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Market Review 

It was a lousy ending to the week, with the big plunge on Friday in Intel (INTC – $50.59) not helping 

matters, but Value stocks managed to outperform Growth for the second straight week, despite one of 

the biggest daily gaps in history in the other direction on Monday. Incredibly, even with the first day of 

the week seeing the Russell 3000 Growth index soar 2.34% versus a 0.66% drop for the Russell 3000 

Value index, for the full five days, the former dipped 0.75% while the latter advanced a modest 0.20%. 

Obviously, the returns race has been decidedly one-sided in recent years,… 



 

…but despite plenty of ups and downs for stocks along the way, Value has outperformed over 

the long term by a wide margin,… 



 

…and the current relationship between the two Russell 3000 indexes was last at today’s level in 

early 2000, a fantastic entry point for inexpensively priced stocks that saw massive 

outperformance for the Russell 3000 Value index over the ensuing six years. 



 

To be sure, the near-term direction of equities in general and Value and Growth in particular is 

anyone’s guess, as developments on the health front will remain the main catalyst driving stock 

prices. 



 

The COVID-19 case and death counts continue to climb and, despite significant progress on the 

vaccine and therapeutic front, the virus news is like to get worse before it gets better, especially 

in the United States. Of course, there is still significant debate about the severity of the 

pandemic, with data out last week suggesting that the actual mortality rate is on the order of 

0.68%. 



 

Certainly, 68 deaths out of 10,000 infections is nothing to cheer about, but it is far better than 

death rates of more than 3% bandied about a few months back, while overall domestic mortality 

statistics presently show that 1.60 million lives were lost from all causes over the first six months 

of 2020, compared to 1.45 million over the same period last year. 



 

No doubt, the increase in the death toll in 2020 is almost entirely attributable to COVID-19 and 

pressure is mounting on hard-hit cities and states to reinstate stay-at-home orders. Clearly, such 

an order would put a huge dent in the fledgling economic recovery, as even in our home county 

of Orange, where case counts have spiked, restaurants and shops were busy this past weekend, 

albeit with tables set up on outdoor patios and parking lots and stores limiting the number of 

shoppers. 

Time will tell how long and strong the current economic rebound will be, but economic numbers 

generally have been trending better, even as there are tons of people still out of work,… 



 

…yet folks have had enough confidence to be busy home shopping, taking advantage of 

historically low mortgage interest rates,… 



 

…with the expectation, at least according to one important forward-looking gauge, that the next 

six months will continue to see improvement, albeit off a horrendously dismal base. 



 

We do believe that we are realistic in our views on the economy as we hardly are of the mind 

that happy days are here again, but we continue to think that stock prices for many companies 

have discounted a tremendous amount of bad news and that they should be significantly higher, 

even with the COVID-19 risks. 

The primary reason for this assertion is the extraordinarily favorable interest rate environment 

and the expectation that rates will remain extremely low for as far as the eye can see. We 

remember comments from Warren Buffett on the interest rate subject…along with reaction to 

one of those supposed billionaire market experts suggesting that equities were in trouble…on 

April 29, 2016, when the Dow closed at 17774 and a worrisome Presidential Election was six 

months away. 

Responding to billionaire investor Carl Icahn’s doom and gloom, the Oracle of Omaha on CNBC 

Television said he didn’t put too much stock in Icahn’s market ‘reckoning’ warning and turned 

the discussion to rates. “Interest rates act on asset values like gravity works on physical matter,” 

Mr. Buffett said. “If you had zero interest rates and you knew you were going to have them 

forever, stocks should sell at, you know, 100 times earnings or 200 times earnings.” 



He continued, “When interest rates were 15 percent with [Paul] Volcker, you know, it was an 

enormous gravitational pull on all assets, not just stocks. If you can get 15 percent, it makes the 

choices way different than if you get zero.” 

We are not implying that stocks should or will trade for 100 or 200 times earnings, as we don’t 

think interest rates will stay near zero forever, but with a 0.6% 10-year Treasury rate, one can 

justify much higher equity valuations. Historically, Treasuries have provided higher yields than 

stocks (both dividend and earnings) as there is not a grand expectation for capital appreciation. 

True, there is not an expectation of great depreciation either, but the chart below shows the 

relationship between the 10-Year Treasury (red line), the Dividend Yield on the S&P 500 (green 

line) and the Earnings Yield (inverse of the P/E ratio or the percentage of price represented by 

earnings) on the S&P 500 (blue line). 

 

Ignoring the fact that the red line often has been above the other two, for simple equilibrium, so 

to speak, to be restored, the Treasury yield would need to rise considerably or the Dividend Yield 

and Earnings Yield would need to drop significantly. By this, we mean that in order for the S&P 

500 Dividend Yield to equal the current 0.6% or so yield on the 10-Year Treasury, stocks would 

have to more than triple in price, all else being equal…and in order for the Earnings Yield to get 



to 0.6%, the P/E ratio on the S&P 500 would have to rise from the current 23.6 to 166, a 7-fold 

increase in price, assuming earnings held constant. 

Obviously, stocks are not going to triple or septuple anytime soon (though history shows that 

such events are more than reasonable in the fullness of time), but if the S&P 500 doubled in 

price, the Dividend Yield would be 0.94% and the Earnings Yield would be 2.12%, meaning the 

green and blue lines would still be above the red one, assuming interest rates stayed low…and 

we might argue that even if such an advance were to occur, stocks would still be cheap! 

We can debate how long rates will stay low, but the Federal Reserve’s projection for the Federal 

Funds rate is presently 0.1% through 2022 and 2.5% for the long-term. Now if the 10-Year 

Treasury went to 2.5%, a lot of bond investors will be crying in their soup, and we would argue 

earnings and dividends for Corporate America would be significantly higher than where they are 

today, given that it will very likely take a strong economy to move rates higher. However, 

assuming no change in earnings (which is not realistic under an improved economic scenario), a 

fair valuation for stocks based on the Earnings Yield might match the 10-Year’s 2.5% long-term 

yield projection, which would equate to about a 70% advance in the S&P 500 from where we 

currently reside. 

 



True, we respect that many think the Earnings Yield is not of great value, yet P/E ratios are 

universally viewed as super important. However, we think there can be little debate, as Mr. 

Buffett articulated, that there is a big difference in how one would look at the investment choices 

available when money held in the mattress, i.e. money market funds, is offering returns of zero. 

After all, one could get 200 basis points not so long ago on “cash” and 500 to 600 basis points at 

previous equity market highs. 

 

Not surprisingly, with yields on competing investments so dismal, we think that stocks remain 

the place to be for those who share our long-term time horizon, yet we find it fascinating (and 

very reassuring from a contrarian perspective) that optimism toward equities seems to be in very 

short supply. 



 

Yes, we realize that COVID-19 continues to be a major headwind, but stocks rallied in 1918-

1919 in the face of a far-worse health threat,… 



 

…while equities have overcome numerous disconcerting events throughout history. 



 

With U.S. and Chinese tensions also again rising, we must remain braced for significant equity 

market volatility,… 



 

…but we continue to believe that the odds today overwhelmingly favor stocks for those who can 

look out years as opposed to days, weeks or months. 



 

Stock Updates  

Second quarter earnings reporting season picked up steam last week. We are just two weeks in, 

but thus far the numbers have been very good relative to subdued expectations. With 127 

members of the S&P 500 having announced results, 85.5% have topped analyst projections, 

much better than the usual 70% or so that beat Wall Street forecasts. 



 

Management team outlooks have been very subdued and forward guidance ranges have been 

broad if they are provided at all, but Jason Clark, Chris Quigley and Zach Tart look at a baker’s 

dozen of our companies that posted quarterly results 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/. 

Semiconductor giant Intel reported earnings per share of $1.23, versus the $1.12 estimate, in 

fiscal Q2 2020. INTC had revenue of $19.7 billion, versus the $18.5 billion estimate. Despite the 

terrific earnings, the stock fell a whopping 17% on Friday after management revealed more 

delays for the company’s upcoming 7-nanometer chips. 

CEO Bob Swan said, “We are seeing an approximate 6-month shift in our 7-nanometer-based 

CPU product timing relative to prior expectations. The primary driver is the yield of our 7-

nanometer process, which, based on recent data, is now trending approximately 12 months 

behind our internal target. We have identified a defect mode in our 7-nanometer process that 

resulted in yield degradation. We’ve root caused the issue and believe there are no fundamental 

roadblocks. But we have also invested in contingency plans to hedge against further schedule 

uncertainty. We’re mitigating the impact of the process delay on our product schedules by 

https://theprudentspeculator.com/dashboard/


leveraging improvements in design methodology such as die disaggregation and advanced 

packaging. We have learned from the challenges in our 10-nanometer transition and have a 

milestone-driven approach to ensure our product competitiveness is not impacted by our process 

technology road map.” 

We’ve seen this show before with Intel, and given the technical challenges making transistors 7-

nanometers wide, we weren’t shocked to hear there were more delays. However, other 

chipmakers have been on track with 7nm products, so it is a bit worrying that Intel is so far 

behind. And then Mr. Swan said (emphasis ours), “Our overarching priority is to deliver product 

leadership for our customers, and we are taking the right steps to produce a strong lineup of 

leadership products. We will continue to invest in our future process technology road map, but 

we will be pragmatic and objective in deploying the process technology that delivers the most 

predictability and performance for our customers, whether that be on our process, external 

foundry process or a combination of both.” 

Mr. Swan added, “Our advanced packaging technologies, combined with our disaggregated 

architecture, give us tremendous flexibility to use the process technology that best serves our 

customers. As an example, our data center GPU design, Ponte Vecchio, will now be released in 

late 2021 or early 2022, utilizing external and internal process technologies, combined with our 

world-leading packaging technologies. We now expect to see initial production shipments of our 

first Intel-based 7-nanometer product, a client CPU, in late ’22 or early ’23.” 

Not only is the CPU not scheduled to launch for about three years, a year behind the initial 

schedule, it is unprecedented that Intel is considering outsourcing its fabrication plants (“fabs”). 

Part of what makes the move difficult to comprehend is that Intel was the world’s leader in 

silicon lithography manufacturing five years ago. It is hard to tell what is happening internally at 

Intel to cause that major strategy review. And after repeated manufacturing delays with its 10nm 

chips, management routinely reminded investors that the 7nm chips were on schedule and the 

delays would be made up. With the production schedule sliding, there seems to be no made up 

time for Intel, just lost time. 

Of course, investors were far from excited about the news on Friday and sell-side analysts 

quickly revised their ratings, whacking target prices and changing recommendations. Indeed, last 

quarter we wrote, “Intel had significant trouble getting its 10-nanometer chips to production, but 

the company expects to make some big launches in the middle of this year. Long-serving as a 

disappointment for analysts, the notebook segment finally grew, a meaningful 14% year-over-

year, as PC volumes surged amid widespread shelter-in-place orders.” What we did not account 

for was a delay in the next generation of chips. While this is all gloomy news for Intel, we think 

that the company has the balance sheet and talent to fix this mess. It is definitely not the end of 

the world if Intel outsources some manufacturing, as companies we own like Broadcom (AVGO 

– $305.79) and Qualcomm (QCOM – $88.89) do just fine without owning a single plant. It is 

mainly a huge change in strategy for which no investors or analysts were ready. While we are 

going to be carefully watching Intel’s new strategy evolve in the upcoming quarters, we continue 

to favor the company’s diversified revenue stream, low levels of debt, forward P/E ratio below 

12 and 2.6% dividend. That said, our Target Price has been trimmed to $70. 



Global provider of computer solutions and advanced technologies leader Int’l Business 

Machines (IBM – $125.79) posted earnings per share of $2.18, versus the $2.12 estimate, in 

fiscal Q2 2020. IBM had sales of $18.1 billion, versus the $17.6 billion estimate. While shares 

gained sharply in early trading on Tuesday, they retreated to finish the day and the week roughly 

flat. 

New CEO Arvind Krishna commented, “From a market perspective, while the current 

environment poses certain short-term challenges, it also presents long-term opportunities that 

IBM will seize as our clients accelerate their shift to hybrid cloud and AI. The essential work that 

we do in terms of running our clients’ mission-critical processes continues. More profoundly, we 

see that the digital transformation of businesses is accelerating. Our second quarter results 

demonstrate this with an increase of over 10 points in our cloud revenue growth over last quarter. 

The trend we see in the market is clear. Clients want to modernize apps, move more workloads 

to the cloud and automate IT tasks. They want to infuse AI into their workflows and secure their 

IT infrastructure to fend off growing cybersecurity threats. As a result, we are seeing an 

increased opportunity of large transformational projects. These are projects where IBM has a 

unique value proposition, but they are also projects that take time to shape and therefore to 

close.” 

Mr. Krishna continued, “Hybrid cloud is a dominant force driving change in our industry, but it’s 

far from universal adoption. Only 20% of the workloads have moved to the cloud. The other 

80% are mission-critical workloads that are far more difficult to move. There’s a massive 

opportunity in front of us to capture these workloads. When I say hybrid cloud, I am talking 

about an interoperable IT environment across on-premise, private and publicly operated cloud 

environments, in most cases, from multiple vendors. Why do we believe this is the future rather 

than a pit stop along the way? Clients find that choosing a hybrid cloud approach is 2.5x more 

valuable than relying on public cloud alone. This considers factors such as innovation, 

development time and portfolio optimization. The platform starts with Linux, which is the de 

facto operating system standard. We have a tremendous advantage with Red Hat Linux, which is 

the market share leader. Linux, along with Containers and Kubernetes, provides the architectural 

foundation of our platform, and OpenShift is our core product that captures all this and more. 

IBM has a vast software and middleware portfolio, which has now been containerized and runs 

on OpenShift and Red Hat Linux. The family of Cloud Paks we introduced in the second half of 

last year allows our middleware to run in a cloud-native environment and bridge our clients from 

the past to the future. This means clients can now deploy our software anywhere OpenShift runs. 

It is infrastructure-agnostic across not just public and private clouds but also our mainframes and 

power system platforms.” 

Mr. Krishna concluded, “As you know, with the current events in the United States, there has 

been a renewed focus to do more. As IBM’s CEO, I’m fully committed to ensuring that IBM will 

continue to lead in this area. But this is also about skills and creating opportunity. Since 2011, 

IBM has helped to develop and expand a new public education model called P-TECH. P-TECH 

provides high school students from underserved backgrounds with the skills and credentials they 

need for competitive jobs in STEM. To that end, we recently made a commitment to hire 1,000 

interns who come from P-TECH. To put this in context, we hire between 5,000 and 10,000 



interns at IBM each year, so this represents more than 10% of our intern base. I’m always happy 

to expand later on this and other topics relating to our ESG efforts.” 

CEO Jim Kavanaugh added, ”The current environment presents some near-term challenges for 

our clients, but it also provides some longer-term opportunities for us. We have a business 

profile and business model that provides some stability in the current environment. We have also 

recently taken a number of actions that strengthen our operating model for today and for the 

future. We built a robust hybrid cloud platform based on what we firmly believe is the winning 

architecture. This technology-centric platform, together with our deep industry expertise and 

ecosystem partners, will enable us to accelerate clients’ digital transformations and move more 

of our clients’ mission-critical workloads to the cloud. As we enter the second half, we have a 

compelling set of offerings and a strong pipeline across software, services and systems… And 

for Red Hat, we anniversaried the acquisition in early July. We’re wrapping on a large part but 

not all of the impact of the deferred revenue adjustment and transaction charges. We also wrap 

on the divestitures completed in the second quarter of last year. And the savings from our 

structural actions will start to yield in the second half, providing better cost competitiveness and 

margin performance, especially in GTS. Finally, we remain confident that we have ample free 

cash flow and liquidity to invest in our business and return value to shareholders through 

dividends.” 

We believe that the Red Hat acquisition is likely to help IBM find its footing and regain some of 

the value it has lost as competitors, including names we presently have in our portfolios like 

Oracle (ORCL – $55.65), have swooped in on the company’s cloud business. The company still 

offers a big and recently increased dividend and the yield is now a hefty 5.2%, while IBM has 

been a big buyer of its own shares since 1995 (though repurchase plans are on hold as it pays 

down debt from the Red Hat acquisition). And, we believe there can be some earnings multiple 

expansion if Big Blue can string together a few quarters of solid growth. While IBM’s execution 

has frustrated us, the company’s new management team, solid free cash flow and a sub-11 times 

forward P/E ratio provide plenty of support that better days are to come. Our Target Price for 

IBM is $182. 

Computing giant Microsoft (MSFT – $201.30) earned $1.46 per share in fiscal Q4 2020 (vs. 

$1.36 est.). MSFT had sales of $38.0 billion (vs. $36.5 billion est.). Shares fell 4.3% following 

the announcement but were nearly flat for the week. 

Microsoft CEO Satya Nadella commented, “We delivered record results this fiscal year powered 

by our commercial cloud, which surpassed $50 billion in revenue for the first time, up 36% year-

over-year. The last 5 months have made it very clear that digital tech intensity is key to business 

resilience. Organizations that build their own digital capability will recover faster and emerge 

from this crisis stronger. We are seeing businesses accelerate the digitization of every part of 

their operations from manufacturing to sales and customer service to reimagine how they meet 

customer needs from curbside pickup and contactless shopping in retail to telemedicine in health 

care.” 



 

Mr. Nadella concluded, “We are expanding our opportunity and investing across the full modern 

technology stack. Over the next decade, technology spending as a percentage of GDP is 

projected to double, and we are well positioned to participate in that growth by innovating and 

defining the key technologies that empower every person and every organization on the planet to 

build more of their own tech intensity.” 

CFO Amy Hood offered the outlook, “We expect COGS of $10.75 billion to $10.95 billion and 

operating expense of $10.7 billion to $10.8 billion with continued investment against our 

significant long-term ambition. Other income and expense should be negative $50 million as 

interest expense is expected to more than offset interest income. And finally, we expect our Q1 

tax rate to be approximately 16%, lower than our expected full year rate, given the volume of 

equity vests in our first quarter. We are committed to our customers’ success in these challenging 

times and to managing the company for long-term growth and profitability. We will continue to 

expand our cloud infrastructure to support the growing customer usage and demand across our 

differentiated cloud offerings. And given our strong execution and growing competitive 

advantage in high-growth areas, we remain committed to investing against the long-term 

opportunity ahead of us.” 



MSFT returned $8.9 billion to shareholders via dividends and share repurchases in fiscal Q4, a 

16% increase year-over-year. For the full fiscal year, Microsoft returned $35 billion to 

shareholders. Including dividends, shares have gained nearly 30% since the end of 2019, a giant 

move higher considering the economic environment, performance of the average stock and the 

growth in market capitalization. While we thought a portion of Microsoft’s revenue would be 

temporary and due to COVID-related acceleration of IT spending for a remote workforce, we are 

thinking that a larger portion could be permanent as the pandemic drags on or accelerates, 

depending on the region. The stock sports a 3.0% free cash flow yield and a 1.0% dividend yield, 

to go along with significant growth potential, though the shares remain a little pricey with a 

forward P/E ratio of 31. We have previously trimmed the quantity of Microsoft in our managed 

accounts and we are presently comfortable with the current weights despite the not-so-cheap 

valuation. Analysts still expect the company’s EPS growth rate to be at least 12% for each of the 

next three fiscal years, with earnings growing from $3.88 in 2018 to an estimated $8.24 in fiscal 

2022, Our Target Price has been boosted again, this time to $221. 

Integrated telecom services firm AT&T (T – $29.57) earned $0.83 per share in fiscal Q2 2020 

(vs. $0.79 est.). T had sales of $41.0 billion, versus the $40.9 billion estimate. Shares fell 0.9% 

following the announcement. 

CEO John Stankey commented on the results, “We’re planning and operating under the 

assumption that significant accommodations for COVID will be the business norm well into next 

year. The unfortunate reality simply sharpens our focus and strengthens our resolve on the 

business transformation path we chartered and the investment focus we’ve adopted. As a 

company, our purpose is to create connection. We create connection with each other, with what 

people and businesses need to thrive every day and with stories and experiences that matter. That 

purpose leads us to our market focus. First, as a broadband provider, our high-speed fiber and 

wireless broadband networks connect the people and businesses that form the foundation for how 

we live and work. Second, as a software-based entertainment provider, we deliver compelling 

entertainment experiences through HBO Max and AT&T TV, giving us the opportunity to 

establish meaningful relationships with the majority of U.S. households. And third, the fantastic 

stories we tell and share in our platforms drive direct customer engagement and insights and 

create emotional attachments that can drive long-lasting customer loyalty across our product 

set.” 

Mr. Stankey continued, “To grow, we know we have to be more effective and efficient in our 

execution. As part of our transformation initiative, we have more than 50 different work streams 

underway that will enhance not only how we work together, but how we deliver improved 

service levels and greater value for our customers, including competitive pricing that drives 

market momentum and targeted investment to achieve growth in those key products I mentioned. 

Our success relies on AT&T becoming a more agile and efficient company that’s able to meet 

our customers’ needs in the highly competitive and quickly evolving markets. Our 

transformation began with the new operating model we put in place at WarnerMedia last year to 

organize our teams around entertainment networks, live programming, content production and 

affiliate and advertising sales. That allowed us to work together across WarnerMedia and all of 

AT&T to successfully launch HBO Max.” 



Mr. Stankey concluded, “Our core subscription businesses proved to be resilient in the face of 

the economic downturn. Our Mobility and Business Wireline segments performed well, and we 

grew EBITDA margins in both areas. We continue to add new fiber customers, though COVID 

limited our ability to go into some customers’ homes for installs. Our software-based 

entertainment business has performed well. AT&T TV subscriber growth in its first full quarter 

was better than we expected, and it’s our highest-performing video product on customer 

satisfaction, double the level of our legacy TV services. HBO Max had a strong launch, on track 

to hit its targets we laid out for you last fall. We’re already seeing how HBO Max can increase 

our broadband adds and increase wireless ARPU. Obviously, COVID had a significant impact on 

our WarnerMedia segment with advertising revenues, content production and theaters all shut 

down. We’ll talk more about that a little later in the presentation, but I cannot imagine being at 

this moment, absent the moves we made last year, to reconfigure our WarnerMedia operations 

and refocus the business on the growing and important direct-to-consumer opportunity.” 

CFO John Stephens added, “We’ve been active in the bond market. Rates are low, demand is 

healthy, and we used this opportunity to issue about $17 billion in long-term debt at rates 

significantly below our average cost of debt. This allowed us to materially reduce our near-term 

debt towers, making our debt obligations for the next few years very manageable.” 

The company’s huge 7.0% dividend yield is not in jeopardy at this point and analysts expect 

earnings to grow in 2021 and 2022 following the COVID-related trough this year. While AT&T 

has a lot of debt weighing down its balance sheet, the weighted average coupon is 4% and 

average maturity is 2034, with some bonds maturing as far out as July 15, 2097. There are sure 

to be challenges on the horizon, including customer nonpayment revenue dings, but we like the 

long-term, better-than-utility-like exposure (and entertainment focus) with a big yield and a very 

reasonable sub-10 times P/E ratio. Our Target Price is now $41. 

Staffing solutions provider ManpowerGroup (MAN – $72.01) released Q2 2020 financial 

results last week that lagged expectations ($0.18 vs. $0.22 est.). Government support throughout 

Europe, particularly in France (where nearly two-thirds of the private workforce had benefited 

from state-sponsored furloughs in the quarter), has significantly reduced recent demand for 

employment. Year-to-date revenue through June was $8.4 billion, a decrease of 20% from the 

prior year. Remarkably, the firm continues to build cash on its balance sheet ($1.4 billion at 

quarter end) through improved collections experience on work performed in previous periods. 

An unused $600 million revolving credit facility, which expires in 2023, adds to MAN’s 

liquidity position. 

MAN CEO Jonas Prising commented, “The world continues to be impacted by COVID-19 

which started as a health crisis and evolved to become a global economic and social crisis. While 

certain regions continue to deal with the pandemic at elevated levels, elsewhere lockdowns are 

easing, economies are slowly re-opening and people are returning to work. I am thankful and 

proud of our talented colleagues for providing the highest levels of support to our clients and 

candidates during this extremely challenging period. In this environment, we will continue to 

focus on operational excellence, including managing costs prudently to offset gross profit 

declines while continuing to invest in our transformation. This is how we will continue to 



progress our key strategic initiatives and position us for further success when we emerge from 

these crises.” 

Management reinstated its Q3 guidance and expects earnings per share in the range of $0.59 to 

$0.67 before currency impacts. The belief stated is that major uncertainty associated with the 

government lockdowns has largely been lifted, although its guidance assumes no major rollbacks 

of reopening activities in any of the firm’s largest markets. 

While the near-term remains filled with operational headwinds, we appreciate management 

efforts to maintain solid financial footing through building cash and expense management. 

MAN’s broad geographic footprint, wide range of offerings and shifts to recruitment outsourcing 

should provide a ramp as financial conditions eventually improve. MAN’s dividend is paid twice 

a year, with the most recent declaration in May. The current dividend yield is 3.0%. Our Target 

Price is now $107, and we note that MAN shares doubled in price during the two years following 

the Global Financial Crisis. 

Despite reporting better than expected top- and bottom-line results for Q2, shares of Biogen 

(BIIB – $272.33) fell more than 3% last week as investors seemed to be concerned about the lack 

of new details around its Alzheimer’s drug filing and the announcement in an evening press 

release that CFO Jeff Capello was departing. While we can only speculate about the details 

surround the CFO’s departure, we do know that Biogen will be presenting phase 3 study data for 

its Alzheimer drug aducanumab on Wednesday morning, July 29, at the Alzheimer’s Association 

Virtual International Conference (the presentation will be followed by a Q&A). This event is 

going to tell us a lot about where Biogen is going in the short- and intermediate-term. 

For Q2, BIIB reported adjusted EPS of $10.26, well above the expected $8.02 that analysts were 

projecting. Revenue for the period came in more than 7% above the consensus expectation of 

$3.43 billion. “In the second quarter, Biogen continued to deliver strong financial results. We are 

pleased to have completed the BLA submission for aducanumab and look forward to the 

prospect of launching the first therapy to reduce clinical decline in Alzheimer’s disease,” said 

CEO Michel Vounatsos. “Our progress with aducanumab exemplifies our broader strategy of 

building a multi-franchise portfolio based on our deep expertise in neuroscience, and we have 

multiple near-term value creation opportunities in other areas such as ALS, ophthalmology, 

lupus, stroke, and biosimilars.” 



 

Despite the lack of new info on aducanumab during the earnings call, we like that Biogen is still 

generating strong free cash flow which can aid in strengthening a pipeline that we already think 

has solid long-term potential keying on cancer and neurology disorders. That said, if 

aducanumab fails to gain approval, BIIB will need to fill the gap, and will most likely turn to 

acquisitions somewhat rapidly. The combination of the pipeline and potential adds are important 

because BIIB still faces looming pressure from generics in the coming years, or sooner given the 

court victory last month for Mylan Inc. related to Biogen’s blockbuster Multiple Sclerosis drug 

Tecfidera, and potential competition from Novartis for its spinal muscular atrophy treatment 

Spinraza. No doubt, Biogen investors must be braced for volatility, and we suspect that there 

may be a big move this week. At this point we think the potential upside dwarfs the downside, 

especially with the stock trading for less than 8 times NTM adjusted earnings expectations, but 

we always reserve the right to change our mind favorably or unfavorably as new information is 

received. Our Target Price for BIIB is presently $443. 

Whirlpool (WHR – $157.95) shares rose almost 11% last week on the back of a better-than-

expected Q2 financial release. The appliance maker reported adjusted earnings for the period of 

$2.15 per share, more than doubling the consensus estimate of $1.00. Revenue also came in 

above expectations at $4.04 billion, versus the $3.62 billion consensus forecast. The North 

American business is regaining sales momentum and realized strong performance during the 



period. While EMEA and Latin America continue to be a drag on company performance, 

management said that there was significant demand recovery across all its regions in the month 

of June. WHR provided 2020 sales guidance with a 7% to 12% decline now expected, versus the 

prior 10% to 15% drop projection. 

WHR CEO Marc Bitzer commented, “Delivering a solid Q2 performance despite the far 

reaching impact of COVID-19 on our business is the result of the decisive actions we took 

throughout the quarter and ultimately demonstrates the resilience of our business model. While 

we recognize the uncertainty and volatility which lies ahead of us, we are proud of the way in 

which we managed through the most difficult quarter of this global crisis.” 

CFO Jim Peters added, “Our strong second-quarter results are a testament to our operational 

strength and the perseverance of our global team. In the quarter, we delivered solid cost takeout 

globally and strong cash flow improvement through disciplined working capital management. 

The actions we took earlier this year to sustain our margins and protect our liquidity strengthened 

our ability to succeed through the ongoing COVID-19 pandemic and have prepared us to 

withstand current economic uncertainty.” 

While the near-term is hazy, despite an improving U.S. housing market, we feel confident in the 

company’s liquidity as it has continued its work to cut and contain costs. WHR has $2.5 billion 

in cash, another $2.5 billion it can tap if needed and debt maturities over the next four years that 

average less than $300 million. We are expecting margins to widen in the near-term as the 

company benefits from lower steel costs. We think that as things open back up and life gets back 

to somewhat normal. WHR will benefit in the U.S. from the home appliance replacement cycle 

and continued home purchasing by Millennials, while the rest of the world progresses 

technologically and emerging markets incorporate modern conveniences into daily living. 

WHR’s well-covered dividend yield is currently 3.0%. Our Target Price has been hiked to $198. 

Regional banking concern Old National Bancorp (ONB – $14.22) released Q2 2020 financial 

results last week that handily beat expectations (EPS of $0.33 vs. $0.24 est.). Compressed 

interest rates led to lower interest income year-over-year, while higher fee income and expense 

reduction supported the bottom line. Total loans increased by $1.3 billion, primarily due to PPP 

loan funding and growth in commercial real estate. Provisions for credit losses at ONB are on the 

low end of the banks in our coverage as reserves for future losses represent 94 basis points of 

total loans. The bank identified six segments that it deemed vulnerable in the current climate, 

ranging from Oil/Gas to Restaurants and Senior Housing. None of the loan exposure from these 

industries exceeds 2.3% of total loans, and the total exposure of all of these identified segments 

are just 7% of total loans. While payment deferral requests ticked early in the quarter, they had 

slowed to a trickle be quarter end. 

CFO Brendon Falconer summarized the quarter and outlook for the remainder of the year, “We 

are pleased with our overall performance as the fundamentals of our core business were strong. 

Commercial production was solid. Our fee businesses continue to perform well, particularly our 

mortgage and capital markets lines, and we delivered on the promised expense savings we 

outlined in our ONB Way strategic plan…We ended the quarter with a healthy $2.7 billion 

commercial pipeline, but economic uncertainty may impact pull-through rates and mute loan 



growth in the near term. The impact on our net interest margin to the short end of the curve is 

now largely behind us, but historically, low long-term rates will continue to put pressure on asset 

yields as our loan and investment portfolio is repriced at lower coupons.” 

Consistent with the technological objectives in the firm’s ONB Way initiative, the firm recently 

announced a partnership with Infosys. CEO Jim Ryan explained, “The technology investments 

required for financial services are only accelerating, and we recognize the need for a strong 

partner to help us maximize the benefits from those increased investments. This multiyear 

technology partnership will fund those accelerated investments in technology infrastructure, 

improve our training and development opportunities and increase our innovation. We are 

confident that over time this partnership will significantly enhance our client experiences and 

provide even greater scale to grow our bank efficiently and effectively.” 

The interest rate environment remains a headwind for most banks, and for Old National in 

particular, given that interest income accounts for over 70% of total revenue. Still, we are 

encouraged by progress the bank in making under its ONB Way program to drive efficiency, 

shed costs and invest in technology. ONB’s growing deposit base also appears to be an area of 

strength given the low and shrinking cost of funds. The stock rebounded 7.8% last week, yet 

shares still yield 3.9% and trade at 80% of book value. Our Target Price for ONB now stands at 

$20. 

Comerica Inc. (CMA – $37.42) shares jumped more than 5% last week, supported by a solid Q2 

earnings release. Adjusted EPS for the three-month period came in at $0.80, more than $260% 

above the consensus estimate of $0.22. While the company increased credit reserves during the 

quarter, many investors seemingly were expecting a greater hit, given the bank’s exposure to the 

energy sector as well as small businesses in general, the latter a driver of why the company beat 

expectations by so much. During the earnings call, management said it believes that it can 

increase net interest income in the second half of the year, important to a lender where spread 

revenue accounts for more than 65% of its total. 

CMA CEO Curt C. Farmer commented, “The highlight of the quarter was significant loan and 

deposit growth, which drove average balances to record highs and partly offset the impact of 

lower interest rates on net interest income. Overall, credit quality remained solid; however, with 

the unprecedented, rapid decline in the economy and high level of uncertainty, we prudently 

increased our credit reserves. Capital levels continued to be strong and we remain focused on 

maintaining an attractive dividend yield for our shareholders, as our book value per share grew to 

$53.28.” 

Mr. Farmer continued, “We have quickly adapted to the COVID-19 pandemic and are continuing 

to make adjustments as the crisis evolves. The health and safety of our employees and our 

customers remains our top priority. Across the bank, our colleagues have continued to ensure 

that our customers are well taken care of, working tirelessly to provide sound financial advice, 

credit expertise and payment flexibility where needed. Particularly, I am proud of the 

tremendous dedication our colleagues have displayed in supporting the Paycheck Protection 

Program. Through our long history, Comerica has successfully managed through many 



challenging times. Helping our customers and communities endure stressful situations and 

achieve long-term success is at the heart of Comerica’s relationship banking strategy.” 

 

With persistently low interest-rates, a weak energy market and Corporate America still 

struggling, the current environment is sort of a perfect storm hitting Comerica, but the stock 

price, in our view, discounts a far more dire future than what we think will occur. As contrarians, 

we like that CMA is unloved by most of the analysts following it, but we acknowledge that the 

forward sledding will be through rough terrain. That said, we think the bank will work to limit its 

energy exposure from here and we like the potential upside if and when long-term rates move 

higher. In addition, management remains committed to the dividend for now (the yield is 

presently 7.3%) and given the recent quarter, the company can likely maintain it at these levels 

through a few uglier quarters unless the Federal Reserve directs otherwise. A higher-risk, 

greater-reward bank in our portfolios, we continue to closely monitor CMA, even as it trades 

significantly below our current Target Price of $71. 

Shares of Capital One Financial (COF – $65.06) dipped roughly 4% in after-hours trading 

Tuesday evening as the firm released Q2 business results. Sentiment for the credit card giant 

seemingly turned overnight, reversing the prior evening’s decline and driving shares nearly 5% 

higher for the full week. The diversified financial services operation announced a slightly worse-



than-expected loss of $1.61 (vs. a 1.53 expected loss) in Q2. Provision for credit losses, lower 

net interest margin and loan balances were all key drivers in the period. 

Consistent with most banks in our coverage universe, Capital One took a big $4.2 billion 

provision for credit losses, with $2.7 billion of the measure contributed to reserves for future 

losses which now stands at 6.69% of total loans, up from 2.71% at December 31, 2019. Net 

charge-offs, 30-plus day delinquent but performing loans, and nonperforming loans are all 

trending in the right direction, with the first two lower by almost a percentage point each. 

Deposits grew 13% in the quarter and were up 19% year-over-year. Total loans contracted by 4% 

in Q2 as average card balances shrunk by 11%, while cash more than doubled to $55.8 billion. 

Capital One founder and CEO Richard Fairbank summarized the period, “Capital One’s second 

quarter results were driven by the near-term impact of the COVID-19 pandemic. A significant 

allowance build and declining revenue drove negative earnings per share. Consumer credit trends 

were very strong. We further fortified liquidity and our CET ratio — CET1 ratio increased to 

12.4%. Based on the new cumulative earnings rule that the Federal Reserve announced in the 

quarter, we expect to reduce our third quarter common stock dividend to $0.10 per share, subject 

to our Board’s approval.” 

He continued, “Pulling way up, we’re more than halfway through a year, none of us will ever 

forget. Capital One started the year with significant momentum. Then COVID-19 hit an 

inflection point in March, driving a sudden shutdown of economic activity, a sharp increase in 

unemployment. And along with the biggest and fastest government response since the great 

depression. We are well positioned by the choices we made before this downturn started. Since 

our founding days, we have hardwired resilience into the choices we’ve made on credit, capital 

and liquidity through good times and bad. As a result, we entered the downturn with strong and 

resilient credit trends, a fortified balance sheet and deep experience in successfully navigating 

through prior periods of stress, including the Great Recession. Our investments to transform our 

technology and how we work and our efforts to drive the company to digital are powering our 

response to the pandemic. Our technology transformation enables us to develop and scale up 

compelling digital customer experiences, as social distancing increases demand for digital 

engagement.” 

Uncertainty still abounds in regard to the economy and business environment in the wake of 

COVID-19, particularly for a higher-risk firm like Capital One. That said, we still hold the belief 

that a lot of the remaining downside is priced into banks and financials. And, while we hesitate 

to look for proof in near-term share price movements, investors’ seeming willingness to look 

past a looming 75% COF dividend cut appears to support our position. We remain more 

concerned about a smaller credit card portfolio than we are about credit losses when we move to 

the other side of this pandemic and the economy starts to reaccelerate. However, we continue to 

be long-term fans, liking that COF in a more normal environment is a willing and opportunistic 

asset acquirer in efforts to bolster returns and diversify. Additionally, we like the firm’s focus on 

managing risks, while improving efficiency, even as it invests to grow and transform itself as 

banking goes digital. While the near-term outlook remains difficult, COF trades today for less 

than 10 times the consensus 2021 EPS estimate. Our Target Price now resides at $114. 



Consumer financial services concern Synchrony Financial (SYF – $23.56) released Q2 2020 

financial results last week that missed expectations ($0.06 vs. $0.18 est.). Lower interest margin 

of 13.53% compared to last year’s margin of 15.75% contributed to the miss, as well as $475 

million, a 40% increase, in provisions for credit losses compared to last year. $627 million of the 

$1,673 million provision went to reserve for future losses, while the net charge-off rate improved 

20 basis points year-over-year, excluding the Walmart portfolio sold in October 2019. Shares are 

down 34.5% year-to-date despite being 84% off the March 23 bottom. 

Purchasing activity for the self-described deliverer of customized financing programs across key 

industries including retail, health, auto, travel and home, along with award-winning consumer 

banking products, declined 31% overall through the first half of April. But by June, volumes had 

picked up, driving a 3% increase over the prior year. Balances per account were 4% higher at 

quarter end even as tighter underwriting drove a pullback in new accounts (down 36%). Nearly 

2% of average loans had been granted forbearance in the quarter, with 70% of these leaving this 

status by the end of June. 

CEO Margeret Keane commented on the quarter, “As we navigate the day-to-day of this new 

environment in which we all find ourselves, we are also acutely focused on the future of our 

business…We also returned $128 million in capital through common stock dividends. We are 

pleased with the strength of our business, and we are well positioned to continue to help our 

cardholders and partners navigate through these challenging times. We continue to remain highly 

focused on digital innovation, accelerating our data analytics capability and creating frictionless 

customer experiences, which are key to the success of our programs and winning new 

partnerships.” 

President Brian Doubles highlighted the firm’s focus on digital sales penetration, “In Retail 

Card, digital sales penetration was 48% in the second quarter, and digital applications were 

approximately 70% of our total applications, 14 percentage points higher than last quarter. The 

mobile channel alone grew 43% compared to the same quarter last year, excluding Walmart. 

Further, more than 60% of total payments made on our cardholders’ accounts are done digitally. 

We continue to provide partners and customers with increased digital options from applying on 

their own devices, provisioning a new card into their digital wallet, transacting with contactless 

cards and making payments. We believe customers will continue to adapt to what makes them 

more comfortable.” 

Synchrony extended several programs and added new partnerships in the period and launched a 

new program for Verizon. The Verizon card provides wireless customers the ability to save on 

their monthly Verizon bills through rewards earned on everyday purchases, and offers a 

contactless, frictionless and digital-first experience. The firm also anticipates the launch of a new 

program with Venmo later in the year. 

We still believe that SYF offers significant long-term upside, especially after the drubbing shares 

have endured, though we are undoubtedly concerned with exposure to troubled retailers. 

However, we are quite constructive on partnerships with PayPal, Amazon and newer programs 

with Venmo and Verizon, as SYF continues to improve its long-term potential to benefit from 

growing digital shopping. SYF will need to continue to enhance its technological capabilities as 



it moves forward, but its financial footing is strong and credit quality remains OK. The company 

declared its regular $0.22 per share quarterly dividend and the yield is a rich 3.7%. Our Target 

Price is now $44. 

KeyCorp (KEY – $12.25) shares jumped almost 5% last week after the regional bank 

announced Q2 2020 results. Adjusted EPS of $0.16 was double the consensus analyst estimate of 

$0.08, but a portion of that beat was driven by KEY taking a lesser loan provision than investors 

were predicting, however Q2 did see both spread and fee revenue come in better than 

expectations. Although commercial loan growth is expected to remain somewhat muted for the 

rest of the year and into 2021, on the earnings call, management sounded somewhat optimistic 

about the underlying consumer loan growth driven by its Laurel Road brand. 

CEO Chris Gorman commented, “We are pleased with Key’s second quarter results, which 

demonstrated the resiliency of our team and business, the strength of our balance sheet, and our 

strong risk management practices. Our results also reflected a significant build in our allowance 

for loan and lease losses, with our provision for credit losses exceeding net charge-offs by $386 

million…Importantly, we generated positive operating leverage versus the year-ago quarter and a 

record level of pre-provision net revenue. Our results included strong balance sheet trends, with 

double-digit growth in both loans and deposits. Our fee businesses also benefitted from broad-

based growth, driven by strength in capital markets related income, cards and payments and 

consumer mortgage. Expenses this quarter reflected higher production-related variable costs, 

expenses related to our payments business, and COVID-19 related expenses, including steps that 

we continue to take to ensure the health and safety of our teammates.” 

Mr. Gorman continued, “We have also supported our clients by offering payment deferrals, 

hardship support, borrower assistance programs, and forbearance options to help provide a 

bridge for individuals and businesses through these uncertain times. We were very active in the 

Paycheck Protection Program, processing more than 40,000 loans, and providing over $8 billion 

of funding to help our clients…We have positioned the company to perform through various 

operating environments and play a role in helping to revitalize our economy. Key remains well-

capitalized, highly liquid, and committed to maintaining our moderate risk profile. I remain 

confident about the future of our company and our ability to create value for all our 

stakeholders.” 

We believe the lumps KeyCorp took in the Global Financial Crisis were the impetus for its 

transition to a more conservative culture, which should serve it well in the current environment. 

Despite pressure on net interest and fee revenue in the near-term, we like the diversified 

exposure in this seemingly perpetual low-rate climate. Management still appears to be supportive 

of the dividend, and the Q2 results seemingly allow it to sustain the current payout, at least for 

the near future. Shares yield a handsome 6.0% yield at current levels. Our Target Price for KEY 

is now $20. 

Global defense contractor and security company Lockheed Martin (LMT – $386.21) saw its 

shares rise roughly 5% last week as it turned in a strong Q2 in the midst of the COVID-19 

pandemic. Revenue for the three-month period came in at $16.2 billion, versus consensus 

estimates of $15.2 billion. Adjusted EPS was $5.79, slightly better than investor expectations of 



$5.70. The Aeronautics segment continues to perform, driven by F-35 revenues. Free cash flow 

for the quarter came in at a robust $4.5 billion for the six months ended June, more than $1 

billion higher than the same period last year. The company slightly grew its record backlog 

($150 billion), which gives us continued confidence in its future revenue-generating ability, and 

led management to adjust its guidance for Aeronautics, Space and RMS segments, increasing the 

midpoint sales range by $1.125 billion. 

 

While the risk of budget cuts on defense spending will always exist, we believe that the U.S. 

continues to see a great power competition with both Russia and China, and the world remains 

an uncertain place. CEO James D. Taiclet had the following to say regarding the federal budget, 

“Both the House and Senate Armed Services Committees have completed the respective 

markups of the fiscal year 2021 National Defense Authorization Act. Each version adheres to the 

Bipartisan Budget Act of 2019 spending targets and equal approximately $740 billion for 

national defense. Appropriation committees from each chamber are in the process of drafting the 

funding legislation to accompany the authorization.” 

He continued, “Encouraging elements for our portfolio is the Senate version confirmed that the 

national defense strategy remains the road map for the Armed Services and the bill was passed 

with strong bipartisan support. Our portfolio was well supported in the Senate version for the 



recommended increase of 16 F-35 aircraft above the President’s request, additional funding for 

missile defense priorities, including an 8 THAAD battery, and increased funding for the 

Homeland Defense Radar Hawaii program. Congress will continue with the authorization and 

appropriation phases. We look forward to the finalization of the process in supporting our 

warfighters’ needs.” 

The COVID-19 pandemic also adds uncertainty, especially given the amount of money the 

government has shelled out to counteract the widespread economic shutdown. That said, the 

production ramp of the F-35 program, international sales, and additional contract wins in 

hypersonics and classified content continue to drive robust cash flow. Lockheed is still 

incrementally repurchasing shares, and we wouldn’t be surprised at another hike to the dividend 

(the yield is 2.4%) later in the year. Our Target Price for LMT has been elevated to $496. 

 


