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Market Review 

We hope that readers had a chance to peruse the July edition of The Prudent Speculator and that 

all had a safe 4th of July weekend. Here in Southern California, fireworks shows were cancelled 

and beaches closed in an effort to discourage residents and visitors from congregating amidst a 

spike in coronavirus diagnoses. Alas, the Golden State, along with populous Texas and Florida, 

not to mention more than a few other states, have seen a sizable pickup in the number of 

confirmed COVID-19 cases, with the U.S. “official” tally rising by more than 300,000 over the 

past seven days, even as the daily domestic death count was measured in hundreds rather than 

thousands. 



 

To be sure, it was not just holiday celebrations that were quashed, as elected officials across the 

country rescinded or modified reopening plans, casting doubt about the strength of the budding 

economy recovery that has seen a significant pick-up in auto sales,… 



 

…and the outlook for manufacturing. 



 

Given that many were convinced a few months ago that Great Depression II was around the 

bend, the resilience of the U.S. economy has been very impressive, as evidenced by Thursday’s 

spectacular Employment Situation report. 



 

True, it is hard to get excited about a double-digit-percentage jobless rate as there are still 

millions of Americans out of work,… 



 

…but the economic outlook clearly has improved over the last month or so. 



 

Certainly, that does not mean that life is grand, with Jerome H. Powell offering sobering 

testimony last week on Capitol Hill: “Output and employment remain far below their pre-

pandemic levels. The path forward for the economy is extraordinarily uncertain and will depend 

in large part on our success in containing the virus. A full recovery is unlikely until people are 

confident that it is safe to reengage in a broad range of activities.” 



 

Despite the Fed Chair’s subdued remarks, U.S. stocks turned in a very good holiday-shortened 

week, no doubt thanks to reports that an experimental COVID-19 vaccine being developed by 

the drug giant Pfizer (PFE – $34.51) and the biotech firm BioNTech spurred immune responses 

in healthy patients. In addition, another biotech company, Inovio, said that its vaccine candidate 

led to “immunological response rates” in 34 of 36 patients in a Phase 1 trial. 

The major market averages turned in impressive gains of 3% to 4% over the four trading days 

just ended, bouncing back from losses of similar magnitude the week prior and continuing to 

confound many market pundits who somehow think that stock prices are only dependent on 

short-term news and that few are capable of looking beyond the scary headlines. 



 

The equity market has long been an anticipatory mechanism, with information quickly 

discounted often via violent reactions, but the long-term trend in prices has been higher,… 



 

…as corporate profits have generally grown over time, despite the occasional hiccup. 



 

No guarantees, of course, that past is prologue and stock prices will continue their long-term 

uptrend, but we cannot ignore the fact that equity valuations “should” be higher when interest 

rates are lower…and, to be fair, lower when interest rates are higher. 



 

But Chair Powell and his colleagues at the Federal Reserve seem committed to doing all that it 

takes to boost the economy, including maintaining the Federal Funds rate near zero for the 

foreseeable future, which will keep yields on cash on the sidelines at next to nothing. In fact, 

these days, in order to avoid a one-basis-point (0.01%) annualized yield on money held in the 

proverbial mattress, one must invest in so-called “Prime” money-market funds to capture even an 

11-basis-point (0.11%) yield, whereas the yield on a “Prime” fund like the Schwab Value 

Advantage Money Market (SWVXX) had been in the 600-basis-point (6.0%) range back in 2000 

and 500-basis-point (5.0%) range in 2007. 



 

We understand that for some return of principal is more important than return on principal, but 

the income available on stocks today compares very favorably to that offered by many fixed-

income instruments,… 



 

…yet investors on the whole remain infatuated with bond funds and disenchanted with 

equities,… 



 

…even as history suggests that, as legendary Value investor Warren Buffett states, “The time to 

be greedy is when others are fearful.” 



 

Happily, the Oracle of Omaha, for the first time since the COVID-19 pandemic began, is finally 

practicing what he preaches as this weekend it was announced that Berkshire Hathaway was 

putting nearly $10 billion to work in a deal to buy natural gas assets from integrated utility 

concern Dominion Energy. We don’t have an opinion on that transaction, but considering that 

the S&P 500 Pure Value index (of which Energy and Utility stocks are major constituents) is still 

off more than 30% this year, we think that there are plenty of equity market bargains left to be 

had, provided one is willing to head away from the crowds congregating in the Growth stock 

arena. 



 

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/. 

Following the mandatory waiting period over the prior weekend, last week began with the 

release of results from the recent stress test and COVID scenario analyses of U.S. banks 

performed by the Federal Reserve. As we mentioned in last week’s commentary, these 

assessments incorporated the use of a new Stress Capital Buffer (SCB) framework into capital 

requirements, which also consist of a base minimum requirement and a surcharge for banks 

deemed Systemically Important. This had the effect of increasing capital requirements for 

several of the firms in our portfolios, although nearly all of those placed under the microscope 

exceeded their hurdle. Indeed, several received the lowest possible SCB requirement of 2.5%. 

Happily, of those that have publicly announced, none of the banks we own have projected to cut 

their dividends for at least the next quarter. Note that published SCBs for each bank are 

preliminary, with an official figure to be released by the Fed before it takes effect in Q4 this year. 

https://theprudentspeculator.com/dashboard/


Of the 33 analyzed by the Fed, Goldman Sachs (GS – $197.40) was the lone bank in our 

portfolios that missed buffer requirement. Despite the current capital shortfall, GS CEO David 

Solomon expressed confidence in the firm’s position, “Our durable earnings profile, continued 

performance, and highly liquid balance sheet allow us to serve our clients, maintain our 

dividend, and deliver for all our stakeholders. We have a track record of rebuilding capital when 

necessary, and have brought our standardized CET1 ratio above 13% as this quarter comes to a 

close. We fully intend to continue this dynamic capital management while helping our clients 

continue to navigate challenging markets.” 

On the other end of things, KeyCorp (KEY – $11.71) is a bank that is typically viewed as 

slightly higher risk given certain of its commercial and industrial loan exposures, yet the bank 

received the lowest preliminary SCB of 2.5%. CEO Chris Gorman stated, “We remain 

committed to maintaining our moderate risk profile and being disciplined in the way we manage 

our capital. Our strong balance sheet, liquidity, and capital positions our company to weather 

adverse economic scenarios, while continuing to support our clients, invest in our business, and 

provide returns for our shareholders. Our capital plans would include maintaining our common 

stock dividend for the third quarter of 2020, at the same level as the second quarter of 2020, 

subject to approval from our Board of Directors.” 

To reiterate our position from last week, we continue to expect volatility in the near-term as 

several of our holdings, such as Capital One Financial (COF – $61.15), likely continue to build 

reserves. That said, the KBW banking index remains 36% below where it started the year and, in 

our view, has priced in a lot of bad news for long-term buyers. Despite compressed net interest 

margin, commercial U.S. banks are flush with a significant increase in deposits over the last six 

months, while several of our holdings have likely benefited from elevated mortgage/refinance 

activity and capital market/trading operations in the year thus far. 

Shares of Amgen (AMGN – $258.24) rose over 11% last Wednesday as an appeals court upheld 

both of the firm’s patents for rheumatoid arthritis drug Enbrel. Eager to sell its own form of the 

treatment called Erelzi, Novartis subsidiary Sandoz claims that Amgen’s patents are not valid 

and is considering an appeal to the U.S. Supreme Court. The hotly contested patents extend 

Enbrel’s exclusivity into the late 2020s, and will have maintained 31 years of exclusivity if they 

remain through their expected life. 

Producing more than 20% of revenue for several years, the Enbrel win supports our favorable 

view of AMGN shares. While the COVID-19 pandemic adds stiffer near-term headwinds, we 

also like that Amgen has shifted the conversation from legacy drugs to its growth products and 

shown that its opportunistic purchases and partnerships have added value. The firm’s strong free-

cash-flow generation, solid finanacial footing and 2.5% dividend yield are also a plus. Our 

Target Price for AMGN currently resides at an increased $284. 

Memory maker Micron Technology (MU – $49.83) posted earnings per share of $0.82, versus 

the $0.77 estimate, in fiscal Q3 2020. MU had total revenue of $5.44 billion, versus the $5.31 

billion estimate. Shares extended their bounce off the March 16 low of $31 and are now trading 

just 7% lower this year. 



CEO Sanjay Mehrotra said on the earnings call, “Due to the excellent work of Micron’s 

operations team, most of our fab and assembly sites operated at full production throughout the 

quarter, with our Singapore and Taiwan assembly and test facilities achieving record production. 

COVID-19’s impact to our production early in our third quarter was limited to our back-end 

assembly and test sites in Muar and Penang, Malaysia, and we quickly offset this impact with 

production adjustments at our other facilities. All our production facilities are operating normally 

at this time. We continue to prioritize the health and safety of all team members and contractors 

and have strong COVID-19 safety measures in place at all our sites worldwide. We are taking a 

conservative, phased and site-specific approach to returning our team members on-site, 

prioritizing our manufacturing workforce and engineering teams.” 

Mr. Mehrotra continued, “The pandemic has impacted the cyclical recovery in DRAM and 

NAND, causing stronger demand in some segments and weaker demand in others. Market 

segments driven primarily by consumer demand have seen a negative impact. Calendar 2020 

analyst estimates for end-unit sales of autos, smartphones and PCs are meaningfully lower than 

pre-COVID-19 levels, even though estimates for enterprise laptops and Chromebooks have 

increased. The reduced level of global economic activity has also curtailed near-term demand. 

The pandemic is driving rapid change in consumer and corporate practices around the world. 

Consumers are significantly increasing online activity, including e-commerce, gaming and video 

streaming, all of which drive additional data center capacity requirements. Trends like working-

from-home and online learning are likely to drive long-term changes in how we think about 

workforce flexibility and education… Additional government fiscal stimulus programs are also 

supportive of economic activity and will accelerate trends like electric vehicle 

production…Clearly, certain trends that would have taken 2 to 4 years to develop have been 

accelerated into months. It is easy to see how these changes will drive higher consumption of 

memory and storage in the long term. The faster pace of digital transformation in the economy is 

here to stay.” 

CFO Dave Zinsner cautioned that COVID-19 is not in the rear-view mirror, “In addition, the risk 

of a second wave of COVID-19 infections is continuing to drive greater uncertainty for the 

economic recovery and our business. Lastly, inventory strategies of our customers are difficult to 

predict. We continue to closely monitor market conditions and respond to changes in the market 

environment in a timely and disciplined manner.” 



 

Management expects data center demand to remain healthy in the back half of 2020, along with 

improving sales in smartphone and consumer end-unit sales. MU also expects gaming console 

launches to boost DRAM and NAND demand. Micron finished the quarter with approximately 

$2.6 billion in net cash and has total liquidity of $11.8 billion, up from $10.6 billion at the end of 

last quarter. While MU has never paid a dividend, the company continues to return cash to 

shareholders via its active share repurchase program, which totaled 929,000 shares in the quarter 

at an average price of $43.54. The company expects revenue between $5.75 billion and $6.25 

billion, with an EPS range between $0.95 and $1.15. The company’s gross margin should come 

in between 34% and 37%. While the short term offers plenty of uncertainty for virtually all 

companies, we believe that focus on the longer term remains critical, especially for Micron. The 

company has a strong balance sheet and reasonable valuation metrics. Our Target Price for MU 

has been boosted to $68. 

Shares of FedEx (FDX – $155.48) gained more than 11% after the company reported fiscal Q4 

2020 results that crushed analyst estimates on the top and bottom lines. The package and freight 

delivery giant earned $2.53 per share (vs. $1.53 est.) and had revenue of $17.4 billion (vs. $16.3 

billion est.). While the company didn’t reinstate guidance (which it pulled on March 17), CMO 

Brie Carere said that the company is seeing sights of a “tentative economic recovery” and FDX 

expects e-commerce retail as a percentage of overall retail to remain elevated. 



CFO Alan Graf commented, “Virtually all our revenue and expense line items during the fourth 

quarter were affected by the COVID-19 pandemic. While commercial volumes were down 

significantly due to business closures across the globe, we experienced a surge in residential 

deliveries at FedEx Ground and in transpacific and charter flights at FedEx Express, which 

required incremental cost to serve. We also incurred an approximate $125 million increase in 

operating costs related to personal protective equipment and safety supplies as well as additional 

security and cleaning services to protect our team members and ensure we are safely providing 

essential services to our customers.” 

“We said on this call last year that FY ’20 would be a challenging — a year of challenge and 

change, better put, and that has certainly been the case. We told you about a number of strategic 

initiatives we have had underway to navigate that challenge and change. Then, beginning in 

January, we began to deal with COVID-19 in China, then in Europe and then, of course, in the 

United States. I reported on all the work we had done in those areas of the world to respond to 

the pandemic during our quarter 3 earnings call on 17 March. We’ve made every effort to keep 

our team members and the public safe as we’ve dealt with this terrible disease, and we’re very 

proud of our team members in the role they played in keeping the global, industrial and at-home 

supply chains open. My most sincere appreciation goes to our team members around the world 

for their herculean efforts during this time. We are so proud of them.” said Founder and CEO 

Frederick W. Smith. 

FedEx has $4.9 billion of cash and $3.5 billion of available credit facilities, giving the company 

plenty of flexibility as the pandemic evolves. The company is still spending money on the TNT 

integration, which is not great financially. FDX also deferred some aircraft deliveries as far out 

as 2025, as it works to reduce capital expenditures and conserve cash. While the Q4 report was 

certainly a bright spot and surprised the market, evidenced by the big gain, we think that FDX 

isn’t out of the woods yet, as consumer spending needs to keep improving and air freight’s 

sudden volume surge will return to more normal levels as passenger airlines increase capacity. 

We continue to like the strong balance sheet, modest dividend yield and position as an industry 

leader. FDX trades near 15 times forward earnings and the dividend payment, which was 

declared on June 15, puts the yield around 1.7%. Our Target Price for FDX has been increased to 

$208. 

 


