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Market Review 

It is fascinating that The Wall Street Journal in its Saturday edition proclaimed, “Stocks Cap 

Wild Week with Gains,” when the major market averages ended the five trading days not too far 

from where they began. No doubt, there was plenty of drama throughout the week, ranging from 

health to politics to corporate profits, but when all was said and done, the Dow Jones Industrial 

Average gained just 19 points, or 0.07% on a total return basis. 



 

While Value indexes were lower by a smidge, the S&P 500 and Russell 3000 indexes performed 

a little better, gaining 0.21% and 0.19%, respectively. We suspect that those modest returns 

might be greeted with a collective yawn, but believe it or not, that Russell 3000 return is the 

average weekly gain posted by large-capitalization stocks over the past nine+ decades. In fact, if 

one were to make 0.19% every week, the compound return for the full year would be roughly 

10.4%. And if one can compound 10% returns over time, there would be terrific long-term 

rewards, as money would double in roughly seven years and quadruple in 14 years and grow 8-

fold in 21 years. 



 

Alas, we know that many investors do not achieve those sort of multi-year returns,… 



 

…as unfortunately they forget that the secret to success in stocks is not to get scared out of them. 



 

…which is why we constantly strive to provide perspective in these missives. As TPS founder Al 

Frank once said, “A large part of what we try to do is give readers the basis for a positive attitude 

toward the stock market.” 



 

To be sure, we realize that news on COVID-19 will remain critical to health and wealth, with 

progress continuing in fits and starts on vaccines and therapeutics, but case counts rising and 

localized lockdowns again being put in place in parts of the world. 



 

No doubt, the course the virus takes going forward will significantly impact the outlook for 

economic growth around the world and here at home, but expectations for global GDP, including 

the latest forecasts from the International Monetary Fund, actually have improved in recent 

months. 



 

The latest batch of U.S. domestic statistics also were pretty good in terms of the willingness of 

folks to go shopping,… 



 

…even as the data, though better-than-expected, were mixed on sentiment on Main Street,… 



 

…while manufacturing numbers were suggestive of an expanding factory sector,… 



 

…though not all figures were rosy. 



 

Of course, significant GDP growth remains in the cards for the near-term,… 



 

…while the Federal Reserve is even more optimistic about the U.S. economy in 2021 than the 

aforementioned IMF. 



 

We shall see what comes of the latest round of negotiations on additional stimulus from 

Washington, but we believe that in the fullness of time stock prices will move higher, given that 

corporate profits are likely to continue to grow over the long term. 



 

On that score, third quarter earnings reporting season kicked off last week. While the sample size 

is small and banks represented the bulk of the companies that announced results, the numbers 

thus far have been very good. In fact, Bloomberg calculates that of the 50 members of the S&P 

500 to have posted thus far, 86% (43) have exceeded bottom-line expectations, while 72% have 

beaten top-line projections. 

Investors care far more about the outlooks offered by management teams, and, not surprisingly, 

executive commentary has been guarded, but most analysts are of the mind that the profit 

rebound from the ugly declines seen in Q1 and Q2 will continue over the balance of this year and 

into 2021. Of course, even at today’s relatively subdued earnings level, stocks are very much 

reasonably priced, given the extraordinarily low interest rate climate. 



 

Despite our long-term enthusiasm for equities in general and our broadly diversified portfolios of 

undervalued stocks in particular, we understand that the November Elections are now just 15 

days away. As such, we are braced for increased volatility, though we see no reason to 

significantly disturb our portfolios based on the outcome of the upcoming vote. Indeed, we 

continue to believe, and the historical evidence confirms, that time in the market trumps market 

timing. 



 

Stock Updates  

We are in the process of posting updated Target Prices for all of our holdings to 

theprudentspeculator.com, and Jason Clark, Chris Quigley and Zach Tart look at 13 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/. We also offer the reminder that any sales we make 

for our newsletter strategies are announced via our Sales Alerts. 

Apple (AAPL – $119.02) released several new products at its “Apple Event,” which was 

streamed worldwide. The company showed off new iPhones, cases, a refresh of MagSafe and a 

HomePod mini. As has been the case for several years now, there was little in the way of 

surprises and the next generation of iPhones brings back some of the iPhone 4 look. The new 

products to the iPhone line can push $2000 when considering taxes and the AppleCare extended 

warranty, though we think the maxed-out devices will sell in lower numbers than some of the 

mid-range (and very capable) iPhone 12 and iPhone 12 mini models. 

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


While the new devices definitely offer improvements and some new colors, compared with the 

outgoing generation, we think that there is little that would convince someone with last year’s 

phone to rush out and upgrade. Of course, with lengthening customer handset retention, the 

hardware differences compared with phones three or four generations old makes for a 

compelling upgrade case. The accessories are a high-margin opportunity and the HomePod mini 

should be a formidable Sonos competitor. Our Target Price for Apple is $137 and it remains one 

of the largest holdings in our broadly diversified portfolios. 

Kulicke & Soffa (KLIC – $26.85), a manufacturer of equipment for use in the semiconductor 

business, raised guidance on October 13, sending shares up more than 7% for the week. KLIC 

now expects revenue for fiscal Q4 2020 to come in around $177 million, compared with the 

company’s previous guidance range of $155 million to $175 million. CEO Fusen Chen stated, 

“We are pleased with our fiscal fourth quarter performance and current demand stemming from 

5G and advanced display, which benefits our core and our new growth businesses. Broad market 

conditions remain dynamic and we remain cautiously optimistic as we look ahead into fiscal year 

2021.” The company’s fourth quarter earnings release is scheduled after the market close 

November 18. We are pleased to see early indications of a strong quarter and look forward to the 

full report next month. Our Target Price has been hiked to $31. 

In a headscratcher, shares of Hewlett Packard Enterprise (HPE – $9.48) surged in extended-

hours trading on Thursday after the company raised guidance for fiscal 2021, before giving up all 

of those gains and quite a bit more in closing more than 4% lower from the pre-announcement 

level on Friday. Maybe Wall Street was unhappy that the company actually makes money, but 

we are not quite sure how a rational market would decide that better-than-expected results were 

good for a sizable one-day haircut in the share price. Evidently, analysts raised concerns about 

the sustainability of long-term growth trends, yet they didn’t have those same worries the day 

prior! Believe it or not, HPE expects diluted EPS between $1.56 and $1.76 next year, up 10% 

year-over-year when adjusted for stock-based compensation, and annualized free cash flow 

growth above 50% through 2023, while the forward P/E ratio is now south of 7. 

HPE CEO Antiono Neri commented “I am pleased with the progress we made in [fiscal 2020] 

despite very challenging circumstances. We strengthened our core capabilities and advanced our 

innovation agenda on many fronts. And I am convinced of several things that I plan to cover in 

our time together today. First, they are very compelling industry trends that we are driving the 

next wave of digital transformation and that presents tremendous market opportunities for HPE. 

Second, we already have a distinctive and industry-leading portfolio of edge-to-cloud solutions 

and unique capabilities that are resonating with our customers. And third, our strategic priorities 

will position us well to deliver long-term, sustainable, profitable growth.” 

Mr. Neri continued, “Our overall approach hinges on providing a true distributed cloud 

experience at the edge, in a data center, in a co-location or in the public cloud to help customers 

modernize and transform their applications. Over the last several months, customers have 

increasingly turned to HPE to ensure they have the capabilities edge-to-cloud to extract insights 

from critical data and to help them leverage and consume IT more flexibly as a service.” 



HPE’s fiscal Q4 report is scheduled for November 11, which will include more detail on the 

company’s quarterly performance. We understand the skepticism regarding HPE’s transition, and 

to be fair, we have waited patiently for many of our holdings to rework their businesses. Many 

times, they are successful, though there is always an embedded flop risk. However, most analysts 

and their price targets look a year (or so) out, and we think often fail to be sufficiently patient. 

We believe that HPE is headed in the right direction and we like the company’s diverse 

offerings, including 5G networking, and potential to grow subscription revenue. Shares yield a 

very generous 5.1% and our Target Price has been bumped up to $17. 

Global health and pharmaceutical concern Johnson & Johnson (JNJ – $148.10) released Q3 

results that were substantially higher than analyst estimates, but shares retreated for the week 

after the company announced that it was temporarily suspending a COVID-19 trial. JNJ earned 

an adjusted $2.20 per share, compared with an analyst consensus of $1.98, while revenue was 

$21.1 billion, above the $20.2 billion estimate. JNJ said that global operational sales increased 

2.0% and rose 2.8% in the U.S. COVID continued to negatively impact JNJ in the quarter, but 

procedure volume, scripts and physician office visits are recovering faster than management 

expected. 

 



The company provided an update on its COVID-19 efforts. CFO Joe Wolk said on October 13, 

“Our team continues to be hard at work pursuing a vaccine candidate to help combat the 

COVID-19 pandemic, and we are proud of the progress that has been made thus far. On 

September 23, we announced that the first participants were dosed in our pivotal multi-country 

Phase III trial ensemble, which will evaluate a single dose of our COVID-19 vaccine candidate 

and up to 60,000 people worldwide, including representation from high-risk populations and 

underrepresented communities. This follows positive interim results from our Phase I/IIa study, 

which showed the safety profile and immunogenicity after a single vaccination with our 

candidates supported for the development. These findings demonstrated that a single dose 

resulted in immunogenicity in all age groups with similar responses, including older adults. A 

single dose of a safe and effective vaccine could offer a significant advantage during a global 

pandemic. We also appreciate that a 2-dose regimen may have the potential for enhanced 

durability in some participants. Therefore, we plan to run a Phase III clinical trial with a 2-dose 

regimen beginning later this year.” 

On October 15, JNJ announced that it was temporarily pausing all COVID-19 vaccine trials, 

including the Phase III ENSEMBLE trial due to an unexplained illness in one of the study’s 

participants. JNJ was clear to note that the study pause was to protect the safety of clinical trial 

participants and, typically, JNJ does not communicate study pauses publicly. Due to patient 

privacy laws, the company offered no further detail on the nature of the illness or expected 

duration of the pause. 

Of course, study pauses are fairly common, so we made no change to our Target Price on that 

specific news. It seems likely that that there will be more than one COVID-19 vaccine on the 

market, and the long-term efficacy will not be apparent for a few years or more. If the winner of 

the COVID vaccine is JNJ, it will be a blockbuster and shareholders are likely to see a 

substantial gain given the scale of distribution, but not because the company will be able to 

charge an exorbitant price. That said, we like the company’s diversified income stream (business 

units and geographic) and think JNJ fits well in our broadly diversified portfolios. JNJ yields 

2.7% and sports reasonable valuation metrics including a forward P/E ratio around 17. Our 

Target Price for JNJ has been increased to $176. 

Shares of Walgreens Boots Alliance (WBA – $37.41) rose nearly 3% last week thanks to the 

release of fiscal Q4 results that beat analyst expectations. WBA earned $1.02 per share (vs. the 

$0.96 est.) on revenue of $34.8 billion. Fiscal 2020 was not particularly kind to Walgreens, as a 

significant reduction in traffic from the pandemic, especially in its U.K. stores, led the firm’s 

leaders to close more than 200 stores, but management expects low single-digit earnings per 

share growth in its fiscal 2021. 

CEO Stefano Pessina will be stepping down from the corner office, but will remain Chairman. 

Mr. Pessina commented on the firm’s progress throughout the year, “This has been a very 

difficult time but, as you would expect, we are proving to be very resilient. We are financially 

robust with strong and reliable cash flow, driven in part by our brand and customer loyalty. And 

this has allowed us to continue to invest in modernizing our company. We are confident we will 

come out of this in better shape as an organization.” 



He continued, “Throughout this crisis, the vital role that pharmacy plays for the customers we 

serve has been comprehensively proven. It is a great tribute to our teams that we have continued 

to service our pharmacy patients without major disruptions to drug availability or to our high 

standards of care. Looking forward to 2021 and beyond, we have initiatives underway to further 

strengthen the bond we have with our customers, whether they choose to interact with us 

physically or virtually, driving volumes in both pharmacy and retail. There is no doubt that all 

markets and many businesses will continue to face the negative impacts of COVID in fiscal year 

’21, and it is expected that the next 2 quarters will see difficult trading conditions. However, we 

are optimistic that we will see a market recovery as the year progresses.” 

While we accept that the retail pharmacy space is likely to remain challenging in the near term, 

we continue to think WBA is an important player in the industry as it generates per store revenue 

that is much higher than its closest peer. We also continue to believe that over the long term 

there is substantial opportunity to benefit from robust growth rates on pharmaceutical products 

due to the aging of the U.S. and European populations. Even as WBA continues to invest in 

transformation projects with Kroger (KR – $34.07), McKesson (MCK – $156.67) and others, 

we expect the firm’s robust free cash flow to support continued growth of the dividend (the yield 

is 5.0%) and share repurchases. Our Target Price for the stock has been bumped up to $80. 

Global banking concern Citigroup (C – $50.22) released Q3 financial results that bested analyst 

estimates ($1.40 vs $0.92 per share). The beat was mostly due to a much lower provision for 

losses in Q3 ($2.2 billion) compared to the $7.8 billion from last quarter, and more in line with 

recent norms. The allowance left reserves about the same as Q2 at $26.4 billion. Having adjusted 

its economic outlook downward a couple of times throughout the year, management suggests 

current reserve positioning is conservative relative to its base case expectations. Q3 revenue of 

$17.3 billion was down 7%, given muted rate spreads and a significant reduction in consumer 

spending activity across emerging markets. On the bright side, markets and investment banking 

remained strong, while deposits rose 16% year-over-year across the franchise. 

Citi has been all over the press in recent months for issues related to the firm’s internal controls 

and risk systems, as well as a change in leadership as current CEO Michael Corbat plans to step 

down early next year. Mr. Corbat commented, “Turning to the consent orders. They focus on 4 

areas that impact our risk and control environment: risk management, data governance, controls 

and compliance. What ties these areas together is the need to modernize our infrastructure, 

governance and processes. We’ve had remediation programs in place. And while we’ve been 

making progress in these areas, we’re simply not where we need to be. While this is 

disappointing, we’re committed to thoroughly addressing the issues identified in the orders and 

modernizing our bank.” 

He continued, “As many of you know, we’ve been making structural changes in accelerating 

investments. We’ve centralized program management and learn from unsparing root cause 

analysis from outside firms. We’re laser-focused on reducing manual touch points, automating 

processes and ensuring accurate data can be accessed quickly when we’re producing 

management and regulatory reports. More importantly, we’re making strengthening our risk and 

control environment and achieving operational excellence a strategic priority for the firm going 

forward.” 



 

While the near-term uncertainty and need to get its house in order will continue to weigh, we 

think C shares remain quite attractive for those with multi-year time horizons. A longer-term 

return to improving operational execution and business lines in faster growth markets around the 

globe (vs. its U.S. business) will be quite beneficial for shareholders. We still like that C has 

good leverage towards the U.S. economy, while also having the potential to show outsize 

benefits versus its peers from growth in Asia, Latin America and other emerging economies. Our 

Target Price for C now stands at $90. True, share repurchases have been halted, but we believe 

the cash dividend is still secure. The yield is a hefty 4.7%. 

Shares of Morgan Stanley (MS – $51.85) gained over 6% last week as the global financial firm 

posted strong Q3 results Adjusted EPS for the three months came in at $1.59, more than 24% 

higher than the consensus analyst estimate. Besides top-line results being better than expected, 

MS also delivered stronger efficiency and capital ratios. The company also continued to benefit 

from the recent announcement that it would buy investment manager Eaton Vance, which 

positions Morgan Stanley better in asset management by adding strengths in Solutions, ESG and 

U.S. distribution, with the potential to expand EV’s products outside the U.S. 

MS CEO James Gorman commented, “We delivered strong quarterly earnings as markets 

remained active through the summer months, and our balanced business model continued to 



deliver consistent, high returns. The completion of the E*TRADE acquisition, the subsequent 

ratings upgrade from Moody’s, and the recently announced acquisition of Eaton Vance 

significantly strengthen our firm and position us well for future growth…For a decade now, 

we’ve been rebuilding Morgan Stanley from the depths of the crisis to a position to withstand 

whatever comes our way. Our performance this year has validated that approach.” 

We like the diversifying acquisition of Eaton Vance and we also believe the recently closed 

purchase of E*Trade gives MS greater scale in tech, a deeper product and service base, and self-

directed investors to complement advisor-assisted wealth-management clients. In the near-term, 

we believe MS will benefit from continued strong capital market activities, and we see the 

opportunity to take larger wallet share in wealth management with $2.7 trillion in client assets 

already. While financial stocks face headwinds in the low-interest-rate environment, MS has 

performed well and we are constructive on its lower exposure to consumer and commercial 

loans, its healthy balance sheet and its relatively inexpensive valuation. MS trades for 10.3 times 

NTM earnings and yields 2.7%. Our Target Price has been raised to $78. 

Despite turning in blowout Q3 results, shares of Goldman Sachs Group (GS – $206.21) fell 

slightly last week. For the quarter, GS reported a top-line of $10.78 billion. which was almost 

15% higher than expectations, and turned in adjusted EPS of $9.68, more than 76% higher than 

the consensus analyst estimate. The record-setting results came from stronger revenue, lower 

provisions and good expense controls. 



 

Goldman CEO Dave Solomon stated, “Our ability to serve clients who are navigating a very 

uncertain environment drove strong performance across the franchise, building off a strong first 

half of the year. As our clients begin to emerge from the tough economy brought on by the 

pandemic, we are well positioned to help them recover and grow, particularly given market share 

gains we’ve achieved this year.” 

True, the near-term backdrop remains challenging, while there is plenty of uncertainty 

surrounding the pandemic and its fallout, but strong activity levels, a healthy balance sheet and 

strategic repositioning have us thinking that GS shares remain quite attractive for the long-term, 

especially given the strong results the company has been able to produce the last two quarters 

amidst the chaos. We would not be surprised to continue to see strong earnings versus numerous 

competitors because of the company’s lower interest-rate exposure. The build out of its 

traditional banking and investment-management businesses should serve shareholders well in the 

long run, as currently almost two-thirds of Goldman’s revenue comes from its investment 

banking and global markets trading business segments. The ultimate goal of Goldman’s 

evolution is to change the trading and deal-making titan into a more well-rounded financial firm 

with more stable consumer and commercial businesses. That said, we realize that it may take a 

few years for the efforts to begin to be truly rewarded by investors. Shares trade at just 8.4 times 



NTM earnings estimates and below book value. The current dividend yield is 2.4%. Our Target 

Price for GS has been raised to $294. 

Shares of investment giant BlackRock (BLK – $657.38) jumped 7.5% this past week, propelled 

by strong Q3 results. For the quarter, BLK earned an adjusted $9.22 per share (vs. $7.78 est.) 

from revenue of $4.37 billion (vs. $3.92 billion est.). We found it interesting that the quarter saw 

$47.1 billion of inflows into actively managed investment strategies, vs. $50.5 billion in passive 

strategies (index funds and ETFs), the latter an area via iShares for which BLK has become well 

known. Alternatives and fixed income continue to be strong growth drivers, while sustainable 

products are seeing strong momentum. 

 

BLK CEO Larry Fink commented, “As investors around the world navigate current uncertainty, 

including the pandemic and uneven economic recovery, BlackRock is serving clients’ needs with 

global insights, strategic advice and whole-portfolio solutions. We purposefully built the most 

comprehensive, fully-integrated, investment and risk management technology platform in the 

industry to deepen partnerships with clients as we help them achieve their long-term 

goals…BlackRock generated $129 billion of total net inflows in the third quarter, representing 

9% annualized organic base fee growth. Our diverse platform saw inflows across all asset 

classes, investment styles and regions. Notably, more than 50% of long-term flows were driven 



by clients in Europe and Asia…Our results are a validation of our globally integrated asset 

management and technology business model, which allows us to consistently invest and evolve 

ahead of client needs. Each of our strategic investment areas, including iShares ETFs, 

alternatives and technology, continue to grow, while strong investment performance has driven 

positive active flows over the last year. And as clients look to integrate ESG into their portfolios, 

BlackRock is uniquely positioned with industry-leading sustainability research, investment 

strategies and technology.” 

We were pleased, but not surprised, to see BLK post another strong quarter. Analysts continue to 

look for earnings growth in 2020 (unlike most companies), with EPS expected to rise from 

$28.48 in 2019 to more than $38.22 in 2022. The company has also maintained its $3.63 

quarterly dividend (a yield of 2.2%). Our Target Price has been hiked to $683. 

Financial services behemoth JP Morgan Chase & Co. (JPM – $101.51) released Q3 2020 

financial results last week that walloped analyst expectations ($2.92 vs. $2.26 est.). Despite the 

beat, shares remain 28% below where they began the year. Noninterest revenue continued to pull 

the lion’s share of the weight in the quarter (56% of the $29 billion in total revenue), backed by 

strength in investment banking, trading and mortgage fees. Loss provisioning came in at just 

$600 million compared with more than $10 billion last quarter, and more than half of loan 

balances that had deferred payments (mostly from the mortgage portfolio) left deferral status in 

the period, 92% of which are now current on their payments. 

With interest rates still in the basement, management expects full-year net interest income of $55 

billion for 2020, some $2 billion lower than the 2019 figure despite average loan growth of 1% 

so far year-over year. The corollary is the staggering growth in low cost funding (deposit growth 

is now 28% year-over year). 

Given the prevailing monetary and fiscal stimulus this year, CEO Jamie Dimon pontificated on 

the consequences of low interest rates, “I think negative interest rates are a bad idea and will 

probably force, over time, the banking industry to strength, which means they’d be buying back 

stock and doing other things with their capital. But I — but we’re able to handle low rates, and 

we can have decent returns at low rates. I think it’s a bad long-term strategy. I also think it’s a 

bad idea for you all to assume they’re going to continue like that forever. I mean we had massive 

global QE in the last go around, and we didn’t have inflation. But I remind people, a lot of that 

QE was a round trip. The Fed and the central banks support securities so that would create 

deposits to banks. The banks support to put deposits in the central banks. So it was not new 

inflationary fiscal stimulus. Fiscal stimulus which has been extraordinary around the world is, by 

its nature, inflationary. And so we don’t really know the outcome of that. But my view, what I 

tell investors, we’re going to build our businesses day in and day out regardless of interest rate 

environments, et cetera. And we have plans to adjust interest rate environments. We can not do 

certain things. We can charge for certain things. We can do a whole bunch of different stuff. But 

the services is still required, moving money around the world, trading for people, underwriting 

securities, helping manage their money, and we’ll be okay. We’ll work through it.” 

JP Morgan continues to prove itself as a premier financial institution whose multiple levers have 

certainly served it well throughout a very difficult year. Despite operational and macroeconomic 



headwinds, the bank built its Tier 1 common equity ratio to 13% in the quarter. And even though 

share buybacks remain on pause, the strong base of capital and latest quarter of strong 

performance should protect the current ($0.90 per share per quarter) dividend despite the Federal 

Reserve’s capital and income tests. Shares yield 3.5% and our Target Price has been boosted to 

$144. 

Truist Financial (TFC – $41.65) released its third quarter financial results on Thursday. The 

regional bank earned $0.97 per share (vs. $0.88 expected by analysts) even as both fee and 

interest income were slightly down quarter-over-quarter. The bank’s loan loss provisions in Q3 

were nearly half of Q2 with only a slight reserve build. Truist produced a 16.1% return on 

tangible equity and an efficiency ratio of 57.3%, versus 55.8% in the prior quarter, while Tier 1 

common equity was boosted to 10% of risk-based assets. 

“We are pleased to report strong performance for the quarter, particularly given the challenging 

environment,” said CEO Kelly S. King. “Our earnings reflect a modest build in our allowance 

for loan and lease losses, benefiting from our relatively stable asset quality. We also benefited 

from our diverse noninterest-income generating businesses and disciplined core expense control. 

We experienced growth in service charges on deposit accounts and card and payment related fees 

due to some waiver abatement and increased activity from clients. In addition, we are selectively 

investing in our insurance, investment banking, residential mortgage and wealth teams to drive 

more client business. We also made progress in terms of our systems integration as we work to 

build out all the capabilities of Truist. In August, we completed the conversion of Truist 

Securities, integrating the corporate and investment banking businesses of BB&T and SunTrust. 

We were pleased with this very successful major client-facing systems conversion.” 



 

While the current environment remains challenging for nearly all banks, we appreciate the 

competitive brand that both BB&T and Suntrust bring to the southeastern U.S. And, while net 

interest margins remain under pressure, Truist’s fee income should provide ballast as 

management works to wring out costs throughout the two entities. The dividend remains well 

within the Federal Reserve’s test (average of income from the latest four quarters) and the yield 

is now 4.3%. We’ve adjusted our Target Price to $60. 

Shares of Bank of America (BAC – $24.24) fell 4.4% last week, even as the diversified 

financial services giant reported a decent Q3 that saw bottom-line results beat expectations. 

Adjusted EPS came in at $0.51, versus the consensus estimate of $0.50. While earnings were 

down year-over-year, they were actually up sequentially. Net interest margin continued to suffer, 

somewhat offset by fee income. BAC didn’t see the extreme strength in trading that it had 

realized in the previous quarter, but had strong results from Investment Banking. Management 

expects that Q3 will prove to be the bottom for net interest income and we would also think fee 

income will stabilize, as investment banking and trading fees retreat a bit while some of the 

payments and volumes related fees continue their recovery. 

CEO Brian Moynihan stated, “As the economy continued to recover, we generated nearly $5 

billion in earnings this quarter, reflecting the diversity of our business model, our industry-



leading market position and digital capabilities, and our adherence to responsible growth. Our 

Consumer business earned $2.1 billion as asset quality remained sound and spending rebounded. 

Our Wealth Management business showed once again why it is an industry leader in providing 

timely advice and guidance to clients, and our Global Banking and Global Markets businesses 

continued to support the global economy by helping clients raise capital, manage risk and 

increase liquidity. We also supported our communities by making progress on our $1 billion 

commitment to drive racial equality and issuing a $2 billion Equality Progress Sustainability 

Bond. I want to thank our teammates for their exceptional work under extraordinarily difficult 

circumstances.” 

CFO Paul Donofrio added, “The past nine months have tested us and I’m proud to say that our 

teammates have responded extraordinarily well – continuing to deliver for our customers, our 

communities and our shareholders. In addition to providing billions of dollars in credit and 

liquidity to clients, and committing billions more to the communities in which we live and work, 

we have earned more than twice our dividend in every quarter since the crisis began. Equally 

important, our capital position and credit reserves increased this quarter, which positions us to 

continue to be a source of strength for all of our stakeholders.” 

Despite the difficult operational landscape due to the pandemic and low interest rate 

environment, BAC remains a favored holding in many of our diversified portfolios as we 

continue to appreciate the multiple levers the bank has to generate business. Moreover, we 

expect growth in digital engagement to continue (with the bank now reporting 39.3 million 

active digital banking users), driving further reduction of the physical footprint and cost savings. 

COVID-19 headwinds remain and elevated loss provisions throughout the remainder of the year 

are likely, but shares trade for 12 times NTM adjusted EPS projections and offer a dividend yield 

of 3.0%. Our Target Price for BAC remains $38. 

PNC Financial Services (PNC – $101.50) reported adjusted Q3 2020 earnings on Wednesday 

that overwhelmed analyst estimates. The regional bank reported profits of $3.39 per share (vs. 

$2.13 est.) as loan loss provisions fell significantly compared to the prior two quarters. Deposits 

increased 5% in Q3 to $355.1 billion, which management attributes mostly to liquidity 

accumulation form commercial customers, and government stimulus payments and lower 

spending on the consumer side. Net interest income was lower than last quarter by 2% due to 

compressed net interest margin, higher balances at the federal reserve and lower loan balances. 



 

CEO Bill Demchak commented, “PNC delivered solid third quarter results against the backdrop 

of a continuing uncertain economy. Noninterest income increased, expenses were well managed 

and we continued to generate positive operating leverage. Deposits grew while loans declined as 

a result of lower commercial loan utilization rates, despite growth in loan commitments. Our 

provision for credit losses was significantly less than last quarter, reflecting stable reserve levels. 

We continue to execute on our strategic priorities, including ongoing investments in our national 

expansion and digital offerings. We have substantial capital and liquidity flexibility, and remain 

well positioned to take advantage of potential investment opportunities to enhance shareholder 

value.” 

Despite the persistently low interest rate environment, the surge in deposits should keep funding 

costs low for some time. We also expect management to do some shopping with proceeds from 

its big sale earlier in the year of Blackrock shares in the not-too-distant future. Shares are 

attractive with a 12.3 P/E ratio and a handsome dividend yield of 4.5%. Our Target Price now 

resides at $152. 

 


