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Market Review 

We had another reminder last week that it is a market of stocks and not simply a stock market. The Wall 

Street Journal, in its Saturday edition, proclaimed, “Stocks Fall for Third Straight Week,” which arguably 

made sense given that the downturn over the second half of the week pushed the S&P 500 to a loss of 

0.60% for the full five days of trading. Of course, the drop in the capitalization-weighted S&P was due 

entirely to skids in the 5% range in mega-cap members Apple (AAPL – $106.84), Amazon.com and 

Facebook, as the average stock in the index gained 0.80% for the week. And for our portfolios, though 

we do still own a big position in Apple, the Russell 3000 Value index climbed 0.61% versus a drop of 

0.62% for the Russell 3000 Growth index. 



 

We really can’t complain about the latest week, and we are pleased with the resurgence of Value 

since July 9, 2020. Still, it was somewhat surprising to see stocks head south mid-week, with the 

downturn coinciding with Jerome H. Powell’s press conference shortly after the Fed Chair and 

his colleagues at the Federal Open Market Committee confirmed that interest rates will likely 

stay near zero for the foreseeable future,… 



 

…with the Fed indicating that it will remain highly accommodative, 



 

…even with a significantly increased outlook for GDP growth this year to -3.7%, up from a prior 

projection made back in June of a 6.5% decline, and a sharp reduction in estimates for the 

unemployment rate for this year, 2021 and 2022. 



 

Looking at the current state of the economy, Mr. Powell even sounded less pessimistic than in 

recent pronouncements: “Economic activity has picked up from its depressed second-quarter 

level, when much of the economy was shut down to stem the spread of the virus. With the 

reopening of many businesses and factories and fewer people withdrawing from social 

interactions, household spending looks to have recovered about three-quarters of its earlier 

decline. Nonetheless, spending on services that typically require people to gather closely, 

including travel and hospitality, is still quite weak. The recovery in household spending also 

likely owes to federal stimulus payments and expanded unemployment benefits, which provided 

substantial and timely support to household incomes. Activity in the housing sector has returned 

to its level at the beginning of the year, and we are starting to see signs of an improvement in 

business investment. The recovery has progressed more quickly than generally expected, and 

forecasts from FOMC participants for economic growth this year have been revised up since our 

June Summary of Economic Projections. Even so, overall activity remains well below its level 

before the pandemic and the path ahead remains highly uncertain.” 



 

Certainly, the current quarter will mark a sensational recovery from the worst economic setback 

since the Great Depression, though we understand that the outlook for Q4 and beyond remains in 

question. That said, we find it fascinating that the latest Report on the Economic Well-Being of 

U.S. households from the Federal Reserve shows that more adults are suggesting they are OK 

financially today than said the same last October, prior to COVID-19 and the Great Lockdown. 



 

The economic numbers out last week were generally pretty good, especially in regard to 

manufacturing,… 



 

…and housing. 



 

That is not to say that everything is rosy economically speaking, especially considering the 

number of folks still out of work,… 



 

…but pocketbooks are still open and consumer sentiment is better than most might think. 



 

Clearly, the economic future is far from certain, even as forward looking measures are still on the 

correct side of the ledger,… 



 

…but the economic outlook around the world has also been upgraded of late. 



 

No doubt, developments on the COVID-19 front will be critical for the health of the economy,… 



 

…while the Election and geopolitical events remain major wildcards, but we continue to find 

equities to be very attractive, especially from an income perspective,… 



 

…and we remain perplexed by the lack of much investor interest in U.S. stocks. 



 

That is not to say that there are no pockets of equity passion, as evidenced by the incredible 

demand for the latest technology stock initial public offering. Indeed, shares of cloud services 

provider Snowflake (SNOW) skyrocketed on Wednesday, opening for trading at $245, more than 

double the $120 IPO price, which itself was repeatedly ratcheted higher. True, Snowflake is a hot 

stock in a hot industry, with the offering documents stating, “We have achieved significant 

growth in recent periods. For the fiscal years ended January 31, 2019 and 2020, our revenue was 

$96.7 million and $264.7 million, respectively, representing year-over-year growth of 174%. For 

the six months ended July 31, 2019 and 2020, our revenue was $104.0 million and $242.0 

million, respectively, representing year-over-year growth of 133%.” 

This sounds terrific, until one realizes that the stock now boasts market capitalization of $67 

billion (with a “B”), and there are other restricted shares and options on the books that when 

issued might push the valuation up towards $90 billion. The IPO document continued, “Our net 

loss was $178.0 million and $348.5 million for the fiscal years ended January 31, 2019 and 2020, 

respectively, and $177.2 million and $171.3 million for the six months ended July 31, 2019 and 

2020, respectively.” 

To be sure, the company might grow into its valuation one day as the cloud has tremendous 

potential, but Snowflake has a bevy of competitors and has not yet proved that it can make 



money. That doesn’t mean that SNOW will melt as many other hot IPOs have over the years, but 

the table below shows how Snowflake, sandwiched between railroad giant Norfolk Southern 

(NSC – $221.03) and trash hauler Waste Management (WM – $115.27), compares to other 

highly profitable and well-established companies that have already proven that their respective 

businesses are viable for the long term. 

 

We will pass on SNOW and other extraordinarily expensive names as we sleep much better at 

night with a broadly diversified portfolio of stocks that are reasonably priced and that nearly all 

pay dividends. Yes, we realize that chasing the latest hot trend can be exciting, but the historical 

evidence argues that owning established companies is the better way to go. After all, very few 

companies ever want to go public at a discount! 



 

Stock Updates  

It was again a relatively quiet week for individual company news, but Jason Clark, Chris Quigley 

and Zach Tart look at eight of our companies that had developments of sufficient importance to 

merit a Target Price review. 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/, while updated Target Prices, as of 

9.15.20, were posted to the site last week. We also offer the reminder that any sales we make for 

our newsletter strategies are announced via our Sales Alerts. 

Shares of FedEx (FDX – $242.78) gained 4% last week thanks to fiscal Q1 2021 results that 

again crushed analyst estimates on the top and bottom lines. The stock should have been up 

much more, in our view, as the package and freight delivery giant earned $4.87 per share (vs. 

$2.69 est.) and had revenue of $19.3 billion (vs. $17.6 billion est.). While the company didn’t 

offer guidance (which it pulled on March 17), management said it expects global GDP growth 

and trade growth on a year-over-year basis to remain negative for this year. Despite having fallen 

from its peak percentage of overall package volume in April, e-commerce is expected to drive 

96% of U.S. growth over the near term amid what CMO Brie Carere called a “ship-a-thon.” FDX 

https://theprudentspeculator.com/dashboard/


shares have gained 60% this year, which is remarkable compared to the red ink spilled for the 

average stock. 

“There are 2 trends that have had substantial impact on our industry and showcase FedEx’ 

incredible value proposition. The first key trend is the dramatic reduction of air cargo capacity as 

a result of the significant loss of commercial airline capacity. Current estimates indicate that 

freighter capacity now accounts for 66% of total air capacity on the trans-Atlantic lane, 83% on 

the trans-Pacific and 80% on the Europe to Asia lane. This compares to pre-COVID freighter 

capacity of 33% for trans-Atlantic, 59% for trans-Pacific and 50% for Europe to Asia. The 

second and perhaps more profound trend is the acceleration of e-commerce. Pre-COVID, we 

projected that the U.S. domestic market would hit 100 million packages per day by calendar year 

2026. We now project that the U.S. domestic parcel market will hit this mark by calendar year 

2023, pulling volume projections forward by 3 years from the previous expectation.” said COO 

Raj Subramaniam. 

CFO Alan Graf added, “If our current trends continue, we expect certain expenses, including 

higher variable incentive compensation accruals and increased supplies and other costs related to 

the COVID-19 pandemic to remain headwinds in fiscal 2021. I’ll conclude by reemphasizing 

that we expect to continue to benefit from our strong position in the U.S. and international 

package and freight markets, yield improvement opportunities and cost management initiatives.” 

FedEx has $7.0 billion of cash and $3.5 billion of available credit facilities, giving the company 

plenty of flexibility as the pandemic evolves. FDX issued $970 million of pass-through securities 

with a fixed interest rate below 2%, which are secured by 19 Boeing 767 and 777 aircraft. The 

transaction boosts liquidity and offers additional operational flexibility at a very low interest rate. 

FedEx also expects to incur $175 million of TNT integration expenses in fiscal 2021 with 

integration completion in 2022. Shipping continues to be a lifeline for many folks, especially as 

shippers prepare to move vast quantities of COVID-19 vaccines that almost certainly will require 

special handling to maintain temperature and thereby efficacy. We continue to like the strong 

balance sheet, modest dividend yield and position as an industry leader. FDX trades near 16 

times forward earnings and the quarterly dividend payment of $0.65 puts the yield around 1.7%. 

Our Target Price has been increased to $286. 

Shares of MDC Holdings (MDC – $46.17) rose more than 3% last week after the company 

released preliminary net new order activity for Q3 ahead of its upcoming appearance at the 

Zelman Virtual Housing Summit. Management said that for the first two months of Q3, net new 

home orders increased 75% year-over-year to 2,477, compared with 1,418 for the same period in 

2019. The increase was driven by a 73% improvement in the monthly sales absorption rate to 

6.48 and a 1% increase in the average number of active subdivisions to 191. 

CEO Larry A. Mizel commented, “The sharp increase in demand for new homes has extended 

into the third quarter, and we are increasingly optimistic that the elevated level of activity is part 

of a larger trend for our industry. With historically low interest rates and COVID-19 concerns as 

a backdrop, consumers are showing a strong preference for suburban living, part of a 

demographic shift that we believe was taking place before the pandemic began. As we approach 

the close of the third quarter, we are well positioned to reach 8,000 home deliveries for the 2020 



full year. Furthermore, we believe we have the lot supply and the right product type to drive 

significant growth in 2021, provided that market fundamentals remain favorable.” 

While COVID-19’s full impact on the economy in general is still unknown, we believe that 

MDC is poised for long-term success. Interest rates are extraordinarily low and will most likely 

remain that way for at least the next few years, which should help MDC as the cost of borrowing 

for both it and its potential customers remains extremely attractive. MDC sports a broad 

geographic footprint, boasts successful cost control initiatives and maintains a solid balance 

sheet ($1.52 billion of liquidity at the end of Q2) that the company can draw from if it must 

remain in a defensive posture through the crisis or can use to smartly acquire land in attractive 

markets. Additionally, we like MDC’s focus on first time buyers (many millennials) with its 

Seasons collection of homes. Despite the strong performance of the stock thus far in 2020, 

MDC’s dividend yield is still 2.9%, well above that of the 10-year U.S. Treasury Note (0.69%), 

and shares are trading slightly above 8 times expected NTM adjusted EPS. Our Target Price for 

MDC has been boosted to $59. 

Pharmaceutical concern Gilead Sciences (GILD – $65.05) formally entered an agreement last 

week to purchase the oncological biotech firm Immunomemdics for $21 billion, a whopping 

108% premium to the prevailing market price prior to the announcement. With the purchase, 

Gilead gains Trodelvy, a drug indicated and approved to treat breast cancer but with potential for 

expansion into other forms of cancer. 

“This acquisition represents significant progress in Gilead’s work to build a strong and diverse 

oncology portfolio. Trodelvy is an approved, transformational medicine for a form of cancer that 

is particularly challenging to treat. We will now continue to explore its potential to treat many 

other types of cancer, both as a monotherapy and in combination with other treatments,” said 

Gilead CEO Daniel O’Day. “We look forward to welcoming the talented Immunomedics team to 

Gilead so we can continue to advance this important new medicine for the benefit of patients 

with cancer worldwide.” 

While the acquisition will likely fit nicely in the firm’s oncology portfolio, it was a very high 

price to pay, while we note that the 2017 purchase of Kite Pharma has yet to diminish Gilead’s 

reliance on antiviral products. Still, given that GILD’s HIV franchise continues to produce strong 

cash flow and high returns on capital, we are happy that the company has the wherewithal to 

make substantial investments to ensure that long-term growth resumes, all while buying back 

stock and paying out a hefty dividend. GILD shares trade under 10 times 2021 adjusted 

consensus EPS projections and the yield is 4.2%. Our Target Price for GILD has been trimmed 

to $92. 

Shares of insurer MetLife (MET – $39.67) rose 3.8% last week after the insurance giant 

announced both an acquisition and the resumption of its stock buyback program. 

MET said that it had entered into a definitive agreement to acquire Versant Health for 

approximately $1.675 billion in an all-cash transaction. Versant owns the well-established 

managed vision care and eye health plans via Davis Vision and Superior Vision. Following the 

acquisition, MetLife will gain access to Versant’s roughly 35 million members, and MetLife’s 



existing customers will gain access to Versant’s extensive provider network, which is one of the 

largest in the industry. 

“This transaction furthers our goal of deploying capital to the highest-value opportunities,” said 

CEO Michel Khalaf. “We are pleased to welcome Versant Health, a well-run and well-respected 

leader in vision care, to the MetLife family. In Versant, we have found the right strategic fit with 

our group benefits business. We expect this combination to accelerate revenue growth while 

delivering greater value for our customers and shareholders.” 

“We are confident this acquisition will make our market-leading group benefits business even 

more attractive,” said Ramy Tadros, President of U.S. Business for MetLife. “The addition of the 

strong Davis Vision and Superior Vision brands will immediately establish MetLife as a leader 

in managed vision care. We look forward to offering our customers the exceptional member 

experiences that Versant provides.” 

Additionally, management announced that it planned to complete the remaining $485 million on 

the company’s current stock buyback authorization. The $485 million represents about 1.3% of 

MetLife’s current market capitalization, and the move was pleasantly surprising, given the 

financial sector’s general COVID-19 caution. 

It’s no secret that fixed-income investors around the globe have suffered for some time due to 

paltry interest rates. This has pressured reinvestment yields for insurers, particularly for those 

bearing long-dated risks like life insurance. Still, we believe that MET has a solid financial 

foundation, and we like the exposure to a diverse product mix. The firm is well-positioned as the 

largest life insurer in North America as measured by “in-force” coverage, offering financial 

products and services to over 90 of the Fortune 100 companies. Substantial international 

operations should continue to be a core driver of growth going forward. Equally important, 

shares change hands at less than 7 times expected NTM adjusted EPS and for less than 51% of 

book value, while the dividend yield is 4.6%. Our Target Price for MET has been boosted to $73. 

Global banking concern Citigroup (C – $44.86) continued to make headlines last week, this time 

related to its internal controls and risk systems. These come on the back of its recent debacle 

with lenders to Revlon, where the firm mistakenly doled out $900 million worth of funds. Shares 

were been punished over 13% by the week’s close as CFO Mark Mason discussed at a recent 

Barclays Global Financial Services conference plans to invest an incremental $1 billion into 

strengthening existing risk management and governance controls. Said spend is accelerated amid 

reports that regulators will reprimand the bank for failing to move quickly enough to make the 

necessary investments. 

Mr. Mason also mentioned that reserve builds would likely continue in Q3 financial results, but 

at a much lower rate than earlier quarters this year. Citi has built quite the reserve cookie jar that 

now stands at $28 billion (3.9% of funded loans), which we expect to unwind to the benefit of 

earnings in future years as global economies gradually improve. 

While there is obviously much more work to be done, the transformation journey Citi has 

endured ever since the Great Financial Crisis has made it a much more sound financial 



enterprise. As we mentioned last week, new CEO Jane Fraser offers a fresh look for the firm, as 

it has come up short in meeting its own financial targets over the past decade and has the lowest 

return on equity of major U.S. banks. We continue to think there is a lot to like overall as 

ongoing restructuring, amplified capital return programs and technological investment all appear 

to work in our favor in the coming years. After the tough week, shares are even cheaper today, 

trading at about half of book value. The dividend yield is 4.5% and our Target Price is now $89. 

Shares of Fifth Third Bancorp (FITB – $21.74) finished the week where they started as the 

regional bank also presented at the Barclays Conference last week. The company highlighted a 

new expense management program, where it continues to rationalize its branch footprint and 

quicken its digital transformation. CEO Greg Carmichael commented, “The recent acceleration 

in customer digital adoption trends raises the returns on our technology investments made over 

the past several years.” Management was also upbeat in its reserve expectations for the 

remainder of the year, discounting the possibility for further builds. 

We continue to like the competitive market position Fifth Third holds in its midwestern and 

southeastern markets. And, we emphasize that the bank is in a much better place in the current 

income recession, imposed by COVID-19, than it was in the balance sheet recession that was the 

Great Financial Crisis. While the future is still very uncertain, particularly as we enter the winter 

months, shares trade at an attractive 11.4 times expected 2021 earnings and for 0.75 times book 

value. The dividend yield is 5.0% and we’ve bumped our Target Price to $35. 

The political theater surrounding TikTok, an app that has been wildly popular with young people 

and sparked national security concerns due to Chinese ownership, came to a head this weekend. 

On Saturday, President Trump gave his “blessing” to Oracle (ORCL – $59.75) and Walmart 

(WMT – $135.29) in regard to a deal for TikTok’s U.S. operations. The move averts a looming 

shutdown of TikTok in the U.S., even as Oracle is said to be taking just a 12.5% stake and 

Walmart a 7.5% stake in the new company to be known as TikTok Global. Given that U.S. 

venture capital and private equity firms own a big stake in TikTok’s Chinese parent ByteDance 

Ltd, the transaction evidently will satisfy Washington’s demand for majority U.S. ownership in 

TikTok Global. 

For its part, Oracle is excited to be chosen to become TikTok’s secure cloud technology 

provider. “TikTok picked Oracle’s new Generation 2 Cloud infrastructure because it’s much 

faster, more reliable, and more secure than the first generation technology currently offered by 

all the other major cloud providers,” said Oracle CTO Larry Ellison. “In the 2020 Industry 

CloudPath survey that IDC recently released where it surveyed 935 Infrastructure as a Service 

(IaaS) customers on their satisfaction with the top IaaS vendors including Oracle, Amazon Web 

Services, Microsoft, IBM and Google Cloud …. Oracle IaaS received the highest satisfaction 

score.” 

Oracle CEO Safra Catz explained, “As a part of this agreement, TikTok will run on the Oracle 

Cloud and Oracle will become a minority investor in TikTok Global. Oracle will quickly deploy, 

rapidly scale, and operate TikTok systems in the Oracle Cloud. We are a hundred percent 

confident in our ability to deliver a highly secure environment to TikTok and ensure data privacy 

to TikTok’s American users, and users throughout the world. This greatly improved security and 



guaranteed privacy will enable the continued rapid growth of the TikTok user community to 

benefit all stakeholders.” 

Walmart commented, “We are excited about our potential investment in and commercial 

agreements with TikTok Global. While there is still work to do on final agreements, we have 

tentatively agreed to purchase 7.5% of TikTok Global as well as enter into commercial 

agreements to provide our ecommerce, fulfillment, payments and other omnichannel services to 

TikTok Global. Our CEO, Doug McMillon, would also serve as one of five board members of 

the newly created company.” 

While there are many details still left to be worked out, and the whole thing could still fall apart, 

we generally look favorably on both Oracle’s and Walmart’s involvement. As we learn more, we 

may have further Target Price adjustments, but for now, we are working with $69 for ORCL and 

$154 for WMT. 

 


