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Market Review 

We hope that everyone had a celebratory Independence Day! 

Having emailed the July edition of The Prudent Speculator on Friday evening, our Holiday 

missive is a bit shorter than usual, as volatility was relatively light in the latest trading week. 

Happily, the equity markets moved higher, with both the Dow Jones Industrial Average and the 

S&P 500 now standing at record highs, even as the rally over the past five days was led by more 

expensively priced stocks,… 



 

…and the Value vs. Growth horse race continuing to be tied seemingly to movements in the 10-

Year Treasury yield. 



 

With the understanding that many factors influence the financial markets, one might argue that 

the enthusiasm for Treasuries last week was surprising, given the better-than-expected 

Employment Situation Report from the U.S. Bureau of Labor Statistics. After all, the most 

important economic statistic of the month saw more jobs created than expected,… 



 

…which would seem to suggest a modestly more favorable outlook for GDP growth, especially 

with initial filings for unemployment benefits falling to a new pandemic low. 



 

However, the unemployment rate ticked up, while the latest forward-looking read on the health 

of the manufacturing sector pulled back a tad to a still-extraordinarily-strong number… 



 

…but the latest housing statistics were surprisingly strong,… 



 

…as was the much-better-than-expected Consumer Confidence report, with a stumble in auto 

sales explained mostly by tight supply and not lack of demand. 



 

All that said, we respect that the latest Q2 GDP forecast from the Atlanta Fed pulled back a bit to 

7.8% from 8.3% a week ago,… 



 

…while Federal Reserve projections suggest that the recent inflationary spike will be transitory, 

with Chair Jerome H. Powell recently stating, “A pretty substantial part — or perhaps all — of 

the overshoot in inflation comes from categories that are directly affected by the reopening of the 

economy.” Federal Reserve Bank of New York President John C. Williams echoed that view, 

saying, “You could see inflation coming in lower than expected.” 



 

Of course, there is plenty of disparate thinking at the Fed, as evidenced by the latest projections 

for the timing of interest rate hikes, with St. Louis Fed President James Bullard recently 

asserting, “This is a volatile environment; we’ve got upside inflation risk here. Creating some 

optionality for the committee might be really useful here, and that will be part of the taper debate 

going forward.” Dallas Fed President Robert S. Kaplan also argued for removing some of the 

monetary policy accommodation “sooner rather than later.” 



 

Given that even the Fed hardly is sure of the path of the economy or the pace and timing of an 

eventual tapering of its bond buying and potential hikes in the Federal Funds rate, we must be 

braced for fixed income and equity market volatility. But this is nothing new, as no one can 

predict the future, so we like that whether government bond yields are rising or falling, equities, 

led by Value, have enjoyed very good returns… 



 

…while the same can be said, again on average, whether current inflationary pressures prove to 

be transitory. 



 

To be sure, economic strength, inflation and shifts in Federal Reserve policy are not the only 

issues with which investors must contend. Developments on Capitol Hill, geopolitical events and 

the ongoing COVID-19 battle all remain uncertainties that could send equity prices gyrating in 

more volatile directions, but we continue to believe that the secret to success in stocks is not to 

get scared out of them,… 



 

…as every downturn thus far has been overcome in the fullness of time, so much so that equities 

have proved to be a very rewarding asset class. 



 

And, despite the only problem with market timing being getting the timing right, we know that 

many investors do not share our enthusiasm toward stocks, as bonds, despite microscopic interest 

rates, remain shockingly popular,… 



 

…and one of the real-time sentiment gauges is actually tilted toward Fear and not Greed,… 



 

…even as the latest count of Bulls from the American Association of Individual Investors was 

the highest since April 22. 



 

Stock Updates  

Keeping 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. 

Jason Clark, Chris Quigley and Zack Tart look at several of our companies that either had news 

out last week of sufficient interest to merit a Target Price review or are worthy of comment. 

Shares of Organon & Co. (OGN – $30.86) have skidded in price after being spun off from 

parent Merck & Co. (MRK- $78.60) on June 2. The new company contains Merck’s women’s 

health, biosimilars and established brands businesses. Management stated earlier this year that it 

anticipates revenue of $6.1 billion to $6.4 billion for OGN and an operating margin of about 

45%. For the time being, we are simply holding the handful of OGN shares we have received as 

we do not have enough financial information to establish a Target Price. 

https://theprudentspeculator.com/dashboard/


 

Merck is expected to operate in a much leaner fashion with concentrated areas of focus. Of 

course, Keytruda becomes a much bigger piece of the Merck revenue engine for the time being 

as new indications are expected to come online. Also as a result of the spin-off, Merck’s gross 

margins are projected to be higher, but operating margins will take a hit, at least until anticipated 

expansion in 2024. Our spin-off adjusted Target Price for MRK, which yields 3.3%, is $103. 

Jim Whitehurst, heir apparent to the IBM (IBM – $140.02) CEO position, stepped down on 

Friday, sending shares tumbling more than 4.5%. IBM had been on an upward streak following 

its very-expensive acquisition of Red Hat, as investors were optimistic that the perpetually stuck-

in-neutral giant might have turned a corner. The company took on nearly $30 billion in debt to 

complete the deal in 2019 and Mr. Whitehurst seemed to have significant financial incentive to 

stay. While he has not departed completely (he’s staying on as a Senior Advisor), we suspect Mr. 

Whitehurst’s token title is an effort to help him achieve his incentives, rather than being the 

guiding light for a new chapter from afar. 

Our continued ownership of IBM remains tenuous as our Investment Team has had plenty of 

spirited debate about the holding. On the one hand, we worry that Mr. Whitehurst is not the only 

arguably disgruntled employee as IBM has struggled to execute for some time now, suffering 



from arrogance, bad leadership decisions and cultural problems. Indeed, it was rumored last 

week that IBM has been struggling for more than 18 months with its own email migration. 

On the other hand, IBM trades at super-cheap multiples compared to other tech companies, 

though its EPS have been goosed over the years by enormous stock buybacks. And speaking of 

EPS, current analyst estimates for 2021, 2022 and 2023 stand at $10.93, $12.06 and $13.08, 

respectively, not bad for a $140 stock, with a 4.7% dividend yield. 

We also have the upcoming separation of IBM’s Managed Infrastructure Services businesses 

with which to contend as we determine our willingness to continue to hold our current position in 

the shares for the long term. For the moment, our Target Price has been trimmed to $170, but 

with every stock in our portfolios fighting for its spot, IBM is on our watch list. 

Micron’s (MU – $80.33) fiscal Q3 2021 results were stellar in our view, but shares fell nearly 

6% on analyst concerns that pricing may be near its peak. The memory chip maker had sales of 

$7.42 billion (vs. $7.22 billion est.) and EPS of $1.88 (vs. $1.72 est.). Micron expects Q4 

revenue between $8.0 billion and $8.4 billion and adjusted EPS between $2.20 and $2.40. For 

comparison, MU had revenue of $6.06 billion in Q4 last year and $1.08 of EPS. 

CEO Sanjay Mehrotra was positive on the quarter, “Our strong execution enabled us to achieve 

the largest sequential EPS improvement in our history and to set multiple revenue records. 

NAND hit record revenue, propelled by record mobile MCP, consumer SSD and client SSD 

revenues. Our Embedded business exceeded $1 billion for the first time, with record revenue 

across automotive and industrial markets. We also achieved key technology and product 

milestones with our industry-leading 1-alpha DRAM and 176-layer NAND, reaching a 

meaningful portion of our bit production and QLC NAND accounting for a majority of our client 

SSD bit shipments. We expect DRAM and NAND supply to remain tight into calendar 2022 as 

the global economy rebounds. The strong demand for memory and storage across the data center, 

intelligent edge and user devices puts Micron in the best position ever to fully capitalize on these 

exciting opportunities.” 

Mr. Mehrotra continued, “Despite shortages across the semiconductor ecosystem in various 

assembly materials and assembly capacity, Micron delivered record assembly output this quarter 

which helped fuel our strong revenue performance. Our assembly and test success was the result 

of a strategic decision we made several years ago to increase our captive footprint and strengthen 

relationships with suppliers and partners. We successfully mitigated the impacts of the drought in 

Taiwan with no reduction in our production output. Taiwan’s rainy season has begun, bringing 

with it sufficient water supply to support our manufacturing requirements…” 

Looking ahead, Mr. Mehrotra said, “While the pandemic remains a risk factor, calendar 2021 is 

shaping up to be a strong year, fueled by the macroeconomic recovery, combined with secular 

drivers, such as AI and 5G, that are creating sustained demand increases across broad end 

markets. As a result, our expectations for calendar 2021 DRAM and NAND bit growth have 

increased since our last earnings call, and we now expect calendar 2021 DRAM bit demand 

growth to be somewhat above 20% and NAND bit demand growth in the mid-30% range. There 

is currently unmet demand for DRAM and NAND due to end market strength… Turning to 



Micron supply. We are targeting to align our long-term bit supply growth CAGR with the 

industry bit demand growth CAGR across DRAM and NAND. However, we expect year-to-year 

variability caused by no transition timing. In both DRAM and NAND, we expect our calendar 

2021 bit supply growth to be below the industry bit demand growth, and we have used our 

inventory to add to our bit shipment growth this year.” 

Micron also jettisoned a fab in Utah to Texas Instruments for $900 million in cash (MU says the 

economic value of the sale is $1.5 billion), as it winds down production of 3D XPoint 

technology. In addition, MU repurchased 1.7 million shares in Q3 for $150 million, bringing the 

total spent on share repurchases since the inception of the repurchase program to $3 billion. 

Micron has also spent $2 billion to settle convertible notes and expects to continue repurchasing 

shares in the upcoming quarter. MU shares have retreated a bit from the $95.59 high in April, but 

we think that the company will continue to execute, propelling earnings well into the future. 

Analysts expect MU to earn $5.89 per share this year, and more than $11 in each of fiscal years 

2022 and 2023. Even though the business has tended to be lumpy, we are content with our 

current positioning and have raised our Target Price for MU to $119. 

Shares of Acuity Brands (AYI – $178.73) dimmed last week, falling more than 7% after the 

lighting and lighting control systems concern reported its fiscal Q3 financial results. We saw the 

results as strong and headed in the right direction as sales came in 7% above the consensus 

analyst estimate ($899.7 million vs. $839.8 million). Acuity also announced that it earned $2.77 

per share in the period, versus the average analyst estimate of $2.27. Revenue grew by almost 

16% versus the year ago period and gross profit margins expanded by 80 basis points. 

Despite the sizeable beats on the quarter, analysts and investors seemed to be concerned about 

management’s forecast of gross margins beyond the next 18 months to come in around 42%, 

when close followers indicated they were looking for 42.5%. The tighter than expected margin 

outlook wasn’t that much of a surprise to us given the spike in input costs we have been seeing in 

a number of company reports throughout earnings season. 

“I am proud of our team for returning the business to growth during the quarter, while also 

expanding our gross profit margin. The breakout of our newly formed business segments shows 

that both segments contributed to that improvement,” stated Acuity CEO Neil Ashe. “We 

continue to allocate capital effectively with the acquisition of AMS OSRAM’s North American 

Digital Systems business which will contribute to innovation and long-term growth.” 

We continue to appreciate the financial flexibility built into Acuity’s business model, which 

allows it to scale with prevailing demand and the opportunistic deployment of capital (during the 

first nine months of fiscal 2021, AYI repurchased 3.3 million shares of its stock at an average 

price of $104). We like AYI’s product and productivity improvements, and we are optimistic 

about the several channels for growth the company has on the horizon. We boosted our Target 

Price on the “disappointing” earnings report to $215. 
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