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Market Review 

It was quite a tug-of-war between Value and Growth in the week just ended, with significant 

divergences between the two in terms of returns each day. Happily, when all was said and done, 

it turned out to be a very good week for equities in general, with Value leading the charge…as 

has been the case since July 9. 



 

For the latest five days, the Russell 3000 Value index gained 0.99% while the Russell 3000 

Growth index advanced 0.34%. Even more interesting, perhaps, the Nasdaq Composite Index 

eked out a 0.09% rise, compared to a 1.87% rally for the Dow Jones Industrial Average and a 

2.68% spike upward for the S&P 500 Pure Value index. Indeed, it is a market of stocks and not 

simply a stock market, and we like that the massive rebound off the lows of March 23 has 

broadened out to be much more inclusive of inexpensive names. 

Of course, given that Value has won the long-term performance derby by a wide margin, despite 

the inevitable ups and downs associated with equity investing,… 



 

…we are not surprised to see bargain-priced stocks reclaim some time in the sun, especially as 

they generally have performed very well following economic troughs. 



 

No guarantees, of course, that the official arbiters will declare the recession over with Q2’s 

horrific 32.9% (on an annualized basis) contraction in GDP,… 



 

…but the latest batch of economic numbers were solid, all things considered,… 



 

…and projections for Q3 GDP growth presently stand at a whopping 26.2% (on an annualized 

basis),… 



 

…even as data out last week on retail sales was not as robust as hoped,… 



 

…and the outlook on Main Street is hardly exuberant. 



 

And speaking of sentiment, we remain pleased, given our contrarian nature, that investors are by 

no means euphoric about equities. Incredibly, despite folks again seeing another real-life 

testament that the secret to success in stocks is not to get scared out of them, money continues to 

flow out of equities and into bonds,… 



 

…even as the big bounce in interest rates last week illustrated that fixed income investments can 

quickly lose value,… 



 

…which we think provides additional support to our assertion that those who share our long-term 

time horizon,… 



 

…should be moving money toward stocks and not into supposedly safe instruments with pitiful 

yields. 



 

To be sure, developments on the COVID-19 front will be paramount in the near-term direction of 

stock prices,… 



 

…and we understand that the U.S. death toll estimates through the end of November are 

approaching 300,000,… 



 

…but the average stock remains well off its highs, with the Russell 3000 Value index still down 

more than 10% on the year, the Federal Reserve continues to be extraordinarily supportive and 

corporate profits have held up far better than most had envisioned. 



 

Yes, we always must be braced for downside market movement, especially as we have seen 

seven straight weeks of gains, and the Presidential Election campaign is heating up, but we 

continue to believe that time in the market trumps market timing. 



 

Stock Updates  

We will be posting updated Target Prices to theprudentspeculator.com for all our formerly 

recommended and not yet closed out stocks. Readers should keep in mind that all stocks are 

rated as a “Buy” until such time as they are a “Sell.” A listing of all current recommendations is 

available for download via the following link: https://theprudentspeculator.com/dashboard/, and 

we offer the reminder that any sales we make for our newsletter strategies are announced via our 

Sales Alerts. 

We note that Target Prices have been boosted for several of our holdings… 

It sure feels like we are writing about Apple (AAPL – $459.63) every weekend, with the 

company again smashing its all-time high last week and nearly reaching a $2 trillion market 

capitalization. It is a good problem to have, we believe, considering that our initial 

recommendation came at $1.60 in October 2000. Of course, with swelling position sizes in our 

broadly diversified portfolios, we have trimmed our holdings multiple times over the years but 

have generally benefited from the overweight positions that are a result of gains above the rest of 

the portfolio. 

http://theprudentspeculator.com/
https://theprudentspeculator.com/dashboard/


While Apple has taken on debt, primarily as a method of financial engineering and had more 

than $193 billion of cash on its balance sheet on June 27, we think that little resistance to slow 

demand for Apple’s devices, in spite of wide Apple Store shutdowns, demonstrates that the 

ecosystem is strong as ever. Of course, the yield is down to 0.7% and the forward P/E is 32, but 

EPS growth is expected to be 9% or more each of the next three years and the company 

continues to grow Apple TV, wearables and other business lines. While any big weight is a 

potential source of cash to deploy to other opportunities that present better risk/reward profiles, 

we remain content for the moment with AAPL’s still-large current weighting and we have raised 

our Target Price once more to $470. 

General merchandise discount store chain Target (TGT – $136.53) continued its rally this year, 

setting a new all-time high amid strong demand for the store’s merchandise. Target had 

significant missteps several years ago, including aging stores and a failed Canada expansion. 

After retreating and regrouping, the retailer launched small-footprint stores, which we think 

gained extra importance in the pandemic, as folks could get critical items more quickly than a 

big-box store. Target also used its stores as mini distribution centers for its online sales, either for 

last-mile shipping or using its bring-to-car service. The company’s RedCard also offers a 5% 

discount on all purchases, providing an additional incentive to loyal shoppers. Taken together, 

we think the transformed Target experience resonated with customers and that’s evident in the 

company’s sales, earnings and share price. 

While TGT’s valuation metrics aren’t cheap anymore, we continue to hold our shares due to the 

diversification and stability they offer to our broadly diversified portfolios. TGT’s forward price-

to-earnings ratio is 22.5, which is still less expensive than competitors Walmart (WMT – 

$132.60) at 26x, Amazon (79x) and Costco (37x). TGT shares yield 2.0% and our Target Price is 

$142. 

Shares of Lowe’s Cos (LOW – $154.34) continued to climb last week, pushing the year-to-date 

gain above 30%, and since this year’s low on March 18, the stock is up 140%. Despite the giant 

gain, we continue to hold the our shares because we believe that the DIYers are unlikely to be 

finished with their projects soon. Additionally, the uncertainty related to workplaces and schools 

makes home improvement or remodeling more attractive and management has plenty of room to 

implement operational efficiencies that should improve margins (the company’s profit margin is 

5.9% and operating margin is 8.8%). 

On a fundamental basis, we think the valuation remains reasonable, including metrics like 21 

times forward P/E and a 4.3% free cash flow yield. Analysts project EPS growth of 23% in fiscal 

2021, with 2022 and 2023 expectations of 5% and 14%, respectively. We think these measures 

beat out LOW’s nearest competitor Home Depot, which sports a forward P/E of 26 and expected 

EPS growth between 4% and 8% the next three years. LOW’s shares also yield 1.4%. Our 

revised Target Price is $163. 

Shares of agricultural, farm and construction machinery firm Deere & Co. (DE – $191.13) 

continued to march higher, passing our previously published Target Price. We have decided to 

boost our Target Price, and also chose not to trim any of our position at this time, noting that 

quarterly results and a forward outlook are due to be released this coming Friday. 



We continue to remain quite optimistic about the long-term potential of global agriculture in 

general and we believe Deere is the highest quality company in the space. True, in the near term, 

ag continues to be complicated by the three Ps (pandemic, politics and production). However, 

longer term, we view the replacement cycle and precision ag as highly supportive with 

technology advancements continuing to support and drive pricing. Further, we think demand will 

continue to increase as worldwide arable land and population growth should force farmers to be 

more productive and should continue to drive the need for more efficient farming. We also like 

that Deere has the diversifier of its construction products, and think the company will benefit 

from continued emerging market urbanization. Our Target Price on DE is now $200, but we will 

continue to monitor our position closely. 

Shares of engine manufacturer Cummins Inc. (CMI – $213.51) have rallied 9% just since our 

last commentary nearly two weeks ago, reaching a new all-time high on Friday of $215.43. We 

suspect much of the recent excitement for the stock has a bit to do with investor enthusiasm for 

all things alternative energy given Cummins’ New Power segment, which is focused on 

electrified power, fuel cell and hydrogen production technologies. While the competition for 

these end markets will be stiff and the business will not contribute to the bottom line for some 

time, Cummins has established relationships with firms that are already adopting these 

technologies, including Gillig and Blue Bird in the North American urban/school bus markets 

and Alstom Transport in Europe for PEM fuel cell powered regional commuter trains. Cummins 

also inked a joint venture with L’Air Liquide, S.A. to supply on-site hydrogen when it acquired 

Hydrogenics Corporation in 2019. 

As we mentioned in our recent commentary, Cummins also continues to execute within its 

traditional business lines. Last Tuesday, the firm announced an extension to its partnership with 

Navistar to supply medium-duty and heavy-duty big bore engines in its international trucks and 

internal combustion engine buses in the U.S. and Canada. Navistar is a key customer, and is one 

of the top four customers that represented a cumulative 37% of sales in 2019. 

Up 46% over the past 52 weeks and trading for nearly 23 times expected 2020 earnings per 

share, the stock isn’t cheap, but it isn’t all that expensive either versus a market multiple above 

26. Given a history of strong operating results, decent returns on capital and a very solid balance 

sheet, we remain comfortable holding CMI for the time being. Shares yield 2.5% and we have 

raised our Price Target to $220. 

Shares of natural resource producer BHP Group (BHP – $56.99) continued to climb over the 

past week as iron ore and other commodity prices rose. Up nearly 84% since bottoming in 

March, the year-to-date price performance is now in the green by a few percentage points. BHP 

reported in July that robust demand in China has driven strong iron ore (~44% of revenue) 

production in recent periods. With the release of financial results expected next week, 

commentary around effects from COVID-19 and the firm’s climate strategy are likely to be in 

focus. 

Though we understand that commodity prices are notoriously volatile, our Target Price for BHP 

is now $62. We note that the company has been a generous dividend payer through the years, 



and the shares yield 4.6% on an annualized basis, while they trade for 15.7 times full-year 

expected earnings. 

***** 

Second quarter earnings reporting season is winding down. The numbers have been very good 

relative to subdued expectations. With 456 members of the S&P 500 having announced results, 

per data from Bloomberg, 84.1% 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 five of our 

companies that posted quarterly results last week. 

Communications equipment firm Cisco Systems (CSCO – $42.50) reported earnings per share 

of $0.80, versus the $0.74 estimate, in fiscal Q4 2020. CSCO had sales of $12.2 billion (vs. 

$12.1 billion est.). Since the release, shares have fallen 11%, thanks to weaker-than-expected 

guidance for next quarter. CSCO expects revenue to drop between 9% and 11% in Q1, compared 

with the analyst consensus of -7.2%. First quarter earnings per share is expected to come in 

between $0.69 and $0.71, while the consensus estimate was $0.76. 

CEO Chuck Robbins explained, “In 2017, we laid out key metrics for our transformation. We set 

a goal of 30% of our revenue to come from software. And while we achieved 29% in fiscal year 

’20, we did achieve 31% in Q4. We also delivered 51% of our revenue from software and 

services in FY ’20, exceeding our target of 50%. Lastly, we now have 78% of our software 

revenue sold as subscription, beating our target of 66%. With our customers as our guide, we 

have successfully executed against our strategy to help them transform and modernize their 

organizations.” 

“I want to reiterate my confidence for what the future holds. Over the past 5 years, we have not 

shied away from making bold moves to position us for long-term growth, and now is no 

different. We are committed to running a strong business as well as leveraging technology for 

good to solve the world’s biggest challenges and create new opportunities for the future. As 

we’ve demonstrated, we have helped our customers build resiliency in difficult environments 

through industry disruptions and in times of rapid growth,” continued Mr. Robbins. “We will 

also continue to use our position to make our communities and world a better place. Whether it’s 

tackling the global health pandemic or social injustice and intolerance, we are committed to our 

purpose of powering an inclusive future for all. As we start a new fiscal year, I believe we have 

incredible opportunities in front of us. We will navigate the pandemic in the most effective way 

possible while not damaging the long-term prospects for Cisco. We remain strongly aligned to 

our customers’ priorities and deeply committed to delivering long-term growth.” 

COVID-19 continues to impact Cisco, although management believes it has a better handle on 

the ongoing impacts than it did at the previous analyst call. The Infrastructure Platforms and 

Data Center segments are expected to see ongoing headwinds as companies and governments 

slow some projects, while wireless, network security and cloud switching products are likely to 

see continued demand growth. Despite the revenue challenges in some areas, we think that 



CSCO has positioned itself to be substantially more stable than it was a few years ago, thanks in 

part to the switch toward the subscription model for software. Analysts do not expect CSCO’s 

EPS to grow next year, but that trend should reverse in fiscal 2022 and 2023. Cisco sports a 

forward P/E ratio near 14 and a solid 3.4% yield. We continue to find CSCO to be a value-priced 

stock with decent long-term growth potential. Our Target Price has been trimmed to $59. 

Luxury lifestyle brand Tapestry (TPR – $15.93) released its fiscal Q4 and full year financial 

results last Thursday, the first report since the unexpected resignation of former CEO Jide 

Zeitlin. Tapestry said that it lost $0.25 per share over the preceding three months, versus the 

$0.58 of red ink expected by analysts. Full year earnings tallied $0.97 as a 53% sales decline 

year-over-year in Q4 brought the full-year figure to $4.96 billion (vs. $6.03 billion in 2019). 

Despite the sales declines, the firm achieved triple-digit growth of digital sales and gross margin 

increases at each of Coach, Kate Spade and Stuart Weitzman in the final quarter. Shares have 

gained roughly 2% in the two trading days since the announcement. 

Amid temporary store closures from the pandemic, Tapestry has launched a new Acceleration 

Program designed to reduce operating costs and enhance digital capabilities. Interim CEO 

Joanne Crevoiserat elaborated: “First, we’re sharpening our focus on the consumer. We will 

operate with a clearly articulated purpose for each of our brands and an unwavering focus on the 

consumer at the core of everything we do. Authentically engaging consumers is foundational to 

the success of any brand, and we have strong brands with rich heritage to build from in this 

work. To ensure that we deliver on the potential of our brands, we are more clearly defining the 

distinctive brand equities in key customer segments for each of our brands. This clarity will 

guide decision-making, and it will drive stronger consistent execution at all brand touch points 

and deeper engagement with consumers. This is critically important because we understand that 

to win in today’s environment, the bar is high. Consumers have more choice than ever before, 

and consumers’ priorities are changing. They are increasingly driven by their values, are more 

connected and seek brands with authenticity that engage seamlessly and align with their values. 

Our 3 powerful brands, all with authentic heritage and distinctive positioning in the market, are 

well positioned to thrive in this context. We will deepen our connection with our consumers 

through our grounding and purpose, authentic principles and heritage, and our relentless focus on 

the omnichannel experience.” 



 

While the impact of the coronavirus is an obvious wildcard, we respect that gross margin 

increases within top brands suggests a strong product portfolio. We are pleased to see business in 

Asia returning strongly, while we like that TPR trades at 9.3 times the fiscal 2021 earnings 

estimate, and that respective EPS forecasts for fiscal ‘22 and ’23 stand at $2.17 and $2.51. That 

said, the dividend remains suspended, so we continue to weigh our TPR position against other 

opportunities in the Consumer Discretionary space. Our Target Price has been bumped up to $29. 

Cruise operator Royal Caribbean (RCL – $60.50) reported a loss of $6.13 per share for its 

recently ended Q2 2020 amid another quarter of virtually no revenue. Trading was volatile 

throughout the week, yet the stock climbed 16% higher by market close on Friday. Though the 

shares are down almost 55% year-to-date, they have tripled in price off the lows seen in March. 

With all cruises cancelled at least through October, expenses are related to lay-up of the fleet and 

include housing and repatriation of crew. Royal has been able to enter a 12-month debt 

amortization holiday, obtaining various covenant waivers until Q4 of 2021, and has shifted 

delivery of ships such that three instead of five are to be delivered through 2021. With these 

actions, debt maturities amount to $300 million and $1.3 billion for the remainder of 2020 and 

through 2021, respectively. The firm ended the quarter with $4.1 billion of liquidity, a result of 

various forms of debt capital raised over an average maturity of about 5 years, but with minor 

issues maturing as late as 2032. 



CEO Richard Fain commented on the quarter, “While it definitely seems like an eternity, it’s 

been 5 months since COVID-19 upended our lives. Every one of those days has been a challenge 

to all of us on every level. The impact on us on individuals, as families, as businesses, probably 

most importantly, as communities have been profound and sometimes even humbling. During 

these 5 months, we, at the Royal Caribbean Group, have been working on scenarios that were 

unimaginable for us just a while ago, from massive crew repatriations and bid capital raises to 

developing new fleet-wide health and safety protocols, all while working remotely. It’s been and 

continues to be a monumental effort.” 

Management has said that 2021 bookings have benefited from guests with future cruise credits, 

although the cadence of demand has more-or-less followed the news cycle, growing as COVID-

19 cases decline and vice versa. More than 60% of bookings received since mid-May have been 

new bookings, and cumulative book load factor for these bookings is still within historical 

ranges. Customer deposit balances at the end of June were $1.8 billion with approximately $300 

million associated to 2020 sailings. 

For many, the burden of proof that cruising remains a safe and viable way to spend a vacation is 

likely on the cruise companies themselves. To that end, Royal has put together a Healthy Return-

to-Service program designed to enhance health protocols on board. Mr. Fain detailed, “As I 

mentioned before, this new program will focus on 4 key aspects: upgraded screening of guests 

and crew prior to boarding; enhanced health processes and protocols on board; a special focus on 

addressing the destination we visit; and lastly, procedures for addressing any reports of 

exceptions. We recognize that this is extremely complex. Therefore, besides our dedicated 

internal teams, we, in cooperation with Norwegian Cruise Line, have assembled an expert panel 

called the Healthy Sail Panel. It’s tasked to help us develop comprehensive and multifaceted set 

of enhanced health and safety protocols. We think they will address the key aspects of our 

return-to-service program given the challenges of COVID-19. We’ve also recently created the 

position of Global Chief Public Health Officer, who will raise our standards for enhancing and 

implementing all the protocols and recommendations fleet-wide.” 

Though the stock has performed admirably over the eight-plus years since our initial 

recommendation back in 2012, we have certainly taken our lumps on RCL this year and the 

future is far from certain. Still, we think that RCL is checking the right boxes in terms of 

liquidity, significantly reducing costs and ramping up measures to enhance passenger health in 

the future. We reiterate from our prior commentary that it appears from our vantage point that 

RCL will likely make it to the other side of the current storm and given current bookings for 

2021, a case can be made that long-term cruising demand remains very strong. That said, debt 

issuance and payment deferrals into the future will eventually come home to roost, and efforts to 

make cruising safer will come at a cost, both of which will weigh on results even once cruisings 

are eventually reinstated, so we are keeping a watchful eye on RCL. Our Price Target now stands 

at $76. 

Nutrien (NTR – $38.42) saw its shares surge more than 8% last week as the provider of crop 

inputs and agricultural services posted its Q2 financial results. While revenue for the period of 

$8.18 billion fell short of consensus expectations by about 2%, adjusted EPS of $1.45 was ahead 

of the average forecast of $1.35. The quarter saw strong demand lead to record volumes and high 



operational efficiency, offsetting broadly lower average realized prices. The retail business was 

solid with sales growth of a decent 3.6%, with gross margins expanding an impressive 180 basis 

points. 

“Nutrien delivered compelling second-quarter and first-half results supported by strong growth 

in our Retail Ag Solutions earnings and excellent operational performance across our Potash and 

Nitrogen business units. Nutrien’s many competitive advantages were apparent this quarter, 

including the quality of our assets and impressive free cash flow generation, even at the bottom 

of the commodity cycle. Our digital platform continues to exceed expectations. We now expect 

to reach $1 billion in online orders by the end of the year and are introducing new data-driven 

offerings to help farmers make quicker and more informed decisions for their business,” 

commented CEO Chuck Magro. 

Additionally, management offered up its outlook on agriculture and retail as well as the crop 

nutrient markets. The company said that U.S. crop demand fundamentals have stabilized as a 

result of a rebound in ethanol demand and strong Chinese purchases due to tight Chinese 

inventories and rising prices. However, favorable U.S. growing conditions, high crop conditions 

ratings and supportive weather forecasts have combined to pressure prices in recent weeks. North 

American spring fertilizer application was robust and customer engagement in summer fill 

programs was strong as wholesale customers replenished inventories. The U.S. corn and soybean 

crop is progressing well ahead of 2019 levels, which could be supportive of strong fall 

applications. Brazilian soybean and corn prices continue to be historically high. As a result, 

Brazilian growers are realizing record margins and have forward contracts to sell historically 

high proportions of their anticipated 2021 harvest. Brazilian soybean acreage is expected to 

increase approximately 5% in the upcoming planting season. 

Considering the crop nutrient markets, management offered that global potash buying increased 

meaningfully following the signing of the China and India potash contracts, particularly in 

Brazil. With strong demand in most key regions, many producers have announced they are now 

sold out through September 2020 and Brazilian prices have rebounded by over $30/mt from low 

values in the second quarter of this year. Global urea demand has been supported by strong 

consumption in many key regions, particularly in India. Chinese urea exports continue to be 

lower year-over-year, but we expect the pace to increase in the second half of 2020. Ammonia 

prices have continued to be held back by weaker-than-normal industrial demand in the Western 

Hemisphere, while improved industrial utilization in Asian markets is supporting both demand 

and prices in that region. Global phosphate prices have been supported by anticipated strength in 

second-half demand in India and Brazil. 

We continue to like that Nutrien has a strong balance sheet and rich dividend (4.7% current 

yield). The company also has scale offered by a large retail presence with over 2,000 locations in 

seven countries, diversification across the three major crop nutrients and a strategy of selling 

directly to farmers. We continue to be constructive on the long-term global agriculture story and 

we think NTR is a beneficiary. Our Target Price is now $53. 

Shares of Foot Locker (FL – $28.73) lost some steam as the week went on, but still ended the 

five days up 4.5% after the company preannounced some of its Q2 financial results prior to the 



scheduled release on 8.21.2020, and the stock received a number of analyst upgrades. In the 

update, management said that same store sales jumped approximately 18% and adjusted EPS was 

expected to show a final report of $0.66 to $0.70. The bottom-line result will come in more than 

100% above the consensus analyst estimate. More detail on the quarter, as well as how “back to 

school” is looking to start Q3 will be shared this week. 

“In the midst of the COVID pandemic, our team delivered strong second-quarter results. As we 

continued to reopen stores throughout the quarter, we saw a strong customer response to our 

assortments, which we believe was aided by pent-up demand and the effect of fiscal stimulus. 

This fueled our in-store sales and also drove continued momentum across our digital channels,” 

commented CEO Richard Johnson. “While these undoubtedly remain challenging times, we are 

nonetheless pleased by the health of our category, our deep connections with our customers, and 

the strength of our vendor relationships.” 

“Despite gross margin pressure from channel mix shift and a highly promotional environment, 

we were able to return to positive earnings per share due to the meaningful lift in top-line sales 

and disciplined expense management,” added CFO Lauren Peters. 

While the near-term continues to be filled with headwinds and uncertainties, we believe that Foot 

Locker has several competitive edges, including broad distribution channels, geographic 

locations, and multiple banners and product categories. We also think longer-term FL will 

benefit from its strategic cost control and productivity plans, in addition to further penetration of 

its apparel offerings and solid growth of its digital shopping platforms, including eastbay.com. 

There will continue to be evolution as the company is seeing the value of bolstering its digital 

presence, and it may have to consider “off-mall” concepts in the future as there is the chance that 

some malls in the U.S. might not survive or may no longer be optimal in some geographic 

locations. Our Target Price for FL has been hiked to $63. 

 


