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Market Review 

It was a lousy end to a not-so-grand holiday-shortened trading week, in which the major market 

averages dropped 1% or so and the average stock in the Russell 3000 gave up all its January 

gains to now be down 0.5% thus far in 2020. Interestingly, the big skid on Friday was not 

supposed to happen, if the URL for the Market Snapshot story that the MarketWatch website was 

running was to be believed: https://www.marketwatch.com/story/dow-seen-opening-in-positive-

territory-as-intel-amex-shares-punch-higher-in-premarket-action-2020-01-

24?mod=mw_latestnews. 

Of course, the MarketWatch folks didn’t bother to change the upbeat URL language, even as 

when folks click on that link today, they are greeted with the headline, “Stocks slide to lowest 

level in over a week as spread of China virus worries investors.” Indeed, conditions changed 

rapidly, with Wuhan coronavirus fears pushing the Trump Impeachment Proceedings down the 

page of the various news websites, before the tragic death of basketball superstar Kobe Bryant, 

his daughter, and apparently 7 others, became a massive Breaking News story on Sunday. 

No doubt, coronavirus developments are of major import to investors as the new trading week 

begins, with the U.S. equity futures selling off sharply as these comments were penned on 

Sunday evening. CNN.com’s latest update included news that more than 50 confirmed cases 

have been identified in 13 places outside mainland China and that more than 60 million people 

have been affected by Beijing’s attempts to either partially or fully lock down affected cities. 

Further, President Xi Jinping said that China is facing a “grave situation” and, “Life is of 

https://www.marketwatch.com/story/dow-seen-opening-in-positive-territory-as-intel-amex-shares-punch-higher-in-premarket-action-2020-01-24?mod=mw_latestnews
https://www.marketwatch.com/story/dow-seen-opening-in-positive-territory-as-intel-amex-shares-punch-higher-in-premarket-action-2020-01-24?mod=mw_latestnews
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paramount importance. When an epidemic breaks out, a command is issued. It is our 

responsibility to prevent and control it.” And, China’s health minister said that people can spread 

the virus before symptoms show, which makes it harder to contain. 

Clearly, the coronavirus situation is scary, especially as there now is a confirmed case in our 

home county of Orange County, California, but we always try to put frightening events into 

perspective, especially as we live today in such a sensationalistic society, with viral, no pun 

intended, social media and Internet posts constantly bombarding the senses. 

 

To be sure, Wuhan coronavirus could be the catalyst for the next 5% market pullback,… 



 

…or even the next 10% correction,… 



 

…but we think that this will eventually pass and that it will not be the virus that does humanity 

or stocks in. We do not mean to sound cavalier, but here is what we wrote back in 2014 as the 

equity markets were heading south in the wake of the Ebola scare… 

Of course, the frightening headlines surrounding Ebola and the lack of confidence most folks 

have in the government’s ability to contain the virus did not help the cause. And yours truly had 

his own Ebola scare when informed by his sophomore daughter that one of two Yale graduate 

students who had just returned from conducting Ebola-related research in Liberia had been 

rushed “out of an abundance of caution” to the Yale-New Haven hospital with a low-grade 

fever, an early symptom of the dreaded disease. Reassurances from the powers-that-be that the 

students had no contact with Ebola patients or caregivers gave way to serious concerns when it 

was learned that the Yalie actually came in direct contact on September 30 with NBC 

cameraman Ashoka Mupko, who was diagnosed with Ebola on Oct. 1. Happily, two Ebola tests 

have since come back negative and both of the students are now in quarantine, so the Yale case 

seems to be one of many false alarms. 

Though Ebola news on the domestic front calmed a bit over the weekend, the death toll in West 

Africa continues to rise and we understand that it is nearly impossible to quarantine a continent. 

Obviously, we are a long way away from finding a cure for the disease and it would seem that 

U.S. healthcare officials are only beginning to get their arms around the treatment and 



containment protocols. Hard to imagine that developments related to Ebola won’t get worse 

before they get better, but we do not think that there will be a long-term impact on the equity 

markets. After all, stocks have already survived HIV, SARS, Avian Flu, Swine Flu and a host of 

other ailments. Indeed, capitalism’s immune system is quite strong. 

We certainly do not wish to downplay the concerns related to Ebola, especially as Hollywood 

has done its part to suggest that a deadly virus may lead to the downfall of mankind (The 

Andromeda Strain, I am Legend, Contagion and Planet of the Apes, to name a few movies). 

However, in terms of the long-term impact on the equity markets, a review of previous significant 

epidemic/pandemics shows that stocks actually did quite well during the 1918-1919 influenza 

pandemic, the 1957-1958 Asian Flu, the 2002-2003 SARS scare and the 2009-2010 Swine Flu 

outbreak. Also, HIV, which has purportedly killed more than 30 million and counting, traces its 

start back to 1981, right near the beginning of the great Bull Market. 

 

Interestingly, things did get worse before they got better back in 2014, with the S&P 500 

bottoming around 1850 (today, the index is at 3295!) just a few days after your editor appeared 

on Fox Business News, offering the same message that would be repeated today, Keep Calm and 

Invest! 

https://video.foxbusiness.com/v/3837282711001/#sp=show-clips 

https://video.foxbusiness.com/v/3837282711001/#sp=show-clips


Obviously, the timing of the coronavirus outbreak could not have been worse, given all of the 

travel and activities planned around the Lunar New Year, so we realize that 2003 and the SARS 

outbreak is a better comparison than Ebola in 2014, given the size of the potential economic 

impact. Of course, from May 5, 2003, the Time Magazine SARS publication date shown above, 

through the end of that year, the S&P 500 returned 21.44% and the Russell 3000 Value index 

returned 25.25%! 

That said, it is hard to imagine that global GDP growth won’t be impacted, though it isn’t as if 

the worldwide economy was expected to boom… 

 

…while the U.S. economy appears likely to see growth only in the 2% range this year. 



 

So, we do not think a ton of good news on the economic front has been priced into stocks, 

especially considering the historically low interest rate environment, whereby yields have just 

tumbled anew in the last few days. 



 

Certainly, we are braced for a rocky trading week and we always understand that anything can 

happen in the stock market. Still, we see no reason to alter our enthusiasm for the long-term 

prospects of what we believe to be undervalued stocks in our broadly diversified portfolios. And, 

for those looking to take advantage of market turbulence, we note that the diversified list of 

stocks below is drawn from names that are down 5% or more this year. 



 

And, given all of the bad news out of late, we close this missive with notes from Saturday’s 

Intelligent Investor column in The Wall Street Journal by Jason Zweig, in which one of your 

editor’s favorite financial journalists laments the gloomy view of the future that so many 20-

somethings have. He specifically mentioned a “smart 22-year-old” who didn’t want to invest in 

an individual retirement account because she couldn’t touch it until she turns 59 and a half, 

saying, “By then the planet will be a rotating cinder!” 

Not surprisingly, this attitude weighs on young people’s willingness to invest, despite a multi-

decade time horizon and often very generous employer incentives to encourage such behavior. It 

is no doubt an interesting topic… 

https://www.morningstar.com/news/marketwatch/20191224113/this-holiday-gift-could-earn-

your-child-52927 

…and Mr. Zweig suggests that the young (and the not so young) check out a new book by 

Laurence B. Siegel. In Fewer, Richer, Greener, Mr. Seigel states, “We are on the verge of the 

greatest democratization of wealth and well-being that the world has ever known.” 

As Mr. Zweig writes, “If Mr. Siegel is right, by 2056 (when this young investor will turn 59 1/2), 

billions of people will be wealthier, healthier and happier than ever before. New technologies in 

https://www.morningstar.com/news/marketwatch/20191224113/this-holiday-gift-could-earn-your-child-52927
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energy, food, education and medicine will heal the planet and enrich human life. The use of 

fossil fuels will dwindle; many commodity prices will decline. Frontier markets, including 

nations in Africa and Latin America, will boom.” 

We especially like the concluding paragraphs of Mr. Zweig’s piece: 

Q: At the end of your book, you write: “Apocalyptic thinking is a neural mistake based on our 

need to survive in a cruelly hostile environment that doesn’t exist anymore.” What do you mean? 

A: We evolved under conditions in which not only the individual but the whole species were often 

in danger of extinction. Our neural network says to us all the time: That could be a tiger, or it 

could be a rabbit, so let’s assume it’s a tiger. In the modern world, though, that often leads us to 

worry more about some dangers than we need to, because they rarely or never occur anymore. 

As Mr. Siegel writes, apocalyptic thinking “has always been wrong as a forecast, and it will 

continue to be wrong.” Here’s hoping young people will take his message to heart, realize that 

capitalism can be a force for good and stop fearing the future. 

Stock Updates  

Jason Clark and Chris Quigley take a look at 11 of our companies that were out with news last 

week of sufficient importance to trigger a review of their review of their respective Target Prices. 

Note that all stocks are rated as a “Buy” until such time as they are a “Sell,” while a listing of all 

current recommendations is available for download via the following link: 

https://theprudentspeculator.com/dashboard/. 

Global health and pharmaceutical concern Johnson & Johnson (JNJ – $148.32) released Q4 

results that edged analyst EPS estimates ($1.88 vs $1.87). Shares dropped nearly 2% at the open, 

but recovered modestly throughout the week. The company produced $82 billion of revenue for 

the full year (growth of 0.6%) and grew full-year adjusted earnings per share by 6.1% to $8.68. 

Management also released guidance for 2020, expecting to grow adjusted earnings by nearly 4% 

to around $9.00 per share. Sales are expected to climb higher by nearly 6%, with the strong top-

line performance fueling investment in the business throughout the year. 

CEO Alex Gorsky commented, “We remain focused on the long term, a mindset we’ve 

maintained for more than a century; a mindset that is directly linked to our focused execution, 

our relentless pursuit of innovation, our talented and passionate people, our culture of caring for 

the world and our unwavering focus on value creation for all our stakeholders. In fact, I’m proud 

to highlight that 2019 marked our 36th consecutive year of adjusted operational earnings growth 

for Johnson & Johnson. Now this performance is indicative of the strength of our broad-based 

business, and we remain focused on driving the next generation of innovation across our entire 

portfolio in new markets, in markets where we have greater opportunity to compete and in the 

markets where we lead, which include our 26 platforms that each deliver $1 billion or more in 

sales annually.” 

https://theprudentspeculator.com/dashboard/


 

2019 was a year of multiple legal headwinds for JNJ. The company faces liability from the 

ongoing investigation into the country’s opioid epidemic, along with litigation threats related to 

its talc and other products. J&J did receive a bit of good news last week, however, in a case 

regarding antipsychotic drug Risperdal when a Philadelphia judge drastically reduced a massive 

punitive damage award of $8 billion that the company was initially ordered to pay in October 

down to just $6.8 million. In a statement to The New York Times, JNJ said, “The jury did not 

hear evidence as to how the label for Risperdal clearly and appropriately outlined the risks 

associated with the medicine, or the benefits Risperdal provides to patients with serious mental 

illness.” 

We still like JNJ overall and still view the company as uniquely situated with unmatched depth 

and breadth in growing global health care markets. Moreover, there is solid potential for several 

of its compounds in clinical trials. While headline risk from various legal hurdles continue to 

weigh on our patience, we are still holding tight to our shares, but are always weighing the 

risk/reward profile of the stocks we own versus other names that we might want to buy. The 

high-quality name still carries a dividend yield of 2.6% and trades at nearly 16 times 

management’s 2020 earnings estimate. Our Target Price for JNJ now stands at $157. 

Health care equipment manufacturer Abbott Laboratories (ABT – $90.40) reported earnings 

per share of $0.95, versus the $0.95 estimate, in fiscal Q4 2019. ABT had sales of $8.3 billion 



(vs. $8.3 billion est.). Shares moved up following the announcement, reaching an all-time high 

(they pulled back later in the week), on organic overall sales growth of 7.5% year-over-year and 

double-digit sales growth in Medical Devices, Established Pharmaceuticals and Core Laboratory 

Diagnostics. Abbott’s FreeStyle Libre, a continuous glucose monitoring system, has doubled its 

user base each year since it was introduced in late 2017, with a current level of approximately 2 

million users. Worldwide sales are near $2 billion, an increase of 70% from the prior year. 

“This was another highly successful year with strong performance across our businesses,” said 

ABT CEO Miles D. White. “We continue to strengthen our leadership positions in some of the 

largest and fastest-growing areas in health care, and we’re entering 2020 with great momentum 

across our businesses and targeting another year of strong organic sales growth and double-digit 

EPS growth.” 

Abbott projects 2022 sales growth of 7% to 8%, and adjusted EPS for the full year 2020 to come 

in between $3.55 and $3.65. For Q1, management expects EPS to be between $0.40 to $0.42. 

We believe that Abbott should be able to continue to enhance its free cash flow generation, 

which can be used to improve the balance sheet, return capital to shareholders and invest in the 

business. All the positives mentioned, we continue to keep a close eye on ABT shares as the 

valuation isn’t exactly cheap at face value (though ABT shares are less expensive than many of 

its peers), given a forward P/E of about 25. For the time being, our Target Price has been 

bumped up to $96. 

Despite a pullback on Friday, shares of consumer finance firm Capital One Financial (COF – 

$104.27) ended last week up nicely following a solid earnings release. For Q4, COF said it had 

adjusted earnings of $2.49 per share, versus consensus estimates of $2.37. Revenue was $7.43 

billion, versus the $7.35 billion estimate. COF had a net interest margin of 6.95%, net credit card 

charge-offs of 4.31% (vs. 4.61% a year ago) and credit card delinquencies of 3.93% (vs. 4.04% a 

year ago). We continue to believe Capital One is one of the best managed banks nationally, and 

this quarter’s strong results reflect its ongoing investments in technology and marketing. 



 

CEO Richard D. Fairbank commented, “In the fourth quarter and for the full year 2019, Capital 

One continued to post solid results as we invest to grow and to drive our digital transformation. 

As the many benefit from our technology transformation continue and increase, we are well 

positioned to succeed in a rapidly changing marketplace.” 

While COF shares have had a nice run over the last year (up 32% including dividends), we 

continue to remain long-term focused and think there is still plenty of upside in the inexpensively 

valued financial name. The shares currently changes hands below 9 times NTM estimated EPS 

and for just 90% of book value. We like that COF is a willing and opportunistic asset acquirer in 

efforts to bolster returns and diversify. Additionally, we like the firm’s focus on managing risks, 

while improving efficiency, even as it invests to grow and transform itself as banking goes 

digital. Our Target Price has been boosted to $134. 

Global provider of computer solutions and advanced technologies leader Int’l Business 

Machines (IBM – $140.56) earned $4.71 per share in fiscal Q4 2019 (vs. $4.69 est.). IBM had 

total revenue of $21.8 billion, versus the $21.6 billion estimate. Shares rose 3.4% following the 

announcement, but retreated in the last two days of the week to bring the week’s gain to 1.6%. 

While CEO Ginni Rometty was busy making the media rounds at the World Economic Forum in 

Davos, Switzerland, CFO Jim Kavanaugh discussed the quarter with analysts at the company’s 



Q4 conference call, “In the fourth quarter, we grew revenue at actual rates, and it was up 3% at 

constant currency, excluding divestitures. Our operating gross margin was up over 2 points, 

which is the best margin expansion in some time. We delivered $4.2 billion of operating net 

income and $6 billion of free cash flow, and we had $4.71 of operating earnings per share. We 

also reduced our debt balance by another $3 billion in the quarter for a total reduction of $10 

billion since the end of June. This caps off the year with $77 billion of revenue, $12.81 of 

operating earnings per share and about $12 billion of free cash flow, in line with our 

expectations.” 

Mr. Kavanaugh continued, “We’ve been focused on the next chapter of our clients’ digital 

reinventions. We acquired Red Hat, modernized our software portfolio and brought these 

together to create the leading hybrid cloud platform. We are introducing joint GBS and GTS 

offerings to help clients on their cloud journeys. We brought new innovations to market… With 

our high-value mix and focus on productivity, we expanded our gross margin, and we had strong 

free cash flow generation. With this trajectory, in 2020, we expect to grow revenue, operating 

earnings per share and free cash flow and expand operating gross margin. Within that, we’ll 

maintain a high level of investment focused on hybrid cloud and data and AI capabilities. We’ll 

drive productivity and take structural actions, especially in our GTS business. And remember, 

we’ll continue to face year-to-year headwinds from the divested businesses, especially in the first 

half. And our P&L will also still have an impact from the Red Hat noncash purchase accounting 

adjustments, though less than 2019.” 

IBM grew quarterly year-over-year revenue by a smidge, which we are thrilled about, as 

quarterly revenue growth has evaded the company consistently over the past few years. We 

believe that the Red Hat acquisition is likely to help IBM find its footing and regain some of the 

value it has lost as competitors, including names we presently have in our portfolios like Oracle 

(ORCL – $54.07), have swooped in on the company’s cloud business. The company still offers a 

big 4.6% yield and has been a big buyer of its own shares since 1995 (though repurchase plans 

are on hold as it pays down debt from the Red Hat acquisition), but we believe there can be some 

multiple expansion if Big Blue can string together a few quarters of solid growth. While the 

second decade of the 2000’s was atrocious for IBM relative to the broad indexes, we believe that 

a clean slate, solid free cash flow and a sub-11 times forward P/E ratio are good starting points 

for the new decade. Our Target Price for IBM has been hiked to $185. 

Cable and satellite firm Comcast (CMCSA – $44.59) reported earnings per share of $0.79, 

versus the $0.77 estimate, in fiscal Q4 2019. CMCSA had sales of $28.4 billion (vs. $28.1 billion 

est.). Despite the double-beat, shares tumbled following the announcement, as strong Xfinity 

Mobile growth was outweighed by drops in revenue and EBITDA (earnings before interest, 

taxes, depreciation and amortization) in the NBCUniversal segment. 

CEO Brian Roberts said, “2019 was a busy, productive and exciting year for our company, 

capped off by a strong fourth quarter, and we’ve already jumped right into 2020 with the debut 

of our exciting new streaming service, Peacock. It’s a truly differentiated approach to streaming 

that leverages capabilities from all across our company. As we look to the future, I am confident 

that the company we have built has all the necessary components to succeed, and our guiding 

principles remain the same: be leaders in our markets; continuously improve our products and 



experiences; and build deep, highly valuable recurring customer relationships. Our world-class 

teams are executing and operating at a high level, all of which allows us to invest in our 

businesses and deliver consistent results.” 

CFO Michael Cavanagh added, “We’re pleased with the progress Sky is making by delivering 

growth in customer relationships and creating award-winning popular content. We expect these 

tailwinds to continue in 2020, and but keep in mind, we also expect our results will continue to 

be impacted by the challenging macroeconomic environment and changes in gambling 

legislation. All in, before the few hundred million dollars of investment we’ve previously 

outlined for Sky Q and broadband in Italy, and using today’s foreign exchange rates, we expect 

Sky’s 2020 EBITDA to be consistent with our reported 2019 results… We generated a record 

$13.4 billion in free cash flow and paid $3.7 billion in dividends to our shareholders in 2019. We 

also made great progress in leveraging, ending the year at 2.8x net leverage, down from 3.3x at 

the end of 2018. Deleveraging will remain a top focus for us in 2020, which we will balance with 

the key investment priorities we have outlined across Cable, NBCUniversal and Sky.” 

 

We continue to like the company’s overall trajectory and think the earnings-related sell-off was 

overdone. We are interested to start seeing numbers from Peacock, which in our understanding, 

will have more emphasis on ads via a free version and $5 per month version, the latter of which 

has an expanded library and keeps the ads. For $10 per month, one gets the larger library and no 



ads. We like CMCSA’s diverse media portfolio (including NBC, Telemundo, E!, NBC Sports 

Network, Sky), geographically diverse theme parks (Universal Parks & Resorts, including 

Universal Studios Hollywood) and investments in alternative methods of content delivery 

(Peacock). We also like the significant free-cash flow generation, forward P/E ratio around 14 

and just-increased dividend yield of 2.1%. Our Target Price now stands at $60. 

Semiconductor giant Intel (INTC – $68.47) earned $1.52 per share in fiscal Q4 2019 (vs. $1.25 

est.). INTC had sales of $20.2 billion (vs. $19.2 billion est.). Shares climbed 8.1% following the 

announcement on an otherwise dismal trading day, pushing the YTD gain to 14.4% and the 

market capitalization near $300 billion. 

CEO Bob Swan commented, “We exceeded our expectations for Q4 ’19, capping off a fourth 

consecutive record year. In Q4, we generated $20.2 billion in revenue and $1.52 in earnings per 

share, exceeding our guidance by $1 billion and $0.28, respectively. For the full year, we 

delivered $72 billion in revenue and $4.87 in EPS. The PC, Data Center, IoT, Memory and 

Mobileye businesses each set all-time annual revenue records. Several years ago, we began a 

transformation to reposition the company to take advantage of the data revolution that is 

reshaping computing. Exiting this quarter, we now have greater than 50% of our revenue coming 

from our data-centric collection of businesses, but our journey is just beginning. To reach our 

multiyear goals, we will continuously focus on 3 key priorities: accelerating growth, improving 

execution and deploying our capital for attractive returns.” 

Mr. Swan also gave a chip update, “Our process technology execution continues to improve. In 

Q4, we ramped our 10-nanometer production and continue to see yields improve. We are 

planning 9 new product releases on 10-nanometer this year, including our next-gen mobile CPU, 

a 5G base station SoC, an AI inference accelerator, our first discrete GPU and Xeon for server, 

storage and networking. We’re also on track to deliver 10-nanometer plus this year, our first 

performance upgrade on 10-nanometer. Our 7-nanometer process remains on track to deliver our 

lead 7-nanometer product, Ponte Vecchio, at the end of 2021, with CPU products following 

shortly after in 2022.” 

In three to four years, Intel is targeting $6 in EPS and $85 billion in revenue with progress 

towards the goal each quarter in between. Mr. Swan said the company’s priorities are to “to 

accelerate growth, improve execution and thoughtfully deploy our capital.” INTC also expects to 

buy back $20 billion of stock over the next four to five quarters. 

Intel had significant trouble getting its 10-nanometer chips to production, but the company seems 

to be getting the program back on track. We continue to like Intel’s strong balance sheet, return 

of capital and deep bench of talent. We continue to favor the company’s diversified revenue 

stream, low levels of debt, forward P/E ratio below 14 and 1.9% dividend yield (the quarterly 

payment was just increased from 31.5 cents per share to 33 cents). Our Target Price has been 

elevated to $74. 

With Intel’s capital spending plans also exceeding expectations, we have continued to raise our 

Target Prices for our chip-equipment makers, with recent hikes for Lam Research (LRCX – 



$306.54) to $316, Cohu Inc. (COHU – $24.90) to $27 and Kulicke & Soffa (KLIC – $28.02) to 

$31. 

KeyCorp (KEY – $19.27) reported Q4 financial results last week that were largely in line with 

analyst expectations. Adjusted EPS for the bank holding company came in at $0.48 on revenue 

of $1.6 billion, both numbers right about as expected. Overall, we thought the quarter was solid, 

highlighted by strong consumer loan growth and flexibility on expenses, which helped offset 

lighted-than-expected investment banking revenue. CEO Beth Mooney agreed, “Key’s fourth 

quarter results marked a good finish to another strong year for our company. We achieved our 

seventh consecutive year of positive operating leverage, supported by solid balance sheet growth, 

continued momentum in our fee-based businesses and strong expense control. Across our 

company, we continued to add and expand client relationships, which drove growth in loans, 

deposits and fees…Our ongoing focus on expense management and continuous improvement 

resulted in lower expenses for the year and a 140-basis point improvement in our cash efficiency 

ratio, excluding notable items.” 

Looking ahead, Ms. Mooney said, “While we have continued to reduce costs, we remain 

committed to making strategic investments that will drive future growth and returns. Our recent 

investments in talent, products and capabilities, including our Laurel Road acquisition in April of 

last year, have exceeded our expectations, benefiting our top line growth, improving the client 

experience and driving efficiency…Strong risk management and being disciplined with our 

capital have also remained top priorities. Credit quality trends remained solid this quarter, and 

we continue to be diligent in our credit underwriting. We have also returned capital to our 

shareholders throughout the year in the form of share repurchases and a 9% increase in our 

common stock dividend.” 

As a reminder, Ms. Mooney will be retiring this upcoming May. Current COO Chris Gorman, a 

21-year veteran of KeyCorp, will fill the role. The company said that the CEO transition is 

progressing smoothly and is on track. 



 

While the stock has traded virtually flat over the past two and a half years, management has 

committed to steadily raising its dividend payout to 50% of earnings, which have been rising 

over the period. The dividend yield is now up to 3.8%. Shares continue to be attractively priced, 

as they trade a bit above 10 times NTM expected earnings. We continue to believe that KEY 

offers investors stronger growth potential, expense management and capital return than many of 

its peers. Our Target Price for KEY is $25. 

Comerica (CMA – $64.73) released Q4 earnings of $1.85 per share Tuesday that beat analyst 

estimates of $1.74, bringing full year earnings to $7.81 per share. CMA experienced 9% EPS 

growth in 2019, bolstered by a sale of its Health Savings Account business, higher fee income 

and a robust share repurchase program. With 80% of loans of the floating rate type, lower rates 

drove a decline in interest income even as management continues to apply hedges to dampen 

further interest rate risk. While shares ended 2019 at the same level they began, during the year, 

the bank grew book value by 10%, raised the dividend by 46% and reduced the share count by 

11%. Another highlight was an extension by the U.S. Treasury for Comerica to be the exclusive 

financial intermediary for the Direct Express government benefits card program for an additional 

5 years. 

On the earnings call CFO James Herzog gave expectations for 2020, “As far as the first quarter, 

we expect loan growth for most business lines will be mostly offset by a decline in Mortgage 



Banking due to seasonality combined with the slowdown in refi activity. We expect average 

deposit growth of 1% to 2%. We believe we will have the normal seasonality through the year 

including the typical first quarter decline. Our goal is to continue to attract and retain long-term 

customer relationships by offering superior products and services along with the appropriate 

pricing. As far as noninterest income, we expect growth of about 1%, led by card and fiduciary 

fees. Our expectation includes declines in certain key categories that had strong growth in 2019 

such as customer derivative and warrant income.” 

While we know that CMA continues to face challenges related to the interest rate environment, 

we appreciate the bank’s generous capital returns that are supported by an attractive efficiency 

ratio and returns on equity in excess of 15%. Despite having one of the most attractive deposit 

franchises, CMA trades for less than 10 times NTM adjusted EPS estimates and yields 4.1%. We 

have pared our Target Price to $99. 

Fifth Third Bancorp (FITB – $28.84) reported Q4 adjusted earnings per share of $0.68 that 

missed analyst estimates ($0.72). That said, the bank’s full year earnings came in nearly 33% 

higher than the previous year, largely a result of its acquisition of MB Financial. Management 

appears to be on track to realize expected synergies from the deal by the end of Q1 this year. 

Core return on tangible common equity increased 30 basis points from the prior year to 14.8%, 

while tangible book value per share increased 10% from last year. 

CFO Tayfun Tuzun offered guidance for the current year, “For the full year 2020, we continue to 

expect core NIM to be 3.25%, consistent with our October guidance and down just 2 basis points 

from our core 2019 NIM, assuming no Fed rate cuts this year. For the full year, we currently 

expect net interest income, excluding purchase accounting adjustments, to increase 

approximately 2%. We expect our first quarter net interest income, excluding purchase 

accounting adjustments, to decline approximately 2% sequentially, impacted by day counts and 

the relatively stable loan growth outlook. Our first quarter outlook also assumes partial 

reinvestment of the investment portfolio cash flows, which may change depending on the 

environment. Our 2019 noninterest income results demonstrate the increasing benefit of having a 

platform with a wide scope of product and service capabilities. For the full year 2020, we expect 

core noninterest income growth of approximately 8%, relative to the adjusted 2019 level of 

$2.711 billion, including the expected Worldpay TRA benefit in the fourth quarter. We expect 

first quarter noninterest income to decline approximately 3%, reflecting seasonally lower 

mortgage and interchange revenue. Our first quarter forecast also does not include any 

investment gains. In total, as a result of NII growth and strong increase in fees, we expect to 

achieve a very strong 4% total revenue growth in 2020.” 



 

We continue to believe that FITB is a good regional banking name to own in a diversified equity 

portfolio, and while the MB Financial acquisition was a bit pricey, the integration should 

improve the combined company’s operating leverage potential. Shares are trading at 9.7 times 

forward earnings estimates and carry a dividend yield of 3.3%. Our Target Price for FITB now 

resides at $42. 

Shares of Synchrony Financial (SYF – $32.63) fell almost 10% after the consumer financial 

firm reported Q4 results. Despite posting a better-than-expected bottom line, and revenue that 

was generally in line with estimates, investors dumped shares as net interest income contracted 

and initial 2020 NIM guidance was a bit less than hoped, while expenses are likely to be higher. 

Q4 unadjusted EPS came in at $1.15 per share, but the company said that $0.05 resulted via the 

sale of its Walmart credit-card portfolio (with the sale of said portfolio also hitting net interest 

income by 7%). That said, the adjusted number still topped expectations of $1.07. 

CEO Margaret Keane commented, “2019 marked another year of significant transformation for 

Synchrony. During the year we renewed over 50 partnerships and won 30 new business deals, 

expanded our CareCredit, Auto and Home networks, significantly enhanced the digital 

experience for our cardholders, and substantially grew our direct-to-consumer deposit platform. 

The consistent investments we have made in people and technology have propelled our company 

forward and empowered leading offerings for our partners and enhanced capabilities and user 



experiences for our cardholders. Organic growth continues to present the largest opportunity as 

we have demonstrated in our ability to not only grow existing programs, but also launch new 

programs with fast-growing partners in new markets. Further, we remain focused on executing a 

capital allocation strategy that helps to drive growth at attractive risk adjusted returns, while 

maintaining a strong balance sheet and the ability to continue to return capital to shareholders.” 

Ms. Keane’s comment concerning maintaining a strong balance sheet is always music to our 

ears, as total liquidity (liquid assets and undrawn credit facilities) was $23.4 billion, or 22.3% of 

total assets, and the estimated fully phased-in Common Equity Tier 1 ratio under Basel III was 

14.1%. It is also important to consider that loans 30+ days past due as a percentage of total 

period-end loan receivables were 4.44%, compared to 4.76% in the same period last year. Net 

charge-offs as a percentage of total average loan receivables were 5.15%, compared to 5.54% 

last year, excluding the newer PayPal Credit program and the Walmart portfolio. Additionally, 

allowance for loan losses as a percentage of total period-end loan receivables was 6.42%, 

compared to 6.9% in Q4 2018. 

While expenses may be up, at least in early 2020, we would argue that it is worth it given that 

much will be driven by investments needed to launch exciting new programs with Venmo and 

Verizon. Additionally, we continue to believe SYF is a long-term winner and is well positioned 

to benefit from relationships with faster growth digital partners like PayPal and Amazon. Shares 

trade at just 8 times NTM adjusted EPS consensus estimates and yield 2.7%. Our Target Price is 

now $53. 

Old National Bank (ONB—$18.17) released Q4 earnings of $0.29 per share Tuesday that 

missed analyst estimates of $0.35, bringing full year earnings to $1.38 per share. The stock sold 

off at the market open to below $18, before recovering modestly throughout the week. The 

Midwestern regional bank rolled out a new strategic plan called the ONB Way designed to 

increase efficiencies across the organization while investing to enhance technology 

infrastructure. ONB saw record commercial loan production and lowered deposit costs by 9 basis 

points to 43 basis points in the quarter. 



 

CEO James Ryan gave the following color around the ONB way strategy, “In August of 2019, 

we set out to build a banking plan was — that was to deliver 3 key objectives. First, transform 

Old National to a leading, commercially oriented regional bank with a distinctive client-centric 

value proposition delivered through a client segment-focused organization. Secondly, lay the 

foundation to be a top-performing independent bank by streamlining our operating model and 

strengthening our risk and credit processes to provide a seamless client experience. Thirdly, 

improve our operating leverage, invest in our operational IT infrastructure to meet our clients 

where they are and ensure that we’re keeping pace with technology and client digital expectation 

through a balanced portfolio of revenue and cost initiatives to help us deliver top quartile 

performance.” 

The interest rate environment remains a headwind for most banks, and for Old National in 

particular, given that interest income accounts for 75% of total revenue. Still, we are encouraged 

by the bank’s focus on areas that it can control like expense management with plenty of runway 

for improvement. ONB’s growing deposit base also appears an area of strength given the low 

and shrinking cost of funds. Shares yield 3.1% after the Board’s latest dividend increase of 7.7% 

last week, and trade in line with book value. Our Target Price has been trimmed to $22. 

 


