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Market Review 

A bit of housekeeping before this week’s missive. As discussed in our Sales Alert on Thursday, 

July 15, we sold 1,363 and 263 shares of Tsakos Energy Navigation (TNP – $7.55) respectively 

held in TPS Portfolio and Buckingham Portfolio at $7.25 per share on Monday, July 19. We will 

also use that $7.25 price to close out the 313 and 111 share positions respectively held in our 

hypothetical Millennium Portfolio and PruFolio. 

While we did not hold any Axis Capital (AXS – $49.09) shares in our real-money newsletter 

portfolios, we will close out the 154 and 444 share positions respectively held in Millennium 

Portfolio and PruFolio at $49.44 per share, also on Monday, July 19. 

***** 

Perhaps your Editor’s favorite investment quotation is attributed to Lao Tzu, “If you do not 

change direction, you may end up where you are heading.” Sadly, many ride an emotional roller-

coaster, abandoning their long-term plans when they would have been much better off staying 

put, with the zigs and zags so costly that the average investor does not come close to enjoying 

the returns offered by the financial markets. 

No doubt, it is not easy to suppress the twin emotions of fear and greed, even as legendary 

investor Warren Buffett states, “The market, like the Lord, helps those who help themselves. But 

unlike the Lord, the market does not forgive those who know not what they do.” 



 

Unfortunately, the financial press, and the supposed experts who are often cited, usually offer 

little in the way of assistance for those with a long-term orientation. For example, the equity 

markets plunged this past Monday, with the Dow Jones Industrial Average down more than 900 

points late in the trading session, hitting a low of 33742. Not surprisingly, the four different 

pundits quoted by The Wall Street Journal in the headline story in Tuesday’s edition offered 

seemingly logical arguments for the selloff. 



 

To be sure, very few will be quoted saying, “I don’t know,” as the rationale for a short-term 

market movement, but that is often the best justification…as stock prices rebounded over the 

next four days, so much so that the Dow closed Friday at an all-time high above 35000,… 



 

…evidently because there was an overnight reassessment of the long-term dangers of the 

COVID-19 Delta variant, for lack of a better reason. 



 

Of course, the media again provided arguably valid explanations for the rally,… 



 

…but factors such as strong corporate earnings were just a continuation of what was seen last 

week…and earlier in July and last quarter,… 



 

…while the outlook for near-term economic growth held steady,… 



 

…with mixed readings from IHS Markit on the health of the manufacturing and services 

sectors,… 



 

…as well as the latest numbers on the jobs situation,… 



 

…and the housing market. 



 

The important June Leading Economic Index from the Conference Board came in two-tenths of a 

point below expectations with a gain of 0.7%, but the outlook for U.S. economic growth this year 

and next remains very favorable. 



 

With the heightened volatility over the past five days providing yet another reminder that the 

secret to success in stocks is not to get scared out of them,… 



 

…nothing that happened last week alters our enthusiasm for the long-term prospects of our 

broadly diversified portfolios of what we believe to be undervalued stocks, especially given the 

extraordinarily low interest rate climate,… 



 

…where more than $4 trillion is hiding out in the safety of incredibly low-yielding money 

market funds,… 



 

…and a whopping $15.9 trillion around the world is “invested” in negative yielding government 

debt. 



 

Further, we note that pessimism toward equities, despite record closes on the Dow and S&P 500, 

rose considerably in the latest week,… 



 

…with fear still the dominant emotion! 



 

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 more than a few of our companies that 

announced quarterly earnings last week or that had sufficient news out to warrant a review of 

their respective Target Prices. 

Despite reporting a fantastic quarter and a surprisingly robust jump in its outlook, shares of 

Whirlpool (WHR – $219.52) ended slightly down last week as investors grew concerned about a 

continued rise in input costs for the appliance maker. For Q2, adjusted earnings of $6.64 per 

share, easily outpaced the consensus estimate of $5.90. Revenue of $5.32 billion was almost 6% 

more than the average forecast, as net sales in North America rose 22%, EMEA jumped 39% and 

Latin America soared 73%, while net sales in Asia dipped 4%. Management announced that it 

was increasing its full-year sales growth projection from 13% to 16%. The new forecast for 

adjusted EPS for 2021 is $26.00 per share, up from a range of $22.50 to $23.50. Free cash flow 

https://theprudentspeculator.com/dashboard/


for the full-year had been projected to be around $1.25 billion, but now is expected to come in at 

$1.7 billion. 

CEO Marc Bitzer commented, “We are significantly raising guidance to reflect the strength of 

our business driven by sustained consumer demand and the successful implementation of our 

previously announced cost-based pricing initiatives. Our Q2 results together with our record 

performance over the past three years impressively demonstrate our ability to perform in a 

volatile environment.” 

CFO Jim Peters added, “We delivered double-digit revenue growth, expanded EBIT in every 

region across the globe, and generated significant cash flow while navigating a challenging 

macroeconomic environment. Looking ahead, we are confident in our ability to capitalize on the 

structural improvements we have made in our business over the last number of years and 

continue to drive shareholder value.” 

 

We continue to believe there is more potential for WHR as the U.S. housing market remains very 

healthy. Despite increased input costs, we can see margins hanging in there, driven by higher 

selling prices with pass-through of higher material costs and fixed-cost structural reductions that 

should drive better profitability. Besides the North American market, the company continues to 



have an opportunity to drive growth in its other global markets. WHR shares currently trade at 

just 9.5 times NTM expected EPS, and the dividend yield is 2.6%. Our Target Price for WHR 

has been hiked to $303. 

Shares of Intel (INTC -$53.00) fell more than 5% on Friday after management comments on 

server chips and margins caused consternation among investors despite a better-than-expected 

Q2 report. Intel earned $1.28 per share in the quarter, better than the $1.07 estimate, while 

revenue was $18.5 billion, soundly ahead of the $17.8 billion estimate. 

Challenged by an analyst on a competitive server environment and lower average selling prices 

(ASP), Intel CEO Pat Gelsinger said, “I think that the substrate and the overall supply limitations 

keeps, I’ll say, a bound on market share movements in that area of the business overall. We do 

think incrementally, our IDM capabilities give us a bit more capacity, and we saw market share 

gains, for instance, in the first half of the year in the Client business as a result of that. And we 

do think that gives us some ability to hopefully do a bit better than we’ve even guided with if it 

occurs. But overall, yes, your question is in the right domain, fairly stable ASPs, fairly stable 

market segment share in the data center in the second half of the year, which, as we’ve already 

said, has substantially improved from last year as well as from the first half of this year. Products 

are getting more competitive. Stronger products give us more ASP capabilities as they become 

more competitive. So overall, we’re feeling like the bottom was Q1, Q2 showed that to be the 

case, even a bit above our expectations, and we’re in a great trajectory for the second half and 

into next year.” 

On the topic of margin, Mr. Gelsinger said, “Gross margin percent is expected to be lower in the 

second half of the year, predominantly due to 7-nanometer factory ramp, worsening supply 

constraints impacting client volume and mix and a onetime charge in Q4 related to our Intel 

federal business. For your models, absent this onetime charge, the implied Q4 gross margin 

would be approximately flat to Q3… Since April, we have seen supply chain inflation happening 

faster than we are electing to pass-through to our customers, further impacting our second half 

gross margin outlook. We expect increased R&D through the year as we invest in our road map 

and IDM 2.0 strategy, resulting in year-over-year growth in OpEx of approximately 10%.” 

Intel’s outlook was improved, though, as Mr. Gelsinger reported, “Turning to our full year 

outlook. We are raising our revenue guidance by $1 billion to $73.5 billion with gross margin of 

56.5% and EPS of $4.80, up $0.20 from our prior guide. Consistent with the investment mode 

we are in under IDM 2.0, we expect CapEx of $19 billion to $20 billion this year and free cash 

flow to be $11 billion, up $500 million versus prior expectations. In our CCG business, we 

expect full year revenue to be flat to slightly down year-over-year as growth from an increasing 

TAM is offset by supply constraints and the ramp down of our Apple modem and CPU revenue 

and the exit of our Home Gateway business. Adjusting for all of the Apple and Home Gateway 

business, CCG would have been up high single digits year-over-year. For DCG, we expect full 

year revenue to be slightly down year-over-year but with second half revenue significantly 

higher than first half as E&G and cloud recovers. As a result, we expect Data Center will return 

to year-over-year growth in both Q3 and Q4.” 



With the improved outlook and Mr. Gelsinger unapologetically telling Bloomberg TV that Intel 

is “committed to being a growth company,” we remain fans of the turn-around potential, but note 

that significant bumps might still remain in the road. We appreciate the margin and server 

business concerns, particularly as the latter is a historically strong area for INTC, but we are 

optimistic that conditions will continue to improve. Shares trade for less than 13 times forward 

earnings estimates, while the balance sheet is strong and the dividend yield is 2.6%. Our Target 

Price for INTC now resides at $73. 

Shares of Int’l Business Machines (IBM – $141.34) rose modestly after the company reported 

Q2 results that beat analyst estimates. The technology giant earned $2.33 per share, compared 

with the analyst consensus estimate of $2.28, and had revenue of $18.75 billion. Cloud and 

Cognitive Software revenue was $6.10 billion ($6.03 billion est.), Global Business Services 

revenue was $4.34 billion ($4.06 billion est.) and Global Technology Services revenue was 

$6.34 billion ($6.20 billion est.). The adjusted gross margin met expectations of 49.3%, while 

Red Hat revenue was up 20% year-over-year. 

CEO Arvind Krishna said, “We continue to take decisive steps and make the investments 

required to execute on our strategy. This includes making acquisitions that strengthen our 

portfolio, offering new innovations and digital capabilities to our clients, expanding our partner 

ecosystem, accelerating changes to our go-to-market model while also instilling more of a 

growth mindset among our teams and building a more client-centric culture. We are executing 

the separation of Kyndryl, which is still on track to be completed by the end of the year.” 

CFO Jim Kavanaugh added, “We continue to make progress in our revenue performance, led by 

7% growth in Global Business Services and 2% growth in Software, both at constant currency. 

The spending environment is improving. We see this in markets where reopening is progressing 

like the United States and Canada and in several countries in Western Europe. From an industry 

standpoint, we saw a meaningful improvement in some of the areas that have been more 

impacted by the pandemic like travel and transportation, automotive and industrial products. 

Globally, we’re helping enterprise digitally transform, leveraging our platform approach. IBM’s 

cloud revenue over the last year across software, services and infrastructure is now $27 billion, 

which is up at a double-digit rate. This continues to be led by Global Business Services and 

Cloud & Cognitive Software, whose cloud revenue this quarter was up 30% and 25%, 

respectively. As our revenue performance improves, the fundamentals of our business model 

remains solid. We expanded operating margins with gross margin up 30 basis points and pretax 

margin up 70 basis points.” 

Mr. Kavanaugh continued, “We’ve been clear on the metrics we’re focused on: revenue growth 

and cash flow. For the full year, we continue to expect revenue growth at current spot rates. 

We’ve maintained this view since January, though I’ll remind you, since then, we’ve lost about 1 

point of revenue growth from the dollar strengthening. We also continue to expect $11 billion to 

$12 billion of adjusted free cash flow. This adjusted free cash flow excludes about $3 billion of 

cash impacts for structural actions and the transaction charges for the spin-off. As we look to the 

third quarter, we expect second and third quarter revenue dynamics to be in line with the average 

of the last 3 years. Looking at the revenue profile. More year-to-year growth should come from 



the underlying business performance mitigated by moderating currency benefits. We’re 

continuing to ramp our investments.” 

While we are pleased to see a second consecutive quarter of revenue growth, our ownership of 

IBM remains tenuous as our Investment Team continues to have plenty of debate on the future of 

the holding in our portfolios. On the one hand, IBM has been a serial disappointer, while on the 

other hand, the stock is extraordinarily inexpensive (12.3 times forward earnings estimates) 

compared to other cloud players. We also are comforted by a 4.6% dividend yield. For the 

moment, our Target Price is $171, but with every stock in our portfolios fighting for its spot, 

IBM remains on our watch list. 

Hard-disk-drive maker Seagate Technology PLC (STX – $85.48) reported earnings per share of 

$2.00, versus the $1.84 estimate, in fiscal Q4 2021. STX had sales of $3.01 billion (vs. $2.98 

billion est.). STX’s 25% year-over-year revenue growth was propelled by improved pricing 

dynamics, demand strength and expanded product offerings. For the full fiscal year, Seagate 

returned $2.7 billion to shareholders via share repurchases and dividends and retired 13% of the 

outstanding share count. 

STX CEO Dave Mosley commented, “During the June quarter, we saw a meaningful increase in 

HDD demand due in part to the initial build-out of the TMS space, which is comprised of both 

new and repurposed HDDs. By our estimation, new Chia demand represented at most a mid- 

single-digit percentage of total industry exabyte shipments during the quarter, primarily into the 

distribution channel. This incremental demand served to tighten HDD supply dynamics and an 

increasingly robust demand environment. While the future growth outlook in this space remains 

unclear, we are excited by the potential applications associated with innovations in decentralized 

file storage. For Seagate, strong growth in the traditional mass capacity market remains the 

primary driver of HDD demand. In the June quarter, mass capacity represented close to 70% of 

Seagate’s HDD revenue, supported by broad-based demand for our nearline drug and the third 

consecutive quarter of sales growth into both cloud and enterprise customers.” 

Mr. Mosley continued, “Cloud data center demand has remained healthy and steady for the last 

18 months, and current indicators suggest that, that trend will continue. While it’s clear that the 

pandemic played a big role in accelerating digital transformation, hyperscale industry leaders 

expect the digital adoption curve to continue accelerating even as COVID receives. At the same 

time, businesses are preparing for employees to return to the workplace, which is reinvigorating 

on-prem IT infrastructure investments and supporting ongoing recovery in the enterprise 

markets. We also experienced stronger-than-anticipated recovery in the VIA markets during the 

quarter, due in part to tighter supply conditions. We currently foresee relatively stable demand 

through the second half of the calendar year. Looking in secular demand for mass capacity data, 

combined with signs of macro recovery represent significant opportunities for Seagate and set 

the stage for continued strong financial performance and cash flow generation. These factors, 

combined with our broad product portfolio, underpin our forecast to grow revenue in the high 

single-digit percentage range or more in fiscal 2022, which is well above our long-term financial 

model range.” 



CFO Gianluca Romano added, “Based on our current outlook, we expect to maintain a robust 

capital return program in fiscal 2022, while maintaining a strong balance sheet and liquidity 

profile. Cash and cash equivalents remained relatively stable at $1.2 billion, and total liquidity 

was approximately $3 billion, including our revolving credit facility. These levels are more than 

adequate to support our operations and business need. As we enter fiscal 2022, the team and 

environment remains strong, and we continue to execute our product and technology road map to 

deliver on our customer requirements while driving value for Seagate. Looking ahead to our 

outlook for the September quarter, we expect revenue to be in the range of $3.1 billion plus or 

minus $150 million. We expect non-GAAP operating profit to grow faster than sales, resulting in 

non-GAAP operating margin at the after end of our long-term range of 15% to 20% of revenue, 

and we expect non-GAAP EPS to be in the range of $2.20 per share, plus or minus $0.15, 

representing a sequential growth of 10% at midpoint.” 

Seagate continues to generate solid free cash flow, which was $354 million last quarter, up 29% 

year-over-year, giving management further flexibility to invest in new projects or return cash to 

shareholders. STX has $4.2 billion remaining on its existing share repurchase authorization and 

the dividend yield stands at 3.1%. Despite the terrific quarter and solid outlook, shares dropped 

(temporarily) as investors seemed to want an even bigger beat, which resulted in an even-more 

reasonable valuation (including a forward P/E ratio around 11) and earnings are expected to 

grow for the foreseeable future on the strength of cloud investments. We took some STX dollars 

off the table earlier this year and have again bumped up our Target Price for the remaining stake 

to $112. 

Shares of Comerica Inc. (CMA – $67.02) ended the week slightly higher after the financial 

concern announced strong results for Q2 that included adjusted EPS 45% greater than the 

consensus analyst estimate. For the three-month period, net income was $2.32, versus the 

average forecast of $1.60. Like competitors, the big beat was due in large part to a reduction in 

the provision for credit losses as the economy continued to improve…and we don’t see that 

changing any time soon. 



 

During Q2, net interest income increased by a bit more than management had been expecting, 

but expenses exceeded guidance also. Like peers, the pattern seems to be that a stronger fee 

environment is also leading to higher expenses as some are linked to fee revenue (incentive and 

revenue compensation). 

CEO Curt C. Farmer commented, “Our second quarter results showed continuation of several 

positive trends. This included strong deposit growth, robust fee income and excellent credit 

quality. Revenue increased and we remained focused on expense control as we supported our 

revenue generating activities. We saw solid loan growth in several business lines, led by General 

Middle Market, which was more than offset by declines in auto dealer floorplan and Mortgage 

Banker. Also, our pipeline again increased as customers ramped up with the economy re-

opening. We repurchased 5.9 million shares, reducing our share count by over 4%. Our ROE of 

over 17% and ROA of 1.50% remain above our historical norm, despite the ultra-low-rate 

environment. Our customers and colleagues across our markets are optimistic about the future 

and we expect economic metrics to remain strong the back half of the year.” 

Although the stock has been on a tear over the last year, we still believe there is more ahead. 

True, shares have recently been hurt by the dip in interest rates, but we believe at least a modest 

move up in rates is in the cards. Even a small rise would be highly beneficial as a large 



percentage of CMA’s loan book is adjustable rate loans. Additionally, we like that the bank has 

one of the most attractive deposit franchises and its growth in Texas and California has helped 

diversify risk in Michigan, where it remains a dominant player. We like Comerica’s longer-term 

prospects as the company realizes value from its deep, advisor-style relationships with small and 

midsize business clients. Fee income and wealth management also help support the bottom line. 

While we would argue that calendar 2022 EPS estimates are too low, the present forward P/E of 

11.8 remains attractive as does the 4.1% dividend yield. Our Target Price for CMA now stands at 

$91. 

Synchrony Financial (SYF – $46.51) continued its recovery in Q2. The consumer credit 

concern earned $2.12 per diluted share, blowing away the $1.38 expected by analysts. Excess 

liquidity continued to have an impact on average balances, which were down about 4% per 

account for the period. Nevertheless, purchase volume grew 35% over last year while net interest 

margin was a solid 13.78%, 25 basis points higher than last year, with net charge-offs of 3.57%, 

slightly above the prior-year figure. Synchrony renewed its partnership with TJX companies 

beyond the 10-year mark along with 10 other programs and added four new ones in the quarter. 

New CEO Brian Doubles commented on the breadth of Synchrony’s customer base, “Today, 

Synchrony is penetrated across all distribution points in each sector of the home market. From 

big retailers to independent merchants and contractors and OEMs and dealers, our home platform 

provides financing solutions to about 60,000 merchants and locations across a broad spectrum of 

industries, including furniture and accessories, mattresses and bedding, appliances, windows, 

roofing, HVAC and flooring. Our partnerships are deeply rooted in industry expertise, data-

driven strategic objectives and mutually beneficial economic outcomes. The average length of 

our top 20 partners is over 30 years because we are able to deliver a breadth of financing 

products, innovative digital capabilities and seamless customer experiences that are customized 

to each partner’s needs as they evolve over time. Our data insights and analytics expertise, when 

combined with the partner’s own data, empowers each merchant as they seek to optimize their 

marketing, customer acquisition and sales strategies.” 

Shares took quite the roller coaster ride last week before ultimately closing higher going into the 

weekend. Boasting partnerships with Amazon and other top retailers as well as programs with a 

diversified set of other businesses that include Venmo, PayPal and Verizon, we anticipate SYF 

will continue to improve its long-term potential to benefit from growing digital shopping. SYF 

will need to continue to enhance its technological capabilities as it moves forward, but its 

financial footing and credit quality underpin a $2.9 billion share repurchase program approved 

through next June. The company declared its regular $0.22 per share quarterly dividend and the 

yield is 1.9%. Our Target Price is now $59. 

Shares of Capital One Financial (COF – $160.08) moved up last week as the company reported 

its Q2 financial results. The consumer finance giant posted EPS of $7.71 in the quarter, a 

massive number in comparison to the $4.63 expected by analysts, although a large release of 

loan loss allowances padded the bottom line to the tune of about $2.29 per share. Like many of 

its large peers, COF enjoyed a robust increase in card purchase volumes, up 22% vs Q1 and 24% 

vs. the same period in 2019, and strong credit. The solid growth was offset by high payment rates 

(pressuring card loan growth) and higher overall expenses as the company continues to invest in 



growth initiatives. Net interest margin of 5.89% for the period was below consensus expectations 

of 5.97%, primarily due to lower card yields. 

CEO Richard Fairbanks commented, “Second-quarter results reflect building momentum in our 

domestic card business. As we emerge from the pandemic, consumers are spending more and 

continuing to make elevated payments. Accelerating purchase volume growth partially offset the 

impact of historically high payment rates resulting in strong revenue growth and a more modest 

year-over-year decline in loan balances. Several key themes are evident in our second quarter 

results. Credit remains strikingly strong, purchase volume and loans are rebounding, we are 

continuing to invest to propel our future results, and we’re returning capital to our shareholders. 

We are seeing increasing near-term opportunities to build our domestic card business as we 

emerge from the pandemic. We are leaning further into marketing to seize these opportunities. 

We are also increasing our marketing for Auto, National Banking, and our brand.” 

Mr. Fairbanks concluded, “We are now in the ninth year of a journey to build a modern 

technology company from the bottom of the tech stack up. Our progress is accelerating and the 

stakes are rising. Competitor tech investments are increasing as technology is increasingly seen 

as an existential issue. The investment flowing into FinTechs is nothing short of breathtaking and 

the war for tech talent continues to escalate, including levels of compensation. We continue to 

invest in technology and the opportunities that emerge as our transformation gains traction. Our 

modern technology is powering our current performance and setting us up to capitalize on the 

accelerating digital revolution in banking.” 

We remain more concerned about a smaller credit card portfolio than we are about credit losses 

as we move to the other side of the pandemic and the economy accelerates. However, we 

continue to be long-term fans, liking that COF has historically acted opportunistically to acquire 

assets in efforts to bolster returns and diversify, while its digital focus allows it to spend more on 

advertising than on traditional overhead. COF trades today for less than 9 times the consensus 

NTM adjusted EPS estimate and offers a 1.0% dividend yield, that we think will grow in the not-

too-distant future. Our Target Price has been boosted to $183. 

Shares of ManpowerGroup (MAN – $112.51) slid 3% on Tuesday even as the staffing services 

firm announced that it beat analysts’ top- and bottom-line estimates in Q2. MAN earned $2.02 in 

the period (versus the $1.42 est.) on $5.3 billion of revenue, a 41% increase over the amount 

generated in a much more challenging environment a year ago. Of its geographical segments, 

Southern Europe (MAN’s largest territory, commanding 46% of revenue) showed the biggest 

improvement on an absolute basis in operating profit, particularly in France, which recovered 

from a loss of $2.5 million a year ago to show earnings of $65.7 million in the latest quarter. 

Also, management purchased 432,000 shares of stock in the quarter for $50 million, bumping 

year-to-date purchases to 1.5 million shares for $150 million (about $100 per share). As of June 

30, 1.9 million shares remain available for repurchase under the 6 million share program 

approved in August 2019. Including a favorable currency impact of 4 cents, management expects 

Q3 earnings per share between $1.86 and $1.94. 

CEO Jonas Prising commented, “Our second quarter results reflect an improving global 

economic environment and increased demand for our services across our key markets and 



brands. As restrictions continued to ease worldwide, we saw the benefit of our diversified 

portfolio of services and workforce solutions. Our Manpower business rebounded strongly, our 

Experis business improved significantly during the quarter and our Talent Solutions offerings 

continued to deliver against the strong demand for global workforce solutions. We also made 

significant progress in the ongoing execution of our strategic initiatives, particularly in the 

implementation of new technology across the globe. We are encouraged by the current 

momentum that we are experiencing across our offerings and confident in our team’s ability to 

continue to deliver value to all our stakeholders.” 

Unsurprisingly (to us), Manpower continues to bounce back from the pandemic in a similar 

fashion that it has from the many other crises encountered throughout its 70-plus history. And 

although financial results haven’t quite reached pre-pandemic levels, management’s efforts to 

maintain solid financial footing through building cash and expense management ought to allow it 

to go on offense as the world reopens and employment needs expand. Owing to its flexible 

operating structure, we note that management has repurchased over a third of outstanding shares 

since 2014 and has raised its dividend 11 consecutive years. Shares have rallied nearly 25% YTD 

but are still attractively priced given respective EPS estimates of $7.01, $8.41 and $9.99 this 

year, next year and in 2023. The next dividend payment, which is made twice per year, is 

expected in December and the yield is 2.2%. Our Target Price has been raised to $144. 

Johnson & Johnson (JNJ – $171.79) earned $2.48 in Q2 2021, $0.19 ahead of the analyst 

consensus, and had revenue of $23.3 billion, compared with the analyst consensus of $22.5 

billion. JNJ benefitted from growing global sales of OTC allergy medication Zyrtec, strong U.S. 

demand for antacid Pepcid and professional recommendations for COVID-related hydration 

brand ORSL in the Asia-Pacific market. Neutrogena and Aveno benefitted from the strong U.S. 

recovery, while the COVID-19 vaccine pushed the Pharmaceutical segment to 14% year-over-

year growth. Oncology and neurology also printed double-digit growth numbers, while the 

cardiovascular unit declined around 7% in the quarter. 



 

CFO Joe Wolk explained, “We continue to generate strong free cash flow with approximately $8 

billion year-to-date. We ended the second quarter with approximately $25 billion of cash and 

marketable securities and approximately $33 billion of debt, resulting in $8 billion of net debt. 

Our financial position and balance sheet remains strong. As we enter the back half of the year, 

we are well positioned to continue to deploy capital in a strategic value-creating way that will 

benefit stakeholders over the long term. Our dividend remains a key priority. And during the 

quarter, we distributed $2.8 billion to shareholders. Regarding M&A, we continually evaluate 

strategic opportunities that have the potential to further enhance our business while also driving 

better health outcomes for patients and consumers.” 

Mr. Wolk offered a COVID-related update, “Our COVID-19 vaccine contributed $164 million in 

revenue in the second quarter, bringing the year-to-date total to $264 million. At this point, 

revenue from the first half of the year was provisionally recorded at $5 per dose, given that 

volumes during the pandemic period were uncertain. Currently, we expect the ultimate final not-

for-profit price could be as much as $8 per dose. The final not-for-profit price will fluctuate until 

the end of the year when we know precisely all the variables that go into the calculation, namely 

the net costs incurred as well as volumes produced during the pandemic period. Given the firm 

contracts we have in place, pending advanced purchase agreements, we expect to recognize 

vaccine sales of approximately $2.5 billion in 2021, with more than half of that revenue likely to 



occur in the fourth quarter. Regarding vaccine manufacturing, we continue to expand our global 

network to include 10 manufacturing sites for various stages of production.” JNJ said that 

beyond 2022, the possibility of booster shots and need for clinical review of published data 

makes it too early to draw meaningful conclusions. 

Separately, attorneys general for several states including New York and Pennsylvania, jointly 

announced a $26 billion settlement over the opioid epidemic. The press release for NY stated, 

“The proposed agreement will resolve claims against three of the nation’s largest drug 

distributors — McKesson Corporation (MCK – $202.63), Cardinal Health Inc. (CAH – 

$59.20) and Amerisource Bergen Drug Corporation — as well as one of the nation’s largest drug 

manufacturers — Johnson & Johnson — over the companies’ roles in creating and fueling the 

opioid epidemic…The proposed global agreement — if approved by a substantial number of 

states and local governments across the country — would resolve the claims of nearly 4,000 

entities that have filed lawsuits in federal and state courts against the four companies. New York 

has already signed on to today’s agreement, while other states have 30 days to sign onto the deal. 

Local governments in the participating states will have up to 150 days to join. States and their 

local governments will receive maximum payments if each state and its local governments join 

together in support of the agreement.” The three drug distributors would pay up to $21 billion 

over the next 18 years, including $7.9 billion by MCK and $6.4 billion from CAH, while JNJ 

would pay up to $5 billion over the next 9 years (including $3.7 billion paid in the first three 

years). The money is expected to be spent nationwide on opioid treatment and prevention. The 

settlement also includes provisions for the involved companies related to future distribution and 

sale of the drugs. 

While a lot of money is involved in the settlement, it is spread over a very long period of time, so 

it is manageable, while the positive of beginning to put the opioid mess in the rear-view mirror 

outweighs the penalties at this point. Further, we consider J&J a core holding, and we like the 

diversified healthcare giant’s wide product range (within the health care space), reasonable 

valuation (including a P/E under 18) and 2.5% dividend yield. We like management’s 

willingness to selectively do M&A and our Target Price is $190. Our updated Target Price for 

MCK is $234 and for CAH is $83. 

Shares of managed health care provider Anthem (ANTM – $382.29) dipped after the company 

reported fiscal Q3 2021 results. Anthem earned 7.03 per share in the quarter (vs. $6.33 est.) and 

had revenue of $33.3 billion (vs. $33.0 billion est.). Anthem had 44.3 million medical members, 

a 4.4% year-over-year improvement, which was propelled by growth in the Medicaid and 

Commercial insurance businesses. 

“I’m pleased to report that we continue to deliver on our commitments to our stakeholders while 

making considerable progress against our long-term strategy to transform our organization from 

a health benefits company to a lifetime trusted partner in health. This transformation is fueled by 

the continued expansion of our digital platform, which improves connections across the health 

care system while leveraging the industry’s largest data sets to drive actionable insights in 

pursuit of better health,” said CEO Gail K. Boudreaux. “[Our] efforts align to Anthem’s purpose, 

to improve the health of humanity. Our community health strategy supports our purpose by 

addressing the health-related social needs of our associates, members and communities through 



data and evidence-based interventions that promote health equity. Our commitment to living this 

purpose has earned recognition that I’m particularly proud of… As we reflect on our 

achievements this quarter and our broader mission, we’re cognizant that fundamentally 

improving the health of humanity takes partnerships, aligned incentives and connections across 

people, care providers, researchers, data scientists, communities and others dedicated to 

improving health. Anthem is making these connections through our digital platform for health 

while following the data and embracing our unique assets to drive positive change in ways that 

only Anthem can. We have deep local roots in our communities and the industry’s largest data 

sets, both of which position us uniquely well to deliver against our mission.” 

While the future remains uncertain as it relates to the Biden administration and corresponding 

regulatory changes that might alter the health care industry, we still think that Anthem is an 

attractive Value name with multi-year earnings growth potential. In addition, we like the launch 

of the new PBM, IngenioRX, as well as countless cross-selling opportunities and the ability to 

use its scale for the benefit of its customers. We are intrigued by its work to align incentives with 

caregivers, including the creation of high-performance provider networks. Anthem expects 

medical membership between 44.8 million and 45.3 million individuals, with full-year EPS 

above $25.50 and full-year operating income around $137.1 billion. Although ANTM shares 

have risen, we think the valuation remains reasonable and management is doing the right things 

to sustainably grow the business. Our Target Price for ANTM now resides at $495. 

Premium tool manufacturer Snap-on Inc. (SNA – $224.59) turned in EPS of $3.76 in Q2, some 

16% better than the $3.22 expected by analysts. Revenue for the period was also much better 

than expected, coming in at $1.08 billion, which was 10.8% higher than the consensus analyst 

estimate. SNA posted 14% Y-o-Y revenue growth, with Tools and Repair Systems growing 

19%. Despite higher freight and material costs, operating margins remained resilient in the 

period. Excluding financial services, the company’s operating margin climbed back to 2019 

levels (20%). 

CEO Nick Pinchuk commented, “We’re encouraged by our second quarter as Snap-on continued 

its upward trajectory, reaching significant heights in sales and operating earnings, and by our 

meaningful gains since the pandemic impacted activity during this period last year.” 

Mr. Pinchuk continued, “Our performance demonstrates the varied and abundant opportunities 

along our runways for growth and our ability to improve our operations throughout the 

challenges of the COVID environment. In comparison to the pre-virus second quarter of 2019, 

we believe our results, particularly in the Snap-on Tools Group, trace a positive onward trend, 

clearly confirming the resilience of our markets and the strength of our operations, and 

emphatically testifying to our capabilities in pursuing existing and new possibilities going 

forward. As we have throughout the turbulence, we continue to develop our ongoing advantages 

in our products, brands and people, reinforcing the proficiencies that enabled our robust quarter 

and that we believe will author substantial progress into the future. Finally, I want to thank our 

franchisees and associates worldwide for their firm dedication, for their continued contributions, 

and for their confidence in our prospects as we proceed through the remainder of 2021 and 

beyond.” 



As economies around the globe continue to reopen, with the understanding that there may be 

some steps backwards, we would expect vehicle miles driven to continue to increase. 

Additionally, we continue to think Snap-on is positioned to benefit as the North American 

vehicle fleet is on average 12 years of age, with an ever-growing need to improve technician 

productivity. And as the appetite for new car purchases is met with more supply, we expect 

service departments at dealerships across the country to increasingly rely on SNA’s specialty 

tools and sophisticated diagnostic solutions. 

Snap-on is conservatively financed with little debt on the balance sheet and the franchise remains 

competitively positioned within its market. The stock offers a solid dividend and a yield 2.2%. 

Shares trade at less than 16 times NTM projected adjusted EPS. Our Target Price for SNA has 

been elevated to $274. 

Despite turning in another strong quarter and materially raising full-year EPS guidance, shares of 

Celanese (CE – $152.81) ended trading last week mostly flat. The specialty chemical producer 

announced adjusted EPS of $5.02 (versus $4.47 est.), while revenue was $2.2 billion (versus $1.9 

billion est.). Sales were up 22% from Q1, driven by strong results in the Acetyl Chain segment 

which benefited from elevated acetic acid pricing in China. This also drove a 43% increase in 

operating profit from Q1. 

In the engineered materials business, operating EBITDA was flat versus Q1 as CE was able to 

pass along input price increases. However, volumes sold to automotive companies, which 

generates about 1/3 of the revenue in the segment, were down almost double digits because of 

the decline of global auto builds (as auto companies struggle with the global chip shortage). 

While this should eventually shift, it is worth noting that the push to EV should benefit Celanese 

as it sells up to 4 times more engineered material per EV than vehicles with internal combustion 

engines. 

CEO Lori Ryerkerk elaborated, “Our record performance this quarter reflected the global 

positions and unique optionality within our businesses to meet elevated customer demand despite 

significant sourcing and supply chain constraints that persist. With very strong earnings and cash 

generation across 2021, we are investing in future growth via organic opportunities within our 

businesses, disciplined M&A like the Santoprene acquisition, and share repurchases. Our teams’ 

proactive response to the ongoing global supply chain constraints and inflationary backdrop have 

positioned us well as we enter the second half of 2021. We anticipate that continued moderation 

in Acetyl Chain industry pricing as the year progresses will be partially offset by strong 

fundamental demand across our businesses and modest continued sequential earnings momentum 

in Engineered Materials. As a result, we expect third quarter 2021 adjusted earnings of $4.50 to 

$4.75 per share and full year 2021 adjusted earnings of $16.50 to $17.00 per share.” 

Celanese has typically enjoyed a cost advantage in many of its markets and has been able to push 

through regular price increases. Despite an almost 18% rally year-to-date, shares trade at a very 

attractive 11.6 times NTM adjusted EPS expectations. The company generated Q2 operating 

cash flow of $427 million and free cash flow of $309 million. CE returned $326 million in cash 

to shareholders during the second quarter, including $250 million of share repurchases and $76 

million of dividends. Management also announced that the Board added $1 billion to its share 



buyback program, even as it already had $563 million remaining before the addition. The 

dividend yield now stands at 1.8%. We appreciate the company’s exposure to secular growth 

markets like electric vehicles and 5G through its Engineered Materials segment and think it is 

positioned to win from customer sustainability efforts. Our Target Price for CE has been lifted to 

$197. 
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