant-based offerings. Also, we can’t ignore the likelihood of long-

term increasing protein consumption around the globe, especially in emerging economies as 

people step up in socioeconomic class. Tyson maintained its dividend, and the yield is now 

2.6%. Our Target Price is $87. 

 


