
Market Commentary Monday, December 7, 

2020 

December 6, 2020 

EXECUTIVE SUMMARY 

Newsletter Purchases – Three Stocks for Two Portfolios 

Week in Review – Value Tops Growth 

Health News – Skyrocketing Cases vs. Promising Vaccines 

Econ Update – Mixed Numbers 

Econ Forecast – OECD Sees Brighter Outlook 

Perspective  – Bear & Bull Markets 

Historical Evidence – Room for Value to Outperform 

Stock News – Updates on LRCX, QCOM, MU, HPE, NTAP, KSS & KR 

Market Review 

A little housekeeping before this week’s missive. As discussed in the December edition of The 

Prudent Speculator, we picked up the following for our two hypothetical portfolios on Friday, 

December 4. 

PruFolio 

126 HollyFrontier (HFC – $28.55) at $27.66 

Millennium Portfolio 

65 Foot Locker (FL – $41.67) at $40.72 

48 Regency Centers (REG – $49.08) at $48.77 

***** 

It was a lousy start, but a wonderful end to another terrific week for Value indexes. After trailing 

in the weekly returns race by 130 basis points (1.30 percentage points) following Monday’s 

sizable skid of 1.22%, the Russell 3000 Value index made up that deficit and then some, ending 

the week with a 1.94% total return, compared to a 1.63% total return for the Russell 3000 

Growth index. 



 

Needless to say, we are pleased to see the resurgence of interest in inexpensively priced stocks, 

especially as near-term news on the health front remains awful around the world,… 



 

…and here at home. 



 

Of course, the stock markets are forward-looking mechanisms, and we know that game-changing 

help in the form of vaccines is coming,… 



 

…while the U.S. economy has continued to hold up remarkably well, all things considered, with 

solid readings last week on the state of the manufacturing sector,… 



 

…and the service sector,… 



 

…even as other numbers were mixed,… 



 

…and the headline monthly payrolls number trailed expectations,… 



 

…even as the unemployment rate and latest jobless claims numbers came in better than forecast. 



 

Interestingly, the outlook for Q4 U.S. GDP growth, at least per calculations from the Federal 

Reserve Bank of Atlanta, remains fairly robust,… 



 

…while Washington continues to debate additional economic stimulus measures to tide many 

Americans over until the vaccines allow the country…and the world…to return to a more normal 

environment. 



 

Looking ahead, the latest Economic Outlook and commentary from the Organisation for 

Economic Co-operation and Development was relatively upbeat,… 



 

…even as we think all the uncertainty that exists these days makes even more timely the John 

Kenneth Galbraith quotation, “The only function of economic forecasting is to make astrology 

look respectable.” 

So, we remain braced for increased volatility, and we never forget that while stocks have proved 

to be a very rewarding asset class through the years, they move in both directions,… 



 

…but we continue to believe that there is a lot of room for Value to close the recent returns race 

gap,… 



 

…much less reclaim its historical place at the top of the performance scorecard. 



 

Stock Updates  

Jason Clark, Chris Quigley and Zach Tart look at 7 of our companies that had developments of 

sufficient importance to merit a valuation 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. 

Shares of semiconductor equipment manufacturer Lam Research (LRCX – $499.98) breached 

our Target Price last week on a surge of more than 9% over the past 5 trading days. The rollout 

of 5G and other high-performance computing applications is still very supportive of demand for 

capital equipment due to the increasing complexity of chip design which we do not expect to 

slow for the foreseeable future. Still, with the stock rallying 170% YTD, we are mindful of 

valuation now that the NTM PE is on the higher end of the stock’s historical range: approaching 

22 times consensus analyst estimates. 

We continue to like that Lam operates in a consolidated industry, with tough barriers to entry due 

to its capital-intensive nature and significant technical capability requirements. The firm also 

https://theprudentspeculator.com/dashboard/


continues to compete for market share against the other major players even as there are risks 

owing to unresolved diplomatic obstacles due to outsized exposure to Chinese sales. As such, we 

recommend for those with large position sizes (i.e. north of 1.5% or so) to reduce their positions 

in the stock to a “normal” level. For us, “normal” in a broadly diversified portfolio equals 

roughly 1.2%. Our Target Price for our remaining LRCX has been bumped to $520 for the time 

being. 

Semiconductor designer Qualcomm (QCOM – $145.01) also surged past our Target Price last 

week thanks to continued strength in the Tech space and the well-received launch for the 

company’s Snapdragon 888 processor. The Snapdragon 888 processor is QCOM’s flagship 5G 

mobile platform, which excels at connectivity and gaming, while sporting a sharp camera and 

powerful onboard security features. Qualcomm trades for more than 22 times forward earnings 

and yields 1.7%, but analysts expect EPS to grow from $4.19 in 2020 to $7.00 in 2021 and more 

than $8.00 by 2023, so we are continuing to hold. QCOM also scores well in our proprietary 

quantitative framework. Our Target Price has been increased to $168. 

Memory maker Micron Technology (MU – $73.34) pre-announced fiscal Q1 results, sending 

shares soaring on the bullish report. Micron expects adjusted revenue between $5.70 billion and 

$5.75 billion, with adjusted EPS between $0.69 and $0.73. The gross margin was also boosted to 

a range of 29.5% and 30.5%. The final quarterly report is scheduled for release on December 17. 

Micron shares have gained nearly 20% in the past month and more than 110% since this year’s 

low on March 16. 

At the 24th Annual Credit Suisse Technology Conference, CEO Sanjay Mehrotra said, “We saw 

strength versus our prior expectations in the earnings call last time with respect to the guidance 

we had provided. We saw strength pretty much across the board. We saw strength in mobile, in 

auto, in industrial, in PC. As we had expected, cloud was healthy for us. Of course, enterprise 

continue to be weak, just like we had stated in our last earnings call that enterprise environment 

is overall weak. I’m pleased with how Micron executed with strength both coming from DRAM 

and NAND, strength coming in terms of volume in DRAM and NAND as well as with respect to 

pricing.” 

Mr. Mehrotra continued, “And when I look at DRAM beyond the seasonally weak calendar first 

quarter, I expect that strength will continue to build up in DRAM through the course of the year 

with all the industry supply considerations, but more importantly, all the demand drivers that 

continue to build up nicely for DRAM. Whether it is in the cloud or it is on the edge, DRAM will 

do well for us during the course of 2021. NAND side, while we saw the strength in volume and 

pricing better compared to our previous expectations of the guidance we had provided for the 

November quarter, NAND industry, as we have shared before, continues to be challenging. And 

of course, we have taken steps to manage our supply bit growth, as we have said, in calendar 

year ’21 to be below the industry demand. I do believe that, overall, the NAND industry needs to 

continue to take actions to better manage the supply. Otherwise, in calendar year 2021, there may 

be some risk of supply exceeding demand for NAND. However, on the DRAM side, we continue 

to see strong fundamentals.” 



Mr. Mehrotra also added that he thinks enterprise demand will pick up next year as the world 

moves past the pandemic. We continue to like Micron, even as it has historically been on the 

more volatile end of our holdings in a business that can be feast or famine. The solid outlook and 

reasonable valuation metrics for the next several years leave us comfortable with our current 

position for the moment. The company also has a strong balance sheet. Our Target Price for MU 

has been boosted to $78, though we would not rule out a trim of the position in the near future. 

Shares of Hewlett Packard Enterprise (HPE – $12.34) gained 3% after reporting decent fiscal 

Q4 2020 results. HPE earned $0.37 (vs. $0.35 est.) per share and had $7.21 billion (vs. $6.88 

billion est.) of revenue. The company saw strong demand in the Storage and Intelligent Edge 

businesses, which helped push total revenue up 5% sequentially and roughly level year-over-

year. 

HPE CEO Antiono Neri commented “The global pandemic has forced businesses to rethink 

everything from remote work and collaboration to business continuity and data insight. Over the 

last several months, we have seen growing momentum in our businesses as customers 

increasingly turned to HPE for capabilities from edge to cloud. Our unique set of capabilities 

help our customers empower their workforces, deploy new resilient IT solutions and extract 

insight from critical data while leveraging and consuming these solutions more flexibly as a 

service.” 

Mr. Neri said, “As we have been transforming how we work, we have also recognized that we 

have an enormous opportunity for customers to transform and digitize their business to adapt and 

operate in a new world. Business continuity and success depend on solutions and advanced IT 

resiliency, empower more workforces securely, extend connectivity, reinvigorate customer 

engagement and enable business model evolution. Against this backdrop, HPE has delivered 

despite the challenging circumstances. We have brought new capabilities and experiences to our 

customers to meet their emerging needs. We have invested in both organic innovation and M&A 

that strengthen and differentiate our position in the market. We have acted quickly to protect our 

financial foundation and become a more agile company. And we have remained committed to 

our culture. We have asked a lot to our team this year, and I am personally immensely proud and 

grateful for the significant courageous contribution.” 

HPE also announced that it will move the HPE headquarters from San Jose, California to 

Houston, Texas. The move will not include any layoffs, while the Aruba headquarters will 

remain in San Jose and the ‘innovation tech hub’ will stay in San Jose. The move does not come 

as a surprise, as HPE has been working on building out a 440,000 square foot campus in 

CityPlace at Springwoods Village since last 2018. 

We understand the skepticism regarding HPE’s transition and frustration regarding the 

company’s weak performance this year. We have waited patiently for many of our holdings to 

rework their businesses, which are often successful. 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 3.9% and 

our Target Price has been bumped up to $17. 



Shares of NetApp (NTAP – $59.99) jumped more than 12% last week following a well-received 

fiscal Q2 earnings report from the global cloud-led, data-centric software company. NTAP 

posted EPS of $1.05, versus estimates of $0.73, as revenue rose 3% on a year-over-year basis to 

$1.42 billion. The company saw strong demand in high-margin software, cloud services and 

recurring maintenance segments, while costs were kept down with a largely remote workforce. 

CEO George Kurian explained, “In the second quarter, NetApp again delivered strong results, 

successfully executing against our plan to scale our cloud business while growing in the storage 

market. We also introduced significant new products and services which further advance our 

Data Fabric strategy. We are a primary beneficiary of the increasing importance of data and are 

uniquely positioned to help customers with their digital transformations. I am confident in our 

ability to drive long-term growth, extend our hybrid cloud leadership, and deliver value for 

customers, partners, and shareholders.” 

More importantly, in the eyes of investors, and a major reason for a big upgrade of its rating on 

the stock from a prominent Wall Street firm, NetApp said that it sees a better-than-expected top 

line of $1.34 billion to $1.49 billion in Q3, with the bottom-line EPS range of $0.94 to $1.02 

ahead of the then-consensus forecast of $0.90. 

NetApp bills itself as the “data authority for the hybrid cloud.” That is, NTAP’s products work as 

a neutral platform between any number of cloud vendors and on-premise environments. The 

company is #1 (according to Gartner) in general-purpose disk arrays and solid-state arrays, and 

calls Cisco, Microsoft, Oracle, VMWare, SAP, Citrix, Red Hat, IBM, Infosys, AWS and BMC 

among its partners. We think that NTAP’s commodity hardware (i.e. non-proprietary) and 

proprietary software model remains attractive, especially as long-term market growth requires 

significant off-premise and hybrid cloud investments. We like the forward P/E under 15 and the 

now-projected return to EPS growth this fiscal year. Shares yield 3.2% and our Target Price has 

been hiked to $80. 

Last week, Kohl’s (KSS – $40.09) announced a partnership with Sephora to incorporate the 

beauty product company’s shops inside 850 of its stores. The partnership seemingly parallels that 

of retail and makeup competitors Target (TGT – $175.03) and Ulta Beauty, which was 

announced in early November. We applaud the move to increase exposure to beauty products 

and as another effort, in addition to its partnership with Amazon for returns, that provides further 

reason for customers to visit stores despite the unwavering threat from online competition. 

Shares soared 22% on the news, adding to big gains already experienced since news of COVID-

19 vaccines hit the press. As we wrote in our most recent note last month, we think Kohl’s 

balance sheet is rather healthy with enough cash and credit to withstand another round of 

lockdowns, should they impact sales more than expected. Analysts currently expect earnings per 

share to improve to $2.37 and $2.68 in fiscal 2022 and 2023, respectively. We’ve adjusted our 

Target Price for KSS upward to $50. 

As happened last quarter, shares of Kroger Co. (KR – $34.47) fell roughly 5%, even as the 

company reported a solid Q3. The grocer earned $0.71 per share in the period (vs. the $0.67 

expected by analysts), 51% higher than Q3 a year ago. Sales were $29.7 billion in Q3, 



sequentially lower versus Q2, but 6% higher year-over-year. Same store sales, excluding fuel, 

grew 10.9%, while precautions taken due to COVID-19 continue to drive strong digital sales, 

which grew 108%. 

CEO Rodney McMullen commented, “We are more certain than ever that the strategic choices 

and investments made over the last 3 years have positioned us to meet the moment. And as a 

result of our strong performance and consistent market share gains, we are raising our guidance 

for the remainder of the year. We are also positioned to deliver beyond 2020 for our customers, 

associates and shareholders as we believe a number of the impacts of COVID-19 will be 

structural and lasting. As a result of the pandemic, we continue to see increased basket sizes and 

fewer customer visits. Customers across the country are still staying home and cooking at home 

is now part of the new routine. We are fulfilling our customers’ growing demand for premium 

products as they seek joy and elevated experiences.” 

KR did agree to spend $1 billion toward the funding of retirement benefits for 33,000 of its union 

workers (for which it will take a $0.98 charge next quarter). Nevertheless, management was 

positive enough about the remainder of the year to raise its EPS guidance, and now expects 

between $3.30 and $3.35 per share for all of 2020. 

CFO Gary Millerchip explained, “As a result of our continued strong performance, market share 

growth and the expectation of sustained trends in food at home consumption for the remainder of 

our fiscal year, we are raising our full year 2020 guidance. For the full year 2020, we expect total 

identical sales without fuel to be around 14% and adjusted EPS growth of 50% to 

53%…Looking toward 2021, we believe that our performance will be stronger than we would 

have expected prior to the pandemic when viewed as a two-year stacked result for identical sales 

without fuel growth and as a compounded growth rate over 2020 and 2021 for adjusted earnings 

per share growth.” 

While competition remains stiff in the grocery space, we like that Kroger continues to remake 

itself and has moved more in the direction of being offensive versus defensive/reactive. 

Competitive headwinds won’t die down anytime soon, but we are pleased to see the continued 

progress being made, and we believe there is more upside to be offered in KR shares. The stock 

trades at 11.2 times NTM adjusted EPS projections and its dividend yield of 2.4% is still 

attractive, especially relative to the 10-year U.S. Treasury yielding under 1%. Our Target Price 

for KR has been boosted to $41. 

 


