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Market Review 

Work is underway on the November edition of The Prudent Speculator. This month, we have 

one first-time recommendation while our Graphic Detail looks at the calendar and equity market 

returns. If all goes according to plan, TPS 661 will be emailed Tuesday evening, November 2. 

***** 

Speaking of the calendar, though there were more than a few head-scratching negative reactions 

to third-quarter earnings announcements during the month, sometimes scary October enjoyed 

handsome gains this time around. Indeed, the major market averages rebounded from the 

September swoon to make their way into the green for the historically weakest two-month stretch 

of the year. 



 

No doubt, despite major supply chain difficulties and the COVID-19 Delta variant weighing on 

the economy and pushing Q3 GDP growth down to 2.0%,… 



 

…terrific Q3 corporate profit reports have provided a boost to equity prices,… 



 

…while GDP projections are suggesting a return to excellent growth in the U.S. economy for 

Q4. 



 

To be sure, there will be fits and starts as economic statistics roll in, as evidenced by pullbacks in 

manufacturing and housing data for September,… 



 

…and question marks about the mood on Main Street last month,… 



 

…even as consumers have had no problem opening their pocketbooks,… 



 

…with the labor situation in its best shape since the pandemic began. 



 

Certainly, as Fed Chair Jerome H. Powell recently reminded, “The process of reopening the 

economy is unprecedented, as was the shutdown at the onset of the pandemic,” we recognize that 

we have been dealing with a spike in inflation over the spring and summer,… 



 

…with investors worried about the potential impact on stock prices, but market history argues 

that equities, on average, have been the place to be whether the change in the consumer price 

index on an annual basis has been above or below 5%,… 



 

…and Value stocks turned in sensational absolute and relative returns during the 15-year time 

span in which inflation averaged 7% per annum from the end of 1965 to the end of 1981. 



 

To be sure, the Federal Reserve will do all it can to keep inflation in check, and we expect that a 

tapering of the current bond-buying program will get underway shortly, with the previous 

tapering occurrence back in 2013/2014 resulting in big gains for Value stocks and sizable losses 

for longer-term U.S. Treasury securities. 



 

Obviously, history is merely a guide and not the gospel, but the bond market of late has not 

shown much worry about a major participant in fixed-income land slowing its purchases. 

Interestingly, interest rates declined in the latest week, which we would argue adds to the appeal 

of equities from an earnings-yield basis,… 



 

…and from an income basis,… 



 

…especially as dividend payments for stocks have risen over time. 



 

***** 

Despite the major market averages residing at or near all-time highs, we maintain our optimism 

for the long-term prospects of our broadly diversified portfolios of what we believe to be 

undervalued stocks,… 



 

…and we are happy, from a contrarian perspective, that investors are hardly euphoric,… 



 

…while we can’t help but have a little bounce in our step now that the calendar has moved past 

Halloween. 



 

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. 

We have just posted our listing of updated Target Prices for all our recommendations to 

theprudentspeculator.com, while Jason Clark, Chris Quigley and Zack Tart offer updates on a 

baker’s dozen of our stocks that reported quarterly results last week. 

Shares of Apple (AAPL – $149.80) slumped after the company’s fiscal Q4 revenue came in 

weaker than analysts were expecting. The California-based technology giant earned $1.24 per 

share (vs. $1.24 est.), while revenue was $83.4 billion (vs. $84.7 billion est.). iPhone revenue 

trailed estimates at $38.9 billion (vs. $41.6 billion est.), as did Mac revenue of $9.2 billion (vs. 

$9.3 billion est.), although revenue from the Wearables-Home-Accessories, Service and iPad 

segments beat expectations. We note that the latest round of iPhones will show up in next 

quarter’s results. 

https://theprudentspeculator.com/dashboard/
http://theprudentspeculator.com/


CEO Tim Cook commented, “While we are still living through unprecedented times, we are 

encouraged by progress around the world. I’m grateful to our teams who have stayed resolutely 

focused on our customers and the pursuit of innovation on their behalf. We’ve aimed to help our 

customers navigate the world as it is while empowering them to create the world as it can be. 

Whether it’s public health workers managing vaccination campaigns on iPhone or students 

returning to classrooms full of iPads or family staying connected over FaceTime, it is an honor to 

know that what we make matters and to see that reflected in the world and in our performance.” 

Mr. Cook concluded, “We are incredibly proud of the product lineup we have going into the 

holiday season, and we are encouraged by the customer response we’ve seen. And while we 

cannot know exactly which path the pandemic will take the world down in the months to come, 

we feel quite confident that this new year will be driven by the values that guide us and by the 

innovation that defines us.” 

CFO Luca Maestri offered a financial update, “We ended the quarter with $191 billion in cash 

plus marketable securities. We issued $6.5 billion of new term debt, retired $1.3 billion of term 

debt and decreased commercial paper by $2 billion, leaving us with total debt of $125 

billion…I’d like to review our outlook. Given the continued uncertainty around the world in the 

near term, we are not providing revenue guidance but we are sharing some directional insights 

based on the assumption that the COVID-related impacts to our business do not worsen from 

what we are projecting today for the current quarter. As we mentioned earlier, during the 

September quarter, supply constraints impacted our revenue by around $6 billion. We estimate 

the impact from supply constraints will be larger during the December quarter. Despite this 

challenge, we are seeing high demand for our products and expect to achieve very solid year-

over-year revenue growth and to set a new revenue record during the December quarter. We 

expect revenue for each product category to grow on a year-over-year basis, except for iPad, 

which we expect to decline year-over-year due to supply constraints. For Services, we expect our 

growth rate to decelerate from the September quarter but to remain strong. We expect gross 

margin to be between 41.5% and 42.5%. We expect OpEx to be between $12.4 billion and $12.6 

billion. We expect OI&E to be around negative $50 million, excluding any potential impact from 

the mark-to-market of minority investments, and our tax rate to be around 16%. Finally, today, 

our Board of Directors has declared a cash dividend of $0.22 per share of common stock payable 

on November 11, 2021, to shareholders of record as of November 8, 2021.” 

With the latest batch of iPhones not yet reflected in financials and supply chain headwinds 

impacting Apple, we think the weaker-than-expected results were met with some consternation 

from investors due to Apple’s reputation for ruthless supply chain management. As we now have 

found out, the company cannot simply innovate or work around every challenge, although we do 

expect Apple to bounce back fairly quickly. Apple continues to see success from its proprietary 

M1 chip, which powers the iPad Pro, iMac, MacBook and MacBook Pro, and we expect sales to 

remain strong. We continue to be fans of Apple and our Target Price has been boosted to $170. It 

remains one of the largest holdings in our broadly diversified portfolios, which we are 

comfortable with at present despite its stretched valuation relative to its own history. 

Computing giant Microsoft (MSFT – $331.62) is once again the largest public company in the 

U.S. thanks in part to a strong fiscal Q1 2022. Microsoft earned $2.27 per share in the quarter 



(vs. $2.07 est.). MSFT had total revenue of $45.3 billion, versus the $43.9 billion estimate. 

Microsoft’s results were strong in all areas, and revenue in the three main segments (Productivity 

and Business Processes, Intelligent Cloud and More Personal Computing) grew at least 12% or 

more year-over-year and the company spent $10.9 billion in share repurchases during the 

quarter. MSFT shares extended their YTD gain to near 50%. 

 

MSFT CEO Satya Nadella said, “We are off to a fast start in fiscal 2022 with Microsoft Cloud 

quarterly revenue surpassing $20 billion for the first time, up 36% year-over-year. The case for 

digital transformation has never been more urgent or more clear. Digital technology is a 

deflationary force in an inflationary economy. Businesses, small and large, can improve 

productivity and the affordability of their products and services by building tech intensity. The 

Microsoft Cloud delivers the end-to-end platforms and tools organizations need to navigate this 

time of transition and change.” 

Mr. Nadella offered comments on Azure, “78% of the Fortune 500 use our hybrid offerings. And 

with Azure Arc, customers like Nokia, Royal Bank of Canada and SKF can deploy and run 

applications at the edge or in multi-cloud environments. Organizations also prefer our cloud to 

power the mission-critical apps they rely on every day. GE Healthcare and Procter & Gamble 

migrated critical workloads to Azure this quarter, and leading companies in every industry, 



including Bertelsmann, Kimberly-Clark, the NBA, SoftBank, thyssenkrupp, all chose Azure for 

their SAP workloads.” 

Mr. Nadella concluded, “We have the most diversified set of digital businesses, and we are 

innovating to expand our opportunity across the entire portfolio to help our customers in this new 

era. Next week, we’ll hold our flagship Ignite Conference, where we will share the next chapter 

of Microsoft Cloud from the Metaverse, to large-scale AI, from hybrid work, to hybrid 

infrastructure. I couldn’t be more optimistic about the opportunities ahead.” 

CFO Amy Hood said Microsoft expects Q2 Productivity and Business Processes revenue 

between $15.7 billion and $15.95 billion, Intelligent Cloud revenue between $18.1 billion and 

$18.35 billion and More Personal Computing revenue between $16.35 billion and $16.75 billion. 

Ms. Hood closed, “We are off to a strong start in FY ’22, with tremendous opportunity to drive 

sustained long-term revenue growth. We remain focused on growing high-value usage across our 

differentiated Microsoft Cloud offerings and delivering exciting new consumer experiences with 

Windows 11, Surface and our Xbox gaming platform as we enter the holiday season. Our 

consistent approach to investing for these and other future opportunities while continuing to 

deliver solid operating performance will drive strong results throughout FY ’22 and beyond.” 

Microsoft remains one of our largest holdings, a position we are comfortable with at present. We 

particularly like the rotation to a subscription software model and appreciate that the company 

has seen tremendous growth in Azure, complemented by growth in the Xbox gaming platform 

and business-social network LinkedIn. We think the growth trends are unlikely to slow for the 

foreseeable future, a result in part of MSFT cementing its position in the tech world during the 

pandemic. Of course, technology changes quickly and Microsoft can’t rest on its laurels, but for 

now, the company’s position looks robust. MSFT hiked its quarterly dividend from $0.56 to 

$0.62, resulting in a yield around 0.75%. Our MSFT Target Price has been increased to $357. 

Shares of Benchmark Electronics (BHE – $23.31) tumbled more than 7% after the electronics 

designer and manufacturer delivered a Q3 report that included an outlook that underwhelmed 

analysts. For the three-month period, BHE said its revenue reached $572 million, versus 

expectations of $578 million. Adjusted EPS in Q3 was $0.39, compared to the forecast of $0.38. 

Revenue was above the midpoint of the company’s previous guidance and was up 9% year-over-

year. Supply chain challenges impacted Benchmark, and the company reported that it was unable 

to fill more than $100 million of demand due to component availability. 

“On the COVID front, we are pleased that vaccine availability is improving around the world, 

especially for our international locations. Having said that, we did continue to experience 

intermittent disruptions to our global operations based on the need to comply with government 

requirements and our own health and safety policies to protect our employees. Despite all the 

challenges, I’m proud of how our teams have worked tirelessly and persevered to improve our 

position in support of our customers,” said CEO Jeff Benck. “Overall, our funnel and new 

business outlook remains strong with all the great work from our go-to-market engineering 

services and operations team.” 



Management said that it sees adjusted EPS for Q4 coming in between $0.37 and $0.45, with the 

consensus estimate heading into the announcement at $0.41. Additionally, company revenue 

projections for Q4 came in at a range of $560 million to $610 million. The consensus analyst 

estimate had been $581.5 million. Neither projection seems that bad in our eyes, and we like the 

steps management has taken to diversify its customer base and mitigate the impact of the 

pandemic, as well as its new focus on ESG and sustainability, which should help the business 

thrive over the long term. Benchmark continues to invest in growth projects, while paying out a 

2.8% yield to shareholders and maintaining a balance sheet with a significant net cash position. 

Still, our Target Price for BHE has been trimmed to $35. 

Electronic components maker Corning (GLW – $35.57) earned an adjusted $0.56 per share in 

fiscal Q3 2021 (vs. $0.58 est.). GLW had revenue of $3.64 billion, versus the $3.63 billion 

estimate. Shares dropped 5% on the news, even though the company posted huge year-over-year 

EPS gains (Q3 2020 EPS was $0.43) and revenue was more than $600 million higher. Corning 

benefitted from year-over-year sales gains in every segment except Specialty Materials (-2.5% y-

o-y), while Optical Communications had 24% y-o-y revenue growth to $1.13 billion and Display 

Technologies grew 16% y-o-y to $956 million. 

CEO Wendell Weeks commented, “Like everyone, we’re dealing with numerous factors caused 

by the pandemic and the resulting inflation. In this quarter, the largest macro impact was 

constraints in the automotive industry, stemming from chip and component shortages. Auto 

production in the third quarter is estimated to be down nearly 20% year-over-year and 9% 

sequentially. As a result, we stepped down in light-duty sales. Across our businesses, we 

prioritized delivering for our customers in a complex inflationary environment, and we have 

delivered despite incurring extra costs. Now we’re taking additional actions, including pricing, to 

address these costs and maintain our ability to invest and support our customers. And you’ll hear 

more from Tony on this in just a few minutes. Against this backdrop, we feel really good about 

our performance. In the quarter, announcements with industry leaders illustrated the power of 

our portfolio, demonstrating not only our relevance across multiple markets but also our role as a 

key innovation partner.” 

Mr. Weeks concluded, “In total, we believe our efforts to address the pandemic are enabling 

permanent industry shifts. That means a future pharmaceutical packaging landscape defined by 

enhanced patient safety, lower cost, minimal regulatory hurdles and increased capacity for life-

saving drugs. Other efforts that have gained increased attention during pandemic are finding 

broader long-term applications… I’ll close by briefly looking back at 2019, when we outlined 

our priorities for growth and shareholder returns for the next several years. We provided 

attractive targets as we laid out our plans to build an even bigger, stronger company that delivers 

sustainable results. Today, the growth drivers we laid out remain intact and we’re delivering on 

our goals. We are a bigger, stronger company than we were in 2019, and we are continuing to 

grow. I feel really good about our position and the progress that we’ve made. I look forward to 

updating you when we close out a strong year and as we grow again in 2022.” 

After stopping buybacks on account of the pandemic, GLW has returned to returning cash to 

shareholders. The company lifted its quarterly dividend by 10% earlier this year to $0.24 and 

“plans to do more repurchases in Q4.” Corning expects Q4 EPS between $0.50 and $0.55 with 



revenue between $3.5 billion and $3.7 billion. While it seemed to weather the pandemic well, it 

seems that customer supply chain issues have impacted Corning and rising inflation might result 

in additional headwinds. We think both will eventually abate and we like that analysts expect 

continued earnings growth, while cash flow should remain robust. Our Target Price has edged 

lower to $52. 

Network hardware provider Juniper Networks (JNPR – $29.52) earned $0.46 per share in fiscal 

Q3 2021 (vs. $0.46 est.). JNPR’s revenue was $1.19 billion (vs. $1.21 billion est.). Despite the 

small revenue miss, JNPR shares soared after the company’s outlook implied strong demand 

potential next year. JNPR expects Q4 revenue around $1.265 billion with EPS near $0.53. 

CEO Rami Rahim said, “We experienced record software orders in the quarter due to broad-

based strength across verticals and customer solutions. Momentum is strong, both ratable 

subscriptions offerings as well as on-box licenses. Based on the momentum we’re seeing, we’re 

currently tracking ahead of the long-term total software and ARR targets we presented at our 

recent Investor Day. I’d like to mention that our services team delivered another solid quarter 

and continued to grow on a year-over-year basis due to strong renewals and service attach rates. 

Our services team continues to execute extremely well to ensure customers receive an excellent 

experience.” 

CFO Ken Miller added, “The modest revenue shortfall as compared to our guidance was due to 

the negative impact of supply chain constraints…During the third quarter, momentum in product 

orders remained strong, showing exceptional year-over-year growth for the second consecutive 

quarter. We saw significant order growth across all verticals, all geographies and all customer 

solutions. Some of this order strength continues to be attributable to industry supply chain 

challenges that are causing certain customers to place orders early in an effort to secure supply 

when needed. Even after adjusting for these early orders, total product orders are estimated to 

have grown in the mid-teens year-over-year. This is the third consecutive quarter of mid-teens 

bookings growth after adjusting for early orders. It’s important to mention that our backlog has 

increased by more than $1 billion relative to the start of the year.” 

Mr. Miller continued, “Consistent with prior quarters in 2021, the worldwide shortage of 

semiconductors and other components is impacting many industries, caused in part by the 

continuation of the COVID-19 pandemic. Similar to others, we are experiencing ongoing 

component shortages which has resulted in extended lead times and elevated costs of certain 

products. We continue to work to resolve the effect of the supply chain challenges and have 

increased inventory levels and purchase commitments. We are working closely with our 

suppliers to further enhance our resiliency and mitigate the effects of recent disruptions outside 

of our control. We believe that even with these actions, extended lead times and elevated costs 

will likely persist for at least the next few quarters. While the situation is dynamic at this point in 

time, we believe we will have access to sufficient supplies of semiconductors and other 

components to meet our financial forecast. At the midpoint of our guidance, revenue is expected 

to grow 3.5%. This would be the sixth consecutive quarter of year-over-year revenue growth.” 

Mr. Miller concluded, “Presuming no further COVID-19-related economic deterioration, based 

on the current order momentum we are seeing, and the anticipated Q4 2021 ending backlog, we 



expect at least mid-single-digit revenue growth on a full year basis in 2022. In addition, we 

expect to see at least 100 basis points of non-GAAP operating margin expansion on a full year 

basis. This guidance is not dependent on improvements in lead times or easing of industry supply 

chain constraints.” 

JNPR repurchased $50 million worth of shares last quarter and confirmed that it will pay the 

$0.20 quarterly dividend next quarter. The company has $1.8 billion of cash and equivalents on 

its balance sheet and approximately the same amount in debt, with plenty of room to take on 

extra borrowing if needed via a $500 million credit line that matures in 2024. Cloud customers 

continue to be of chief importance to JNPR, and the recent restructuring of the sales force is a 

move we view positively despite the initial cost. JNPR trades with a forward P/E less than 16 and 

yields a rich (especially for a tech stock) 2.7%. Our Target Price has been boosted to $37. 

Capital One Financial (COF – $151.03) reported its Q3 financial results last week. The 

consumer finance giant posted EPS of $6.86 in the quarter, 27% ahead of the consensus analyst 

estimate of $5.38. While a credit loss provision release accounted for $0.90 of the EPS, COF’s 

quarterly strength was driven by a higher net interest margin, a larger loan balance and better 

loan charge offs than expected. 

Despite the robust quarter, management’s earnings-call discussion around increased marketing 

expense and rising technology talent costs sent shares reeling more than 10% on the week. CEO 

Richard Fairbanks commented, “Our modern technology stack is powering our performance and 

our opportunity. It’s setting us up to capitalize on the accelerating digital revolution in banking, 

and it’s the engine that drives enduring value creation over the long-term.” 

Having trimmed our position near $160 back in May, we think the weakness in the shares is a 

long-term buying opportunity as the company’s momentum suggests its marketing investments 

are resonating, and we think that longer-term the technology investments could drive growth or 

lower costs (or both). We continue to like 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 8 times the 

consensus NTM adjusted EPS estimate and offers a 1.6% dividend yield. Our Target Price has 

been lifted to $186. 

New York Community Bancorp (NYCB – $12.43) announced that it earned $0.31 per share in 

Q3. The figure was just shy of the $0.32 consensus analyst estimate, but was 35% higher than the 

comparable quarter a year ago. Total deposits grew $444 million since the end of Q2 to $34.6 

billion as loans declined modestly to $3.0 billion, similar to that experienced by peers. Net 

interest margin contracted 6 basis points on a sequential basis to 2.44%. Shares slid 11% over the 

past week on the lack of a bottom-line beat and word from management that the bank’s pending 

merger with Flagstar likely will not close until early 2022 as it awaits regulatory approval. 

Commenting on Q3, CEO Thomas R. Cangemi said, “We generated solid results, during the 

quarter, highlighted by double-digit year-over-year EPS growth, driven by higher PPNR, 

continued NIM expansion, stable operating expenses, strong deposit growth, and solid asset 

quality. Additionally, the $0.90 of diluted EPS and the $0.93, on a non-GAAP basis, we recorded 



for the first nine months of 2021 are the best diluted EPS we have reported in the first nine 

months of a year since 2010. Diluted earnings per share, on a non-GAAP basis, were $0.31 per 

share, up 35% from the third quarter of last year as the net interest margin increased 15 basis 

points to 2.44% compared to the third-quarter 2020 margin, driven primarily by a lower cost of 

deposits. We continue to make significant strides in both growing our deposits and shifting the 

mix to core deposits.” 

Mr. Cangemi added, “We were pleased to see good growth in the multi-family portfolio, despite 

modest overall loan growth. Multi-family loans on a linked-quarter basis increased to nearly $33 

billion, up about $300 million or 4% annualized compared to the previous quarter, while total 

loans held for investment rose 1% on an annualized basis compared to the previous quarter. 

Asset quality metrics improved as non-performing assets declined 8% and 33%, compared to the 

prior quarter and the year-ago quarter, respectively. Loan deferrals consisting primarily of loans 

paying interest-only and escrow declined to $914 million or 2% of total loans, while loans on 

full-payment deferral remained at zero. As for our pending strategic merger with Flagstar, both 

sets of shareholders overwhelmingly approved the planned merger on August 4th. We continue 

to make significant progress on the integration planning front, while we await regulatory 

approval. At this point, it does not appear that regulatory approval will be received in time to 

close the merger during the fourth quarter of 2021. We now estimate an anticipated closing as 

soon in 2022 as we can obtain regulatory approvals.” 

In light of the past year and a half, we are delighted that NYCB’s asset quality continues to hold 

up with the bank recovering $1 million worth of credit losses compared to a $13 million 

provision a year ago. Although an experienced player within its market, we think the regional 

diversification is a good move as we have long been mindful of risks within the NYC 

multifamily market. We note that Flagstar has more than doubled its book value per share over 

the last decade, with much of the growth coming over the past three years but are mindful that 

the demand for mortgage origination has played a large role, given the acceleration of home 

purchases and refinancings over the past 18 months. 

NYCB continues to boast a significant dividend yield, which stands at 5.5% as of Friday’s close, 

but we note that there has been little in the way of capital appreciation over the years. As such, 

NYCB’s spot in our portfolios is tenuous as we are constantly combing the financial sector and 

banking industry for other opportunities. For now, our Target Price resides at $17. 

Shares of Merck & Co. (MRK – $88.05) rallied nearly 8% in the three days following the 

release of the firm’s Q3 financial results. The pharmaceutical giant earned $1.75 per share in the 

quarter, $0.20 above the consensus analyst estimate, as revenue grew 4.8% year-over-year to 

$13.2 billion. Management raised its guidance for the year, and now expects revenue of between 

$47.4 billion and $47.9 billion and earnings per share between $4.71 and $4.76, which include 

the contribution expected from sales of the company’s new COVID-19 antiviral pill. Former 

CFO, now in the slot as Merck’s CEO, Robert Davis commented, “From the onset of the 

pandemic, Merck has sought out opportunities to apply its scientific expertise in the global fight 

against COVID-19, and we are very pleased to now be in a position to make a meaningful 

difference. As you are aware, at a planned interim analysis of our Phase III trial in at-risk non-



hospitalized adult patients with mild-to-moderate COVID-19, molnupiravir reduced the risk of 

hospitalization or death by approximately 50% compared with placebo.” 

 

Mr. Davis also discussed Merck’s recent acquisition announcement of Acceleron, stating, 

“Acceleron’s lead product candidate, sotatercept has the potential to become foundational as an 

add-on therapy in the treatment of pulmonary arterial hypertension, where there is a strong need 

for a new agent that can potentially address the underlying illness and not just the symptoms of 

this grievous disease. We look forward to the completion of our tender offer in the near future 

and to receiving the necessary regulatory approvals that will permit us to close the transaction. 

With its multibillion-dollar peak sales potential, and commercial exclusivity well into the next 

decade, sotatercept can contribute meaningful revenue growth in the KEYTRUDA LOE period, 

an important attribute of this and potential future targets. Dean and I will continue to work with 

our team to identify additional scientifically compelling business development opportunities, 

while also continuing to pursue a robust and growing internal pipeline.” 

He concluded, “It’s an exciting time at Merck, and we are determined to build on our recent 

successes as we pursue our mission to deliver innovations that save and improve lives and as we 

seek to create long-term value for both our patients and our shareholders…My leadership team is 

fully aligned behind the need for Merck to work with more speed, urgency and agility across all 



aspects of our business. We must stay ahead of the evolving external environment to ensure we 

are able to make the significant investments required to deliver future innovations that will 

address unmet medical needs across the globe. In doing so, we aim to deliver important 

medicines and vaccines to patients, while continuing to drive long-term sustainable growth and 

value creation for all of our stakeholders.” 

We share Mr. Davis’ excitement for the future of the drugmaker, especially as new therapeutics 

offer growth beyond Keytruda, even as the blockbuster continues to find success in new 

indications. MRK’s concentration in antivirals, oncology and immunology seem to have given it 

a bounce in its step post spin-off of its branded drug and women’s health segment in Organon 

(OGN – $36.75). MRK boasts a history of returning cash to shareholders, a diversified revenue 

stream and solid free-cash-flow generation. The current dividend yield is 3.5% and we have 

hiked our Target Price to $109. 

Despite posting Q3 results that blew away top- and bottom-line expectations, shares of Gilead 

Sciences (GILD – $64.88) slipped more than 3% last week, evidently on concerns about sales of 

some of its medications coming in below estimates and an announcement that trial data that was 

expected prior to the end of the year on a couple of oncology pipeline candidates will not be 

available until Q1 2022. Believe it or not, the biotech titan reported adjusted EPS of $2.65, 

almost 50% greater than the consensus analyst estimate of $1.77, on revenue of $7.42 billion that 

was almost 18% better than the average forecast of $6.29 billion. In addition, management said it 

was lifting its full year adjusted EPS guidance to $7.90 to $8.10, from $6.90 to $7.25. 

CEO Daniel O’Day commented, “This was a very strong third quarter with continued positive 

momentum for both our commercial performance and our pipeline progress. Veklury is making a 

significant impact as the COVID-19 pandemic continues to evolve. The dynamics of the HIV 

treatment market further improved, and this contributed to record Biktarvy revenue. In oncology, 

our marketed portfolio continues to expand with four new country approvals for Trodelvy for 

metastatic triple-negative breast cancer, the approval of Tecartus in relapsed or refractory acute 

lymphoblastic leukemia and two new trial starts for magrolimab in solid tumors.” 

The quarter was definitely boosted by surprisingly strong sales of Veklury. That said, one would 

expect these sales to begin to wane as we move into and through 2022 as COVID-19 

hospitalizations have seemingly passed their peak (at least for the Delta variant). Excluding this 

treatment, GILD’s product sales declined 3% overall as the firm is still facing near-term 

headwinds in its HIV drugs, and a steady decline in Hepatitis C. 



 

However, new oncology treatments seem to be the future, and while this segment of the business 

is too small to move the needle yet, upcoming data readouts from pipeline positions could give 

investors more confidence in improved long-term growth. In the interim, Gilead continues to 

generate robust enough cash flow to allow for additional R&D and/or acquisitions while 

returning capital to shareholders. The current dividend yield is 4.4% and the stock sports a 

forward P/E ratio of 9.4. Our Target Price has been adjusted to $90. 

Shares of Caterpillar (CAT – $204.01) ended last week up 1.7% as the construction and mining 

equipment maker reported Q3 financial results. Adjusted EPS for the period came in at $2.66, 

versus the consensus analyst estimate of $2.20. Revenue came in at $12.4 billion, compared to 

the consensus forecast of $11.8 billion. While supply constraints limited sales in the quarter, they 

were still up 25% y-o-y and operating margin expanded 2.6% to 13.7%. Higher volume and 

better pricing offset increased SG&A, R&D and manufacturing costs. Management’s 

expectations of Q4 sales to increase sequentially with some operating margin compression seems 

consistent with normal seasonality. 

CAT CEO Jim Umpleby commented, “Sales and revenues were higher in all segments, and in all 

regions during the quarter. Customer demand and order rates were strong. We experienced 

supply chain challenges, like many other industrial companies. We believe our sales in the third 



quarter would have been higher, if not for these issues. We are however, pleased by our global 

team’s ability to continue to execute in a challenging environment. Our global team continues to 

execute our long-term strategy for profitable growth while working to mitigate supply chain 

challenges as we serve our customers.” 

Construction machinery is probably what CAT is best known for, but the company also produces 

plenty of mining equipment and sells a full array of products abroad, lowering the U.S.-specific 

risk. We think the diversification is important to CAT’s resiliency and note that analysts now 

expect earnings per share to grow to $12.25 in 2022 and $14.24 in 2023. Of course, the valuation 

is no longer as cheap as it once was and shares currently change hands above 19 times NTM 

adjusted EPS projections, so we have no regrets about taking some of our CAT money off the 

table back in March in the $230 range. That said, we still see upside potential as substantial, 

especially if infrastructure spending legislation in the U.S. is eventually passed. The yield is now 

2.2% and our Target Price for our remaining CAT holdings has been bumped up to $268. 

Railcar manufacturing and leasing concern Greenbrier Companies (GBX – $41.02) reported 

that it earned $0.98 per share in fiscal Q4, which ended in August, 28% better than the $0.77 

expected by analysts. That was the good news, but the $450 million of sales generated in the 

period was nearly 6% below the Q4 figure a year ago, even as respective new railcar orders and 

deliveries (including Brazil) were nearly 76% (6,700 units) and 29% (4,500 units) higher than in 

Q3. Management expects the firm to deliver between 16,000 and 18,000 new units in fiscal 

2022. The backlog sits slightly above Q3, at 26,600 units valued at $2.8 billion 

CEO Bill Furman commented, “Greenbrier continued to build momentum during our fourth 

fiscal quarter as the recovery in the North American railcar market progresses. We achieved our 

fifth sequential quarterly increase in new orders during the quarter with new orders totaling 

6,700 units valued at $665 million. Greenbrier also completed a comprehensive $1.5 billion 

refinancing plan that extended maturities into 2026 and beyond. Combined with the $300 million 

GBX Leasing warehouse credit facility, Greenbrier completed $1.8 billion of financings in fiscal 

2021. Our strong financial position and $2.8 billion backlog supports Greenbrier’s proven ability 

to adjust production capacity in response to growing demand. It also uniquely positions 

Greenbrier to participate meaningfully in the post-pandemic recovery. Momentum continues to 

build in our international markets with approximately 30% of our backlog for delivery in Europe 

and Brazil. Our strategic focus remains unchanged as we enter fiscal 2022, particularly given 

challenges brought about by inflationary pressures, labor shortages and supply chain issues. The 

market recovery will not be linear, and for this reason, we are pleased to have recently increased 

the scale of our lease fleet through our GBX Leasing joint venture. Our lease fleet investment 

provides Greenbrier tax-advantaged cash flows and reduces our exposure to the inherent 

cyclicality of freight transportation equipment manufacturing. All factors considered, Greenbrier 

is extremely well-positioned to continue to grow and deliver value to our shareholders.” 

The Board of Directors accepted the recommendation of Mr. Furman to confirm Lorie L. 

Tekorius as his successor as CEO. The company previously announced that Mr. Furman would 

retire from all executive offices effective September 1, 2022, but he will remain Executive 

Chairman. 



Our thesis for Greenbrier remains that consolidating acquisitions in North America and 

expansion abroad have both strengthened the company’s competitive position and added 

beneficial diversification. We acknowledge that GBX has historically been a volatile stock and 

that is unlikely to dissipate going forward, but management expects that its new leasing joint 

venture (of around 450,000 cars) will add stability to the operation. Shares have exhibited a 

consolidation pattern since late February but offer a dividend yield of 2.6%, with $80 million 

authorized for repurchases through January 2023. Our Target Price remains $55. 

Shares of Newmont Corp (NEM – $54.00) sank 6% following the news that the giant precious 

metals miner turned in $0.60 of EPS in Q3, 18% below the the Street estimate. The stock had 

outpaced the gold spot price year-to-date through May but has since retraced the gain. Newmont 

produced 1.45 million attributable ounces of gold in the quarter, including production from its 

Pueblo Viejo joint venture, generating $735 million of free cash flow. The balance sheet remains 

solid with $7.6 billion of liquidity and management now expects to produce 6.0 million ounces 

for 2021 at $1,050 per ounce of all-in sustaining costs. The firm spent $99 million to repurchase 

1.8 million shares at $56 per share. 

“Newmont delivered on a challenging third quarter performance with $1.3 billion in adjusted 

EBITDA and $735 million in free cash flow, building momentum for a strong fourth quarter,” 

said CEO Tom Palmerr. “Supported by our clear strategic focus and proven operating model, we 

continue to apply our disciplined approach to capital allocation. A year ago, we announced our 

industry-leading dividend framework, establishing a clear pathway for stable and predictable 

returns. Over the last four quarters, Newmont has steadily reinvested in our operations while 

returning more than $2 billion dollars to shareholders through dividends and share buybacks, 

demonstrating our confidence in the long-term value of our business and our ability to maintain 

financial flexibility.” 



 

We acknowledge the complexities and obstacles inherent in the mining industry and realize gold 

has lost some of its allure for many with cryptocurrencies getting plenty of attention, even as 

traditionally the precious yellow has been an inflation hedge. Still, we like Newmont’s efforts to 

use its scale from the Goldcorp acquisition to improve profitability and we think the stock is a 

better way to have exposure to gold, given that the shares boast a rich dividend yield of 4.1%. Of 

course, we will not stay wedded to the stock should we find another more attractive and more 

undervalued company, but at present our Target Price for NEM resides at $76. 

Shares of International Paper (IP – $49.67) slid over 6% in the three days of trading that 

followed the release of its Q3 financial results on Wednesday. The paper and packaging concern 

slightly missed consensus expectations as an ever-tight supply chain constrained operations and 

volume. After 15 straight months of comparable volume improvements through September on a 

year-over-year basis, we are not all that surprised to see box shipments cool off a bit. IP earned 

$1.35 per share in the quarter, a 24% improvement versus the latest comparable pre-pandemic 

quarter, on $4.1 billion of sales. 

CEO Mark Sutton commented, “We continue to see strong demand for corrugated packaging and 

solid demand for absorbent pulp. We’re making strong progress on price realization from our 

prior increases. Having said that, the supply chain and input cost environment remains very 



challenging and it impacted our results much more than we anticipated. The widespread supply 

chain constraints limited our ability to capture the full opportunity that comes with the strong 

level of demand that we’re seeing. Our mills performed well. However, stretched supply chains 

impacted volume in our Industrial Packaging and Global Cellulose Fibers businesses. 

Containerboard inventories in our packaging network improved in the latter part of the third 

quarter, and we are in a much better position as we enter the seasonally strong fourth quarter. 

Input costs in the third quarter rose by about $230 million or $0.46 per share, which was more 

than 2x what we had anticipated, with cost pressure in just about every category.” 

International Paper also spun off its printing papers business in the quarter to a new entity named 

Sylvamo (SLVM – $28.16), which shareholders received on October 1. IP retained a 20% 

interest in the entity, which it intends to monetize over the next year. It also received a $1.4 

billion payment from Sylvamo, which ought to improve the overall financial position. We do not 

yet have a Target Price for SLVM. 

IP CFO Tim Nicholls commented on the company’s capital allocation framework following the 

spinoff, “Returning cash to share owners is a meaningful part of our capital allocation 

framework. In the third quarter, we returned $411 million to share owners through dividends and 

share repurchases. Share repurchases were $212 million, which represented about 3.6 million 

shares at an average price of $59.13. Also earlier this month, the Board of Directors approved an 

additional $2 billion share repurchase program, which raises our total available authorizations to 

$3.3 billion. We will continue to execute on that authorization in a manner that maximizes value 

for share owners over time. With regard to the dividend, our policy does not change. We are 

committed to a competitive and sustainable dividend, with a payout of 40% to 50% of free cash 

flow, which we will continue to review annually as earnings and cash flow grow. Earlier this 

month, we decreased our dividend by 9.8% to $1.85 per share annually, following the spin-off of 

the papers business. This adjustment is well below the 15% to 20% proportion of cash previously 

generated by the papers business as we outlined when we announced the spin last year.” 

Competition is likely to remain stiff in the corrugated packaging space, although the sustained 

supply-chain tightness ought to allow for another price increase in the current cycle. And we are 

relieved that any weakness appears related to supply instead of demand, as other major U.S. 

behemoths like Apple and Amazon cited similar supply-related issues in the release of their own 

recent financial results. We think International Paper’s more focused effort on corrugated 

packaging is prudent, given the general state of declining demand for paper products. IP 

currently trades for less than 11 times NTM projections and boasts a dividend yield of 3.7%. Our 

Target Price is now $69. 
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