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Market Review 

While the capitalization-based S&P 500 and Russell 3000 indexes closed at record highs on Friday, the 

week just ended was a microcosm of what has been seen for much of the year. Indeed, a handful of hot 

technology stocks have been powering the indexes, even as the vast majority of stocks have lost value. 



 

We can’t complain too much, given that many stocks are not that far from breakeven in a year 

that has witnessed the worst health crisis in a century and the biggest economic decline since the 

Great Depression. Indeed, the speed of the massive rebound off of the March 23 lows has 

surprised nearly everyone, but for the five trading days just ended, the S&P 500 and Russell 

3000 each gained more than 0.7%, while the S&P 500 Equal Weight and the Russell 3000 Value 

indexes each declined by more than 1.5%, and the S&P 500 Pure Value index skidded 4.0%. 



 

No doubt, it is a market of stocks and not simply a stock market as the rising tide over the last 

five months has not lifted all boats equally, which should provide comfort to those concerned 

about the supposedly rich valuation of the “market.” True, we respect that the current P/E ratio 

for the S&P 500 of 26.4 is on the high end of the historical range, but we can’t forget that interest 

rates are microscopic today,… 



 

…and that there is a big difference in how one should look at equity prices when yields on cash 

are close to zero as they are today, versus 500 (5.0%) or 600 (6.0%) basis points as they were 

when the S&P 500 was arguably expensively valued back in 2000 and 2007. 



 

Of course, our portfolios are attractively priced, with generous dividend yields,… 



 

…while history shows that when stocks trading in nosebleed territory come back to earth, the 

ebbing “market” tide might actually boost some boats,… 



 

…even if the carnage lasts for a couple of years. 



 

After all, consider that the market capitalization of $2.13 trillion today for Apple (AAPL – 

$497.48) is equal to the combined capitalization of the smallest 2,119 stocks in the Russell 3000 

index. Even more amazing, the combined weight of Apple, Microsoft (MSFT – $213.02) and 

Amazon.com equals 15.0% of the Russell 3000, the same market capitalization as the smallest 

2,568 stocks in the index. 

We do still own positions in Apple and Microsoft, but we have trimmed our holdings on several 

occasions and the weightings in our broadly diversified portfolios are well below those of the 

Russell 3000 and S&P 500. We aren’t rooting against those two, and, obviously, we are happy 

that we have owned them for many years, but investors fell out of love with technology 

superstars back in 2000, with Value stocks the huge beneficiary. 



 

We continue to believe that Value will recapture its former glory, hence our willingness to part 

with some more of our Apple on Friday,… 



 

…with better and/or less worse news on the health front,… 



 

…and more confidence in the resiliency of the U.S. economy the likely catalysts. 



 

Of course, the latest batch of economic statistics were mixed, with still positive, but worse-than-

expected, readings on the health of the factory sector,… 



 

…arguably offset by surprisingly robust data on housing. 



 

True, a tremendous number of folks remain out of work,… 



 

…but there most certainly will be a significant economic rebound this quarter,… 



 

…even as we respect that many are thinking that the recovery in the next few quarters will be 

“W” shaped and not “V” shaped, and the Federal Reserve has been very cautious in its 

comments on the economic prognosis. 



 

So, while we continue to expect the near-term to be bumpy, with equity market volatility 

remaining elevated, we think the Federal Reserve will remain highly accommodative as far as 

the eye can see. Indeed Jerome Powell & Co. appear ready to support any potential renewed 

economic weakness, while accepting a much greater risk of inflation before feeling a need to 

raise interest rates. 



 

With the further understanding that stock prices do not just reflect near-term prospective 

earnings, but also those for next year and beyond,… 



 

…we believe that equities in general and Value stocks in particular remain very attractive for 

those who share our long-term time horizon. 

Stock Updates  

Second quarter earnings reporting season is now about over. The numbers have been very good 

relative to subdued expectations. With 474 members of the S&P 500 having announced results, 

per data from Bloomberg, 84.2% 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 seven 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.” 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. 

https://theprudentspeculator.com/dashboard/


Discount supermarket and superstore chain Walmart (WMT – $131.63) announced strong fiscal 

Q2 2021 results that benefited from government stimulus payments, higher ticket sizes and 

strong growth in general merchandise categories as consumers spent more time in their homes. 

The firm earned $1.56 per share, much higher than the $1.24 estimate, and sales were $137.7 

billion in the period (vs. $135.6 billion est.). Despite the massive bottom-line beat, shares closed 

the week 2% lower, given rising uncertainty around the potential for future government stimulus. 

Costs also grew by an incremental $1.5 billion related to COVID-19, about 75% of which related 

to associate bonuses (three special bonuses have been paid in the fiscal year) and expanded 

benefits. Sam’s Club reported strong results, as comparable sales increased 13.3% and e-

commerce sales grew 39%. International net sales (20% of total sales) increased 1.6% before 

currency impacts, despite government-mandated closures of the company’s Flipkart business in 

India for a portion of the quarter, as well as similar actions in markets in Africa and Central 

America. 

CEO Douglas McMillon commented, “We’re operating with a clear set of priorities to guide our 

decision-making through this crisis. Those priorities are: one, supporting our associates on the 

front lines in terms of their physical and financial well-being; two, serving our customers as 

safely as possible and keeping our supply chain operating; three, helping others, which includes 

hiring so many that need work, supporting our suppliers and marketplace sellers and serving the 

communities where we operate, including accelerating our efforts to increase fairness, racial 

equity and justice; four, managing the business well operationally and financially in the short 

term; and five, driving our strategy to strengthen our business for the long term.” 

Mr. McMillon continued, with a focus on new developments, “Even during this crisis, the team 

is managing our business well and executing our strategy to build omnichannel solutions 

globally. In the U.S., we continue to expand pickup and delivery services, including Express 

Delivery with customers receiving their orders in well under 2 hours. In Mexico, we’ve now 

launched same-day delivery from 70% of Sam’s Clubs. And in India, we’ve launched Flipkart 

wholesale, a business-to-business solution that will leverage our omnichannel capabilities to 

better serve kiranas [small retail stores] and other small businesses as our cash-and-carry 

business joins Flipkart.” 

Competition is fierce within retail, but we applaud Walmart for its continual transformation to 

build an omnichannel presence, aided by a dense network of stores and a new Walmart+ program 

to compete with Amazon Prime. And while under pressure early in the pandemic, we expect 

investments made to grow its international footprints via Jet.com, Flipkart, JD.com and others to 

lengthen the retailer’s runway for growth into the future. WMT generates strong free cash flow 

and maintains a strong financial footing, while the company remains committed to returning 

capital to shareholders. The dividend remains in place and the yield is 1.5%, with declared 

payments of $0.54 per share to be paid in September and next January. Our Target Price has 

been hiked to $142. 

General merchandise discount store chain Target (TGT – $153.63) continued its rally this year, 

setting another new all-time high amid strong demand for the store’s wares. Target reported EPS 

for fiscal Q2 2021 of $3.38 (vs. $1.59 est.) and revenue of $22.7 billion (vs. $19.8 billion est.). 

Target’s in-store sales fell significantly as a result of COVID-related closures, but the drop was 



offset by strong online sales, which pushed comparable sales up 24% year-over-year and double 

the first quarter. 

“Our performance also reflects the meaningful investments we’ve made in recent years, building 

a business model that is durable enough to perform in any environment, incorporating flexibility 

in both our merchandise assortment and the fulfillment options we offer to our guests, while 

articulating a unified purpose to help all families discover the joy of everyday life,” said CEO 

Brian Cornell, “As our guests reacted to the implications of the emerging pandemic, we 

encountered multiple abrupt changes in shopping patterns throughout the first quarter, both 

across categories and channels. Near the end of that quarter, we returned to growth in our store 

sales and once again saw growth in categories like apparel. This improved sense of balance in 

both channel and category mix continued through the second quarter, and we didn’t see the 

dramatic swings we experienced in the first quarter.” 

Mr. Cornell concluded, “As we look ahead, we’re prepared to navigate through a host of 

potential challenges, including the ongoing threat from the coronavirus and economic headwinds 

resulting from high levels of unemployment. Yet, as we said in our last call, we have never been 

more confident in our differentiated strategy and our long-term potential. Throughout this crisis, 

we have deepened our relationship with American consumers and introduced millions of them to 

our digital fulfillment services. As a result, we’ve seen unprecedented growth in market share, a 

trend that we expect to continue. With a strong business and deep financial strength, we feel well 

prepared to weather any near-term economic headwinds and continue to serve and delight our 

guests. Our team is ready and eager to seize the opportunity in front of us.” 

CFO Michael Fiddelke added comments on TGT’s dividend, “Our priorities remain the same as 

they have been for decades. We first invest fully in our business in projects that meet our 

strategic and financial criteria. Second, we support the dividend and build on our nearly 50-year 

history of annual increases. And finally, we return any excess cash beyond these first 2 uses 

through share repurchases within the limits of our middle A credit ratings…We paid a total of 

$330 million in the second quarter, up from $328 million a year ago. And in June, our Board of 

Directors approved a 3% increase in the quarterly dividend, keeping us on track to deliver our 

49th consecutive year of annual dividend increases.” 

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

diversification and stability they offer to our broadly diversified portfolios. After analyst EPS 

revisions in the upward direction, TGT’s forward price-to-earnings ratio is 21.3, which is 

reasonable. TGT shares yield 1.8% and our Target Price is $162. 

Family-oriented department store operator Kohl’s (KSS – $18.90) posted a second straight 

quarterly loss in Q2 2021, a result of widespread store closures and significant brick-and-mortar 

retail headwinds, especially for discretionary spending. KSS posted a loss per share of $0.25 

compared to a consensus estimate of a loss of $0.70. KSS had total revenue of $3.2 billion, 

versus the $3.1 billion estimate. Shares fell 15% following the announcement. As was expected, 

store closures as a result of COVID-19 resulted in substantial difficulty in the quarter, despite the 

company undertaking a slew of cost cutting measures including furloughing 85,000 employees. 

Back in March, KSS suspended its share repurchases and dividend payment, providing an 



additional $650 million of liquidity on an annualized basis, while the company has also increased 

the available credit on a revolver and issued new debt. 

“COVID-19 continues to present a formidable health and economic challenge for the entire 

world. While our business has not been immune to these challenges, I am pleased with how our 

organization has responded and is navigating the crisis. We are executing against our short-term 

priorities of protecting our associates and customers and preserving the financial position of the 

company while also looking to the future. Our team showed great collaboration in preparing our 

stores with best-in-class health and safety measures and subsequently reopening all of our stores 

over a 10-week period. I want to express special gratitude to all of our associates that helped us 

kickstart our rebuilding process over the past few months. We also further strengthened our 

financial position during the second quarter. We achieved positive adjusted EBITDA, generated 

positive free cash flow and increased our cash balance to over $2.4 billion.,” explained CEO 

Michelle Gass. 

Looking ahead, Ms. Gass commented, “We continue to effectively navigate through a period of 

extraordinary change and uncertainty. We made progress during the second quarter reopening 

our entire fleet, accelerating digital growth and generating positive free cash flow to further 

strengthen our financial position. While we are planning for the crisis to continue to present 

headwinds in the near term, we are very confident that we will not only weather the storm but 

also take full advantage of the opportunities that emerge from it. We are a well-disciplined 

operator. We have a strong foundation and we are evolving our strategies, which together, 

uniquely positions us to capitalize on the changing consumer behaviors and the significant 

disruption of the retail industry.” 



 

It remains difficult to estimate the ongoing impact of the pandemic on retailers, but management 

believes that store closures for competitors like JCPenny, Steinmart and others will result in 

market share gains and increased sales among the department stores that are able to stick it out. 

We continue to believe that the long-term is positive for KSS, due in part to the company’s in-

store and online investments, as well as the company’s strong balance sheet. While Kohl’s has 

added to its debt recently (after chipping away at the balance consistently for years), there’s 

plenty of cash on hand to make proactive moves, while the $500 million available on its revolver 

offers a quick liquidity injection if needed. At the end of the quarter, KSS had approximately 

$2.4 billion of cash on hand and debt of $7.7 billion, and Ms. Gass added, “We will make 

decisions through the lens of our long-term objective of maintaining our investment-grade rating, 

a status we’ve held for more than 2 decades.” Earnings estimates are all over the map, but while 

analysts expect KSS to lose $2.92 per share in fiscal 2021, things are projected to improve 

quickly, with $1.69 in EPS in fiscal 2022 and $1.95 in fiscal 2023 the present mean analyst 

projection. With the shares trading near 11 times 2022 earnings and 10 times 2023 earnings, our 

Target Price on KSS now stands at $42. 

Shares of Deere & Co. (DE – $199.50) climbed another 4.4% since our commentary a week ago 

as the agricultural, farm and construction machinery firm released its fiscal Q3 2020 financial 

results. Deere earned an impressive $2.57 per share versus the $1.24 estimate, on sales of $7.9 



billion (vs. $6.7 billion). Cost controls taken early on in the pandemic have proven beneficial, 

while the firm has announced broad employee-separation programs that will be completed during 

the fourth quarter that are expected to save an additional $175 million per year. Management 

increased its net income forecast to $2.25 billion, but remains tempered in the outlook, expecting 

sizable sales declines in Ag & Turf (64% of sales) and Construction & Forestry (25% of sales), 

given economic uncertainty and a desire to reduce inventory levels. 

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

general. Deere boasts a tremendous brand backed by product durability and integration with 

customers that offer efficient farming through real-time diagnostics. President of Ag & Turf 

Cory Reed detailed Deere’s efforts on the technology front. “For nearly 25 years, we’ve been 

investing in core technologies that can be leveraged across the enterprise, from our early 

development of embedded controllers, software and telematics and guidance systems to more 

recent investments in computer vision, machine learning and data platforms. Today, we’re better 

positioned than anyone to provide seamless integrated solutions where the sum of our product 

suite in a production system is greater than each of these machines operating in isolation. Our 

technology stack is also the key enabler to extract data from one step in the system in order to 

make the next step more effective. The value creation is powered by our core technologies and 

provides us the greatest opportunity for differentiated solutions in the marketplace.” 

He concluded, “Bringing this all together, our production systems approach, combined with the 

precision delivered through our technology stack, will deliver a seamless cycle that unlocks the 

ability to utilize resources in the most precisely targeted manner to achieve optimum output, 

which means delivering our customers increased productivity, greater profitability and enhanced 

environmental outcomes throughout the full production system.” 

To reiterate our comments from last week, the near term for agriculture continues to be 

complicated by the three Ps (pandemic, politics and production), particularly as issues around 

global trade and continued government support remain unresolved. 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 $208. 

Marine shipping concern SFL Ltd. (SFL – $8.87) reported Q2 earnings per share of $0.21, a 

decline of 23% versus the same quarter a year ago. Gross charter hire revenue was $158 million 

(55% from containerships), 90% of which is from long-term charters and 10% from short-term 

charters with spot market exposure. The firm’s backlog remains $3.4 billion, with fleet contract 

duration ranging from five to nearly eight years varying in accordance with vessel type. Adjusted 

EBTDA in the quarter was roughly the same as last quarter at $121 million, with all customers 

still current with charter payments. SFL was relatively active in the quarter, disposing of a vessel 

for a net $23 million, extending charters on the existing fleet and refinancing four vessels with 

record low interest rates. 



CEO Ole Hjertaker commented on disruptions from the pandemic, “The COVID-19 pandemic 

has caused massive disruptions in most transportation markets and for offshore assets. As early 

as January, we implemented a robust emergency management plan with a goal of ensuring the 

health and safety of our crew on board the vessels and onshore while maintaining our business 

operations as efficiently as possible. In addition to our own requirements, all crewing managers 

are following the guidance issued by the World Health Organization and the International 

Chamber of Shipping to ensure that the proper protocols are in place on board the vessels. We 

are hosting regular meetings with all crewing managers in all our sectors to discuss and handle 

any issues, in particular, challenges facing our crew and safe operations as they arise.” 

He continued, “While we have good and strong protocols in place on board our vessels during 

the normal ship and port operations, our biggest concern is with crew changes. The logistics 

challenges of testing and moving people across border safely without infection are enormous. 

And in many countries and ports, such movements are not even allowed. This means that we 

have had to postpone crew changes and extend the contracts of many of our seafarers over this 

period after the outbreak. While they have shown great understanding of the situation, there are 

many individuals who have suffered due to this, and we acknowledge their vital contribution in 

these challenging times.” 

The stock is down roughly 40% year-to-date, as uncertainty from the pandemic weighs on global 

trade. Still, we continue to appreciate the stability management has built into an otherwise highly 

volatile and unpredictable maritime shipping industry that has only been exacerbated due to 

COVID-19. The board declared its 66th consecutive quarterly dividend of $0.25 for the 

September payout, which was lowered back in May, and we note that close to $16 per share in 

dividends have been paid over the past decade. Shares sport a rich yield at 11.3% and trade for 

1.0 times book value. Our Target Price for SFL is presently $13. 

Shares of Lowe’s Cos (LOW – $161.72) continued to march higher last week, pushing the year-

to-date gain above 35%. The latest catalyst was the company’s fiscal 2021 Q2 financial results 

that were very robust. For the completed period, LOW said that it realized revenue of $27.3 

billion, versus the consensus analyst estimate of $24.15 billion and adjusted EPS of $3.75, 

almost 30% above the consensus forecast. Same-stores sales were up 34.2% in the quarter. U.S. 

comparable sales jumped 35.1% and online sales soared 135%. Gross margins exceeded analyst 

expectations, rising to 34.1%. And, the company noted that every U.S. region notched same-

store sales growth of more than 30%, with that strength apparently continuing into August. 

CEO Marvin R. Ellison commented, “We delivered very strong second quarter results, with all 

merchandising divisions posting comparable sales growth exceeding 20% and all U.S. 

geographic regions delivering comparable sales growth of at least 30%. Sales were driven by a 

consumer focus on the home, core repair and maintenance activities, and wallet share shift away 

from other discretionary spending. Through our retail fundamentals strategy, we have 

dramatically improved our technology and operational platforms, which enabled us to meet 

customer demand and grow our business. Looking ahead, our sales momentum continues into 

August, and we are investing in the business to further our omni-channel capabilities and 

position the company to deliver long-term value to associates, customers and shareholders.” 



Additionally, on Friday, Lowe’s declared a quarterly cash dividend of $0.60 per share, payable 

November 4, 2020, to shareholders of record as of October 21, 2020. Lowe’s has declared a cash 

dividend every quarter since going public in 1961. Mr. Ellison added, “Based on our confidence 

in our continued, broad-based business momentum and robust cash flow generation, we are 

pleased to announce a 9% increase in our dividend today. This increase reflects our commitment 

to delivering strong shareholder returns through our disciplined capital allocation program.” 

We continue to be pleased with LOW’s improved execution and margin expansion, and believe 

it has more opportunity on which to capitalize. It is worth noting that its shares still trade at a 

discount to the industry gold standard Home Depot. With continued operational momentum, we 

wouldn’t be surprised to see LOW receive more of a premium multiple as it benefits on the top 

and bottom line from the continued surge in domestic home sales, and the home improvement 

wave driven by people being forced to be at home. We have raised our Target Price to $182. 

Although we wrote about Foot Locker (FL – $27.57) last week, as the specialty retailer had pre-

announced some of its quarterly results, we received more detail on Friday. For fiscal Q2 2021, 

FL realized adjusted EPS of $0.71, versus the $0.55 that was recently being expected. Revenue 

of $2.08 billion also exceeded forecasts by approximately 5.5%. Same-store sales rose 18.6% in 

the quarter, and Foot Locker also reinstated its dividend, which it had previously suspended. 

During the period, footwear sales was the strongest category, up strong double-digits. Apparel 

was also robust, up mid-single digits. The accessories business was down double-digits due 

primarily to softness in bags and shoe care. By category, men’s basketball was the highlight in 

the quarter, delivering an impressive double-digit increase. In apparel, comparable sales were up 

mid-single digits for the quarter, with women’s and kids’ apparel up double-digits and men’s up 

mid-single digits. Management said that it believed with consumers having lots of time at home, 

they were not surprised to see comfort at the top. While North American apparel was solid across 

the board, in Europe, the womens’ and kids’ businesses posted gains but not enough to offset 

declines in the company’s men’s assortment. 

“I’m proud of the exceptional effort from our team this quarter,” said CEO Richard Johnson. 

“Despite the challenging backdrop of the pandemic, and social unrest, we achieved strong 

second quarter results, led by our digital business, with a return to growth in both the top and 

bottom line. As our global fleet of stores reopened, our customers responded with enthusiasm 

and energy to our assortments and visited our stores with a high intent to purchase. As the 

COVID-19 situation continues to evolve, we believe we have the right strategies and strong 

leadership in place to strengthen our customer connectivity, deepen our strategic relationships 

with our vendors, navigate the challenges ahead, and emerge from this period better positioned 

than ever.” 

As of August 1, FL’s cash totaled $1,373 million, while the debt on its balance sheet was $121 

million, which reflects the repayment of the $330 million previously borrowed from the 

company’s credit facility. As part of its cash preservation measures, the company did not pay a 

dividend or repurchase any shares during the second quarter, but with the strong liquidity 

position and more stable cash outlook, the company reinstated a $0.15 per share quarterly 

dividend, the first of which will be paid in October. 



CFO Lauren Peters added, “The second quarter was truly a testament to our team’s ability to be 

nimble and to our financial and operational discipline. We delivered a meaningful increase in 

sales, managed our expenses tightly, and made progress towards our goal of improving our 

inventory position. Looking ahead, we believe the company is well positioned financially to 

maneuver through the evolving COVID-19 pandemic.” 

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 now resides at $64. 

 


