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Market Review 

A little housekeeping before this week’s missive. As indicated on our June 19, 2020, Sales Alert, 

and waiting our usual two trading days to transact, we sold 1,250 shares of Designer Brands 

(DBI – $5.97) held in TPS Portfolio at $6.713 on June 23. We will use that same price to close 

out the Designer Brands positions held in our hypothetical Millennium Portfolio (592 shares) and 

PruFolio (977 shares). 

As indicated on our June 22, 2020, Sales Alert, and also waiting our usual two trading days to 

transact, we sold 343 and 64 shares of Canadian Imperial Bank of Commerce (CM – $65.75) 

respectively held in TPS Portfolio and Buckingham Portfolio at $68.6549 on June 24. We will 

use that same price to close out the Canadian Imperial positions held in our hypothetical 

Millennium Portfolio (117 shares) and PruFolio (248 shares). 

While we will be posting updated Target Prices to theprudentspeculator.com later this week, 

work will soon be underway on the July edition of The Prudent Speculator. This month, in 

addition to at least two first-time recommendations, we plan to offer our semiannual Sector and 

Industry Group Weightings and Value vs. Growth Sector Attribution. If all goes according to 

plan, we expect to email TPS 645 by Friday afternoon, July 3. 

With two days in which the Dow Jones Industrial Average skidded more than 700 points, it was 

not exactly a great week for equities in general and undervalued stocks in particular. Indeed, 

while the Dow dropped “only” 3.31% over the five days, the Russell 3000 Value index fell 

4.16% on a total return basis and the S&P 500 Pure Value index sank by 5.74%. 

Alas, the cause of the selling was a spike in coronavirus cases in the U.S., with The New York 

Times writing in its Saturday edition, “For the first time, some governors are backtracking on 

reopening their states, issuing new restrictions for parts of the economy that had resumed.” 

http://theprudentspeculator.com/


Those states included populous Texas and Florida, while California Governor Gavin Newsom 

closed bars on Sunday in seven counties, including Los Angeles. 

To be sure, health concerns remain front and center, as the global COVID-19 death toll is now at 

500,000, with the case count at 10 million, of which 2.5 million are in the U.S., but the increase 

in mortality has slowed, for the time being at least,… 

 

…while the average age of those recently diagnosed has fallen considerably, which would seem 

to bode well for bringing down the overall fatality rate, given that older folks have had the worst 

outcomes. And, if new information out last week from the U.S. Centers for Disease Control and 

Prevention (CDC) is accurate, the suggestion that 25 million people (10 times the 2.5 million that 

have been diagnosed thus far) in the U.S. are either currently infected or have recovered,… 



 

…might be construed as good news in that the fatality rate would be far lower than initially 

feared, even as none of us would likely look favorably on a 0.5% chance (125,000 divided by 25 

million) of dying. Of course, the statistics show that 0.7% of Americans die each year of all 

causes. 



 

Obviously, wealth takes a back seat to health, and we respect that the outlook for global and 

domestic economic growth this year is awful, but even the relatively pessimistic forecasts out 

last week from the International Monetary Fund call for a significant rebound in GDP in 2021,… 



 

…while there have been more than a few green shoots in the U.S., with the week just ended 

seeing better-than-expected data on housing… 



 

…and a strong bounce in consumer spending,… 



 

…and durable goods orders. 



 

That said, with 47 million Americans having filed for unemployment benefits since March and 

nearly 20 million of those still receiving traditional jobless support, we realize that we are a long 

way from being out of the economic dark woods, even as Lawrence Yun, chief economist for the 

National Association of Realtors, commented last week, “Home sales will surely rise in the 

upcoming months with the economy reopening, and could even surpass one-year-ago figures in 

the second half of the year.” 

Other economists have expressed far less optimism. Case in point, data provider IHS Markit 

announced last week that the flash U.S. service sector purchasing managers index rose to a 4-

month high of 46.7 in June from 37.5 in the previous month, and the flash manufacturing sector 

purchasing managers index rose to a 4-month high of 49.6 from 39.8 in May. Both numbers were 

well above expectations, but that didn’t impress Chris Williamson, Chief Business Economist at 

IHS Markit. 

Mr. Williamson wrote, “The flash PMI data showed the US economic downturn abating 

markedly in June. The second quarter started with an alarming rate of collapse, but output and 

jobs are now falling at far more modest rates in both the manufacturing and service sectors. The 

improvement will fuel hopes that the economy can return to growth in the third quarter. 

However, although brief, the downturn has been fiercer than anything seen previously, leaving a 

deep scar which will take a long time to heal. We anticipate that the U.S. economy will contract 



by just over 8% in 2020. The coming months will therefore see the focus turn to just how much 

recovery momentum the economy can muster to recoup this lost output.” 

Mr. Williamson’s 2020 GDP U.S. contraction projection of 8.0% is hardly unusual, as it matches 

that of the International Monetary Fund, which also stated what would seem to be on the minds 

of many investors…or at least those who pontificate on the equity markets. The IMF said, “The 

extent of the recent rebound in financial market sentiment appears disconnected from shifts in 

underlying economic prospects—as the June 2020 Global Financial Stability Report (GFSR) 

Update discusses—raising the possibility that financial conditions may tighten more than 

assumed in the baseline.” 

This apparent disconnect is puzzling in our mind in that many pundits are claiming that stocks 

must be priced incorrectly today, given the current economic outlook, and all that is seemingly 

wrong with the world, yet they somehow think that they have been priced correctly every other 

day. 

 

No doubt, stock prices are supposed to reflect the collective wisdom on the masses, but as no one 

can predict what will happen in the short term,… 



 

…much less the long run, it is hard to challenge the assertion that equity prices can never 

accurately reflect the true discounted value of the underlying long-term earnings power of the 

corporations that make up the market. 



 

Only in time can we know if valuations in the past were cheap or dear, but the long-term path for 

equity prices, happily, has been higher,… 



 

…albeit with plenty of ups and downs along the journey. 



 

That said, we think the fact that the vast majority of stocks are down significantly in price since 

the February 19 high and for the full year,… 



 

…and that the relative appeal of equities from an income perspective has increased 

substantially,… 



 

…argues strongly that the markets have priced in a good deal of near- and intermediate-term 

COVID-19 and economic bad news, so the view that prices are somehow disconnected from 

reality ignores a lot of evidence to the contrary. After all, it isn’t as if money is pouring into U.S. 

equities, while folks are hardly jumping up and down about the market outlook for the next six 

months,… 



 

…which history shows is a positive for those of us with the courage to stick with our broadly 

diversified portfolios of what we believe to be undervalued stocks through thick and thin. 



 

Stock Updates  

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

results or had other news that impacted their respective Target Prices 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/. 

Time again to raise our published Target Price for computing giant Microsoft (MSFT – 

$196.33), after shares set another record on Tuesday briefly climbing above $203, before the 

stock was caught in the late-week downdraft. 

A sign of the times, Microsoft wrote in a LinkedIn (which MSFT owns) post, “As we look 

forward, we start a new chapter for Microsoft Store. Our team has proven success serving 

customers beyond any physical location. We are energized about the opportunity to innovate in 

how we engage with all customers, optimize our talent for greatest impact, and most importantly 

– help our valued customers achieve more. As part of our business plan, we announced a 

strategic change in our retail operations, including closing Microsoft Store physical locations. 

Our retail team members will continue to serve customers working from Microsoft corporate 

https://theprudentspeculator.com/dashboard/


facilities or remotely and we will continue to develop our diverse team in support of the overall 

company mission and objectives.” 

Microsoft says that its new focus will be on three areas to serve customers. Team members will 

work remotely or in the company’s offices to support all areas previously handled by physical 

stores. Secondly, there will be an increased emphasis on Microsoft’s digital storefronts. Lastly, 

campuses in London, New York City, Sydney and Redmond, WA will be redesigned to co-locate 

engineering, sales, support, envisioning centers, executive briefing centers and retail spaces. 

Microsoft’s physical stores were similar to Apple’s stores and were meant to take on its rival, but 

we aren’t convinced that they were perfect for MSFT’s overall strategy, and certainly there were 

not hours-long lines for new Microsoft device launches. And Apple continues to be focused on 

hardware with easy-to-use software on top, while MSFT has shifted its business to target the 

cloud via Azure and subscription productivity software via Office 365. Although we think 

Personal Computing will always a part of Microsoft, it’s likely to continue to take a back seat 

while the firm focuses on deploying capital into areas where it has had major success recently. 

Microsoft remains a big weight in our broadly diversified portfolios, and an even bigger weight 

in most broad market indexes. While the valuation isn’t inexpensive, it’s not expensive either 

and we like the stability that the company’s strong balance sheet and recurring revenue streams 

bring. Plus, the company has been buying back huge quantities of shares, and the yield stands at 

just over 1%. Given that we have already taken some MSFT money off the table, our Target 

Price is now $211. 

Not to be outdone by Microsoft, Apple (AAPL – $353.63) also hit a record on Tuesday, surging 

as high as $371.38 while investors digested the company’s announcements at the consumer 

electronic titan’s annual Worldwide Developer Conference (WWDC). The keynote address was 

held on Monday morning with a full week of remote learning and forums for developers. Among 

the biggest announcements were iOS 14 for iPhone and iPadOS 14 for iPad, MacOS Big Sur and 

the company’s long-rumored transition away from Intel (INTC – $57.50) chips for its Mac 

processors. 

While the iOS, iPad and MacOS updates have been leaked or in beta testing for a while, the 

processor news seemed to take Intel shareholders by surprise. Analysts estimate that Intel will 

lose between 2% and 4% of revenue per year from the lost business, but we think the EPS impact 

will be less pronounced given Apple’s reputation for shrewd negotiating. While ARM chips can 

do as much or more than Intel chips, the significant rewriting of software makes the transition no 

easy task. But we can’t say we are surprised since Intel’s 10-nanometer chips have been very 

delayed and there was much frustration on Apple’s side related to the Intel Skylake chips in 

2015. Beyond that, Apple’s desire to control all parts hardware and software is only 

accomplishable if they actually design all of the major components in-house. We think that the 

dissolution of the relationship won’t be a major long-term issue for either company. That said, 

our Target Price for INTC is now $72. 

On Friday afternoon, news broke that Apple’s App Store rules are being scrutinized as part of a 

U.S. antitrust probe related to the company’s control of software within the store. Developers are 



free to create Apps without interference from Apple, however there have been wide complaints 

that the company applies its rules inconsistently and favors its own applications when a 

competing app is submitted to its store. The company’s 30% revenue cut is akin to “highway 

robbery,” Chairman of the U.S. House Subcommittee on Antitrust Rep. David Cicilline told The 

Verge. 

While the antitrust battle may just be heating up, we think that Apple has been generally flexible 

when it comes to regulation. It has managed to maintain a profitable operation in Europe, where 

privacy rules favor consumers more strongly than in the U.S. and lawmakers have been harsher 

on technology companies. Should Apple get its wings clipped in the U.S. also, we think they’ll 

get through it just fine. We trimmed big AAPL positions in some portfolios a few weeks ago, 

and we continue to hold an above-average Apple position across our strategies. Our Target Price 

has been hiked to $378. 

Illustrating the point made in our Market Review that it is impossible to know the future…or how 

investors might react even if they had the news in advance, The Wall Street Journal offered this 

headline in its review of Thursday’s equity market action, “Banks Ignite Late Turnaround for 

Stocks.” 

According to the article, banks rose after the Federal Deposit Insurance Corp voted to reduce the 

amount of cash that must be set aside as collateral to cover potential losses on swap trades. As 

one analyst cited in the piece explained, “Banks have been under the regulatory thumb and that 

changed their profitability and trajectory. They’re probably marginally more valuable following 

this.” 

Skip ahead to Friday and that positive bank sentiment went out the window…in the wake of the 

release of the Federal Reserve’s highly anticipated stress tests for 2020 and additional sensitivity 

analyses that the Board conducted in light of the coronavirus event. These assessments 

incorporated a few changes compared to prior years, including COVID-19 scenario overlays 

(based on the potential for V, U and L-shaped economic recoveries) and an updated Stress 

Capital Buffer framework. In an effort to preserve capital in the midst of uncertainly, the Fed has 

exercised its ability to impose limits on dividends and formally restrict share buybacks. We say 

formally because most have already suspended repurchases on their own. Moreover, banks will 

be required to recalibrate capital needs and undergo additional stress analyses later in the year as 

economic conditions evolve. 

All told, the industry appears able to withstand the pressure, even under the worst conditions. 

According to the Fed’s DFAST publication, “The 33 banks subject to the supervisory stress test 

would experience substantial losses under the severely adverse scenario but could continue 

lending to businesses and households, due to the substantial buildup of capital since the financial 

crisis.” This is particularly the case for Systemically Important money center banks like 

JPMorgan Chase (JPM – $92.59), Bank of America (BAC – $23.15) and Citigroup (C – 

$49.58), whose results from the stress scenarios fared better than many expected. For members 

of the KBW banking index overall, which includes banks like Keycorp (KEY – $11.76) and 

Fifth Third Bancorp (FITB – $18.76), Tier 1 and Tangible Common Equity capital ratios are 

more than 40% higher on average than at the end of 2007. The same holds for even higher-risk 



banks like Capital One (COF – $61.16) and Comerica (CMA – $35.37), whose Tier One and 

Equity Capital ratios are higher than they were going into the Financial Crisis (35% and 16% for 

the former and 27% and 12% for the latter, respectively), even after significant increases to loan 

loss reserves in Q1. 

 

With respect to prospective dividend payments, we estimate that all but those of a select handful 

of banks (COF and CMA possibly two that could face payout cuts) will likely remain unaffected 

in the near-term. Notwithstanding dissent from at least one Fed Governor, the Fed has decided to 

cap dividends to net income for the four preceding calendar quarters, unless otherwise specified 

by the Board. Of course, banks’ bottom lines are subject to somewhat discretionary loan loss 

provision estimates, so there will be an interesting dynamic at work between “banking” excess 

reserves that can be used down the road during a time when investors might not dole out much 

punishment for the near-term earnings hit and ensuring enough net income to maintain current 

dividend payouts. 

Judging by the market’s reaction on Friday, we would not be surprised by additional volatility in 

the near-term, especially as the next wave of quarterly financial results are released in coming 

weeks. In addition, economic headlines are likely to get worse before they get better as states 

retract and amend reopening plans. That said, we think the 36% drop year-to-date in the KBW 

index has priced in a lot of bad news for long-term buyers. While rate spreads continue to 



underwhelm, deposits at all commercial U.S. banks (the raw material that banks use to make 

money) are up almost 18% year-to-date due to measures taken by the central bank and federal 

government, and several of our holdings have capital market and trading operations that will also 

benefit from increased volatility this year. 

We continue to like our bank stocks, but as we learn more about capital plans in the days and 

weeks ahead, while we assess Q2 results as they are reported, we will look for more 

opportunities to swap, consolidate and add to our holdings. 

 


