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Market Review 

For those interested in hearing directly from your Editor, I will be appearing on Barron’s Live 

today (Monday, October 11) at 12:00 PM Eastern; 9:00 AM Pacific. 



 

Registration (there is no charge to sign up) is available here 

https://www.barrons.com/live?page=1, and the event will be available on Apple Podcasts and 

Spotify for those who miss it live. 

***** 

As indicated in the October edition of The Prudent Speculator, we bought the following on 

Wednesday, October 6, in our two real-money accounts. 

TPS Portfolio 

740 Verizon Communications (VZ – $53.24) at $54.0756 

35 Alexandria Real Estate (ARE – $192.44) at $190.2985 

152 Pinnacle West Capital (PNW – $66.58) at $72.5546 

Buckingham Portfolio 

39 Air Products & Chemicals (APD – $265.43) at $253.7515 

28 MetLife (MET – $64.99) at $63.3785 

In our two hypothetical accounts, we added the following that same day. 

https://www.barrons.com/live?page=1


Millennium Portfolio 

208 Lumentum (LITE – $84.16) at $81.51 

23 Merck (MRK – $80.63) at $81.50 

46 JM Smucker (SJM – $121.63) at $121.16 

PruFolio 

583 Big Lots (BIG – $47.30) at $42.83 

22 Lockheed Martin (LMT – $353.75) at $347.03 

***** 

Stocks certainly could have continued September’s trip south over the first six trading days of 

October, but that was not the case, with the major market averages adding to their monthly gains 

last week and providing another reminder that it is impossible to predict short-term market 

movements. After all, we were told that stocks were in turmoil at the end of September,… 

 

…and that investors should be spooked by higher interest rates,… 



 

…which has been the case so far in October, given the spike in yield for the benchmark 10-Year 

U.S. Treasury to 1.61%. 



 

Of course, students of market history should not have been surprised to see stocks rally, as 

equities have performed well, on average, no matter the direction of interest rates,… 



 

…and there were positive economic statistics out last week, including better-than-expected 

factory orders for August and the September reading on the health of the important service sector 

from the Institute for Supply Management. 



 

To be sure, even though the ADP National Economic Report showed a stronger-than-projected 

569,000 new private sector payrolls last month, the critical September labor report from Uncle 

Sam saw far fewer jobs created than analysts had predicted,… 



 

…though the unemployment rate and first-time weekly filings for jobless benefits improved 

considerably. 



 

Certainly, we recognize that equities have been bolstered this month by better news on the 

COVID-19 front,… 



 

…and word that Congress had reached agreement on a deal to extend the debt ceiling…until 

December anyway, averting, per U.S. Treasury Secretary Janet Yellen, “a financial crisis and 

economic recession if the Treasury can’t repay bondholders as debts mature.” 

The risk of an American debt default postponed for the time being, and the disappointing 

payrolls figure notwithstanding, most are still of the mind that the economy remains healthy 

enough for the Federal Reserve to soon initiate a tapering of its bond-buying program. As the 

latest Federal Open Market Committee statement reminded, “Last December, the Committee 

indicated that it would continue to increase its holdings of Treasury securities by at least $80 

billion per month and of agency mortgage-backed securities by at least $40 billion per month 

until substantial further progress has been made toward its maximum employment and price 

stability goals.” 

With a reduction in Fed bond buying pending, we would expect the financial press to ramp up 

their warnings about the risks of such an event to the equity markets, even as few will bother to 

do their homework to show what actually took place the previous time the Fed threatened and 

then embarked on a tapering. 



 

***** 

If truth be told, given our contrarian nature, we really don’t mind that so many are wary of 

equities,… 



 

…as history shows that it is good to be greedy when others are fearful. 



 

Of course, we realize that with the major equity market averages not too far from their all-time 

highs, some will challenge our view that folks are pessimistic, but our argument is supported by 

the massive amount of cash hibernating in money market funds,… 



 

…where the microscopic yields available today would allow money to double in 2,311 years,… 



 

…not to mention the more than $12 trillion of assets held around the world in negative yielding 

government debt,… 



 

…which in our view offers reward-free risk. 



 

Obviously, stocks are not without risk of their own, but they historically have afforded sizable 

rewards for those who remember that time in the market trumps market timing! 



 

True, we must always be braced for downside volatility, but we like the long-term prospects of 

our portfolios of what we believe to be undervalued stocks, generally of dividend payers. We 

continue to think valuations for equities in general are attractive,… 



 

…especially with the “E” part of the Earnings Yield appearing poised to grow over the balance 

of this year and in 2022 and beyond. 



 

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 offer updates on several of our recommended stocks 

that reported quarterly results or had other material developments that impacted their Target 

Prices. 

Shares of General Motors (GM – $58.57) rallied more than 10% last week on the back of the 

company’s latest Investor Relations event. During the presentation, the giant auto maker 

provided details on how it plans to double its annual revenue and expand margins 12% to 14% 

by 2030. GM said it believes it can deliver a compound annual growth rate of 4% to 6% on auto 

sales and financing revenue, and approximately 50% in software and new businesses revenue. 

GM defined its entire forward business strategy as a “Transformation Roadmap” or what many 

could call a Core to Future transition, including prior actions of restructuring and phasing out 

https://theprudentspeculator.com/dashboard/


internal combustion engine (ICE) sedans, as well as continuing to invest in ICE CUVs, SUVs, 

and Trucks, and future actions (through the mid-2020s) of significantly ramping EV launches, 

commercializing autonomy via Cruise, commercializing BrightDrop and building out New 

Businesses. 

Management reiterated its targets for more than $35 billion in EV/AV investment spend during 

2020-2025 ($10 billion in battery/propulsion R&D and battery plants, $20 billion in 

capital/engineering related to EV programs, $6 billion in Cruise). Management noted that 20% of 

its North American manufacturing footprint will be EV capable by 2025 and more than 50% by 

2030, while its vehicle launch process has also been accelerated from ICE to EV. 

GM discussed a number of new projects in which it is currently incubating and investing, which 

have addressable markets ranging from $3 billion to $500 billion. Key new businesses already in 

commercialization (and relevant target for each) include OnStar (OnStar Insurance = $6 billion+ 

revenue opportunity by 2030), BrightDrop (targeting $10 billion+ in revenue at low 20% margin 

in 2030) and GM Defense ($25 billion total addressable market). 

CEO Mary Barra commented, “GM has changed the world before and we’re doing it again. We 

have multiple drivers of long-term growth and I’ve never been more confident or excited about 

the opportunities ahead.” 

CFO Paul Jacobson added, “GM is unlocking a secular growth story that is changing the 

trajectory of our business. Simply stated, we are at an inflection point in which we expect 

revenue to double by 2030 while also expanding our margins. We will achieve this by growing 

our core business of designing, building, and selling world-class ICE, electric and autonomous 

vehicles, growing software and services with high margins and entering and commercializing 

new businesses.” 



 

We continue to like GM and believe that the company’s move away from sedans and towards 

trucks and SUVs was important and supplies the huge amounts of cash flow required to launch 

more than 30 EVs in the very near term. The pivot to EVs has been impressively swift across the 

entire industry (after a slow start) and we think it’ll prove valuable for a multitude of reasons. 

The valuation for GM remains very compelling, despite a share price that is up 40% this year, as 

consensus EPS estimates for 2021 and 2022 presently reside at $6.01 and $6.76, meaning that the 

stock is trading for a single-digit multiple of those figures. And, if the company can deliver 

anything close to its long-term growth targets we think our current $80 Target Price will be 

increased substantially in the years to come. 

Shares of Volkswagen AG (VWAGY – $31.20) have slumped since we first recommended them 

in May at $36 or so, but we aren’t losing our faith. The German carmaker has been hampered by 

ongoing chip shortages (along with most other auto manufacturers), even though premium brand 

sales have been strong and cost controls have proven beneficial. VWAGY expects to report Q3 

results towards the end of this month and in its July update said that it expects revenue to come 

in “significantly higher” than last year’s 222.9 million euros. Of course, there was a little bit of 

manufactured controversy last week when CEO Herbert Diess tweeted that bike riding is fun and 

good for the environment. We envision city-centers of the future to be emissions free (bicycle, 

car, bus, train) and expect VW to be a major part of that outcome. 



We continue to like VWAGY’s differentiated brands that target volume (VW, Skoda, Seat), 

premium buyers (Audi, Lamborghini, Bentley), sports cars (Porsche) and trucks (MAN, Scania). 

We continue to like VW’s electric car future, bankrolled in large part by enormous profits at 

Porsche and expect the chip shortages to be resolved (although we have no concrete timeline). 

With investors clamoring for often profitless stocks in the EV space, we continue to have a 

preference for value-priced Volkswagen. Our Target Price for VWAGY is $55. 

Shares of Takeda Pharma (TAK. $14.25) took a shellacking last Wednesday, sinking over 11% 

after the Japanese drugmaker announced that a safety signal had emerged in Phase 2 studies of 

TAK-994, an investigational oral orexin agonist. As an immediate precautionary measure, the 

company has suspended dosing of patients and has decided to stop both Phase 2 studies early to 

reevaluate TAK-994’s benefit/risk profile and determine next steps for the program. 

In a press release the firm stated, “Ensuring the safety of patients participating in clinical studies 

is of the utmost importance as we strive to develop transformative medicines. We are grateful to 

all of the patients, physicians and site staff who participated in these important clinical trials. 

Takeda is committed to bringing innovative, safe and effective treatments to patients with 

narcolepsy. We are working to quickly assess the totality of available data to inform the further 

development of TAK-994.” 

The announcement comes as a surprise for many given that the Food and Drug Administration 

(FDA) granted Breakthrough Therapy designation to TAK-994 back in July for the treatment of 

excessive daytime sleepiness in patients with narcolepsy type 1. And management’s enthusiasm 

for its suite of multiple orexin-targeting drugs in the pipeline has been building over the last year, 

with revenue potential supposedly in the $4 billion to $6 billion range. 

Of course, the decision to cancel the study altogether is quite a blow, particularly as several 

Takeda drugs are set to meet their patent expiry in the next few years. But our current interest in 

the stock stems from an ability for Takeda to build on its operational scale and reduce costs as 

new formulations marginally extend the life cycle of top, existing drugs. We also note the firm’s 

distribution capabilities, as it has been a key partner in distributing COVID vaccines within its 

home country. 

No doubt, this is a big setback, and our Target Price has been cut to $22, though we note that 

annual revenue for Takeda is in the $30 billion range. After the recent selling, TAK trades at 

around 10 times expected fiscal 2022 EPS and offers a net dividend yield near 5%. 

Shares of Acuity Brands (AYI – $202.83) lit up by more than 16% last week on the strength of 

a very favorably received fiscal Q4 earnings report. The lighting and lighting control systems 

concern generated $992.7 million of net sales for the period, an increase of 11% on a year-over-

year basis. The company earned $3.27 per share in the quarter, as gross margins expanded 10 

basis points, pushing full-year EPS to $10.17, a 23% improvement over 2020. 

CEO Neil Ashe commented, “In the face of a challenging global environment, we have 

demonstrably improved our company and its performance. We have demonstrated our ability to 

grow sales through innovation and our ability to service our customers. We have improved our 



gross profit margins through product and productivity improvements. We have improved our 

operating profit margin by leveraging our costs. We have allocated capital efficiently through 

reinvestment in the business, acquisitions and share repurchase. We have the talent and the tools 

to build upon the operating strength we have developed over the last 18 months. As we look 

forward, we expect to continue this performance. We are strategically positioned at the 

intersection of sustainability and technology. We have assembled a world-class team. We have 

demonstrated the ability to both build and acquire businesses. We have strong organic cash 

generation, and we have demonstrated that we know what to do with it to create value.” 

CFO Karen Holcomb added, “This is a complicated global environment and input costs have 

been changing frequently. For example, freight costs. I’d like to use this as a window into how 

we are managing these challenges. We balance our long-term freight contracts, which are at 

favorable cost with additional capacity at current cost to deliver high levels of service to our 

customers. We have passed along some of these costs through price increases, and we are 

balancing delivering on our margin expectations and delivering on our most important promise, 

which is to be the company which our customers can rely upon. As we head into 2022, we are 

confident in our businesses and in our team. We expect ABL to grow net sales in the high single 

digits for the full year of 2022. We expect ISG to deliver net sales growth in the mid-teens. We 

expect a 42%-plus annualized gross profit margin for the full year of 2022, and we believe we 

can continue to leverage our operating costs as we increase net sales.” 

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

allows it to scale with prevailing demand while a strong competitive position allows it to defend 

margins through price increases despite increasing costs. 

We like AYI’s product and productivity improvements, and we are optimistic about the several 

channels for growth the company has on the horizon. While the divided yield is small, 

management has been opportunistic with its share repurchase program, buying back 3.8 million 

of outstanding shares at an average price of $114 in fiscal 2021, with 3.8 million shares still 

remaining under the current authorization. We have boosted our Target Price to $242. 

Shares of hard-disk-drive (HDD) maker Seagate Technology PLC (STX – $79.73) dropped 

more than 5% last week after the company was downgraded by an analyst at Morgan Stanley. 

The analyst shifted views on the overall hardware stock peer group to “cautious” and whacked 

the twelve-month target price from $118 to $88. While the industry’s outlook at Morgan Stanley 

seems to have dimmed a bit, we think Seagate can continue to grow earnings at an above-GDP 

rate as cloud computing continues to grow in importance and scale. 

There are 27 analysts that cover STX, 12 have “Buy” ratings and 15 are “Holds” with an average 

target of $101, so there are plenty of fans still out there. We also note that Morgan Stanley said 

that it was bullish on the long-term outlook for STX and the HDD industry, as greater than 50% 

of HDD revenue and capacity shipments are now to secularly growing end markets such as 

Cloud and VIA. As a group, analysts expect STX to earn more than $9 in fiscal 2024, compared 

with less than $5 in 2020, which pencils out to a 2024 P/E ratio under 9 times, to go along with 

the current dividend yield of 3.4%. Our Target Price, which is much longer in time horizon than 

a typical sell-side analyst, is $114. 



Shares of Pinnacle West Capital (PNW – $66.58) took a 7.5% haircut last week after the 

Arizona Corporation Commission (ACC) proposed a reduction in the allowable return on equity 

from 10% (as requested by management) to 8.7% for the company’s Arizona Public Service 

(APS) utility. The announcement came after three days of debate between the five 

commissioners, which are elected officials, about dozens of proposed amendments that also 

involve recovery of $400 million PNW spent on pollution controls for the Four Corners coal 

plant. Those costs are a result of previous penalties incurred from a settlement over suspected 

violations of the Clean Air Act. Pinnacle bought the site from Southern California Edison in 

2013 but has expressed plans to significantly reduce the plant’s capacity by late 2023 before 

ultimately retiring it by 2031. The firm is seeking to recover the cost of foregoing the remaining 

seven years of planned operation under the agenda set forth by previous management. 

We reached out to the firm’s investor relations given the lack of a public comment despite the 

news prompting multiple sell-side analyst downgrades and revised earnings estimates. 

Management responded, “The ACC has not voted on a final decision. They voted on 

amendments to the Recommended Opinion and Order and will be reconvening on Oct 26-27 for 

more discussion on additional amendments and will have a final decision after that.” 

Subsequently, PNW stated, “This is a shortsighted outcome that will make it significantly more 

difficult for APS to attract the investment necessary to build new infrastructure to support 

economic growth.” 

We respect that there will likely be room to appeal but we have to accept that a more favorable 

outcome related to allowable returns may have to wait several years until the next rate cycle. Of 

course, it was interesting to hear Lea Marquez Peterson, chairwoman of the ACC, say that she 

was the lone commissioner who dissented on the return on equity proposal, which she estimated 

would be one of the lowest in the country for a utility the size of APS. Ms. Marquez Peterson 

noted, “There certainly was a desire to penalize APS.” 

On top of the rate case decision seemingly going against the company, PNW has its work cut out 

to make up for many years of alleged control over the ratemaking board through purportedly 

dark campaign contributions. For his part, new CEO Jeffrey Guldner has pledged not to spend 

money on political campaigns for the ACC. And despite some two decades of fighting renewable 

mandates, as energy storage costs have fallen in recent years, PNW has implemented its own 

goal to achieve 100% clean energy by 2050. We applaud the move as bipartisan political 

demands for the same have only intensified in recent years and as the changes required to meet 

such a goal will likely require multiple decades. 

Taking into consideration that the analyst community is now thinking EPS will likely fall below 

$5.00 in 2022 and 2023, before rebounding above that figure in 2024, we think the decline in the 

stock has been overdone, especially as the shares now yield a very generous 5.0%. PNW should 

benefit from what we believe to be rapid long-term growth potential in the Phoenix metropolitan 

area that is bolstered by major corporations (Microsoft, Intel, TSMC and others) committing to 

building infrastructure in the state. Further, the company managed to blow away earnings 

expectations in the second quarter thanks to record heat during the month of June. We have cut 

our Target Price for PNW to $96, but we retain our long-term optimism for the total return 

potential of the investment. 
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