
Market Commentary Monday, October 25, 

2021 

October 25, 2021 

EXECUTIVE SUMMARY 

Week in Review – October Rebound Continues 

Patience – The Longer the Hold, The Lower the Risk 

Buckingham Media Appearance – Bloomberg TV 

Reasons for Optimism – Economy, Earnings, Valuations, Interest Rates, Sidelined Money, 

Seasonality 

Inflation – Historical Equity Returns 

Taper Tantrum – 2013/2014 Precedent 

Sentiment – The Only Problem with Market Timing is Getting the Timing Right 

Stock News – Updates on MAN, SYF, ANTM, ABT, STX, IBM, CMA, SNA, JNJ, INTC, 

LRCX, OMC & CE 

Market Review 

Providing another reminder of why we constantly assert that the secret to success in stocks is not 

to get scared out of them, the rebound from the September selloff continued for a third straight 

week. 



 

Incredibly, that benchmark index has gained more than 5.5% this month,… 



 

…overcoming, at least as of this writing, the big drop in September,… 



 

…putting the sometimes scary September-October two-month time span on pace to land in the 

green this time around,… 



 

…and providing more evidence in support of the merits of a long-term approach to investing in 

the equity markets. 



 

***** 

Keeping a positive long-term outlook was the focus of your Editor’s appearance on Bloomberg 

Television on Friday, October 22. The appearance (two segments starting around 1:44 and 

ending around 1:56) was part of Bloomberg’s The Close show, a link to which is available here: 

twitter.com/i/broadcasts/1mnxedMwMXNJX 

As is usual for these interviews, notes were provided to the show’s producers and I share them 

here. 

Obviously, with the major equity market averages near all-time highs, it is easy to accept that 

time in the market trumps market timing, but we respect that it has not always been easy to 

remain calm along the way. We have never once lost faith in the long-term prospects for 

undervalued stocks, with our nerves of steel buoyed by our study of market history. 

http://twitter.com/i/broadcasts/1mnxedMwMXNJX


 

As the American engineer and inventor Vannevar Bush once said, “Fear cannot be banished, but 

it can be calm and without panic; it can be mitigated by reason and evaluation.” 

Contrary to popular belief, whether it is periods of rising interest rates, higher inflation rates, 

Fed Tapering, increased capital gains, corporate or personal income taxes, a “D” in the White 

House or a Democratically controlled Congress, equities have performed well, on average, with 

Value usually leading the way. And every scary event throughout history has been overcome in 

the fullness of time. 



 

Of course, disconcerting downturns are always part of the process,… 



 

…but these days, there are many reasons to be optimistic. 

1. Global economic growth healthy, despite supply chain and COVID-19 issues 



 

2. Corporate profits strong and expected to be even more robust next year 



 

3. Valuations reasonable, especially on Value stocks 



 

4. Interest rates very supportive, especially for Dividend Payers 



 

5. Investor sentiment hardly euphoric with tons of money hibernating in money markets and 

wasting away in negative yielding government debt 



 

6. Start of the seasonally favorable six months of the year only a week or so away 



 

Not surprisingly, the news of the day led the discussion in other directions, with the anchors 

focused Friday on inflation. As The New York Times reported: 

The pandemic-related shortages pushing consumer prices higher are poised to last longer than 

economists and policymakers expected, Jerome H. Powell, the Federal Reserve chair, said on 

Friday — adding that while officials still expect the rate of inflation to moderate, the central 

bank is positioning itself to react if it does not. 

Supply chain snarls that have slowed deliveries and swelled prices throughout 2021 are “likely 

to last longer than previously expected, likely well into next year,” Mr. Powell said at a virtual 

Bank for International Settlements-South African Reserve Bank conference. The same is true for 

upward pressure on wages, he said. 

Certainly, significant and sustained consumer and producer price spikes are not easily ignored, 

but equities have proved to be a strong hedge against inflation, on average,… 



 

…while Chair Powell’s assertion on Friday, “I do think it is time to taper,” should not cause 

great concern to those who remember what happened to stocks during the so-called Taper 

Tantrum. 



 

We also note that Mr. Powell added, “I don’t think it is time to raise rates,” with historically low 

interest rates, even if they move higher in the next few years, still providing plenty of support 

and offering little competition to equities. 



 

***** 

Certainly, we realize that stock prices don’t always move in the northerly direction, so we are 

always braced for downside volatility, but we continue to believe that the only problem with 

market timing is getting the timing right. After all, investors on Main Street were very Bearish at 

the end of September, AFTER stocks had stumbled, and they are now quite Bullish, AFTER 

stocks have rallied. 



 

Indeed, investing is an emotional roller coaster and, sadly, many folks end up with mediocre 

long-term returns. 



 

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 a baker’s dozen of our recommended stocks that reported quarterly 

results last week. 

Shares of ManpowerGroup (MAN – $101.76) dove nearly 10% last week as Q3 results from 

the staffing services provider disappointed the analyst community. The $5.1 billion of revenue 

generated in the quarter was just shy of the midpoint of management’s guidance and the 

company posted EPS of $1.93 in the period, above the consensus estimate of $1.89. Each of 

MAN’s geographic segments grew year-over-year, led by Southern Europe (the largest territory, 

commanding 46% of revenue) which improved by 16%. Management elected not to buy back 

any outstanding shares in Q3 due to the purchase of ettain group, one of the largest IT staffing 

providers in the U.S. This leaves purchase totals for the year at 1.5 million shares (5.7% of 

outstanding shares at 12.31.20) for $150 million (about $100 per share). As of September 30, 1.9 

million shares were remaining for repurchase under the 2019 share program and 4 million shares 

https://theprudentspeculator.com/dashboard/


were remaining under the share program approved in August 2021. Including a $0.13 

contribution from ettain and an unfavorable currency impact of 4 cents, management expects Q4 

earnings per share in the range of $1.99 to $2.07. 

Regarding the purchase of ettain, MAN CEO Jonas Prising commented, “In addition to 

expanding our IT services and the financial and health care sectors, this acquisition also 

improves our geographic diversification in the U.S. and increases our strength in the digital 

workspace and business transformation practice areas.” 

Even in the throes of the pandemic, we believed that MAN’s broad geographic footprint, wide 

range of offerings and shifts to recruitment outsourcing would provide a ramp as conditions 

eventually improve, and as organizations move to retrain existing employees for the changing 

landscape as well as hire new ones. We continue to hold fast to this line of thinking, as Mr. Jonas 

declared, “The acceleration of digitization and investment in technology by companies during 

the pandemic means organizations are requiring new skills and capabilities for the future. While 

hiring intentions are at some of the highest levels we have seen in years, it is unlikely employers 

will be able to fulfill all these intentions as a result of the labor market shortages for many skills. 

Our most recent global talent shortage survey found that shortages are at a 15-year high for the 

second consecutive quarter, with 69% of employers stating they cannot find the talent they need. 

In response, organizations are looking ahead, focusing on strengthening workforce and 

reskilling, upskilling and building the capabilities to ensure their existing and future workforce 

has the skills to remain competitive. We believe this is an opportunity for us. And through our 

diversification strategy, we are sourcing the talent they are looking for through the offerings in 

our Manpower, Experis and Talent Solutions brands.” 

Of course, be it supply chain issues or lingering curfews in certain regions, there always remains 

something about which to worry. But Manpower has managed through many crises throughout 

its 70-plus-year history. MAN’s solid financial footing has allowed it to continue making 

acquisitions, paying dividends and repurchasing shares, noting that over a third of outstanding 

shares have been bought back since 2014, while the dividend has been increased 11 consecutive 

years. We continue to find shares attractive, especially on last week’s pullback, as earnings are 

expected to approach $10 per share in a couple of years. The next dividend payment, which is 

paid twice per year, is expected in December and the yield is 2.5%. Our Target Price now stands 

at $145. 

Shares of Synchrony Financial (SYF – $49.19) bounced around, but ended up down 2% over 

the past five trading days, despite the consumer finance company blowing consensus analyst 

earnings estimates out of the water (EPS of $2.00 vs. the $1.49 est.). Loan receivables and 

deposits were modestly higher and lower, respectively; management pinning the latter on 

liquidity management. Net charge-offs relative to loans receivable were 2.18%, half the figure 

from a year ago as consumer credit quality remains strong. Purchase volume per active account 

increased 11% during the period and total purchase volume grew 16% compared to last year. 

Management anticipates carving an additional $210 million or so from the expense base by year-

end, even as the efficiency ratio is already an impressive 38.7%. Synchrony has begun the 

transition to a new accounting standard as mandated by federal banking regulators. Under the 

new standard, Synchrony will incrementally reserve capital for expected loan losses over the 



next two years. Given the latest adjustments, SYF’s CET1 ratio was an impressive 17.1% as of 

quarter-end, 130 basis points above last year’s level of 15.8%. 

 

Synchrony also inked a new deal to launch two credit cards for Walgreens, which reward 

customers with savings on future health and wellness purchases as well as a new PayPal-branded 

savings account. But given the latest enthusiasm for point-of-sale (also known as Buy-Now-Pay-

Later) offerings highly promoted by fintech competitors that has caught the attention of nearly 

every major U.S. financial institution, we noted the confidence in which CEO Brian Doubles 

addressed the topic, “Our ability to remain nimble and adapt to the ever-changing consumer 

finance landscape has been driven by our continued investment in our product suite and our 

innovative digital capabilities. In fact, if you think about the last decade alone, the introduction 

of digital wallets, point-of-sale financing and a greater variety of installment offerings, just to 

name a few has demonstrated the importance of diversity, accessibility and utility in both 

products and experience. And so, Synchrony has continuously evolved adding new financing 

options, enhancing our technology platform and expanding our channels and distribution 

networks in order to reach and serve more partners and customers in sustainable ways that drive 

greater value for all. In addition to launching new products and partner programs, we are 

remaining focused on innovative ways to get scaled distribution of our product suite.” 



He continued, “Last week, we announced our expanded strategic partnership with Fiserv through 

which small businesses will now be able to access Synchrony products and services and accept 

private label credit card payments via the Clover point-of-sale and business management 

platform from Fiserv. This will enable accelerated growth for small businesses, empowering 

merchants to attract more customers and generate more revenue by offering our customers 

greater flexibility and choice in how they make purchases. We will also explore additional 

opportunities to cross-sell Synchrony products to existing Clover merchants. Importantly this 

strategic partnership also deepened Synchrony’s ecosystem and reinforces our growth strategy to 

expand and accelerate innovative product offerings through additional distribution channels. It 

builds on our momentum to bring our products to merchants faster and leverages Synchrony’s 

leadership in financing, analytics and services.” 

Mr. Doubles concluded, “We believe we have the most comprehensive product suite out there, 

whether it’s private label, Dual, Co-Brand cards, buy now pay later, short- and long-term 

installment. And so we feel like that is obviously really important given the diversity of our 

partner set and what they want from us. The other really important part of the strategy is really 

around distribution of those financial products. So this is — think about integration into the 

merchants and providers making it easier to apply for those products and really getting that scale. 

So it’s one thing to have the products, but you’ve got to have the distribution channels as well. 

And so if you go back over time, we do a lot in terms of direct partner integration. So that’s 

leveraging our APIs Synchrony plug-in, et cetera. But in some cases, we’re looking to expand 

distribution through practice management systems like Epic. Any time we can build a solution 

once and reach thousands of merchants, we absolutely want to do that. And that’s really what 

Clover does for us. With the development of a single app, we can reach thousands of merchants 

we can tap into their roughly $180 billion of GPV. So we think this is a big opportunity and 

allows us to do something once and get immediate scale. And so if they’re — we’re looking — 

we’re actively looking at other opportunities to do that for our products. But this is really — 

think about it as really a two-pronged approach, you got to have the product set, but then you got 

to have a distribution channel or a set of distribution channels that allow you to scale quickly and 

get those products made available to our merchants and their customers.” 

Even with the most recent loss of GAP as a client, we like that Synchrony has diversified its 

brick-and-mortar retail exposure and boosted partnerships with digital leaders such as PayPal and 

Amazon. Newer programs with Walgreens and Verizon further diversify and provide avenues for 

loan growth. We are mindful, however, that the top five partners represent close to 50% of total 

revenue. We have benefited handsomely from the stock’s 80%+ run over the past year but we do 

view SYF as a higher-risk name within our group of Financials, so we are careful not to let our 

exposure grow too large. Still, our Target Price has been lifted to $61. 

Shares of managed health care provider Anthem (ANTM – $433.34) rallied over 10% last week 

as company reported fiscal Q3 2021 results. Anthem earned $6.73 per share in the quarter, ahead 

of the $6.37 consensus analyst estimate. Operating revenue was $35.5 billion, a 16% increase 

from the prior year quarter. The improvement was driven by higher premium revenue due to 

growth in Medicaid and Medicare and growth in pharmacy product revenue related to pharmacy 

benefit manager IngenioRx, partially offset by the repeal of the health insurance tax. 



“Our deep connection to the communities we serve, commitment to advancing a digital platform 

for health and our differentiated approach to addressing the whole health of the people we serve 

has underpinned our strong performance despite the challenging environment due to COVID,” 

said Anthem CEO Gail Boudreaux. “The strong growth we saw across all of our benefits 

business in the third quarter demonstrates that our core offerings, as well as additional innovative 

products and services continue to resonate in the market. We believe the momentum we are 

seeing and our ability to deliver on our strategy will be further accelerated by recent changes in 

our leadership.” 

Most recognizable to many is that ANTM is the exclusive licensee of the Blue Cross Blue Shield 

brand in 14 states. While the future remains uncertain as it relates to the Biden Administration 

and always-looming regulatory changes that might alter the health care industry, we believe the 

current regulatory scheme has elevated the barriers to entry for competition. Anthem ended the 

quarter with 45.1 million members, and now projects $25.85 of full-year EPS, above the $25.50 

originally expected. We appreciate that longer term, demographic trends are in Anthem’s favor 

as a major player in the Medicare Advantage market, yet shares trade at a hefty discount to the 

S&P 500 on a forward P/E basis. 

We still think that Anthem is an attractive Value name with multi-year earnings growth potential. 

In addition, we like 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. 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 $528. 

Abbott Labs (ABT – $126.72) earned $1.40 per share in Q3, 43% higher than a year ago as the 

diversified health care giant is still within reach of the $5.00 full-year EPS target for 2021 that 

was announced earlier in the year. Sales rose 23% year-over-year, with nearly half of that growth 

related to COVID-19 testing, which drove substantial growth for the Diagnostics segment. 

Abbott is banking on a transition to at-home testing even as vaccines become increasingly 

available. Meanwhile, the Nutrition segment grew 9% globally year-over-year on an organic 

basis. 



 

CEO Robert Ford commented, “As we’ve seen since the start of the pandemic, our diversified 

mix of health care businesses continues to prove highly resilient. Even as COVID case rates 

surged in the U.S. and other geographies during the third quarter, strong growth in our more 

consumer-facing businesses, Nutritionals, Established Pharmaceuticals and Diabetes Care, 

mitigated the modest impacts we saw from the surges in certain areas of our hospital-based 

businesses. This has been a consistent theme throughout the pandemic, as evidenced by an 

increase in total company sales, excluding COVID test of 11% on an organic basis through the 

first 9 months of this year compared to our 2019 pre-pandemic baseline, which highlights that 

our growth is real and not simply a function of easy comps versus last year. As a result of our 

strong performance and outlook, today, we increased our full year adjusted earnings per share 

guidance range now at $5 to $5.10, which reflects nearly 40% growth compared to last year.” 

Abbott is in an attractive position with a lot of momentum carrying its leading diagnostics 

franchise, while other business areas are also showing healthy growth. Shares are marginally off 

the high set in September, so we are watchful of the valuation even as we continue to like our 

exposure to this stalwart. The board increased the dividend by 25% earlier in the year, pushing 

the streak of consecutive increases to 49 years, with the company having made a payment for 

391 consecutive quarters since 1924. Having already cashed in some of our Abbott chips not all 

that long ago, we have bumped our Target Price up to $142. 



A brief update to our October 11 note for hard-disk-drive (HDD) maker Seagate Technology 

PLC (STX – $87.23). The company’s shares were then downgraded by an analyst at Morgan 

Stanley, due to what they thought was a “cautious” outlook for the overall hardware sector. 

STX’s fiscal Q1 2022 results out on Friday showed that the worry was unfounded, at least in the 

near term. Shares rose more than 6% as EPS came in at $2.35 (vs. $2.20 est.), while revenue was 

in line at $3.1 billion. 

CEO Dave Mosley said, “Seagate continues to deliver consistent financial results underpinned 

by strong operational discipline, focus is on profitability and growing demand for mass capacity 

storage. We believe these trends reflect the healthy structural changes that have taken place in 

the industry in recent years. Seagate is poised to benefit with our technology leadership position 

and strong track record of execution.” 

The 27 analysts that cover STX (12 have “Buy” ratings and 15 are “Holds”) have kept the 

average target price of $101 unchanged from a few weeks ago. STX’s guidance for next quarter 

included revenue between $2.95 billion and $3.25 billion with EPS between $2.20 and $2.50. 

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 near 9 times, to go along with the current dividend yield of 

3.2%. STX also bumped the quarterly dividend payment from $0.67 to $0.70 per share. Our 

Target Price, which is much longer in time horizon than a typical sell-side analyst, is now $120. 

International Business Machines (IBM – $127.88) watched its shares take a drubbing last week 

on the release of the tech giant’s Q3 results. The stock slid more than 11% over the five trading 

sessions, even as Big Blue earned $2.52 per share in the quarter, a touch below the consensus 

analyst estimate of $2.53, on revenue of $17.6 billion (mostly flat year-over-year). The Global 

Business Services segment was the lone standout, growing at 12% year over year, while the rest 

of IBM’s businesses performed below Street expectations. The Cloud & Cognitive software 

segment grew 2.5% year over year. Revenue from the Global Technology Services business fell 

4.8% year over year, but Red Hat revenue grew 17%. 

“With the separation of Kyndryl early next month, IBM takes the next step in our evolution as a 

platform-centric hybrid cloud and AI company,” said CEO Arvind Krishna. “We continue to 

make progress in our software and consulting businesses, which represent our higher growth 

opportunities. With our increased focus and agility to better serve clients, we are confident in 

achieving our medium-term objectives of mid-single digit revenue growth and strong free cash 

flow generation.” 

CFO James Kavanaugh added additional color, “Across our segments, IBM’s cloud revenue was 

up 11% over last year, and it’s up 17%, excluding the cloud revenue going to Kyndryl. This is 

led by Global Business Services and Cloud & Cognitive software, which are up 27% and 28%, 

respectively, over that period. Moving on to the profit dynamics. Pretax margin is up 10 basis 

points sequentially but down 100 basis points year-to-year. As we saw the demand environment 

improving in the fourth quarter of last year, we have been increasing investments in skills, 

innovation and our ecosystem, organically and through acquisition. In the third quarter, we 

continued to aggressively hire, bringing in technical talent in Red Hat and highly skilled 

expertise in Consulting. We’re scaling resources in our garages to provide a more experiential 



consulting and sales approach. We’re adding client success managers to help clients get the most 

value out of their IBM solution, and we’re increasing investments in R&D to deliver innovations 

in our hybrid cloud platform, AI and emerging technologies like Quantum. The structural actions 

we initiated at the end of last year are funding some of these investments. Roughly 2/3 of the 

savings from these actions address stranded costs from the separation and create financial 

flexibility to be reinvested for growth. The other 1/3 address the Global Technology Services 

profit profile ahead of the separation, and we’re seeing improvement in the GTS gross margin.” 

While we had been hopeful that Q3 would bring the third straight quarter of revenue growth, the 

businesses apart from underperforming segments moving to Kendryl appear to be making some 

progress. Still, 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. With the benefit of hindsight, one 

might argue that much of the capital IBM has returned over the years would have been better 

spent investing in talent and new tech. With new management in Mr. Krishna, we have been 

patient as the stock trades at a much-lower earnings multiple (12 times forward earnings 

estimates) than other major cloud players. We also are comforted by a 5.1% dividend yield. For 

the moment, our Target Price is $164, but with every stock in our portfolios fighting for its spot, 

IBM remains on our watch list. 

Shares of Comerica Inc. (CMA – $88.39) ended the week up more than 6% following a strong 

Q3 earnings release. For the three-month period, adjusted EPS was $1.90, versus the average 

forecast of $1.62. The quarter saw net interest income expand 3.7% and non-interest income 

climb 11%. Results benefited from improved credit quality, as evidenced by the $42 million loan 

loss reserve release versus a year-ago provision of $5 million. Management said it expects 

continued strength in customer-related fees heading into year end and relatively strong loan 

growth in Q4 and 2022. 

CEO Curt C. Farmer commented, “We generated earnings of $1.90 per share and an ROE of 

13.53% in the third quarter. Solid loan growth in a number of business lines was overshadowed 

by headwinds from PPP loan forgiveness and reduced auto dealer loans due to supply 

constraints. We continued to drive strong deposit growth, robust fee income, and excellent credit 

quality. Revenue increased quarter over quarter and year over year, despite the low-rate 

environment. Our efficiency ratio was stable as we remained focused on managing expenses 

while supporting our revenue-generating activities. Also, we repurchased over 3 million shares, 

reducing our share count by over 2%. We expect economic metrics to remain relatively strong 

over the next year, which bodes well for growth.” 



 

Although the stock has rallied sharply over the last year, we believe there is more ahead, as the 

bank is levered to higher interest rates. Even another relatively 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. Shares offer a dividend yield of 3.1%. Our Target Price for CMA 

has been hiked to $98. 

Despite turning in a solid Q3, premium tool manufacturer Snap-on Inc. (SNA – $210.43) saw its 

shares drop 4% last week as concerns of supply chain constraints led some analysts to 

downgrade the stock. Q3 adjusted EPS came in at $3.57, versus the consensus analyst estimate of 

$3.40. Revenue for the period was also much better than expected, coming in at $1.13 billion, 

which was 12% higher than the consensus analyst estimate. The quarter saw strength in Tools 

and OEM dealer activity, partially offset by a slower recovery in Commercial & Industrial. Sales 

rose 10.2% year-over-year and 15.1% vs. Q3 2019, indicative of strong demand beyond just the 

recovery from the COVID-19 pandemic. However, EBITDA margin declined 60 basis points in 



the quarter, driven by recent acquisitions as well as industry-wide trends like input inflation and 

supply chain difficulties. 

CEO Nick Pinchuk commented, “We’re encouraged by our third quarter performance as it 

reflects the ongoing positive trajectory of our businesses and represents our fifth consecutive 

period of advancement beyond the pre-pandemic levels of 2019. The continued momentum of 

our operations demonstrates the varied and abundant opportunities along our runways for growth 

and, we believe, confirms the resilience of our markets and our considerable capabilities to 

overcome the challenges of the COVID environment. As we have throughout the turbulence, 

we’ve leveraged our Snap-on Value Creation Processes to maintain and further develop our 

ongoing advantages in our people, our brands, and our products. In that regard, we were again 

honored with product awards from both Motor Magazine and Professional Tool & Equipment 

News, reflecting our success in connecting with customers and translating that deep insight into 

winning innovations, adding to the strength of our product line-up and driving our significant 

progress.” 

As economies around the globe continue to return to more normalization, with the understanding 

that there could still be some additional setbacks, 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 more than 12 years of age, with an ever-growing 

need to improve technician productivity. And as the appetite for new car purchases finally gets 

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 yield of 2.3%. 

Shares trade at just a little more than 14 times NTM projected adjusted EPS. Our Target Price for 

SNA has been ratcheted up to $277. 

Johnson & Johnson (JNJ – $163.72) earned $2.60 in Q3 2021, $0.24 ahead of the analyst 

consensus, and had revenue of $23.3 billion, compared with the analyst consensus of $23.7 

billion. JNJ benefitted from strong OTC medicine sales in the Consumer Health segment, 

including Tylenol and Motrin, as well as double-digit Pharmaceutical sales growth and surgery 

resumptions propelling demand in the Medical Sales segment. 

CFO Joe Wolk offered guidance, “Given where we are in the year, our current assumptions 

around continued recovery in medical device markets and confidence in the business [for 2021], 

we are tightening our adjusted operational sales range to 12.9% to 13.5%. This adjusted 

operational sales growth is on a constant currency basis, consistent with how we assess our 

business performance. This guidance also incorporates the estimated $2.5 billion of COVID-19 

vaccine sales, consistent with our July guidance. We are maintaining our estimate for the net 

impact of acquisitions and divestitures of approximately 50 basis points, resulting in an 

operational sales range of 12.4% to 13.0% or $92.8 billion to $93.3 billion for a midpoint of 

12.7% or $93.1 billion. We do not predict the impact of currency movements, but utilizing the 

euro spot rate relative to the U.S. dollar as of last week at $1.16, there’s an estimated positive 

impact of foreign currency translation of approximately 150 basis points, consistent with our July 

guidance, resulting in estimated reported sales growth between 13.9% and 14.5% compared to 



2020 or $94.1 billion to $94.6 billion…Consistent with our previous guidance, you can expect 

our operating margins to be nearly a 200 basis point improvement over last year… we would be 

comfortable with your models reflecting reported adjusted EPS ranging from $9.77 to $9.82, an 

increase versus 2020 of 22% at the midpoint. Consistent with what we shared before, given the 

not-for-profit nature of the vaccine, there is no significant EPS contribution in 2021 and, 

therefore, the EPS guidance I provided is inclusive of the vaccine revenue.” 

Talc-related claims continue to dog JNJ, which management explained, “Other income and 

expense in the third quarter includes a $2.1 billion charge of litigation expenses, primarily driven 

by an incremental $1.4 billion charge associated with the recently announced qualified 

settlement fund for current and future talc claims. The qualified settlement fund is intended to 

facilitate a final, equitable resolution of all talc litigation in a structured manner through 

established bankruptcy law precedent. Additionally, there is another $800 million legal expense 

in the quarter, representing final resolution of outstanding claims related to RISPERDAL.” In 

response to an analyst question about the talc litigation and JNJ’s bankruptcy maneuver to avoid 

claims by dumping all liabilities into spin-off LTL, Mr. Wolk said, “And while we believe the 

cases lack merit — and by the way, an overwhelming number of courts, juries and judges who 

have opined on this to full adjudication ultimately agree with us — we did establish a $2 billion 

qualified settlement fund. But as you note in your question, Josh, it’s really the bankruptcy courts 

that will ultimately decide this. It’s not plaintiff’s attorneys. It’s not Johnson & Johnson. But we 

do know that based on prior experience, precedent, that claimants are far better off, and clarity 

and resolution is in the best interest of all stakeholders. So we’ll continue to monitor the process, 

but it will really beholden to how the bankruptcy court decides to proceed and their time line.” 

It seems like JNJ’s legal maneuver is legitimate and will limit liability, despite some questioning 

the move. We hope the talc lawsuits are concluded sooner rather than later, especially as we 

think the stock would be afforded a much higher P/E ratio if the legal issues did not exist. We 

consider J&J a high-quality 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 17) and 

2.6% dividend yield. We appreciate management’s willingness to selectively do M&A (and 

divestitures) and our Target Price is now $193. 

Shares of Intel (INTC -$49.46) fell more than 11% on Friday after a flurry of analyst 

downgrades were sparked by management’s soft margin outlook. This was the case even as the 

microchip giant posted earnings of $1.71 per share in Q3, compared with analyst expectations of 

$1.11, and had adjusted revenue of $18.1 billion, compared with analyst projections of $18.2 

billion. 

Intel CEO Pat Gelsinger said, “Q3 was a solid quarter where we navigated a challenging supply 

environment to deliver year-over-year growth on the top line while beating expectations on gross 

margin and EPS. We had record third quarter revenue in DCG and Mobileye, while IOTG had an 

all-time record as it continued its recovery from COVID slowdowns. Our focus on execution 

continued as we delivered on our initial IDM 2.0 commitments. We broke ground on new fabs, 

shared our accelerated path to regain process performance leadership and made our most 

dramatic architecture announcements in a decade…The demand for semiconductors remains 

strong, and our factories performed exceptionally well in a highly dynamic environment where 



match sets posed huge challenges for our customers and overall industry supply remained very 

constrained. The resilience of our factory network was on display, delivering considerable upside 

and reacting to rapid demand shifts, reinforcing the unique and strategic value of IDM 2.0.” 

On the topic of margin, Mr. Gelsinger said, “As with free cash flow, our gross margins will be 

below current levels for the next 2 to 3 years before recovering but will remain comfortably 

above 50% as we continue to exercise financial prudence. We have the utmost confidence that 

our investment plans will ensure the company’s long-term success and deliver attractive returns 

for our shareholders.” 

CFO George Davis added, “Moving to our Q4 outlook. We are forecasting $18.3 billion in 

revenue, up $200 million quarter-over-quarter, with DCG seeing modest — more modest growth 

than previously expected, as China demand and supply challenges persist. CCG is expected to be 

relatively flat quarter-over-quarter as strong demand for our higher-end products, bolstered by 

the launch of Alder Lake, are being offset by weaker OEM demand for lower-end products as 

they prioritize their limited component supply to support higher-end system sales. We see our 

edge businesses continuing to recover year-over-year from COVID-related impacts. Gross 

margin is expected to be approximately 53.5%, unchanged from prior expectations and continues 

to include the impact of a onetime charge related to our Intel federal business. Excluding this 

charge, gross margin will be approximately 55%, down 3 points quarter-over-quarter on new 

product ramps and factory start-up charges. We are forecasting EPS of $0.90 per share and a tax 

rate of 13%. We had previously expected $0.13 of the Q3 ICAP gain to have occurred in Q4, 

which accounts for the change from prior Q4 expectations.” 

Mr. Davis continued, “Turning to our full year outlook. We are holding revenue guidance at 

$73.5 billion with gross margin up modestly to 57% and EPS of $5.28, up $0.48 from our prior 

guide. Consistent with the investment mode we are in under IDM 2.0, we expect CapEx of $18 

billion to $19 billion and free cash flow of approximately $12.5 billion, up $1.5 billion versus 

prior guidance. In our CCG business, we expect full year revenue to be approximately flat year-

over-year as growth from an increasing TAM is offset by 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 approximately 9% year-over-year… We see 

revenue in 2022 of at least $74 billion despite ongoing supply constraints. As supply normalizes 

and our investments add capacity and drive leadership products into the marketplace, we expect 

to see our revenue growth accelerate to a 10% to 12% CAGR over the next 4 to 5 years. For 

gross margin, with the impact of our investment in capacity and the acceleration of our process 

technology, we expect gross margins between 51% and 53% over the next 2 to 3 years before 

moving upward.” 

It seems that more near-term pain is on the horizon for Intel. Gains by AMD, Arm and other 

competitors won’t easily be undone, especially as Intel’s delays have worried and caused 

problems for customers. Not only that, processors from competitors rival or exceed the 

capabilities of Intel’s processors. This creates a dynamic that requires Intel to get its 

manufacturing issues sorted out and make processors that are dramatically better than others on 

the market. Ownership of Intel shares has been a bumpy ride for the last few years, especially as 

each turn-around has been followed by more bad news. That said, we think a healthy part, if not 



all, of the known bad news is embedded in the stock price at this time. There may yet be hiccups 

and false starts, but our long-term thesis is that INTC will recover, and shares are deeply 

discounted considering the potential. Intel has a dividend yield of 2.8%, which we would not be 

disappointed to see trimmed in favor of business investment. Still our Target Price has been cut 

to $67. 

Lam Research (LRCX – $556.74) reported fiscal Q1 2022 results that came up slightly short of 

analyst expectations, causing shares to slide approximately 2%. LRCX earned an adjusted $8.36 

per share (vs. $8.15 est.) with revenue of $4.30 billion (vs. $4.33 billion est.). 

Lam CEO Tim Archer explained, “In response [to rapidly growing demand], we have expanded 

our manufacturing capacity at existing facilities in the United States, Korea and Taiwan. In the 

September quarter, we celebrated the grand opening of our new Malaysia facility which, when 

fully ramped, will be the largest factory in our global network. And just last month, we 

announced a new factory in Oregon, primarily designed to meet increased demand for Lam tools 

and foundry/logic in advanced packaging applications. With these investments, we are building a 

solid foundation for delivering on our long-term growth objectives. In the near term, however, 

we are not immune to the widely reported supply chain constraints and elevated costs that 

continue to create new challenges for Lam and others across our industry. Our employees and 

supply chain partners are working tirelessly to meet the needs of our customers, and I would like 

to sincerely thank them for their efforts. From a wafer fab equipment spending perspective, we 

now see calendar 2021 ending in the mid-$80 billion range. Overall, WFE is higher in the second 

half versus the first half of the year, with both DRAM and Foundry/Logic up in the second half, 

while NAND is more balanced. Demand remains strong. And while it’s a bit early to give a 

specific forecast for calendar year 2022, indications are that it will be another year of WFE 

growth.” 

Mr. Archer concluded, “To wrap up, we delivered a solid September quarter in an environment 

of ongoing supply chain challenges. We are seeing robust semiconductor demand across all 

segments, broadening of semiconductor applications across industries and rising capital intensity. 

We are excited about the healthy outlook for WFE spending and believe our innovative product 

portfolio is poised to capture new opportunities as semiconductor technology continues to 

advance.” 

CFO Doug Bettinger added, “We were active in our buybacks during the September quarter, 

allocating over $1.2 billion towards share repurchases. We deployed this cash in a combination 

of open market repurchases as well as an accelerated share repurchase program. This ASR will 

continue to execute in the December quarter. In addition, we paid $185 million in dividends in 

the quarter.” 

Strong earnings growth and a modest price retreat have resulted in a more reasonable valuation 

for Lam. The forward 12-month P/E ratio now stands at 16 times, while 6% projected EPS 

growth for 2023 results in a P/E around 15. We continue to have interest in the outcomes from 

President Biden’s infrastructure plan and believe LRCX will benefit from the ongoing chip-

supply pinch. Of course, we have previously taken money off the table, so our position size is 

generally not large in our broadly diversified portfolios, meaning that we are comfortable 



maintaining this reasonably priced exposure to an industry with what we believe to be very 

lucrative prospects over the next few years. Our Target Price is now $731. 

Advertising, marketing and corporate communications services firm Omnicom (OMC – $70.96) 

earned $1.65 per share in Q3 (vs. $1.37 est.) and had revenue of $3.44 billion (vs. $3.45 billion 

est.). Shares retreated 7% last week as analysts were disappointed with the top-line miss, even as 

the bottom-line trounced estimates. 

CEO John Wren said, “The top line results were broad-based across our agencies, geographies 

and disciplines. Our growth was especially strong in CRM Precision at 24%. Our CRM Precision 

Group is helping clients on their MarTech transformation, digital and e-commerce 

communications and direct-to-consumer marketing. The group has played a key role in many of 

our recent new business wins where, overall, we continued our very strong momentum in Q3. 

Broadly, across our group, growth was driven by improved economic conditions. Omnicom’s 

suite of services and capabilities are positioning us to be extremely competitive in the 

marketplace to: reimagine and strengthen our clients’ brands, seamlessly connect them with their 

customers across their marketing journey, transform their marketing technology platforms and 

innovate in e-commerce and new media channels. Our revenue performance flowed through to 

our operating profit in bottom line. Our EBIT margins for the third quarter were 15.8%, which 

exceeded our 2020 margins and significantly outpaced the comparable period in 2019. Net 

income and EPS for the quarter grew by more than 13% versus 2020 and were also significantly 

above our 2019 results.” 

Mr. Wren continued, “As we head into the fourth quarter, we are well positioned competitively 

and expect to benefit as economic growth continues to improve globally and from ongoing cost 

management. We currently expect our full year organic growth to be approximately 9% and our 

full year EBIT margin to exceed our year-to-date margin for the 9 months ended September 30, 

2021 of 15.1%. Going forward, we remain focused on our key strategic initiatives, which is 

centered around our talent, dedication to creativity and building on our already strong 

capabilities in precision marketing and MarTech consulting, e-commerce, digital and 

performance media and predictive data-driven insights.” 

OMC continues to score very well in our proprietary valuation framework and sports a 3.9% 

dividend yield. Also, management said, “While stock repurchases are down relative to pre-

pandemic periods due to curtailment during the pandemic, we resumed our activity during the 

second and third quarters of this year, and we expect to continue in Q4 and beyond. You should 

not expect a change in our historical approach to capital allocation and the use of our free cash 

flow in the future.” OMC’s EPS took a hit in 2020 to $4.85, but analysts expect a recovery above 

2019’s $6 level this year as corporate advertising picks up. OMC trades for 1.1 times sales, while 

the free cash flow yield is around 16% and the forward P/E ratio is near 11. Omnicom’s balance 

sheet includes $4.4 billion of cash, $0.75 billion of preferred obligations and $6.2 billion of long-

term debt, with $2.5 billion of liquidity available, and the current debt load carries a weighted 

coupon of 2.9% and maturity of July 2028 (6.7 years), giving management flexibility to operate 

in a somewhat uncertain advertising environment. Our Target Price for OMC is now $105. 



On the back of another solid quarter and a much stronger forward outlook than expected, shares 

of Celanese (CE – $168.48) ended trading last week up 2.3%. The specialty chemical producer 

announced Q3 adjusted EPS of $4.82 (versus $4.74 est.), while revenue was $2.27 billion (versus 

$2.15 billion est.). Sales during the three-month period were up 61% year over year and 3% 

quarter over quarter, driven by increased prices and volumes in the Acetyl Chain segment. 

Engineered Materials saw flat sequential sales and a 360-basis point drop in adjusted EBIT 

margin as price increases were offset by volume declines stemming from lower auto builds and 

sourcing constraints. Given the challenging environment for the auto industry as it awaits an 

increased supply of semiconductor chips so it can increase output to meet demand, we expect 

continued pressure on the margins of Engineered Materials in Q4. However, the segment should 

see a boost as chips become more available to the auto makers. 

CEO Lori Ryerkerk elaborated, “I would like to thank our teams who throughout 2021 have 

delivered the three highest quarterly adjusted earnings per share performances in our history. Our 

recent performance is a testament to the agility of Celanese and its people to respond to what was 

an exceptionally volatile quarter with external challenges and disruptions that negatively 

impacted all three of our businesses. Demand for our products remains strong across most end 

markets as we enter the fourth quarter and we expect will offset any typical winter seasonality. 

Despite ongoing sourcing and logistics headwinds, which will continue to be our limiting 

constraint in meeting elevated demand, we expect to deliver fourth quarter adjusted earnings of 

approximately $5.00 per share. Our teams have been executing on opportunities to translate 

record performance across 2021 into future growth. With the close of the Santoprene acquisition 

expected in the fourth quarter, we expect to have deployed over $2.7 billion this year to organic 

investments, M&A, and share repurchases to drive future earnings per share growth in addition 

to approximately $300 million in dividends. These actions position us well amid a strong 

demand backdrop going into next year to deliver 2022 adjusted earnings of at least $15.00 per 

share, well in excess of the 2022 outlook provided at Investor Day in March.” 

The company announced that it completed a series of transactions to spread out debt maturities 

and reduce interest expense, consisting of a registered public offering of $400 million of 1.40% 

Senior Notes due 2026 following the maturity in June 2021 of $400 million previously 

outstanding 5.875% Senior Notes, a cash tender offer for €300 million of outstanding 1.125% 

Senior Notes due 2023 and a registered public offering of €500 million of 0.625% Senior Notes 

due 2028. Celanese reported record operating cash flow of $630 million and record free cash 

flow of $520 million in the third quarter. Capital expenditures in the quarter were $102 million. 

The company returned $376 million in cash to shareholders, including $300 million of share 

repurchases and $76 million of dividends. 

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 30% rally year to date, shares trade at a very 

attractive 11.2 times NTM adjusted EPS expectations. The dividend yield now stands at 1.6%. 

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 $214. 
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