
 

2020 Stock Market Outlook 

Introduction 

Thank you for purchasing the 2020 Market Outlook. 

I hope this 2020 outlook can serve as a resourceful guide all year to target best of breed names in these 
industries when trends are favorable.  I do not expect you to blindly follow the ideas presented in this report 
as every investor has his/her own style of investing, different risk parameters and timeframes, as well as each 
individual’s personal outlooks that may differ with my views.  The goal here is to open your eyes to names I 
favor in 2020 for various reasons, a guide to some key trends and themes in investing, and likely introduce 
you to some exciting stocks that were not on your watch-list as I have always thrived in discovering under-
followed stocks that become superstar performers.   

The market operates in cycles and we are fairly overbought into the close of 2019, so I also do not expect you 
to enter all of these names on day one of 2020 and sit and wait, instead, be active and strategic in 
entries/exits whether taking a fundamental or technical approach, or even better, a combination. One fairly 
simple rule I like to use is to avoid longs in names where the 8 week EMA has crossed below the 20 week 
EMA, and vice versa for shorts, it will keep you on the right side of the trade more often than not.  Each name 
mentioned in this report should also be researched further as these are brief views as I am a firm believer that 
less is more, and you should be able to lay out an investment thesis concisely, but more in depth due diligence 
always adds value and confidence to the view.   

The best piece of simple advice is to buy stocks in quality companies growing both the top and bottom line in 
attractive industries with positive tailwinds for growth.  Quality meaning companies that have consistently 
exceeded earnings expectations in previous quarters, strong management, positive margins and efficiency 
ratios (ROE, ROA, ROIC), and healthy balance sheets.  Attractive industry meaning an industry showing 
growth that has meaningful available market remaining, being involved in the secular shifts seen in economies.  
The 2020 themes section of this report will be helpful for finding those industries.  It is important to learn 
sector specific ratios which I try and present in more detail in the Sector Breakdowns section.  Into 2020 it 
looks like we could see a shift back to value from growth, but this may be delayed with the Fed back to an 
easing cycle. 

I did a post in 2018 on the 7 classes of great investments to pay attention to and that includes pure revenue 
growth stories in growing markets, sustainable MOAT, market share takers and disruptors in large TAMs, 
product mix shift and margin expansion stories, accelerating growth causing multiple re-ratings, new product 
and replacement/upgrade cycles, and consolidator stories with synergies and growth.   

At OptionsHawk we perform fundamental, technical, ownership trends, and options activity analysis while also 
discovering the likely catalyst for a move, and when all of these components give the same signal, it is a 
worthy trade/investment.  If you are interested in receiving daily research and live market coverage from 
OptionsHawk, please visit the website at OptionsHawk.com.  For those interested in having accounts managed 
I recently started a new venture at Relativity Capital am the lead research analyst responsible for portfolio 
construction.  For further details please visit RelativityCap.com. New for 2020 we are offering low-fee 
portfolios constructed with the top ideas from this 2020 Outlook! 

Thank you again and I hope you enjoy this year's report, it is the most extensive to date. Best of luck to 
everyone in 2020! 



S&P 500 (SPX) Technical View and Analysis 

The S&P 500 is closing the year at new highs which presents some challenges for technical analysis in finding 
resistance levels as there is no price memory at these levels. We can do our best to utilize extension targets 
and measured moves as well as trend resistance lines to see potential inflection points. The key levels table 
was compiled below as a guide throughout 2020, though many levels that are moving averages or bands are 
continuously changing, and always suggest using multiple timeframes in analysis. The second chart shown 
below shows a Pitchfork pattern which is playing out and running into potential major resistance as we close 
the year while 3,285 is a 138.2% Fibonacci extension of the 2016/2018 range and 3,305 a 161.8% extension 
of the 2018/2019 range. Sentiment is getting too extreme on the bullish side and most indicators showing 
overbought conditions as we close the year including moves outside of weekly and monthly upper Bollinger 
Bands. The first real pullback level of note is near 3,170 as 3 month trend support and the level of the 21 day 
moving average while a retest of the Q4 breakout back at 3,030 could also be in order, though above that 
3,150 was a key bull flag breakout level in December that could act as support while the 55 day moving 
average is rising to near 3,100. It is tough to see the parabolic Q4 move sustain considering sentiment and 
positioning indicators and could see a move lower in the early weeks of the January reporting season. In the 
larger picture we are only 3 months into a breakout of a 24 month sideways range.  
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S&P 2020 Roadmap Scenario 

It is extremely difficult to predict where the market will trade a year in advance but I have been doing this 
exercise for many years and been quite accurate, while unforeseen global events are obvious disruptors. In 
2019 I was not correct and did not expect the multiple expansion to play out like it did though was right about 
a slowing Macro and earnings recession.  As we close 2019 I see the movement to extreme optimism in 
various sentiment indicators as well as a stretched rally and combining this with the built-in optimism for 
earnings growth in 2020, the potential for a pullback in January/April earnings reports where corporate 
management teams may be more conservative seems likely, as well as a historical tendency with the Primaries 
to see volatility and market weakness in this time-frame. Although the odds for much more market upside 
appear constrained on valuation, the case for stocks over bond remains strong and fund flow allocations alone 
can be a driver for further upside in equity markets. Regardless of the outcome of the 2020 Elections there is a 
high probability that optimism will remain into 2021 though the likelihood of a further muted growth 
environment is also likely. 

 



Market Sentiment/Breadth, Macro Picture and Fundamental Analysis 

AAII Sentiment Survey 

For the week ended 12/25/2019 the AAII Sentiment Survey showed Bullish responses at 41.9% compared to 
the 38% historical average and Bearish at 21.5% compares to the 30.5% historical average. As shown below 
sentiment has been rising back to 2019 highs and the Bull/Bear percentage spread nearing its highest level in 
two years. 

 

 

The Investors Intelligence Survey 

Sentiment has determined by the Bulls vs. Bears weekly survey of newsletter writes published by Investors 
Intelligence is showing 57.7% Bulls and 17.3% Bears, a wide spread and an overly bullish sentiment that has 
often preceded short-term corrections. 

 

 



NAAIM Exposure Index 

The NAAIM Exposure Index measures active money managers equity exposure and is closing the year at 
extreme levels and in prior cases this has preceded a pullback in markets.  

 

BAML Global Fund Manager Survey & Bull/Bear Indicator 

BAML’s Global Fund Manager Survey as of November showed investors are Overweight US stocks and 
Underweight European stocks. It also shows extreme underweight in Energy, Industrials and Materials. The 
December survey showed a return of the bulls to Equities, Eurozone, Emerging Markets and Healthcare. 
Survey of cash levels also dropped off sharply, a concern for this rally having much left in the tank.  

  



 

 

 

 

 



Sell-Side Indicator 

BAML’s “Sell Side Consensus Indicator” is in Neutral territory as of October 31st, 2019 reading and far from an 
extreme bullishness which would be bearish for stocks.  

 

US Consumer Confidence 

The University of Michigan consumer sentiment reading for December came in at 99.3, up from 96.2 in 
November, and to the highest level in 7 months.  

 



 

Economic Policy and CEO Confidence 

 

 



 

Small Business Optimism 

The US Small Business Sentiment rose to 104.7 in November, the largest increase seen in 18 months and 
expectations of improving earnings and business conditions. Views on being a good time for expansion hit the 
2nd highest reading of 2019 and strong hiring plans also part of the survey results.  

 

Fear & Greed Sentiment Indicator 

 



Goldman Sachs Sentiment Indicator 

 

Fund Flows, Short Interest and Insider Trading 

Fund Flows: 

Although we are seeing a return to equity exposure in Q4 as US/China trade optimism increases and the Fed shifted its 
policy, one of the most supportive factors for this length bull market to continue is positioning. Equity markets spent most 
of 2019 seeing strong outflows and cash balances surged as shown in the charts below. We can also see that net 
exposure to cyclicals is at a low. Hedge Fund exposure has surged in Q4 which is a near-term concern that may need to 
work itself out in Q1 along with a surge in overall bullish sentiment but the larger factor in play remains an environment 
of Fed policy calling for a major rotation from Bonds to Stocks. ETF allocations continue to see major growth in the search 
for low fees. Margin Debt has been pulling back since 2018.  

 



 

 

 



 

Fixed Income ETF Flows 

 



 

 

 

 

 

 



Short Interest: 

Short interest in the S&P 500 fell to 2.4% which is the smallest percentage since October 2018, just before stocks sold off 
sharply.  

 

Insider Transaction Ratio 

Insider activity is mainly only worth following on the buying side as management only buys its stock for one 
reason, expectations the stock is undervalued and heading higher, often being a key inflection point for a 
stock in a downtrend.  Tracking insider selling provides very little value as management sells stock for a 
variety of reasons, and it provides little historical evidence of being a signal. 

 

 

 



Breadth Readings 
Below are a variety of the key breadth readings and some of the signals I utilize for market timing, and always am 
developing more indicators.  

NYSE Cumulative A/D – This is an overall good indicator of breadth and making new highs into year-end, supportive of 
the bull market the entire way and the rising 40 day EMA an indicator I like as when it touches or breaks, we tend to see 
pullbacks and any sustained move below that level may indicate an end to the rally. The indicator has sustained above its 
40 EMA in 2019 supportive of staying invested all year. 

 

NYSE McClellan Oscillator (NYMO) – This indicator is useful for timing short term overbought and oversold extremes 
in combination with other indicators and sentiment measures.  It mainly ranges in the -60 to +60 range for and in 2017 
only saw two extreme oversold readings, March and August, the market tends to then bounce at the lower Bollinger 
Band.  Interesting in 2017 we never really saw any extreme bullish readings, a steady grind higher for markets.  Readings 
below -30 tended to be enough to be oversold in 2017, and above 35 readings often led to sideways to lower periods for 
stocks. In 2018 we saw much of the same until Q4 when there were some extreme readings to the downside. 2019 was 
another year of the indicator being fairly contained in the -40 to +40 range supportive of a market steadily grinding 
higher with low volatility. However, the few readings above +40 did precede some modest corrections while downside 
saw -65 as a common low for the indicator in 2019 which preceded some opportune buy points. 

 



NYSE Summation Index (NYSI) – This indicator is another one to watch for divergences while a very simple but great 
signal over the years has been looking for 5 or 8 day EMA crossover, above is a buyers’ market and below a sellers’ 
market, the 8 day EMA signal shown below with vertical line triggers for buys (green) and sells (red).  Its best used after 
a multi-week trend move in the indicator as a reversal signal.  This has been by far one of the greatest signals I use for 
timing market moves. It did give a false sell signal in November though the markets moved move sideways to up and 
then re-triggered bullish before the bulk of the trend move to new highs. 

 

ARMS Index (TRIN) – This is another useful indicator for judging overbought an oversold conditions and I prefer using 
the 21 and 55 day moving averages to eliminate the daily noise.  A 21 day MA above 1.2 has coincided with market 
bottoms, and conversely readings below 0.95 have correlated with short-term peaks.  We are closing the year with a 21 
day MA at 0.945 and the 55 MA at 0.993 indicating an inflection peak is likely near as we enter 2020.  The 55 day MA has 
given less signals but a sustained move above 1.2 for multiple days/weeks has been a general reading of oversold and 
correlated with key inflection bottoms while below 1 vice versa. 

 



Moving Averages and Crossovers – The 8/21 week EMA crossover has long been a favorite signal for momentum in 
individual names and also works with Indices.  In general you want to be long when the 8 week is above the 21 week 
and short when it is below with crossovers being key trend inflection signals.  This triggered in mid-October and the sell-
off has worsened as momentum has shifted to the downside. The 12-month moving average (MA) and monthly MACD are 
good longer-term risk management tools. The price action relative to the 200-week MA provides a good gauge for the 
health of the S&P 500’s secular trend. Pullbacks or corrections (aka cyclical bear markets) for the S&P 500 that hold 
above or near the rising 200-week MA are a secular bull market pattern. Pullbacks that decisively break the 200-week MA 
are a sign of a secular bear market. Most corrections on the S&P 500 during the 1950-1966 and 1980-2000 secular bull 
market held between the 100-week MA and the 200-week MA. The 2015-2016 S&P 500 pullback fit this secular bull 
market correction pattern. The secular bear market periods from 1929-1950, 1966-1980, and 2000-2013 saw sustained 
periods below these long-term moving averages. This means that the 200-week MA provides a good secular bull market 
risk management tool or stop loss. Using this history as a guide suggests that the Ichimoku monthly cloud is a good 
trailing secular bull market stop loss. History also suggests that a decisive move below the monthly cloud confirms a 
secular bear market for US equities. 

Volatility and Options Sentiment 

CBOE Equity Put/Call:  This indicator is fairly weak due to its constant changing and overall fallacies such as 
not accounting for opening/closing nor initiated via a buyer or seller when opening.  You can utilize longer 
term moving averages of the ratio to smooth out the data and come away with some perspectives.  The boxes 
below show periods when the 50, 150, 200 day moving averages were trending down (green boxes) were 
strong times for markets, while when trending up (red box) markets went sideways to down.  We are currently 
seeing all these moving averages heading lower, supportive of the bull trend. However, the 50 MA is nearing 
an extreme low level that has previously coincided with markets topping. 

 

 

 

 



ISEE Sentiment 50 Day MA:  ISEE Sentiment 50 day MA gives some sparse signals and has been climbing 
late in 2019 back near overly bullish levels. 

 

CBOE Skew:  This indicator has not been too proficient as a predictor but shows how the market is pricing in 
“fat-tail” risk which has climbed substantially in late 2019 to the highest level of the year and back near levels 
that sustained in Q3 2018 before the market sold off in Q4, a potential concern. I have charted the 30 day 
moving average in red that is still well below the sustained 2018 activity above a 136 level leading to the 
moving average elevating before there was real trouble. 

 



 

VIX:VXV Ratio:  This is a great indicator of market fear, when moving above the 1 level generally indicative 
of an overly fearful environment though always best to let price-action confirm.  On the other side, readings 
below 0.8 tend to lead to a sideways and topping market. 

 

VIX Call Volume: VIX call volume above 1M has tended to be a signal of extreme fear signal. This only 
occurred in 2019 in early May and a cluster in early August, and both preceded market pullbacks so the signal 
changed in 2019 to non-contrarian though the corrections in the market were small and short-lived and for 
more volatile drawdowns expect the original indicator to hold true as in 2019 VIX calls spiked while were still in 
uptrends and not during any of the small corrections. 



 

Momentum tends to outperform when the VIX index stays under 25, otherwise momentum tends 
to underperform. 

 

Goldman Sachs Bear Market Indicator 

Goldman's bear market indicator — which takes into account the unemployment rate, manufacturing 
data, core inflation, the term structure of the yield curve and stock valuation based on the Shiller PE ratio 
— is at a rare 73 percent, its highest level since the late 1960s and early 1970s.  Historically, when the 
Indicator rises above 60 percent it is a good signal to investors to turn cautious, or at the very least 
recognize that a correction followed by a rally is more likely to be followed by a bear market than when 
these indicators are low.  It sees three things pointing to a sustained bear market: 1) The growth/inflation 
mix is turning against equity returns; 2) A sharp decline is often followed by a bounce; 3) The GS Bear 
Market Risk Indicator is at elevated levels.   



 

BAML Bear Market Signposts 

 

 



Event Schedule of Catalysts 2020 

• US/China Phase 1 Signing – January 
• G7 Digital Tax Plan - January 

• North Korea – Resuming long-range testing 1/1/20 
• CES 1/7/20 

• Q4 Earnings Start w/ JPM – 1/14/20 
• Huawei CFO Extradition Hearing – 1/20/20 

• Davos WEF – 1/21 – 1/24/20 
• BOJ Decision – 1/21/20 
• ECB Decision – 1/23/20 

• Chinese New Year – 1/24 to 1/31/20 
• FOMC Decision – 1/29/20 
• Brexit Deadline – 1/31/20 
• Iowa caucuses – 2/3/20 

• State of the Union – 2/4/20 
• New Hampshire Primary – 2/11/20 
• G20 Meeting in Riyadh – 2/22/20 

• Nevada Caucuses – 2/22/20 
• South Carolina Primary – 2/29/20 

• “Super Tuesday” – 3/3/20 (Multiple Dem. Candidate Expected to Drop Out Afterwards) 
• OPEC Meeting – 3/4 to 3/6/20 
• China's Xi Visiting Japan in April 

• World Bank/IMF Meeting – 4/13 to 4/19/20 in USA 
• G20 Meeting – 4/16/20 

• G7 Leader’s Summit – 6/10 to 6/12/20 in USA 
• ECB Forum in Portugal – 6/19/20 
• Democratic Convention – 7/13/20 
• Republican Convention – 8/24/20 

• Jackson Hole – 8/27/20 
• Presidential Debate – 9/29/20 

• VP Debate – 10/7/20 
• Presidential Debate – 10/15/20 
• Presidential Debate – 10/22/2 

• Election Day – 11/3/20 
• G20 Leader’s Summit – 11/21/20 

• EU/UK Brexit Standstill Ends 12/30/20 
 

Macroeconomic and Fundamental 

As we enter 2020 the Macro is a big question as a lot of the strength from markets in 2019 is built on 
optimism on Macro improving and a return to earnings growth in 2020. The data is mixed as we are seeing 
very low unemployment and rising wages in a benign inflationary environment but global growth continues to 
slow and all indications are that the US is in the late innings of its length economic expansion cycle.  

 



 

 

 



The Fed was able to extend the cycle by returning to a loosening policy. There has been a clear contraction in 
Manufacturing, albeit now a much lower portion of the US economy, and the consensus is that this is a mini-
cycle with global ISMs likely bottoming Q4 2019. Trade policy remains a wildcard, the US & China agreeing to 
Phase 1 of a deal was a tiny step forward while there are larger negotiations needed in the future and we also 
have potential conflicts rising with Europe on trade. With global manufacturing expected to rebound, global 
growth is being seen at around 2.7% in 2020 and 2021.  

 

 



 

 

We can see below further concerns with the Goldman Sachs Current Activity Indicator and the Conference 
Board’s Us Leading Index of 10 Economic Indicators. 

 



 

On the positive side the US consumer remains very strong with unemployment near record lows and wages 
rising. The odds of a recession appear low near-term but late 2020 into 2021 the odds are rising. 

  



 

 



 

 

 



 

 



 

 



It is always important to be prepared and realize the greatest risks facing the market, a recent survey below 
shows the results. JP Morgan has noted potential wildcards for 2020 including the US/China Trade Deal falling 
apart, the Chinese economy slowing to 5.5% rather than stabilizing, Democrats sweeping 2020 Elections, the 
Fed shifting its average inflation target, US corporate profits fail to revive and margins narrow, and OPEC 
delivering stricter compliance while Us oil capex slows shale output. Politics remain a major wildcard across the 
globe in 2020 while overall growth remains fairly muted.  

 

 



 

The late cycle expansion is expected to continue in 2020 driven by Emerging Markets and the easing of trade 
tensions and monetary policy.  

 

Citi US Economic Surprise Index 

 



Morgan Stanley Business Conditions Index 

 

 

Morgan Stanley Leading Earnings Indicator 

 



Goldman Sachs Financial Conditions Index 

 

OECD Leading Indicators 

The OECD system of composite leading indicators, first developed in the 1980s, is designed to give early 
signals of turning-points in economic activity.  The OECD CLI system uses the monthly index of industrial 
production (IIP) as a proxy measure for economic activity. The CLI system focuses on the business cycle, 
defined as the difference between the smoothed IIP data and its long-term trend. OECD CLIs aim to predict 
turning-points in this business cycle estimate. A turning-point in the CLI will generally signal a turning-point in 
the business cycle in 6-9 months. However lead times sometimes fall outside of this range and turning points 
are not always correctly identified. On top of identifying turning-points, CLIs also have the property of moving 
in the same direction as the business cycle. However the CLI is optimized to identify turning points and not for 
judging the speed or strength of a recovery or downturn in the business cycle; and users should not interpret 
it in this way. A very high or low CLI for example cannot be interpreted as an indication of very high or low 
levels of economic activity or growth. It merely provides a strong signal of the phase a country is likely to be in 
its business cycle in the near future. 

 



Empire State Manufacturing Survey 

 

Philly Fed Index 

 

Chicago Fed Index 

 



Architecture Billings Index 

 

Inflation 

 



 

 

 

 



Central Banks 

The Fed reversed policy midway through 2019 and a global environment of easing and low rates remains as we enter 
2020 for the major economic powers that continue to try and stimulate economies. The number of rate cuts for OECD 
countries in 2019 hit the highest level in nine years and total asset purchases by Central Banks started to trend back 
upwards after two years of reductions. The market historically has almost always been wrong about what they Fed will do 
as shown in pact Fed Fund Futures projections. As trade wars and weakness in global manufacturing drover many of the 
rate cuts in 2019, it looks like 2020 will be a quieter year for monetary policy with growth prospects appearing brighter 
and the lag impact of recent cuts takes effect. Fed Chairman Jerome Powell has left no doubt that interest rates are on 
prolonged hold, saying Dec. 11 the current stance “likely will remain appropriate” unless the Fed's favorable outlook for 
the economy sees a material reassessment. He spoke after policy makers kept interest rates steady in a 1.5% to 1.75% 
target range following three consecutive cuts, and published forecasts showing 13 of 17 officials projecting no change in 
rates through 2020. That would keep them on the sidelines during a presidential election year. The ECB has pledged to 
step up stimulus again if needed, yet officials have publicly signaled that they favor a pause after Mario Draghi pushed 
through a contentious package in September to aid the slowing euro-zone economy. Policy makers are increasingly 
pointing to the detrimental side effects of the institution's negative deposit rate — such as squeezed bank profitability and 
risks to financial stability — and Christine Lagarde, Draghi's successor at the helm of the institution, has promised to 
assess them as part of the first strategic review since 2003. Economists and investors expect rates to stay on hold and QE 
to continue through the whole of 2020 and beyond. But the central bank may yet be tested again if the economy falters 
under trade uncertainties or the bloc's manufacturing meltdown spreads to the services sector. The outlook for the Bank 
of Japan in 2020 is looking a little brighter after the launch of a government spending package to support growth and 
some signs of improvement in the global economy. That's likely to keep the bank on hold for now. With its key rate 
already in negative territory and assets on its balance sheet worth more than the nation’s economy, the hurdle to move 
again is high despite guidance the bank says is tilted toward easing.  

 



 

 

 



 

 



 

 



 

 



 

 

Bonds vs. Stocks 
In 2019 we saw a market where both equities and Bonds rose while the latter saw the majority of fund inflows until that 
trend started to reverse in Q4 as the outlook for global growth improved slightly. Bonds have been in an extended bull 
market with stocks and yields globally continue to decline including the potential for the US eventually to get to negative 
yields and this should force a rotation out of Bonds especially considering the current average yields for stocks. Bonds 
have reversed in Q4 with the Fed policy updates basically telling investors to move money to riskier assets and 
considering the low rate environment stocks continue to look attractive relative to Bonds. The inverted yield curve scared 
markets in 2019 as a relevant leading indicator of economic growth though the Fed stepping back in and a global easing 
environment may have resulted in this one being a false signal and is distorted by the tremendous amount of negative-
yielding debt around the world. On a technical view using the 20+ Year Treasury ETF (TLT), Bonds hit the upside target 
of its long channel up pattern in 2019 before selling off and now watching the mid-channel and lower end as supports. 
High Yield spreads have continued to decline showing little fear of an oncoming recession. With yield spreads moving 
lower and credit spreads narrowing it is unlikely we see a repeat performance from Bonds in 2020, at least until there are 
any market shocks such as the 2020 Election. Bond yields have room to move higher as recession fears continue to ease 
and the Fed likely on hold over the foreseeable future. Rising corporate debt levels and stretched valuation are causing 
heightened risks across the Corporate Bond market that had a very strong year in 2019. Goldman Sachs strategists 
expect a “baby bear” market in bonds next year, with a mild move higher in interest rates due to a better economy, 
subdued global inflation and the lack of central bank policy easing. 



 

 

 



 

 

 



 

 

 



 

Market Valuation and Fundamentals 

 

It was a record year for markets with the S&P and NASDAQ each gaining more than 30% on the year while just about 
every asset class and investment style has seen above-average returns. Historically in years gaining more than 20% the 
market continues the momentum with strong returns in the following year. We are also in an Election year which will play 
a big role and there tends to be volatility/weakness in April/May during the Primaries which is followed by strength into 
the Election.  



 

It was a year that saw a mini earnings recession due to tough Y/Y comps from the tax cut boost seen in 2018 and all of 
the markets gains were a result of valuation multiple expansion. The rate environment is low which makes it less of a 
concern but corporate leverage continues to grow and now outpacing earnings growth.  

 

 

Valuations are fairly rich versus historical averages but relative to bonds remain attractive and could see a further boost 
simply from a reversal in asset class fund flows. Estimates for a resurgence in earnings growth continue to be pushed out 
with 2H20 now being seen as a time for earnings to rebound. The rotation out of cyclicals has continued and invstors may 
start to position more for a late-cycle environment. Multiple expansion is unlikely to continue in 2020 and it will be a year 
reliant on delivering on the optimism built into the 2019 rally. In a moderate growth environment stock selection is vital 
and makes this years Portfolio & Sector Breakdown sections even more imporant.  



 

 

 



Valuation 

My projections for 2020 are as follows, and assign a 25% probability of the bull case, 55% probability of the base case, 
and 20% probability of the bear case to arrive at a year-end S&P 500 value of 2,992, a -7.42% return for markets.  In the 
second half of 2020 the FY21 estimates start to come into focus as a forward-looking market, so there can be further 
room for upside with FY21 EPS currently forecasted near $195. While consensus EPS estimates appear aggressive and 
multiples already expanded it is difficult to see a path much above 3500 in 2020 and the reward/risk is starting to skew 
to the downside as the bull market gets long in the tooth with limited power remaining from Central Banks. It remains a 
theme to “not fight the Fed” but if inflation starts to pick-up and we see the Macro environment force to Fed to turn 
more Hawkish, it can result in multiple contraction and worsening financial conditions. 

  EPS Trading Multiple S&P Value Annual Return 
Bull Case $176 20X 3,520 8.8% 
Base Case $172 17X 2,925 -9.6% 
Bear Case $168 15X 2,520 -22% 

 

 

 



 

 



 

Sell-Side 2020 Market Projections & Commentary 

 



Citi: 3300. Risks may still be tilted to the downside, but we are not forecasting a global (or U.S.) recession in 
2020. Citi’s economists think that global growth will settle in around 2.7% year-on-year in both 2020 and 2021 
as global manufacturing activity rebounds. Trade tensions remain a risk with many details yet to be settled, 
but at least tensions are not rising as they were in early-to-mid 2019. We think that the bull market remains 
intact and believe that global equities could return 6.0% to 8.0% in 2020. In the United States, Citi is looking 
for similar returns with a year-end S&P 500 target of 3,375. Sectors that are most sensitive to the economic 
cycle (or cyclicals) may have further room to run. However, we are viewing the back half of 2020 through a 
more defensive lens with the U.S. Presidential election quickly approaching. The Federal Reserve has signaled 
that it will likely remain “on-hold” through 2020 and Citi’s economists agree. After hiking interest rates four 
times in 2018, the Fed has nearly unwound all of those rate hikes by cutting rates three times in 2019. Exactly 
three rate cuts is consistent with “insurance cuts” of the past (1995-1996 and 1998). We do not envision 
another rate cut, but the bar is set much lower for a cut than it is for a hike. 

 

Morgan Stanley: 3000. In a more optimistic bull case, the S&P 500 could reach as high as 3,250, strategists 
including Andrew Sheets and Michael Wilson wrote in a note. But their more pessimistic bear case sees the 
S&P 500 falling to as low as 2,750.  “In the U.S., we continue to expect earnings growth to remain under 
pressure as our earnings model projects another year of flat to modestly down earnings as margin pressures 
continue to mount,” the analysts said. “The forecasts from our economics team, which have slow growth and 
accelerating wage gains, are likely to amplify these margin pressures and weigh on the outlook for earnings 
further, which should translate into better earnings growth outside the U.S.” “The path for global growth may 
look better next year, but our economists project that the rebound is only to modest levels of economic 
growth that, in many cases, are still below trend,” the analysts said. “With many valuations across major 
equity markets already having rebounded to slightly above five-year averages, we don’t think it prudent to rely 
on more multiple expansion in what is still a fairly tepid growth environment. This means that forward returns 
at this point need to be driven by a realization of the earnings growth that is already in the price.” “The U.S. 
remains our least preferred region, given limited scope for multiple rerating or incremental flows, and earnings 
expectations that look materially too high to us,” “We see the biggest potential upside in markets with a 
clearer path to achievable earnings growth (Japan and EM) or scope for some multiple re-rating on falling 
political risks,” “We expect the market to vacillate between a pro-cyclical outcome and a defensive one as data 
comes in and trade tensions and elections evolve," says Wilson, whose team is overweight consumer staples, 
financials and utilities. “In either case, we think growth stocks could be the relative loser as the crowded 
source of funds." As we've noted throughout this year, corporate earnings growth will likely be flat or contract 
in 2019, not because they are abysmal, but because of the comparison with exceptional growth in 2018. The 
market has known this, which is why stocks flirted with bear market territory late last year. Remember, the 
market is a forward predictor. It rewards future positive rates of change and penalizes negative rates of 
change. As of early September, the consensus outlook estimates 11% earnings growth next year, vs. flat 
growth for this year, suggesting that the market has room to run. 



 

Canaccord: 3350. “Our translation is that the Fed won’t raise rates anytime over the next year and may lower 
rates again if there is a meaningful change in their assessment of moderate economic activity,” “That is a 
clearly defined ‘Fed put’ for the equity market through sustainably higher valuations.” Dwyer outlines four main 
reasons to be bullish on the S&P 500 next year: first, monetary policymakers globally have suggested “they 
will maintain a highly accommodative stance.” Second, the corporate credit market remains robust and bank 
lending standards have remained relatively easy, enabling borrowing for companies of various sizes and 
creditworthiness. Third, Dwyer cited a “demographic tailwind with the Millennials born in the peak year (1990) 
turning 30 amid solid employment, good confidence and low rates.” And finally, global manufacturing, in 
Dwyer’s view, has reached an “inflection” point after hitting “historically weak levels” earlier this year. “Over 
the long-term, the equity market is most closely correlated to the direction of earnings. The continued positive 
trajectory of EPS and low inflation should cause a continued multiple expansion toward 19x, which historically 
is the average SPX operating EPS P/E [price-to-earnings ratio] when core inflation remains between 1-3%,” 
More important than history, we should examine valuations, sentiment and fundamentals, the three main 
forces behind share price movements. Valuations are not expensive for this stage in the cycle. The US is in the 
middle of its historical valuation range (price-earnings ratio (P/E) of 17.5X forward profits). Low inflation, as 
we have today, makes P/E ratios in the high teens reasonable. The real earnings yield is almost in line with its 
long-term average since WWII. The rest of the world is much cheaper than the US, making global markets 
quite attractive. Sentiment can be measured in many different ways. For each index that shows the market to 
be overbought, there is one that points to the opposite. What is clear, though, is that the euphoria seen at the 
peak of former bull markets is not currently visible, which indicates we're not at the top. The economic 
fundamentals are slowly improving. The macro stimulus is only moderate: Federal Reserve (Fed) cuts should 
have a nine-month lag on the US economy and may add marginally to growth. The auto sector is bottoming 
worldwide, which should help manufacturing confidence and stop the industrial slowdown from spreading to 
the much larger services sector. China has also started to stimulate its economy, but rather sparingly. We are 
positive about 2020. We appreciate that elections bring uncertainty, but markets seem to be too scared of that 
uncertainty rather than see it as the opportunity it really is. Technology is still a dominant sector. Its sub-
sectors and the geographical spread of companies are broadening. We also focus on infrastructure - the US 
has a lot of work to do to improve itself as do the UK and Europe. UK equities are also worth considering in 
light of the election and the Brexit resolution, since the UK market has lagged the rest of the world for the last 
six years. We also like Japan, a forgotten market which is a corporate story. Companies are improving their 
profits and paying more dividends. There are more ideas on products and services for old people coming from 
Japan than from any other country. Lastly, we think gold has a defensive role to play as it benefits from 
central bank purchases, low interest rates and tends to react well to geopolitical events. 



Goldman Sachs: 3400. An acceleration U.S. economic growth and low interest rates will drive a near double-
digit rise in the S&P 500 next year. “The dovish Fed pivot has driven the equity market rally in 2019, and we 
expect low interest rates will continue to support above-average valuations going forward,” Kostin said. “Both 
theory and history support the argument that lower interest rates should increase the value of equities, all else 
equal. More than 90% of the rally in the S&P 500 YTD has been driven by valuation expansion, as earnings 
growth expectations weakened but the market priced Fed cuts.” Margin pressure could spill over into 2020 as 
lingering tariffs keep input prices elevated and a tight labor market pushes wages higher. But all things 
considered, in 2020, Goldman Sachs economists “expect a modest rebound in U.S. and global economic 
growth and idiosyncratic headwinds within semiconductors should abate.” “(1) Add selective exposure to 
cyclical equities such as Transports, (2) Capture relative value among bond proxy equities that have lagged 
their typical betas to rates, (3) Favor Health Care Providers & Services over Pharma.” We expect growth to 
accelerate modestly to an above-consensus pace of 2¼-2½%, for several reasons. First, the drag from the 
trade war should fade absent further escalation. Second, easier financial conditions should provide a boost 
that is already becoming evident in the housing data. Third, we expect the strength in consumer spending to 
outlast the weakness in business investment. Fourth, the drag from the inventory adjustment is probably 
nearing an end.  

Deutsche Bank: 3250. Central banks stand ready to support economic growth when needed. We do not 
expect a recession. But keep an eye on consumers: their confidence could be challenged by the impact of 
negative economic news. Growth deceleration remains the name of the game, not recession. The markets’ 
unease about U.S. yield curve inversion over the summer mistook a possible harbinger for evidence of a 
crunch. History tells us that not all yield curve inversions lead to a recession and also that the lag between 
inversion and contraction tends to be between one and three years. It is also clear that much of the decline in 
10-year yields is not the result of changed Fed expectations or expectations around the Fed outlook, but rather 
the result of rapidly falling expectations of future inflation. We forecast 2.3% U.S. growth in 2019 after 2.9% 
in 2018 and expect only a slight further slowdown to 2.0% in 2020 (calendar year forecasts). Deutsche Bank 
notes six investment themes into 2020:  

1. Policy pressures need prudent response. As global economic growth slows there will be a growing 
realization that monetary policy can’t do it all alone, but policy change will take time and a sustainable 
investment process will be key. 

2. Living with a low-yield world. With monetary policy still center stage for now and yields unlikely to rise 
appreciably, investors should reassess holdings of non-yielding bonds and investigate how to capture 
returns from illiquidity premia in private markets. 

3. Find new income harbors. Looking beyond U.S. Treasuries, some other developed market fixed income 
areas are still appealing. But keep an open mind about other possible sources of yield – for example in 
corporate as well as sovereign emerging market bonds. 

4. Balance your style. Equities could register further albeit more limited gains in 2020, but market dynamics 
will be shifting. At an equity style level, “growth” stocks’ premiums over “value” could be reaching their 
peak and high-quality value stocks could offer opportunities. 

5. Politics tops policy. For foreign exchange, 2020 could be a year when political developments often prove 
more important than fundamentals: look for currencies to act as portfolio diversifiers. Geopolitics alone 
won’t drive oil prices higher but gold maintains its allure. 

6. Tech meets ESG. Two new long-term investment themes are launched. 5G Fast Forward looks at the 
broader implications of faster communications for industry and “big data”. The Environmental, Social and 
Governance (ESG) theme of Resource Stewardship focuses on waste management and recycling. 

 



 

 



CSFB: 3,425; Estimates EPS Growth of 5.2% ($164.50); Sees better revenue growth, reduced profit 
headwinds, frequent buybacks and a reversal of slowing economic data. Positive on the more economically 
sensitive sectors like Financials, Industrials, Materials and Energy as well as overweight Tech while Negative 
defensive sectors like Staples, Utilities, Communications and REITs.  

UBS: 3000. “Volatility shorts have seen more intensity in recent weeks than at any point since the recovery of 
2009, highlighting the consensus belief that financial markets are moving past the slowdown.” Heading into 
the fourth quarter of 2019, stocks were led higher by cyclicals like transports and energy as economic data 
improved from the doldrums earlier this year. But these sectors may not continue to sustainably until leading 
economic indicators have “truly bottomed for the cycle,” Historically, it’s taken about two years for a change in 
U.S. interest rates to be fully reflected in U.S. GDP, Trahan said. With that logic, given that interest rates last 
hit their peak in late 2018 after the Fed’s fourth rate hike of that year, GDP should reach a bottom in late 
2020. Most previous business cycles saw the S&P 500 hit a low and then start to recover 5-7 months before 
GDP bottomed, he added, based on a review of the seven “major Fed-induced slowdowns” of the last five 
decades. “If history was a perfect guide, then the U.S. economy would bottom exactly as interest rates 
suggest in November of 2020 and equities would begin to discount that in Q2 '20 or thereabouts,” Trahan 
said. “Who knows if things will work out exactly that way but we expect this dynamic to play out in early 
2020.” 

 



BMO Capital: 3400. Inverted yield curve mania defined pre-conceived negativity in 2019 – will the opposite 
(inflation concerns and/or higher rates) take over in 2020? False signals in the ISM and PMI are more about 
crippled corporate psychology than a looming recession – especially since manufacturing is only 20% of the US 
economy and a presumed trade truce (or mini-deal) will significantly improve corporate and investor psyche, in 
our view. Furthermore, we believe the deep desire to define the investment cycle as early, mid, or late, is 
laced with academia practices that have largely not worked for the majority of the current bull market. 
Overreliance on quant models have become a “defense mechanism” by many investors that would rather 
“blame the model“ for being wrong relative to doing the work themselves, let alone default to good old-
fashioned bottom up stock picking, in our view. Earnings growth appears to be approaching a trough, and 
given the widespread negativity, is more likely to surprise to the upside than not. Despite struggles in 
manufacturing, the US consumer remains strong and continues to support further economic growth. Corporate 
balance sheets remain in excellent shape, while risk premiums have been relatively stable, trends that should 
propel stocks higher in the coming months, in our view. As such, we remain committed to our longer-term 
secular bull market stance and would encourage investors to use any potential periods of market weakness as 
an opportunity to increase exposure to favored positions. We firmly believe that we are in the midst of a 
secular bull market. We made this prediction back in 2010 under intense skepticism from investors, and we 
remain steadfast in our call. With that being said, it is important to remember that stock prices do not just 
shoot up in a straight line throughout the duration of bull markets. A secular bull typically has various stages 
when it comes to degrees of price gains. The beginning years into a bull cycle have historically coincided with 
very strong price returns. For instance, looking back at the prior two post-war secular bull markets in 1948-68 
and 1982-00, the S&P 500 index logged an average CAGR of 14.3% during the first 11+ years, essentially in 
line with the gains posted so far in this current bull market (14.2%). A period of stagnation and softening 
returns typically occurs between years 11 and 13, with the average CAGR for the S&P 500 dwindling to less 
than 4% for this 2+ year period (Exhibit 13). Following this stagnation stage, the subsequent five years 
coincide with the strongest price returns with the S&P 500 posting an average CAGR of 18.5% during this 
time. Looking ahead to 2020, we are not ruling out the possibility of some sort of market pullback or 
correction. In fact, as we have stated many times in our previous reports, we expect that heightened 
uncertainty among investors is here to stay, and will lead to elevated levels of volatility in the upcoming year. 
However, we do not anticipate that this price drawdown – if it does in fact occur – will be as severe as many 
investors and market pundits appear to be portraying. It seems as if investors are in constant fear of an event 
like the 2007-08 financials crisis or the early 2000s tech bubble, and are investing in a similar fashion, which 
could significantly inhibit portfolio performance, in our view. Remember, not every market drawdown has to 
mirror these two events. In fact, our work shows that peak-to-trough price declines during secular bull 
markets are much less severe than those that occurred during secular bear markets and all other declines 
overall. For instance, looking at all S&P 500 peak-to-trough declines of more than 20% since 1945, we found 
that losses during secular bulls averaged 25%, compared to the 40.7% average loss during secular bears and 
33.5% average loss for all declines overall. Slowing EPS growth and prospects of an earnings recession 
continue to be cited by the bears on the Street as evidence that the end of this bull market is near and a US 
recession is imminent. From our perspective, we do not view this deceleration in EPS growth as a bull market 
killer, especially at this point in the earnings cycle. Yes, growth has undoubtedly slowed from the elevated 
rates seen at the end of 2018, but tough y/y comps stemming from the tax reform bill played a big role in 
that. Nevertheless, quarterly earnings have largely come in better than feared throughout the year with S&P 
500 companies posting positive y/y growth in Q1 and Q2, and tracking flat for Q3. Looking ahead, the 
earnings outlook in the coming quarters appears pretty solid with Q4 expected to mark the trough in EPS 
growth on a y/y trailing four quarter basis, which should be a tailwind for US stocks, according to our work.  



 

 

 



Barclays: 3300. Chief U.S. Equity Strategist Maneesh Deshpande writes that stronger industrial data and 
lower recession odds give him reason for optimism for 2020. “We are cautiously optimistic for a detente in the 
US-China Trade War, and monetary policy also remains accommodative around the globe.”  

Oppenheimer: 3500. We initiate a year-end 2020 price target for the S&P 500 of $3,500, or 20x our 2020 
earnings estimate of $175. Last week’s phase one agreement between the US and China along with the 
Congressional compromise on USMCA establishes a platform from which equity markets can move higher in 
2020. We expect monetary policy to remain supportive of the US economy in 2020. We see room for higher 
valuations in the New Year but believe significant focus will be placed on corporate earnings growth as trade 
war uncertainty is reduced further over the next phases of negotiations. In addition, the counter-inflationary 
cyclical and secular trends embedded in technology and globalization continue to provide monetary policy 
makers with more than just a little “wiggle room” to be flexible in setting policy in an otherwise challenging 
environment. We see 2020 as a year that will be defined by a reassertion of global growth as the negative 
overhang affecting the global economy and markets is lifted as progress is made gradually in the “phases” that 
we expect lie ahead. From current levels, a price target of 3,500 in our view appears attainable for the S&P 
500 in 2020 considering the strengths and resilience of the US economy, a potential improvement of the global 
economy tied to lessening of tensions that have impeded economic progress over the past 18 months, and the 
capability of the Federal Reserve to navigate uncertain waters. 

Stifel: 3265.  

 

JP Morgan: 3400. Investors thinking about 2020 and beyond face similar strategic issues. Those who have 
participated in an almost 11-year bull market in stocks and a more than 38-year bull market in bonds have 
racked up substantial gains. However, starting from this point, considering both the current position of the 
U.S. economy and current valuations, returns should be lower and some more defensive strategies may need 
to be employed. Having said this, we expect both the U.S. economy and the global economy to grow in 2020, 
with decelerating growth in the U.S. and faster growth overseas. With inflation and interest rates still very low, 
there should be potential for gains in equities in both the U.S. and overseas. Fixed income returns will be 
modest regardless of whether the next year brings small increases or decreases in long-term interest rates. 
Meanwhile, investors will need to adhere to fundamental investing principles both to control risk in a 
potentially more volatile environment and to take advantage of opportunities in recently less favored areas 
such as emerging market (EM) equities. In 2020, the U.S. economic expansion should enter its 12th year, 
having successfully downshifted from 3% growth to 2% growth without falling into recession. The remarkable 
longevity of the expansion and a continuation of low inflation and unemployment are all significant positives. 
However, from an investment perspective, the outlook is far from ideal. Slow economic growth and rising 
wages will put pressure on margins while steady inflation should preclude a significant bond market rally. In 
addition, long-term returns will be challenged by the implications of a growing budget deficit and political risks 
of greater protectionism or higher taxation will continue to give investors plenty to worry about. The strongest 
part of the U.S. economy should continue to be consumer spending. Even as the lift from the 2017 tax cuts 
fades, household spending will be supported by good gains in wages. Over the course of 2020, we expect real 



disposable income to climb by roughly 2.0%, as wages continue to outpace inflation and payrolls gradually 
expand. Investment spending, however, will remain sluggish as businesses deal with uncertainty from ongoing 
trade tensions and a slow-growing global economy. In addition, inventories should grow more slowly, dragging 
on GDP growth, while trade and government spending should have more neutral effects. On the surface, 2019 
has been a solid year for the U.S. equity market, with the S&P 500 up over 25% through the middle of 
November. To an extent, this is a function of the starting point, as stocks sold off heavily into the end of 2018. 
That being said, equity markets have hit new all-time highs, as multiples have expanded on the back of 
waning geopolitical uncertainty and third quarter earnings that came in better than expected. Beneath the 
surface, however, the fundamentals are showing signs of deterioration — earnings growth has slowed, profit 
margins are under pressure and the pace of buybacks has come off the boil. As we look ahead to 2020, we 
foresee modest profit growth and a stock market that grinds higher, but downside risks are building. The S&P 
500’s forward price to earnings ratio currently sits at around 17.5x, near the higher end of its recent range. 
With markets already pricing in material progress on trade, it is difficult to see how significant multiple 
expansion can continue. Given this expectation for range-bound valuations, earnings look set to be the main 
driver of returns next year. 2019 has seen a slowdown in earnings growth, with margin contraction weighing 
on the headline figure. But what does this mean for earnings in 2020? The pace of buybacks has slowed, and 
it seems reasonable to expect this to continue next year. At the same time, revenue growth has been and will 
continue to be limited by low rates of inflation, trend-like U.S. economic growth and still slow growth overseas. 
Margins have been contracting throughout 2019, and are now nearly a percentage point lower than a year 
ago. Consensus estimates are for 9% earnings growth in 2020, driven by an assumption that profit margins 
will expand north of 12%. But given a backdrop characterized by low unemployment, modest wage growth 
and moderate revenue growth, it is difficult to see how this might materialize. 

 

BAML: 3300. The allocation decision is a no-brainer: the S&P dividend yield beats the 10-yr. This happens 
rarely, but 94% of the time that it has, stocks have beaten bonds (by ~20ppt. avg) over the next 12 months. 
Our 5-factor framework yields a 3300 S&P 500 2020 target (+6%). EM and Europe could offer more upside in 
2020: positive EPS revisions for the rest of world eclipse the US, and positioning is light everywhere but the 
US. Within the US, we like domestics sectors (Fins, Disc), and capex beneficiaries (Industrials). We lower Tech 
to market weight on risks of the trade war shifting to a tech war postelection. The #1 driver for Value is 
profits, and we forecast a pickup to 8%, where our 2020E S&P 500 EPS stands at $177. In addition, (2) 
professional money managers are grossly overweight Momentum; (3) Value has never been this cheap; (4) 
factor correlations are at post-crisis lows; (5) our U.S. Regime Indicator’s “Early Cycle” phase may be near; (6) 
record P/E dispersion = opportunity; (7) BofAML Analyst tone is more bullish than ever on value versus 
momentum stocks; (8) Value’s market cap has shriveled to levels historically followed by recoveries; and (9) 
Financials, the largest Value sector, is our highest conviction overweight for a panoply of reasons. Returns in 
2019 were almost entirely driven by P/E expansion; subsequent years typically see flat to down multiples. 
Expect EPS-driven growth in 2020. We think growth rates will accelerate as we move through the year in 
2020: 1) easier comps in 2H20 vs. 1H20, 2) a lag between a potential trade deal and economic improvement.  



 

Piper: We are establishing a 2020 S&P 500 price objective of 3,600. Our 2020 price objective is based on our 
bottom-up point and figure model and implies 15% upside from current levels. In terms of valuation, this 
represents 20x ’20 consensus estimates of $180.50. We believe the market multiple will modestly expand in 
this low-interest rate environment, and our expectation is for growth to exceed consensus forecasts.  

RW Baird: Domestic stock market gains and global rally participation in second half of 2019 suggest new 
cyclical bull market has emerged. After a mid-cycle adjustment to rates, the Federal Reserve is moving to the 
sidelines. Decelerating economy may provide a growth scare, but recession risk in US remains low. Globally, 
green shoots offer encouraging evidence of improvement. Elevated valuations and a fully invested public could 
leave stocks vulnerable to volatility if uncertainty remains elevated. After a decade of US large-cap strength, 
opportunities for new leadership are on the rise.  

 

 

 

 

 

 



Gold Technical View and Analysis 

Gold (GLD) is higher by 15% YTD which is tracking as one of its better years in the last five. Following a sharp 
sell-off from late 2020 to mid-2013 Gold spent five years consolidating and officially broke out of its long 
consolidation base in early June 2019. Gold prices continued to climb with a strong trend move through late 
August before consolidating in Q4. Gold is currently setting up with a bull wedge pattern on the weekly, a 
move above $140 will create a breakout and the five year base breakout still has a longer term measured 
move back to $160. The high in August coincided closely with a 61.8% Fibonacci retracement of the peak to 
correction low, so clearing that $146 level important in 2020 for upward momentum. On the fundamental side 
Gold showed most of its strength in 2019 when US/China trade talks were struggling and Bonds were rallying, 
and conversely yields were falling. That situation corrected in Q4 and Gold prices have stalled as investor have 
fled to riskier assets with the removal of some key market headwinds like Brexit, the signing of Phase 1 of a 
US/China trade deal, and the Fed moving back to an easing policy. There is a lot of optimism that global 
growth will begin to reaccelerate which would weigh on gold prices, an asset class that performs better with 
economies struggling. The surging global debt levels could constrain any additional central bank policy to 
combat economic weakness, and if the trough in global economic activity theses does not play out early into 
2020 it can cause for a very nice set-up for Gold prices. Inflation will also be important to monitor, expected 
around 2% in 2020, but if it starts coming in hot it would benefit Gold and also cause the Fed to shift to a 
more hawkish policy.  

Goldman Sachs sees Gold reaching $1600 in 2020 saying “Investment deficit creates excess savings, 
supporting gold. In theory, savings should equal investment, but due to this decline in capex and a rise in 
precautionary cash balances, a savings surplus is beginning to develop that is supporting gold prices, when 
combined with 750 tons of central bank gold purchases related to de-dollarization and defensive portfolio 
rotations, the savings glut means we maintain our bullish gold stance in 2020 with a target of $1600. 
Heightened global uncertainty coupled with modest global economic growth should continue to support gold 
prices through next year. Higher inflation pressures will support gold prices even as the Federal Reserve looks 
to hold interest rates steady at its current low levels for an extended period.” BMO notes “2020 is more likely 
to be a year of consolidation than aggressive upside for gold and silver prices, while many of the tailwinds are 
still blowing, they are not doing so with the same strength that drove prices higher through Q3. For gold to 
push out the top of its current range would likely require significant portfolio rotation, most likely at a time of 
emerging-market panic or equity-market sell-off. For a downside breakout, this would involve a significant risk-
on rally for which gold would be the funding source.” “The longer-term outlook for gold depends on whether 
the current economic situation (low yields and rising global capital availability) is the new normal,” BMO said. 
“We expect that gold will continue to see a longer-term asset allocation annuity through its use as a portfolio 
diversifier but that other commodities will start to eat into this share.” 



 

 



Oil Technical View and Analysis 

Crude Oil has been trading in a narrow range in 2019 of $50 to $63 for the majority of the year after 
bottoming in February 2016 and rallying through mid-2018 and then putting in a higher low in the Q4 2018 
risk-off mark sell-off. Crude Oil looks to be following technicals well as shown below on the weekly chart, the 
Q4 2018 high was right at a 61.8% retracement of the 2015/2016 sell-off range as well as its 144 week 
moving average. As 2019 comes to a close Crude is nearing a weekly MACD bull crossover that can spark a 
rally in a nice channel up pattern drawn below. Crude has resistance levels at $64, $67, and $74 while longer 
term the channel has plenty of room for a move higher. The range breakout above $63 would target a move 
to around $77. The $50 level is major support that needs to hold.  

Oil tends to track global economic growth so easing tensions with China and the potential of a reacceleration 
of global activity in 2020 would be a positive for prices. IEA forecasts non-OPEC supply will add a massive 2.3 
million barrels a day in 2020, with the growth coming from production in the United States, Brazil, Canada, 
Norway and Guyana. That will more than cover anticipated increases in global oil demand of 1.2 million barrels 
a day and force OPEC and some non-OPEC partners, led by Russia, to continue price-supportive supply cuts. 
Experts generally agree that growth in U.S. shale oil production is now slowing. New shale supplies have 
single-handedly been satisfying the increase in global oil demand over the past two years, but that trend could 
be in jeopardy starting as early as next year. The consultancy IHS Markit now sees total U.S. production 
growth dropping to 440,000 barrels a day in 2020 before essentially flattening out in 2021 at a price of $50 a 
barrel. Oil prices will likely rise if a Democrat wins the White House, though, due to the anti-drilling and 
fracking positions the party has in its agenda.  

 

The EIA’s December STEO forecasts Brent spot prices to average $60.51 per barrel in 2020. The EIA reiterated 
in its December STEO that it expects crude oil prices will be lower on average in 2020 than in 2019 because of 
forecast rising global oil inventories, “particularly in the first half of next year”. JP Morgan raised its forecast to 
$64.50 per barrel for 2020 in December but sees prices slipping to $61.50 in 2021. “The end of UK electoral 
uncertainty and the US-China trade truce along with fading of idiosyncratic headwinds in some of the larger 
emerging markets economies have improved the global growth outlook for next year. In contrast to our 
September forecast that the global oil market will be in surplus of 0.6 million barrels per day (mbpd) on 
average for 2020, we now estimate the market will be in deficit of 0.2 mbpd." According to Goldman Sachs, 
Brent and WTI crude oil spot prices could average $63 per barrel and $58.5 per barrel, respectively, in 2020. 
Goldman Sachs’ demand growth forecast is at 0.9 MMbpd (million barrels per day) and 1.2 MMbpd for 2019 
and 2020, respectively. Goldman Sachs now expects non-Opec production growth to stop as early as 2021 at 
an international oil price below $70 a barrel. Goldman sees this factor to be a key driver of oil prices in the 
medium-term outlook. 



 

Overall, the combined fundamental and technical outlook for Oil supports $55 to $75 Oil in my view for 2020 
and 2021. 

 

 

 

 



OPTIONSHAWK’S TOP STOCKS FOR 2020 
Below you will find the various portfolios for 2020 after screening each industry group across various metrics 
looking for companies in growing industries with a history of strong execution (management), reasonable 
valuation for the growth prospects and overall healthy financial metrics. The portfolios have been trimmed 
down to find the cream of the crop but in advance of that I did first trim the overall market down to around 
the top 15-20% of stocks which I will share below, and names based on my view: 

High Quality Business at any Price (Buy on Weakness): APD, FMC, ATR, EL, NKE, JPM, V, FLT, SPGI, 
CSGP, ZTS, TMO, HCA, SYK, ABT, DXCM, ISRG, LMT, VMC, POOL, SBUX, ACN, BFAM, NOW, ANSS, INTU, 
CDW, MSI, AMZN  

High Quality Business Attractively Priced: CE, PPG, DD, CF, STLD, TKR, HSC, NEM, SCCO, WPM, LNG, 
MGY, PSX, MPC, TSN, CCK, APTV, BWA, ALSN, RBA, CMI, PFGC, HSY, GIS, CLX, VFC, LEVI, DECK, AAPL, 
GRMN, MS, USB, EQH, PGR, FNF, SLF, ACGL, ESNT, LPLA, APO, CBOE, PYPL, WEX, FISV, VRSK, TRU, CBRE, 
ARE, CUZ, STAG, DRE, AMH, ESS, CPT, MPW, DLR, CCI, MGP, AMRN, CBPO, INCY, NBIX, MRNA, MRK, ABBV, 
GSK, BIIB, LH, CRL, CI, CHE, GMED, MDT, RMD, STE, TFX, GRFS, COO, VAR, HON, HXL, WWD, AL, HII, FLIR, 
TTC, CAT, HON, IR, AME, EMR, GGG, ZBRA, ALLE, MAS, LII, CSL, HUBB, AWI, PHM, WM, CLH, JEC, DAL, CP, 
KSU, KNX, UPS, EXPD, AZO, ROST, HD, TSCO, WSM, CMCSA, SIRI, SJR, NXST, G, FCN, JOBS, EDU, SCI, LVS, 
TSG, DOCU, TTD, MANH, TWLO, ZEN, HUBS, PANW, FTNT, SPLK, RP, MSFT, CRM, NICE, CDNS, FICO, AVLR, 
TYL, BKI, PCTY, ZNGA, EA, GLW, DLB, MKSI, LITE, FB, TWTR, BABA, PDD, IAC, WUBA, ETSY, IQ, BKNG, WIX, 
KEYS, TRMB, ST, VZ, BCE, ATUS, NEE, ORA, AWR, FE, PPL, AVGO, MCHP, NXPI, TER, LRCX, ASML, QCOM, 
QRVO, SWKS, ODFL, CNP, EVRG, ES, PEG, HLT 

Quality Business at Concerning Valuation (Wait for Pullbacks): NGVT, SHW, BCPC, KALU, FNV, AVY, 
CVNA, CPRT, RACE, KO, MNST, STZ, SYY, MKC, LW, YETI, PG, LULU, PVH, WAL, ALL, PRI, BLK, SEIC, EV, 
ARES, NTRS, MKTX, MA, GPN, MSCI, FICO, TRNO, REXR, COLD, STOR, GLPG, RETA, ARGX, AXSM, ACAD, 
ASND, VRTX, RDY, WST, ILMN, TECH, EXAS, UNH, AMED, EW, PEN, MTD, MASI, HEI, TDY, LHX, IEX, NDSN, 
ROP, FAST, TREX, NVR, ROL, TTEK, ORLY, COST, FIVE, CHTR, LYV, CMG, EPAM, BAH, PAYX, CTAS, PLNT, 
CHH, CHDN, MTN, TEAM, SHOP, OKTA, AYX, PAYC, VEEV, COUP, TDOC, HQY, VRSN, GDS, SE, CSGP, APH, 
OLED, KLAC, ADI 

Attractive Values: WLK, DOW, BHP, TX, AA, EAF, EOG, COP, EQNR, ET, MRO, FTI, MMP, HFC, PKG, MGA, 
TM, PII, XRX, CPRI, KEY, CMA, EWBC, TCF, ALLY, TROW, ETFC, EEFT, MORN, OUT, RGNX, HZNP, EBS, WAT, 
ENSG, BDX, XRAY, UTX, CR, URI, SNA, GPC, QSR, WIT, VMW, FFIV, BOX, ANET, AKAM, NATI, SSNC, VRNT, 
BCOR, DOX, JBL, GOOG, ATHM, GDDY, INTC 

Best of Breed in Tough Industry: COG, WHD, PSXP, EPD, WGO, O, LSI, ABC, IPG, WYND, NCLH, CSCO, 
NTAP 

Attractive Small Caps: LTHM, CSWI, AIN, HCC, CINR, BTG, SVM, NEXT, GPRK, TALO, PTEN, HLX, ERII, 
USAC, SEDG, ITRI, MGPI, GPK, TRS, FOXF, PLOW, CRMT, ABG, FSS, SAM, NOMD, TWNK, SMG, HELE, MINI, 
KBAL, EBF, SNBR, LZB, KNL, CLAR, CROX, MBUU, KRNT, OSIS, ELY, FFIN, EFSC, WSFS, FFBC, SASR, KNSL, 
PFSI, PLMR, CRVL, ENVA, AB, LAZ, HLI, HLNE, CODI, PAYS, QIWI, CDLX, CIGI, NMRK, CIO, CXP, ILPT, UBA, 
NXRT, IRT, AAT, AHH,  CHCT, HR, SAFE, PCH, INN, XHR, TBPH, PTLA, MYOK, MGTX, ORTX,  ZYME, TPTX, 
IOVA, ZGNX, ALEC, XLRN, DRNA, VCEL, FLXN, MOR, SWTX, COLL, MEDP, RGEN, SLP, QDEL, NEO, VCYT, 
KPTI, JYNT, SEM, LMAT, SWAV, ZYXI, ITGR, INSP, MSA, BLFS, BEAT, INMD, CNMD, LNTH, ROLL, DCO, AJRD, 
FLY, VEC, PRSP, MRCY, ALG, KAI, B, SPXC, RXN, WTS, THR, HEES, FTAI, MWA, FELE, BLD, AAON, LAWS,  
EXP, ATKR, SSD, AMWD, PGTI, MDC, MHO, ECOL,  FIX, FTDR, PWR, KBR, WMS, ROAD, AMRC, SAVE, SAIA, 
MRTN, ATSG, FWRD, SSW, DSSI, CMRE, NOA, MNRO, OLLI, FND, AAN, BOOT, SFM, FCFS, HUD, URBN, SSTK, 
OUT, TGNA, GTN, WING, SHAK, TXRH, DIN, GLOB, WNS, HURN, EXPO, HHR, KFY, TNET, SP, UNF, STRA, 
DERM, PENN, SIX, ACA, GSB, SPSC, AGYS, LPSN, FIVN, SVMK, CYBR, QLYS, MIME, DAVA, CSGS, EVTC, ACIW, 
APPF, INS, PHR, LVGO, EHTH, INOV, BL, DSGX, PRGS, APPS, KN, HSTM, MTSC, BRKS, NOVT, PRFT, VIAV, FN, 
VRRM, QNST, TTGT, LIND, TREE, LFUS, MEI, CCOI, SHEN, MSEX, OGS, BKH, OTTR, CAMT, VSH, CCMP, DIOD, 
SLAB, BRBR, PDCE 



Worst of Breeds: POL, GCP, RPM, ESI, SCL, EMN, CTVA, UNVR, FCX, ATI, CNQ, CXO, DVN, BKR, OIS, SUN, 
PBF, BG, AN, KAR, HY, HOG, CWH, TAP, SPTN, USFD, HRL, UNFI, BGS, THS, NWL, ACCO, HNI, SPB, NUS, 
PRGO, UAA, HBI, GIL, CRI, KTB, BC, MAT, PNC, MTB, PBCT, NYCB, LOB, L, CNA, TRV, AXS, ANAT, PRA, MCY, 
BEN, PJT, KKR, CME, CATM, EVOP, BR, CWK, HPP,  BPR, REG, EQR, VNO, CUBE, VTR, COR, EPR, ELAN, GILD, 
CAH, TEVA, IQV, DHR, PKI, LMNX, ANTM, DVA, MD, ZBH, NUVA, OFIX, LIVN, AVNS, BAX, BIO, ICUI, NTUS, 
HSIC, AIR, ESLT, TXT, SAIC, GD, LNN, TEX, FTV, MMM, CFX, ETN, CMI, DCI,  ENS, RBC, PNR, MSM, BMCH, 
MHK, AOS, DHI, KBH, SRCL, DAR, ACM, AAL, UNP, SNDR, KEX, AAP, KSS, DLTR, PSMT, FL, GO, GPS, WPP, 
WWE, YUM, CTSH, MMS, MAN, HCSG, MATW, H, MAR, BYD, IGT, CCL, FUN, MFGP, SWI, IRM, DBX, CHKP, 
NTNX, YEXT, ORCL, PEGA, OTEX, PTC, ADSK, ADP, GWRE, BLKB, IBM, BHE, ERIC, JNPR, WDC, AVT, ON, STM, 
VECO, CREE, CRUS 

Valuation Shorts: WDFC, KWR, SXT, NTR, LIN, TS, ARNC, KMT, PRLB, CMP, ROCK, OXY, HES, CVE, MTDR, 
NOV, CLB, GTLS, UGP, CVGW, WBC, FRPT, IRBT, OXM, AAXN, FRC, TFSL, CBU, TLRY, CINF, TRUP, GSHD,  
TW, SQ, Z, EQC, ELS, SBAC, BIO, HAE, NEOG, SGRY, NVRO, INGN, WST, ALC, TNDM, RAVN, DE, ITW, WAB, 
WSO, BKE, ROKU, DISH, DPZ, DNKN, JACK, PZZA, EXLS, NEWT, CAR, DDOG, MDB, ZM, PLAN, ZS, CRWD, 
QTWO, CDAY, NET, CHGG, LASR, NVDA 

Top 25 Long Investment Ideas for 2020 in Large/Mid Cap ($10B+) Stocks 
(Growth at a Reasonable Price) 

Overview: Snapshot of Top 25 with Entry Levels for 1/2 and Full Positions as Well as a Target, and 
Stop. These are optimal levels for those who are price sensitive but the charts are always changing.   

2020 Desired Weightings: Energy/Metals/Chemicals 15%, Tech 17.5%, Financials 15%, 
Utility/Telecom 5%, Consumer Staples 5%, Consumer Discretionary 15%, Industrials 12.5%, 
Healthcare 15% 

Portfolio 

 



Below  I provide a brief synopsis of each stock and in Italics some recent management commentary 
that was deemed to be important. This is a diversified portfolio across sectors though a common 
theme is companies having strong moats and technological advantages. Many of these stocks have 
gained sharply in 2019 w ith overall market strength but one of the worst mistakes an investor can 
make is avoiding a stock on valuation or because “it has moved up too much”, the top operators 
tend to remain the top operators, and in turn provide the best returns while many of these names 
also w ill outperform and out-execute in a weaker Macro environment due to much stronger 
underlying secular grow th themes.  

Facebook (FB) carries a near $600B market cap into 2020 but continues to provide one of the most compelling 
valuations for growth in the entire market. Shares have gained more than 55% YTD despite the multitude of 
regulatory threat headwinds and data privacy concerns which seem to be abating into 2020. The Tech behemoth 
is in the forefront of the megatrend of digital advertising and a leader in the emerging new means of advertising 
distribution such as video ads. Shares are trading 22.55X Earnings, 7.6X EV/Sales and 30.5X FCF with a debt-
free balance sheet and a plethora of cash. Forecasts are calling for 21.7% topline growth in FY20 with 41.7% 
EPS growth after a year of investments in 2019 weighed on EPS. Its gross margins are expected to stabilize near 
80% in FY20 while EBIT margins rise back to 36.5%. FB has generated a ROIC above 30% each of the past 
three years and remains a strong FCF generator. It stands to benefit from an explosion in Political Ad spending 
in 2020 for the Election Year. Facebook is also an emerging threat in the e-commerce arena with it adding a 
shopping catalog feature. Metrics such as user growth, per-user ad monetization, and engagement continue to 
improve across its platforms. Messenger and WhatApp are both potential large revenue generators in the future 
as well as its commerce/payments ambitions.  

“This has been a busy quarter on a lot of fronts, but we've launched a number of new exciting products like 
Facebook Dating in the U.S., which is doing quite well, the Threads for Instagram, our camera-first experience 
to share with your close friends. Facebook News, our dedicated product for news that we built in partnership 
with news publishers, and we introduced Horizon, a new social experience for VR. We also released hand-
tracking technology for Oculus and Oculus Link. So your quest is basically now a Rift 2. We're making progress 
building out the private social platform across WhatsApp, Messenger and Instagram Direct, and we have multiple 
exciting initiatives around Commerce and Payments that we're moving forward from Marketplace to Instagram 
shopping to payments in WhatsApp and continuing our discussion on Libra.” 

Alibaba (BABA) is closing 2019 with strong momentum and shares are +55% YTD, the $570B Internet leader 
in China has strong exposure to rapid growth markets such as ecommerce and cloud computing. Shares are 
trading 23.5X Earnings, 8.4X EV/Sales and a 3.5% FCF yield expected in FY20. BABA has generated a ROIC 
around 30% each of the last four years. Margins came under pressure in FY19 with it continuing to invest across 
a number of growth markets. Forecasts are expecting 32% revenue growth in FY20 and 27% EPS growth. 
Alibaba broke its Singles Day record in November with more than $38B in sales, though the 26% Y/Y growth 
rate eased to the weakest since 2009 which is a result of its growing scale. Aside from the ecommerce angle 
Alibaba is also a major leader in cloud computing, payments and digital entertainment in China, robust growth 
markets and overall the company continues to evolve into a multi-faceted cash flow story much like Amazon has 
in the US. Alibaba is set to continue to benefit from major secular growth drivers like China consumption and 
digitalization.  

“I would like to point out 2 long-term developments that are in Alibaba's favor. One is to consumers, 2C; and 
the other is to business, 2B. In terms of the 2C, we see great potential in domestic consumption as an important 
driver for Chinese economy. The overall size of consumption keeps growing with increasing penetration of 
digitalization. Specifically, China retail sales reached around RMB 30 trillion in the first 9 months of 2019, growing 
at 8.2% year over year. This outpaced the overall GDP growth at 6.2%. More importantly, online e-commerce 
is still the key driver of China consumption, growing faster at 17%. We are growing even faster than the overall 
online e-commerce sector. Another secular growth driver is enterprise digitization. IT spending in China for 
Internet companies amount to around USD 80 billion while the spend for public sectors and the various industries 
is over USD 300 billion according to our estimate. This represents huge opportunity for enterprise-facing 
business. We leverage Alibaba's cloud computing technology and big data insights to empower the enterprise. 



The adoption of cloud services in China will be driven by not only the need of lower IT costs but also by digital 
transformation of business models and processes.” 

 

 

Visa (V) with a $400B market cap has seen shares rise more than 40% YTD as it continues to benefit from a 
healthy consumer environment and a growing digital commerce market. It narrowly edged out competitor 
MasterCard (MA) which is also an excellent company. Visa shares are trading 26X Earnings, 23X EV/EBITDA 
and 41X FCF with a 0.64% dividend yield and 3.2% FCF yield. Forecasts call for double digit topline growth of 
10-12% each of the next two years and 14-16% EPS growth. Visa has seen its ROIC steadily rise each of the 
last three years to 23.5% in 2019. Visa will continue to see upside to estimates with its integration of the Visa 
Europe deal and is also seeing robust growth from its Visa Direct product. Visa Direct is a platform for 
“pushing” payments directly to a bank account or card, often in near real-time. The platform’s capabilities 
open its network to power entirely new types of payment flows, from on-demand gig economy wages and 
cross-border remittances to insurance disbursements. In fiscal year 2019, these push transactions drove the 
growth of Visa Direct to more than 100 percent. It also sees a massive opportunity merging in B2B. The 
payments industry has seen plenty of further consolidation in 2019 and continues to benefit from multiple 
tailwinds including integration of software, rise of mobile commerce and growth in cross-border payments. 



Visa is the largest player with the most scale and opportunity to benefit from rising volume growth via new 
payment streams. Visa is also likely to see further benefits from improved operational efficiencies, lowering its 
OpEx % of Sales to 34.7% in FY19 from 37.14% in FY18 while buybacks also will fuel EPS upside. Tap to pay 
is a powerful technology that accelerates its efforts to move the $17 trillion of global consumer spending done 
in cash and check to its network. Outside the U.S., tap to pay now represents more than 50 percent of face-
to-face transactions that run over its network, up from less than 30 percent just two years ago. For a number 
of reasons, the U.S. has lagged behind most developed countries in adopting tap to pay. Visa also will 
continue to expand partnerships in 2020. 

“I mean there's so much confusion around B2B that I feel like I should start by clearing that up a little bit. We 
see B2B in 3 buckets. Bucket one is $20 trillion, and it is transactions that look a lot like what we already do 
today. It comes with good yields. We have $1 trillion of volume in that bucket. Competitor has about half of 
that volume. And there's plenty of opportunity. $20 trillion is big. And it comes with solutions we know how to 
do like virtual cards, eCards, T&E cards and of course small business cards, and I call it cards, but it's card-
able transactions. So we're very excited about that. Plenty of opportunity to grow there. The second category 
is about $10 trillion, we estimate, and that's cross-border B2B. Relatively untapped today. Nobody is doing 
much. We see a big opportunity there with extremely good yields. And then there's the $90 trillion in large 
enterprise B2B, where people are just spending 1 basis point today to move money. So it's a different 
challenge. You have to figure out how to move into more of the value chain, and there are all kinds of 
complexities there. And we're experimenting there like everybody else is. But right now, where the money is 
for the foreseeable future, in our view, is in the first 2 categories. So you can be seduced by the $95 million, 
billion, trillion in payment volume, but we are trying a lot of things. Others are trying a lot of things. There's a 
lot to do there, and it's in the future.” 

 

Nike (NKE) has been one of the stronger apparel names in 2019 as it benefits from its Direct-to-Consumer 
(DTC) initiative. The $156B global apparel & footwear leader trades rich on valuation at 29X Earnings, 3.7X 
EV/Sales, and 60.45X FCF with a 0.98% dividend yield and 4% FCF yield. Forecasts call for 7.9% revenue 
growth in FY20, besting the 7.5% growth in FY19, and near 20% EPS growth. Nike has delivered a ROIC near 
25% each of the last four years and its margin profile is looking more attractive with its digital transformation. 
Nike heads into 2020 where the Olympics should provide a nice sales boost and strength in China and EMEA 
also set to accelerate due to further brand momentum and product launches. China will remain a key driver for 
Nike’s success while its margin/growth transformation appears to be in the early innings. Margin expansion is 
likely a key topic in 2020 while operating efficiencies can drive upside to estimates. The Athletic Footwear 
market continues to be much better in terms of growth than other segments.  



“The big takeaways from the last 90 days are proving that innovation is NIKE's greatest competitive 
advantage. The consumer is voting for our brands across the whole portfolio and up and down price points. 
The passion for sport and active lifestyles is thriving around the world. Our international business grew 18%, 
led by Greater China at 23%. And we continue to grow NIKE's digital advantage in the marketplace. The NIKE 
App and the SNKRS App are outperforming all other channels, driving digital growth of 38% for Q2. In apparel, 
we delivered strong 10% growth in the quarter, and we see a major opportunity ahead. We're getting better 
every season at capturing the value of one of the world's strongest brands. Obsessing the fundamentals of 
fleece, T-shirts and outerwear is giving more consumers access to the NIKE brand across a range of price 
points. And that's being led by seasonal capsules and collections, which encourage consumers to keep coming 
back for the latest chapters of storytelling, color and prints. And this formula has been an especially strong 
driver for women's sportswear apparel which grew revenue double digits for the quarter. Our strong growth 
also continues to be fueled by an increasingly more direct connection to consumers in the marketplace. NIKE 
Direct grew 17% on a currency-neutral basis in Q2, led by NIKE Digital growing at 38%. Our digital growth 
was driven primarily by the NIKE App and SNKRS App with both now live in over 20 countries. In Q2, we also 
opened 2 NIKE Live stores in Long Beach, California and Shibuya, Tokyo, which leverage digital to better serve 
members within a more moderate-sized and efficient physical retail format. Our investments in data and 
analytics help us learn from each of these consumer experiences and translate those learnings into, for 
example, curated content, product offerings and more personalized digital experiences for members. And as 
they say, that which is measured, improves. Our acquisition of Zodiac allows us to assess real-time how each 
new offering impacts engagement and consumer lifetime value.” 

 

Thermo Fisher (TMO) with a $131B market cap is the preferred play in the strong Life Science Tools (LST) 
industry and shares are higher by 45% YTD. TMO shares are trading 24X Earnings, 22.5X EV/EBITDA and 
35.9X FCF with a small dividend yield and 4.2% FCF yield. Its margin profile has been rising modestly while 
ROIC also rising to near 10%. Forecasts are calling for 5.5% revenue growth in FY20, an acceleration to the 
4.6% growth in FY19, and another year of double digit EPS growth. TMO has industry-leading scale and is 
servicing healthy and growing end-markets. It is also spending $1B in R&D as it continue to enhance its 
technological footprint into exciting growth opportunities. TMO sees a lot of potential in China markets with 
Precision Medicine, Air Quality and Food Safety key themes. The company also has a long successful track 
record in M&A with deals over the last five years for Life Tech, FEI, Brammer Bio and Patheon and could look 
to further M&A in 2020 with recent reports it may look to acquire Qiagen (QGEN). Thermo Fisher is a leader, 
and in a space with a lot of interesting high growth niche small caps, and while it may not be the fastest 
grower, it offers an excellent combination of growth at attractive valuation.  

“Turning to the second element of our growth strategy, leveraging our scale in high-growth and emerging 
markets, we continued to capitalize on our industry-leading presence to drive growth. We reported strong 



performance in these regions in Q3, led by 13% growth in China. Our industry is perfectly aligned with the 
government priorities in China's Five-Year Plan and that continues to create many opportunities for us. Our 
outlook there remains very positive and we continue to invest to best serve our customers and distance 
ourselves from the competition. For example, in Q3, we enhanced our pharma services and biosciences 
capabilities to serve the growing biopharmaceutical industry in China. In Suzhou, we expanded our clinical 
trials capabilities to support the growing number of studies being conducted in China. This new facility further 
strengthens our pharma services offering in the region where we've been successfully serving the growing 
Pharma & Biotech industry for quite some time. It will provide high-quality primary and secondary packaging 
solutions for these customers, and ultimately, patients who are undergoing clinical trials. As China encourages 
the formation of an innovation-driven biopharma industry locally, we see exciting prospects for continued 
growth.” 

 

 

Costco Wholesale (COST) with a $133B market cap is a leader in the discount retail space that has thrived 
in 2019 as many smaller competitors in the brick and mortar space are closing stores and companies like COST 
stand to benefit, shares high by 45% YTD. Shares continue to demand a premium valuation trading 31.65X 
Earnings, 0.86X Sales and 84.5X FCF with a 0.88% dividend yield and 2.6% FCF yield. COST has continued to 
be a strong comp sales story in 2019 at around 6% growth and ROIC in the 16-19% range the last two years. 
Forecasts are calling for 6-7% revenue growth each of the next two years with 5-8% EPS growth. COST has 



been one of the stronger brand loyalty stories with its membership fees providing a steady stream of income 
annually. COST is also expanding to China which should be a major opportunity. Its metrics continue to climb 
with paid membership growth and average sales per warehouse. COST is seeing elevated SG&A costs as it 
invests in IT and vertical integration capabilities buy was still able to post healthier gross margins last quarter 
and as it expands its scale its moat further widens. It also will likely see benefits from its increased ecommerce 
presence and higher sales mix.  It remains a best of breed in “Retail” and expect it to continue to outperform 
peers.  

“In terms of Q1 comp sales metrics, first quarter traffic or shopping frequency increased 3.4% worldwide, and 
3.1% in the U.S. This again includes the impact of the Thanksgiving holiday shift. In terms of e-commerce. 
Our overall e-commerce sales on a reported basis in the quarter was a 5.5%, as I mentioned earlier, and 
again, ex FX a 5.7%. Again, those numbers, you could add roughly 12 percentage points to each of those to 
account for our estimate of the impact of the holiday shift. A few of the stronger departments: home 
furnishings, domestics, tires and pharmacy. Majors, electronics were not among those departments as we feel 
that was -- we believe it's the one most impacted by the holiday shift. Total online grocery continues to grow 
at a faster rate than the core e-commerce comps, although, again, it's still a relatively small piece of the 
business. New online during the quarter, expanded tickets offerings, including airline gift cards, Lyft and Uber 
cards and Super Bowl packages. We also, during the quarter, launched as a test in a few locations same-day 
prescription RX Delivery with Instacart. And we launched in the quarter, same-day alcohol delivery also 
through Instacart in California, such that as of today, it's being offered in 12 states. And lastly, this week -- 
earlier this week, we launched our Japan e-commerce site, with our Australia site planned to open in the first 
half of 2020 -- calendar 2020.” 

 

United Technologies (UTX) has been a strong performer in 2019 with shares rising 40% YTD and it has 
been an eventful year. The $128.4B company made a strong move into Aerospace a few years ago with its 
deal for Rockwell Collins and in 2019 announced a mega-deal for Raytheon. UTX is also planning to spin-off 
Otis and Carrier units in Q1 2020. Shares are trading 17.1X Earnings, 12.2X EV/EBITDA and 36X FCF with a 
1.97% dividend yield and 4.4% FCF yield. Forecasts are calling for 4.3% revenue growth in FY20 as it faces 
tougher comps from its M&A deals while EPS is seen rising another 7%. The standalone company will be a 
leader in defense/aerospace with exposure to missile systems tech, intelligence and other high-growth areas 
and second only in size to Boeing (BA). They have drivers in 2020 from the continued ramp of F-35 OE and a 
restart of the F-16 program. UTX delivered 16.5% operating margins in FY19 and aims to hit 20% by FY25 as 
the portfolio is reshuffled. Moving forward UTX will become a margin expansion story as well as a M&A 
synergy story while being positioned in strong industrial end-markets an delivering impressive organic growth 
for a large cap. 



“When Dr. Kennedy approached me about a year ago about a potential merger with Raytheon, obviously, we 
were in the middle of this decision of the split. We were in the middle of trying to close on Rockwell. The 
timing wasn't great. But the more we thought about it and the more we got into it earlier this year, I think the 
more apparent it became is Raytheon is a great asset. A lot of people don't understand the Raytheon business. 
I think Dr. Kennedy and Tom has done a nice -- or Toby have done a nice job over the last years in terms of 
guiding The Street, in terms of the benefits of Raytheon. But again, an underleveraged balance sheet with lots 
of growth opportunity. And it's those 2 things, along with the great technology warehouse that they have that 
really attracted us to Raytheon. As I said, when we come together, this year, I think pro forma will be about 
$75 billion; next year, about an $80 billion company. Free cash flow, I think you guys have seen it out there, 
and that's what we talked about, somewhere between $8 billion and $9 billion in 2021 of free cash flow 
coming out of this company. And it gives us huge optionality.” 

 

Broadcom (AVGO) continues to be one of the most attractive value for growth opportunities in the market 
and under-performed peers in 2019 with shares +25% YTD. The $128.5B company trades 12.6X Earnings, 7X 
EV/Sales and 22.8X FCF with a 4.1% dividend yield and 9% FCF yield. AVGO remains focused on the 
Semiconductor industry with its Wireless, Wired, and Enterprise Storage segments but has now moved into 
Software with deals for CA Tech and Symantec’s enterprise unit. The moves position it to continue to see a 
healthier software mix leading to overall stronger margins while ROIC has been around 20% each of the last 
three years. The WSJ recently reported the company may look to sell its RF Wireless-Chip business for around 
$10B. In 2020 expect Broadcom’s core Semiconductor business to bottom and return to growth in 2H while 
the Symantec business is integrated. AVGO’s strong FCF generation will allow it to continue to diversify into 
software growth industries and will be a candidate for multiple expansion over the next few years. AVGO also 
offers a nice dividend yield and estimates for 2020 look conservative.  

“But broadly, in the industry, without memory, high-single digits. And '18 is not over in my head, but so far, it 
looks that way. Why, I suspect then you say, is there a change? My belief is yes, the economy in the world, 
particularly in the U.S., has been strong for a very good -- for a couple of reasons we all know about, tax 
reforms, loan interest rates are low, a lot of enterprises, not just consumers, start spending and especially 
enterprises, and they drove spending on IT infrastructure, which drove a lot of data center spending. And that 
drove, especially in this late 2018, a lot of semiconductor consumption. And on the last few -- a couple of 
years or so, automotive has been strong, and that drove spending, among other things, in semiconductors. 
But is there -- so these are reasons to explain perhaps some beliefs, my views, take a look -- step back, look 
at it 5 years, and we look back even over -- my belief, over the next 5 years, you'll see the cycle in 



semiconductor industry perhaps resuming a level of growth on average spending around GDP growth rate of 
the world, nothing extraordinary, and that's because, my belief, it's a matured industry. Our infrastructure 
software businesses, which focus primarily on large enterprises are, in fact, quite complementary and enhance 
these core semi businesses by bringing us closer to our end customers. This gives us a natural barrier to entry 
and gives us comfort that we can drive sustainable revenue growth and improve profitability long term. 
Turning to our current assessment for our core semi business, it's extremely positive. We believe we are 
uniquely positioned with an industry-leading portfolio, extending connectivity across enterprise, telcos and 
cloud, in data center switching and routing. We're enabling the cloud with the transition to 400-gigabit per 
second. We also just announced 800-gigabit per second, which further demonstrates our leadership in this 
space by far. In summary, therefore, our long-term plan for this company is to invest in organic growth in our 
core semi business while continuing to scale up our infrastructure software business through disciplined and 
highly accretive acquisitions.” 

 

Next-Era Energy (NEE) with a $117B market cap continues its reign as my preferred Utility name with its 
industry leading growth and returns. Shares trade 26.8X Earnings, 16.2X EV/EBITDA, and 23.6X FCF with a 
2.06% dividend yield. Forecasts call for topline growth of 3.2% in FY20 and EBITDA growth at 8.5%. NextEra 
is the World leader in electricity generated from the wind and sun via the Energy Resources segment while its 
Electric Utility is focused on Florida. With an upcoming rate case filing for Florida Power & Light (FPL) expected 
in ’21 (with new rates in early ’22), mgmt. remains overall confident in maintaining strong returns, seeing 
limited downside to the 11.6% ROE and ~60% equity cap. NEE has been posting the strongest results in the 
sector and positioned well in Alternative Energy while also utilizing M&A in the low-rate environment including 
its acquisition of Gulf Power expanding its Florida footprint. It will continue to see tailwinds from a global shift 
to Solar/Wind while benefitting from technology improvements and capital cost declines that have improved 
wind and solar economics. It also is positioning for longer term potential in the Energy Storage business. NEE 
has a strong project pipeline, is seeing synergy upside from deals, and can see further growth upside from 
Florida infrastructure programs. Its premium valuation is deserved and is position best among Utilities to 
capitalize from global energy generation trends.  

” At Gulf, and we laid this out at our June investor conference, we are implementing the NextEra playbook at 
Gulf. What does that mean? We're taking costs out, we're finding great projects to deploy capital in that are 
terrific for customers and are going to grow regulatory capital employed over the next 3 years by about 16% a 
year. We are well on our way to improving service reliability by at least 20% by 2021 and reducing carbon 
emissions significantly and ultimately reducing the customer bill as well. We see the residential bill being in -- 
some time in the mid-2020 as being in the $120 range, down significantly from when we took over. And 
overall, we expect to grow net income at Gulf. As we said when we announced it at twice the rate the rest of 
the company, that we're going to grow earnings at Gulf by 16% a year over the next 3 years. Turning to 
Energy Resources. It is the best environment for renewables in our history. We have an enormous competitive 
advantage in this business. We have a 20% share in wind, a 15% share in solar when you look at origination 



over the last 12 to 24 months. And why is that? It's because we build cheaper, we develop better, we have 
better interconnectivities. We have a giant pipeline, we have great customer relationships, terrific sourcing 
relationships, world-class operations capability, best-in-class resource assessment. When you put all of that 
together, it is a very big moat and one of the reasons why we continue to have a great share and very good 
returns in our renewables business. And when you look at what's going on in renewables, there's enormous 
disruption going on in our industry. I'm not going to talk about everything over there on the left, not going to 
spend a lot of time talking about all the disruptive forces that are going on in the industry. But just take one of 
them, what's going on in renewables? We see renewables plus battery storage without incentives being 
cheaper than the natural gas and cheaper than existing coal and existing nuclear. And that is game changing. 
EIA, I think, forecasts 35% renewable penetration by 2030, I think it could be as high as 50% by 2030, and 
ultimately easily can -- the current system can support renewable penetration in the 70% range, 75% range 
by 2050. I think that's very doable, and that would take out an enormous amount of carbon out of the United 
States. And at the same time bring rates down across the country, and that's the thing that I think people still 
haven't grasped that you can be green and low cost at the same time and that it's terrific for customers, it's 
terrific for the environment and it's great for shareholders as well. It really is good all around. And we're 
leading the charge on disruption there, and I'm very excited about the growth prospects on the Energy 
Resources side as well.” 

 

 



Blackrock (BLK) is a $77.5B Investment Management company that has trailed market returns in 2019 at 
+27% YTD but appears well positioned to capitalize on a lot of the trends in money management. Shares are 
trading 16.4X Earnings, 2.4X Book and with a 2.65% dividend yield and 4.6% FCF yield. Its ROE has been 
rising since 2016 and sits above 13% while costs have been controlled and the balance sheet is very healthy. 
Forecasts call for an acceleration of growth in FY20 with 7% revenue growth, best since 2017, and nearly 10% 
EPS growth. Blackrock has a massive amount of assets under management and seeing healthy inflows improve 
through 2019 while benefitting from the shift to passive investing with its iShares ETFs and can see a strong 
benefit in 2020 if investors shift to equities from bonds, which the yield environment calls for, with that being 
a larger part of its business. BLK also saw operating margins rise to 46% in Q3 2019 from 41.9% in Q1. 
Structural shifts in the asset management industry position BLK well as it has heavily invested in technology 
while regulation has driven a shift to fee-based assets. The ETF industry is expected to reach $12 Trillion in 
assets by 2023 from $5 Trillion in 2018. Its Aladdin system has seen strong uptake though remains in the early 
days of penetration at Asset Managers, Insurer and Pensions. BLK is my preferred Financial because it offers 
growth you cannot find at Banks while having strong tailwinds from the industry, a healthy dividend yield, and 
a technology attribute. The wealth management industry is being commoditized and BLK stands to benefit 
from a number of trends, including the recent push by e-brokers to zero commissions.  

“Let's just talk about each one of them. So fixed income, again, we went over $500 billion as a franchise, 
incredibly strong growth in the fixed income sector, 40% annualized organic growth this year. We obviously 
have a very significant share close to 50% this year, I think something like that. And we're going to continue 
to see huge growth in fixed income ETFs. Again, just think about modernization of the bond market overall, 
and that's going to drive a huge amount of growth. In terms of factors, we're right around $160 billion of ETF 
assets and factors. We have about $260 billion overall factors at BlackRock, when you combine them together, 
we're the #1 player in factors. Again, in the ETF range alone, something like 25% organic growth this year. 
And when you look at the single biggest grower in terms of aggregate assets amongst the iShares family 
today. It's a factor fund. Some involve something like $18 billion of year-to-date flows. And then sustainable, 
which is really pretty small today, something like $40 billion. We expect that to potentially multiply by 10x over 
the next decade. So huge amount of growth. I think everyone is familiar with some of the demand dynamics 
of ESG more broadly. Again, #1 player in sustainable and our ESG leaders iShare has over $1 billion of flows 
this year. So we think that strategic sector, along with core is really going to drive growth, which then leaves 
the third category, which is what we call back to the first question. These precision exposures, which -- think 
about precision exposures, again, about $700 billion, the highest fee of all, 35 basis points and why is it the 
highest fee of all is because, frankly, investors don't look at the value proposition, they're driven by fee. 
They're looking at liquidity. They're looking at tracking error. They're looking at the quality of the index, 
they're looking at the ecosystem surrounding the products, so whether options market, lending market.” 

“So 0 commission. I mean, look, I think, overall, we think this is going to be positive for us. I know there's a 
lot of debate. I don't think it's going to be positive for everybody. But I think it's going to be broadly positive 
for those people who are market leaders, who are scaled players, who have a brand and who have the 
technology to basically leverage their existing franchise. At the end of the day, less friction is just good for 
clients. And if it's good for clients, we've always taken the position, if it's good for clients, it's good for 
BlackRock. So if it's good for clients, we think less friction means more clients than ever before are going to 
have access to ETFs. And if they're going to have more access to ETFs as the market leader with scaled 
business with brand and technology, we think that's ultimately be going to be good for us. What do the 
numbers say? I mean, our share on the e-broker platforms has actually gone up since the advent of some of 
this new pricing. And just, again, to put it in perspective, we've got about 1/4 of our U.S. iShares franchise, so 
roughly about $400 billion of ETFs sitting on these platforms. And we think that will, again, only continue. The 
entire U.S. wealth industry has basically been transformed by e-brokers more broadly. And I think as we start 
to see this new pricing dynamic, it's only going to accelerate that growth.” 



 

 



 

Estee Lauder (EL) with a market cap at $73.5B has seen shares rise 59% in 2019 and is the preferred name 
to own in the Household & Personal Care (HPC) group with its strong presence in the resilient beauty industry. 
Shares do trade at an elevated valuation of 31X Earnings, 4.7X EV/Sales and 66.75X FCF with a 0.93% 
dividend yield and 2.7% FCF yield. EL has seen margins steadily grow as operating expenses have fallen and 
its ROIC has risen sharply the last three years to above 25%. Skincare and Makeup represent the majority of 
tis sales with Fragrance and Haircare smaller segments. Forecasts are calling for 7-8% topline growth each of 
the next two years and 10-12% EPS growth. EL strong growth levers include Asia, Travel and Online which are 
offsetting some of the US weakness from brick & mortar challenges. Management is very strong and been 
proactive investing in higher growth segments and channels. EL’s valuation near the high end of its historic 
range has a lot of analysts hesitant, but it continues to be a best of breed operator in a resilient industry with 
peer-leading growth and a healthy balance sheet. There is little reason to think it will not continue to 
outperform its peer group and deliver strong returns.  

“By region, the best performance came from Asia Pacific, where all markets grew. China, Japan and emerging 
markets in Southeast Asia led the growth. Our business in Europe, the Middle East and Africa, was fueled by 
growth in many emerging markets, including the Middle East, Russia, India. Certain Western European 
markets and the U.K. posted lower sales, but we grew share in the region despite a tough environment. 
Additionally, the travel retail channel, which is reported in this region, grew sharply, and we became #1 in 
prestige beauty in travel retail globally in calendar year 2018. Sales in our Americas region declined as those 
closures and lower traffic in brick-and-mortar stores in North America impacted our business. However, we 
continue to diversify into faster-growing channels, increased our successful innovation, and our online sales 
were robust. All categories grew, but skin care was the star. In skin care, our brand's best-selling hero 
franchises and innovation attracted a diverse range of new consumers and strengthened loyalty with existing 
users. Our creativity was evident across our makeup brands where foundations and lip products were in high 
demand. In fragrance, our luxury and our seasonal brands continue to resonate well with consumers globally, 
and our sales improved in hair care, thanks to well-received new launches.  We believe we are well positioned 
to continue to leverage positive consumer trends in the future. Our company is in the sweet spot of consumer 
goods. Prestige beauty marries the best features of consumer product companies with those of luxury houses. 
Like high-quality consumer products, our brands generate superior consumer loyalty. And like luxury 
companies, the strong equity of our brands and our high-quality products justify premium pricing, yet they are 
an affordable luxury, which we believe makes them more resilient in economic volatility. Global prestige beauty 
has been one of the most attractive and fastest-growing consumer sectors, with average sales growth of 6% 
over the last 5 years, triple the 2% of consumer staples. Our growth has been even stronger, averaging 9% 
annually. Our pace in prestige beauty grows year after year, leading to significant share gains. We achieved 



this performance by staying 100% focused on prestige beauty. That's all what we do. However, within 
prestige beauty, we are now well diversified by brands, categories, geographies, channels, consumer segment 
and price points, making us the best diversified pure play. We see several encouraging tailwinds driving 
prestige beauty for the many years to come. The growing middle class in both emerging and developed 
markets will control greater spending power. The digital revolution is providing new opportunities from product 
development and shopping experiences to marketing. As consumers are putting more importance on health, 
wellness and purpose-driven brands, we are accelerating our efforts in this area. It is estimated the middle 
class will grow by 600 million people, mainly from the emerging markets like China, India and Brazil. Many of 
these women aspire to high-quality beauty brands and products, and they are our most avid consumers. 
Around the world, we are shaping consumer and luxury beauty experience through digital and technology. We 
are a leader in e-commerce in our industry. We have 300 brand sites in more than 50 countries. Last year, 
they attracted over 400 million consumer visits, making them valuable media platforms. Online shopping has 
grown so rapidly that it accounts for more than 25% of our sales in our top online markets. Our online sales 
have been growing about 30% a year over the last 5 years and are continuing to expand at that rate. Our 
social media is engaging consumers far and wide across many digital platforms with thousands of influencers 
who act as content creators. We have increased our advertising spending to continue to improve our efficiency 
and effectiveness in digital. Today, every brand in our portfolio advertises online.” 

 

Intuitive Surgical (ISRG) with a $68B market cap has seen shares lag the overall market in 2019 at +23% 
YTD but is a compelling name to own as robotics are an emerging megatrend in medical technology. Shares 
trade 42X Earnings, 14.8X EV/Sales and 65X FCF with a debt-free balance sheet, lofty valuation, but warranted 
given the impressive growth numbers and future opportunity. ISRG has generated a ROIC above 20% each of 
the last five years with a high coming in FY18 at 26.5%. Forecasts are calling for 14% topline growth in FY20 
after 18%+ each of the last two years and 10-13% EPS growth each of the next two years. The deceleration of 
growth is a concern for multiple contraction but ISRG has proven many times that estimates are overly 
conservative. ISRG has long had a strong moat and competition is always a concern with many companies 
entering the robotics market now, including Stryker and Zimmer who each have made key acquisitions, but 
regulatory requirements for robotic approvals continues to increase and gives ISRG further runway to widen its 
moat as adoption of surgical robots is going to continue to increase penetration over the next 5-10 years. J&J 
also recently acquired the remaining stake in Verb Surgical. ISRG is seeing robust procedure growth (18-20%) 
across all areas and revenues per procedure were +25% Y/Y last quarter while increasing placements in Asian 
market is opening up an International growth opportunity. An additional positive catalyst in 2020 can come from 
a Congress repeal of health industry taxes.  

“As we look into 2020, the growth drivers are going to look pretty similar. We're looking to general surgery in 
the United States, where you've got the leading procedures, hernia repair, both ventral and inguinal, colorectal 



procedures as those leading procedures with continued significant opportunity to penetrate further into those, 
with increasing contributions from what we're calling practice-based procedures, things like cholecystectomy 
and bariatric, which have gained some nice traction in recent quarters. And thoracic procedures as well are 
growing nicely in the U.S. Outside the U.S., we're at earlier stages in most all of our markets and have been 
growing in the low 20% range. We're investing into our OUS markets, having gone direct recently in the last 1.5 
years in China, India, Taiwan. Investing in organizations and clinical data in Europe and other areas of the world. 
So we [ are ] expecting continued growth in outside the U.S. with catalysts in China as results of additional 
system placements associated with the quota, and Japan, related to additional procedures, granted 
reimbursement status April of last year. Offsetting that, we'd expect some moderation in U.S. procedure growth 
to offset that. So we'll be more specific on the percentage growth we expect next year in the January time 
frame.” 

 

 

S&P Global (SPGI) has a market cap of $66.5B and shares are +60% YTD, a leading provider of ratings, 
benchmarks, analytics, and financial technology. SPGI is our top play in the booming Fin-Tech industry, shares 
trading 26.1X Earnings, 37.25X FCF and 20.6X EV/EBITDA with a 0.84% dividend yield and 4.6% FCF yield. The 
industry is seeing further consolidation after the Refintiv deal earlier this year and with Michael Bloomberg 
running for President it has been reported that Bloomberg LP may explore a sale. SPGI has seen a steady rise 



in margins the last few years while generating strong ROIC. Forecasts call for revenue growth to stay around 
6.5% and EPS growth near 10% the next two years. SPGI has adding on their AI/tech reach in data with recent 
deals for Kensho and Panjiva while also expanding into licensed data with FiscalNote and CrunchBase. The 
company received first-of-its-kind approval from China in January to enter the local bond market, a big potential 
driver into late-2019 and next year. In recent weeks SPGI has acquired 451 Research, a provider of intelligence 
in high-growth emerging technology segments, and the ESG Ratings Business from RobecoSAM. The company 
is truly building a world-class portfolio of intelligence/data. SPGI will continue to see benefits from strength in 
high-yield and investment grade bond issuances as well as the gaining Index flows.  

“So the 3 biggest themes that we think of when it comes to M&A and how we would be expanding our portfolio 
around those themes. It's international coverage, so finding new ways to grow in new markets. As you might 
have seen, we're expanding -- it's in the Ratings business, but our China efforts. And we've grown some of our 
other businesses internationally. On the aspect of new asset classes, earlier this year, we announced some very 
small acquisition in Platts, which is our commodities pricing business. One was -- is Live Rice, which is an 
agricultural commodity, which is also a diversification beyond just energy and petroleum. And then we've also 
had another one, which was another energy benchmark that we also added to the portfolio. And then the third 
is capabilities, alternative data. As you might have seen, last year, we bought a company called Panjiva. We also 
have Kensho, which we bought last year. Both of these are providing us with new ways to think about our 
technology platform, machine learning, AI and how that applies to alternative data. We just announced last 
week -- I guess, the week before last, that we will be purchasing RobecoSAM's ESG rating business. And so I 
think of ESG as -- maybe it's not an alternative data because we have a whole strategy around ESG. But ESG is 
another area where, as the entire portfolio and kind of the last part of your question, where can we leverage 
opportunities across the entire portfolio, ESG is one of those where we're doing that actively. And we have 
actively, as you know, been pursuing acquisitions in that space.” 

 

Crown Castle International (CCI) with a $59B market cap is our preferred name in the REIT category with 
its exposure to growth areas in communication infrastructure. CCI shares are higher by 30% YTD and it trades 
23.8X FFO and 5.7X NAV with a 3.38% dividend yield. Its valuation is at a 20% discount to SBA 
Communications (SBAC). Forecasts call for EBITDA to grow 9% in FY19 and 5.3% in FY20. CCI is seeing 
strong demand for their small-cell towers and fiber assets amid a broader 5G adoption cycle. CCI remains 
positioned well in urban areas and expanding their deployment of small-cell nodes and other short-range 
stations to meet growing demand. 5G will be a blend of cutting edge technologies including massive MIMO, 
beam forming and beam tracking along with dense fiber small cell deployments and edge computing 
capability. CCI insiders were active buyers of the stock in 2019 and we set it positioned well for 5G with limited 
exposure to the Sprint/T-Mobile deal while it is the only Tower name lacking International exposure. The 



increasing data consumption is driving the need for denser networks of towers and small cells. CCI’s attractive 
valuation and dividend yield along with the ample growth opportunity from the data consumption trend makes 
it a favorite in the REIT space. 

“In this year, looking into 2020, we feel good about the level of activity of spending across the U.S. for 
wireless infrastructure. And reflecting that, we believe that the new leasing activity across our tower business 
will be very similar in 2020 as it was in 2019, and both of those levels are kind of the higher end of what we've 
seen over the past decade as our customers are committed to maintaining a high level of quality in their 
networks and delivering on satisfying a 30% to 40% year-on-year growth in demand for wireless data. And 
that carries also over into our small cell business, which we believe will also maintain a similar level of growth 
in 2020 as what we're experiencing in 2019, where we think we'll put on air about 10,000 small cell nodes in 
both '19 and in '20. And that leads to being within our long-term growth range, which we've articulated is 
trying to grow dividends per share and having a target of 7% to 8% per year. And generally speaking, like I 
mentioned, our business really is underpinned by the data demand growth in the U.S. And as that continues to 
be the case, as people just use their phones more and more, there's a requirement from our customers, the 4 
operators are our major customers, to continue to spend on the networks to keep up with that demand. And 
to do so, they utilize some of our assets where we provide the shared infrastructure, which we believe is really 
key because by taking a fixed cost asset like a tower and sharing it amongst all 4 of our major customers, 
we're able to lower the total cost of operation for each of those customers just like any other shared 
infrastructure, while ultimately delivering a really good return for our shareholders once we get sufficient 
tenancy on that asset. And it has really been the basis of our business forever, but it's coming into fruition 
now where we have really good assets in very good locations, which are required for the wireless operators to 
reach their end user, the customer. And we think that positions us well not only for '20, but beyond.” 

 



 

 

Air Products (APD) with a market cap of $51.5B returns to the Top 25 list this year after being on the list in 
2019 and performing well with shares +46.8% YTD far outpacing its Basic Materials industry-group. The 
provider of specialty gases trades 22.45X Earnings, 13.7X EV/EBITDA and with a 1.97% dividend yield and 2% 
FCF yield. APD’s closest peer Linde (LIN) trades 15.7X EV/EBITDA and the valuation gap appears unjustified. 
APD is seeing strong cash flows and expanding capacity with strong volumes from new plant coming online 
while better pricing is allowing for record EBITDA margins. APD generates 52% of revenues from On-Site & 
Pipeline, 30% from Liquid Bulk, 12% from Packaged Gas, and 6% from Equipment/Services. Its gasification 
technologies has a number of benefits and increasing usages. Forecasts are calling for 6-7% revenue growth 
each of the next two years and 9-12% EBITDA growth. APD is a positive pricing story leading to healthier 
margins and sustainable outsized EPS growth while capital deployment is another catalyst. APD’s gasification 
strategy is a growth theme that appears to be in the early innings, especially in the China coal to chemicals 
industry in the early stages of reconstruction. The company is firing on all cylinders and while valuation 
remains near its high-end of the historic range the company is seeing record margins, impressive pricing gains, 



and strong cash flows with a healthy balance sheet. IMO 2020 is another upside catalyst next year as refinery 
bottoms may be better used for syngas-driven power production, and hydrogen fuel cell vehicles are another 
long term opportunity with APD’s expertise and IP in hydrogen dispensing.  

“So now Air Products is in a position that when somebody is building a new gasifier or we can go to people 
who own gasifiers already and say that, look, we can manage. You give us the raw material coal and we give 
you syngas. You give us raw material at the bottom of the refinery, we give you syngas. And that is why the 
market for us has exploded. So in terms of opportunities, there is more than $50 billion of opportunities we 
are working on in different projects. The other thing that I'd like to stress is that you mentioned about ESG 
and all of that. When you look at gasification, gasification is going to be a very, very important thing in the 
future in regard to turning raw materials that are very, very difficult to deal with and create a lot of pollution, 
to turn them into clean energy. That is gasification of coal, gasification of petcoke. I think people should start 
focusing on petcoke. All of the refineries in the world, most of them make petcoke. That's 6.5% sulfur coal. 
People are not going to let you use that. What are they going to do with that? The only solution is gasification. 
Bottom of the barrel, every refinery is -- used to go to ships for burning in the sea. Now you can't do that with 
IMO 2020. You need to gasify that. So that is why one of the pillars of what we are doing is gasification, and 
we are very well positioned, we have the technologies, and now we are demonstrating after 5 years of work 
that these things are for real. We did Lu'An, we did Juitai and all of that and now in the middle of trying to do 
the biggest deal we have ever done, $12 billion deal with Saudi Aramco, which is basically gasification of the 
bottom of the refinery.” 

 



 

Phillips 66 (PSX) with a $50B market cap is our preferred way for Energy exposure in the portfolio, albeit it 
may lack the upside as some of E&P and Midstream pure-play names if Oil prices surge, it also carries a lot 
less volatility (risk). PSX shares have gained 31.5% in 2019 and currently trade 8.2X EV/EBITDA and 23.6X 
FCF with a 3.18% dividend yield and 12.6% FCF yield. PSX derives most of its income from Refining but also 
has Midstream and Chemical units. PSX hit a 12% ROIC in FY18 and its highest EBITDA margins in many 
years. Forecasts are calling for 12% EBITDA growth in FY20. PSX is in the midst of a transformation re-loading 
growth and continues to start a number of new projects. PSX will benefit from IMO 2020 which is at the early 
stages of a market shift and it has a leading distillate yield around 45% with an ability to process heavy sour 
crude. PSX has a strong dividend yield that it will continue to raise as well as increase buybacks ($3B 
announced in October) as it generates strong cash flows while having an advantageous position in the Us Gulf 
Coast. It has guided to a $3.3B FY20 CAPEX budget and is differentiated from other Refiners with its 
midstream focus, owning ~75% of PSXP as it undertakes long haul pipeline and NGL infrastructure projects.  

“For our growth opportunities, we've been investing in our faster growing, more highly valued businesses in 
Midstream and Chemicals. And for us, it's just not about growth. It's about creating value. Returns matter. We 
don't care about being big, we care about being good. We only invest in projects that meet our internal 
stringent hurdle rates, and these are comfortably above our cost of capital. You've seen us divest of assets 
where others have seen more value, you've seen us slow capital investments when we could not find value-
creating opportunities and you've seen us accelerate investments when we saw value-creating opportunities 
before us. In Chemicals, we continue to be constructive about the long-term demand for petrochemicals 
globally, we believe that the U.S. and the Middle East will remain feedstock advantaged regions for many 
years to come. In Refining, our investment focus has been improving margins. These are high-return projects 
in excess of 30% returns, and they have quick paybacks. So Bob Herman is going to go through some of the 
opportunities that we have in the portfolio to increase further our advantaged feedstock position as well as 
improve our yield structure. Looking ahead, we have high-quality projects underway and some opportunities in 
development. We're going to continue to expand the Sweeny Hub, we're building 3 new fractionators. We're 
expanding the Clemens Storage. We're building an ethane pipeline from Clemens to Gregory, Texas. We're 
advancing the Red Oak and Liberty Pipeline projects, which will connect to the major market centers on the 
Gulf Coast, including our South Texas Gateway Terminal and our Beaumont Terminal. The U.S. is the fastest 
grower -- growing exporter of crude and NGLs. We expect domestic growth to be relatively flat. So the 
majority of this is going to need to be exported. The shale crude quality is light and sweet and attractive in a 
low-sulfur IMO environment, especially in Asia and Europe for low complexity refining. LPG exports have more 
than doubled since 2014, and we expect another 50% increase between now and 2024. The U.S. is the largest 
exporter of refined products and the most competitive supplier to the Atlantic Basin. In summary, while the 
pace of U.S. production growth has slowed, there are substantial remaining resources to be developed. This 



supply will provide opportunities for our Midstream business as well as low-cost feedstocks and energy costs 
for Refining and Chemicals. The IMO environment provides a tailwind for Refining. So we're optimistic about 
the outlook for our portfolio.” 

 

 

Ross Stores (ROST) is our preferred name in Retail, the $41.65B off-price retailer has gained 38.5% YTD 
and although not as flashy as some of its peers, offers a combination excellent operations and attractive 
opportunity for expansion. Shares are trading 23X Earnings, 2.65X Sales and 36.4X FCF with a 0.89% dividend 
yield and 4.9% FCF yield. ROST recently posited another solid quarter beating estimates with 5% comps, 
topping last year’s 3% level while operating margins came in above expectations as well. Forecasts call for 
continued 6-7% topline growth the next few years and 9-11% EPS growth. Ross is the largest off-price 
apparel and home fashion chain in the U.S. with 1,550 stores in39 states, the District of Columbia, and Guam. 
Home Accents & Bed/Bath is the largest contributor of sales at 26% along with Ladies at 26% and Men’s, 
Children, Shoes and Accessories smaller segments. It sees the potential for over 3000 stores longer term with 
opportunities in the Midwest one key strategic area. Metrics are looking healthy with improving traffic and 



average basket sizes while margins are stabilizing with freight headwinds subsiding and the impact of 
inventory control. ROST should see a strong start to the year from Holiday shopping strength while 
markdowns and inventory look healthy. ROST is seeing impressive strength in Women’s, Children and Home 
categories.  

“For the third quarter, we saw broad-based strength across both merchandise departments and geographic 
regions with Children's and the Midwest performing the best. We also continue to see improving sales trends 
in our Ladies Apparel business. While this area becomes less important as we move into the fourth quarter, we 
believe the actions we are taking here will lead to ongoing improvement during the holiday selling season and 
into 2020. Our 5% comparable store sales gain was driven by higher traffic and an increase in the size of the 
average basket. Third quarter operating margin of 12.4% was above plan and similar to last year. Our main 
focus will be to build upon the success of our gift-giving assortment. I mean we've built that gifts throughout 
the entire store. And we feel good about that. And we feel that we're offering gift items at really compelling 
values because we really feel that value remains the most critical factor for her, where she makes her 
shopping decisions. And we believe that we're really positioned to deliver on this. In terms of the components 
of sales, as we mentioned, the comp was driven by both higher traffic and an increase in the size of the 
average basket. The average basket was driven more by items per basket that was up, while AURs were down 
a little bit. In terms of traffic versus basket, it was pretty evenly split. The Kids business really, really benefited 
from strong execution of the merchandise strategy. We have a very strong team. They've put a strategy in 
place, and they really stick to their mantra and then have done a really fine job. The business itself is pretty 
broad based in terms of performance across total Kids. Our Men's performance has been strong, it's been 
strong for a number of years. Continues to be strong. It's performed pretty much in line with chain average. 
And we also feel like we have a solid strategy in there and the business continues to move forward. I mean 
there's supply, there's been some good opportunities in Men's also.” 

 

Monster Beverage (MNST) with a $34.5B market cap has seen shares gain nearly 30% YTD and offers an 
unparalleled growth profile in the consumer goods space that, for the most part, lacks growth. MNST shares 
are trading 28.4X Earnings, 8X EV/Sales and 32X FCF with a 4.1% FCF yield. MNST has seen its ROIC rise to 
above 32% in FY18 and is showing good expense control while many of its operating metrics improve. It also 
has a clean balance sheet with around $1B in cash. MNST has performed well in Q4 despite well-known 
concerns of the launch of Coca Cola Energy in Q1 2020. Forecasts are calling for 9-10% revenue growth and 
double digit EPS growth. MNST’s Reign franchise has seen strong growth and it will launch Inferno, a pre-
workout beverage, in January 2020 and innovation/product launches remain a key driver into 2020. MNST 
should also be able to driver margin expansion in 2020 with it discussing price hikes. MNST will continue to see 
impressive International growth including upside to its China business while expanding into non-energy drink 
categories that can help remove some of the hazardous health headline risk shares have previously been 



susceptible to in years past. MNST is a premium growth name in the right spot, Alternative Beverage category 
continues to show outsized growth compared to traditional categories. Coca Cola owns a $5.9B stake in MNST 
and markets have long expected them to eventually fully acquire the company. The energy drinks market size 
was $53.01 billion in 2018 and is anticipated to hit $86.01 billion in 2026, registering a CAGR of 7.20 percent 
from 2019 to 2026 according to the latest report published by Allied Market Research. The demand for energy 
drinks is growing, globally, with the millennial population as the major consumers between the ages of 18 & 
35. Companies are beginning to combat negative perceptions by adding minerals, vitamins and organic 
ingredients to products. MNST is positioned to continue to grow in the US, albeit a more mature market, and 
the upside is likely driven by International growth the next few years while expanded categories can contribute 
upside to US growth estimates. 

“According to the Nielsen reports for the 13 weeks through October 26, 2019, for all outlets combined, namely 
convenience, grocery, drug, mass merchandisers, sales in dollars in the energy drink category, including 
energy shots, increased by 9.1% versus the same period a year ago. Retail sales statistics for many countries 
around the world demonstrate that the energy category is continuing to grow and that Monster is generally 
growing ahead of the category in line with earlier periods. Number two, the new additions to the Monster 
family continue to add to the company's sales. Number three, we are excited about the prospects for our 
brands and our new product launches this year as well as our innovation pipeline in 2020. Fourthly, we are 
encouraged by the prospects for our Reign Total Body Fuel high-performance energy drinks, not only within 
the U.S. but looking further abroad. Number five, we're pleased with our growth and performance in our 
international markets. And the U.S. has been our major market. But as we develop as a company, the 
opportunity for us, for our energy brands, Monster in particular, plus our other brands is international. And if 
you look at the information we just gave on this call about how we've accelerated international growth in 
existing international markets and new markets, that's where we look to in the future for the company, our 
sales, as -- we -- U.S. was about 72% of our sales last year this quarter, and it's now down to 67%. And then 
one thing we really should -- turning back to this for a moment, sorry. The one thing we really should not 
forget about is the unmeasured channels, which we've been absolutely emphatic about. Foodservice is 
unmeasured, Amazon is unmeasured, Costco is unmeasured and a slew of other Home Depots, Lowe's, all of 
those channels are unmeasured. And the amount of sales that are going through those channels is really -- is 
a significant number.” 



 

Newmont Goldcorp (NEM) with a market cap of $33.5B has seen shares rise 20% YTD and is our preferred 
way for precious metal exposure. NEM shares trade 21X Earnings, 10.5X EV/EBITDA and 1.57X Book with a 
1.37% dividend yield and 4.3% FCF yield. NEM is the best operator in the industry and forecasts calling for 
nice margin expansion the next few years in a higher gold price environment while synergies from the 
Goldcorp deal will also provide a boost to results. NEM’s EBITDA is growing 45% in FY19 and seen rising 
another 35% in FY20. NEM sees gold output between 6.5mn and 7.0mn ozs over the 2020- 24 period and 
costs applicable to sales (CAS) declining from $750/oz in 2020 to the $600-$700/oz range by 2023-2024. 
Through its Full Potential program, NEM is on track to realize $500M in synergy value from acquired assets, 
+40% vs. the prior forecast. At $1,500/oz gold, NEM is generating free cash flow (FCF) of ~$2 billion annually 
over the 2020-2024 period. NEM trades at attractive valuation and is in the early stages of a turnaround 
though it is guiding to higher operating expenses in 2020. The $10B deal for Goldcorp positions NEM as the 
largest gold producer by market value, output and reserves with reach across three continents and nearly 7M 
ounces of product a year. They see $100M in cost savings annually and expect to divest $1B to $1.5B of 
assets through 2021. NEM also announced a Nevada JV with Barrick.  

“Our guidance for 2020 reflects improved production from 2019 with the benefits from a full year at all of our 
operations. However, mine sequencing results in free cash flow that will be second half weighted even with 
increasing investment through the year on the Tanami 2 project. All-in sustaining costs are expected to 
improve from $975 an ounce in 2020 to $850 an ounce in 2023 through the delivery of our full potential 
program and ongoing investment in profitable projects. Over this time, we will maintain our capital discipline 
for investing approximately $1 billion of sustaining capital per year to cover infrastructure, equipment and 
ongoing mine development. We have the deepest pipeline of top-tier projects in the gold industry, providing 
significant project sequencing flexibility. We will continue to apply our disciplined and rigorous approach to 
optimize these projects in order to create value as they advance through our investment system, targeting a 
15% or greater return rate. Disciplined exploration, execution and project delivery remain cornerstones at 
Newmont and are central to creating long-term shareholder value.” 



 

 

AMETEK (AME) with a $22.75B market cap continues to screen as a best of breed Industrial and shares 
performing strong in 2019 at +45%. Shares trade 22.5X Earnings, 17.5X EV/EBITDA and 27X FCF with a 
0.56% dividend yield and 5.5% FCF yield. It is seeing above-industry average growth in both Electronic and 
Electromechanical segments and has been deploying capital for strategic acquisitions such as Gatan and Pacific 
Design Tech. It serves a number of niche markets and delivers high-technology products. AME is delivering a 
ROIC around 10% and seeing steady margin expansion. AME trades at a slight premium multiple to Industrial 
peers but we like its pricing power, diverse markets and strong order backlog with exposure to key trends like 
manufacturing automation, precision processes and aerospace/healthcare markets. AME forecasts are calling 
for 5-7% EBITDA growth each of the next two years and will see meaningful acceleration starting 2H20. AME’s 
organic growth profile, capital deployment, and margin expansion opportunities positioned in key markets 
makes it a favorite Industrial.  

“We serve a very diverse set of markets, diverse set of applications, and that's very much by design. We look 
to be leaders in these niche markets. We look to lead on the basis of the technology and the capability our 
products provide. It really provides a stickiness with the customer, provides for leading market share, good 
pricing opportunity, good margin. If you look at the AMETEK growth model, which I'll speak to, one key 



element is the cash generation capability. It allows us the ability to redeploy that cash on value-enhancing 
acquisitions, which then allow us to drive those acquisitions through the AMETEK model to create additional 
value. In an environment that many companies are characterizing as challenging, difficult, soft, we're 
performing very, very well. Year-to-date, we've had 4% organic sales growth.” 

 

 



 

CoStar Group (CSGP) has been a long-time favorite of ours and still has a market cap of just $22B while 
having a strong moat in a massive commercial real estate industry. CSGP has disrupted the commercial real 
estate industry with its information, analytics and online marketplaces. The market for commercial real estate 
information and analysis is vast based on the variety, volume and value of transactions related to commercial 
real estate. Each transaction has multiple participants and multiple information requirements, and in order to 
facilitate transactions, industry participants must have extensive, accurate and current information and 
analysis. Members of the commercial real estate and related business community require daily access to 
current data such as space availability, properties for sale, rental units available, rental rates, vacancy rates, 
tenant movements, sales comparables, supply, new construction, absorption rates and other important market 
developments to carry out their businesses effectively. Market research (including historical and forecast 
conditions) and applied analytics are instrumental to the success of commercial real estate industry 
participants operating in the current economic environment.  Shares trade 57.2X Earnings, 14.4X EV/Sales, 
and 52.5X FCF. Revenues have growth 15% and 23.5% the last two years with 16.5% growth seen as FY19 
comes to a close and 19% growth forecasted for 2020. CSGP sees sales improving as it continues to increases 
the size of its sales force and sees a massive addressable market, also closed a deal for STR for $450M this 
year. Its LoopNet product is disrupting the Office building industry and is a dominant player in this growing 
online real estate market. CSGP is also seeing strong growth via Apartments.com. CSGP is a top tier operator 
and is investing in new markets and geographies while investors will focus on margins, but pricing discipline 
has kept that in-line. It has a very defensible moat after spending more than 30 years building out its highly 
complex database.  

“Our balance sheet remains strong, and we expect to have over $1 billion in cash at year-end and no debt 
even after the closing of the STR acquisition earlier today. We continue to show strong growth and 
profitability, while we continue to invest in the future growth of the company. I'm delighted with our ability to 
consistently deliver on both fronts. There's a massive opportunity in both the United States and abroad in 
information, analytics and marketing for commercial real estate. While I'm pleased that we are approaching 
$1.4 billion of revenue in 2020, we believe there are billions of dollars of opportunity not yet realized, so 
continued investment is optimal. The Internet has created transformative opportunities to market commercial 
real estate online, and LoopNet is fortunate to be at ground zero for that opportunity. LoopNet and its related 
sites are now generating 6.6 million unique visitors per month as reported by Google Analytics. This is a 16% 
year-over-year increase. No other CRE marketplace comes close to LoopNet. No other CRE website comes 
close to LoopNet. According to Hitwise, LoopNet has almost 2,000% more traffic than the second most heavily 
trafficked website, wework.com. For the 22,000 CRE keywords we prioritize, LoopNet holds the #1 SEO 
position on Google 86% of the time. We believe that marketing commercial real estate online will be a 



multibillion-dollar opportunity and that CoStar Group is well positioned to capture a major share of that 
opportunity. We expect that LoopNet will be a significant contributor to our 2020 sales growth. In an industry 
that has historically only monetized large apartment communities, we're very successfully selling marketing 
solutions to large, medium, small communities and even single-family rentals of which there are tens of 
millions. That shows this is a massive, massive opportunity. We are clearly in the lead position in the industry. 
We absolutely want to cross $1 billion in revenue in Apartments.com soon and go well into the billions of 
dollars of revenue. Ultimately, we would like to generate $1 billion plus of EBITDA from the apartment sector 
alone. We expect the record levels of activity in commercial and multi-family real estate to continue. We 
expect the demand for CoStar Group's products and services to grow as we help owners, lenders, brokers and 
investors, property managers make quality choices and realize successful outcomes in any economic 
environment.” 

ANSYS (ANSS) is another longtime favorite and shares have climbed more than 80% YTD as secular 
tailwinds continue to driver strong results.  The $21.75B Company provides engineering and simulation 
software and services, a robustly growing market. ANSS trades 37.9X Earnings, 47.45X FCF and 13.9X 
EV/Sales, an elevated valuation but a Software firm that is profitable with a 3.9% FCF yield and scarcity value 
in a consolidated industry. ANSS has seen its ROIC climb each of the last four years to 31.75% in FY18. 
Forecasts are calling for revenue growth around 11.5% in FY20 and EPS growth of 8%. ANSS announced a 
strategic partnership with Rockwell Automation (ROK) in November which could lead to a larger agreement 
down the road in my view. ANSS has also stayed active with acquisitions including deals for Dyardo and 
Livermore Software, the latter a $775M deal, in the past few months. ANSS held an Investor Day in September 
highlighting its growing TAM that is seen tripling over the next 7-10 years via new markets such as autonomy, 
electrification and digital twin. ANSS is a dominant player in simulation software with a 40% shares, followed 
by Dassault Systems which has around a 20% share. It is a big beneficiary of the major growing theme of 
faster product cycles and has high barriers to entry.  

“The other important thing about our technology is, given our customer base and the initiatives that our 
technology are tied to, it's usually critical R&D, and some of it that are top-of-mind strategic initiatives that are 
being funded by R&D. And really, if you think about it, even when there are some challenging times, 
companies don't cut down on R&D because that's their lifeblood. So being funded out of R&D as opposed to IT 
also gives us some resiliency to weather some macroeconomic storms. So if you think about things like 
autonomous and 5G and electrification that are really the programs of the future for many of our large 
customers, we are fortunate that we've got solutions to address those problems. And so that's why you're 
seeing in our verticals, high-tech, automotive and aerospace and defense have been the 3 fastest-growing for 
us for a number of reporting periods now. And then ultimately, we see, longer term, there's opportunities for 
things like digital twin, which is the actual use of simulation in the operations of products in the field not only 
for preventative maintenance, but to be able to help companies get more optimal utilization out of their very 
high net worth assets, whether it be pumps attached to offshore drilling platforms or aircraft engines. These 
are ways that you can utilize simulation outside of the normal. And as a result of these longer-term trends, as 
Maria mentioned, 5G, electrification, industrial Internet of Things, autonomy, which we're seeing some of the 
investments today, we believe in the next 7 to 10 years that the total addressable market for simulation will 
triple from where it is today.” 



 

 



 

Vulcan Materials (VMC) with an $18.75B market cap is a top way to play construction materials with 
potential upside from Infrastructure spending that is sorely needed in the US while also benefitting from 
strong pricing power. Shares have gained 43.5% YTD and trade 24.5X Earnings, 16.5X EV/EBITDA and 58.85X 
FCF with a 0.87% dividend yield and 2.8% FCF yield. VMC is in the earlier stages of growth in highway 
demand with expanding local and state budgets. Aggregates is the largest part of VMC’s business by far while 
also having Concrete and Asphalt segments. Forecasts are calling for double digit EBITDA growth each of the 
next two years with impressive 7% revenue growth. VMC could face some more challenging comps in 2020 
after a choppy year of contract awards and favorable weather in 1H19. VMC remains the best player with 
exposure to growth markets like the US South / California and is seeing improving ROIC. Strong volume and 
pricing dynamics look to be in the early innings of a multi-year run. Aggregates have a stronger fundamental 
set-up with lower cycle risk as production capacity is flexible, moats are wide with high barriers to entry, and 
the US market is valued at $24B. The next five years is expected to result in the highest growth rate in 
highway demand across Vulcan’s footprint in the last 30 years.  

“Looking ahead to next year, we expect another year of strong earnings growth. Based on early successes of 
our 4 strategic initiatives, we are confident that our margin expansion will continue. With respect to 2020 
aggregate shipments, we anticipate low- to mid-single-digit growth at this time. Vulcan-served markets should 
continue to benefit from public construction demand led by highways. State and local level transportation 
funding has increased significantly in our key states, and it will be a multiyear contributor to our future results. 
Most of the approved funding is firewalled and can be only used for transportation. Therefore, it's not a matter 
of if, but when. The demand visibility is there but the timing of shipments is not precise, given the number of 
state and local transportation agencies involved and the relative complexity of large projects. On the private 
side, which accounts for the other half of our aggregate shipments. We continue to have solid shipment 
momentum in most of our markets. It is important to remember that over the medium to long term, the 
underlying demand fundamentals, including population employment growth, remain firmly in place and 
underpin long-term growth in residential and nonresidential construction. And we are in the best position with 
our geographic footprint to capitalize on this trend. Now turning to price. We expect a positive environment 
again next year. The visibility of public demand should help drive sales price increases similar to 2019 mid-
single-digit range. Together with disciplined capital allocation priorities, the compounding effect of price and 
unit margin improvement will position us to grow our discretionary cash flows and improve our return profiles 
in 2020. We will report out our final 2020 guidance in February.” 



 

 

TransUnion (TRU) with a market cap of $16B has seen shares climb 50% in 2019 and continues to be a 
compelling name much of the market has disregarded. It operates in three segments: US Informational 
Services which provides consumer reports & risk score, International, and Consumer Interactive which 
provides credit monitoring and fraud protection. Shares are trading 27.4X Earnings, 33.7X FCF and 6.2X Sales 
with a small 0.35% dividend yield and 3.6% FCF yield. TRU operates with strong 66% gross margins and 
39.5% EBITDA margins. Forecasts are calling for revenue growth to decelerate to 8.4% in FY20 from 14% in 
FY19, and the first time in single digits since 2013, while EPS is seen accelerating to 13% growth. TRU has 
been posting upside to estimates throughout 2019 and continues to benefit from healthy consumer credit 
trends and new product launches while also capturing lost market share from peers that have negative news 
flow. TRU has a strong position in the Insurance vertical and is expanding into emerging verticals like 
Healthcare. Its Financial Services business should see further benefits from strong mortgage activity in 2020 
with rates low. In Emerging Verticals, Key drivers continue to include trended/alternative data, fraud, 
innovation, and lapping of faster-growing acquisitions (iovation). TRU is seeing strength across all its 
businesses and sees further opportunity for revenue growth and margin expansion while generating strong 
FCF to expand into attractive high growth adjacent markets.  



“One, when I look across the different geographies and the markets that we serve, either we -- we're either 
strong innovators in a market and are disrupting and taking share or we've got an introductory attacker's 
position in an attractive and related market where we're leveraging in capabilities. And I think that's true in the 
U.S. It's true internationally. It's true in direct-to-consumer. So if you follow the stock, you've seen the rapid 
growth in U.S. financial services. And there, we were first to market with our trended data products and also 
first to expand deeply into alternative data sets to generate new credit insights. That's helped us grow at a 
much faster rate than the market has as a whole. And so as an example of where we brought innovation to a 
previously thought of as mature segment and kind of unlock really attractive growth. Then you go to the 
insurance market, which, in the U.S., has been a really rapid grower. And there, we face a different 
competitor, LexisNexis is the dominant provider. We entered that market, primarily with our credit solution and 
then expanded across a range of different data and analytic products and have been able to grow very rapidly. 
Same story in public sector markets. And then we have a long tail of emerging businesses, be it in collections 
or law enforcement or government and other areas where, again, we've got the right data, we've got good 
analytics, we know how to manage these businesses and we've been able to attack and take share from 
entrenched incumbents. So that's the U.S. The international profile, similar tactics, but in markets that just 
have higher inherent growth rates. A lot of the portfolio is weighted towards emerging economies with 
growing middle classes and just larger populations that you can lend to. And even we think back to our direct-
to-consumer business, we were the first to embrace the Credit Karmas, the Sesames, the NerdWallets of the 
world, the indirect space, if you will. And we recognized that, that was a really attractive model for clients, and 
we backed those folks in a variety of ways and have benefited from their rapid growth.” 

 



 

Cooper Companies (COO) is the smallest name to make the Top 25 this year with a $15.85B market cap 
and shares up in-line with markets at +25% YTD. Cooper is a leading provider of medical devices in the Vision 
industry, making it more of a niche player. Shares trade 22.3X Earnings, 6X Sales and 28.3X FCF with a 2.9% 
FCF yield. COO has delivered a double-digit ROIC each of the last four years and has seen impressive EBITDA 
margin expansion to 38% from 34%. Forecasts are calling for revenue growth of 5-6.5% each of the next two 
years while EPS seen rising 4% and 11% the next two years respectively. Essilor-Luxottica of France has a 
$60B market cap in the Vision space and has made it known it is looking for more deals in the lens space. COO 
has posted a 10% sales CAGR since 2015 and Cooper Vision accounts for most of revenues while Cooper 
Surgical is also growing nicely. It is targeting strategic geographic expansion and acquisitions with 2023 
operating margins targeted at low 30%. COO now has 24% of the contact lens market with J&J at 40% and 
Alcon at 24%. Cooper's surgical division has an interesting IUD unit which has low US penetration compared 
to Asia and Europe as a form of birth control. It also has exposure to the Fertility market via IVF with US birth 
rates very low. The US market size is seen at $1B in annual revenues and only has 10-12% penetration. 
Cooper faces stiff competition from Alcon (ALC) in vision but is the best operator and has multiple avenues of 
growth the next few years. COO is launching new products that are gaining market share and management 
has traditionally been very conservative with estimates. COO’s dominance in the soft contact lens market is 
being boosted by multiple market drivers such as a transition to 1-day lenses, increased cases of myopia, need 
for comfort, and growth in specialty like torics and multifocals. COO is a dominant market share name in a 
growing industry that is fairly Macro agnostic and expect it to continue to generate steady returns for 
investors. 

“The growth drivers for the contact lens industry have remained the same for a number of years here, and I 
think will in the future. The last 10 years, the market's grown kind of in that 4% to 6% range and now we're 
in the upper part of that 4% to 6% range. And frankly, I think, the next 10 years are going to be in that 4% to 
6% range. And a lot of that's getting driven by the same things we've discussed in the past, the shift to daily 
silicone hydrogel. So they shifted dailies itself in the marketplace and then they shifted daily silicone hydrogels 
also. And then, I mean, you're getting the geographic expansion and better fits internationally with torics and 
especially lenses, all that driving it. But at the end of the day, 2 big growth drivers are the people who are 
wearing 2-week and monthly lenses and as they get older and exit the market and the new wearers coming in, 
in dailies and daily silicones, and then the trade up. Just there's still billions of dollars of sales of lenses that 
are traditional hydrogel lenses that are all converting to silicones and that's a 20%, 30% trade up for 



manufacturers. At the end of the day, the factors that drove our growth this year and last year, where we 
were growing around 7% a year, are the same factors that are going to drive our growth the next year and 
the following year. Yes. I mean, there's competition. There's always competition coming and going whatever 
and we have products that we're rolling out around the world and so forth. At the end of the day, it's still 
driven by strength in Biofinity and Avaira combined in our FRP side, but then real strength in our daily silicone 
hydrogels, and I envision that continue. I don't see any reason that won't continue.” 

 

Top 25 Short Investment Ideas for 2020 
**With Each Short I Provide a "Better Option" of a Similar Market Cap Stock in a Related  Industry for those Interested in 

a Pairs Trades. These are all names that screened poorly versus peers on various financial metrics and mostly in 
industries with multiple headwinds leading to weaker growth in 2020** 



 

Top 25 Small Cap ($1B to $10B) Buys for 2020 



 

Carlisle Companies (CSL) is a $9.15B operator of multiple industrial segments with exposure to Auto and 
Construction markets, a top pick from 2019 and shares +60% YTD. CSL continues to trade at an undemanding 
valuation of 17.85X Earnings, 16.75X FCF and 11.8X EV/EBITDA with a 1.24% dividend yield. Carlisle has 
exposure to Aerospace, Medical, Transport and Food-Service markets as well as Building/Construction, a 
$670M deal of Accella a couple years ago positioned it in a $15B global construction related polyurethane 
market. CSL is forecasted to hit 8.6% revenue growth and 33% EPS growth this year. The company is 
executing on its Vision 2025 Plan of above-average organic growth, cost efficiencies, building scale through 
acquisitions, and deploying over $3B in capital expenditures, dividends and buybacks. It sees $8B in revenues 
for 2025, up from $4.5B in 2018. Construction Materials is 64% of revenues and carries its highest operating 
margins at 15% with primary products such as Roofing Systems, Roofing Underlayment, Spray Foam 
Insulation and Metal Roofs. CSL is seeing EBITDA rise 23% in FY19, its best year since 2015, and sees another 
11% growth in FY20. CSL is one of the best acquisition stories in the market as it continues to deploy capital 
effectively while driving above-average organic growth and improving operating leverage. CSL’s 2025 vision is 
for $8B in revenues, 15% ROIC, 20% Operating Income and $15/Share in Earnings. That may prove 
conservative as it continues to make deals in key growth markets like Aerospace and Med-tech.  

“CCM's status as a best-in-class provider of building envelope solutions continues to be evidenced by its 
above-market sales growth and operating margins that are nearing 20%. This performance is driven through 
price leadership, sustainable mid-single-digit organic growth and supported by a strong and growing 
commercial reroofing cycle. Carlisle Construction Materials remains steadfast in its results to deliver on its 
commitment to the Carlisle experience that our contractors and distributors truly value and trust in every day.” 



 

WEX (WEX) is an $8.9B provider of corporate card payment solutions operating in Fleet Solutions, 
Travel/Corporate, and Health/Benefit segments. WEX trades 19.5X Earnings, 28.8X FCF and 16X EV/EBITDA. 
Forecasts are calling for revenues to rise 10.6% in FY20 with 15% EPS growth, so a nice value for growth 
name. WEX announced a deal in December that it will manage Valero’s fleet fuel card program. The company 
now receives 35% of revenues in high growth markets and fuel price exposure is now approximately 20% of 
revenues and has moved into new markets and geographies as it pivots to a broader fin-tech company. It is 
targeting a $10B Fleet TAM, a $9.1B Corporate/Travel Payments TAM and $2.4B Health TAM and the company 
aims to double its size within the next five years and continues to reduce exposure to fuel prices. It also sees a 
longer term opportunity in Electrification. The Health Solutions segment is targeting HRA, HAS and FSA 
accounts. WEX has a large addressable market and continues to take market share. WEX expects to double its 
size over the next five years. 

“When you look forward, we still believe on those goals. What I would say to you, especially for 2020, we 
know a few things. We know that we will have the acquisitions that we did this year are going to contribute to 
the growth, especially DBI and EG, because we closed in March and in July. So we have some tailwinds there. 
Shell and Chevron are going to contribute another quarter or 1.5 quarters because we finished the 
implementations on the second quarter this year. And then the rest, we have the regulatory wins on the health 
industry, where we expect to continue growing on the mid- to high-teens. On the corporate payments and 
travel, we expect to continue growing on the 10% to 15%, probably closer to what we have been doing this 
year on the low end of the range, but we still believe we are going to be there. And then on the fleet side, 
despite that we have seen this volume deceleration, we are still growing. I mean, in the quarter, we still grow, 
excluding Shell and Chevron, the 3%, 4%, 5% that we have been growing in the past. So we still expect that 
we will continue penetrating the market. And despite that deceleration, we feel positive that we will continue 
growing.” 



 

Store Capital (STOR) is an $8.6B REIT in the single tenant space trading 19.2X FFO with a 3.8% dividend 
yield. They center mostly on companies in the service sector with 65% of their overall leases while retail 
(19%) and manufacturing (16%) are the other two biggest areas of exposure. Their top ten customers are 
Fleet Farm, Art Van, Bass Pro Shops, Gander Outdoors, Cadence Education, AMC Theaters, Stratford School, 
Zips, Ashley Home stores, and US LBM.  STOR has invested heavily in building a tenant base that is immune to 
e-commerce threats with companies that strike at some key themes in the retail sector like treasure hunt, 
price match, vertical integration, and private label. Its focus on middle-market tenants sets it apart from better 
with better return and growth opportunities. STOR has acquired more than $1.6B assets in 2019 and is 
expected to remain aggressive on that front.  

“At the same time, our portfolio remains extremely healthy, with an occupancy rate of 99.7% and about 73% 
of the net lease contracts rated investment-grade in quality based upon our STORE Score methodology. As we 
enter the fourth quarter, our acquisition pipeline remains quite robust, allowing us to be highly selective in our 
investments while creating value for our customers and getting paid for that value. Our unique direct 
origination team continues to identify attractive new opportunities across a variety of industries that will 
reinforce our diversified portfolio.” 

 



Pool Corp (POOL) is an $8.3B provider of pool equipment as well as other outdoor leisure products and one 
of the strongest stories the last few years. POOL now trades 23.6X EV/EBITDA, 31.3X Earnings and 41.5X FCF 
with a 1.05% dividend yield. It is considered the leader in a highly fragmented niche distribution market and 
operates with strong organic growth and 60% recurring revenues. Americas Pool is 85% of the business while 
Irrigation & Landscape is 9% and Europe/Australia is 6%. POOL has been a strong compounder with a 
performance CAGR of 26% since 1996 compared to the S&P at 8.3%. POOL has noted that weather is the 
largest external factor affecting short term demand. On the last earnings call management noted pent-up 
demand from unfavorable weather. Population growth demographics suggest increased pool demand long-
term with most of the population increases moving to warmer weather areas. Profit margins have risen 
steadily the last few years to 29% in 2018 and ROIC has risen to 27.7% from 18.4% in 2014. The Pool & 
Outdoor Living Products market is estimated at $11.5B with wholesale distribution the primary channel to 
market in the industry. It sells a variety of products with Chemicals at 14%, Tile at 11%, Lighting at 10%, 
Heaters at 9%, and Filters at 9% the most notable. It’s estimated that 5.3M US in-ground pools are the 
market for 2018 driving 85% of sales with new construction adding 1-2% per year to the installed based and 
the aging installed base is driving renovation and remodel. POOL sees growth opportunities with market share 
gains, new locations, targeted categories and new product technology.  

“So Pool, let's talk about the industry for a second. What we love about the industry is it's highly fragmented. 
So if you think about it as an hourglass that's laying over, there's a tremendous number of suppliers. We have 
over 2,200 suppliers on one side, and we have hundreds of thousands of customers on the other side. And all 
of that flows through -- or 70% of that flows through trade distribution. And it's a niche market. It also has 
favorable growth characteristics. And you say, "Well, what do you mean by that?" Well, consider that there's 
about 5.3 million in-ground pools today and there's about 80 million single-family homes in the U.S. today. So 
we like the long-term growth characteristics of the industry because there's plenty of homes that don't have 
pools. And then, of course, we rely very heavily on the installed base, which is 5.3 million. We think that the 
other very, very attractive part about the industry is that certainly, in our case, 60% of our revenue comes 
from the -- what's called a recurring revenue stream because that really is tapped into the installed base. So in 
the past, this business was like pre-recession, and Mark's going to talk about this later, but pre-recession, 
there was a much bigger part of our business that was relying upon new construction. Today, about 60% of 
what we do is based on the installed base of business.” 



 

 

Bio-Techne (TECH) is an $8.4B provider of reagents, instruments and services such as diagnostics to the 
Healthcare industry. TECH trades 38.85X Earnings, 11X EV/Sales, and 2.25X FCF with a 0.58% dividend yield 
and 2% FCF yield with 82% of its business in Consumables. TECH is growing revenues steadily at a 10-11% 
annual rate while EPS growth seen accelerating to above 15% in FY21 as its sees higher growth contributions 
from newer product launches. TECH has a $5-$10B addressable market split between Pharma/Biotech, 
Academia, OEM, and Distributors. It has been selective with M&A and has a strong vision for continued growth 
and margin expansion through 2023. TECH is in a strong industry and will continue to deliver excellent growth 
the next few years. 

“Well, the most exciting thing we're working on these days is like a lot of people are is cell and gene therapy 
area, right? So we're trying to fill out our workflow. We clearly are the largest protein manufacturer in the 
world, and we'd like to be the largest GMP protein manufacturer in the world, supporting production for a 
change, not just research, right? So we're building a $50 million factory for that, and it's going very well. Our 
business is growing over 100% in that category. So we know it's going to do well, but I think everyone will do 
well. I think the largest throttle on what cell and gene therapy can do an industry is going to end up being in 



the content. So everyone's worried. They're coming to us first. But we're trying to fill out the rest of it, too, so 
we've been acquiring that space. So we have a better next-generation gene-editing process, so we think the 
world will want to go away from viruses eventually. We'll be supplying virus-based solutions now with our GMP 
proteins. All the clinicals today are using that. But we also have a new way of doing these -- the aggregation 
selection with the Quad Technologies. The iCE platform and the Simple Plex platform are fantastic test 
platforms for the process for QC in cell and gene therapy. And we have deals in place for the leukapheresis 
instrument to tie it all together with the patient as well as viral reaction. So we'll have the whole thing, but 
that's why we're hungry now. They're usually smaller companies over in this space. So we're talking to a lot, 
looking at a lot. But we bought Quad and B-MoGen in the last year, they're probably 1 or 2 more, hopefully, 
looking forward here.” 

 

LPL Financial (LPLA) is a $7.5B asset management firm trading 12.7X Earnings and 11.4X FCF with a 1.08% 
dividend yield. LPLA has an amazing track record of closing higher on earnings reports, a testament to its 
management. LPLA has a 20% ROIC and 49.8% ROE and continues to see positive asset flows. Revenues 
have growth strong the past few years and two more years of 7%+ growth expected. It has quietly become 
one of the best stories in the industry. LPL has two significant opportunities in the $5 trillion fee-based 
advisory segment and the $4 trillion independent employee channel, while interest rates are a likely near-term 
headwind, the company's higher fee advisory business is one of the fastest growing segments within the 
overall franchise. They’ve made a lot of investments in their tech and product -- including a feature-rich 
centrally-managed platform -- which is allowing them to expand their advisor base. They just completed a deal 
for Allen & Co which adds another $3B of client assets. LPLA checks all the boxes as a top Financial to own. 

“Looking more broadly at the marketplace, we continue to operate in a large and growing market with 
favorable secular trends towards independence and advisory solutions. In terms of the economic backdrop, 
while we see marketing sentiment driving volatility, many of the core drivers of the economy, such as 
unemployment and wages remain solid and supportive of economic growth and investor engagement. So while 
we remain flexible in the event of changes in the macro environment, the strength of our balance sheet and of 
our business model positions us well to continue investing to drive organic growth. Our first strategic play 
involves winning in our traditional independent and institutional markets while also expanding our affiliation 
models. With respect to our traditional markets, our business development team continues to innovate by 
reinvigorating recruiting partnerships with branches and third-party recruiters, enhancing referral programs for 
our advisers, and finally, leveraging data and analytics to increase pipeline transparency as well as to improve 
execution in sales and transitions. As a result, we are generating more leads, winning at higher rates and 



onboarding assets more quickly. We see this reflected in our recruited AUM as our trailing 12-month total 
exceeded $30 billion for the third straight quarter. Looking ahead to Q4, we continue to be encouraged by our 
pipeline and expanding capabilities and efficacy of our business development team. In addition to our business 
development efforts, adding differentiated capabilities is also one of the best ways to attract new advisers and 
to help existing advisers grow their business. In that spirit, as consumer expectations evolve to include omni-
channel, customized and personalized interactions, we aim to deliver an enhanced digital investor experience 
that will help our advisers win in the marketplace.” 

 

 

Charles River Labs (CRL) once again screened as best of breed in one of my favorite industry groups that 
has multiple growth tailwinds, CROs. The $7.28B company trades 20.5X Earnings, 2.88X Sales and 24.7X FCF. 
CRO has posted strong revenue growth and sees around 10% growth for FY20 with 12.5% EPS growth as 
strong Biopharma demand continues to be a driver. CRL is a leader in early-stage CRO and has a full service 
integrated portfolio with diverse clients. It also has a growing presence in the high-growth China market. A 
robust funding environment for Biotech with so much innovation is driving strong demand for services. CRL 
has also invested more than $2B on 13 strategic acquisitions since 2015 and continues to be a top priority to 
supplement organic growth.  

“So cash balances are substantial, and so we're seeing that in our client base. We look at the same metrics 
that you all look at: inflows into VCs; inflows directly from the capital markets into our clients; equally, if not 
more important, the inflows from big pharma into biotech, who's using biotech as a discovery engines. We 
have the added benefit of probably having better intel than the stats would give us, which is that since we 
have thousands of small biotech clients, were there any sort of concern about funding, even anticipatory 



concern about funding, we would begin to see that in their activity early. I don't know, they would start to 
delay studies or cancel studies or do less studies than they had anticipated. So we always have felt, and this is 
increasingly so, that we're the canary in the coal mine if you want to look at what's actually happening from a 
market trend point of view. So not only are we not seeing any of that, our revenue has become more -- 
significantly more biotech than pharma. That gets increasingly enhanced all the time. I wouldn't say that they 
-- they're still quite thoughtful with the way they spend their money. So we get all these questions about when 
you have a surge of biotech funding, do you have a surge of business? It doesn't really work that way, but 
they're pretty consistent and persistent and thoughtful. Having said that, you almost feel like there's kind of a 
rush to get as much work into the system as possible. So it feels like the demand curve is as good as it's been. 
It's been good for a while.” 

 

Aptar-Group (ATR) is a $7.4B company in the packaging industry with a much better financial profile than 
peers due to its standout Pharma franchise. ATR trades 26.85X Earnings, 51.6X FCF and 13.9X EV/EBITDA 
with a 1.25% dividend yield and 1.7% FCF yield. Revenues grew 12% in FY18 and slowed to 3.9% in FY19 
while FY20 seen accelerating a bit to 5% growth as well as double digit EPS growth. ATR is a leader in 
consumer dispensing and drug delivery. ATR sees room for further margin expansion with 20-22% EBITDA 
margins targeted for 2022 and sees 13-15% as a long-term ROIC goal. Beauty and Food/Beverage are also 
key markets for ATR. ATR has a stellar management team and many avenues to grow steadily above the GDP 
rate while offering a more defensive business model which can help offset some of the more rapid growth 
“moonshot” names in this portfolio.  

“Sustainability, we get a lot of questions and I'm sure we will have the questions here today. Isn't that a killer 
of your business? And the reality is it's actually helping us to come up with new innovative solutions, help 
customers address the sustainability issue. We are agnostic whether our product is on top of a glass bottle, an 
aluminum container, a reusable plastic container or a recycled plastic container. We are mostly engaged with 
the consumer experience of experiencing the product, getting it out of the container in a way that is 
convenient, in a way that allows the consumer to experience the product in the best possible way or deliver 
the drug. And we can make those dispensing devices from recycled material, we can make them in a durable 
way so they can be cleaned and returned, and that's what our customers and what the consumers are looking 
for. Of course, health and wellness, a big driver not only in Pharma, but also in the nutritional area of the 
business. Connectivity, where Pharma really does lead the way with connected devices, having everything on 
your app, tracking. We're not quite sure yet how this will work in different countries, but we are at the 
forefront on that. Urbanization, a huge driver of growth in Asia. Of course, hundreds of millions of people 
coming, not only to the cities but into the middle class and becoming a consumer of a lot of our product. 
Changing demographics, in addition to the Asia equation, of course you have a huge young population in some 



parts of Asia and a significant aging population, even more rapidly aging in Asia than you have in this part of 
the world. E-commerce, I don't need to get into, but clearly also a driver of innovation for us. That all ends up 
with our markets growing nicely at GDP plus. And then we put a couple of percentage points on top of that 
with our innovation and with the conversion from nondispensing to dispensing or from nonactive to active 
packaging, resulting in the top line growth targets that we've published and that we stand by.” 

 

Horizon Therapeutics (HZNP) has been a standout performer in 2019 with shares +85% YTD and 
everything points to that momentum continuing into 2020. The $6.75B biopharmaceutical is focused on rare 
and unmet treatments for rheumatic diseases. HZNP trades 18.75X Earnings and 5.25X Sales with steady an 
accelerating revenue growth, seen at 7-8% in FY20 and 11.5% in FY21 while also being profitable. HZNP is on 
the cusp of approval for teprotumumab for thyroid eye disease which is expected to see wide adoption, a 
March 8th, 2020 PDUFA date. HZNP has a strong diversified portfolio in the rare disease space that I expect to 
see further M&A and HZNP a potential target. HZNP also has been actively reducing its leverage to in-line with 
other Biopharma peers. HZNP is a great combination of a Biopharma with multiple revenue generating drugs 
and a solid pipeline to contribute to future growth while trading at a very reasonable valuation. 

“We've transformed from a company with 2 medicines and about $75 million in sales back in 2013 to a 
company with 10 medicines, 6 of them for rare diseases, with over $1.2 billion in sales last year. We kind of 
did this in a different approach to other companies. We first established really strong foundation by building 
out a commercial infrastructure and a portfolio of medicines by acquiring some undervalued, underappreciated 
assets and then growing them and generating cash flow. Back in 2017, we made our first step towards 
developing a robust pipeline. We did a transformational acquisition of teprotumumab in May of 2017. And as 
we look at the company today, about 75% of the sales are in our orphan and rheumatology segment. That's 
really being driven by 2 key growth drivers, KRYSTEXXA, our medicine for chronic refractory gout and 
teprotumumab, a pipeline candidate for our thyroid eye disease, both of which have the potential and an 
estimated net peak sales of over $750 million. So those 2 drugs alone can more than double the size of the 
company. We are in a great position from a balance sheet standpoint. So we're primarily focused on 
development stage assets. Our goal is to build a robust pipeline of development-stage assets to extend out 
past some of our current drugs. So we're looking at that primarily in the rare disease space. We are somewhat 
focused. We'd love to add assets in the areas where we have expertise, so rheumatology and nephrology. 
We're building an expertise in ophthalmology and endocrinologist, those would be great. But we're also open 
to other therapeutic areas just like we went into ophthalmology and endocrinology and tepro. So we're also 
looking at opportunities in commercial, but our primary focus is on the development side, but we are looking 
at both places.” 



  

Globus Medical (GMED) is a $5.9B med-tech name highlighted last year as a top name and focuses on the 
spine, an area seeing a lot of consolidation and GMED remains one of my top M&A targets. Shares have 
gained 36.5% this year and trade 30.85X Earnings and 6.6X EV/Sales with revenues growing 12,5% CAGR the 
last few years and 9% growth seen in FY20 while EPS growth seen accelerating back to double digits. The 
spinal market is expected to continue to see growth from a combination of favorable patient demographics, 
improving technologies leading to more fusion procedures, an expanding patient base, and international 
demand. GMED has been increasing its presence in robotics, a $10B spinal market, and setting up for an 
attractive long-term growth story. GMED has best in class technology with industry leading margins and 
several growth drivers into 2020.  

“Globus continues to achieve market-leading operating margins even as we invest in key strategic initiatives. 
Musculoskeletal Solutions performed exceptionally well in all areas. The U.S. spine business continued to take 
significant market share during the quarter driven by competitive rep recruiting and implant pull-through from 
ExcelsiusGPS installations. We expect to finish 2019 with our third consecutive record year in competitive rep 
recruiting. We also continue to see exceptional growth in implant sales from accounts with ExcelsiusGPS 
technology. Finally, we are on pace for a strong year of product launches, capped off by several exciting new 
products slated for launch in Q4, including our line of 3D-printed interbody spacers and our next-generation 
expandable TLIF device. The international spine business grew by almost 15% in Q3, both as reported and in 
constant currency, well in excess of the market in almost all significant geographies. The third quarter growth 
continues to be driven by access to new technology, pull-through from robotic placements, increased 
investments in peer-to-peer education and management changes in certain key markets in 2018. As we 
alluded to on previous calls, we experienced some deceleration in Q3 associated with the alleviation of pent-up 
demand caused by previous supply chain issues that are now largely behind us. While some additional 
deceleration is expected in Q4 as we come up against difficult comps, we are very excited by the strong 
turnaround in our international business this year, as we remain on pace to produce the highest level of 
international organic growth in our company's history.” 

Avalara (AVLR) with a $5.5B market cap is one of the more exciting cloud software names with its tax 
compliance solutions. Shares trade 14X EV/Sales and revenues accelerated to 38% growth in FY19 with 25% 
growth seen in FY20/FY21 while profitability also expected to be achieved by FY21. ACLR’s FCF margins are 
expected to inflect in FY20 as well. AVLR recently lost its CFO which scared some investors but the company 
continues to generate strong customer momentum and impressive metrics. The Supreme Court ruling in 2018 
allowing states to enforce online sales tax has been a huge driver for its compliance software. It sees an $8B 
market opportunity and highlights a number of triggers below that drivers new customers to its products. 



AVLR has a 107% 4 quarter average for revenue retention and is seeing low churn. At a $5.5B market cap in a 
very nice space it is a favorite Software thematic play while also a likely eventual M&A target. 

“So we do, obviously, SaaS-based, cloud-based sales tax and compliance for companies in the United States, 
and now we're going to expand worldwide. And the great thing about it is that all businesses, literally, all 
businesses have to calculate a file and remit some sort of indirect tax. Mostly in the United States, we think of 
it as sales tax, but it also involves use tax, excise tax, other sorts of taxes. Well, we identify U.S. TAM about $8 
billion. We can also talk about what the international TAM might be. But in the U.S., we reported, as we 
mentioned last quarter, we reported $98.5 million in revenue. So if you bear with me, we're approaching about 
a $400 million run rate. Our competitors combined also represent about $400 million in revenue. So together, 
we and our competitors have about $800 million of revenue against an $8 billion TAM. First point I'd like to 
make is I think we're 10% penetrated. So that means we have 90% to go. That's why I say we're kind of in 
the first 1 or 2 innings here. So we think there's a long runway for adoption and penetration in this segment. 
For us to increase the serviceable TAM, we need more content. And content for us are rates, rules, but really 
boundaries.” 

 

Churchill Downs (CHDN) has a $5.37B market cap and was another top pick from last year performing well 
rising 65% YTD and one of the few ways to play the merging sports betting theme. Shares trade 29.7X 
Earnings, 21.25X FCF and 14.8X EV/EBITDA with a small dividend yield. CHDN has opened Bet-America 
Sportsbook in Erie, PA further expanding its reach after partnering with Full House Resorts in Colorado and 
Indiana. CHDN revenues rose 14% in FY18 and 30% in FY19 as it has been active with acquisitions. FY20 is 
being seen more as a transition year into a reacceleration of growth in FY21. CHDN operates as the 3rd largest 
online gambling platform in the US. It is a unique set of gaming assets and one of the best positioned ways to 
play the regulatory tailwinds. CHDN has delivered record EBITDA for ten straight years and is the best 
operator in its industry.  

“We are pleased with the impact that retail sports betting is having on our bricks and mortar casinos both of 
the returns generated directly by sports wagering on-premises and through increased slot and table game 
play. We currently have 2 retail operations in Mississippi and one at Presque Isle in Pennsylvania. In addition, 
we are going to launch retail sports betting in Indiana through our partnership with Rising Star Casino in mid-
November, pending final regulatory approval. Our BetAmerica online platform went live in New Jersey earlier 
this year. We have used New Jersey to test our systems and refine our online strategies it is not a market 
where we are making any money.” 



 

 

Amedisys (AMED) is a $5.2B leader in the home healthcare services industry trading 33.4X Earnings, 2.75X 
Sales and 28.45X FCF. AMED revenues are growing 18.5% in FY19 and seen rising another 7% in FY20 while 
EPS continues to grow strongly. The home health industry is growing nicely and benefitting from aging baby 
boomers while reimbursement/regulatory risks are a constant overhang. Same Store Admissions are +9% in 
2019 in Home Health while Hospice Admissions +4% and Personal Care billable hours +2%. AMED has a 1X 
Debt Leverage ratio and continues to consolidate the highly fragmented industry. AMED also has industry-
leading patient satisfaction scores. The recent CMS ruling for Home Health Payments was much better than 
expected and gives confidence that AMED can sustain its premium multiple. AMED screens the best out of the 
handful of names with exposure to this key Healthcare thematic trend. It can also see better than expected 
accretion throughout 2020 with further tuck-in deals.  

“2020 will be a year of continued focus on ramping the business development staff within the CCH care 
centers and further margin optimization as we work to make the growth and margin profile of CCH mirror the 
Amedisys legacy hospice business. Finally, last quarter, we announced an innovative partnership with 
ClearCare, the personal care industry's leading software platform, representing 4,000 personal care agencies 
across the U.S. Our agreement with ClearCare creates an opportunity to establish a partnership between 
Amedisys and personal care agencies using the ClearCare platform in order to better coordinate patient care. 
Long term and part of our 2020 focus, we will be building a nationwide partnership of personal care agencies 
and the technology infrastructure needed to offer Medicare Advantage plans and others, a true continuum of 
care by combining home health, hospice and personal care services nationwide. It's very early days and there 



is a lot of work to do, but we're very excited about the numerous opportunities these partnerships presents us 
with. Thus far, early results have been extraordinary, with 880 personal care agencies, representing 90,000 
caregivers in every state we operate in having already signed up to participate in the partnership with 
Amedisys.” 

 

 

MSA Safety (MSA) is a $4.88B maker of safety products in the Oil & Gas, Chemical, Construction and Mining 
industries. Shares trades 24X Earnings, 17X EBITDA and 3.5X Sales with a 1.33% dividend yield. MSA 
estimates its total addressable market at $9B of the total $40-$45B safety market with employment growth 
and rising safety standards two primary growth drivers.   MSA does 62% of sales in the Americas and 38% 
International with diverse end-markets.   It is a global leader in breathing apparatus (25% of sales), 
Firefighter Helmets (9% of sales), Industrial head protection (11% of sales) and Fixed Gas & Flame Detection 
(21% of Sales).   MSA has reshuffled its portfolio in recent years divesting non-core low margin businesses 
and adding to core businesses through acquisitions. Forecasts are calling for an acceleration to 6% revenue 
growth in FY20 and EPS growth above 8%. MSA has a leading market share position in all of its segments and 
continues to innovate its pipeline of products. It notes secular drivers in safety such as enforcement of safety 
standards, Firefighter health & wellness, Industrial IoT, the Global ESG Movement, and Emerging Market 
growth. MSA held an Investor Day in November outlining its strong market position, outlook, and 
strengthening margin profile. 

“We have leading market positions across nearly every area we compete. Our products are used in mission-
critical applications, and they're not a discretionary purchase, they're a must-have item. But what makes 
customers choose MSA over competition is how we respond to customer needs through innovation. And these 
products are highly engineered, they're loaded with technology. We have over 1,000 patents or patents 
pending and our high barriers to entry, which include government standards, over 600 of them globally, some 
that are very difficult to meet. This business is also very sticky. We have customers who have used our 
products over many decades, and they've grown to trust the product with those 3 letters of MSA on the side of 
it. Later today, you'll get a better sense for some of the technology in these products. We invest about 4% of 
our revenue on R&D, and that generates more than 35% of what we call our Sales Vitality Index, and that's 
products that have been developed within the last 5 years, from the Connected Firefighter area to monitoring 



with the ALTAIR 360 in industrial PPE products like the V-Series fall protection product line, our new H1 safety 
helmet, which is in front of all of you. We innovate across all of our market-leading platforms. With every new 
product we launch, we look to enhance our profit profile by creating enhanced value for our customers. And 
when you look at our gross profit profile, it's reflective of a great business and products that are highly 
differentiated. Our addressable market is about $8 billion to $9 billion across those 3 segments of gas 
detection, industrial PPE and fire service. This total addressable market has expanded since our last Investor 
Day, particularly in the fire service and gas detection, where we broad -- we've been broadening our product 
lines and introducing technology for these applications. Like the Connected Firefighter powered by LUNAR, it's 
creating an addressable market that doesn't exist today. And in gas detection, our ALTAIR 360 expands our 
reach in the area monitoring space, where we previously didn't have a product to compete. Our acquisition of 
Sierra Monitor earlier this year opens the door to the Internet of -- Industrial Internet of Things, which is a 
growing opportunity, and we expect to continue to broaden that total accessible market in years ahead 
through product innovation and strategic acquisition. Our markets generally grow in the low mid- to single-
digit rate. And you can see that we've outpaced that growth through our product innovation. Put simply, we 
expect the safety market to grow faster than the overall economy, and we expect to outgrow the pace of the 
safety market. When you think about it, as more and more companies are placing greater focus on social 
responsibility and enhancing ESG reporting, safety has never been more important. And go no further than 
CEO's letters to shareholders, all of them talk of their employees and their safety record associated with them. 
Protecting people's lives is not a place anyone who looks to cut corners from an expense standpoint.” 

  

Mirati Therapeutics (MRTX) is a Biotech with a $5B market cap that has climbed 200% in 2019 and looks 
intriguing for more upside into 2020. MRTX trades 9.7X cash with limited debt. MRTX recently posted strong 
early-stage data for MRTX849, their KRAS inhibitor targeting solid tumors. The company sees the KRAS G12C+ 
market as a significant opportunity given the patient population in NSCLC, colorectal, and pancreatic 
indications. MRTX estimates the TAM at $7B in commercial potential through the US and EU. The drug is 
expected to be a direct competitor to Amgen’s (AMGN) AMG 510.  



 

Black Hills (BKH) is a $4.75B electric and natural gas utility that screened well versus peers and has 
customers in Colorado, Montana, South Dakota and Wyoming. It trades 21X Earnings, 12.7X EBITDA, 2X Book 
and has a 2.77% dividend yield. EBITDA has grown sharply in recent years and is seen rising 7% in FY20. BKH 
offers above-average organic growth, constructive regulatory jurisdictions and is growing its rate base through 
grid modernization, gas infrastructure replacement and generation spending. BKH has increased its dividend 
for 49 straight years. BKH is an excellent operator with strong financial metrics and positioned to continue to 
outperform peers. 

“In Colorado and Wyoming we recorded new all-time peak loads in July, demonstrating continued overall 
customer demand growth in both of those states. In South Dakota and Wyoming our Renewable Ready 
subscription-based program continued to advance very well. We completed the subscription period in 
September and had strong customer interest, exceeding the 40 megawatts of available energy from the 
Corriedale wind project. Now moving to our natural gas utilities. We have nearly completed construction of our 
$54 million 35-mile natural bridge pipeline project for our Wyoming gas customers. And we expect the pipeline 
to be placed in service in mid-November. We continue to advance efforts to consolidate and simplify our 
natural gas jurisdictions in Colorado, Nebraska and Wyoming to better and more efficiently serve our 
customers. In Wyoming, we recently reached the stipulation and settlement agreement in the consolidated 
rate review case. And we have filed that settlement agreement with Wyoming Public Service Commission.” 



 

 

Deckers Outdoors (DECK) is a footwear and Apparel Company with iconic brands yet has just a $4.7B 
market cap with shares climbing 28.5% YTD. DECK shares traded at cheap valuation as well, 16.8X Earnings, 
2.25X Sales and 17.1X FCF with a strong balance sheet and 7.7% FCF yield. DECK has grown revenues at a 
steady 6% rate the last two years and seen continuing into FY21. Deck’s key brand has always been UGG 
whole it is expanding two key growth brands in Hoka and Koolaburra. DECK has lean inventories and should 
benefit from a colder Winter with UGGS being its cash cow and emerging brands offering excellent growth 
opportunities. DECK is 63% US and 37% International with its DTC business at 35% compared to 65% 
Wholesale. It is improving the supply chain and logistics to improve on its margins and evolving with the 
changing retail landscape.  

“During the second quarter, we continued to drive momentum in our key initiatives, as HOKA continued to 
experience explosive growth, UGG men's boots increased by high-teens percentages, UGG women's noncore 
expanded through the Fluff franchise, and our online performance was strong. The Deckers team is focused on 
the execution of these key initiatives, and I believe our commitment to investing in marketing and innovation 
have been central to the strength of our results. Our results also highlight the organization's focus and 
discipline to drive healthy top line growth, while maintaining our top-tier levels of profitability. On the 
international front, we're in the early stages of a multiyear plan to reset the marketplace in our EMEA region. 



As a reminder, the marketplace reset in Europe is similar to the strategy that we successfully implemented in 
the domestic wholesale marketplace over the past few years. This strategy is intended to clean up inventory in 
the marketplace, consolidate the account base to focus on partners who best represent the UGG brand and 
provide a more differentiated consumer experience. The HOKA brand's gains in DTC are shifting the channel 
mix dynamics for the brand, which is leading to an improved gross margin profile. While largely a sell-in 
quarter, our second quarter performance was solid, but the Deckers team remains focused on delivering our 
largest third quarter ever. I'm confident that with the recent momentum of the business we are well positioned 
for the back half of the year.” 

 

Perspecta (PRSP) is a $4.35B provider of enterprise IT services to government customers with shares 
trading 12.75X Earnings, 9.2X EBITDA, and 8.55X FCF with a 13.2% FCF yield and 0.86% dividend yield. PRSP 
sales are seen rising 11% in FY20 before facing challenging comps in FY21 until picking up in the back half. 
PRSP was spun out of DXC Tech last year and merged with Vencore and KeyPoint Government Solutions. PRSP 
is the partner of choice for the US government as they undergo a massive digital transformation and strong 
positions in cloud, workplace, and mobility. The company also has longer-term tailwinds from an improved 
budget outlook and mandate for IT. They have over $4B in sales with a $10B contract backlog. PRSP 
competes with names like CACI, SAIC, BAH, and LDOS and screens well versus peers across important 
metrics. PRSP continues to exceed consensus estimates and generating impressive Book to Bill ratios with a 
$75B contract pipeline and $24B awaiting decision. It is seeing strength across Defense/Intelligence as well as 
Civilian & Healthcare and looks to be a multi-year growth story with industry-leading margins. It sees major 
tailwinds from a rising DoD budget and strong Government IT spending with an accelerating adoption of 
digital. 

“We had a great year with over $20 billion worth of proposals. We've got a trailing 12 months book-to-bill of 
1.5, of which half of that is new business. So we're really proud of what we accomplished in that first year as 
Perspecta. Integration will be finished, we've got the Workday integration completed in October, John's 
financial systems in the back end of the year. So it really is digital transformation, focused on cloud migration. 
And inside that cloud migration, once you migrate to the cloud, you have the application modernization. And 
as you know, we just completed an acquisition called Knight Point, which further enables our ability as a 
service to help our government customers migrate from this old off-prem, on-prem data center eventually to 
whether it's a hybrid cloud or the public cloud and the ability to manage that because you can't do it all at 
once. You don't just take $750 million worth of assets, if you're one of the agencies under Department of 
Defense, and go to the cloud right away, you can't do it. So we are a cyber company. We do more 
cybersecurity-applied research for DARPA than just about anything and that's on an annual basis. We leverage 
that IP, it's really strong. 280, 300 patent portfolio across our business. So we're a cyber company. And 
certainly in the analytics space, data analytics. I mean we've just won an award yesterday down in D.C. It's 



the Innovative Company of the Year Award awarded by Washington Technology for developing algorithms, 
predictive analytics to be able to predict the next attack on the power grid as well as a power grid taking down 
and bringing it back up. So we are a cyber company, we are a data analytics company, we focus on the 
cloud.” 

 

Helen of Troy (HELE) has a $4.5B market cap and having a strong year at +36% YTD and continues to post 
multiple beat and raise quarters. Shares trade 19X Earnings, 2.8X Sales and 25.7X FCF with a 6% FCF yield. 
HELE topline growth is decelerating over the next few quarters and EPS growth expected around 7.5% this 
year. HELE continues to use a M&A strategy and did a $255M deal for Drybar hair care products in December. 
HELE is continuing to transform and looking for 2.5-3.5% organic growth and further operating margin 
expansion. It has a number of strong product/brands including Hydro Flask and OXO while contributing to 
growth with tuck-in deals. HELE continues to stand out in a low-growth consumer products industry with its 
strong presence in Health & Home, Houseware and Beauty and is entering phase two of its transformation 
starting FY20. It is targeting a ROIC above 20% by FY24 with > 8% annual EPS growth and 20-30bps in 
annual operating margin expansion. 

“Shifting now to our business units. Sales growth in the quarter was led by our Housewares segment, which 
increased net sales by over 22%. Housewares grew in brick-and-mortar, online and internationally as we 
gained distribution, launched new products and benefited from very strong point of sale and store traffic at 
key retailers. Dinnerware and food storage were standout categories across the business segment during the 
quarter. In Health & Home, we experienced just over a 9% decline in core business net sales, which was 
slightly below our plan as we faced a particularly strong comparison in which the segment grew 20.3% in the 
last period -- same period last year. If you recall, in the summer of 2018, the segment benefited from a 
confluence of business drivers, including a U.S. heat wave, some of the largest West Coast wildfires on record, 
new shelf placements and seasonal categories and inventory replenishment following the strong prior cold and 
flu season. In Beauty, consumer-centric appliance innovation continues to lead the segment, driving Beauty 
core business sales growth of 9.3% during the quarter. Beauty grew both domestically and internationally. We 
are pleased to now project growth for Beauty in our revised fiscal '20 outlook introduced today. Leading that 
growth is Beauty appliances, which have been growing share in both brick-and-mortar and online as the 
appeal of our Revlon Volumizer continues to build, earning over 10,500 online reviews with an average rating 
of 4.3 stars out of 5.” 



 

 

CyberArk Software (CYBR) is a favorite cyber-security play, an industry seeing strong incremental budget 
spending, and continues to look attractive on valuation for growth. CYBR is trading 42.2X Earnings, 37.8X FCF 
and 8.9X EV/Sales with a 4.4% FCF yield. CYBR has grown revenues to $430M in FY19 from $217M in FY16 
and sees 18-20% growth ahead. CYBR is a leader in privileged account security with a differentiated platform. 
It has over 4600 customers and more than 50% of the Fortune 500, a trusted name in cyber-security. It 
receives 62% of its revenues in the Americas and 31% in EMEA with Banking its top vertical at 30% followed 
by Government and Manufacturing at 11% and 10% respectively. It is capturing additional spending from 
current customers as well as adding new customers in new verticals. Secular trends like cloud migration, 
digital transformation, complexity of hybrid IT and attacker innovation are driving an increased need for CYBR 
products. CYBR plans to increase its sales reach, innovate products, accelerate the land & expand model and 
expand into new markets.  

“Our innovations have empowered customers to secure privileged access across on-premise, in public or 
private cloud and in hybrid environments. Our newer SaaS solutions, CyberArk Privilege Cloud and Alero are 
gaining momentum. Our early Privilege Cloud customers are up and running, and the pipeline of opportunities 
continues to build. Alero has been met with overwhelmingly positive customer feedback. Every enterprise 
needs to mitigate risk from third-party vendor access. We are the only vendor to combine zero-trust access, 
biometric authentication and just-in-time provisioning without the use of VPNs, agents or passwords. We are in 
a market rich with opportunity, driven by not only the complexity of IT, but also organizations embracing the 



cloud and executing digital transformation strategies. Our investments in research and development, in sales 
and marketing have positioned us as the leader in privileged access management, and we are committed to 
investing in the business to drive profitable growth.” 

  

Descartes Systems (DSGX) is a $3.6B provider of network and logistics solutions in transport/warehouse 
industries. Shares are trading 73X Earnings, 11.3X EV/Sales and 38.7X FCF with a 3.1% FCF yield. Revenues 
have grown 15-17% the last few years with 18.5% growth this year and next year seen decelerating to 10% 
while EPS growth ramps with operating leverage to 35% and 45% the next two years forward. DSGX has 
posted three straight quarters of 30%+ EBITDA growth and is benefitting from secular demand for 
technologies that simplify logistics and supply chain management. DSGX has a global presence and is 
delivering profitable growth with strong FCF generation. Secular drivers such as increased automation, more 
complex global trade, ecommerce and last-mile logistics, mobility in real-time, content/data monetization and a 
highly fragmented industry are all contributing to the DSGX growth story. M&A is a core part of its strategy 
with deals in 2019 for Core and Visual Compliance.  

“Descartes has been connecting trading partners for more than 20 years to help them exchange information, 
automate processes and move goods more efficiently. We are in the information business and we always have 
been. We are in a constant mission to connect more parties, collect more data and help those parties make 
use of that data. The proliferation of IoT devices and an increasing demand for real-time information is great 
news for us. Quite simply, we can now collect more data and we can get our hands on it quicker than ever 
before. Logistics is a multiparty, multi-process problem. And when you cut across modes, geographies and 
industry verticals, you end up with a lot of data protocols and sources for data collection. You also end up with 
different data needs and semantics based on the type of supply chain participant. The carrier will think about 
things differently than the shipper as well the forwarder and the government agencies that they need to 
connect to. Connectivity is required across the supply chain, whether it's a consumer order or a B2B order. In 
order to be agile and react quickly to the opportunities that are out there, you need to be connected to your 
customers, your logistics partners, applicable governments, your inventory information. And if you're moving 
goods internationally, you also need to be connected to updated content to understand total landed costs and 
regulatory requirements. We continue to be the go-to company for companies who are looking to distinguish 
their businesses based on the logistics operations. Our customers can use our dynamic scheduling home 
delivery solutions to enhance their customer experience right from the online delivery appointment booking 
through to the mobile monitoring and delivery at the customer door.” 



 

Exponent (EXPO) is a $3.6B science and engineering consulting company worldwide. Shares trade 43.6X 
Earnings, 9X Sales and 82.25X FCF with a 0.92% dividend yield. EXPO grew revenues 10.4% and 9.1% the 
last two years and 8.3% growth in FY19 with another 6% topline growth expected for FY20. EXPO has been 
seeing healthy margin trends and a positive mix shift towards lucrative large proactive work while being best 
known for analyzing accidents and failures. Longer-term societal focus on safety, health, and sustainability 
amid growing technological complexity are long-term demand drivers for Exponent. Risk Management in the 
Utility industry is seen as a multi-year catalyst for the company. EXPO has multiple drivers to continue to 
outperform as a niche consulting company and though valuation is high, it should be rewarded for its stellar 
execution.  

“Our results demonstrate the markets growing demand for world-class engineering and scientific advice. We 
continue to grow our reactive services as clients called upon Exponent to answer the question, why did this 
happen? These questions ranged from why did the building collapse? To, why did the Advanced Driver 
Assistance features not stop the car? Our proactive services also continued to expand as clients faced the 
challenge of how to build safe and highly reliable products as their technologies grow in complexity. We also 
continue to benefit from multifaceted and global regulatory framework. During the quarter, we continued our 
work for Pacific Gas and Electric, to evaluate the integrity of their electric infrastructure and to help mitigate 
safety risks for customers and communities related to wildfires. For clients who must meet health and safety 
regulations, as they distribute products globally, our scientific and regulatory expertise in North America, 
Europe and Asia is invaluable. Exponent is capitalizing on long-term trends, and we are confident in the future 
growth of the business.” 



 

Top Build (BLD) with a $3.44B market cap is out best play in the highly fragmented building products 
industry. Shares trade 16.4X Earnings, 16.4X FCF and 11.4X EV/EBITDA while generating 26.5% EBITDA 
growth in 2019. It sees growth drivers as Residential Construction, Commercial Construction and Stricter 
Energy Codes. BLD is the #1 installer of insulation at 40%+ of new housing starts which is twice the size of its 
nearest competitor. Adjusted EBITDA margins have steadily improved by 642bps since 2015 and BLD has 
added $510M in annual revenues via 11 acquisitions. BLD sees a $5B opportunity in the Commercial business 
where it currently only has a 10% share, and margins exceed the Residential ones. It is in position to make 
more deals with leverage at 1.8X, below its desired range. It sees long term positives for the construction 
industry with a strong economy, wage/job growth, increased household formations, pent-up demand, and 
housing starts below historical levels.  

 

Balchem (BCPC) is a $3.3B leader in specialty performance ingredients for food, nutritional, feed, Pharma, 
medical sterilization and industrial markets. Shares trade 31X Earnings, 37.3X FCF and 21.8X EBITDA with a 
0.9% dividend yield and 3.9% FCF yield. Forecasts call for revenue growth to jump back to 10.2% in FY20 
after a slow FY19 and would be its best since 2011. BCPC is positioned well in large and stable markets with 
growth trends and is shielded from economic downturns with its diversified revenue mix. It has posted very 
strong financials over the last five years and no signs of its markets slowing. It sees current growth platofrms 
including Choline awareness, Mineral Nutrition, Curemark Delivery System, Nutritional Beverages, Clean Label 
Systems and Geographic Expansion.  

“Relative to Animal Nutrition & Health. In the first quarter of this year, we discussed the launch of several new 
products, most notably AminoShure XM, our next-generation rumen-protected methionine. This next-
generation product offers enhanced bioavailability and superior feed stability that allow it to deliver industry-
leading value for dairy farmers around the world. We are encouraged by the early and strong interest from the 
nutritionists and dairy farmers for this new product, which is being further boosted by healthier dairy protein 
prices. Our sales of this important nutrient were up 70% in the quarter over the prior year quarter, so we are 
pleased with the progress to date and the positive response from our customers. Regarding CureMark and 



their work to develop a unique treatment for autism, we are pleased with the results of their recently 
completed Stage III clinical trial, also known as the Blüm trial. As we just discussed on the last call, these 
results were presented on May 3 at the International Society of Autism Research or INSAR meeting in 
Montreal. For those of you interested, the abstract can be easily accessed on the INSAR website under the 
INSAR 2019 Annual Meeting abstracts. The title of the abstract is Pancreatic Replacement Therapy with CM-AT 
is Associated with Reduction in Maladaptive Behaviors in Preschoolers with Autism. Despite the protracted time 
line of this initiative, we are encouraged by the progress made over the past few months toward critical 
milestones. And in the meantime, Balchem remains focused on our manufacturing and supply chain 
preparedness for the ultimate launch of the product in the manufacture of additional trial quantities of the 
encapsulated enzyme for rollover participants from the various trials.” 

 

Quidel (QDEL) is a $3B leader in diagnostics testing solutions and trades 24X Earnings, 5.9X EV/Sales and 
29.9X FCF with a 5.4% FCF yield. QDEL has seen revenues rise to $522M from less than $200M the last two 
years with its Triage and Beckman BNP acquisitions while EPS seen returning to double digit growth in FY20 
and topline growth also picks back up to 5%. QDEL looks great into 2020 as a key product launch year with 
2021 seen as an even bigger year as it rolls out Savannah and leverages its large installed base of Sofia 
analyzers.  QDEL won a key lawsuit last August and the bull thesis firmly intact with strong cash flows, margin 
expansion, product launches and opportunity for M&A. It sees positives from healthcare trends such as 
decentralization, a shift to the patient with demand for faster assays, CMS alternative payment models 
rewarding outcome-based medicine, and declining reimbursement for MDx and large panels. QDEL is a 
compelling investment opportunity in the strong diagnostics market.  

“There are a number of health care and consumer trends. I think the most obvious is that the access points to 
health care are changing, particularly among younger adults, their preference is to seek treatment and care 
closer to where you live. And so you see an emergence of urgent care centers, freestanding EDs. You now 
have, I believe, it's 16 states that allow pharmacists to test and treat for routine conditions that formerly you'd 
to have seen a physician. So this trend has been underway for quite some time. I would say, we're now seeing 
evidence of it. I think there's over 12,000 urgent care centers now and we're in 4,700 of those. Just a couple 
of years ago, we were only in 1,000 urgent care centers. So our products are a perfect fit for those 
decentralized settings, whether it's in the pharmacy or it's CVS, or it could be in a grocery store pharmacy as 



we see in several states. So the ease-of-use, the small footprint, the turnaround time all lend themselves to 
better treatment for patients and obviously, it's a good fit for our products. When you map out the landscape 
of diagnostics, if you look at the continuum of diagnostic testing beginning on the left-hand side and the 
research market, and then moving right to reference labs, hospitals, clinics and home, it's a continuum of 
decentralization moving left or right. When you look on the left-hand side, this is where the bigger companies 
that you can name, now Abbott, Roche, Siemens, Beckman, et cetera, the larger box companies, this is where 
they reside, this is where they dominate, this is where most of their revenues come from. As you move from 
left to right, however, other companies start appearing, have its own point-of-care. For example, Alere, the 
former Alere company now owns by Abbott, BD and other companies as well. So as this trend continues, it 
becomes more and more advantageous for companies like Quidel that specifically spend all of our effort in 
terms of development around these sorts of products.” 

 

 



Top 40 Attractive Micro Caps for 2020 ($150M to $1B) 

*Throughout 2020 the goal will be to write an in-depth view on each of these names with one per week for 
OptionsHawk members in our Weekly Radar Report, trying to discover future great stocks is one of the most 
fun parts of investing* 

 



Top International Stocks to Own In Each Sector for 2020 

US Exchange Traded: 

 

Foreign Exchange Traded:  

I will be expounding on these names in future writings for OptoCMC, stayed tuned, and follows @OptionsHawk on 
Twitter. 
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Top 5 High Beta Stocks for 2020 

 

Aptiva (APTV) is a $25B auto parts company that has seen shares rise 55% YTD despite the softening trends 
in Auto Sales as it is in the stronger areas of Auto allowing for higher content per vehicle. APTV shares trade 
17.45X Earnings, 38.7X FCF and 12.7X EV/EBITDA with a 0.9% dividend yield and 3% FCF yield. Forecasts call 
for revenues to grow 6% in FY20 and FY21 after flat growth in FY19 while EPS seen rising 18% and 11.5% 
respectively. APTV is the top thematic play in the industry and in September formed a joint venture with 
Hyundai for autonomous driving. APTV has really set itself apart from peers while having some exciting 
potential growth opportunities ahead with its differentiated position in electrification, active safety and 
centralization of compute. APTV is best positioned to deliver new mobility applications as the vehicle moves 
into the 21st century.  

“So for us globally, there are some consistent, very consistent, sort of top 3 or 4 items that are driving 
outgrowth. In China, specifically, high voltage for us continues to be a key driver of the outgrowth. So there, 
we're a provider of high-voltage electrification systems. So think the electrical distribution system, the 
connection systems, the cable management systems, that's a business for us in China this year that's going to 
grow about 50%. And that's actually in a year where NAV production is down or the growth rate's down in 
China, just given the pullback of some of the incentives. So I think you're seeing a sort of an NEV vehicle 
production number of about 13% in China, so we're seeing significant outgrowth over that. Other key drivers 
in China, the rest of the ASUEX portfolio, the infotainment business in China is particularly strong this year 
with some key product launches. Obviously, globally for us, active safety remains a key driver of the 
outgrowth. But that in China is really that sort of that mix of product lines. And as we look forward into 2020, 
we see that continuing, particularly in high voltage because what our customer base in China tends to be 
concentrated around really 2 distinct groups: the multinational JVs and really the top 5 or 6 Chinese 
producers. We're not a -- mainly due to our product portfolio and maybe some sort of decisions on who we 
prefer to do business with, we don't have a broad local Chinese customer base. We really tend to be 
concentrated in the top 5 or 6, and what you're going to start to see next year, we believe, is particularly the 
European JVs really start to launch their new energy platforms into China. So we're seeing a little bit of that in 
Q4 with some early launches and expect that to continue into next year. Infotainment, we're in, as we've 
talked about, '19 and '20 is a bit of a product change over year for us. We launched our big integrated cockpit 
control with a European OE at the end of 2020. So you'll see those growth rates tick back up. That's consistent 
with what we've now been talking about for the past year or so. Active safety, we continue to see a lot of 
demand and a lot of pull. It helps sell vehicles. We're actually seeing, in some cases, active safety being 
pushed into lower-end models faster than we would have originally expected, in part, from helping to sell 
vehicles. In part, we think that's what consumers are looking for, and that's what the OEs are hearing. And 
particularly, and -- you've got a couple of different dynamics in Europe. You got the NCAP ratings, which help 
backstop some of that. I think in North America, while you don't have sort of formal regulation, you do have 
sort of these handshake agreements on certain levels of content by 2022. And I think you've got a situation 
where Toyota, and to some extent, Hyundai, have sort of set the market with robust active safety systems, 
even in some of the lower-end vehicles. So there's a bit of pressure on other OEs, at least, to ensure that they 
have similar content, and that's helped this market as well.” 



 

Splunk (SPLK) is a $23.4B leader in intelligence and analytics in the software industry and shares are +44% 
YTD with a strong Q4 after screening as one of the most compelling values for growth in the group. SPLK 
shares are now trading 9.9X EV/Sales and FCF margins came in at 15% in FY19. Forecasts call for SPLK to 
grow revenues 22% each of the next two years after 37.7% and 30% growth the past two years while 
profitability continues to be strong as EPS is seen above $3/share in FY22 from $1.33/share in FY19. SPLK 
shares are starting to re-rate as it moves more to a recurring revenue growth model and introduces a new 
pricing model. Annual recurring revenues are growing over 50% and seen rising another 40% next year 
making SPLK fairly cheap to peers with similar growth rates. SPLK has a market leading position and is now 
pricing better visibility with its reporting metrics while also making strategic acquisitions with its strong cash 
flows. SPLK has also showed strength in CIO surveys for planned spending into 2020. Bloomberg reported in 
September that Cisco (CSCO) previously approached DataDog (DDOG), a competitor trading 30X EV/Sales for 
a potential acquisition. Splunk bought SignalFx for $1.05B in August.  

“The -- I think one of the biggest issues we've had with Splunk is people don't know who the heck we are and 
what we do. Even as a $2-plus billion company by the end of this year, I think we're still under-understood or 
less understood than we should be. And Data-to-Everything was our step forward to say that data is being 
brought to every question, to every answer and to every action. And more importantly, for us, it symbolizes 
that the center of Splunk, our index, our ability to actually ingest petabytes of data or more per day per 
customers and allow them to get insight from that index remains an important part of the portfolio. But if you 
really want to bring data to every question, to every answer and to every action, you've got to be able to 
address streaming data. You've got to be able to address data in other repositories besides Splunk. You've got 
to be able to learn from the actions being taken on data. And the advances we've made in the portfolio over 
the past 3 or 4 years had a -- we saw 20-plus product announcements, releases at our user conference in 
Vegas 1.5 months ago, are the continued expansion evolution of the underlying foundations of that technology 
footprint as well as continued enhancement of applications to go after our primary buying centers of security, 
operations, IT operations and application development around that multitude of different data capabilities 
that's necessary for Data-to-Everything.” 

“Well, so certainly, SignalFx and Omnition are cloud-oriented products. Splunk already, of course, has had 
pretty significant growth in cloud. I think we said that we had just shy of $370 million ARR in our cloud 
business, which is still relatively new but relatively sizable compared to some of these other guys already. 
Because we focus on larger scale deployments, we think that there's going to be a lot of strong growth in the 
future. In terms of competition -- there's always competition, and I think competition -- the standard answer is 
competition makes everyone better. I would say this market is still large. I think the TAM estimates are 
between $60 billion and $70 billion of the markets that we're going after. We're obviously a bit below those 
numbers in terms of revenue. So..” 



 

 

Paycom (PAYC) is another Software name, market cap of $15.3B and focused on the Human Capital 
Management (HCM) space. PAYC is not cheap by any means trading 21X EV/Sales but is rapidly expanding 
and shares +115% YTD. In comparison Workday (WDAY) has a $37B market cap and shares are just +5% 
YTD. Forecasts are calling for revenue growth of 22-25% each of the next two years after delivering around 
30% growth each of the last three years. PAYC ranks at the tops for key fundamental metrics like incremental 
operating income/revenues, high % of recurring revenues, high US exposure, and strong operating margins. 
PAYC offers robust products that have customers moving from legacy providers of payroll/HCM and can triple 
revenues over the next five years while also growing margins. PAYC expanded its opportunity from mid-market 
(up to 2,000 employees) to up to 5,000 employees. PAYC has been beating high expectations all year and is 
positioned to continue to be a market share gainer as a disruptor. The Paycom app allows an employee to 
access a familiar, modern and convenient means to accurately manage HR transactions by directly entering a 
variety of pertinent data into the company’s database so it’s done once and only once. For far too long, due to 
a lack of suitable technology, the HR department has been stuck in the middle of the data transfer process 
between the employee and the database. PAYC is a rapid growth name and despite the high valuation I see it 
continuing to expand and grow with a long runway to further take market share and could potentially become 
an interesting acquisition candidate for Automatic Data (ADP).  

“And so what's primarily driving I believe TAM expansion, you've had the payroll industry that's growing at a 
certain percentage. And I think that was around 3% from a TAM perspective. And really I believe what's 
driving it is all the other HCM offerings now that are somewhat being included in the total addressable market. 
And so until we had a talent acquisition product, we didn't really have a talent acquisition TAM. Until we had 
an expense management product, we weren't really picking up that side of the TAM. And so as we've 
continued to add product, we've expanded our TAM. Now we also calculate it another way. You can get 
numbers from different -- IDC and different things where they'll tell you what a TAM is. We also calculate it 



another way. At IPO, our opportunity for anyone -- and this was 5 years ago. We've not updated it since. But 
at IPO, our opportunity to bill any one employee annualized was around $400, bill for. And at that time, 
according to U.S. Labor Bureau of Statistics, there were about 126 million workers in the U.S., about 50 million 
of them of which worked for companies in our sweet spot. So that's how we calculated to get $20 billion that 
time. Since then, our PPM opportunity has obviously moved up as well as we've expanded past the 50 to 2,000 
market into the 50 to 5,000 market. So we would have additional TAM expansion that is well measured that 
way. But I think it's also important. IDC is also predicting that the TAM is going to continue to expand at least 
through 2023, at almost a double-digit rate as well on a compounded annual basis.” 

Yandex (YNDX) has a $14B market cap as a leading Internet company in Russia that has been expanding 
into multiple growth industries, and has shown up in prior year’s outlooks as a top pick due to the growth 
potential. YNDX shares are +55% YTD and shares now trade 22.4X Earnings, 4.8X EV/Sales and 56.5X FCF. 
Shares have rallied in Q4 as capital structure concerns overhang was removed with the Russian government 
proposal blocking a hostile takeover. YNDX is also expecting to IPO its Taxi unit at a $5B-$8B valuation. 
Forecasts are calling for revenue growth of 29% in FY20 after delivering 38.5% growth in FY19. Yandex is 
basically a Russian version of Amazon, Google, Uber, GrubHub, Twitter, Spotify and eBay having a baby and 
although there are always some geopolitical bumps along the way it has always been a buying opportunity in 
this growth leader that is fairly agnostic to the Russian economy and more exposed to overall global Tech 
themes. Yandex has exposure to ecommerce, streaming media, internet search, social, food delivery, ride 
sharing and more and trades at a very reasonable valuation.  

“We’re posting extremely strong results in Zen, which is our social platform, social news feed platform. It is 
now RUB 7.6 billion revenue run rate, which is extremely impressive, I think, and it's growing close to 60% 
year-on-year, which is all very impressive. And so all of those properties are generating a ton of clicks. And the 
trade-off that we're making is we're trading off clicks for CPCs, which leads to higher returns for advertisers, 
which is something that we always want to do. On the ad network, yes, you're quite right that the comps do 
get tougher in Q4. And so we do expect that the rate of growth will slow. I think the rate of growth within the 
ad network segment has been fairly constant from a 2-year stack basis. So if you sort of look through the 
tougher comps, nothing is really changing there. But it's -- our expectations for ad network, in other words, for 
Q4 are fairly muted.” 

 

United Rentals (URI) has a $12.8B market cap and shares have risen 63% YTD despite challenges in the 
Industrial-economy as a key player in rental equipment. Shares trade 8.3X Earnings, 5.6X EV/EBITDA and 3.5X 
Book with a 6.9% FCF yield. Forecasts call for revenue growth to slow to 2.8% in FY20 with EBITDA grow 
slowing to 2.7%. URI navigated a tough environment well in 2019 with ISM weak, Architecture Billings Index 
falling, and weakness in Upstream Oil & Gas. It kept its 2020 CAPEX view recently and notes strength in core 
construction markets are offsetting Industrial weakness. URI did take down estimates a couple times in 2019 
with weather challenges as well as integration issues with their deal for BlueLine. URI has diverse exposure 



with the largest segments being non-residential construction and then infrastructure. They’ve benefitted from 
a rebound in US construction spending overall since 2011 but it has flattened over the last two years and URI 
has focused on digital initiatives, M&A, and cost optimization to grow. Stability in the customer confidence 
index has also helped keep backlogs steady. URI sets up for a margin expansion story in 2020 as its issues 
with integration have been worked through according to management. Its specialty operations is seen driving 
growth in 2020 and recent surveys indicate improving rental rates. There are also signs of capacity utilization 
bottoming out and if the industrial economy turns the corner in 2020 URI is positioned well with a leadership 
market share in a highly fragmented industry. It has strong FCF, diversified end-market exposure, and a 
strong balance sheet with smart capital allocation allowing for optionality. US construction spending continues 
to rebound and is still well below its 20 and 30 year long-term averages. URI is utilizing technology to set it up 
for expanding margins and its investments in specialty services like Trench Safety, Power/HVAC, Fluid 
Solutions, Tool Solutions, and Onsite Services improves returns while reducing volatility.  

“Weather specifically was very temporary and the project delays, and we feel like that's back on track and our 
customers are working hard to keep their projects on time. But separately, some of the challenges that we had 
with a late fourth quarter integration and the fleet utilizations that we endured for that. I think you're seeing 
from our peers that the end markets are still strong. This was the United Rentals internal issue of stacking the 
3 deals on top of each other. We talked about it ad nauseam, quite frankly, at our July meeting. We've moved 
past it. Maybe it was an oversight on our part. We've had great success integrating companies. We've had -- 
we will and have had great success with the BlueLine integration. We're still growing pro forma off of this 
integration. We have business mix -- stronger business mix where as we focus on growing our specialty 
business, there are aspects of that business that are noncyclical, countercyclical and again, going to be more 
resilient to a downturn in certain areas and across certain verticals. And then when we think about our focus 
on operational excellence and cost efficiencies and you think about just over the period since the last 
downturn, the, call it, 1,500 to 1,600 basis points of EBITDA increase -- margin enhancement that we've had, 
that's been largely over a flat rate environment, that provides us a much stronger starting point for whenever 
the next downturn could hit us.” 

 

 



 

 

8 Contrarian Longs for 2020  

(High Short Float with Strong Business Trends & Growth at a Reasonable Price) 

 

Sirius XM (SIRI) is the leader in satellite radio services and has a market cap of $30.9B while trading 27.15X 
Earnings, 4.3X Sales and 21.44X FCF with a dividend yield of 0.7% and FCF yield of 6.1%. It has been seeing 
steady growth in Revenue per Click and generated a ROIC of 19.16% in FY18. SIRI revenues grew 35% in 
FY19 as it integrated its deal for Pandora while EPS fell 22.7%, and in FY20 sees 5.8% revenue growth with 
28% EPS growth. The Pandora deal expanded its reach to over 100M people and should also lead to higher 
margins moving forward. Liberty SiriusXM (LSXMA) is a tracking stock of SIRI with a 70% stake and 
trades at a discount to SIRI as another vehicle to participate. SIRI’s large scale will allow it to grow 
immensely in the Podcast space which is seeing robust growth. With low churn and a fixed cost base, SIRI can 
continue to grow revenue per user. In Q3 it posted its best net adds growth in 10 years and lowest churn and 
has moved away from the auto focused market with its new app. SIRI has a large reach to remain a key 
player in the audio entertainment industry. 



“So as I thought about the acquisition of Pandora and thought through the opportunity and multiple 
discussions with the Board, I think central in those thoughts were a couple of things: number one, as you 
already pointed out, I felt like we needed to get bigger to be able to play in this business going forward. You 
know when you talk to the music labels, probably the most important thing to them is, hey, help me break 
new artists, and certainly, this platform now as you pointed out, 100 million listeners positions us very, very 
well there. But for me, one of the most important parts of the acquisition -- one of the things that excites me 
so much about the audio entertainment business is, I think there is a long, long, long runway for audio 
entertainment. And by that, I mean I'm really confident that my grandkids are going to consume audio 
entertainment. And I'm going to go in, I'm really confident their grandchildren are going to consume audio 
entertainment. What we don't know is how will it be monetized. And so to me to be a leader, midterm and 
long term, in the audio entertainment space, you need to get good at both the subscription side of the 
business, which we already are. Trust me, we can do a lot better. But we're pretty good at it. But you also 
need to be good at being able to monetize the business through advertising or promotion. We were nascent in 
that business. We have good sales work, but our advertising revenue at Sirius was like 3% of our revenue. 
Now we've got a very large digital audio advertising business. And so one of the things I love about the 
position we're in is, we've got now 2 very powerful revenue engines. And we can more -- mold, move to 
whatever that way is that ultimately next generation, next-generation to next-generation consumers choose to 
allow these business to be monetized. And I want to be a leader in both of those.” 

Digital Realty (DLR) screened well narrowly edging out consensus favorite Equinix (EQIX) in the Data 
Center REIT space and the $24.55B company has lagged in 2019 with shares higher by less than 10% YTD. 
DLR trades 17.6X FFO and offers a 3.7% dividend yield. DLR has been growing strong in the global colocation 
market organically and through acquisitions, and in October they announced a merger with InterXion 
(INXN). It was an all-stock deal that the market frowned upon but the deal further expands its reach in 
Europe and will allow for it to leverage its scale and cost of capital advantages. The deal has yet to close and 
may require DLR bumping its offer modestly. DLR has been cycle agnostic delivering twelve consecutive years 
of growth with a 12.4% FFO CAGR and continues to grow its dividend.  

“Interxion's connectivity capabilities are a primary source of our competitive advantage, highly connected 
locations are the logic of destinations for content providers and cloud platform providers who are seeking to 
provide services to these content providers. Not only do cloud platforms deploy network nodes in these 
locations, but there is a growing awareness on their part of the value of deploying compute, especially in close 
proximity to these network nodes. Workflow placement close to the end user is equally critical for data-
intensive, next-generation cloud native applications that are focused on real-time data analytics, artificial 
intelligence and the Internet of Things. The combination of Interxion's connectivity capabilities with Digital's 
hyperscale and enterprise expertise put the combined company in a unique position to take advantage and 
capitalize on the emerging global digitalization trends and to offer our customers an efficient and cost-effective 
way to address their requirements. While GDP levels in Europe and North America are about the same and the 
population of Europe is significantly larger, the total outsourced data center capacity in Europe today is much 
smaller. The rapid expansion of cloud and content platforms is driving significant data center demand across 
Europe. However, within the platform segment, there are significant differences in terms of maturity of 
adoption across Europe. Even the most technology-centric European countries are 18 to 24 months behind the 
U.S., followed by a varying degree of maturity across the European continent. This concept is visually depicted 
on the right-hand side of the slide, which describes directionally how we see the rollout unfolding without 
intending to provide accurate predictions on the relative size or timing of each opportunity. The cumulative 
effect of this gradual rollout portrays the significant opportunity ahead of us here in Europe.” 



 

Trade Desk (TTD) has a $12B market cap and has seen shares climb 130% YTD, one of the most exciting 
growth names in all of Tech. TTD is trading 18X EV/Revenues, a premium multiple, but grew revenues 52% in 
FY17, 55% in FY18 and set to deliver 38% growth in FY19. TTD provides a platform for ad buyers and allows 
for targeted digital ads, a booming industry as traditional ad dollars shift to this platform. The global ad spend 
market is $725B and the shift to digital is in the early innings with the future of media being digital and 
programmatic. TTD has also built a data management platform allowing for advertising buyers to make 
smarter decisions. It is seeing record spending trends in connected TV and is a self-service omnichannel while 
also being profitable since 2013. TTD has a long runway for growth as a leading player in a major secular 
growth trend. 

“Magna Global estimates the programmatic advertising market is growing at around 20% this year. And the 
overall advertising industry is growing at 4% according to IDC. So in the fastest-growing segment of an 
industry that is expected to reach a TAM of $1 trillion in the next decade, we are significantly outperforming. 
In fact, we are once again growing at about double the pace of the industry. Our outpaced growth and market 
share gain are the result of investments we've made in key channels and markets. It's also because of our 
commitment to objectivity and independence. And it's the work we do across the industry with partners and 
standards bodies to make this an industry that advertisers and content providers trust. As you know, one of 
those major investment areas is CTV. Spend on our platform and Connected TV was up 145% from Q3 of last 
year. We have seen strong growth in available CTV inventory, especially in live events. We're especially excited 
about the upside potential for live events in 2020, including major sporting events and the U.S. elections. After 
multiple years of triple- and even quadruple-digit growth in CTV, Q3 year-over-year growth of 145% is 
definitely one of the biggest bright spots in our business. CTV is the most strategically important focus of our 
business going into 2020. We invested early in our CTV infrastructure and in the supplier ecosystem, and we're 
seeing the payoff of those investments accelerate. But the growth is not just in CTV. Audio spend was up a 
stunning 162% year-over-year. Like CTV, audio is a large and growing market, about $3 billion according to 
PwC digital radio estimates. In terms of pure percentage growth, it continues to be one of our fastest growing 
channels. Audio is highly attractive to our customers because it regularly delivers high-performance metrics 
such as completion rates. We continue to integrate new sources of audio inventory worldwide and expect to 
see broader adoption of this channel by advertisers in the years to come. Music dominates audio today, but 
I'm just as bullish on other nascent audio opportunities such as podcasting in our future.” 



z   

Albemarle (ALB) has a $7.7B market cap as a lead manufacturer of specialty chemicals, a focus on Lithium. 
Shares have seen a couple of down years after a strong run and are -6% YTD though forming a nice weekly 
base on long-term trend support. Shares currently trade 14.7X earnings, 9.1X EV/EBITDA and yield a 2% 
dividend. Forecasts currently see ALB’s revenues down 1.1% in FY20 with EBITDA down 8.6%. ALB’s total 
sales are fairly split between Lithium, Bromine Specialties, and Catalysts and has a #1 or #2 market position in 
each segment. ALB has been hurt by a weakening Lithium pricing environment but it appears that could start 
to turn and set up for a return to growth in FY21 as management has indicated the market is past its worst 
point. Demand could see a lift from new electric vehicle rollouts in Europe and China. ALB feels like a bottom 
of the cycle name at attractive valuation and many of the long term drivers for Lithium demand remain firmly 
in place. Its Bromine segment could benefit from increased spending in Offshore Oil & Gas which is expected 
to continue to grow off the 2016 lows, while the Catalysts division is seeing improved demand with global fuel 
sulfur standards rising. Overall I see ALB as a play on the Lithium market bottoming out and improving going 
forward while having optionality with its other segments.  

“If you look at the assessment, I think we've proven that we're active portfolio managers through the actions 
we've taken over many years to get us where we are today. We actively evaluate our portfolio and review that 
with our Board of Directors on a regular basis. That review led to a decision recently to pursue a potential sale 
of 2 businesses, Fine Chemistry Services and our Performance Catalysts Solutions business. I expect there to 
be strong interest in both those businesses. But if we don't get offers that meet the valuation that we expect, 
we'll keep the businesses and run them. Assuming we do receive offers that meet that valuation, I would 
expect those transactions to be possible sometime in 2020. In Catalysts, we're reducing emissions, helping 
people create cleaner transportation fuels. And we're also as Raphael is going to talk about, allowing that 
refinery to be more profitable and use more of that barrel of crude oil to higher uses. In bromine, the focus is 
on flame retardants, greater fuel efficiency and reduction of emissions.” 



 

Teladoc Health (TDOC) has a $6B market cap and shares are +67% YTD, the only real pure-play in the 
exciting telehealth field. Telehealth is defined as the distribution of health-related services and information via 
electronic information and telecommunication technologies. It allows for clinicians to contact, care, monitor 
and provide advice to patients. Forecasts are showing an increased shortage of doctors as well as increasingly 
long waiting times for visits, two areas Telehealth can help address. According to a Cisco global survey, 74% 
of patients prefer easy access to healthcare services over in-person interactions with providers – convenience 
is the key. Telehealth has the potential to improve engagement between patients and providers, improve 
health care maintenance, and, in some instances, avoid unnecessary and costly acute care settings, with 
estimated savings of more than $6 billion annually according to a Tower Watson report in 2014. The 
Telehealth market has started to surge in growth the last two years and the current $50B market is expected 
to reach $265B by 2026 according to Fortune Business (other estimates say $130B by 2025). It is an industry 
seeing a lot of new start-ups as adoption is increasing mainly in fields such as online consultation. The market 
is anticipated to grow around a 25% CAGR with 40% of the growth coming from the Americas and a key 
driver for the market is the increasing prevalence of chronic illnesses. The combination of expanded 
penetration, expanded services and an overall growing need for services makes it one of the most compelling 
areas to invest for the next 5-10 years. TDOC trades 10.8X EV/Sales with revenues growing 77.8%, 59.2%, 
89.4%, and 79.1% the last four years with 2019/2020 estimates for growth at 31.2% and 25% respectively. 
Profitability is a few years away. A strong flu season could spark upside to growth estimates in early 2020 and 
TDOC continues to win new contracts with managed care companies. It is also seeing accelerated adoption 
with its mental health offerings with 50% Y/Y growth in visits last quarter. It is also seeing larger deal sizes, 
multi-product sales rise with cross-sell opportunities and strong 30% bookings growth. 

” Membership growth, very, very strong. We added about 17 million people, who have access to the platform 
in the third quarter who didn't have access before that. About 15 million of those came from our new 
relationship or expanded relationship, I should say, with United Healthcare. The utilization rate, utilization 
being how many visits do we have over the sort of population denominator over the course of the year, 
continues to expand over time. That's really a measure of success of the adoption curve that we see for virtual 
health care and is a measure of our ability to change consumer behavior, all of those pointing in the right 
direction. A highlight for us is mental health care. This is an area where there is massive need in the 
marketplace. The health care system and employers and consumers alike on a global basis recognizing the 
need for mental health care and its implications on physical health. We saw over 50% growth in our mental 
health visits for the quarter. Our better health direct-to-consumer channel continues to see really rapid 
growth. We hit the 50 million message mark for better help. It is extremely scalable, as I pointed out, with the 



leverage that we get on the OpEx and particularly on the G&A. It is a scalable model that enables us to grow 
and enabled us to onboard 17 million new people in the third quarter without significantly adding to our cost 
infrastructure. And then lastly, we have a very strong and flexible balance sheet with almost $500 million of 
cash on the balance sheet and gives us the flexibility to continue to be opportunistic and deploy our capital as 
we see strategically important and where opportunities present themselves.” 

 

 

 



Etsy (ETSY) currently has a market cap of $5.3B and has experienced a reset of expectations year with 
shares down 5.85% YTD but I continue to believe in its opportunity moving forward. Shares are trading 56X 
Earnings and 6.5X EV/Sales with revenues growing 34.6% in FY19 and seen rising another 25.9% in FY20 
while profitability accelerates to 21% EPS growth in FY20. ETSY is the leading marketplace for unique crafts 
and vintage goods and has been making changes to the platform to improve its margin profile as GMS growth 
continues. ETSY has been making a lot of changes such as Free Shipping, Etsy Ads, acquiring Reverb, product 
initiatives and expansion into International markets. It has created certain headwinds with sellers less happy 
eating more shopping costs and higher state sales tax laws are also having an impact. ETSY should be able to 
generate a 20% revenue CAGR the next five years and see 500bps of margin expansion under management’s 
new plan, while moves into adjacent markets can fuel further upside. ETSY will make a move early in 2020 
based on its Holiday season, some concerns that its pullback in Product Listing Ads could offset the free 
shipping benefits and set up for negative revisions to GMV growth and EBITDA. ETSY has a big opportunity to 
improve and make buyers more aware to purchase items more often with special purchase occasions the key 
for many Etsy products.  

“In the third quarter of 2019, we launched 3 large initiatives, just enough to make all of you very confused. 
And so I want to talk about those. I think we'll get to them in a minute. But when you ask about 2020, we've 
laid down some track for things that need to be -- to start to bear fruit. So one of those was a big free 
shipping initiative; another one was an ad platform for our sellers; and the third one was an acquisition of the 
musical instruments, the Etsy of musical instruments is how we think of it, called Reverb. And so the big things 
for 2020 are really making sure we get those right because we've just launched them now and they need to 
bear fruit. The first step in the launch of Etsy Ads was to move all of the sellers that were either in Google 
Shopping or Promoted Listings and move them on to Etsy Ads, so just transfer them over on to this unified ad 
platform. And that was done with minimal budget churn. All of their budgets stayed in. And in fact, since the 
launch, we've had -- we've seen growth in budgets.” 

 



 

Solar-Edge (SEDG) is a leading maker of direct current optimized inverter systems for solar PV installations. 
It now has a $4.5B market cap and was a top pick for 2019, shares +168% YTD, and continue to see strong 
business trends despite the 15% short float that continues to bet against it. SEDG is trading just 20X Earnings, 
14.6X EV/EBITDA and 25.9X FCF while growing revenues 54% in FY18 and 51% in FY19 with an outlook for 
16.8% growth in FY20. EPS is growing quickly as well with $5.30/share in earnings seen for FY21, up from 
$2.43/share in FY17. It has an extremely high ROIC, strong FCF and improving margins. SEDG has been 
diversifying its business via M&A into adjacent market while also growing its product roadmap in solar and 
expanding the supply chain outside of China. Solar markets are seeing record installations in 2019 driven by 
improved markets in US/Europe and fast growth in India/Vietnam. Competition and Pricing are the two 
concerns that surround the name but SEDG has shown it is a best-in-class operator with great management. 
SEDG continues to gain market share across its markets and has moved quickly to the top spot for PV 
Inverters. It sees future growth opportunities in Storage/Energy management and Smart Module segments.  

“Now looking ahead, and let's start by looking at the market. There are a few macro trends that are working in 
our favor and increasing demand for electricity and increasing usage of renewable power and generating that 
demand. Population of the world is obviously growing. More of that population is moving into cities. And on a 
consistent basis, the average energy consumption per capita is going up. This is pretty straightforward and 
increasing the demand for energy of all kinds. The second trend that works in our favor in this case is the 
increased usage of renewable energy in supplying this increased demand globally. As you can see, there's 
projections that by 2050, roughly 30% of the global electrical consumption will be supplied from renewable 
energy sources. Splitting that down another layer takes a look at the sources for renewable energy generation. 
And within that, if a few years ago, solar was a relatively small portion, it's a portion that is expected to grow 
at a higher rate, such that by 2030, somewhere in the range of 17% of the renewable energy delivered will be 
coming from solar sources. And now to the fourth, the famous ARPI, hopefully famous by now. So historically, 
solar installations consisted of inverters and -- inverters, optimizers when we came in, and modules. And we 
were selling the inverters and optimizers into that industry. If you look at the solar installation today, it can 
contain, on top of the inverter, optimizers and module: Batteries, meters, home automation systems, EV 
chargers, communication devices. Today, we supply already many of those products to our customers, and in 
that way, increasing the average revenue per installation or translating it into the ASP per installation.” 



 

 

 



Site-One Landscape (SITE) has a $3.7B market cap as a distributor of landscape supplies and shares 
higher by 63% YTD. SITE trades 41X Earnings, 46X FCF and 21.4X EV/EBITDA. Revenues grew 13% and 
13.5% the last two years and 11% growth in FY19 set to be follows by 7.5% growth in FY20 while EBITDA 
continues to grow at a double digit rate. SITE is a roll-up story with a very fragmented industry and though 
organic growth remains limited there is room for further margin expansion and strong free cash flow 
generation. It estimates its market size at $19B serving both residential and commercial industries and is more 
than 4X the size of its next closest competitor, owning an 11% market share. New construction accounts for 
40% of its markets, Repair/Upgrade at 19%, and Maintenance at 41%. SITE management has demonstrated 
they have a good strategy and I expect it to continue to succeed via its acquisition model.  

“As a wholesale distributor, we benefit from the fact that the landscape market is quite fragmented with over 
3,000 suppliers trying to reach approximately 500,000 residential and commercial landscaping contractors. We 
serve the market with a robust offering of approximately 120,000 product SKUs. Our size and scale, 
entrepreneurial and customer-focused culture, broad product range and balanced mix of business across the 
maintenance, repair and upgrade and new construction end markets give us agility in the landscaping market 
and provide multiple avenues for profitable growth. We continue to expand our full product line offerings 
across our MSAs and build our commercial and operational capabilities, which increase the value we provide to 
customers and suppliers and give us significant competitive advantage. Our strategy combines the scale, 
resources and capabilities of a large world-class company with the passion, deep knowledge and 
entrepreneurialism of our local teams in order to deliver superior value to our customers and suppliers. We 
further drive this strategy by acquiring leading local and regional companies to fill in our product portfolio, add 
excellent talent to our teams and expand our branch network across the U.S. and Canada. We've acquired 8 
businesses so far this year, all of which have expanded our product lines and increased our talent and 
capabilities in those markets. We believe the combination of these efforts will allow us to gain market share 
both organically and inorganically in order to accelerate our growth and improve profitability. To fully realize 
the benefits of our strategy, we must have best-in-class commercial and operational capabilities. To do this, 
we are focused on 6 initiatives. Of these initiatives, category management and pricing are the most advanced. 
Supply chain and sales force performance are in the middle innings, and marketing and e-commerce and 
operational excellence are still in the early innings. We expect our commercial and operational initiatives to 
help improve the value that we deliver to customers and suppliers, expand our margins and accelerate our 
organic growth throughout the cycle.” 



 

12 Hidden Gems for 2020 (Value and Growth Trading < 100K Shares/Day) 

 

Most of these names have very limited coverage and provide a lot less insight via their company 
fil ings and IR, so just a brief overview , as the financial metrics do the talk ing…  

Bancfirst (BANF) is a $2B regional bank offering services to retail customers and small/medium businesses 
with a focus in Oklahoma. It trades 15.75X Earnings, 2.1X Book and offers a 2.07% dividend yield while 
generating an impressive ROE of 15% in FY18. BANF has also been able to grow its revenues at a rate well 
above industry averages. It is seeing strength in higher loans and deposits as well as increased net interest 
margins/income with its high asset quality. BANF screens well to peers across all metrics and has an 
advantageous competitive position operating as a super community bank in Oklahoma.  

Universal Health Realty (UHT) is a $1.55B REIT investing in facilities such as acute care, rehab, medical 
office buildings, emergency centers and childcare centers. Shares trade 18.7X FFO and offers a 2.39% 
dividend yield. It has steadily been increasing its dividend for thirty two straight years. I like its strategic 



position in growth markets and has a robust pipeline of further investment opportunities with an excellent 
balance sheet. It has 69 properties in 20 states with Medical Office Buildings representing 74%.  

 

Corvel (CRVL) is a $1.55B Insurance broker providing workers’ compensation solutions. Shares trade 33.5X 
Earnings, 12.5X EV/EBITDA and 30.7X FCF. CRVL has an impressive ROCE of 26.2% and has seen a steady 
climb in EBITDA margins. It grew the topline 6-8% the last two years. The Company applies technology, 
intelligence, and a human touch to the challenges of risk management so that its customers can intervene 
early and often while being connected to the critical intelligence they need to proactively manage risk. CorVel 
specializes in applying advanced communication and information technology to improve healthcare 
management for workers’ compensation, group health, automobile and liability insurance claims management. 
With a technology platform at its core, the Company’s connected solution is delivered by a national team of 
associates who are committed to helping customers deliver programs that meet their organization’s 
performance goals. The Company’s services include claims management, bill review, preferred provider 
networks, utilization management, case management, pharmacy services, directed care and Medicare services. 
CorVel offers its services as a bundled solution (i.e. claims management), as a standalone service, or as add-
on services to existing customers.  

“There are multiple trends currently in the workers' compensation market, which favored the business model 
that we have created at CorVel. The consolidation of large entities causes most companies to have some 
channel conflicts. We continue to see firms being bought and sold by PE firms using extremely high portions of 
debt to finance high valuations. These PE firms are trading assets among themselves with each sale, adding 
more debt and an even higher assumed value. We have seen 2 more entities in financial distress this quarter 
and expect the trend to continue.” 

Kadant (KAI) is a $1.18B Industrial that supplies equipment and components used in papermaking, recycling 
and waste management industries. Shares are trading 17.45X Earnings, 11.4X EV/EBITDA, and 24.2X FCF with 
a 0.88% dividend yield and 5.1% FCF yield. After two years of explosive topline growth in 2017/2018 it is 
expected to hit 9.8% growth this year and normalize back to 3.3% in FY20 though EPS growth seen 
accelerating to 12.7% in FY20. KAI operates a stable business with recurring revenues and sticky customer 
relationships with end markets growing driven by key global macro trends. Ecommerce is driving an increased 
demand for Containerboard while pent-up housing demand is driving the wood industry. KAI also has a long 
acquisition strategy including a recent deal for Syntron, a leading manufacturer of vibratory and conveying 
equipment. KAI has seen margin compression but has offset with better expense control and continues to post 
EBITDA growth.  



  

Mesa Labs (MLAB) is a $1.08B maker of quality control instruments and disposables. Shares trade 55.75X 
Earnings, 29X EV/EBITDA and 45.2X FCF with a 0.26% dividend yield and 3.3% FCF yield. MLAB grew 
revenues 7.2% in FY19 and in in FY20 seeing 14.4% growth which is expected to accelerate to 19.5% growth 
in FY21. MLAB is a combination of organic growth while also active with targeted M&A. It has exposure to a 
number of emerging growth markets and expect it to continue to be a top operator in its niche.  

  

Unitil (UTL) screened best among the small cap Utilities, the $913M public utility in New England is trading 
25.4X Earnings and 2.48X Book with a 2.4% dividend yield and 11.9% ROE. UTL grew EBITDA more than 4% 
in 2017 and 2019 and just 1.7% in 2019 while forecasting 7% growth for FY20. It is 65% Gas and 35% 
Electric with 44% customer exposure to New Hampshire, 31% to Maine, and 25% to Massachusetts. It is 
positioned in strong markets for customer growth and has delivered eight consecutive years of record 
earnings. It has seen its total rate base grow 7.6% over the past five years and continues to invest to 
modernize its assets.  



 

Vectrus (VEC) is a $579M provider of facility and logistics, and IT and network communication services to the 
US government. Shares trade 13.15X Earnings and 14X FCF with revenues growing 14.8% in FY18 and 8.5% 
in FY19 and forecasts for 11% growth in FY20. VEC is exposed well to the expanding DoD budget and is 
transforming into a high value innovator in the merging $140B converged infrastructure market. VEC is seeing 
strong organic growth as it continue to be awarded large contracts and Backlog has expanded to record highs.  

 



 

IES Holdings (IESC) is a $540M provider of communications, industrial, infrastructure and residential 
solutions. Shares trade 16.45X Earnings, 2.2X Book, 10X EV/EBITDA and 16.7X FCF. IESC grew its topline 
23% in FY19 and EPS jumped 95%. It is headquartered in Houston, TX and provides power and connectivity 
to diverse end-markets. It is seeing strong industry growth drivers like Data Centers and Non-Residential 
Construction while taking market share, its backlog up 47% in 2018 from 2017. It is a low margin company 
but is seeing operating margin improve as it improves operational efficiencies.  

 

Miller Industries (MLR) is a $429M maker of towing and recovery equipment with shares trading 11.8X 
Earnings, 5.8X EV/EBITDA and 41.65X FCF with a 1.9% dividend yield. MLR revenues grew 15.7% in FY18 and 
started this year posting 25% Y/Y growth comps while EBITDA also seeing a strong increase. MLR 
manufactures a broad line of wrecker, car carrier and trailer bodies to meet a full range of customer design, 
capacity and cost requirements. MLR is growing nicely and I like its niche business where it is the World leader 
yet carries such a small market cap, a name that could make an attractive acquisition target at its 
undemanding valuation. 



UFP Technologies (UFPT) is a $367M company that designs foams, plastics, composites and other materials 
for a variety of industries. he Company’s single-use and single-patient devices and components are used in a 
wide range of medical devices, disposable wound care products, infection prevention, minimally invasive 
surgery, wearables, orthopedic soft goods, and orthopedic implant packaging. The Company is diversified by 
also providing highly engineered products and components to customers in the automotive, aerospace and 
defense, consumer, electronics and industrial markets. Typical applications of its products include military 
uniform and gear components, automotive interior trim, athletic padding, environmentally friendly protective 
packaging, air filtration, abrasive nail files, and protective cases and inserts. The vast majority of the 
Company’s assets are located within the United States. FlexShield®, FirmaLite®, Winepacks®, BioShell®, T-
Tubes®, Tri-Covers®, Erasables®, Design Nail®, Pro-Sticks®, and Mambo® are U.S. registered trademarks. 
It made its largest ever acquisition in early 2018 of Dielectrics for $77M, expanding its presence in medical 
technology. Sales to the medical market now account for approximately 60% of revenues. On a market basis, 
sales to customers in the medical, aerospace and defense and consumer markets grew 57.3%, 14.0% and 
17.2%, respectively, while sales to customers in the automotive market declined 13.4%. UFPT is expecting 
topline growth to reaccelerate in FY20 to 5.7%.  

 

Hurco (HURC) is a $255 maker of computerized machine tools for the metal cutting industry. Shares are 
trading 11X Earnings, 4.8X EV/EBITDA and offers a 1.27% dividend yield with a debt-free balance sheet flush 
with cash. HURC grew revenues 23.4% in FY18 and EPS jumped 73.9%. With a strong balance sheet and free 
cash flow, R&D resources, and an efficient supply chain, Hurco is well positioned to continue its leadership in 
meaningful technology innovation that makes manufacturing more efficient and customers more profitable. 
Machine tool products are considered capital goods, which makes them part of an industry that has historically 
been highly cyclical. HURC is a quality name that screens as being cheap on valuation.  

Clearfield (CLFD) is a $190M maker of passive connectivity products. Clearfield provides fiber protection, 
fiber management and fiber delivery solutions that enable rapid and cost-effective fiber-fed deployment 
throughout the broadband service provider space. Shares trade 30X Earnings and 15.6X FCF with revenues 
growing 9.5% in FY19 and seen rising 10% in FY20. The deployment of 5G wireless networks in 2020 should 
start to accelerate organic growth for CLFD as it is certified at all three Tier-1 telecoms.  CLFD has a strong 
competitive position in a rapidly growing and massive industry and at this market cap looks to be a multi-year 
opportunity. 



 

 

2020 Investment Themes 

Thematic Investing 

In this section, we’ll look at general market themes which will be prevalent in 2020. A lot of the individual names are 
covered in the sector breakdowns, so this area will focus more on the current status of the underlying theme, potential 
market size, and drivers going forward. A lot of themes in 2020 will be continuations of those we covered in 2018 and 
2019 but as they mature, different elements start to become more relevant and that will be the same in 2020 again.  

5G Offshoots 

The impending 5G rollout continues to be a major theme among tech, telecom, and data-centers with long-term 
implications for all. Many of the most important developers within the space see 5G as a decade-long driver as the rollout 
concludes, adoption grows, and more applications find their niche within the new spectrum. 5G is the fifth-generation 
mobile network which relies on different bands within the wireless spectrum to operate. The evolution of the cellular 
system in America has ramped from analog (1G) to digital (2G and 3G) and then LTE (4G) which got up to as fast as 
hundreds of mega-bits of even giga-bits in speed. 5G eclipses all of the previous versions in both speed and capacity to 
run multiple devices at the same time while its lower latency means that there will be less friction between devices as 
they communication to one another. Verizon (VZ) and AT&T (T) have both indicated that 5G will be a standalone 
network by 2021.  



 

The higher speeds available to 5G networks are largely thanks to use of millimeter-wave frequencies which are both a 
wider and less-trafficked band. Qualcomm (QCOM) has said that 5G will boost bandwidth capacity by 4X over current 
systems while some channels have reportedly been tested up to 800MHz. According to PC Magazine, these bands are 
used for some remote connection operations now but never before for consumer devices. Millimeter waves don’t travel as 
far or as fast as the current bands, so 5G requires providers to use a lot of smaller base stations to communicate back-
and-forth. The data-center and tower stocks have drawn a lot of interest like Crown (CCI), American Tower (AMT), 
and SBA Communications (SBAC) because the proliferation of small-cell hardware and spectrum is necessary in the 
early stages to build the network.  

A lot of the early focus has been on telecom providers like AT&T (T), Verizon (VZ), and T-Mobile (TMUS) because 
it’s the most obvious way that consumers will embrace the new technology. Deloitte says the number of handsets using 
5G is set to jump to 15-20M by 2020, less than 1% of sales, before going to 100M in 2021.  Perhaps the biggest area of 
interest will be the B2B opportunities that it allows. IoT will be the most consumer-facing area of 5G’s expansion as it 
allows sensors in smartwatches and other wearables to communicate with each other as well as with our mobile phones 
or the internet using the network. In addition, the number of new smart appliances like refrigerators, home alarms, 
doorbells, smart locks, and many more will be using the 5G network to send data packets, feedback, and do instant 
analytics within the cloud. Some estimates say that there could be as many as 61B devices on the grid within five years. 
These devices run today with current Wi-Fi standards and 4G but there are 3 bigger areas that 5G will open up for the 
first time: smart cars, industrial IoT, and smart homes.  

 



The smart car network simply isn’t possible at scale on the 4G network given the latency issues required to make 
decisions in real-time in a moving vehicle. Electric cars as well as autonomous software is transforming the automotive 
industry and 5G connectivity is supporting new changes to safety/security, maintenance, and infotainment. AT&T (T) has 
over 24M cars already connected to their network doing things like collision notification, diagnostics, and stolen vehicle 
recovery. They are working with several automakers on specific over-the-air features like live traffic and weather. In 
Europe, Vodafone (VOD) has been the leader in this space with security features like location-based services. Tesla 
(TSLA) has been a visible leader in the connectivity and they’ve shown already what a connected car can do including 
over-the-air software updates, predictive maintenance, and next-generation mapping.   Another major area for 5G and 
cars is Waymo (GOOG), Uber (UBER) and Lyft (LYFT). The two are both working on autonomous vehicles for ride-
sharing applications and 5G is a critical part of the equation. These vehicles will need to communicate with the user and 
mapping platform for a destination, communicate with smart lights and other cars for traffic, and communicate internally 
for stopping/going. In all honesty, driverless cars are likely years away with a number of issues left to be resolved but 5G 
makes them possible in the first place. The use of 5G to build out fleet telematics system (FTS) to digest all of the data 
from your car in real-tie will need as few obstacles as possible. According to Barclays, a single car could generate as 
much as 100GB/s of data which is far too much for the 4G LTE system. The next-gen will be as fast as 1 millisecond of 
decision-time.  

 

The industrial workplace will be significantly altered by 5G as well. The Industrial Internet of Things (IIoT) is built on the 
back of advanced sensors, RFID, robotics, and software that allow for continuous, real-time monitoring of facility. Certain 
use-cases including motion control of machinery, mobile robots, and advanced control panels for things like cranes and 
earth-movers. The machine-to-machine market is expected to be more than half of all IIoT and will help companies be 
safer and save money through efficiency. Accenture estimates that IIoT could add $14T to the global economy by 2030 
as it drives productivity and growth. The number of devices in the space is already over 10B. A Capgemini report in 
October estimated that 68% of factories in the US now have smart initiatives ongoing vs just 43% in 2017. Cisco 
(CSCO) and Honeywell (HON) are the best plays on industrial IoT a wide variety of solutions for areas like factory 
networking, edge computing, end-to-end security and more. HON CFO Tina Pierce in November at their Building Tech 
Showcase: “as you automate processes, you reduce scrap, you mitigate labor inflation, and probably most importantly, 
you become more agile in terms of your supply chain and you can flex with the demand much, much quicker. We’re 
anticipating [our digital transition] driving $500 million of benefits.”  



 

Smart homes are the final area where 5G will be a major tailwind to development. Smart home devices are anything from 
security, audio/visual, energy efficiency, HVAC/lighting, smart kitchens, connected health, and more. These devices are 
often associated with voice control devices like Amazon’s (AMZN) Alexa which continues to more skills and new 
standalone products added depth to the already growing landscape. They also added Ring which is a smart doorbell with 
HD video and motion detection. Google’s (GOOG) Nest continues to expand as well with reach into areas like speakers, 
displays, thermostats, smoke detectors, and doorbells. The overall market for the smart home industry is expected to 
reach $54B by 2022, growing at a CAGR of 14.5%. IDC said that speakers and video products drove nearly 25% growth 
this year in the market with those devices representing 71% of the market.  IHS Markit says that in 2010 less than 1% of 
homes in the US had a connected device like a thermostat or security system – and by 2025 that number will be 10%. 
The global market has grown to over $15B in 2018 with the Americas 48% of revenue although Europe a growing 
market. 

Aluminum Cans 

A small but intriguing theme within the CPG space that emerged in late 2019 is a shift away from plastic bottles towards 
aluminum cans. Pepsi (PEP) announced in June that its Aquafina brand water would offer aluminum cans in certain test 
markets while Coca Cola (KO) announced in August that all of its packaging would be recyclable by 2025 which includes 
launching aluminum cans and bottles for their Dasani water. Danone also announced that they would be moving away 
from plastic to cans. They are the world’s second largest bottled water distributor. Finally, Nestle has expanded their use 
of aluminum cans for Pellegrino and Perrier this year.  

The plastic bottle industry is a $19B market and globally we use a significant number of items packaged in these 
containers. According to Reuters, 1.3B bottles are sold globally every day. Polyethylene terephthalate bottles (PET) are 
used most commonly for soda, tea, or mineral water but also house things like personal care products like shampoo. The 
problem, environmentally, is that half of all plastic is designed to be used only once – such as soda bottles. Plastic 
production has surged in the last half decade with over 8.3B tons produced and only 12%, or ~1B, is collected for 
recycling.  In addition, the value of scrap is 4X that of plastic or glass. The EU has taken the most proactive approach by 
voting to outlaw a variety of single-use items like straws, forks, and knives by 2021. They’re also pushing for all plastic to 
be recyclable by 2030. Aluminum cans are rising as an alternative as they are recycled nearly 70% of the time and also 
contain a higher amount of recycled material.  

 



Credit Suisse estimates that the bottled water market is nearly 1.5X bigger than the entire can sheet market. The US can 
sheet market is around 1.8M tons and they estimate that both Dasani and Aquafina manufacturing would equate to 22% 
of that alone. This is driving a major re-rating in both pricing and volumes for the product and its impacting a number of 
companies including Crown (CCK) and Ball Corp (BLL). One of the more interesting names is Constellium (CSTM). 
They are a $1.87B provider of specialty rolled aluminum for use in aerospace, automotive, and packaging. The growth in 
aluminum use for single-serve beverages is having a ripple effect on their outlook for 2020 and beyond as pricing/volume 
trends tighten. CSTM is expanding capacity at two different plants while plenty of room for further upgrades. CSTM also 
expects to re-price contracts going into 2021 which would offer further margin upside. Beverage packaging is 37% of 
their overall revenues.  

CSTM CEO Jean Marc Germain: “Aluminum cans are the most sustainable beverage packaging container, especially when 
compared to glass or plastic. Remember, aluminum is infinitely recyclable and retains its properties after recycling. While 
at this point we have not seen significant evidence of convergence from all the substrates to aluminum, we are optimistic 
on the trend and believe this represents a meaningful opportunity for can sheet demand over time.”  

Big Data in Finance 

Over the last two decades, financial exchanges have undergone a significant facelift. In 2015, the CME Group (CME) 
closed their open outcry pits for the last time as the world’s largest futures operator went all-digital. The end of the 167-
year-tradition had felt like a long-time coming with volumes down to less than 1% of all trading but the shift to digital has 
created a number of challenges for exchanges. Gone are the days where a trading house was supported by revenue from 
seat licenses which were priced as high as $3.5M in 2005.  A year later, the NYSE changed all of it by going for-profit and 
disbanding as a private entity. Today with digital dominating the sector, active/passive splits higher than ever, and 
volatility near multi-decades lows, data has become the most important revenue stream for these entities.  

Exchanges have become better at monetizing the activity that occurs within their digital walls and using it to build new 
verticals as well. The most basic area is data. As a place where transactions occur daily, exchanges are host to a variety 
of unique data about real-time and historical orders and pricing. Data from all of these names ranges from basic to 
incredibly detailed information with a market targeting professional traders (both buy and sell side), brokers, and others.  

The information services market is forecast to be around $30B in size driven by pricing/analytics products, the growth of 
indexing, regulations, and more. This is a steady ramp since 2011 when it was around $25B and up from under $20B in 
2010. CSFB notes that 2018 was the best year for growth in information services since 2008, up 6%. In May 2017, 
CRISIL, an S&P Global company, put out a white paper on big data usage by asset managers and found that more 
respondents are using big data in their investment decision making than ever before. “70% of the respondents rated big 
data investments as ‘Very Important’ or ‘Somewhat Important’. However, about 50% of the respondents said they did not 
have adequate big data capabilities or were in the initial stages of building their big data capabilities.”  

 



There are six notable players in the space:  

CBOE Global Markets (CBOE) sells equity options data including Level 2 order book details for decades of history. 
They offer tape plans including Unlisted Trading Privileges and OPRA. CBOE was around $204M in market data sales last 
year, the lowest among the three big exchanges. The majority of their revenue is recurring fees from equities and options 
which tend to be slower growing vs fixed income. In 2020, they will have new partnered products with S&P Dow Jones 
indices. CBOE may pursue some add-on deals in data in 2020 but they are coming off a year where they bought EuroCCP 
and two years removed from their buy of BATS.  

Nasdaq (NDAQ) rolled out a multi-tiered system of proprietary data including Level 1, last sale, top of book, and other 
coverage. They also sell full depth-of-book information. NDAQ had $390M in revenues in market data sales last year. 
They have the broadest exposure to the key targeted markets like indexing and analytics. NDAQ has made some big 
acquisitions related to data as well including Quandl which gives them exposure to alternative data. They also have done 
deals for RedQuarry, Sybenetix, and Cinnober. They are also exploring cloud, SaaS opportunities, and blockchain.  

NYSE (ICE) also sells real-time depth-of-book, trades, and auction imbalance information. ICE reported $670M in sales 
last year from their proprietary data with a mix around fixed income and pricing. ICE likely has the largest set of purely 
analytics-driven tools and reference data among the big three exchanges as well as $1T in assets indexed to proprietary 
indices. ICE has expressed interest in going after new markets like mortgages and corporate bonds.  

There are three other names to watch, albeit smaller on a exposure-basis. CME gets about 20% of their revenue from 
market data. They have a fixed-fee system per device which limits their growth potential while newly bought NEX is 
growing their subscription-side with trade services. MarketAxess (MKTX) is a niche player that focuses on electronic 
trading for institutional credit markets. They generate fees from trade matching and licenses and a lot of potential with 
new products. Finally, TradeWeb Markets (TW) is another niche name that focuses on OTC trading in fixed income 
and derivatives. They primarily deal through Refinitiv and another name to watch for product development.  

 

Connectivity to exchanges and all of this data is a significant source of revenue for data centers as well. Exchanges 
generates fees from clients like brokerage platforms (SCHW, ETFC, AMTD, etc.) as well as co-location service fees for 
data-centers. The growth in automated trading as well as quantitative or algorithmic strategies has intensified demand for 
speed and access. In August, ICE moved to install microwave equipment on the rooftop of its data center which upset a 
number of companies that rely on fiber optic cables for communications. Microwave towers transmit data faster than fiber 
optic and ICE would control the access to the tower. Firms like Virtu Financial (VIRT) are leaders in algorithmic trading 
and generate significant fees off of market-making. Their edge relies on co-location services. Equinix (EQIX) is a highly 
popular data center service provider in the space. They forecast that securities/trading will make one of the largest jumps 
in revenue by bandwidth over the next four years. EQIX estimates the market for bandwidth for trading may jump to as 
much as 800 Tbps from less than 200 today. This will be driven by growth in demand for real-time data, new technology 



and services that use that data, and regulatory requirements. EQIX is the second largest provider in the world by market 
share with Digital Realty (DLR) the largest at 20.5%. They have colocation markets in both the US and Europe.  

 

Election Spending 

A major focus for 2020 will be the November Presidential election which is expected to be the most expensive campaign 
in history and offer plenty of opportunity for investors to take advantage. Political ad spending has grown an average of 
27% per year since 2012, per Politico, with Super PACs becoming a much bigger force since Citizens United. Online 
donations have also not only become easier (tools like ActBlue have grown) but also a major force with more grassroots 
focus on the Democrat side of the ledger. Overall spending could top $10B according to Group M, up 57% since 2018, 
and split with the majority to legacy platforms like TV, newspapers, and radio and remaining to digital video buys. There 
will also be 8M broadcast airings of ads in 2020, up from 5.5M. The cycle for buying is fairly similar every election run 
with June/July starting to ramp before peaking in October. There are a lot of races in 2020 that will draw spending but 
the Presidential contest is most clearly the focus with a projected $3B spent on it alone. There will also be significant 
spending in Q1 with the Primaries (key date incl. Super Tuesday on March 3 and likely bigger than prior cycles due to 
California moving their date).  Kantar Research thinks this may create a ‘sugar high’ for advertiser earnings in Q2.  

 

TV station group owners are anticipating a huge 2020 due to heightened demand for inventory, especially on the local 
level where parties are under pressure to win congressional seats. Pew Research estimates that just about 60% of 
Americans get their news from cable, local, and network news on television while the demographics skew older with more 
than 75% above 50 years old getting their news primarily from TV. And, while there are rules about how much a station 
can charge for a political ad, there are no rules as to how much air time is devoted to advertising. Local stations will also 
see a ripple effect from the demand from political ads that will tighten commercial inventory for traditional advertisers like 
automotive making premiums higher.  

 



Gray Television (GTN) is a key name in the broadcast market. They have been buying up smaller stations across the 
US to build out their regional scale and capitalizing on a number of important races outside of the Presidency. They have 
more #1 or #2 stations in more key regions than any other peer which allows them to secure better rates on ads. They 
are centrally-located in every battleground state as well as increasingly important states like WI and MI that were ignored 
in 2016. And spots like Georgia and Florida became even bigger in 2018 and will be in more in focus in 2020. CEO Hilton 
Howell on the cycle: “I've been around almost 30 years now, we have never gotten presidential ad money this early in 
the cycle. And for us to have Presidential ad money at this point, I think it's going to be literally just raining money 
in 2020. I think 2020 is going to be gargantuan in my opinion.”  

Nexstar (NXST) is another major provider of television stations and a cable network. The company struck a $4.1B deal 
in 2018 to acquire Tribune, adding 42 television stations and now the largest TV station company in the country with 
more than 200 stations and reach into 39% of US households. NXST is not necessarily positioned in some of the bigger 
battleground states in the Midwest and Florida but has leadership in major media markets like NY, Chicago, and Los 
Angeles. In September, after the TRCO deal closed, the company said they would allocate a significant amount of their 
FCF to debt reduction while political ad demand will allow them to accelerate leverage reductions. NXST faces similar 
issues to GTN and SBGI with political advertising demand creating challenges for inventories and placement so they 
instituted a spot inventory optimization strategy in 2018 that allowed them to better allocate units on both the local and 
national level. This will allow them to better positioned in 2020. NXST had about 70% of their footprint up for renewal in 
2019 which could create some tougher comps in the 2H of 2020. CEO Perry Sook on spending: “[we expect] a very 
substantial and possibly unprecedented spending level related to the 2020 presidential election cycle. You will have a 
larger field of candidates [on the Democrats side] and you may have opposition on the incumbents' party. And then 
lastly, PAC and party monies should be more robust to support eventual candidates beyond the primary.”  

Finally, Sinclair (SBGI) is the last big broadcaster that will benefit and they have a unique platform after a number of 
deals over the last two years. In August, the DOJ approved the acquisition of Fox Regional Sports Networks (RSNs) for 
around $10.6B and SBGI plans to use those stations as a significant generator of political ad dollars as the 2020 election 
approaches.  The RSNs have not typically been a platform for political ads but SBGI sees a huge opportunity to expand in 
that area given the size and engagement of the audiences. CEO Christopher Ripley thinks 2020 could be even bigger than 
2016: “[Trump] is ahead of all benchmarks in terms of fundraising. What tends to happen in political advertising is 
politicians don’t return the money afterwards, they spend it all. You’re going to have two presidential candidates who will 
have fundraising unlike anything we’ve previously seen and whatever gets raised gets spent.”  

 

ESG Investing 

ESG has become a commonly discussed theme within corporate board rooms as more fund allocators like pensions, 
endowments, and mutual funds come under pressure to invest in ‘good.’ Socially-responsible strategies have become 
ubiquitous with the IMF reporting that there are now more than 1,500 funds globally with a sustainability mandate and 
they control nearly $600B in assets. There’s a long runway however with these funds representing just 2% of the entire 
investment spectrum. The majority of these funds are going into passive vehicles and fixed-income offerings with notable 
ETFs like iShares USA ESG Leaders (SUSL) and Xtrackers MSCI ESG Leaders (USSG) launching in 2019.  

ESG stands for “Environmental, Social, and Governance” factors and they are basic guidelines for how a company should 
act responsibly. Some examples of ESG principles include environmental efficiency, actively reducing or off-setting carbon 
emissions, promoting human rights policies, addressing product-safety problems, implementing diversity policies, board 
independence, business ethics plans, and shareholders rights.  The field is a growing area of non-financial metrics for 
how to invest in companies but it goes beyond traditional ‘Green’ thematic investments. ESG is not necessarily about so-
called ‘sin’ stocks like oil, tobacco, alcohol, and others. But rather, it focuses on companies driving forward positive social 
impacts. For instance, oil and gas companies are often at the fore-front of ESG by driving positive climate-related plans. 
KPMG put out a survey in early 2018 that said that 75% of the top 100 companies in the world had committed to a 
corporate responsibility model.  



 

Daniel Pinto, JP Morgan’s (JPM) Co-President and Co-COO spoke with CNBC in December on ESG and the reaction from 
companies they speak to:  

“I don’t go to a single client meeting where this [ESG] issue doesn’t come up in some form. The world is changing big 
time, and it’s real. It’s all about whether the final demand is there or not. What is happening now is the asset 
management companies are becoming more selective on what they do and what they don’t do. And the banks are also 
more selective in how we deal with certain sectors that are under scrutiny. Either you are socially and environmentally 
responsible or you are not, I think that this is the world we are heading towards. It’s possible that some companies will 
really struggle to finance themselves, their cost of capital will go to the sky and they may not exist going forward. It’s not 
just one bank or one sector, it’s all the sectors. It’s not a box-ticking exercise, this is real. This trend will continue to gain 
momentum and be exponentially higher over the next 10 years.”  

BAML estimates that the amount of funds invested under an ESG framework could be as much as $12T over the next 
thirty years, especially as wealth transfers from Baby Boomers to Millennials. And more funds are adding ESG into their 
decision making process. A 2018 Merrill Lynch Wealth Management survey showed that 20% of financial advisors use 
ESG factors while more than 40% are considering adding it to their process. ESG is the fastest growing smart beta 
strategy as well according to Bloomberg. The 5-year CAGR for AUM is over 55%. This tops low-vol, momentum, and 
quality factors in terms of money flowing into the space. And they’re doing better. A Morningstar report in March 
indicated that nearly 75% of ESG-driven funds they selected were outperforming their peers with significant 
outperformance from EU and Asia-related stocks (Vodafone (VOD), Sony (SNE), and Taiwan Semi (TSM) leaders). 
The best-performing stocks on a purely alpha-basis tended to be smaller names, naturally, as well as those with a focus 
on environmental programs.   



 

Each sector has its own unique ESG factors that are more prevalent than others. For example, materials, energy, and 
industrials will be focused on carbon emissions, waste, and environmental innovation. Healthcare and staples will have 
more focus to areas like animal testing, packaging and waste, and organic products. Tech will lean more on ethics and 
fraud, privacy, and anticompetitive practices. Here are a couple names in each area:  

Discretionary and staples stocks tend to be more focused on Social and Environmental, the former especially around 
organic products and animal welfare.  Hasbro (HAS) is recognized as a leader in ESG with an aggressive policy on 
environment factors in toy manufacturing as well as supply chain optimization. HAS is also a member of the EPA’s team 
on renewable energy. Estee Lauder (EL) a well-recognized name in the ESG space as well. They have moved to 39% 
post-consumer recycled content for packaging, 24% carbon emissions reduction and 100% palm-based ingredients that 
are RSPO certified.  

Energy and industrial names tended to focus their ESG efforts on environmental factors. Cummins (CMI) an interesting 
name in the sector after outlining a sustainability plan called “Planet 2050.” The company has set ambitious targets that 
go out as far as 30 years from now on how they would like to operate with greenhouse gas and air emission reduction, 
more sustainable natural resource use, and reinvesting in the community. Their goal by 2050 is to have a near zero local 
environmental footprint.  

Financials tend to focus more on governance with responsible marketing a major issue. JP Morgan (JPM) is a leader on 
the banking side in ESG. They have elected 11 independent directors, dedicated $100B in financing for clean energy 
projects, and increased their diversity with more than 50% of their US employees as non-white. Goldman Sachs (GS) 
announced a plan in December to spend $750B over the next decade financing sustainable projects as well. CEO David 
Solomon said that there’s a powerful business and investing case to do so, “Focusing on these specific goals gives us a 
set of metrics — such as the amount of carbon reduction and the number of people served — that we can track over time 
both for the companies and for ourselves.” Equinix (EQIX) is often singled-out as a major ESG company. They have 
signed onto pledges to increase transparency in reporting as well. Their data center build-outs have been done with 
minimal carbon footprint and limited environmental impact in mind as well with many of their buildings LEED certified.  

Among healthcare companies, the biggest ESG factors are social with drug donations, clinical trial standards, and waste 
management key. Edwards Lifesciences (EW) is a leader in ESG within the group. The company has had limited 
product recalls in the last five years with high standards in their supply chain and audits to back it up. They also have a 
purpose-driven philosophy that goes to the heart of recruitment. Idexx (IDXX) is another name with high social and 
governance ratings. They have a diverse workplace recognized by Women Inc as one of the most diverse in the country 
with 58% female and 23% in senior management.  



Tech companies have the biggest ESG exposure to governance and social factors with diversity, supply chain labor, and 
business ethics biggest. Microsoft (MSFT) is the most recognized large-cap leading the ESG side in Silicon Valley. CEO 
Satya Nadella even wrote a letter when he took over pledging to make MSFT win ‘good’ with better employee 
development, engagement, and higher social responsibility standards than peers. MSFT also has a detailed sustainability 
report each year with disclosures on human rights. TI (TXN) is another with a detail sustainability plan. The company 
has set strict standards in terms of emissions, materials engagement, energy use at their plants, and carbon emissions. 
They also focus on uses non-conflict materials and have signed a global anti-human trafficking statement. Applied 
Materials (AMAT) has similarly set high environmental standards for manufacturing including waste reduction plans, 
limited natural resource consumption, and designing safe and long-lasting products for sustainable products.  

 

Electric Vehicles 

The biggest investment theme in the automotive sector over the last decade has arguably been the shift to electric 
vehicles and 2020 is expected to be a major inflection point. According to a 2019 McKinsey study, the global market for 
EVs has grown at about 60% per year since 2014 to 2.1M. Despite this impressive expansion, penetration rate remains 
extremely low at just 2.2% and a small piece of the light-vehicle market.    

 

They note that China is the leader with 85% growth, beating the overall industry average despite a cut to subsidies by 
the government mid-year. There were more than 1.1M vehicle sales in China and the market now about 3X the size of 
the EU and US market. The US market has been largely reliant on Tesla (TSLA) with the Model 3 nearly half of all EV 
sales and its growth has made the company the world’s largest EV producer (China’s BYD is second). In 2020, TSLA will 
begin deliveries of the Model Y, their new $48k SUV that will be aimed at a mass market. The Y will have a 300-mile 
charge range and ability to expand to eight seat capacity. Elon Musk has said that he expects the Y to be the best-seller 
for TSLA but there are doubts about production and supply chain issues as well as how it cannibalizes sales of the Model 
3 over both the short- and long-term.  

2020 will see competition jump significantly. It’s debatable what impact this will have on the space immediately (although 
historically a rising tide raises all ships) while suppliers will continue to see improvement. Ranges are being expanded 
with new battery technology and this is likely to boost the TAM of buyers willing to look at an EV for the first time. Many 
new models will use batteries with 250+ miles per charge while the number of charging stations in the US has grown 
over 20,000. The low-end of the market likely doesn’t impact TSLA since the company is still more attractive on a luxury 
approach but two companies are making in-roads. First, Kia has two models under $39,000 that will compete for the low-
end market as well as first timers. Hyundai will debut the Kona Electric that is also under $37,000.  



 

On the high-end, there are a bevy of new options. Audi’s E-Tron will be a major competitor to the Model Y with its 
attractive SUV design and high-end features. It’s a niche-model but with 200 miles on a charge it will be a force. Porsche 
also has an EV version of their Taycan that will compete with the Model S. The Taycan can go 0-60 under 3 seconds and 
lands as a hugely impressive vehicle. Rivian is a fairly unheard of producer of EVs but they will debut a pickup in late 
2020, almost a year before TSLA’s CyberTruck. Both Amazon (AMZN) and Ford Motor (F) have invested in Rivian. 
Ford will also debut a long-awaited Mustang Mach-E which takes all the style and design elements of the popular muscle-
car and gives it a battery revamp. Volkswagen will debut their first EV after pledging to pivot away from diesel engines 
in 2017 after their emissions scandal. The ID Crozz will price under $40,000.  

 

Gaming in Japan 

For years, the big focus for casinos in Asia has been Macau but in 2020 all eyes are on Japan. The country took a historic 
shift in strategy in 2018 after reversing a ban on private-sector gambling in an effort to boost local economies and 
growth. For years, Japan has sat somewhat idle as Macau became the world’s largest gambling hub and other Asian 
nations like Vietnam, Manila, and Singapore grew their bases and attracted millions in foreign money. Opponents of the 
plan for Japan have argued that the negatives of gambling addiction and rise in crime were not worth the move and 
public surveys remain largely split on the idea with a Japan Times survey finding 58% opposed.  



Despite these objections, a plan for casinos passed narrowly and now they set forth on bids for development and growth. 
The country laid out a number of regulations on the structure of potential planned resorts with hotels, shopping, 
conference centers, and gaming to be each represented. The amount of table space to be allotted is only 3%. Eight 

jurisdictions have expressed interest in opening resorts including 
Tokyo, Hokkaido, Osaka, and Nagasaki. Three resorts will be 
allowed to open and while PM Abe had targeted the 2020 Olympics 
as an opening date for some of the bigger locations, it’s more likely 
to be 2023.  

The Japanese market will be the third largest in the world, 
according to Bernstein, with $8B in gross gaming revenues per 
year. This is just below Nevada at $11B and Macau at $37.5B. 
Some estimates for Japan have been far higher with MSCO saying 
in April 2018 that it could grow into a $15B market by 2025. They 
think Tokyo would be the largest market at $3.9B while Osaka and 
then the third winner the next two by size. Non-gaming revenues 
will be a significant driver and likely bigger than Macau by dollar 
value.  

A number of casinos have expressed interest including MGM, 
Wynn Resorts (WYNN), Melco (MLCO), Caesars (CZR), and 
Galaxy Entertainment. All of the operators are vying for the 
Tokyo bid which is the largest while MGM is the front-runner in 
Osaka and very vocal in their intent to win the location. It is likely 
to be the first to get a bid announcement since the country would 
like to have a resort up for World Fair 2025. Las Vegas Sands 
(LVS) pulled out of bidding and didn’t submit a bid for the 
Yokohama resort. WYNN dropped out of a race for the Osaka 
license as well. MGM CEO James Murren thinks the company’s local 

ties will make a win in Osaka easier as well as more lucrative for the company. And at the Bernstein Conference in May 
he said that Japan is a once-in-a-lifetime opportunity. 

“I mean imagine a country as large as Japan, as demographically interesting with the type of infrastructure Japan has 
from a rail, a sea and air and from a vehicular perspective, imagine a municipal region as large as Osaka being a host city 
with 3 airports within a short drive and an already robust inbound degree of international tours that would go up 
profoundly if the proper MICE facilities were built. Both Osaka and Tokyo are woefully underserved from a room and a 
MICE perspective. That's acknowledged by the governments, and so we think that using Singapore, where Rob and the 
Las Vegas Sands are so successful, combining, say, Marina Bay Sands and Sentosa, taking a look at what that generates, 
tax adjust it for the higher taxes in Japan is a good starting point. I think we're not at all troubled by the rules that have 
been laid out, we actually find them to be competitively favorable to us. We don't prefer the junket model, and therefore, 
are not concerned that the junket model will not exist in Japan, and we've been highly encouraged by the bureaucratic 
machinery that has created an extraordinarily robust regulatory compliance framework, which we think speaks well to 
companies like ourselves and Sands and others that operate in highly regulated markets. I'm not going to give you a 
forecast of revenue or EBITDA. We have them, but we're not going to share them, but we could say that it -- I can't think 
of an opportunity in the world today that could be as potentially higher return on investment, even given everything that 
we know, construction costs, regulations, taxes, gaming restrictions, entry fees, everything that's well known. It's an 
extraordinary opportunity.”  

The bidding for a resort is expected to be as much as $10B while $12B is more likely a reality which is driving some 
names out of the process as costs rise too much. WYNN CEO Matt Maddox: “We are going to pursue Japan with vigor but 
we will not pursue it if it does not make financial sense. We’re going to be very disciplined in terms of how any structure 
is put together, what the costs are going to be and what the return profile is going to be. We like the Japanese market, 
we think that it will be a very high revenue market, but we’re focused on making sure it will be something that our 
shareholders will also like.” 

 



Gene Therapy 

Gene Therapy remains one of the most important new areas within biotech with demonstrated success across a number 
of indications. Gene Therapy is an experimental procedure designed to alter abnormal or mutated genes where a 
necessary protein is missing within the body. The transmission of the new gene is often done through a carrier vector 
which brings the new gene into the body and implants it within the cell. Most gene therapies use a non-harmful virus as a 
vector which is introduced to the body through IV or directly into specific areas in the body. Alternatively, patient cells 
can be taken out into a lab setting where they are implanted with the vector which is then re-entered into the body 
wherein the implanted cells will generate a new protein. The safety of gene therapy is a key debate with the NIH noting 
that several studies have shown toxicity, inflammation, and other serious health risks.   There’s also concerns regarding 
vectors targeting the wrong cells, possibility of a tumor, and other unwanted reactions from the immune system.  

 

Examples of currently approved gene therapies include Spark Therapeutics (ONCE) Luxturna for the treatment of 
mutation-induced blindness, Avexis’s Zolgensma for the treatment of SMA in children under two years old and 
Novartis’s (NVS) Kymriah for the treatment of acute lymphoblastic leukemia. Gene Therapy’s usage is being expanded 
widely now with clinical trials ongoing in liver, skeletal and heart, CNS, and lung diseases. Credit Suisse was out in 
December noting they see a huge opportunity for gene therapies in monogenic diseases like beta thalassemia, cystic 
fibrosis, DMD, Freidrich’s ataxia, hemophilia, Huntington’s, Pompe’s syndrome, sickle cell, SMA, and Tay-Sachs. They also 
think gene therapies that target unmet needs are most critical given the substantial risks associated and small patient 
populations.  



 

The pricing of some therapies is a cause for concern. Luxturna was set at $850,000 for treatment ($425k per eye) while 
others like Zolgensma are priced as high as $2.1M.  However, companies have argued that the higher-costs are not only 
in line with current treatment regimens for other rare diseases (a chronic disease treatment could cost more than $10M 
over a lifetime) but that the size of the benefit justifies a premium -- especially in children where they offer such high 
value. These hurdles however haven’t stopped the growth of trials in the US. In 2019, there were over 1,000 clinical trials 
ongoing within gene therapy with the FDA expecting more than 200 IND applications in 2020. The market is expected to 
grow to $12B in size by 2025.  There have also been 15 gene therapy IPOs in the last five years, according to RBC. Given 
this potential, gene therapy has been a hot factor with big pharma with JNJ, Roche, NVS, PFE, BMY, ABBV, AZN, 
LLY, NVO, and Takeda all striking partnerships or deals to enter the space.  

There are a lot of gene therapy events in 2020 (see below) but three companies will draw notable focus on in 2020:  

 

Uniqure (QURE) will present Phase 3 data from their HOPE-B trial for AMT-061 for the treatment of hemophilia B. The 
trial is looking at how gene therapy can help the liver produce Factor IX without the usual complications patients with 
hem B typically face. Factor IX is a protein that is produced naturally in the body that helps the blood form clots to stop 
bleeding. The hemophilia B market is substantial with some estimates as high as $8B by 2026 and positive data would set 
AMT-061 on pace to be a blockbuster. QURE also has a lot of valuable IP and their long-term development programs offer 
depth that few other gene therapy companies have currently. QURE will also have early-stage data in AMT-130 for 
Huntington’s at some point during the year and pipeline candidates in development in hemophilia A, Fabry disease, 
spinocerebellar ataxia and others which will help make their platform more valuable. Credit Suisse thinks the AMT-061 
data gives a nice floor for shares and should make it an appealing M&A candidate while their Huntington’s data could be 
huge. The firm thinks the market for HD could rival that of DMD.  

Bluebird (BLUE) has an approved program in ex vivo gene therapy for the treatment of transfusion dependent beta 
thalassemia and three more programs near approval in sickle cell, cerebral adrenoleukodystrophy, and multiple myeloma. 



Next year will be an important year with the transition to a commercial company driving some launch risk. Their 
treatment, Zynteglo, will be available in the EU next year after some manufacturing issues slowed the process down. The 
company will seek US approval soon.   The approval is seen as more positive for the rest of their pipeline than as a 
significant topline driver. Raymond James sees Zynteglo sales of $58M in 2020 and gaining just a small percentage of the 
patient pool by 2027. Leerink sees $1.2B in peak sales by 2030 for the treatment.  

 

Rocket Pharma (RCKT) is an early-stage gene therapy company with several preliminary readouts in 2020 across 
Fanconi anemia and leukocyte adhesion deficiency. RCKT is pursuing both in vivo and ex vivo gene therapy programs 
with additional indications in pyruvate kinase deficiency and infantile malignant osteopetrosis. FA is by far their most 
important trial work and on a fast-track path in both the US and EU. It’s a rare, inherited disease that affects bone 
marrow and reduces production of all blood cell types. The current treatment options are stem cell transplants which 
carry significant risk. Most patients with FA have bone marrow failure by age 10. The TAM is around 500 patients/year 
but speaks to the high-value of gene therapy for children. Leerink has a $46 PT and thinks FA is an attractive target for 
lentiviral gene therapy due to the safety advantages. RP-L102 leaves a straightforward choice for FA-treating clinicians 
between RP-L102 gene therapy and transplant due to HSCT-related GvHD.  

Other companies with ongoing programs including: Abeona (ABEO), Adverum (ADVM), Amicus (FOLD), Applied 
Genetics (AGTC), Audentes (BOLD), Avrobio (AVRO), Axovant (AXGT), Benitec (BNTC), Biogen (BIIB), 
Biomarin (BMRN), Bluebird (BLUE), Bridgebio, Catalyst Bio (CPRX), Crispr (CRSP), Enzo Biochem (ENZ), 
Flexion (FLXN), Iveric Bio (ISEE), Krystal Bio (KRYS), Logic Bio (LOGC), Mustang Bio (MBIO), Novartis 
(NVS), Orchard Therapeutics (ORTX), Pfizer (PFE), Prevail Therapeutics (PRVL), PTC Therapeutics (PTCT), 
Regenxbio (RGNX), Roche, Rocket Pharma (RCKT), Rubius (RUBY), Sangamo (SGMO), Sanofi (SNY), 
Sarepta (SRPT), Selecta Bio (SELB), Solid Bio (SLDB), Spark (ONCE), Takeda, UltraGenyx (RARE), UniQure 
(QURE), United Therapeutics (UTHR), Urovant (UROV), and Voyager (VYGR).  

 

Home Based Care 

One of the most important themes in healthcare is the growing impact of our rapidly aging population which is set to 
explode higher in coming years as more Baby Boomers pass 65. According to the latest census, the number of people 
over 65 in the US is forecast to top 84M by 2050 and comprising more than 20% of the overall population. And, as these 
numbers rise, so too does the demand for health services. Home healthcare is an emerging part of this solution as it 
addresses a number of needs from the patient population including ease of use, less frequent admission rates to 
expensive solutions like hospitals and treatment of chronic ailments and not just acute care. Examples of home healthcare 
include everything from physical therapy to skilled nursing as well as daily tasks like bathing and preparation of meals. 
Seniors often prefer home health care since it allows them to stay in their primary residence and it has lower costs than a 
trip to the hospital or urgent care.  



 

Forecasts from the US BLS show a significant uptick expected for home healthcare workers by 2026, up 56%. According 
to the Center for Medicare and Medicaid Services (CMS), home health care is projected to be a $186.8B market by 2027, 
up from $108.8B in 2019. This tops the overall growth rate for most healthcare expenditures of 4.8% with nursing 
facilities and retirement communities next. The personal care market is highly fragmented with over 18,000 licensed 
home and community service agencies in the US. LHC Group (LHCG) noted in November at the Jefferies London 
conference that they believe the top five home health providers represent only 20% of the overall market. The $17B 
Hospice market is similar with 5,000 agencies. One of the key drivers of home health care growth is Medicare 
reimbursement but its remains a hurdle for some. Value-based care is supported for reimbursement but Medicare-
Advantage (MA), a much faster growing segment, only covers a small amount. A key catalyst in 2020 and beyond would 
be expansion of the limit for value-based care for MA members.  

There are a number of names involved in the space:  

Addus HomeCare (ADUS) is the most well-rounded name with a focus on personal care services. ADUS has over 162 
locations in 24 states with an emerging hospice business as they expand into the complementary space. Their average 
duration of service is 26 months per consumer. ADUS’s non-skilled attendant care does a wide variety of tasks from 
personal hygiene assistance to dressing and meal prep. They have achieved significant growth since their debut in 2009 
with an 18.9% CAGR since 2015 as they cut costs and built out their network through M&A. The home and community-
based services market (HCBS) remains fragmented and they will likely continue to explore opportunities to grow. They 
see tailwinds from cost-driven healthcare decision-making with in-home care provided by ADUS reducing admissions to 
more costly settings like hospitals.  

LHC Group (LHCG) is a small-cap provider of post-acute continuum of care primarily for Medicare beneficiaries. They 
tend to be more on the home nursing side of the market. They have 809 locations with the majority (555) home health 
and 109 related to hospice and 13 long-term care. LHCG is partnered with a number of hospitals and health systems on a 
national level giving them scale that peers can’t replicate. They completed a deal for Almost Family in 2018 that expanded 
their size significantly with exposure to nearly 60% of the population. Their aggressive co-location strategy gives them 
strong growth as well as market share in the biggest geographies. LHCG has one of the highest quality of care scores 
within the CMS for home health with 97% of locations at 4 stars or better. In 2019, CMS approved the elimination of 
Request for Anticipated Payments (RAP). RAPs were a system by which providers could obtain as much as 60% of the 
anticipated bill due at the start of care and were cited in a number of reports of fraud. LHCG believes the elimination of 
RAP will lead to 30% of peer providers to close.  



 

Amedisys (AMED) is another name that focuses on all three segments of home healthcare including hospice. They 
continue to grow in the high-single digits with admissions up 9% in Q3 and low clinical turnover. AMED gives about 65% 
of their overall revenue from home health with 32.8% from hospice, by far the largest mix of any of its peers. Medicare is 
a big driver of overall revenue with 68% of patients from the cohort. In hospice, 94.5% of all revenue is from Medicare. 
AMED closed on a deal for Compassionate Care Hospice in 2019 which made them the third largest player in the space 
and locations in 33 states. It was the first big deal from the company that had suffered some criticisms from analysts that 
they had fallen behind peers. The deal will start being accretive in 2020 and they hope to see margin expansion from 
14.5% up to 20%.  

 

Precision Agriculture 

The use of technology in farming has continued to grow in recent years due to outsized demand for global crops and 
harsher, uneven weather conditions with which farmers are faced. Precision agriculture is defined as the combination of 
advanced technology and farming to make more informed, efficient decisions in the field. It can include everything from 
measuring soil makeup, topography, nutrient conditions, and other values in an effort to improve crop yields and do more 
with less.  

 

There are a number of examples of precision agriculture in use today. The most prevalent is GPS guidance. AutoGuidance 
is used on tractors, combines, and sprayers to achieve accurate and repeatable motions within the field while reducing on 
skips and overlaps. They allow farmers to save fuel and labor costs by limiting time at work as well as managing their use 
of seed and fertilizer. Another feature being used more often is agricultural drones. Farms can employ multi-spectral 
imaging to spot problems with a crop’s health. The newest models can survey 500 acres in a single charge and give 
information on plant counts, water levels, temp, and other detail vegetation indices. Finally, variable rate technology is a 



commonly used practice within agriculture. VRT allows producers to apply different levels of a material across different 
locations and within different timespans.  This could be fertilizer or chemicals or seeds. Some of the newest models use 
not only drones and satellites to help with locating problem areas but also AI to better understand the best method for 
zoning.  

 

The precision agriculture market is expected to grow to $9.5B by 2023 as adoption grows, according to BAML. The use of 
unmanned aerial vehicles (UAVs) or drones is also opening up a number of new opportunities within the group that 
should expand the available market for a while. There are several secular tailwinds that will drive growth and adoption. 
Higher labor costs will be a key driver for adoption as the substantial cost savings will be an immediate benefit. More 
farmers are seeing profitability stressed with yields falling and uneven weather making the window for planting success 
smaller. Second, environmental concerns (and ESG initiatives) will be a big impetus for adoption as farmers can use less 
fertilizers or chemical sprays than necessary. Third, a pressure on the global food supply will push more farmers to adopt 
higher-yield practices. The UN estimates that by 2050 we’ll need to produce 70% more food than we are doing today to 
adjust for the population growth.  

There are a number of companies invested in the theme. 

Corteva (CTVA) made a deal in 2017 for a company called Granular for $300M. The company makes farm management 
software to help maximize crop potential. They employ satellite imagery and analytics to help farmers on the ground 
make better decisions about risk and potential yields. Granular has mobile applications as well as a suite of tools linked to 
their satellite network that informs farmers about field conditions and more. Granular is now being used on 15M paid 
acres, according to BAML.  

Deere (DE) acquired a company called Blue River Technology in 2017 for $305M that expanded their reach in the space. 
DE already has a line of GPS-driven, automated solutions for helping farmers navigate their properties but BRT refined 
the planting process strategy for the company by allowing farmers to direct chemicals into whole fields or specific crops 
and areas. The technology uses cameras on-board and machine learning AI to differentiate between weeds and crops 
and target the unwanted pests. Their first major rollout, LettuceBot, is used in more than 15% of US production and 
helps farmers separate weeds from young crops as well as separating plants that grow on top of one another.  

Nutrien (NTR) has a number of precision agriculture tools through their Echelon platform. The company’s software 
allows farmers to analyze calendars, soil mapping, and as-applied data to help build out not only the right chemical 
mixture needed for optimal growth but the right variable rate seed. NTR relies on analytical data to help lower costs for 
farmers on the initial planting as well as maintenance plants mid-season. They also a major factor during inclement 
weather which may delay planting season. NTR feels their software will allow farmers to maximize the time available to 
hit their yield output goals.  



Other names in the space with precision agriculture offerings are BASF, AGCO, and FBN as well as privately-held names 
like Pinnacle, Land-o-Lakes, Syngenta, and Cargill.  

 

Hypersonic Weapons 

The development of hypersonic weapons has been ongoing since the 1950s but its importance as a major vehicle for 
modern warfare has grown significantly in recent years. The so-called ‘speed arms race’ is an essential factor in today’s 
military given hypersonic weapons are faster, more maneuverable, and more elusive than current ICBMs. They also 
introduce a new potent threat with certain glide weapons having less than 10 minutes between launch and target. Russia, 
China, and the US are engaged in a race to employ the first hypersonic weapons with the former closest to the finish line 
with their Avangard glide vehicle being declared ready for use in late December. Most US programs are targeting a debut 
in 2020+.  

 

Hypersonic weapons are those that travel at Mach 5 or higher, five times faster than the speed of sound (or ~1 mile per 
second). The high-end estimates for speed are as much as Mach 27 which Russia claims to have hit with their recent 
tests (~5 miles per second). They use a specialized combustion engine called a SCRAMJET that can operate at such a 
high speed as well as such a high temperature. There are two basic hypersonic vehicles being developed. The first is a 
cruise missile. There are powered from launch to target by the SCRAMJET and can fly at altitudes as high as 100,000 feet 
above land. The second is a hypersonic glide vehicle which can fly above 100,000 feet. A glide vehicle is launched into the 
atmosphere using a rocket and then glides towards its target which is advantageous as the target can be secretive until 
within seconds of impact. The advantage for military operators over ICBMs extends beyond speed. Hypersonic weapons 
can travel along nearly any path vs a ballistic which follows specified paths. This makes aerial intercept or destruction 
more difficult.  

The development of hypersonic weapons has been a priority for the Dept. of Defense, especially since it appears that 
other countries will have first-mover advantage. The FY20 budget outlined $2.6B in funding for projects related to 
hypersonic development, up from $85.5M in the prior year. The Air Force has put a mid-2020s timeline for employing 
hypersonic capabilities.  

There are three key names contributing to the hypersonic programs in the US.  

Lockheed Martin (LMT) is the leader in the space with $600M in sales for hypersonic programs in 2019 and $3.5B over 
the next two years. They won the USAF Hypersonic Conventional Strike Weapon contract (HCSW) and are working with 
the army on a glide body prototype. They are also part of the team working on a response system called Arrow. CFO 
Kenneth Possenriede talked about the program and their lead at the Credit Suisse Industrials conference on 12-5. “We’re 
involved in a number of [hypersonics] programs and you'll start seeing a lot of these programs do their first launches over 
the next couple of years. And then I think what you'll see is a lot of these programs will morph into, say, 1 or 2 programs, 
and then will become production programs. And we're speculating right now. But you could see production programs 
have saved $5 billion-or-so on some of these programs over the next couple of years. Then when you get to the 
defensive or the counter hypersonics, really don't have many programs out there. And if they are, they're generally 



classified in -- of a small nature now. But we've been investing quite a bit of money as a corporation. And now we have 
RMS into default. I think we're positioned to be an industry leader in the counter hypersonics as well.”  

 

Raytheon (RTN) is partnered with Northrop (NOC) on a SCRAMJET for hypersonic cruise missiles as well as the 
Hypersonic Air-breathing Weapon Concept (‘Hawk’). RTN has $300M in sales towards hypersonics in 2019 and expects 
that figure to ramp higher in the next 2-3 years as they win more content in the projects. The company expects to fly 
their engine in early 2020 and reportedly have reached 50% weight reduction in the development of the propulsion 
system.  

Finally, a smaller but interesting play is Aerojet Rocketdyne (AJRD). The company has been working with NASA and 
Boeing (BA) on a SCRAMJET engine program for the first hydrocarbon-fueled and cooled cruise vehicle. AJRD develops 
solid boost motors for the cruisers and working on next-gen propellants, casings, and other parts to improve efficiency of 
hypersonics. They successfully tested a dual-mode SCRAMJET engine in late 2018. CEO Eileen Drake at the Gabelli 
Conference in 2017 discussing the area: “Aerojet Rocketdyne is the leader in hypersonics. This area is one that I can't 
talk a lot about based on the classified nature, but I will tell you that the US government wants to field hypersonic 
weapons to include missiles, missile defense targets and aircraft. We are partnering in all of those areas. We are 
competing and we're winning with the primes. And the recent advancements we've made in hypersonic, particularly on 
the Pratt Whitney legacy side, is making these products very affordable and profitable for the war fighters. So we see this 
as a long-term very successful franchise portfolio for Aerojet Rocketdyne.”  

 

Protein Disruptions 

Protein consumption is important as a thematic trend because it remains at the center of some significant trends within 
CPG including a shift towards health and wellness as well as the growth of snacking. The protein industry was shaken in 
2019 by two massive disruptions that will have ripple effects for years: the African Swine Fever and the growth of plant-
based proteins.  

The US protein industry is a $121B market comprised of production and processing of cattle, hogs, and chickens. The 
production-side of the market is hundreds of independent farmers tending to animals. Processing is the names most 
associated with pre-packaged products. These companies are responsible for slaughtering of animals, breaking down the 
animals, and packaging meat for sale. Four companies have 70% of the overall market in the US while the top ten 
processors globally do 88% of the work, according to the Heinrich Böll Foundation. The consolidation here is largely due 
to production efficiencies and increased health regulations over the years. The four big names in the US to know are 
privately-held Cargill, Tyson Foods (TSN), Smithfield Foods (owned by China’s WH Group), and Hormel (HRL). 
Cargill is one of the largest companies in the world with over $35B in revenues and a 22% market share in the US. They 
have worldwide operations. Globally, the most important names to know are JBS, BRF SA (BRFS), Vion, Nippon 
Meat, and Marfrig. JBS is the largest processor in the world with revenues near $40B.  



 

Export demand for US-based protein remains a major driver with 22% of pork, 17% of chicken, and 12% of beef 
production shipped out. The USDA expects exports to grow 4.5% in 2019 and 6% in 2020. Trade deals, especially with 
China, are also impacting those numbers with new standards set in both the USMCA and China/US Phase One agreement. 
The USDA notes that after the US/South Korea free trade agreement beef exports surged.  

 

African Swine Fever (ASF) could be a driver of exports in 2020. The current outbreak started in China in August 2018 and 
spread fast with almost 40,000 hogs dead by September and the count near 40M by April 2019. It has since spread to 
Philippines, Vietnam, South Korea, and East Timor. ASF doesn’t impact humans and has no cure, so containment by 
culling herds is the only solution. Recent estimates say China has lost as many a 131M hogs since it started – with many 
news sources like Bloomberg doubting the reliability of the reporting. The decimated supply has caused prices in China to 
shoot higher, per Reuters/Eikon:  



 

It will takes years for China to rebuild its herd sizes and is expected to create a 10% global supply gap in 2020 according 
to Rabobank. China’s meat consumption is heavily-weighted towards pork with 62% in 2018 vs 24% chicken and 8% 
beef, so many think that chicken could see a boost to fill the gap and local production has been unable to close the gap 
so far. The case for US-based processors like TSN, Sanderson Farms (SAFM), and Smithfield is multi-fold. The group 
will undoubtedly benefit as exports of pork increase, China’s recent lifting of the ban on poultry, demand from other 
countries as they backfill protein inventories due to China, and US consumers shifting to alternatives as pork prices rise. 
US exports to China have already grown substantially. In 2019, exports to China rose 90% with most of that in the back-
half of the year. The USDA has reported that China continues to buy block tons of US pork, as well. They’re buying other 
proteins as well. On 12-16, TSN received approval to export chicken to China for the first time since the ban in 2015 
stemming from Avian Flu. The USTR anticipates more than $1B in annual poultry shipments to China. Backfill is also an 
important driver for US proteins. Other countries like Brazil have increased their pork exports to China in recent months 
as well. Many analysts believe this will cause US exports of chicken and beef to increase to those countries as they look to 
fill in the protein gap left by the new exports.  

The earliest impact is expected to be in Q1/Q2. TSN CEO Noel White at the Barclays Global conference in September 
talked about the impact on early 2020.  

“I think the impact will be sometime during our fiscal 2020. Don't know if that's going to be our Q1, which is October, 
November, December; or Q2. But any time that there's that amount of protein that is lost from a global perspective, there 
is going to be an impact on price. And whether the United States is a direct supplier to China or whether they source from 
other countries to the extent that they can, it might be from continents in Europe, it might be South America, it might be 
other countries, but that creates backfill opportunities for us. So net disappearance is going to remain the same, I think, 
on a global basis. Supply is lower, which translates to higher prices. Not only in pork, but I think across the board in our 
other proteins.”  

SAFM CEO Joe Sanderson on backfill potential: “Based on that, there will be a lot of pork first shipped out of the United 
States to China. There's -- Brazil, Europe and United States cannot fill the needs of China. They -- there's not enough 
vessels or there's not enough cold storage, there's not enough trucks to do what China -- to replace what China's lost. 
But there's going to be a lot of stuff shipped, and that will take 1 pressure point off of the poultry industry in the United 
States. Secondarily, there will be chicken shipped to China. We have a breakdown of what China -- I mean what Brazil is 
shipping, and it's more parts than I thought -- so U.S. is going to ship some product.”  



 

The other major disruptor in the protein industry was plant-based proteins. The Beyond Meat (BYND) IPO set off a 
fire-storm the emerging field of protein alternatives hitting the market. Plant-based proteins are manufactured to look, 
taste, and feel as close to animal meat as possible but using only ingredients like pea proteins and other plant matter. 
Their aim is to disrupt the $1.7T global meat market as plant-based foods gain in acceptance. BYND likes to draw a 
comparison to dairy as an analog for the potential market. Plant-based products like oat milk, almond milk, and nut 
cheeses are now around $2.1B of the $16.1B milk market, equating to roughly 13% share, which gives BYND confidence 
that the plant-based protein market can reach $35B. Household penetration is 2% right now and the company thinks it 
can hit double-digits on a path like brands Chobani, Sabra, and Kind. Millennials and Gen Z are big adopters of these 
products. They see three big tailwinds for the industry to continue to grow: health (citing a reduction in heart failure), 
environmental improvement (lower greenhouse gas emissions), and improved global resource use (scarcity of land). 
Other than BYND, the big players in the space are privately-held Impossible Foods, Boca (a KHC product), Gardein 
(a CAG product), Lightlife, and Morning Star Farms (a K product). Other companies like JBS, HRL, Hain 
Celestial (HAIN), Nestle, Perdue Farms, Smithfield, TSN, and Unilever (UN) all have products as well.  

 

Cloud Gaming 

2020 will be a transformative year for the video game industry driven by cloud-computing. As broadband speeds increase 
and the ubiquity of high-speed internet expands, a major impediment to distributing games via the cloud has been 
removed. Latency and compression have both also improved dramatically. Citi calls it the “Netflix-ization” of gaming and it 
is expected to accelerate as big tech players like Microsoft (MSFT), Google (GOOGL), and Apple (AAPL) all venture 
into the space while traditional names like Sony (SNE) and all of the developers will benefit as well. Video games have 
historically been an area where new tech emerges and changes the landscape whether it be graphics or chip processors. 
But cloud will impact everything and change how games are made, played, and monetized.  

 



Cloud gaming hits upon a number of emerging themes within $100B video-game industry. First, developers will be able to 
offer lower-cost, more immediate gameplay experiences to individuals. The success of Fortnite has changed how games 
are viewed by developers with a focus on multi-player as well as an ever-changing environment. Developers are able to 
offer new downloadable content (DLC) and add-ons, and in-game purchases through the cloud. Advertising has also 
become a bigger element of gaming as it can be updated in real-time. Secondly, consumers will be able to streamline 
their gaming experience across multiple devices. Cloud gaming will allow an individual to start a game on a television set 
or computer and seamlessly move to their mobile device and back without disruption. The percentage of games played 
on mobile devices has grown significantly since 2013 and now the largest medium vs PC, console, and arcade. Finally, 
console manufacturers will benefit from shifting away from reliance on unit sales and towards recurring revenue or a 
subscription model. Compatibility issues for games between different platforms will also be eliminated as titles move on a 
centralized cloud. 

The TAM for cloud gaming is a bit difficult to gauge. Using console sales, NPD suggests that there are 2B global gamers 
with the vast majority of those mobile. Citi thinks there are about 380M gamers that use PC/consoles but this number is 
shrinking as sales have contracted since 2012. The major shift during that time from consoles to mobile plus the ability of 
any mobile phone holder to be a gamer makes overall estimates tough.   

 

The vast majority of gamers also play less than 4 hours per week with just 15% of gamers playing 12+ hours. The latter 
make up more than one-quarter of total time played. According to Limelight, about 25% of all total time played is on 
mobile vs 75% on consoles or PCs. In terms of market value, cloud gaming is expected to hit $8B by 2025, a 25% CAGR 
according to Global Market Insights.  

Amazon (AMZN) has a large cloud infrastructure through AWS and also the ability to monetize the growth in viewership 
with Twitch. According to Citi, AMZN has about 35% of the cloud market share currently, more than double any of their 
closest peers. According to Twitchtracker, the platform has seen exponential growth and they currently average 1.5M 
viewers on 50,000+ channels at a given time. The service also caters to a younger demographic as well as a global base 
with 25% in EMEA and 15% in APAC, a lot of room for further penetration.  Microsoft (MSFT) has legacy hardware 
issues to protect but they are also one the largest cloud providers globally and can easily port their large base into the 
new medium. MSFT is the second largest cloud provider behind AMZN with 16% market share. The company’s own cloud 
gaming project is called Project xCloud and was demo’d at E3 in June. The company believes it will have the capacity to 
play all 3,500 games in the Xbox catalog, and the additional 1,900 games still in development. Google (GOOGL) has it 
all: a growing cloud footprint (currently 7% market share), the ability to monetize through mobile growth with Android, 
and a key broadcasting asset for gaming with YouTube. Google debuted their cloud gaming product Stadia late in 2019 
with a USB-C controller sold separately for $129. The service costs $9.99 a month and includes free games added 
regularly. The launch was rocky with platform issues, criticisms about pricing, and a lack of titles.  

Apple (AAPL) doesn’t have the cloud platform like the other three but they do have a massive installed base of 
customers through iOS and can monetize through ad growth. They launched an Arcade product in 2019 that has been 
relatively quiet but expected to grow as a niche services product.  Nvidia (NVDA) is an interesting name in the space as 
well. They entered an alliance with Softbank, LG Uplus, and others in Asia called GeForceNow (GFN) that is developing 



and managing a cloud-based service. They haven’t share many details but claim it has around 300K users with more than 
1M on the waitlist.  

For software developers, cloud gaming means a wildly big market for their titles and those with the most popular titles 
will benefit.  

Activision (ATVI) CEO Robert Kotick was positive on the move towards cloud gaming for those with big libraries of IP. 
In March he said, “When you own 30 years of IP like we do, there's probably never been a better time to be in the games 
business. When these big, well-funded companies are building out platforms where they have limited amounts of content 
to actually serve up to customers, I'd say there's a great opportunity for a company like ours. None of these platforms 
can succeed without great content. Truthfully, they really don't know how to make it. So when you think about what will 
be required, it will be support from us [and other game publishers] to allow them to actually build an audience.” 

Electronic Arts (EA) announced their own cloud gaming test in September, “Project Atlas.” The project unveiled four 
games across PC and MAC as well as smart TVs. They are working towards other devices in the future and no plans for 
when a bigger rollout will happen. EA Chief Technology Officer Ken Moss said, “The bottom line is this. Cloud 
gaming is coming. It’s no longer a question of if, but when. Just as subscriptions can be an incredibly strong proposition 
for players to access great content with minimal friction, when combined with cloud streaming we can make it even more 
compelling to jump into new games and connect with new communities. We want to make sure that our games are able 
to perform beautifully and seamlessly in any situation and on any platform.”  

Take-Two (TTWO) has long been one of the best name at monetizing their anthemic titles like Grand Theft Auto, NBA 
2K, and Red Dead Redemption. GTA V continues to be one of their biggest revenue drivers despite being released over 
six years ago. This is because they do a number of DLC add-ons and online has extended the life of the game 
considerably. They will undoubtedly be a player in cloud gaming but CEO Strauss Zelnick said they’ll take their time. 
“We’ve always said we embrace new distribution technology. We’ve been one of the first companies to support new 
services. I have no doubt that we will support new services going forward, as long as the business models comport with 
the way we want to address consumers.”  
 

Podcasting 

The growth in podcasts jumped sharply last year and has become a focal point of many audio-driven companies looking 
to expand beyond traditional music streams. According to Edison Research/Triton Digital, more than half of Americans 
listened to a podcast in 2019 and nearly one-third listen to one every month, up from around 25% in 2018. This is the 
first time that figure is above 50% and the biggest jump in listener growth since the trend-monitoring company began 
tracking the genre in 2006. And there’s significant potential for expansion with 93% of adults listening to radio every 
month. Podcasts tap into a big investment area we’ve touched on multiple times – youth. More than 40% of people that 
are between the ages of 12 and 24 listened to at least one podcast last month and the data actually gets stronger for 
younger cohorts (12-17 year-olds lead). Wondery, one of the largest podcast publishers in the US, estimated the industry 
took in $500M in 2018 in advertising dollars while BAML estimates that number could be as high as $1.3B today 
(assuming 4% of the global audio advertising marketplace). The firm thinks podcast advertising is set to become the 
fastest growing category within ad-supported audio at 28.5% CAGR through 2023 with potential to hit $6B by 2029 as 
the number of people listening to podcasts expands.  



 

Spotify (SPOT) is building out their podcast library through acquisitions. SPOT bought Gimlet Media, a start-up podcast 
network, and later Anchor which is a suite of tools for creators to build, publish, and monetize their content. They also 
bought Parcast. CEO and Founder Daniel Ek has said the company has over $500M to spend on more deals in the podcast 
space and he expects podcasts and non-music listening will someday be 20% of all listening on the platform. The 
company’s big bet seems to be paying off with over 50% growth in listeners Q/Q in July and doubled since the start of 
the year.  

IHeartMedia (IHRT) is the second largest podcast publisher in the US. The company has 20,000 podcasts under its 
banner being both published and/or produced with 750 originals. IHRT has a huge platform of users and looking to move 
away from radio licensing as a centerpiece. IHRT believes they could generate 3-5 new hits by 2022 with each 
contributing up to $40M in EBITDA. The company estimates they have 250M listeners a month, 120M registered on their 
streaming service, and 1.7B downloads. They’re leveraging this information with a recommendation engine that will help 
match listeners of music/radio to podcasts.  

Sirius XM (SIRI) has significant opportunity in podcasts after their $3.5B deal for Pandora. The company sees podcasts 
as a perfect complement to their XM platform as it allows for cross-promotion and opportunity to leverage the two to 
grow as well as drive advertising dollars and margins at Pandora. They also have access to artists (Howard Stern content 
on the podcast-side would be a significant game-changer). However, CEO James Meyer spoke at the BAML conference in 
September and was more cautious on the approach. “I've been a part of overpaying for content earlier in my life. We're 
not going to overpay for some of this stuff, okay? Because I still believe it's really unclear how it's going to be monetized 
in a way -- there's more maturity in the market that needs to occur before I believe you're willing to pay a big sum to get 
some exclusive content. I looked at Gimlet. We've looked at all this thing. We think another company way overpaid for 
that stuff. ”  

 

The Next Round of Tech Unicorns 

The IPO market saw an increased focus in 2019 with a number of high-profile companies coming to market and several 
(previously) unknowns captivating investors’ attention. According to E&Y it was a down year overall with fewer names 
listing and more high-profile losers. Through Q3, more than $25.7B was raised in deals with over 49 tech IPOs coming to 
market. This was slightly down Y/Y from 2018 and the second year of slowing debuts but first-day returns were 
significantly higher up 15.5% on average. Post-IPO day performance increased 28.4%, according to E&Y.  Technology 
was again the hottest sector for new issues with healthcare and industrials the next most active sectors. The NYSE (ICE) 
and Nasdaq (NDAQ) drew the lion’s share of deals with US markets raising over $32B. Q3 was quiet as geopolitical 
uncertainty took center stage. The renewed investor interest in the space came with some much-hyped companies 
entering the market. There were eight companies that raised more than $1B – Lyft (LYFT), Uber (UBER), SmileDirect 
(SDC), Peloton (PTON), Chewy (CHWY), Pinterest (PINS), TradeWeb (TW), and Avantor (AVTR).  



 

There were also a couple high-profile names that almost made it to market but didn’t – and some say stalled the process 
for a number of unprofitable but revenue generating names. Entertainment giant Endeavor pulled their multi-billion 
dollar IPO the day before it was expected to begin trading citing market conditions. WeWork however was the big fiasco 
of 2019. The company pulled their IPO in September amid worries from investors over huge losses and ambitious 
expansion plans. The parent company was looking to raise $4B. WE’s founder and CEO Adam Neumann stepped down as 
bankers tried to persuade Wall Street to buy into the company but valuations plummeted and the deal has been shelved.  

So, what is in store for 2020? Here are five names to watch:  

 

AirBnb is expected to debut in 2020 after years of investors calling for the company to go public. The home rental 
services company was last valued around $35B on more than $1B in revenue and in March a VOX article noted they have 
been profitable on an adjusted basis for two years. They haven’t raised money since 2017. The company has expanded 
greatly over the last five years with over 7M listings represented as well as boutique hotels. Recode reported in December 
2018 they were also looking at a potential direct listing. Sympathy Play: Expedia (EXPE). The $15.66B is the best play 
on an AirBnb IPO with their 2015 buy of Home Away which had previously acquired VRBO. The deal is starting to pay off 
for EXPE with a more concerted push into urban areas.  

Palantir is one of the biggest data analytics firms in the country with exposure to key tech themes like data mining, 
machine learning, and AI. Unlike a lot of names on this list, they’re nearly 20 years old.  Palantir started in 2003 helping 
the Department of Defense and other federal agencies analyze data. Their valuation is said to be around $20B and in 
2019 they raised funding from private investors that has some people thinking they could push back an IPO until after 
2020.  Sympathy Play: Splunk (SPLK). The $23.57B company does a similar big data approach as Palantir but without 
the DoD or law enforcement connections. They have a superior app-focused builder and more flexible on the input side 
which gives developers more options.  

Postmates could enter the public markets in 2020 at a time when delivery services peers like Grub Hub (GRUB) have 
come under fire for profitability woes. The company last raised at $2.4B valuation – about half of GRUB – and was 
expected to file in 2019. Postmates differs from other delivery names by applying not only to restaurants but to stores 
that do not traditionally offer delivery like grocery stores. Postmates has been rolling out new features and services to 
help monetize their offering at a time when costs have taken center stage. Sympathy Play: GRUB. The $4.48B 
company had a rough 2019 and reset expectations for growth in November.  



 

Casper is a growing force in the mattress market with their social-media-first approach to marketing generating a lot of 
buzz. The company is one of the first – and most recognizable – companies to move into e-commerce for the industry 
which has become a significant area of growth and spawned a lot of newcomers in its wake. In October, Bloomberg 
reported they were working on a listing with Goldman Sachs and Morgan Stanley and targeting valuation above the $1.1B 
they were valued at in their last round. Casper is expanding into other products like bedding, pillows, and bed frames.  
Sympathy Play: Tempur Pedic (TPX). The $4.77B company is a direct competitor to Casper with their growing 
portfolio of memory foam bedding.  

Snowflake is not a household name but may be one of the more interesting names to debut in 2020. They are a data 
warehousing cloud service provider that has had some stunning growth over the last three years, tripling their revenues 
with plenty of runway in the $35B market. Snowflake has been winning market share from peers like Teradata (TDC) 
and IBM with leading customers like Capitol One (COF). Their last round of financing valued the company at $3.95B. 
Sympathy Play: Cloudera (CLDR). Snowflake has a lot of competitors in the space including Amazon’s Redshift but 
the CLDR/Hadoop enterprise platform is most similar.  

Investment Theme Portfolio of 15 Stocks 

 



100 M&A Candidates for 2020 

EA, TWTR, KEY, SGEN, PAYC, WAT, GLPG, DPZ, AAP, ETFC, CMA, COUP, WEX, MOH, XPO, FIVE, RETA, COLM, 
FLS, PFPT, CACI, ASND, ZNGA, GMED, JBLU, XEC, SMAR, ESTC, GPK, MRTX, GRA, ASH, GBT, GRUB, LAZ, 
CARG, FGEN, SHOO, AXSM, DCP, FEYE, AJRD, IOVA, VIAV, LPX, EVR, IPHI, QLYS, MGY, MANT, DCPH, MEDP, 
CATY, BRKS, SEM, POWI, SAVE, SUM, QURE, FOXF, ITGR, RTLR, DK, WERN, LPSN, WHD, SFM, AIMC, ZGNX, 
TENB, KNSL, CWST, GTN, ADNT, SAIL, FRPT, BANF, SPSC, TWNK, CSTM, AX, SKY, ONTO, ICFI, STAA, SONO, 
BEAT, ATSG, ADUS, LGF-B, HEES, BIG, KAI, PJC, MHO, TILE, TBI, FARO, HCCI, CEVA 

2019 M&A Review 

Global M&A activity of $729B was down 16% Y/Y in Q3 2019 as the US-China trade war clouded the global 
economic outlook and kept companies hesitant. We did see a lot more large deals take place while cross-
border M&A volumes were weaker. The low cost of debt financing remains a positive catalyst for Dealmaking 
and activity did pick up in Q4 as US/China trade sentiment improved with 2019 tracking to be a top five year 
of the past 20 with $2.73 Trillion in transactions. In the first half of 2019, global merger and acquisition value 
reached $1.86 trillion, increasing 21 percent from H2 2018 ($1.5 trillion). Although this was 8 percent less than 
the H1 2018 ($2 trillion in announced deals), it was the second-highest half year on record. 

 

 



 

 

 



 

 

 



The largest deals in 2019 were: 

 Raytheon (RTN) and United Tech (UTX) combining in a $121B Aerospace/Defense deal 
 Celgene (CELG) acquired by Bristol Myers (BMY) in a $74B Biotech deal 
 Saudi Basil Industries acquired by Saudi Arabian Oil Co. for $69.1B 
 SunTrust (STI) and BB&T (BBT) combining in a $66B Regional Bank deal 
 Allergan (AGN) was acquired by AbbVie (ABBV) in a $63B Pharma deal 
 Anadarko (APC) acquired by Occidental Petro (OXY) in a $57B Oil & Gas deal 
 Fiat Chrysler (FCAU) and Peugeot Merged in a $50B Auto deal 
 Worldpay (WP) acquired by Fidelity National (FIS) in a $35B Payment Processor deal 
 London Stock Exchange acquired Refintiv in a $27B Fin-Tech deal 
 International Flavors (IFF) announced a $26.2B merger with DuPont’s (DD) Nutrition unit 
 TD Ameritrade (AMTD) was acquired by Schwab (SCHW) in a $26B Brokerage deal 
 First Data (FDC) acquired by Fiserv (FISV) in a $22B Payment Processor deal 
 Total Systems (TSS) acquired by Global Payments (GPN) in a $22B Payment Processor deal 
 GE Biopharma (GE) acquired by Danaher (DHR) in a $21B Healthcare deal 
 Mylan (MYL) an Pfizer’s (PFE) Upjohn unit combined in a $20B Generics deal 
 GLP Warehouses acquired by Blackstone (BX) in $18.7B deal 
 Caesar’s (CZR) acquired by El Dorado (ERI) in a $17.3B Gaming deal 
 Wellcare (WCG) acquired by Centene (CNC) in a $17B Managed Care deal 
 Tiffany’s (TIF) to be acquired by LVMH in $16.2B Luxury Goods deal 
 Tableau (DATA) acquired by Salesforce (CRM) in a $16B Software deal 
 Zayo Group (ZAYO) acquired by EQT/Digital Colony in a $14.3B Communications deal 
 Andeavor Logistics (ANDX) acquired by MPLX (MPLX) in a $14B Midstream Energy deal 
 Amgen (AMGN) acquired Otezla from Bristol Myers (BMY) for $13B 
 Liberty Properties (LPT) acquired by ProLogis (PLD) in $12.6B REIT deal 
 Ultimate Software (ULTI) acquired by Hellman & Friedman in an $11B Software deal 
 Viacom (VIAB) acquired by CBS (CBS) for $11.6B 
 Array Bio (ARRY) acquired by Pfizer (PFE) in an $11.4B Biotech deal 
 Symantec’s (SYMC) Enterprise Business acquired by Broadcom (AVGO) for $10.7B 
 Disney (DIS) Sport Networks acquired by Sinclair (SBGI) in $10.6B Media deal 
 Buckeye Partners (BPL) acquired by IFM Global in $10.3B deal 
 Just Eat acquired by Takeaway.com in $10B Food Delivery deal 
 Goldcorp (GG) acquired by Newmont (NEM) in a $10B Gold Mining deal 
 Cypress Semi (CY) acquired by Infineon in a $10B Semiconductor deal 
 Medicine Co (MDCO) acquired by Novartis (NVS) in a $9.7B Biotech deal 
 Genesee & Wyoming (GWR) acquired by Brookfield (BIP) in an $8.4B Rail deal 
 Digital Realty (DLR) acquired InterXion (INXN) in an $8.4B Data Center REIT deal 
 Merlin was taken private by Blackstone (BX) in a $7.5B deal 
 Apergy (APY) is combining with EcoLab’s (ECL) Upstream Energy Business in a $7.4B deal 
 Wynn (WYNN) acquired Crown Resorts in a $7.1B Gaming/Resorts deal 
 Mellanox (MLNX) expected to be acquired by NVIDIA (NVDA) in a $6.9B Semiconductor deal 
 Acelity acquired by 3M (MMM) in a $6.7B Medical Devices deal 

A few other notable deals by sector included: 

Healthcare: 

 Bayer Animal Health was acquired by Elanco (ELAN) for $7.6B 
 Loxo Oncology (LOXO) was acquired by Lilly (LLY) for $8B at a 68% premium 
 Spark (ONCE) was acquired by Roche for $5B at a 122% premium 
 Healthscope acquired by Brookfield (BBU) in a $4.1B Hospital deal 
 Wright Medical (WMGI) acquired by Stryker (SYK) in a $4B Medical Device deal 
 Auris acquired by J&J (JNJ) in a $3.4B Robotics deal 
 Equian acquired by United Health (UNH) in a $3.4B Healthcare Payments deal 



 Audente (BOLD) was acquired by Astellas for $3B at a 110% premium 
 Genomic Health (GHDX) acquired by Exact Sciences (EXAS) in $2.8B Diagnostics deal 
 Arqule (ARQL) was acquired by Merck (MRK) for $2.7B at a 110% premium 
 RA Pharma (RARX) was acquired by UCB for $2.5B at a 111.5% premium 
 Cambrex (CBM) acquired by Permira Funds in $2.4B deal 
 Synthorx (THOR) was acquired by Sanofi (SNY) for $2.35B at a 172% premium 
 Brammer Bio acquired by Thermo Fisher (TMO) in $1.7B deal 
 Alder Bio (ALDR) was acquired by Lundbeck for $1.5B at an 85% premium 
 Clementia Pharma (CMTA) was acquired by Ipsen for $1.04B at a 68% premium 
 Peloton Therapeutic was acquired by Merck (MRK) for $1.05B 
 Kyowa Hakko Bio was acquired by Kirin for $1.2B 
 Paragon Bio acquired by Catalent (CTLT) in $1.2B deal 
 Corindus Vascular acquired by Siemen’s Health in $1.1B deal 
 BioTek acquired by Agilent (A) in $1.16B deal 
 Anatomical Pathology acquired by PHC Holdings in $1.14B deal 
 Hu-Friedy acquired by Cantel Medical (CMD) in $1B deal 
 Achillion (ACHN) was acquired by Alexion (ALXN) for $930M 
 Dova Pharma (DOVA) was acquired by Sobi for $915M at a 35% premium 
 Nightstar (NITE) acquired by Biogen (BIIB) for $877M at a 77% premium 

Tech: 

 Versum (VSM) acquired by Merck KGaA in a $5.9B Semi Equipment deal 
 Medidata (MDSO) acquired by Dassault in a $5.8B Healthcare Software deal 
 Tech Data (TECD) received a $5.4B Go-Private deal from Apollo (APO) 
 Log-Me-In (LOGM) acquired by Francisco Partners and Evergreen Capital in $4.3B Software deal 
 Altran to be acquired by Capgemini in a $4.1B IT deal 
 Sophos acquired by Thomas Bravo in a $3.9B Cyber-Security deal 
 Ellie Mae (ELLI) acquired by Thomas Bravo in a $3.7B Fin-Tech deal 
 AVX Corp (AVX) to be acquired by Koyocera in $3.5B deal 
 Cision (CISN) acquired by Platinum Equity in $2.75B Software deal 
 Shutterfly (SFLY) acquired by Apollo in $2.7B Internet deal 
 Looker acquired by Google (GOOG) in $2.6B Software deal 
 Acacia (ACIA) acquired by Cisco (CSCO) in $2.6B Networking deal 
 Cincinnati Bell (CBB) acquired by Brookfield (BIP) in $2.6B Telecom deal 
 Fit-Bit (FIT) to be acquired by Google (GOOG) in $2.1B Wearables deal 
 Wage-Works (WAGE) acquired by Health Equity (HQY) in $2.06B deal 
 Kokusai Electric acquired by Applied Materials (AMAT) in $2B deal 
 Habana Labs acquired by Intel (INTC) in a $2B AI deal 
 Luxoft (LXFT) acquired by DXC Tech (DXC) in $2B Software deal 
 Presidio (PSDO) acquired by BC Partners in $2B deal 
 Eaton Towers acquired by American Tower (AMT) in $1.85B deal 
 KEMET (KEM) to be acquired by Yageo in $1.8B deal 
 Marvell (MRVL) Wi-Fi and Bluetooth units acquired by NXP Semi (NXPI) in $1.76B deal 
 Electronics for Imaging (EFII) acquired by Siris Capital in $1.7B deal 
 iPipeline acquired by Roper (ROP) in $1.625B deal 
 Click-Software acquired by Salesforce (CRM) in $1.35B deal 
 Cray (CRAY) acquired by HP (HPE) in $1.3B deal 
 SignallFX acquired by Splunk (SPLK) in $1.05B deal 
 F-5 (FFIV) acquired Shape Security for $1B 
 Nanometric (NANO) and Rudolph Tech (RTEC) agreed to merge 
 Telaria (TLRA) and Rubicon (RUBI) agreed to merge 
 TiVo (TIVO) is nearing a Merger with Xperi (XPER) according to Bloomberg 
 Care.com (CRCM) acquired by Interactive (IAC) for $500M 



Consumer: 

 Flutter Entertainment acquired by Stars Group (TSG) for $6.5B 
 UPC Switzerland (LBTYA) acquired by Sunrise for $6.3B 
 Osram acquired by AMS  in a $4.9B Lighting deal 
 Sotheby’s (BID) acquired by Patrick Drahi in a $3.7B deal 
 Careem Networks acquired by Uber (UBER) in $3.1B Travel deal 
 Multi-Color (LABL) acquired by Platinum Equity for $2.5B 
 Central European (CETV) acquired by PPF Group in $2.1B Media deal 
 Reinhart Food Services acquired by Performance Foods (PFGC) in a $2B Food deal 
 International Speedway (ISCA) acquired by NASCAR in a $2B deal 
 Lab Filorga Cosmetics acquired by Colgate (CL) in $1.68B deal 
 Pioneer Foods acquired by Pepsi (PEP) in $1.7B deal 
 Kellogg’s (K) Keebler unit acquired by Ferrero in $1.3B deal 
 Harry’s acquired by Edgewell (EPC) in $1.37B deal 
 Bluegreen Vacations (BXG) acquired by BBX Capital in $1.23B deal 
 Gannett (GCI) acquired by MNG Enterprises in $1.23B deal 
 Smart & Final (SFS) acquired by Apollo (APO) in $1.12B deal 
 Quest Nutrition acquired by Simply Foods (SMPL) for $1B 
 Speedway Motorsports (TRK) acquired by Sonic Financial for $807M 

Energy/Materials: 

 Tallgrass Energy (TGE) acquired by Blackstone (BX) in a $6.25B Midstream Energy deal 
 SemGroup (SEMG) acquired by Energy Transfer (ET) for $5B in a Midstream Energy deal 
 Detour Gold acquired by Kirkland (KL) for $4.9B in a Gold Mining deal 
 RPC Group was acquired by Berry Global (BERY) in a $4.37B Packaging deal 
 Anixter (AXE) is in discussions for a $3.8B deal with multiple bidders engaged 
 Carrizo Oil & Gas (CRZO) acquired by Callon Petro (CPE) in a $3.2B Oil deal 
 Devon Energy (DVN) Canada acquired by Canadian Natural (CNQ) for $2.8B 
 Dulux-Group acquired by Nippon Paints for $2.7B 
 Jagged Peak (JAG) acquired by Parsley (PE) in $2.27B Oil & Gas deal 
 Covery Park acquired by Comstock (CRK) in $2.2B Oil deal 
 Huntsman (HUN) Intermediates and Surfactants Business acquired by Indorama Ventures for $2.1B 
 Keane Group (FRAC) acquired by CJ Energy (CJ) in $1.8B deal 
 Continental Building (CBPX) was acquired by Compagnie de Saint Gobain for $1.4B 
 AK Steel (AKS) to be acquired by Cliff Natural (CLF) in $1.1B deal 
 Shell Refinery acquired by PBF (PBF) for $1B 
 Global Brass & Copper (BRSS) acquired by Wieland-Werke AG for $966M 
 Innophos (IPHS), a specialty ingredients company, was acquired by One-Rock Capital for $932M  
 Eagle Materials (EXP) acquired Kosmos Cement for $665M 
 Omnova (OMN) was acquired by Synthomer PLC for $474M at a 58% premium 

Industrial/Utility: 

 WABCO (WBC) acquired by ZF Friedrichshafen for $7B at a 13% premium 
 Pattern Energy (PEGI), a renewable energy company, was acquired by Canadian Pension Board for $6.1B 
 Cobham attempted to be acquired by Advent in a $5B Defense/Aerospace deal 
 Panalpina acquired by DSV A/S in a $4.6B Logistics deal 
 El Paso Electric (EE) acquired by Infrastructure Fund for $4.3B in a Utility deal 
 LORD Corp. acquired by Parker Hannifin (PH) in $3.675B Coatings deal 
 Inmarsat Satellite went private in a $3.4B deal 
 Amerigas (APU) acquired by UGI (UGI) in a $3.25B Utility deal 
 Ingersoll Rand (IR) Industrial acquired by Gardner Denver (GDI) in a $2.9B deal 
 Advanced Disposal (ADSW) acquired by Waste Mgmt. (WM) in $2.9B Waste deal 
  



 Aircastle (AYR) was acquired by Japan’s Marubeni Corp. in a $2.4B deal for the aircraft lessor at a 13% 
premium 

 William Lyon (WLH) acquired by Taylor Morrison (TMHC) in $2.4B Homebuilder deal 
 Aecom (ACM) Management Services unit acquired by American Securities LLC for $2.4B 
 Daewoo Shipping acquired by Hyundai Heavy in $1.98B deal 
 Colfax (CFX) Air & Gas unit acquired by KPS Capital in $1.8B deal 
 Exotic Metals acquired by Parker Hannifin (PH) in $1.73B deal 
 Leidos (LDOS) to acquire Dynetics for $1.65B 
 Circor (CIR) fended off a $1.7B takeover attempt from Crane (CR) 
 Clariant (CLZNY) to be acquired by PolyOne (POL) for $1.45B in Color & Additives deal 
 Eaton’s (ETN) Cooper Lighting unit acquired by Signify for $1.4B 
 Precision Flow Systems acquired by Ingersoll Rand (IR) for $1.45B 
 Milacron (MCRN) acquired by Hillenbrand (HI) in $1.265B deal 
 AquaVenture (WAAS) acquired by Culligan in $1.1B Water deal 
 Infiltrator Water Tech acquired by Advanced Drainage (WMS) in $1.08B deal 
 Tower International (TOWR), an auto parts company, was acquired by Aitokiniton Global for $630M at a 70% 

premium 

Financial: 

 Independent Bank (IBTX) merged with Texas Capital (TCBI) in a $5.5B deal 
 Alliance Data (ADS) Epsilon unit acquired by Publicis in a $4.5B deal 
 Honey Science acquired by PayPal (PYPL) in a $4B deal 
 Industrial Property Trust acquired by ProLogis (PLD) in a $3.99B deal 
 Oaktree (OAK) stake acquired by Brookfield (BAM) in a $3.75B deal 
 Nets Corp. acquired by MasterCard (MA) in $3.2B Payments deal 
 Spirit MTA (SMTA) acquired by Hospitality Trust (HPT) in $2.7B REIT deal 
 Chesapeake Lodging (CHSP) acquired by Park Hotel (PH) in $2.7B REIT deal 
 Assurance IQ acquired by Prudential (PRU) in $2.35B deal 
 Legacy Texas (LTXB) acquired by Prosperity (PB) in $2.1B Regional Bank deal 
 HFF (HF) acquired by Jones LaSalle (JLL) in a $2B deal 
 Genworth Canada (GNW) acquired by Brookfield Business (BBU) for $1.85B 
 Carlyle (CG) acquired AIG (AIG) Fortitude RE unit and T&D Holdings for $1.8B 
 Ladenburg (LTS) acquired by Advisor Group in $1.3B deal 
 eFront acquired by Blackrock (BLK) in $1.3B deal 
 Cloverleaf Storage acquired by Americold (COLD) in $1.24B REIT deal 
 TRANZACT acquired by Willis Towers (WLTW) in $1.2B deal 
 Carolina Financial (CARO) acquired by United (UBSI) in $1.1B Regional Bank deal 
 Navigant Consulting (NCI) acquired by Veritas Capital in $1.1B deal 
 Mutual of Omaha acquired by CIT Group (CIT) in $1B Regional Bank deal 

 

 

 

 

 

 

 

 

 



Some additional smaller deals included: 

Acquired Co. Industry Acquirer 
Deal 
Size 

NRC Group (NRCG) Waste Management US Ecology (ECOL) $966M 
NorthStar Europe (NRE) Financial AXA Investments $953M 
Rodin Therapeutics Biotech Alkermes (ALKS) $950M 
Quantenna (QTNA) Semi Equipment On Semi (ON) $936M 
Souriau-Sunbank Connection Tech Industrial Eaton (ETN) $920M 
ADF/IDF Consumer - Pet Food Symrise $900M 
Solium Capital Financial - Brokers Morgan Stanley (MS) $900M 
Monotype Imaging (TYPE) Tech HGGC $825M 
KEYW Holding (KEYW) Tech - Electronics Jacobs (JEC) $815M 
Carbonite (CARB) Software Open Text (OTEX) $810M 
Livermore Software Software ANSYS (ANSS) $775M 
Tilos Therapeutics Biotech Merck (MRK) $773M 
Oslo Stock Exchange Financial Services NASDAQ (NDAQ) $770M 
United Financial (UBNK) Regional Banks People United (PBCT) $759M 
Speedpay (WU) Financial ACI Worldwide (ACIW) $750M 
Ranir Global Healthcare Perrigo (PRGO) $750M 
Trilogy Education Software 2U (TWOU) $750M 
Orit Financial (ORIT) Regional Banks Valley National (VLY) $740M 
Kaman (KAMN) Distribution Industrial Distribution Littlejohn $700M 
Big River Steel - 49.9% Stake Steel US Steel (X) $700M 
Barnes and Noble (BKS) Retail Elliott Mgmt. $683M 
Control-4 (CTRL) Tech- Electronics SnapAV $680M 
New Guards Group Tech Far-Fetch (FTCH) $675M 
NGINX Tech F-5 (FFIV) $670M 
DBRS Financial Services Morningstar (MORN) $669M 
Luxtera Tech - Optics Cisco (CSCO) $660M 
Osiris (OSIR) Healthcare - Diagnostics Smith & Nephew (SNN) $660.5M 
Del Frisco (DFRG) Restaurants L Cattertonin $650M 
Avero Semi Semi Equipment Marvell (MRVL) $650M 
Clean Earth form CODI Environmental Harsco (HSC) $625M 
Webroot Tech - Software Carbonite (CARB) $618.5M 
Harsco (HSC) Air Exchanger Business Oil Services Chart Industries (GTLS) $592M 
PCM (PCMI) Tech Insight Enterprise (NSIT) $581M 
Buildium Software Real-Page (RP) $580M 
SecureLink Software - Cybersecurity Orange (ORAN) $576M 
Intelex Tech Software Fortive (FTV) $570M 
Attunity (ATTU) Software Qlik Tech $560M 
Demisto Tech - Software Palo Alto (PANW) $560M 
Cariflex (KRA) Materials Daelim Industrial $530M 
Fidelity Communications Media - Cable Cable One (CABO) $526M 
Automatd Packaging  Packaging Sealed Air (SEE) $510M 
Kebder Performance Group Software Q2 (QTWO) $510M 
PIEtech Financial Envestnet (ENV) $500M 
Sandler O'Neill Financial Piper Jaffray (PJC) $485M 
Onshape SaaS PTC (PTC) $470M 
Hormel (HRL) CytoSport Business Consumer Goods Pepsi (PEP) $465M 
Acando AB Tech  - IT CGI (GIB) $459M 



Vertifelx Med-Tech Boston Scientific $456M 
Aquantia (AQ) Tech - Semi Marvell (MRVL) $452M 
STR Real Estate CoStar (CSGP) $450M 
Scout RFP Software Workday (WDAY) $450M 
6 River Systems Tech Shopify (SHOP) $450M 
Twistlock Tech - Software Palo Alto (PANW) $450M 
Citoxlab Healthcare - Services Charles River (CRL) $448M 
VaaS International Communications Motorola Solutions (MSI) $445M 
Crossix Software Veeva (VEEV) $430M 
Lite-On Semi Semi Diodes (DIOD) $428M 
Discovery Benefits Payments Wex (WEX) $425M 
Amber Road (AMBR) Software E2open $425M 
Elite Compression Industrial Archrock (AROC) $410M 
Foundry Industrial Roper (ROP) $410M 
Twistlock Software Palo Alto (PANW) $410M 
Wave Financial Services HR Block (HRB) $405M 

Mist Systems 
Tech - Networking 
Software Juniper (JNPR) $405M 

Plateau Excavation Industrial Sterling (STRL) $400M 
Avedro (AVDR) Med-Tech Glaukos (GKOS) $400M 
Artesyn Embedded Power Semi Equipment Advanced Energy (AEIS) $400M 
Endeavor Robotics Industrial Flir (FLIR) $385M 
Mobius Imaging and GYS Tech Med-Tech Stryker (SYK) $370M 
EMC Insurance (EMCI) Insurance Emplyers Mutal $356M 
Icynene Lapolla Chemicals Huntsman (HUN) $350M 
Samanage Tech - IT SolarWinds (SWI) $350M 
LeanTeq Industrial Enpro (NPO) $345M 
Newmar Recreational Vehicles Winnebago (WGO) $344M 
CURT Group Auto Parts LCI Industries (LCII) $340M 
Therachon Biotech Pfizer (PFE) $340M 
Pluto TV Media Viacom (VIAB) $340M 
Telford Home Real Estate CB Richard Ellis (CBRE) $337M 
Ruralco Commodity - Ag Nutrien (NTR) $336M 
Simplifile Financial Services Intercontinental (ICE) $335M 
Bal Seal Engineering Industrial Kaman (KAMN) $330M 
Seal for Life (BERY) Packaging Arsenal Capital $330M 
Xevo Automotive Lear (LEA) $320M 
Craft Brew (BREW) Beverage Anheuser Busch (BUD) $320M 
Voortman Consumer Goods Hostess (TWNK) $320M 
Condor Hospitality REITS NexPoint Hospitality $318M 
Cavion Biotech Jazz Pharma (JAZZ) $312.5M 
Gabo Systemtechnik GmbH Auto Parts Aptiva (ATPV) $310M 
ProSeal Industrial John Bean (JBT) $300M 
Dogfish Head Beverage Boston Beer (SAM) $300M 
Immune Design (IMDZ) Biotech Merck (MRK) $300M 
Six Senses Hotels Consumer - Travel IHG (IHG) $300M 
RPM Tech Financial Services Broadridge (BR) $300M 
Salesforce.Org Software Salesforce.com $300M 
Diplomat Pharma (DPLO) Pharma United Health (UNH) $300M 
Cherry Industries Equipment Arcosa (ACA) $298M 



PowerVision Med-Tech Novartis (NVS) $285M 
Cancer Treatment Services Healthcare Varian (VAR) $283M 
Reverb Holdings Consumer Etsy (ETSY) $275M 
AppRiver Software Zix (ZIXI) $275M 
AeoHive (HIVE) Tech Extreme Networks (EXTR) $272M 
Peak Resorts (SKIS) Consumer Vail (MTN) $264M 
Smartrac Transponders Packaging Avery Dennison (AVY) $250M 
Visual Compliance Software Descartes (DSGX) $250M 
Verodin Tech - Software FireEye (FEYE) $250M 
Aratana (PETX) Biotech Elanco (ELAN) $245M 
Heritage Bancorp Banks - Regional Glacier (GBCI) $241M 
Hello Sign Software Dropbox (DBX) $230M 
ObserveIT Cyber Security - Software ProofPoint (PFPT) $225M 
Ipswitch Software Progress (PRGS) $225M 
TrendKite Software Cision (CISN) $225M 
Hedvig Tech Commvault (CVLT) $225M 
Zoosk Tech - Internet Spark Networks (LOV) $225M 
Maxwell (MXWL) Tech - Electronics Tesla (TSLA) $221M 
Actuant (ATU) Segment (Components & 
Systems) Industrial One Rock Capital $214.5M 
Vitamin Shoppe (VSI) Retail Liberty Tax  $208M 
C Technologies Healthcare Repligen (RGEN) $200M 
Aeryon Labs Industrial Flir (FLIR) $200M 
Cheetah Medical Med-Tech Baxter (BAC) $190M 
Papa Murphy's (FRSH) Restaurants MTY Food Group $190M 
Endocare and Alicon Med-Tech Varian (VAR) $185M 
First Global Business Services Blucora (BCOR) $180M 
Gyros Protein Tech Healthcare Mesa Labs (MLAB) $180M 
Voalte Healthcare Hill-Rom (HRC) $180M 
AxleTech Auto Parts Meritor (MTOR) $175M 
GitPrime Software Plural Sight (PS) $170M 
Nuevolution Biotech Amgen (AMGN) $167M 
AgileCraft Software Atlassian (TEAM) $166M 
AutoGuide Robots Semi Teradyne (TER) $165M 
Dataxu Software Roku (ROKU) $150M 
Eldon Industrial nVent (NVT) $130M 
Pacific Design Industrial Ametek (AME) $125M 
Wave-Cell Tech 8X8 (EGHT) $125M 
Corenso Packaging Sonoco (SON) $110M 

 

 

 

 

 

 



Sector/Industry Breakdowns 
***My goal here is to provide a clear and concise view of key valuation metrics, management efficiency ratios, and YTD 
performance to show what worked in 2019.  I then briefly touch on some of the top plays in each group. This is a brief 
analysis that can serve as a guide throughout the year as we see sector trends develop by closely monitoring earnings 
reports.  It is important to remember that these are current snapshots and projections, and one must due his/her due 

diligence throughout the year following the earnings reports and management commentary, as the trends in these 
metrics are more important than the metrics themselves.  I strongly encourage you to read the most recent earnings 

transcript and transcripts from investment conferences to better understand these companies.  Active sector rotation has 
become more vital than ever in managing portfolios throughout the year, so this section can serve as a guide as to the 
best of breed type names to target. This year I am adding key recent management commentary from leaders across 

industries as these executives have the most knowledge on their respective industries and can give us great insight into 
market trends. My broader goal here is to make you an informed investor across every sector and industry maximizing 

investment opportunities and to highlight the top 10-20% of strong businesses. Some graphics below show relative 
valuations across the main sectors and a comparison of historical averages while also looking at preferred exposure for 

the Late Cycle as the cycle begins to slow.*** 

 



 

 



 

 



 

 

 

Late Cycle Sector Performance 



  

Basic Materials: The materials group has always been one of my least favorite areas to invest/trade due to the cyclical 
nature and number of external factors that are less easy to predict. The stocks tend to move in correlation with 
commodity prices, whether it be a mining company with metal prices, an energy company with oil/gas prices, or a 
materials company impacted by costs of commodities impacting its margins and bottom-line. It is a group that is very 
sensitive to inflation, currency movements, and global macroeconomic data. Heading into 2020 China will once again be 
the focus for the group as one of the faster growing economies that is a demand leader and the commodity cycle the past 
few years has seemed to work out of many over-supply issues. A low interest rate environment is ideal for companies to 
finance exploration projects and other capital intensive investments. Basic Materials fall into the cyclical category and The 
Fed and the European Central Bank (ECB) are cutting interest rates at the same time. That has happened only about 10% 
of the time since the ECB’s inception in 1998, and when it has, the U.S. market has surged in the subsequent 12 months. 
Cyclical stocks have fared especially well under these conditions, outperforming the market 71% of the time, while 
defensive stocks have led the market just 18% of the time. 

On the demand side in the US, investments in infrastructure often drive sentiment and is likely a major topic heading into 
the 2020 Election, while politics can also play a major role this year with the Democrats looking to reduce dependence on 
fossil fuels. Demand is strongly correlated with the strength of the global manufacturing economy, an area that saw some 
real weakness in the second half of 2019 as many leading economies saw manufacturing activity slow to multi-year lows. 
Material stocks do tend to consistently outperform in late cycle of the economy which may bode well with the US 
considered late cycle currently. In terms of performance in 2019 the Materials (XLB) which is heavily weighted to 
chemicals is +20% YTD, Oil and Gas (XOP) is -20% YTD, and Metals (XME) are +4%. Solar (TAN) is leading 
performance in 2019 at +48.5%. 
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Chemicals 

Commodity Chemical Components: LYB, CE, WLK, ALB, SQM, NEU, BAK, GRA, NGVT, MEOH, CC, CBT, OLN, POL, IOSP, 
PQG, MTX, KRO, GCP, TROX, OEC, VHI, ASIX, GPRE, FF, VNTR, RYAM, TREC, ADES, LTHM 

Specialty Chemical Components: APD, LIN, SHW, PPG, RPM, AXTA, ASH, BCPC, ESI, AIN, SXT, WDFC, KWR, FUL, SCL, 
CSWI, CCF, FOE, KOP, KRA, UFI 

Diversified Chemical Components: DD, DOW, EMN, HUN, HWKN 

Ag and Crop Chemical Components: NTR, CTVA, CF, FMC, MOS, ICL, UNVR, AVD, AMRS, UAN, IPI, ODC, SMG 

The chemicals industry converts raw materials derived principally from oil and natural gas, minerals, and air as well as 
plant based raw materials into more valuable products for use in industrial and consumer markets. The sector consists of 
a vast array of products, including fertilizers, paints and coatings, plastics, industrial gases, petrochemicals and vitamins. 
The range of products is so vast that it would not be exaggerating to say that the products are involved at some stage in 
virtually everything we do and consume on a daily basis. 

The chemicals is typically broken into five sub-sectors of commodity chemicals, agrochemicals, industrial gases, specialty 
chemicals and Life Sciences chemicals. The products made by these companies fall into three main categories. Basic 
Chemicals have commodity-like characteristics and are sold in large volumes. These include petrochemicals, such as 
polymers used to make plastics and other man-made fibers. The category also includes such derivatives as carbon black 
and synthetic rubbers. Specialty Chemicals are more performance critical, value-added products, usually made to 
customer specifications. These include industrial gases, coatings, and chemicals used in electronics manufacturing. 
Finally, the Life Sciences segment encompasses animal health, crop protection, biotechnology, and pharmaceutical-
related products. 



 

The chemicals sector is one of the most heterogeneous sectors in which to invest. Companies differ tremendously in their 
product offering, primary feedstock, customer structure and underlying technology. The vast range of end markets mean 
companies’ fortunes are driven by many different factors, with one of the key influences of its fortunes being GDP. The 
chemical sector is very cyclical in nature with profitability impacted by the imbalances between capacity and demand, 
which can be volatile.  Production costs are mostly driven by the price of energy and feedstocks, so there is a tight 
relationship with energy prices, and cost advantages in this industry often separate the leaders from the laggards. Oil and 
natural gas prices are less of an issue for those supplying industrial gases, where the primary concern relates to the 
utilization of production capacity. The Chemical Activity Barometer is closely correlated to the Industrial Production Index.  
The chemical industry has consistently led the US economy business cycle given its early position in the supply-chain. 
Though this industry is mature, member companies, some more than others, are subject to swings in the macroeconomic 
cycle. Indeed, for many, sales and earnings performance will track the fortunes of the housing, heavy construction, and 
industrial sectors. Investors might want to monitor industrial output, railcar loadings, housing starts, and other economic 
indicators to gauge the demand for specialty chemicals. Investors should also consider the supply/demand balance in this 
industry. Not surprising, excess inventory may be an indicator of a slowdown and coming price pressure and earnings 
weakness. 

The chemical industry upgrades energy and raw materials into products required by other industrial sectors as well as by 
final consumers. Therefore, input costs are a key determinant of a given operation’s competitiveness on the world 
market. Feedstock accounted for almost 60% of total input costs and fuel and power for the remaining 40%. Cost 
structures however differ significantly within the chemicals industry, as certain sub sectors like petrochemicals or 
industrial gas manufactures are much more sensitive to energy costs but have lower payroll and marketing costs. The 
opposite is true for specialty chemical companies, where service levels take a higher percentage of overall costs. The 
contract prices of the five main raw materials used by the sector have closely tracked the spot price of Brent crude. 
Pricing power differs significantly across the sector due to wide variations in end-market characteristics, product lines and 
market positions. 

The American Chemistry Council is a solid source of insight into the industry and in its mid-year outlook noted: “With 
slowing growth prospects across much of the globe and rising trade tensions, chemical exports are not performing as well 
as expected a year ago. Manufacturing also appears to be slowing. On the plus side, chemical inventories are in a more 
balanced position, housing is expected to ease slightly before continuing its slow recovery, and the automotive sector will 
stay at relatively elevated levels. Both are important end-use markets for chemistry. The chemical industry will be source 
of strength, with growth of 2.5 percent in 2019 and 3.0 percent in 2020. In fact, chemical industry growth will exceed 
that of the U.S. economy through 2024. To date, 334 chemical and plastics projects cumulatively valued at $204 billion 
have been announced, with 53 percent of the investment completed or underway and 40 percent in the planning phase. 
America’s plentiful and affordable supplies of natural gas and NGLs – a key feedstock for chemical makers in the U.S. – 
are driving the new investment. Further gains in capital spending are anticipated, increasing by 5.4 percent this year and 
4.9 percent in 2020. Capital spending will reach $43 billion by 2024. The U.S. chemical industry will post a $37 billion 
trade surplus in chemicals this year as exports rise 5.9 percent to $149 billion and imports rise 2.4 percent to $112 billion. 
Two-way trade between the United States and its foreign partners will reach $260 billion in 2019, a 4.4 percent expansion 
over last year, though trade growth has slowed considerably.” 

Chemical Activity Barometer Chart 



 

In terms of valuation, the specialty chemical names have historically traded at a premium to the basic chemical stocks.  
P/E, EV/Revenues and EV/EBITDA can all be used as valuation metrics, while EBITDA margins & ROIC tends to determine 
whether a name should trade at a premium or discount to peers.  Historically, transactions in the space have taken place 
at 1.35X Sales, and 10X EBITDA. 

 



 

Management Commentary:  

Linde (LIN) CEO on Q3 Earnings Call Addressing End-Markets and China: 

“Strength in food and beverage and health care is offsetting weakness in metals and manufacturing in the US. In China, 
IP and GDP have been trending down over time. Automotive has not returned anywhere near its levels. The steel PMI 
index has been in the mid-40s. The only thing keeping that going is infrastructure spend. Chemicals are probably one -- is 
probably one of the more stable parts of the market, that's got in the low 50s from a PMI standpoint. And we do look 
forward to a wave of relocations that we think will be coming as a result of environmental issues and cleanup, driven by 
Beijing. Electronics is probably a bright spot because the Chinese government is focusing so heavily on that.” 

Air Products (APD) CEO at MSCO Conference 11/13/2019 Discussing IMO 2020: 

“IMO 2020 is a phenomenal opportunity that I don't think is fully appreciated in terms of our business because every 
single refinery in the world has an issue with what do you do with the vacuum business, what do you do with the bottom 
of the barrel. I mean, what do you do with the joint, 6.5% content. The traditional way up to now has been you either 
coke it, make pet coke and you sell pet coke to India, China and they burn it. Or you take the bottom of the barrel, mix it 
with fuel, call it bunker fuel and you give it to ships to bear. Both of those are coming to an end. India has banned the 
use of pet coke, and China is turning the ships away, saying this is not a product, this is waste. So what are the refineries 
going to do and the bottom of the barrel going to the ships is being stopped. So every single refinery in the next few 
years, has to find a solution. And the only solution is either gasification of pet coke or gasification of the liquid. If you're 
talking about gasification of pet coke, the only viable technology which works is GE. And if you're talking about the 
gasification of the bottom of the barrel, it's Shell. Those are the real good technologies. We, obviously, own both of 
those. And therefore, we are going to participate in this. And therefore, there will be many, many projects coming 
forward, where people have to gasify pet coke or gasify the liquid. And when you look at Jazan, Jazan is the ultimate IMO 
2020 because they were building the refinery, it's going to come on stream next year, and they knew that they cannot 
coke it and they knew that they cannot sell it to ships. So they have to gasify it, and this is going to be -- so the 
opportunity in terms of what we have set ourselves up to is going to be huge.” 

DuPont (DD) CEO on Q3 Earnings Call Addresses End-Markets: 

“Our volumes continued to be impacted by the slowdown in both the automotive and semiconductor end markets that is 
also affecting many of our peers. However, there are still many exciting areas within our portfolio, such as water and 
pharma that continue to post strong results. We believe destocking in conductors is now behind us, and we're starting to 
see indications of stabilization in automotive channel inventories. I am confident our businesses will ultimately 
outperform, driven by their strong position and broad technology portfolios to address key trends, such as hybrid and 
electric vehicles and the transition to 5G and enabling the Internet of Things.” 

Dow (DOW) CEO on Q3 Earnings Calls on 2020: 

“I think we've positioned ourselves well for an upturn in the industrial economy. The consumer side of the business is 
doing great and the high-return projects that we've got for growth are really playing into that. So we don't have a 



demand problem right now. There's a little bit of supply/demand imbalance that we're working through on those 
commodities, and that's driven primarily by a slower industrial economy. We see strong growth in Asia. So we're up 
double digits out there. We see good growth around the world. And with a little rebound in the industrial economy, you're 
going to see a demand pull on the chain that we haven't seen for 4 consecutive quarters. When that happens, I think 
you're going to see margin expansion and things are going to start to move up. Oil goes up a little bit -- and you see the 
industrial economy come back, that typically pulls oil price up. That would help, too.” 

FMC Corp (FMC) CEO at Stephens Conference on Crop Portfolio: 

“We are not dependent upon soybean and corn. In fact, the majority of our product go towards specialty crops. We are 
also very strong in places like cotton and sugarcane in Latin America. So all in all, we have a very balanced portfolio.” 

Nutrien (NTR) CEO at MSCO Conference 11/13/2019 on Nitrogen : 

“I think, of course, there will be fluctuations in the market, but we still do not see much of a greenfield case for nitrogen. 
And therefore, there's not a lot of new capacity being added in the market which is large, is still growing at about -- we 
believe it's still going to grow at about 1.5% a year. So that will absorb and tighten demand. There will be some 
brownfields. And we are considering brownfields ourselves, which we think still makes sense. Part of that is ag, part of 
that is industrial. But I think that is -- it's going to be the demand side that will call for that. There's not a lot of new 
capacity coming in. Demand still grows at a kind of a steady rate of 1.5%. That is what we think is going to be a bit more 
tight as we go into the future.” 

CF Industries (CF) CEO at MSCO Conference on Cost Curve and UAN Market: 

“Well, there are several factors that drive some of this. We have seen an energy correction globally with coal prices 
dropping, LNG prices being extremely attractive compared to a year ago. LNG was $7 to $11 in Europe. Today, it's $3.50 
to $4. And so you've seen a compression of that cost which allows higher cost producers to participate in the market. 
That's one. However, positively, we don't see high levels of inventory anywhere in the world today and still healthy 
demand from India and Brazil. So we see a good demand profile going forward, supply being moderate. So the global 
UAN market is about 21 million, 22 million tons. Of that, we produce about 7 million. So we're 1/3 of the UAN market.” 

PPG Industries (PPG) CEO on Business Trends: 

“In our Performance Coatings reporting segment, aerospace coatings continued to deliver very strong volume growth, 
outpacing industry performance in most major regions. In automotive refinish, sales were higher as strong selling price 
gains and acquisition sales from SEM outpaced lower sales volumes, reflecting lower demand in most regions as many of 
our customers focused on inventory management. In our Industrial Coatings reporting segment, sales volumes continue 
to be adversely impacted by weak industrial demand in most major regions of the world. Global automotive OEM industry 
builds declined, including the impact of unexpected or unintended and extended customer shutdowns in multiple regions 
during the quarter. Weak global industrial production activity impacted most of our general Industrial Coatings business 
sub segments, including wood, general finishes and transportation end markets. Also, our packaging coatings sales 
volumes decreased modestly as solid beverage can demand was offset by weakness in other packaging end-market 
segments.” 

Koppers (KOP) CEO on Q3 Earnings Call (a top performer in 2019) on Home Remodeling and Railroad Markets” 

“According to the Leading Indicator of Remodeling Activity, or LIRA, the annual national growth rate for home 
improvement and repair has been revised lower and now projected to decline 0.3% through the third quarter of 2020. 
Also, LIRA cites indications that the remodeling market may be reaching a turning point given the continued weakness in 
existing and new home sales. Spending on home improvements and repairs in 2020 is expected to be approximately $325 
billion, or essentially flat. However, the current low interest rate environment may counter some of these challenges. As 
we've mentioned before, we're seeing Class I railroads continue with instituting various forms of precision railroading, 
which involves evaluating their networks, capital spending and maintenance costs. While that philosophy will continue to 
put pressure on procurement in those organizations, ultimately we believe that Koppers, with our best-in-class products 
and services, remains well positioned to maintain or even gain share with Class I and commercial customers.” 

EV/ EBITDA vs. EBITDA Margins 



 

FY2 P/ E vs. ROIC 

 

EV/ EBITDA vs FCF Margin 



 

Top Picks 

Air Products (APD) remains a lead favorite in this group and once again featured on the Top 25 for 2020. PPG (PPG) 
stands out as a quality company in the Coatings space while Sherwin Williams (SHW) is the best of breed but also 
commands a high valuation at 20X EV/EBITDA. DuPont (DD) has one of the best growth and margin profile 
combinations in the diversified group while also undergoing massive portfolio changes with the recent news it is merging 
the Nutrition unit with International Flavors (IFF). Celanese (CE) screens as the most attractive large cap that is 
fairly valued with above-average growth and margins and a high ROIC. Westlake (WLK) screens as an attractive value 
at 7.5X EV/EBITDA with a strong balance sheet & cash flows and expecting double digit EBITDA growth while it does 
carry a weaker margin profile that needs to show improvement. CF Industries (CF) screens best in the Ag space with 
attractive valuation and strong cash flows with industry-leading margins. FMC Corp (FMC) is another high quality name 
in that space but trades rich at 13X EV/EBITDA. WR Grace (GRA) screens strong in the premium valuation small/mid 
cap names at 11X EV/EBITDA with strong margins and ROIC while also being considered a top M&A candidate. Livent 
(LTHM) was a surprise small cap that screens well for 2020 after falling 45% in 2019 and is now trading less than 10X 
EV/EBITDA with a strong growth and margin profile. 

Metals & Mining 

Industrial Metal Components:  

Diversified: RIO, BHP, VEDL 

Steel: NUE, MT, PKX, TS, RS, STLD, GGB, TX, SID, CMC, X, WOR, SIM, AKS, MTL, SCHN, RYI, ZEUS 

Aluminum & Coal: AA, TECK, ACH, CSTM, KALU, ARLP, ARCH, HCC, BTU, CENX, CEIX, NRP 

Iron Ore, Copper & Uranium: VALE, CCJ, CLF, NXE, CINR, SCCO, FCX, NEXA 

Specialty Products: ARNC, EAF, TKR, KMT, ATI, CRS, PRLB, CMP, MLI, ROCK, HSC, MTRN, AZZ, BOOM, HAYN, IIIN, 
NNBR, NWPX, GHM, SYNL 

Precious Metal Components: NEM, GOLD, FNV, AEM, WPM, KL, AU, RGLD, KGC, SBGL, GFI, BVN, PAAS, BTG, AUY, NG, 
AG, AGI, SSRM, HMY, PVG, IAG, CDE, OR, EGO, HL, SAND, HBM, MAG, SVM, SA, SILV, NGD, FSM, MUX, GSS, GORO, EXK 

The metals group can be broken up into two basic groups, Industrial metals like Coal, Steel, Aluminum, Copper & Iron 
Ore, and the Precious Metals like Platinum, Silver, and Gold. In 2019 there were a number of large winners and losers 
across the group with some of the more recognizable names like Alcoa (AA), Peabody (BTU), US Steel (X), Arcelor Mittal 
(MT) and Teck Resources (TECK) down more than 20% while some specialty plays had very strong years and global 
leaders Rio Tinto (RIO) and BHP Billiton (BHP although trailing the overall market are up 8-10%. It was an extremely 
strong year for precious metals as Gold and Silver prices rallied and there were also some major mergers in the gold-
mining space with Barrick Gold acquiring Randgold and Newmont acquiring Goldcorp.  



 

 

Stock selection within this group can be tricky, though there generally is little dispersion among the names as metal 
stocks tend to trade day to day with the movement in the underlying commodity as supply/demand dynamics shift.  It is 
a very industrial driven group with close ties to end-markets such as Auto, Aerospace, Construction, and Energy.  
Aluminum is primarily used in Transports/Packaging, Copper in Construction/Electrical, Iron/Steel in Auto, Construction 
and Oil/Gas, Nickel in Consumer/Industrial, and Zinc in Construction.   

This is a very cyclical group and important to determine where on the commodity price and/or economic cycle markets 
are currently.  The volatility in pricing results in volatile revenues, earnings and cash flows, which can make valuation 
techniques difficult.  The high fixed costs required also leads to debt-heavy balance sheets.  With these mining 
companies, metrics are often counter-intuitive, such as the PE Ratio, it is often best to buy when PE’s are historically high 
(indicating low earnings), and sell when PE’s are low (indicating peak/high earnings), due to the cyclical swings.  A good 
approach to valuing many of these companies is to look at 10 years of earnings/revenues, and value the company based 
on where it is in the current cycle to calculate where earnings/revenues will get at mid-cycle and late-cycle stages.  
Seasonality stats show February and October as strong months, while January, March, May, September, November and 
December are weaker.  The group continues to face headwinds from oversupply and slowing growth in China. BAML 
created the term Steelmageddon™ which describes an expected supply glut and resulting sharp price correction due to 
excess U.S. capacity additions planned from 2018 to 2022E. Aside from an expanding global economy, one of the mining 
sector's biggest growth drivers is renewable energy. The global steel market is in recession with certain regions such as 
Brazil and EU experiencing margin pressure similar to 2015/16. China and India are also now slowing and flat rolled data 



in the US over the past two quarters showing clear negative apparent demand growth. US long products have been 
supported by stable private construction and solid public infrastructure growth. 

 

China is very important to the group and Rio Tinto (RIO) recently discussed key indicators: 

 

EV/EBITDA is primarily used for large, stable and diversified miners such as BHP Billiton, Rio Tinto, Glencore and Vale. For 
these companies, mining project life is well defined and cash flows are relatively predictable. If one mine goes under, this 
will not have an outsized effect on EBITDA because there are several mines across several commodities being extracted 
concurrently. P/NAV is more popular for miners that focus on one or two commodities – it ascribes value given to each 
ounce of gold or whatever the relevant unit metric is for the metal. Where the P/NAV multiple trades at is dependent on 
how de-risked or unrisked the mining asset is (when the next stage is reached, the profits become less uncertain). With 
each stage of development, the P/NAV multiple will trade higher – from feasibility (preliminary economic assessment, pre-
feasibility & feasibility) to construction to production to project expansion. Most explorers, developers and junior 
producers will be evaluated on P/NAV. The P/NAV for explorers can be 0.3-0.5x, so that there is a healthy risk premium 
embedded. The highest P/NAVs are the royalty companies, perceived by the market to have low operational risk. 
Price/Cash Flow is the second most popular metric for most non-global, diversified miners. Usually Price/Cash Flow is 
looked at from a one year out and two year out basis. P/CF will also heavily consider the country risk for the miner, as 
assets in developed nations are more likely to see work stoppages due to labor shortages, strikes and other unforeseen 



production delays. Other valuation metrics include EV/P1 Reserve, EV/P2 Reserve, and EV/Resource. Other key metrics 
we will look at are the Quick Ratio for assessing financial health, Operating Margins for profitability/cost management, 
FCF Yield, Asset Replacement Ratio and ROE for assessing management.  

Management Commentary: 

Nucor’s (NUE) CEO last quarter called for a bottom in steel prices “We expect earnings in the steel mills segment to 
further decrease in the fourth quarter of 2019 from the third quarter, as lower steel prices at the end of the third quarter, 
which we believe have bottomed, impact our fourth quarter results.” 

Rio Tinto (RIO) CEO on Geopolitical impacts to the industry and Technology driving increased performance: 

 “Geopolitics is important as it does influence the 2 key drivers of the mining business, trade and GDP growth. This is not 
new, but in the world of growing political fragmentation and nationalism, the impact of geopolitics is far, far greater. Just 
look at the impact of the U.S.-China trade wars on global GDP. Oxford Economics predict a figure of 2.5% GDP growth in 
2020. We are also seeing technology automation, data, AI drive improved performance. Technology can disrupt and offer 
new solution, which has been the case in many industries, but in some ways, mining is lagging behind others. And as an 
industry, we need to embrace a different digital operating environment.” 

Rio Tinto (RIO) CEO on global economies and commodity demand: 

“Economic activity has obviously weakened, and global GDP growth this year is expected to be 2.5% in market exchange 
rates and J-S talked about next year's growth about the same. In the meantime, Chinese growth has fallen to 6% and the 
slowing trend is expected to continue as that economy approaches high income status almost inevitably. So in recognition 
of all this bearish conditions, policymakers around the world have started to stimulate their economies and the consensus 
is that such efforts will lead to a stabilization of growth in 2020. We, nevertheless, remain alive to the risk of headwinds 
facing our sector. So looking beyond these near term uncertainties to the medium and long run, we expect global 
commodity demand will continue to be driven by the fundamental megatrend of income growth in emerging markets. 
India and ASEAN will become increasingly important actors in this story. They have large growing populations that are 
expected to move increasingly into towns and cities, and with commodity utilization rates. And in terms of copper, 
demand for primary metal is expected to grow by 1.5% to 2.5% per year, and that's going to be supported by EVs as 
well as the increased uptake for renewables in power generation. Renewables need more copper. So with growing 
demand and depletion at existing copper mines, the market will require 6 million to 9 million tons of additional mine 
supply by 2030.” 

Southern Copper (SCCO) CEO on Copper market conditions: 

“We believe the falling prices is now reflecting a slowdown of the world economy, strongly related to Brexit and the 
escalation of trade protectionism between the U.S., Europe and China. We believe a clear path of solution to this event is 
necessary for a recovery in copper prices. Considering the third quarter data, we're now adjusting our view of the refined 
copper demand growth to 0.9% for refined copper worldwide. On the supply side, at the beginning of 2019, the market 
had several production losses related to labor strikes, heavy rains in Chile and Peru and technical problems. As a 
reference, some analysts considers that today, the industry has over 481,000 tons of production losses. However, the 
recent slowdown in refined copper demand is changing the -- our market balance view.” 

Arcelor Mittal (MT) CEO on European steel demand outlook: 

“First of all, obviously, the demand environment throughout this year has been very weak, and we have seen sort of an 
ongoing deterioration, particularly in that automotive market. What we have seen, I think, in recent weeks is a 
stabilization. So no further deterioration, but rather a stabilization. I think, from our perspective, it's perhaps too early to 
talk about an inflection to the positive, but things have certainly stabilized.” 

Reliance Steel (RS) CEO on how it has adapted to continue to outperform the industry: 

“We've had a good model for a long period of time. Now we've tweaked the model over the years. In 2015, we took a 
real good hard look at our margins, and we realized that the industry that we are in is changing. And we're not a 
company that's going to sit back and go up and down with commodity prices and what have you, anywhere else. We 
can't affect the pricing of the metal. So what can we effect? We looked at the value-added end of the business. We said, 
well, if we can differentiate ourselves from other people who are in the metal space, perhaps, we can create a company 
that can do really good work in good times, really good work in not so good times. And that's what we've done. So since 
2015, we've spent, in excess, I believe, of $1 billion on value-added equipment, new technology, and it's paid off. The 
margin part is the value-added play. We deserve it, and we perform. And it's not just -- it's not simply providing metal. 



It's providing pieces and parts, and we've become a part of our customers' business. And once you do that, you can -- 
you get paid. So that's part of it. The other piece is the inventory part. We've always been really, really cognizant of the 
fact that there's a direct correlation between margins and having the right amount of inventory.” 

Alcoa (AA) CEO on Aluminum markets: 

“In our markets, we continue to project a global aluminum deficit for the year, but we're reducing our global aluminum 
demand estimate due to macroeconomic headwinds and trade tensions. Today's current market environment aside, our 
sustainability becomes a growing force. Aluminum has a long, bright future, and we'll review some of those trends. We 
achieved new production records in bauxite and alumina, and our Aluminum segment remained profitable, helped in part 
by lower alumina prices. Production costs fell across the portfolio and we continue to drive the benefit of lower raw 
material costs to our bottom line. This year's trade tensions, low trade volumes and the declining growth in 
manufacturing activity have lowered our expectations for this year's global aluminum demand. As such, we estimate that 
global primary aluminum consumption may be flat and possibly contract year-over-year in 2019. This is mostly driven by 
weak primary aluminum demand in the world ex-China where scrap use and Chinese imports have been rising, while 
reduced manufacturing activity has started to translate into lower product order volumes. Demand for aluminum products 
have doubled since 2000 and is expected to continue to grow at an approximately 3% rate annually over the next 10 
years. Aluminum has well-documented beneficial properties such as recyclability, low density, strength, formability and 
durability due to its being anticorrosive. Those properties have made aluminum ideal in automotive applications for 
vehicles that are lighter, more fuel-efficient and more environmentally friendly due to reduced greenhouse gas emissions 
to the complete life cycle. Importantly, aluminum's infinite recyclability reduces energy and resource consumption. It also 
enables safer and more energy-efficient buildings, airplanes and sustainable food and beverage packaging. And as 
consumers become more environmentally conscious, they're demanding sustainable product solutions, and as an industry, 
we're well-positioned to capitalize on this secular trend.” 

Newmont Mining (NEM) CEO on its portfolio: 

“We have the strongest and most sustainable portfolio in the industry. Our assets are located in the most balanced and 
favorable jurisdictions in the world with 14 operated mines and 2 non-operated joint ventures. With more than 90% of 
our reserves in the Americas and Australia, our global position provides an unmatched platform for near-mine brownfields 
and greenfield exploration. We had the deepest pipeline of world-class projects in the gold industry, giving us significant 
project sequencing flexibility. We will continue to apply a disciplined and rigorous approach to optimize these projects and 
advance them through our investment system. Consistent project delivery and disciplined operational execution remain 
the cornerstones of our business and are central to creating long-term shareholder value. Our robust project pipeline is a 
key differentiator in the gold industry and provides us with a solid pathway to steady production and cash flow generation 
for decades to come.” 

 



 

Top Picks 

BHP Billiton (BHP) is the preferred large cap diversified miner that also offers an outstanding dividend yield near 4.9%. 
Newmont (NEM) is the best operator in the gold-mining space while the same can be said for Wheaton (WPM) in 
Silver. Steel Dynamics (STLD) is the high quality name in Steel and attractively priced to peers t 6X EV/EBITDA while 
having leading margins and FCF yield. Alcoa (AA) looks attractive at 4.2X EV/EBITDA as one of the few pure-plays in 
Aluminum and has a strong balance sheet with plenty of optionality. Southern Copper (SCCO) screened as the best 
way to play Copper while Ternium (TX) is the preferred specialty Steel play trading 4.5X EV/EBITDA with a 5.34% 
dividend yield. Timken (TKR) is our favorite name in the specialty components business though will face tougher comps 
in 2020. GrafTech (EAF) also screened well in specialty as a maker of graphite and carbon based products trading 4.8X 
EV/EBITDA with a 2.92% dividend yield though reliant on a rebound in Steel consumption. Among the small cap names 
that screened well are B2GOLD (BTG), Harsco (HSC), Warrior Met Coal (HCC), Ciner Resouces (CINR) and 
Silvercorp (SVM).  

Oil & Gas Exploration (Upstream): 

Components: XOM, CVX, TOT, PTR, BP, PBR, SNP, CEO, COP, EQNR, E, SU, EOG, EC, OXY, CNQ, PXD, HES, IMO, CXO, 
FANG, SSL, CLR, CVE, NBL, MRO, APA, DVN, COG, ECA, PE, YPF, XEC, WPX, NFG, MUR, MGY, KOS, RIG, VET, EQT, CPG, 
TELL, MTDR, PDCE, JAG, ERF, VNOM, CNX, CRK, TALO, GPRK, CHK, SWN, MNRL, SM, CPE, OAS, RRC, NOG, NEXT, NBR, 
DO, BTE, ALTM, AR, WTI, CRZO, BRY, FLMN, LPI, DNR, WLL, GPOR, PVAC, GTE, BCEI, CRC, ESTE, PNRG, NE, HPR, 
ROAN, XOG, GNE, PHX, EPM, PBT, MR, REI, SD, GDP, SBOW, SJT, SDRL, SNDE, ICD, ROSE, CHAP, AXAS, UNT 

 



Similar to the Metals & Mining group, the Oil & Gas E&P names also operate in a cyclical nature and much of the trading 
is closely correlated with the underlying commodity, Oil or Gas, and the weekly data points on supply and demand.  
Seasonality shows that February and April are strong months for the E&P names, while September, November and 
December tend to be weak. 

The group can really be divided into two, the Oil producers and Gas producers.  While many names produce both, the 
percentage of production is generally skewed in one direction, and the notable Natural Gas dominant producers are AR, 
COG, CNX, SWN, EQT and RRC.  Another way to divide the group is with onshore and offshore, the latter mainly featuring 
ESV, DO NE, RDC, RIG, and HP.  Lastly, in the entire Energy complex, the companies are often separated into Upstream, 
Midstream, Downstream, Services, and Integrated Majors.  The industry is currently undergoing an efficiency drive that is 
driving up well productivity rates and lowering breakeven prices. 

 

 

In evaluation this group, EV/EBITDA and P/FCF are valuable, but better metrics that are not as easily found such as 
EV/Proved Reserves, EV/2P and EV/Daily Production can give better insight.  It is also always important to understand the 
cost leaders, names that can withstand down-cycles better with stronger balance sheets and a lower cost of breakeven.  
Similar to Financials, the balance sheet is often the most important with these stocks, as the reserves are the asset that 
will generate future revenues/earnings.  The debt/cash flow ratio can be a useful gauge of balance sheet health.  
Revenues are difficult to model with the wild price swings, and a sensitivity analysis can be performed for an expected 
range and probability of outcomes, but also have to take into account the company’s hedging efforts.  P/E and Revenue 
multiples lose a lot of value because Energy companies have large depreciation numbers, impairment charges, write-
downs, and unusual tax situations.  EBITDAX is also a modification often used, the X being exploration expenses.  
Acreage valuation is another method using transactions in the various regions as a guide to figure out $M/Acre.  Reserve 
replacement ratio is yet another metric for this industry. 



 

Monetization of assets remains a major theme in the industry with companies focusing on higher rate of return wells.  
When assessing this group there are so many industry-specific metrics to observe but overall I am looking for cost leaders 
(efficient drilling), strong balance sheets, production growth, and a higher Oil mix and trading at a reasonable valuation. 
Crude Oil has been mostly range-bound in the $50/$60 range in 2019 and there is not a lot of evidence that Oil will 
exceed $65 anytime soon considering the oversupply and slowing global growth weighing on demand as well as potential 
geopolitical impacts. With that outlook I continue to remain more defensive in the group looking for the healthiest balance 
sheets, comfortable dividend yields, quality assets, and flexible balance sheets while also preferring large caps. Recent 
management commentaries suggest it is better to focus on names with higher exposure to International markets. 

 

BAML recently summed up the Energy industry well: “The challenges facing the energy sector are now well understood by 
energy investors: a poor track record of capital discipline, unacceptable returns, extraordinary commodity volatility and an 
increasingly significant ESG overlay that is contributing to perceptions of whether energy is at risk of a permanent de-
rating going the way of other late cycle industry's such as tobacco and coal. A sector weight in the S&P500 that now 
stands below 4.5% underlines investor apathy and a simple question of why bother with all the apparent challenges for 
an out of favor sector. We believe the broader sector is transitioning to a new industrial model that generates free cash 
flow, moderates growth and returns surplus cash to investors, in many cases at oil prices where the broader industry 
can’t grow.” They provide a nice valuation table below with their ratings and price objectives. 



 

 

A few charts showing current market dynamics: 

 



 

 

Management Commentary: 

Conoco (COP) CEO on outperforming peers in a maturing sector: (Highly suggest reading its Analyst Day transcript from 
November if investing in the Oil & Gas space) 

“We addressed price uncertainty by having a low cash flow breakeven price and maintaining financial strength. We know 
these are differentiators in a commodity business. We're in a capital-intensive business. To thrive in that reality, our 
strategy framework includes having a world-class, diverse, low cost-to-supply portfolio. But that's not enough. Our 
strategy requires us to optimize our investments to lower our capital intensity. That's how we avoid getting trapped on 
that treadmill that has dogged our industry. Our production base is smaller due to asset sales of about $20 billion, but the 
high-graded portfolio is now generating stronger underlying performance. Our free cash flow yield was 0 in 2016. In 
2019, we are estimated to generate a free cash flow yield of 9%, which is strong for any company in any industry. We 
also significantly strengthened our balance sheet. Net debt in 2016 was $24 billion, and it's estimated to be roughly $6 
billion by the end of this year. That's as strong a balance sheet as you'll find in this business today. The punchline, at a 
reference price of $50 per barrel WTI real, we expect to generate $50 billion of free cash flow over the next 10 years 
while staying resilient to the downside and fully exposed to the cycles.” 

BP PLC (BP) CEO on the Macro: 

“Brent crude prices averaged $62 per barrel in the third quarter compared to $69 per barrel in the second quarter. 
Following the attack on the facilities in Saudi Arabia, prices temporarily spiked, although this was short-lived due to a 
faster-than-expected recovery in Saudi production. Prices were also tempered by rising trade tensions and increasing 
concerns over demand growth. Forward pricing is expected to continue to be influenced by a number of competing supply 
and demand factors, including future OPEC+ production strategy impacts many further unplanned outages, U.S. tight oil 



production performance and the extent of the global economic slowdown. Looking ahead, we expect natural gas markets 
to remain oversupplied through 2021. The combination of slower economic growth, slower Asian LNG demand growth 
and new LNG projects starting up is expected to result in some LNG export capacity being curtailed or underutilized.” 

Total SA (TOT) President on the World Energy Outlook: 

“Oil still has a sizable share of overall energy demand in 2040, around 25% in the 2°C Scenario of the IEA, even if oil may 
no longer grow when we reach 2040. Gas will continue to grow over the period in all scenarios because gas is abundant, 
affordable. It has multiple uses: power generation, heating, burning, feedstock, mobility. And natural gas is an essential 
complement to intermittent renewables. Power consumption will grow more than 50% in all scenarios and much more in 
certain scenarios. And at least 60% of incremental power demand is expected to come from renewables, be that solar, 
wind, hydro, biomass, geothermal and so on. Oil markets are fundamentally volatile, and it works both ways. OECD 
inventories of oil began to grow in the summer of '18, which is generally perceived as a sign of market deterioration. The 
10-year trend for oil demand continues to be very good, as you can also see on the graph in orange. Demand has grown 
from 88 to 99 barrels per day roughly over the last 10 years. But what about short term then? Short term, oil demand is, 
of course, sensitive to prices but also to overall economic growth. Right now, people question the health of the global 
economy due to weaker GDP outlook in certain countries and due, of course, also to the impact of the ongoing trade 
tensions. Since the OPEC+ discipline is working well, several countries like Iran, Venezuela and Libya are experiencing 
long-lasting production disruptions or production cuts. The growth of U.S. shale is expected to slow down, and the 
industry is globally under-investing in new oil capacity. Worldwide gas supply is abundant and has been boosted in 
particular by the output of the U.S., which has translated into growing U.S. LNG exports. And these exports have, in turn, 
increased the liquidity of worldwide gas markets, facilitating global gas trade. On the demand side, worldwide gas 
demand has been excellent over the last 3 years, and you can see that on the graph, almost 4% CAGR since 2015. 
Demand has been stimulated by lower prices and the switch from coal to gas supported by CO2 or air quality policies, 
notably in Europe, China and India. Coming on to LNG. What's the picture? It says so in the title. There is strong 
momentum. LNG markets have grown by 9%, almost double digit in the last 3 years, which is, of course, simply huge. On 
the other hand, there is a clear softness in prices right now because of the numerous project start-ups or ramp-ups, 
especially out of the U.S., Russia and Australia. In addition, storage levels are high in Europe, so there is a feeling that 
markets are oversupplied right now. And finally, our last chart, on petrochemicals, another key area for us illustrated here 
through the PE market. The market fundamentals for PE are very strong in terms of demand, with more than 3% growth 
per year expected between now and 2025, which effectively means no deceleration in demand versus historical trends. 
Demand in petrochemicals is sustained by population and GDP growth; rising living standards, for instance, in Asia; and 
also very importantly, by a structured shift towards lighter materials. That being said, the PE market will be impacted in 
the coming years by a host of new capacity additions, which are expected to create excess capacity, assuming that all 
these new units run at high operating rates, which, of course, is not entirely granted everywhere. But we do expect new 
capacity to come online in Asia. And of course, here in the U.S., there is the ongoing start-up of the first wave of Gulf 
Coast projects.” 

Pioneer Natural (PXD) CEO on Slowing Permian Basin, Hedging and Optimism for 2021-2025: 

“I think we still have to get through 2020, but I've been on public record talking about the Permian is going to slow down 
significantly over the next several years. I've lowered my targets and my annual targets. A lot of it has to do with free 
cash flow to start with, the free cash flow model that public independents are adopting, the issues that private equity 
firms are going through in regard to consolidation, reducing activity. The reduction of NGL prices significantly, we've 
deviated long term from about 70% to 50% of WTI. Now we're down to 30% of WTI, especially for propane and butane. 
All that is left revenue, the strained balance sheets a lot of the companies have, the parent-child relationships that 
companies are having, people drilling a lot of Tier 2 acreage, so I'm probably getting much more optimistic about '21 to 
'25 now in regard to oil price. I don't think OPEC has to worry that much more about U.S. shale growth long term. And all 
that is very beneficial. So we're probably going to be more careful in the years '21 to '25 because there's not much 
coming on after the 3 big countries that are bringing on discoveries over the next 12 months, Norway, Brazil and Guyana. 
Guyana will continue obviously, but I'm definitely becoming more optimistic that we're probably at the bottom end of the 
cycle regarding oil price. So we're still going to hedge in 2020 to protect what may happen with China trade agreement 
and other things that may happen, but we'll be very more -- we'll be more cautious as we go into the '21 to '25 time 
period.” 

EOG Resources (EOG) CEO on “disciplined growth”: 

“Disciplined growth. We're only investing in areas where we can continue to get better. We're delivering more production 
for the same capital we started out with this year. We're -- we didn't change our capital. We're still completing the same 



number of wells and delivering exceptional growth production from that. Our execution strategy has been really good. 
We've reduced our well costs, as I mentioned, and we're going to carry that into 2020. And then we generated strong 
free cash flow. We generated about $744 million through the first 3 quarters of this year. So exceptional performance. So 
just to think about it, that's -- we reduced our debt, strong free cash flow, increased the dividend, production at the high 
end of our guidance and staying within our capital. So strong execution this year.”  

Continental Resources (CLR) CEO on Supply/Demand balance nearing: 

“From a macro standpoint, we believe we're approaching the tipping point on the world supply balance on oil. It has been 
estimated that U.S. needs to be at about 800 land rigs to balance our supply and demand, and we're nearing that mark. 
Now we're at 807. As the rig count indicated for both oil and gas, responsible operators are exhibiting capital discipline to 
balance the market. We see OECD crude inventories below the 5-year average, and the industry is adjusting to market 
conditions. While global financial market volatility may not be going away soon, Continental is focused on what we can 
control. We're executing at a high level with the lowest cost amongst our oil-weighted peers and feel confident about our 
ability to generate sustainable cash flow-positive growth through 2019 and beyond.” 

Hess (HES) CEO on Oil Industry challenges, Shale, and a revival in deep-water from 11-13-19 BAML Energy Conference 
(very informative transcript):  

“So first and foremost, the biggest challenge, the oil industry faces, the next 5 years is investment. The international 
Energy Agency just came out with their world energy outlook in the last 24 hours and has stated that the global oil and 
gas industry needs to invest $650 billion per year to meet the world's growing oil and gas demand. So 5 years of 
underinvestment and that number is going to add up over time. In all of these numbers, shale is up about 60% from its 
low about 3 years ago and the rest of the world outside of shale is actually down 40% since 2014. So now let's go to the 
next point, which is about supply and, specifically, the role of shale. Clearly, shale is a strategic engine of the U.S. 
economy. Shale is the biggest innovation in our industry in the last 15 years, making the United States the largest oil and 
gas producer in the world. We've been able to lower our drilling and completion costs by over 50% in the last 5 years and 
improve our well productivity, so a totally different idea by increased proppant, the right spacing, drilling times, we added 
all up. Basically, productivity per well in shale has gone up about 50%. So basically, shale has become a survivor, not 
necessarily a thriver in a $50 WTI world, but we've survived and the most successful companies are the ones that will 
continue to make these productivity improvements, even though productivity we see, along with other shale producers in 
the business, as being incremental from here. But one of the, I'd say, challenges in shale that we're learning about, it's 
highly capital intensive. And why is that? Because the production declines are 70% usually for a well when it comes on in 
the first year, 35% in the second year, let's say, 15% the next and then it goes on plateau. Those declines to offset it, a 
company has to invest a lot in drilling new wells to make sure that they can provide production growth. So this capital 
intensity issue is one of the reasons I think investors and oil companies have been frustrated that well economics don't 
necessarily translate to company economics, meaning it takes several years probably to the tune of 7 or 8 or maybe even 
10, before a company can be free cash flow positive if they're going to have a strong growth rate. Offshore deepwater is 
currently about 7% of world oil supply, and it will probably, in the next 5 years, grow to 9% or 10%. Shale's resurgence 
though has definitely masked the lack of investment in long-cycle projects and specifically the offshore deepwater, and 
there are some key signposts in this. First, investment in worldwide exploration has decreased from a peak of $90 billion 
in 2014 to $30 billion in 2018, resulting in a 60% reduction in number of wells being drilled. So the takeaway here is that 
offshore deep-water remains an attractive area for investment. I think all of you as investors need to give it another look. 
It's not just about shale, it's about offshore deep-water as well.” 

EV/ EBITDA vs. ROCE ($10B+ Market Caps) 



 

Top Picks 

EOG Resources (EOG) and Conoco (COP) are the preferred large cap names after screening across all applicable 
metrics, both with strong financial situations and attractive on valuation. Cheniere (LNG) remains a name of interest as 
well for the growth potential with LNG exports. BP PLC (BP) also looks attractive into 2020 with its transformation under 
new management and a large 6%+ dividend.  Marathon (MRO) is a mid-cap name that screens cheap on valuation 
while a few smaller names of note are Magnolia Oil (MGY), Talos Energy (TALO), GeoPark (GPRK) and Next-
Decade (NEXT). 

Oil & Gas Services:   

Components: APY, AROC, BKR, CJ, CLB, CODA, DRQ, ERII, EXTN, FET, FRAC, FTI, FTK, FTSI, GEOS, GTLS, HAL, HLX, HP, 
KLXE, LBRT, MDR, NGS, NINE, NOV, NR, OII, OIS, PDS, PKD, PTEN, PUMP, RES, SLB, SOI, SPN, TDW, TTI, TUSK, USAC, 
USWS, WFT, WHD, WTTR 

The Energy Services group also trades very correlated to its underlying commodity and is closely tied to the E&P 
companies as their CAPEX budgets directly impact demand for the services group.  With the downturn in Oil prices, a lot 
of companies cut production targets resulting in a major downturn in earnings for this group, and initial 2020 production 
plans from the E&P group show that theme continuing as they act more disciplined with budgets. 

 

After multiple years of pulling activity and oil production forward through chronic E&P outspending, US drilling & 
completion activity continues to reset structurally lower, ultimately resetting to a level that is only supported by E&P cash 
flow. This is healthy over the long run, but painful in the near term. After suffering through a prolonged and painful 
downturn starting in 2014 and extending well beyond its shale and shallow water peers, deepwater activity appears set to 
finally deliver back-to-back years of growth as breakevens are lowered. For 2020, high single-digit gains in deepwater 



activity look possible, with growth accelerating around mid-2020. Further, a big jump in offshore FIDs this year could 
combine with several large projects in the queue for ’20 to keep demand intact into ‘21. Optimism for deepwater appears 
to be growing. Broadly constructive international and offshore and more guarded around US shale. The structural shift in 
US E&P spending habits is forcing a major reset for US land activity, where the rig count is now down 238 rigs from the 
peak. 2019 will likely be the first year since the US shale revolution started a decade ago that the industry won’t outspend 
cash flow. As a result, US E&P spending is set to decline ~10% this year and possibly down even worse in ’20 as the 
industry heightens focus on generating FCF and returns. At some point reduced spending levels are going to have 
negative implications for US shale oil growth. And consequently, the future for global oil production growth is not just 
about US Shale anymore. The E&P companies have been adamant about capital discipline seeing a relatively lower upside 
for the pricing environment.  This is a tough group that is unlikely to ever return to its highs, but there is some value as 
the worst of times also appears well behind the names.  One potential tailwind is improving offshore activity with projects 
being reworked and breakeven costs coming down. 

 

EV/EBITDA, EV/Revenues, EBITDA margins and looking at debt levels with balance sheet ratios will all be appropriate in 
analyzing this group. Book/Bill ratio is also an important KPI (key performance indicator).  

Management Commentary: 

Schlumberger (SLB) CEO on business trends: 

“The financial results this quarter were driven by the strength of activity in the key internationals market. Summer activity 
peaked in Russia, the CIS and the North Sea. The Far East and Asia regions also saw strong growth, and new projects 
began in Sub-Sahara and North Africa. Only Latin America revenue was lower on reduced activity in Mexico and 
Argentina. In North America, we experienced strong offshore sales offset by minimal growth on land. OneStim activity 
was modestly higher, recovering from the spring breakup in Canada during Q2. Towards the end of the quarter, however, 
we saw lower pricing and increased gaps in the frac calendar as customer work programs were constrained by cash flow. 
North America land Drilling revenue was essentially flat despite rig count reductions as our fit-for-basin technology-access 
approach on equipment sales and leasing helped offset declines. The market environment remains challenged with limited 
visibility, particularly in view of the global trade concerns that are challenging world economic growth and the rate of oil 
demand growth. At the same time, the U.S. production growth rate has declined for the last 8 months, and it is expected 
to drop further in 2020 as a result of the reduced activity this year. Therefore, and absent of a recession, the prospects 
for international activity growth remain firmly in place. Now turning to next year. I think absent of a major -- as I 
commented, a major recession or a major event, geopolitical or economic event, we foresee that the international growth 
will remain in place, albeit possibly at a different lower rate possibly. But we believe that there are signs of offshore 
activity. Deepwater or shallow will not cease overnight and will continue to support 2020 international growth. When it 
comes to North America, it's too early to call. I believe that the market still lacks the visibility, and we can only comment 
on the rebound in Q1 that is a usual rebound from the holiday season that we foresee happening with strengthening of 
activity from January and possibly a strengthening of pricing, but this is too early to call.” 

Halliburton (HAL) CEO on Oil Services industry fundamentals at Barclays Energy Conference: 



“Long-term growth fundamentals for our sector are strong as U.S. shale industrializes and eventually matures. 
International spending has returned and, in my view, will continue to grow. So as I look at the macro setup, near term, 
lots of transitory issues are weighing on both supply and demand today. U.S.-China trade tensions and economic data 
coming out of China and Europe cause near-term uncertainty, while at the same time, the Iran sanctions, Venezuela 
production declines and political instability in Libya and Sudan are creating supply disruptions. The OPEC+ agreement 
extended until March 2020 continues managing production to support oil prices. If we look further out over the next 5 
years, demand growth for both oil and gas will continue driven by sizable economies in India, China and the industrial 
and petrochemical expansion particularly throughout the Middle East. We see international drilling and completion spend 
increasing across all regions as the international markets enter a multiyear growth phase. We see near-term spend 
growing in the mature fields, both land and offshore as well as any unconventional area. Longer term, offshore projects 
will continue to see increased levels of FIDs, which will eventually move to development. Combined, these will result in a 
faster percentage growth internationally versus North America. The U.S. shale plays, responsible for the U.S. becoming 
the world's largest producer, will continue to industrialize and mature. This has specific implications for the oilfield service 
sector. Barring a global economic slowdown, broader offshore recovery, although not imminently deepwater, should add 
more rigs to international growth in 2020 and beyond. Positive signs are, for example, monthly offshore rig count has 
increased year-on-year for the 13th consecutive month in July. Customers are moving forward with project FIDs, a 20% 
year-on-year increase in FID volumes in the first half of 2019. We've announced new offshore project wins in Brazil, 
Kuwait and Senegal this year. Capital discipline, focus on free cash flow generation and returns have replaced growth 
agendas of the past. The operators' objective of lowering well cost per EUR is much aligned with our value proposition: 
collaborate and engineer solutions that maximize asset value for our customers. And in a capital-disciplined environment, 
I expect it gets harder for our customers to offset declines from a maturing production base. That's why E&Ps are laser-
focused on efficiency and well productivity. This is their challenge: multi-well pad penetration continues, lateral lengths 
are growing, proppant loading keeps increasing, all in a bid to produce productivity -- to increase productivity per well. 
These gains vary across basins and have different impacts depending on the geology of the basin. Operators continue to 
attempt to push service prices down in a bid to lower well costs where productivity gains are slowing down or efficiencies 
are getting harder to achieve.” 

TechnipFMC (FTI) CEO at Bank of America Energy Conference discusses strong subsea 1.7X Book/Bill Ratio and rising 
market share: 

“So 50% of our orders in 2019 have come from the integrated offering. We're the only company that has those 
capabilities within one company. We're the only -- because of the result of the merger. So I guess a different way of 
saying it is, if we had done nothing, our book-to-bill would probably be closer to a 1.0. But by having the courage to 
make the bold move back in 2017, we're now realizing the benefit of that in 2019 and into the future years as a result of 
the creation and the ability to be able to offer and deliver these integrated projects as a single entity. Look, this may be 
surprising to some, but we don't target market share. My concern with that is you have -- there's unintended 
consequences. The minute we start targeting market share, we will try to achieve that, and that could come from a 
variety of means, including accepting suboptimal economic projects that don't meet our returns threshold. So we do not 
target market share. “ 

National Oilwell Varco (NOV) CEO on its attractive low capital intensity model: 

“We operate in exploration, development and production phases in both land and offshore markets across 65 countries. 
Although almost all are affected by oil and gas commodity prices, which were cyclical, rarely do all these subsectors move 
exactly in lockstep. So as North America cycles down, we can pivot and redeploy assets to areas like the offshore and 
international markets that are exhibiting growth. Q3 is a good example. Our business has low capital intensity. NOV's 
manufacturing assets are generally not specialized even though they are used to make specialized equipment. Machine 
tools, assembly plants and rig-up yards can be repurposed to areas of highest demand. They are also relatively small 
capital investments as compared to the revenues that they can generate. Our ongoing maintenance capital investment 
needs are far lower than most oilfield participants as measured by CapEx as a percentage of revenue. Lower capital 
expenditure requirements equate to higher free cash flows and represent another attractive and differentiating attribute 
of NOV versus other in the oilfield.” 

Cactus (WHD) CEO on its relative outperformance and early 2020 activity indications: 

“Despite declining drilling and completion activity, the third quarter highlighted our ability to once again outperform the 
market on a relative basis. Efficiency gains resulting in more wells per rig continue to be beneficial to our business and to 
our customers. Our differentiated products and services again resulted in a less volatile margin profile than many of our 
public company peers, and we expect this to continue to be the case going forward. While our product market share 



dipped to 28.6% during the third quarter as large E&Ps, our primary customer base, continue to pull back spending in 
order to stay within budget plans, product revenue per rig actually increased by 8% sequentially versus the second 
quarter. Initial indications for 2020 point toward a sequential improvement in activity relative to Q4 levels as several 
customers have indicated they plan to pick up rigs in the New Year, and we believe that completion activity will rebound 
in a similar fashion. The current market conditions and emphasis on efficiencies and costs by our customer base continue 
to validate the decision to enhance the moat around our rental business via our recent rental innovations. Although 
weakening marketing activity provides a definite headwind in terms of both deployments and pricing, the value 
proposition for this new equipment has been well validated by current users in the field. Regarding expansion 
internationally, we've identified target markets and are progressing toward approved vendor status where appropriate. As 
mentioned during the last call, we believe the opportunities will begin to materialize in late 2020 with benefits the year 
following. While the micro backdrop provides ample reasons for caution, we remain optimistic regarding our ability to 
outperform the market in 2020. Our success in maintaining market share despite the disproportionate decline from our 
core customer group of large E&Ps highlights our ability to win new business. So penetration with new customers, 
international expansion and the rollout of additional technology provide reasons for optimism. Customer budget 
exhaustion is expected to weigh on the fourth quarter activity, but we're hearing some encouraging data points from 
existing and potential customers regarding plans for next year. As in 2015 and '16, we intend to leverage the current 
downturn to our advantage.” 

EV/EBITDA versus EBITDA Margins 

 

Top Picks 

Technip-FMC (FTI) screens as the best name in this group though Schlumberger (SLB) remains the go-to play when 
there is a favorable backdrop and has seen a lot of bullish options positioning for 2020. Cactus (WHD) remains a 
favorite as a disruptor with a strong growth outlook. Patterson (PTEN) screens as the most attractive value and Helix 
(HLX) is the best looking name among the small caps.  

P ipelines/ M idstream - MLP's: 

Components: AM, AMID, ANDX, BPL, BPMP, BPT, BSM, CAPL, CCLP, CDEV, CEQP, CLMT, CNXM, CQP, DCP, DKL, ENB, 
ENBL, ENLC, EPD, EQM, ET, ETRN, FI, GEL, GPP, HEP, HESM, KMI, KRP, LNG, MMLP, MMP, MPLX, NBLX, NGL, NS, OMP, 
OKE, PAA, PAGP, PBA, PBFX, PSXP, QEP, SEMG, SGU, SHLX, SMLP, SRLP, TCP, TGE, TRP, WES, WLKP, WMB, RTLR, TRGP 

The midstream energy group consists mainly of MLP’s and traditional EBITDA-based multiples are often used to value the 
companies, and a group where dividend yield plays a larger role for investors and take into considering distribution 
history and growth.  MLPs (and the broader category of energy infrastructure companies) own the pipelines, storage 
tanks, and processing facilities that bring energy from the wellhead to America’s doorstep. While still related to the 
energy industry, most MLP business lines do not have direct exposure to commodity price fluctuations. Their businesses 
function primarily on a set fee per volume or fee for service basis; in short, the business model is simply price multiplied 
by volume. The four basic MLP business are Transportation, Processing, Storage and Production/Mining.  



 

The Distributable Cash Flow Coverage ratio is one way to evaluate the health of a MLP. In general we want to 
concentrate on names with growing and safe distributions as these are utilized more as instruments for income rather 
than growth. Performance in 2019 showed major bifurcation with eight names gaining more than 20% YTD while 11 have 
lost 20% or more. Over the past five years, the MLP sector has lagged the overall market as well as the broader energy 
sector. This underperformance has been driven by a change in investor preferences for self-funded capital-spending 
plans, which is contrary to the typical MLP model that relies on continual equity and debt issuance to fund growth capital. 
Changes in pipeline rate-making policy and distribution cuts by several MLPs have negatively impacted investor sentiment 
towards MLPs. MLPs typically operate toll road or fee-based business models. Just as the company that owns the toll road 
makes a set fee per mile driven, regardless of the cost of the car, MLPs earn a set fee for each barrel of oil, cubic foot of 
natural gas, or ton of coal that is processed, transported, or stored, regardless of the cost of the hydrocarbon. The most 
common valuation metrics for MLPs are price to distributable cash flow (P/DCF), enterprise value to EBITDA (EV/EBITDA), 
yield spread to the 10-year Treasury, and the dividend discount model. Generally, price to earnings (P/E) is not used. 
MLPs invest so heavily in hard assets that depreciation accounting can occasionally make their earnings appear negative, 
while their cash flows continue to be stable and growing. For this reason, a multi-stage DCF discount model is preferred 
over all others. Since DCF is a measure of the cash flow available to be paid out to investors every quarter, it is a much 
more accurate reflection of the health and sustainability of an MLP. In Q3 all of the Alerian MLP holdings either kept or 
raised distributions for the first time in over a year, fundamental health of the group appears to be improving and yields 
are historically high currently.  



 

BAML notes “We believe midstream performance (and the energy sector more broadly) has been impacted by concerns 
about a global economic slowdown, ongoing US-China trade tensions and commodity price volatility. As for the midstream 
sector, we expect names with lower business risk portfolios and/or fitting the Midstream 2.0 model will be in a better 
position to endure these macro headwinds. That said, we see increased focus on the pace of (or stability of) production 
growth across various basins, particularly given ongoing capital discipline by producers. Project capture continues to be 
increasingly challenging in the midstream space. We saw several pipeline open seasons announced earlier this year, some 
with multiple extensions. The struggle to secure sufficient shipper commitments may reflect intense competition and 
producer discipline. In general, open season results may offer some insight into the relative positioning of winners and 
losers, in our view. Given this backdrop, we favor names that have been able reach final investment decisions (FID) on 
development projects with longer-term customer agreements (EPD, PAA). We prefer midstream names with 
demonstrated execution, stable base case flows, balance sheet control, higher dividend/distribution coverage and 
DCF/unit growth visibility.” 



 

 

Ticker Company 
Mkt. 
Cap (M) 

EV/ 
EBITDA 

Dist. 
Coverage 

Dist. 
Growth 

Debt/ 
EBITDA Yield 

ENB Enbridge 101408 13.2X 1.4 3.90% 5 5.9% 
EPD Enterprise Products Partners LP 57943 10.8x  1.7 2.30% 3.4 6.10% 
KMI Kinder Morgan 44720 11X   25.00% 4.7 5.00% 
ET Energy Transfer LP 30153 8.8x  1.9 0.00% 4.3 9.30% 
OKE ONEOK 29640 16.3X   7.02% 3.8 5.11% 
WMB Williams 28000 10.8X   11.76% 4.6 6.58% 
MPLX MPLX LP 24954 11.8x  1.3 6.40% 3.9 9.60% 
CQP Cheniere Energy Partners LP 19810 15.0x  1.2 8.90% 6.3 5.40% 
PAA Plains All American Pipeline LP 13995 12.3x  2 20.00% 3 6.90% 
MMP Magellan Midstream Partners LP 12825 7.1x  1.3 5.70% 3.1 6.10% 
PSXP Phillips 66 Partners LP 12746 13.6x  1.3 13.70% 2.7 6.10% 
TRGP Targa Resources 8950 14.8X     4.2 9.70% 
WES Western Midstream Partners LP 8216 10.4x  1.2 6.10%   10.10% 



EQM EQM Midstream Partners LP 4672 9.0x  1 6.40% 3.9 14.40% 
BPL Buckeye Partners LP 4647 10.0x  1.3 -40.60% 4.3 7.30% 
ENBL Enable Midstream Partners LP 3945 7.7x  1.4 3.90% 3.8 11.00% 
SHLX Shell Midstream Partners LP 3100 18.4x  1.1 17.80% 2.2 8.50% 
ENLC EnLink Midstream LLC 2981 8.5x  1.3 6.00%   12.70% 
VNOM Viper Energy Partners LP 2801 12.2x  1.1 -21.70%   6.70% 
DCP DCP Midstream LP 2644 11.0x  1.3 0.00% 4.9 12.00% 
SUN Sunoco LP 2539 8.3x  1.2 0.00% 5.1 10.50% 
NS NuStar Energy LP 2456 7.7x  1.3 0.00% 10 8.50% 
BSM Black Stone Minerals LP 2383 8.0x  1.2 9.60% 1 10.40% 
TCP TC PipeLines LP 2362 11.0x  1.7 0.00%   6.40% 
RTLR Rattler Midstream LP 2257 9.1x  3.7     0.00% 
HEP Holly Energy Partners LP 2219 11.4x  1 1.90% 4.2 10.70% 
CEQP Crestwood Equity Partners LP 1703 10.4x  1.7 0.00% 4.9 6.60% 
GEL Genesis Energy LP 1557 11.3x  1.4 3.80% 4.7 10.30% 
ARLP Alliance Resource Partners LP 1422 3.3x  1.3 3.80%   13.60% 
NGL NGL Energy Partners LP 1409 9.6x  1.5 0.00% 6.9 11.60% 
USAC USA Compression Partners LP 1366 10.6x  1.1 0.00% 4.5 12.10% 
BPMP BP Midstream Partners LP 1302 10.4x  1.2 18.80% 2 8.90% 
SPH Suburban Propane Partners LP 1266 10.5x  1.2 0.00% 4.5 10.10% 
PBFX PBF Logistics LP 1218 9.9x  1.1 4.00% 4.7 9.70% 
TGP Teekay LNG Partners LP 1139 15.2x  1 35.70% 8.1 5.00% 
HESM Hess Midstream Partners LP 1118 34.8x  1.1 15.00%   8.10% 

 

Management Commentary: 

Shell Midstream (SHLX) on Gulf of Mexico: 

“Looking longer term, I remain bullish on the Gulf of Mexico. Let me pause and focus for a moment on the Mars Corridor. 
We continue to see high utilization rates with the quarter running at an average of over 90% of capacity this past year. 
And with the anticipated new volumes from fields such as Vito, Powernap and other nearby prospects, we expect Mars to 
be reaching capacity. To meet this increased expected demand and other opportunities that we see, we recently 
announced a solicitation of interest for an expansion, offering priority service on the new incremental capacity for Mars. 
This demonstrates yet again that our corridor strategy is working, providing the partnership with cost-effective organic 
growth opportunities and we remain well positioned to capture the growth in the Gulf of Mexico.” 

Top Picks 

Enterprise Products (EPD) screens as the highest quality play in the group while also offering a 6.25% dividend yield. 
Phillips 66 (PSXP) remains a favorite name from last year that continues to perform well and Magellan (MMP) always 
screens as a favorite as well. Options activity late in 2019 has picked up across this group looking for further upside and 
consolidation a major theme. Energy Transfer (ET) is a name with a lot of positioning that could go from laggard to 
leader in 2020.  

Refiners (Downstream): 

Components: PSX, MPC, VLO, HFC, UGP, CVI, VVV, PBF, DK, SUN, INT, PARR 

Refining (Downstream in the oil & gas value chain) is where the primary industry raw material (crude oil such as WTI) is 
processed into refined products (gasoline, jet fuel and fuel oil) and sold to the end user. Refined products are piped off to 
storage via refined product pipelines where they are loaded to trucks and driven to points of sale (gas stations, airports). 
Refineries are capital intensive, with high fixed costs and low variable costs. While the midstream industry is quite stable, 
downstream is more volatile (but less so compared to upstream exploration & production). 

The refining group is one of the smaller ones and has always been one of the more correlated, the names tend to move 
together in multi-day trend moves, and much of it is tied to the crack spreads, the price of selected finished products 



minus the total barrels of crude needed to create those products.  The crack spread benchmarks differ across various 
regions. It is a group that is great to trade, but less alluring to invest with the ever-changing margins leading to very 
inconsistent and volatile earnings.  It is also a group where geographical presence is important due to the differing prices 
from supply/demand in different regions of the US, and the World for that matter.  Every Wednesday the EIA releases oil 
demand and inventory data that can gauge US refined products demand, an indicator worth paying attention to for 
trading this space.  Another metric in refining is the Nelson Complexity Index, which assigns a number to the complexity 
of a certain physical or chemical process, and scores the refinery on how much crude can be run by those complex 
processes in relation to the facility’s overall processing capacity, the higher the number the better.  Cost efficiency is also 
extremely important in this group as the companies have little pricing control, so refinery utilization is often a number 
observed as well as operational costs per barrel of produced product.  Levered FCF Margin and ROIC are two key metrics 
for this group as overall industry dynamics leave little room for income/revenue growth, so cash flow generation is 
important.  Secondary valuation metrics include Enterprise Value/Daily Barrels of Capacity or Throughput. The output that 
a refinery produces is very important as it drives profitability. High quality product (gasoline, high diesel, lubricants) will 
result in higher returns than low quality product (fuel oil). Simple refineries are less flexible and handle light crude only. 
Complex refineries can create a higher quality yield from heavy oil due to more distillation chambers and crackers. 
Complex refineries are also more flexible pertaining to what feedstock they can use. 

 

 

IMO 2020 is seen to be a major impact for Refiners the coming year. IMO (International Maritime Organization) has ruled 
that come January 01, the marine sector will have to reduce sulfur emissions by 80 percent by switching to lower sulfur 
fuels. Higher sulfur content in fuel is major contributor to air pollution. Sulfur content in marine fuels will have to be 
reduced to 0.5 percent vs 3.5 percent allowed earlier. Reports suggest that the best alternative to high sulfur fuel oil is 
diesel and this will increase diesel demand. Consumption of diesel as a marine fuel is likely to increase from 0.75mnbpd 
to 3.3mnpd in 2020. This will result in an additional demand of 2.6mnpd of diesel, which is almost 6X the average annual 
incremental demand since 2000. Since refineries will not be able to completely meet this demand, it will lead to a spike in 
diesel cracks and ultimately will improve overall refining margins. Most U.S. Gulf Coast refiners are able to process heavy 
crudes used to make IMO-compliant marine fuels, and have spent heavily this year refurbishing distillation units and 
cokers to process cheaper, heavy grades. On a U.S macro level, U.S. refinery utilization is expected to increase to 96% in 
2020 and it will remain between 90% and 92% after 2026 through 2050 as refineries aim to convert heavy, sour crudes 



and residual fuel oil into lower-sulfur fuels, according to the EIA. VLO boasts the most complex refinery system in the US 
with net long coking / secondary unit capacity allowing it process a greater portion of HSFO priced material vs peers.  

 

 

EV/EBITDA versus ROIC 

 

Management Commentary: 

Valero (VLO) CEO on challenging market conditions: 

“Although gasoline cracks held steady and diesel cracks improved from the previous quarter, heavy and medium sour 
crude oil discounts to Brent crude oil remained narrow as supply was constrained by geopolitical events. Also, the startup 
of new pipelines from the Permian Basin to the Gulf Coast tightened the WTI Midland to Cushing crude oil differential. 
Fourth quarter market conditions are favorable. Distillate and gasoline margins are significantly higher than last quarter 



and this time last year, supported by strong fundamentals, good demand and wider medium and heavy sour crude oil 
discounts.” 

Valero (VLO) CEO and Holly Frontier (HFC) CEO on IMO 2020: 

“I think the products' cracks, it's pretty difficult to be able to determine how much of the strength in the crack is IMO 
related and how much is just fundamentals and supply. But we're certainly seeing a lot of indications in the market of 
IMO starting to impact it. The thing that I would point to, the diesel curve is just continuing to shift higher the closer we 
get to the January 2020 date. On the gasoline market, we're seeing indications as well. Our view was that you would see 
some of these low sulfur feedstocks, the cat crackers being pulled out of the cats and put into the low sulfur bunker 
market. If you look today, low sulfur VGO was $5 over gasoline in the Gulf, which is to the point where you'll start to see 
people pull that out of cat crackers and put it into low sulfur bunkers, which should impact gasoline yield moving forward. 
And then the big thing that I think is very visible is on the feedstock side of the business. High sulfur fuel, it traded as 
high as 95% of Brent earlier this year; this morning, trading at 61% of Brent. The forward curve on high sulfur fuel oil 
was backwards, indicating it's going to get weaker as we go forward. And as you would expect, as high sulfur fuel has 
traded weaker, we're starting to see that in the crude quality discounts. So through most of the year, we've had heavy 
sour trading inside of a 10% discount to Brent. It's almost 20% discount to Brent today. Maya and WCS. I think Maya 
trading at 11.50% discount to Brent today, and we're seeing medium sours get weaker as well. So I think on the 
feedstock side of the business, it's pretty clear, we're getting an impact not as clear, but I think we are also seeing it on 
the product side.” 

“Looking into 2020, our outlook remains positive. We believe IMO implementation will provide uplift to diesel margins and 
further discounts to heavy crude barrels. With a light turnaround schedule next year, we are well positioned to take 
advantage of strong product margins and improving crude discounts across our refining system.” 

Phillips 66 (PSX) CEO on investments into growth opportunities in Midstream and Chemicals: 

“For our growth opportunities, we've been investing in our faster growing, more highly valued businesses in Midstream 
and Chemicals. And for us, it's just not about growth. It's about creating value. Returns matter. We don't care about 
being big, we care about being good. We only invest in projects that meet our internal stringent hurdle rates, and these 
are comfortably above our cost of capital. You've seen us divest of assets where others have seen more value, you've 
seen us slow capital investments when we could not find value-creating opportunities and you've seen us accelerate 
investments when we saw value-creating opportunities before us. In Midstream, we're building out our integrated 
network with crude pipelines from the key oil shale basins to the Gulf Coast. We're expanding our export capabilities. We 
continue to see opportunities across the NGL value chain in transportation, fractionation, storage and export. In 
Chemicals, we continue to be constructive about the long-term demand for petrochemicals globally, we believe that the 
U.S. and the Middle East will remain feedstock advantaged regions for many years to come. And CPChem has added 
significant cost-advantaged assets over the last 7 years.” 

Top Picks 

Phillips 66 (PSX) screens as the most attractive name in the group and also made the Top 25 this year, so a detailed 
look was provided earlier. Marathon (MPC) also continues to screen well with a 3.5% dividend yield and activist 
situation. Holly Frontier (HFC) is the smaller cap of note trading at a discounted valuation while providing a leading 
FCF yield and industry-best margins. 

Renewable Energy: 

Components: BE, REGI, CSIQ, DQ, ENPH, FSLR, HASI, JKS, RUN, SEDG, SPWR, VSLR, TPIC, ITRI 

There are a limited number of ways to play the renewable energy group but for the most part we are looking at solar 
energy providers and Alternative Energy Utilities.  2019 was a strong year for Solar with clear demand though a lot of 
orders were pulled forward and the group remains at the mercy of legislation with tariffs and tax breaks.  



 

Bloomberg New Energy Finance (BNEF) forecasts that renewables will account for around 65% of an estimated US$12.2t 
investment in all forms of energy generation between now and 2040. Over the same period, PV is expected to jump from 
2% of installed global generation capacity to around 26% — more than any other source. Deutsche Bank expects PV 
electricity to achieve “grid parity” (when alternative energy sources can generate power at a leveled cost of electricity 
(LCOE) less than or equal to the price of the existing electricity grid) in up to 80% of global markets within two years. 
One interesting demand trend to note is Airports, The Port Authority of New York and New Jersey has announced plans to 
construct a 13 MW solar installation at JFK airport, accompanied by a 7.5 MWh storage system. On a larger scale, more 
and more airports across the country are realizing the opportunities solar brings. 

 

Into 2020 state level policy for solar remains very supportive of the industry following 2018 midterm elections. However, 
there has been a broad lack of confidence of any ITC extensions ahead of the 2020 presidential elections.  



 

Management Commentary: 

First Solar (FSLR) CEO on bookings: 

“With our year-to-date net bookings of 5.4 gigawatts, we have achieved our target of a 1:1 book-to-ship ratio in 2019, 
approximately 2 months ahead of year-end and continue to see ongoing demand through the remainder of the year. As a 
reminder, our mid- to late-stage pipeline reflects those opportunities we feel could book within the next 12 months and is 
a subset of a much larger pipeline of opportunities, which includes 15.2 gigawatts DC, which increased 1.9 gigawatts from 
last quarter. This includes 1.6 gigawatts of opportunities in 2020, which provides demand resiliency to our near-term 
production, while maintaining 13.6 gigawatts of demand would be for module deliveries in 2021 and beyond. Among our 
competitive differentiators, including our technology differentiation, industry-leading balance sheet strength and a 
sustainability advantage, we are in a fortunate position of being sold out through the second quarter of 2021, with 
significant bookings visibility throughout the balance of that year. This visibility over a multi-quarter horizon has allowed 
us to be discerning of the opportunities that have availed themselves over the years.” 

Top Picks 

Solar Edge (SEDG) remains a favorite for growth in Solar PV installations and was profiled earlier in the report. 
Renewable Energy (REGI) is a small cap highlighted last year seeing a strong Q4 move due to an extension of the 
Biodiesel Tax Credit which can fuel further momentum through 2020. Itron (ITRI) is an attractive play on grid 
modernization though trades a bit rich on valuation for delivering limited growth.  

Agricultural Products: 

Components: CVGW,MPGI,ADM,BG,CALM,FDP,JBSS,MGPI,VFF,BRFS,PPC,SAFM,TSN,LNDC 

This is a new sub-group this year as the strong correlation to soft commodities and similarities to commodity stocks made 
sense to include within the materials sector. The international demand for grains and oilseeds is increasing due to 
population growth, increasing income, changing diets and urbanization. In many ways, each of these have become 
interlinked – population growth is largely in developing countries, which are the same areas seeing the highest increase in 
relative incomes, and also with the greatest shift of consumers from rural to urban areas. Around 41% of grains produced 
globally are for direct human consumption. While not as well-known as food, feed and fuel, the use of grains and oilseeds 
in industrial products will play an increasing role in the demand of these commodities going forward. A number of factors 
are behind the push to use more grains and oilseeds in industrial products. As with biofuels, societies are increasingly 
seeking to replace petrochemical feed stocks with renewable resources. Finally, the increased need to address 
environmental and community concerns forms a growing part of product marketing. An increasing number of 
pharmaceuticals are made from crops. Biopolymers which are used in products such as packaging materials, resins, 



adhesives, bio lubricants, can be sourced from starches from cereals, as well as oils from oilseeds. A growing number of 
cosmetics and sunscreen are also using soy oil rather than petroleum-based products. In addition to soybeans, wheat is 
also being sourced for a number of industrial uses. Wheat has the ability to be elastic and form films that can be 
stabilized with heat. As such, wheat gluten can be useful for preparation of adhesives, coatings, polymers and resins, 
straw particle board, strengthened paper, and adhesives, such as those used on postage stamps. 

Correlation between grains prices and fertilizer is relatively high. Fertilizer prices are strongly influenced by the demand 
side of the equation. So when grains prices are high and farmer s margins are good they consume more fertilizer and are 
willing to pay more. This relationship works in the same way when grains prices fall. Gasoline prices influence both the 
supply side and the demand side of the grains markets. As gasoline prices rise there is more cost pressure on farmers 
reducing their margins. This is only a small element in their costs though, so the impact is minimal. The reason gasoline 
prices are positively correlated with grains prices is because of the ethanol story. As gasoline prices rise, ethanol prices 
usually follow, making ethanol production more profitable and therefore increasing demand for corn. Weather also often 
plays a major role in grain prices.  

We have seen some strong moves across the group in 2019 with Sanderson (SAFM), Tyson (TSN) and Pilgrim Pride (PPC) 
all gaining more than 60%. 

Management Commentary: 

Archer Daniels (ADM) CEO on ADM Nutrition segment: 

“We’re coming off a period of great growth we announced in Q3, and poised for continued growth as we move forward to 
Q4 and into 2020. Just to give you some further relatives in terms of our size and our component structure. So if you look 
at us inside of ADM, we -- in 2018, we were 10% or so of the operating profit of the total company. This year, we'll be 
low-teens and we have the aspiration of becoming north of 25% of the operating profit of the company probably over the 
next 5 years. As Ray alluded to, we're completing year 5 as ADM Nutrition. And obviously, huge aspirations for the next 5 
years. I think that same time horizon also plays -- applies to where we're at from an ROIC perspective in the company. 
We will go from mid-single digits to north of 10% over that same time horizon. I think as it relates to the industry 
landscape and the marketplace, just to give you a relative, we'll approach $6 billion in sales in 2019. And if you look at 
the nutrition landscape on a global basis, that would certainly put us in the top 3 in terms of revenue on a worldwide 
basis in terms of the Nutrition business.” 

Sanderson Farms (SAFM) CEO on Corn/Soybean Ratio: 

“So the corn-soybean ratio is usually about 2.4:1, being soybeans are 2.4 greater than the price of corn. Well, there were 
days where the ratio squeezed or compressed down to about 1.9. So if you go back in history 30, 40, 50 years, I don't 
care how long you want to go back, it does compress there occasionally. It doesn't happen very often, maybe once or 
twice over a decade, but it doesn't stay there for very long. And it did exactly that again this year. It didn't stay there for 
very long. So it did compress. And just for a few days, it compressed in Illinois for about 1.88. That's the market signal 
that farmers picked up on this year. That's why farmers intended to plant over 100 million acres of corn this year. They 
didn't get the job done because of the weather, but that was the market signal that they picked up on to plant corn, and 
that's the one thing they love the most, planting corn. So come next year, USDA has revised their production -- cost of 
production estimates. The market signal is not there now. So it's normalized. The corn-soybean ratio is normalized. And 
so the market signal to plant a massive amount of corn isn't quite there. So we've got a long ways to go before we start 
figuring out what planted acres are going to be next year. The only thing I can say is that anhydrous ammonia, which is a 
key input cost for farmers, has come way, way down. So there certainly is some incentive to plant a strong $90-plus 
million acres of corn next year based on one input, and that's anhydrous ammonia. So we'll see how this all plays out.” 

Sanderson Farms (SAFM) CEO on Chicken market: (recent Analyst Day provides great content on protein industry and 
consumer trends) 

“So when we think about chicken within the retail market space, we usually like to start -- I like to start from the 
standpoint of it's beyond just the meat department. When you look across the retail space, chicken is found across 
primarily meat and deli, both as well as frozen and even in the grocery shelf-stable area. So this is looking at chicken as a 
-- predominantly just chicken. So it's not solely frozen meals that have chicken in it, it's the actual chicken, be it fresh 
chicken, deli rotisserie chickens, frozen chickens as well as canned chicken. And what you do see is that majority is within 
the meat department: you're at about 55%. But you have the deli with 25%; frozen, 18%; and grocery at a little -- 2%. 
And overall, when we look at chicken across the store, we're seeing dollars are doing fairly nice, basically, flat, slightly 
down in a unit perspective. And when we look across the bird, we see kind of a wide variety of what's happening across 
this space of where we're seeing growth, where we're seeing declines. And probably the one that stands out the biggest 



is always chicken breast. Chicken breast is one of the largest factors of chicken, we're actually seeing declines. And we're 
seeing the declines within the drumsticks to shredded and pulled, some of that value-added product and as well as 
packaged lunchmeat. On the other side of the spectrum or the other end of the bird, we're actually seeing some really 
nice growth, particularly in wings, almost double-digit growth within chicken wings. And when you kind of dissect how 
this is looking, what we do see is that, that growth is really within convenience and dark meat. And it's not just dark 
meat, it's convenient dark meat. Because you see, the -- one of the biggest drivers for growth is actually boneless thighs 
right now, and this is actually in pound growth. So this is not just in dollars, this is pound growth. So 50 million pound 
growth year-over-year for boneless thighs.” 

Top Picks 

Tyson (TSN) is far and away the leader in protein and 2020 continues to set up well for the company with the impact of 
the Swine Flu. MGP Ingredients (MPGI) is a small cap that screens very well after expectations have reset and now 
looks cheap on valuation while delivering solid growth as a supplier to the distilled beverage industry.  

Packaging & Paper: 

Components: ATR, AVY, BERY, BLL, BMS, CCK, GEF, GPK, MYE, OI, PKG, SEE, SLGN, SON, TG, TRS, WRK, CLW, GLT, IP, 
MERC, NP, SWM, UFS, VRS,  AMCR, MINI 

The packaging industry is mainly broken into Rigid, Paperboard, Plastic and Labels and industry average EBITDA multiples 
have risen to 10X.  For the stocks above, the breakdowns are as follows: Plastics: BERY, ATR, BMS, SEE; Paperboard: 
GEF, GPK, IP, WRK, PKG, KS; Metals/Glass: BLL, CCK, OI, SLGN; and Labels: LABL.  Sonoco (SON) is a diverse player that 
does not fit in one group.  Among the many examples of P&C products are pharmaceutical pumps, aerosol valves, plastic 
and polyethylene containers, metal cans, cardboard, glass bottles, storage and waste bags, cushioning materials, 
giftwraps, and steel, fiber, and plastic drums. Flexible Packaging has been a strong growth trend in the group and has 
been taking share from Rigid. 

 

The industry is strongly tied to demands from consumer packaging, and raw material and energy costs play a key role. 
There is a strong correlation with consumer confidence as an indicator of personal consumption to the packaging 
industry.  The seven success factors for companies in this sector are management of raw material inflation, reduction of 
waste, effective capital expenditure, operation performance measurement, profitability management, innovation, and 
supply chain management.  Also consumer shifts to online commerce has played a role in breaking out the winners and 
losers of this group. Though key end markets are often considered to have defensive characteristics, the industry is not 
immune to macroeconomic cycles. Consumer spending habits can have an impact on operating results. Cost control is 
crucial to a company’s earnings performance. Importantly, the success of many players is heavily influenced by energy 
prices. A good number of products utilize oil-based materials. Volatile petroleum-based material prices can make cost 
management a challenge. Companies usually try to pass increased material costs on to customers. Containerboard is the 
most notable exception from the packaging industries' low raw material integration. Global industry leaders' integration 
level ranges from 60% long containerboard to 65% integration with an average of 120% integration (i.e. 20% net long 
position). The high integration levels translate into higher industry earnings in times with high containerboard prices and 
vice versa. 



Economic growth, industrial production and consumer spending form the foundation for growth in packaging demand. 
However there are a number of factors driving demand such as retail developments and globalization, e-commerce, life-
style changes, demography, environmental and sustainability considerations. India and Africa are potential strong future 
growth market opportunities.  

  

EV/EBITDA, Revenue Growth, EBITDA Margins, and Cash Flows are all important metrics to observe in this group.  
EBITDA-Capex spread has been found to be a useful measure of performance of packaging companies.  Working Capital 
Metrics like days sales outstanding, says inventory outstanding, and says payable outstanding are also useful to assess 
management.   

Management Commentary: 

Ball Corp (BLL) CEO on mix shift, product introductions, growth markets: 

“But we're really seeing this shift -- really sustainability tailwinds. And that's really leading in Western Europe -- or Europe 
at large, and in North America. And we're seeing new product introductions at our investor conference we had a year or 
so ago, management conference. We -- 5 years ago, 30% of new products essentially were being put in cans. So 70% in 
other substrates. Last year, it was over 60% being put in cans. So you're seeing that mix shift happen, so new categories, 
new beverages. And I think all of that is helping kind of push the growth to kind of 4% going forward. And so if we get 
4% volume growth; typically, you get a couple of times that flowing from -- to an operating earnings standpoint because 
we're getting a higher percentage of specialty. And when we bought Rexam back in 2016, our global mix of specialty was 
around 30%. Right now, it's 42%, 43%. And we're seeing that specialty continue to grow and so you drop more to the 
bottom line. And I think that will continue as we go forward. I think the most exciting parts of the market are a lot of 
these new categories that are just really doing well. I mean we're still seeing growth in craft, but you look at flavored 
alcoholic beverage market with these new spiked seltzers, that's been a tremendous product. And I think that has longer 
legs to it. It's a low-calorie product with some alcoholic content. It's a lighter drink. I don't think it's -- I think it has more 
legs. I don't think it's a fad. I think it's going to last. Wine in cans, we're seeing great growth in wine. We're seeing 
waters, whether it's coconut water or sparkling water or still water. The sustainability push, we're in the early innings of 
that. And I think this is going to play out for a long period of time. And so we're really excited about what that means, 
and we're in a good spot because we've got a great footprint. We produce 40 different sizes. Specialty continues to grow 
and win business.” 

International Paper (IP) CEO on the containerboard business: 

“And we still see growth in boxes globally as a preferred method of packaging and we'll see where sustainability and all 
these discussions go. But we think it bodes well for fiber-based packaging, which then feeds into a kraftliner growth rate. 
We used to think it was 3%, 3.5%. It's probably somewhere in that neighborhood. But for right now, we've seen a 
demand decline, and we saw inventories build last year. And when you put the 2 together we have a correction in the 
year of 2019. But haven't seen anything structurally that changes the ultimate driver of containerboard demand, which is 
box demand. And the fact that kraftliner plays a very important technical role or reality role, which is it is the feedstock 
for the global recovered fiber market. So they really work together, and we still believe and see the future as very bright 
in corrugated packaging, which informs our view of our containerboard business.” 

Avery Dennison (AVY) CEO on high value growth segments: 

“So think of mechanical fasteners migrating to adhesives and tapes. So nails and screws moving more to tapes and 
adhesives is a broad secular tailwind. The adoption of RFID and just the Internet of Things. So these are categories 



where the market tailwinds exist. There's large profit pools, which is important, not just because there's more profit 
there. It's a sign of greater differentiation, and obviously, it leverages our core strengths across the entire company. Now 
the biggest and most exciting opportunity within the company from a high-value segment standpoint is RFID. So this is 
more than a $300 million business. It's been growing 15% to 20% plus, is our long-term stated target, which is 
essentially adding a full point of revenue growth for us over the last few years and expect it to continue well into the 
future. Roughly 90% of the revenue is linked to the apparel end market. So this is where we are vertically integrated in 
the Retail Branding and Information Solutions business. This is a key enabler to omnichannel and, bottom line, just 
increases the inventory accuracy across both the retail floor as well as the distribution systems and centers for the 
retailers and brands, which not just allows more inventory accuracy, it allows them to have a higher amount of sales flow-
through and conversion to revenue for their products.” 

WestRock (WRK) CEO on Plastic Replacement: 

“It's a topic we've been discussing with our investors and customers more and more. Customers and consumers are 
demanding more sustainable solutions, and given our broad portfolio, we're especially well positioned to provide these 
solutions. To date, we've already seen $100 million in annualized sales from plastic replacement solutions. However, we 
continue to make progress on our $400 million annual sales goal to seize the addressable market for our solutions at over 
$5 billion. Our Pak On Demand system solves these problems by making a custom-sized, paper-based envelope that fits 
the product being shipped. Besides being more sustainable than plastic bubble mailers, we have reduced shipping costs 
and improved productivity. Most of our customers have set pretty ambitious goals for sustainability, and they don't 
necessarily know how to achieve them. And paper-based packaging can provide that. What's happening at retail is 
amazing. And so people are trying to reinvent retail, and that affects how packaging works. E-commerce is -- their supply 
chain optimization is there.” 

Sonoco (SON) on Macro slowdown impacting the business: 

“You've all read the growing amount of troubling economic data, which I believe has been and is pointing to a clear 
slowdown in global business activity. I'll highlight a few factors, which I believe are relevant to our businesses. First, 
domestic ISM manufacturing PMI data for September showed the steepest month of contraction in the manufacturing 
sector since June 2009. Truckload capacity, which was tight throughout much of 2018, is down dramatically. New order 
surveys are declining sharply over the last several months, and business confidence indexes are slumping. Our customers 
are tightening inventories and closely watching new orders with the expectation for slower demand. First, we are 
projecting a more pronounced year-end slowdown in customer orders in several of our served markets due to continuing 
deteriorating global macroeconomic conditions. We expect our customers will take a very conservative approach to 
managing their businesses and will destock inventories at year-end. The fourth quarter typically experiences a seasonal 
slowdown, and we have seen this pattern of tight inventory controls by our customers for the past 4 quarters.” 

Top Picks 

Packaging Corp (PKG) screens best among the containerboard plays and offers industry-best margins. Avery 
Dennison (AVY) is a favorite as it continues to deliver stellar results in soft markets and is benefitting from some strong 
growth trends like RFID. Aptar (APTR) was featured earlier in the report as a top small cap and continues to outperform 
with its strong Pharma exposed business.  Berry Global (BERY) is an interesting name with strong growth and cheap 
valuation, though a debt-ridden balance sheet, and has seen some bullish options positioning. Crown (CCK) was a 
leading performer in 2019 with contributions from its Signode deal and likely to see further synergies while benefitting 
from shifts in the beverage industry to aluminum cans. This group does feature a number of attractive small cap names 
like Graphic Packaging (GPK), TriMas (TRS), and Mobile Mini (MINI).  

Consumer Goods: The consumer goods sector has mostly performed well in 2019 though seeing some concerns 
into year-end as it is highly correlated with the global economy. To this point the consumer has remained resilient and is 
much healthier than the industrial economy, boosted by rising wages and a strong financial environment. Changing 
consumer trends are always a factor with Direct-to-Consumer, Millennial spending, Experiences spending and Private 
Label four trends that continue to emerge. The automotive industry has come under some pressure on account of the 
tariffs as well as overall weakness in demand. Private Label remains a threat across the industry and valuations remain 
near historic highs while carrying a record amount of leverage. The Defensive characteristics and strong dividend yields in 
a low yield environment should allow the group to sustain performance.  



 

Truck and Auto Related: 

Auto Parts Components: ADNT, ALV, APTV, AXL, BWA, CPS, DAN, DLPH, FOXF, GNTX, GTX, JCI, LCII, LDL, LEA, MGA, 
MOD, SRI, TEN, THRM, TOWR, VC, VNE, WBC, CTB, DORM, GT, LKQ, ALSN, CVGI, MTOR, PLOW 

Automaker Components: F, FCAU, GM, HMC, NIU, RACE, TM, TSLA, TTM 

Truckmaker Components: HY, NAV, PCAR, WNV, FSS, REVG, SPAR, CMI 

Recreational Vehicle Components: HOG, PII, THO, WGO, CWH 

Dealer Components: ABG, AN, CARG, CARS, CPRT, CRMT, CVNA, GPI, IAA, KAR, KMX, LAD, PAG, RBA, RUSHA, SAH 

 

This group I compiled has a few industries wrapped under the same Truck & Auto theme, so we have Auto Dealerships, 
Auto Manufacturers, Auto Parts, Recreational Vehicles, and lastly the Heavy Truck makers. The automotive aftermarket is 
undergoing dramatic changes with evolving customer expectations, acceleration of technological innovation, and shifts in 
competitive power. Advanced driver-assistance systems, ridesharing, and electric vehicles are driving change across the 
industry. With more than 95 million vehicles sold annually around the world and an overall profit pool in excess of $1 
trillion, the automotive industry represents a massive ecosystem that involves the raw materials, industrial, technology, 
and consumer sectors. The most intriguing aspect of the automotive industry for active managers, however, is the 
importance of being able to identify which parts of the value chain—original equipment manufacturers, integrators, 



suppliers, and raw materials producers—will be gaining and losing profitability over the next several decades, as well as 
the specific companies that are well positioned to capture that value. In terms of total miles driven, ridesharing could be a 
tailwind to the global fleet size. According to research by the University of California Davis Institute of Transportation 
Studies, ridesharing will likely contribute to an increase in the total number of miles driven in major cities. 

 

We can return to more traditional valuation metrics for this group like EV/EBITDA, P/E, and P/OCF while also taking into 
account debt coverage ratios, inventory turnover, and operational efficiency ratios in a highlight competitive industry with 
high capital expenditures such as gross margins, ROIC and ROE.  Specific to the auto dealerships, same store sales trends 
is a required metric. 

 

Another interesting indicator was recently developed, the BofAML Real Monthly Auto Cost (RMAC) monitor, which is 
designed to measure monthly ownership costs for new vehicle purchases in the US. The components of monthly costs are 
depreciation, financing, gas, taxes/fees, insurance, maintenance, and repair costs. We believe this is an important metric 
to consider in any assessment of the US auto cycle, as fluctuations in key components impact affordability for consumers, 
and relatedly, demand. Importantly, our RMAC monitor reflects total costs averaged over the loan term, which we believe 
is a useful indication of current, monthly affordability dynamics for new vehicle buyers. 



 

Industry data is also very important in timing investments in this group with the cyclical nature of auto production levels, 
so taking into account gasoline prices, consumer financial health, and overall state of the economy are a must.  
Government regulations, such as CAFÉ mandates will require automakers to invest in technology to improve fuel 
efficiency and reduce emissions, set to rise to 55mpg in 2025 from 38.6mpg in 2016.  Safety features and connected car 
are also top themes in this industry with Automaker becoming pseudo-tech companies.  Autonomous vehicles is another 
major theme that is set to change the automotive landscape.  

 

Top Picks 

Ferrari (RACE) remains the favorite play in this group with its consistent strong results and generating growth and 
margins way above its peers with its high-end focus. RACE continues to be a strong product launch story. Toyota (TM) 
screens cheap among the lower growth names at 11.9X Earnings and 10X FCF with a 2.55% dividend yield.  

Auto Parts 

It has been a mixed year for the Auto Parts stocks with 7 names (DORM, GT, DLPH, VNE, MOD, CPS, TEN) down 20% or 
more YTD while 13 are higher by 20% or more led by LCII, VC, APTV, LKQ and PLOW. Total industry sales are tracking 
down about 1% YTD, propped up by strong fleet performance (up high single digits YoY), likely benefitting from 
favorable purchasing dynamics from 2018 US tax reform, while retail remains much weaker (down mid single digits YoY), 
which could be attributable to a number of factors (affordability, consumer confidence, slowing employment and wage 



gains, tax reform anniversary, etc.). Industry mix continued to improve in October, with light trucks gaining over 500bps 
of share from cars, and the mix shift is nearly 200bps from cars to trucks on a YTD basis. This has continued to drive 
average transaction prices (ATPs) higher. Specifically, TrueCar estimates ATPs (post-incentives) increased 3.3% YoY 
(+$497/unit) in October, while Kelley Blue Book estimates ATPs (pre-incentives) increased 2.9% YoY ($1,064/unit). Three 
key themes expected in Auto Parts include a continued push to consolidation, increased outsourcing, and navigating 
volatile global markets and customers. 

 

 

Management Commentary: 

Allison (ALSN) on Commercial Duty Automatic Transmission market and its 2020 environment: 

“We are the largest manufacturer of commercial duty fully automatic transmissions in the world, 60% global market share 
of the fully automatic transmission market. In many cases, if you're a commercial vehicle end user, fleet owner and you 
are in the market for a fully automatic transmission, Allison is really your only game in town. The remaining 40% consists 
of 2 buckets. So Ford has taken their automotive fully automatic transmission and sort of beefed it up a little bit, 
introduced it into the lighter end of the commercial vehicle space via their vertically integrated Ford F-Series. And you've 
got 2 German manufacturers, ZF and Voith, that produce a fully automatic transmission for the transit space exclusively. 
And that's really it. When it comes to the fully automatic transmission, it's primarily Allison. We also manufacture 
transmissions for off-highway, both in mining and in hydraulic fracturing applications. So we're talking about pressure 
pumping applications. There, the space is a little bit more evenly distributed. There are several players, but 2 largest ones 
would be Cat and Allison. Our most volatile end market is North America Off-Highway, driven by fracking. We've seen a 
significant downturn in the second half. So that's an area that certainly is upside. I think it's just a question of when, not 
if, we would expect service parts as it had -- it has in past recoveries to lead that out before new transmissions into frac 
rigs. Across our largest end market, North America On-Highway, looking at what the industry forecasters have out there, 
there's an expectation for some downturn next year. I think one thing that's important to remember there is we have a 
very strong presence in municipalities. So about 30% to 40% of that end market is in the direction of the municipalities 
who tend to continue to buy, really, regardless of the economic conditions. “ 

Aptiva (APTV) CEO on high voltage, current growth drivers: 



“In China, specifically, high voltage for us continues to be a key driver of the outgrowth. So there, we're a provider of 
high-voltage electrification systems. So think the electrical distribution system, the connection systems, the cable 
management systems, that's a business for us in China this year that's going to grow about 50%. And that's actually in a 
year where NAV production is down or the growth rate's down in China, just given the pullback of some of the incentives. 
So I think you're seeing a sort of an NEV vehicle production number of about 13% in China, so we're seeing significant 
outgrowth over that. Other key drivers in China, the rest of the ASUEX portfolio, the infotainment business in China is 
particularly strong this year with some key product launches. Obviously, globally for us, active safety remains a key driver 
of the outgrowth. But that in China is really that sort of that mix of product lines. And as we look forward into 2020, we 
see that continuing, particularly in high voltage because what our customer base in China tends to be concentrated 
around really 2 distinct groups: the multinational JVs and really the top 5 or 6 Chinese producers. We're not a -- mainly 
due to our product portfolio and maybe some sort of decisions on who we prefer to do business with, we don't have a 
broad local Chinese customer base. We really tend to be concentrated in the top 5 or 6, and what you're going to start to 
see next year, we believe, is particularly the European JVs really start to launch their new energy platforms into China. So 
we're seeing a little bit of that in Q4 with some early launches and expect that to continue into next year.” 

Borg Warner (BWA) CEO on its markets, growth in combustion, hybrid and electric: 

“Starting with combustion and hybrid. So we're still growing and outgrowing the combustion market because our product 
has penetration rates that continue to grow. Our products make combustion engines and combustion-related transmission 
more efficient. And the penetration rate in combustion of our key products like, but not limited to, turbochargers, variable 
cam timing, EGR valves, module, clutch module are still growing in combustion as well as in hybrids. The most relevant 
hybrid propulsion architectures in the next 2, 3, 4, 5 years are going to be coupled with very, very efficient gasoline 
turbocharge-based engines. No need to spend money in a hybrid propulsion architecture if you're not having a very 
efficient combustion engine next to it. So penetration rate of our combustion-based product continues to increase, and 
that's why we are growing that market. And remember, when you think about hybrid, you need to think about all the 
good products from combustion plus hybrid products. And we have one of the broader range of products as far as 
propulsion hybridation is concerned. We are in production and a key player in battery heaters, liquid heaters, and that 
allows us to understand the interaction between an inverter that reads as a battery pack. So in a nutshell, Borg is 
delivering constant outgrowth across combustion, hybrid and electric.” 

Top Picks 

Aptiva (APTV) is a top play in this group and featured earlier in-depth in this report. Magna (MGA) continues to screen 
cheap at 5X EV/EBITDA with a 2.65% dividend yield while Borg Warner (BWA) and Allison (ALSN) are the other 
strong operators and preferred names in this group. It is a group we expect to see further consolidation and a few names 
drawing options activity include Adient (ADNT), Meritor (MTOR) and Delphi (DLPH). Gentex (GNTX) is an 
interesting name in the group with its focus in the healthier safety and tech products for automobiles. Douglas Dynamic 
(PLOW) and Fox Factory (FOXF) are two small caps that consistently screen favorably while LCI Industries (LCII) a 
quality supplier to the RV industry if the backdrop starts to improve.  

Dealers 

The dealer business tends to be cyclical, since its fortunes are tied to auto industry production levels, gasoline prices, the 
financial health of the consumer, and the state of the domestic economy. Same Store Sales is an important metric for the 
group, that’s because it measures growth at existing showrooms and stores, rather than from newly opened units. Comp 
trends also provide meaningful insight to future earnings, since most auto-related companies, particularly dealer groups, 
which operate on slim margins, maintain relatively high fixed-expense bases. Weakness in the new vehicle cycle has 
caused the companies to think creatively and diversify with collision centers, branded parts, partnerships and expand 
online. The group has a lot of moving parts with new vehicle sales, used vehicle sales, maintenance and parts. The group 
also is most properly valued in a unique way, utilizing a “Blue Sky” approach. Blue Sky is the intrinsic value of an 
automobile dealership, over and above the value of its tangible assets. It is sometimes equated to the goodwill of a car 
dealership. Blue sky inherently refers to the “intangible” assets of the dealership, which can include such things as 
location, assembled workforce, and the OEM agreement. The valuation of automobile dealerships can be more complex 
than other valuations due to their unique financial statements, varying cost structures and profitability of departments, 
different terminology, and hybrid valuation methods. It is a highly fragmented market with a long runway for value 
accretive M&A. In evaluating the health of companies we will look at Debt/EBITDA and Inventory Ratios, while on 
valuation focus on P/E and EV/Revenues as an overly simplistic, but effective “apples to apples” view. 

Fortunately for the dealers, selling and servicing cars is more consistently profitable than making cars/parts for cars. 
Dealers are able to respond to cyclical declines in new vehicle sales and broader economic downturns by cutting 



expenses, such as floorplan financing, advertising, and payroll, as well as leverage the more profitable used vehicle and 
parts & service verticals, which benefit from late-cycle dynamics. The used vehicle and Parts & Service segments have 
remained strong in recent years, due mostly to favorable fleet dynamics (peak off-lease volumes and growth in US fleet), 
and are now becoming even more critical for the dealers as a source of growth and ballast to earnings pressure from 
falling new vehicle sales/margins. As such, the dealers have placed an increased focus on these businesses, with some of 
them taking more extreme actions, including standalone used vehicle stores and online retail initiatives. 

It has been a very strong 2019 for the group with five stocks up 50-100% and two stocks up more than 140%. 

 

Management Commentary: 

Copart (CPRT) CFO on the total loss industry: 

“First, we wanted to talk about the evolution of the total loss universe. I think historically, we've been good and the 
industry has been good about talking about repair costs and why rising repair costs due to vehicle complexity and age 
and labor rates and the like, we're driving increased total loss frequency. Needless to say, those trends continue unabated 
and are accelerating due to rising complexity and the proliferation of accident detection and avoidance system. It's well 
understood among customers, investors and other stakeholders that repairing cars has become progressively less 
attractive economically for many, many years. I think where we've been less effective is in communicating the other side 
of the salvage equation, and to be precise, I mean the values that we can generate for these cars at auction. The total 
loss industry has changed very dramatically over Copart's 37 years and even fairly significantly over the past 5.”  

Top Picks 

Asbury Auto (ABG) screens as a favorite name in this group despite being one of the smaller players with a $2.23B 
market cap. Copart (CPRT) is a best of breed name that continues to operate at the highest level and Carvana 
(CVNA) continues to be the best disruptor play. Two small cap favorites are Richie Brothers (RBA) and America’s 
Car-Mart (CRMT).  

Ritchie Brothers (RBA) 

Truckmaker 

Class 8 truck orders hit the highest point of 2019 in October; however, in what is traditionally a great month for truck 
orders, that performance marked the weakest level since 2016. Preliminary North America Class 8 net order data show 
the industry booked 22,100 units in October, up 74% from September, reported ACT Research. However, that level still 
comes in 51% below October 2018 truck orders, according to FTR, which found that orders were boosted by a couple of 
big fleets placing large orders for 2020. With flat freight growth and other industry headwinds, most fleets are ordering 
only for their immediate needs, preferring to wait and see how things shake out, FTR said cancellations are expected to 
remain at a high level as manufacturers address excess 2019 orders from the backlog. “While freight market conditions 
remain weak, the market is arguably benefiting from a substantive change in the ‘must-have’ tractor spec: AMT, ADAS, 
and superior fuel economy are considerations to offset weakness in the top-line.” In August Class 8 truck orders hit the 
lowest level in nine years. Truck orders typically bottom out in the summer, with large carriers placing the bulk of 
equipment orders in the fourth quarter. But the seasonal pattern was upended last year as trucking companies flush with 
cash from a surging freight market and gains from the federal tax cut placed record monthly orders of more than 52,000 
units in July and August 2018, according to FTR. Oversupply of capacity remains an issue and truckers say a big part of 
the waning demand comes from weakness in the manufacturing sector. FTR now expects factory output of heavy-duty 
trucks to decline 22% next year to about 275,000 units, down from the 353,000 units forecast for 2019.  



 

BAML notes “Orders for the Class 8 truck market seem to have bottomed. We expect enough Class 8 backlog entering 
2021 for trough production to bottom out above 200k units. We expect Class 8 production to be down 28% in 2020 to 
250k units, which is a little above the current ACT forecast of 240k units. This would leave the market at mid-cycle levels 
of replacement demand, in our view. Our current published estimates call for Class 8 production to fall another 6% in 
2021 to 235k units. The cancellation rate decreased to 7.2% in October, a significant improvement over the last few 
months (May: 22.8%, June 28.9%, July 30.3%, Aug 22.7%, Sept 20.9%). In fact, this is the lowest rate in eighteen 
months. The improvement is also observed when looking at cancellations relative to backlog (May: 1.5%, June: 2.7%, 
July 2.6%, Aug 2.2%, Sept 2.5%, October 1.3%). We believe the improvement is encouraging with an ISM in contraction 
territory and orders starting to stabilize.” 

 

Management Commentary: 

PACCAR (PCAR) CFO on Class 8 market: 

“The U.S. economy is growing 2.3% this year, a 50-year low unemployment and strong consumer spending. Freight 
tonnage has grown 4.2% year-to-date. In the U.S. and Canada, Class 8 industry retail sales continued to grow in 2019 
following the strong orders and production over the last 2 years. We estimate 2019 U.S. and Canadian Class 8 industry 
retail sales to be in the range of 310,000 to 320,000 trucks. We expect 2020 to be another good economy and estimate 



the U.S. and Canadian Class 8 truck markets to be in the range of 230,000 to 260,000 trucks, in line with normal deflation 
demand.” 

Navistar (NAV) CEO on economy & truck markets: 

“We know that the economy is good: unemployment is at all-time low; consumer confidence and spending remains 
strong. I'm not going to make a specific comment on the prospect of a recession in the near term, you know as much 
about this as I do. I will say the freight and truck industry are going through a transition. We know that when GDP is over 
2%, more trucks are needed to haul goods, and indeed, for the last 2 years, GDP has been over 2%. It says that we have 
seen a lot of trucks ordered to expand fleet capacity. Now GDP is returning to 2%. So the truck market will return to 
something that looks like normal or sometimes people call it replacement demand, but, and this is an important but, the 
industry is still killing orders placed earlier this year. There are still a lot of trucks being produced and being delivered and 
put in service. Truck capacity really isn't coming down, so there is pressure on rates. In fact, it may be going up even a 
little bit as it takes time for fleets to turn their older trucks over to the next owner and then that buyer turns their even 
older truck over to the next owner. This is kind of a churn and this will all get sorted out, but it is going to take a couple 
of months to do that. In the meantime, new truck orders have fallen, you've seen that, and could remain at lower year-
over-year levels until the 1st of the year. We think 2020 will look like this, these numbers, of course, are adjusted for our 
fiscal year. The bus industry will remain the same, there'll be a drop of about 10% in medium, but the market will remain 
above replacement demand. The biggest drop will be in heavy of about 30%, and there will be a 6% to 8% drop in 
severe service. So 2020 will come, it will pass and so will '21.” 

Top Picks 

Cummins (CMI) screens as the highest quality name in this small group that has faced plenty of challenges while 
Federal Signal (FSS) and Spartan (SPAR) are two small caps that look quite attractive, the latter benefitting from 
changing trends in commerce.  

Recreational Vehicles 

Management Commentary: 

Winnebago (WGO) CEO on RV Industry and Inventories: 

“We believe the industries that we compete in continue to be strong from a secular standpoint. And I'm not going to read 
everything on the following 2 slides, but the reality is that people continue to flock to the outdoors and do things like 
fishing and hunting and boating on a regular basis. And you can see a lot of numbers around hundreds of millions of 
people engaged in the outdoors. They're getting younger, they're getting more diverse, they are coming to the outdoors. 
It doesn't matter whether you're a baby boomer, whether you're a millennial, whether you're Gen Z, Y, X, you name it, 
people continue to come to the outdoors. And we believe that our business model is really focused emotionally on family 
and friends. Dealer inventories. It's no secret, dealer inventories have been inflated, right? Dealers expected this huge 
growth continue for years and years, and they loaded up with inventory and didn't see that type of growth 1 year, so 
they were inflated. They have come down nicely to acceptable levels. One of the industry-leading floorplan lending 
institutions I spoke with before coming out here told me inventories have been dropping. They're in acceptable and 
comfortable levels now, and dealers are starting to behave with normality. Our competition is feeling the drop in 
inventory from dealers, the reassessment of inventory. If you're not a Tier 1 manufacturer or a Tier 1 brand, this 
inventory drop has given dealers cause to pause, and they've been inspecting and really reviewing all of the brands on 
their lots. Those brands that are not bringing acceptable terms, acceptable margins or support from service on the back 
end, those brands having been dropped from these manufacturers.” 

Top Picks 

Polaris (PII) is the favorite play in recreational vehicles that has a strong financial situation and should benefit as the 
China trade overhand subsides. Winnebago (WGO) screens as the best of breed in a challenged RV industry and 
coming off another real strong report. 

Food, Beverage, and Cigarettes:   



 

Beverage Components: BFB, BUD, CCU, DEO, SAM, STZ, TAP, CCEP, COT, FIZZ, FMX, KDP, KO, MNST, PEP, PRMW 

Food Components: BGS, FRPT, BYND, CAG, CPB, GIS, HAIN, HRL, INGR, K, KHC, LANC, LW, MKC, NOMD, POST, SJM, 
SMPL, THS, UNFI, FLO, HSY, MDLZ, TR, TWNK, FARM, BRBR 

Food Services/Distributors: SYY, ARMK, USFD, PFGC, CORE, CHEF, SPTN 

Tobacco: PM, MO, BTI, VGR, TPB, UVV 

Cannabis: ACB, CGC, CTST, HEXO, TLRY, CRON 

The Food & Beverage industry has seen strong performance in 2019 with declining bond yields beneficial to a group 
targeted for yield. Snacks continues to outperform from a growth perspective while the wholesale food names have 
generated very strong returns.  M&A still remains a theme within the group as larger companies reshuffle portfolios and 
look to capitalize on growth trends within the industry such as health & wellness.  The US Food Industry is expected to 
grow at a 2.9% CAGR through 2022 according to PMMI with meat and snack foods expected to outperform. As organic 
growth has continued to slow with secular challenges and margins are considered near peak, valuation concerns are 
abound in the group. Companies across the industry have initiated cost-cutting initiatives and are spending less while also 
selling less. Raw Material inflation, increased trucking costs, and currency risks are factors in play for 2020.  The industry 
has experienced fundamental change for several years. Some are generational (preference for spirits/wine over beer), 
others are driven by societal changes (consumers have less time to sit down for meals at home), while others are being 
driven by advancements in technology, which has impacted the products themselves (vape sticks, meat substitutes) as 
well as the venue where they are purchased (smart phone vs a paper grocery list). We continue to see a shift away from 
a model where consumers eat three meals a day with an occasional more indulgent snack toward one with multiple 
healthier snacks and fewer/smaller meals. According to MDLZ’s recent state of snacking report, 6 in 10 global adults 
prefer to eat many small meals throughout the day as opposed to a few large ones and overall snacking plays into both 
convenience and function as consumers utilize grab and go pack formats as well as choose healthier/more filling options 
to satisfy hunger. MDLZ notes that ~71% of global adults reported that snacking helps them control hunger and manage 
calories throughout the day. 



 

The push towards natural and organic is one trend dominating the food industry.  Health and Wellness (H&W) now 
accounts for 10-15% of overall sales with the following CAGR: Natural Products 11.3%, Organic 12.4%, and Gluten Free 
at 15%, which is a large discrepancy with the 1.5% growth for traditional products.  The impact of new brands coming to 
market, as seen with over 20% of current brands available appearing within the last four years, is impacting shelf space 
and a competitive threat to the larger players losing market share.  Many of the larger players are undergoing major cost 
savings initiatives programs offsetting rising raw material costs and resulting in improving margins, however.  On the 
demand size diet changes always worth observing. One theme that stood out in 2019 was the number of companies that 
re-set earnings lower to accommodate investments in marketing, capabilities and new products. The hard seltzer category 
continues to gain momentum in the alcohol industry with total sales up +276.6% YoY on +274.9% volumes and flat 
pricing in the latest four weeks ending November 30th, 2019. 

 

Traditional valuation metrics are useful in this group with P/E, EV/EBITDA, P/S, and EBITDA margins, while FCF/Debt is a 
custom ratio that has long correlated with strong stocks in this industry. 

Nielsen data is helpful in assessing sales and category trends, the latest shown below 



 

 

Management Commentary: 

Monster (MNST) CEO on Energy category: 

“If you look back 52 weeks, the energy category has shown incremental growth per Nielsen of $1.3 billion. So this is a 
growing category. And it's a category that now has a new segment, which is performance energy and performance 
energy is growing within that category. Retail sales statistics for many countries around the world demonstrate that the 
energy category is continuing to grow and that Monster is generally growing ahead of the category in line with earlier 
periods.” 

Beverage 

Top Picks 



Monster Beverage (MNST) was featured in the Top 25 and is the clear favorite across this industry for its best in class 
growth. Constellation (STZ) and Boston Beer (SAM) are the preferred plays in the Alcoholic Beverage industry. 

Food (CPG) 

The most notable trend from the latest Nielsen data remains the robust growth in Private Label that continues to take 
market share.  

 

 

Management Commentary: 

JM Smucker (SJM) on pet food business: 

“For Natural Balance, sales in the quarter decreased over 25%. The brand has been impacted by increased competitive 
offerings, continued growth of premium dog food in the grocery, mass and e-commerce channels, and continued 
weakness in the pet specialty channel. Given the recent performance, we are reevaluating our plans which may go 
beyond the previously communicated actions to restage the brand late this fiscal year.”  

McCormick (MKC) CEO on flavor market: 

“Flavor is an advantaged global category, growing at a 5% CAGR over the last 5 years. Our Global flavor market includes 
categories across our broad portfolio, from spices and seasonings to condiments and sauces. The rising Global Consumer 
demand for great taste and healthy eating is the foundation of our sales growth. The younger generations continue to 
fuel the demand for flavor and drive growth. Generation Z is the largest consumer segment, bigger than millennials, and 



they're just starting to enter the workforce, form households and fuel the next generation of flavor growth. They're more 
experimental and health aware about food and seek authentic, global, bold and spicy flavors. This generation places an 
emphasis on ethics in making food choices and is sustainably driven -- sustainability driven. And finally, Generation Z is 
nostalgic for brands and flavors with heritage. McCormick, with our 130-year history, is the right brand for them.” 

Top Picks 

Hershey (HSY) screened best this year out-doing Mondelez (MDLZ) while General Mills (GIS) remains the 
preferred large cap name. Lamb Weston (LW) also screens as a best of breed name while on the smaller cap side the 
most attractive names are Nomad (NOMD) and Hostess (TWNK). Two emerging growth plays that have small market 
caps are Simply Good Foods (SMPL) and BellRing Brands (BRBR).  

Food-Services 

The food distributor group has been a strong performer in 2019 and seen a lot of consolidation in the space and there 
has been talk of Aramark (ARMK) being a target for Mantle Ridge, and recently saw a large active stake taken in the 
company. The US foodservice distribution channel is a roughly $300B market according to Technomic. Over the last 
decade US foodservice distribution has grown at a roughly 3.3% CAGR benefitting from favorable macro tailwinds as well 
as cultural and demographic shifts that have changed the way Americans consume food. As a result of increasing 
urbanization, a rise in single-person households and more dual-income families, lifestyles have become busier, requiring 
more convenient foods and precipitating a greater reliance on the foodservice channel. Urbanization in the US is 
estimated to reach 69% of the population by 2030, up from 58% in 2004, while single person households made up 28% 
of the population in 2014 versus just 17% in 1970. The portion of households with children where both parents work 
fulltime is now 46%, up from 31% in 1970. Taken together this has resulted in a decline of the traditional home cooked 
family meal, with the amount of food away from home surpassing food at home in 2012 and reaching 54% of total spend 
in 2018. 

 



 

Management Commentary: 

Sysco (SYY) CEO on Private Label business and Industry demand: 

“We've got $5 billion private label brands as well. Our private label program is a key part of our story and something that 
actually brings significant value to our customers in very foodservice-relevant products that again, one way or the other, 
again, add value to them, make their lives easier. And again, those $5 billion brands include things like our main Sysco 
label products as well as our Wholesome Farms dairy brand and a brand that is specialized in fresh produce.”  

“I don't know that we've seen a lot of really significant change in there. Yes, we have seen some softening in terms of 
traffic in particular. And we -- there's a lot of moving parts in some of these numbers. But I mean it's -- we're still 
typically seeing some of the check sizes growing. Again, I think the independents themselves, again, I can't say we've 
seen anything really -- any dramatic shift in that space. I think -- and I always talk about -- when we talk about chain 
restaurants, whether it's the larger or the smaller ones, it's -- good operators continue to succeed, others are just 
struggling in ways, continue to struggle. And again, there's probably -- the QSR space has been pretty strong. That some 
of the -- a few of the -- some of the chains have been a little bit softer. But I would say broadly speaking, Ed, I don't 
know that there's anything we'd call as a really significant shift from that. I think in general, as I mentioned a little bit in 
my opening remarks, I think generally speaking, consumer demand is still pretty decent, and I think there are still some 
of these trends in terms of traffic being down or flat, check sizes being -- but still being at a decent place. So I would say 
broadly speaking, there's not anything really significant that we'd say has changed in sort of the overall demand in the 
industry.” 

US Foods (USFD) CEO on industry trends: 

“So we continue to be very positive on the outlook for the industry really across most customer types, Ed. Again, we'll 
start with the hierarchy of customers that I talked about just a second ago. Independent restaurants doing well, thriving 
as a customer type. I think we've -- that we've seen over time is just growing strength in that sector. It used to be many 
years ago where brand -- the brand of a large multi-unit operator was much more of an advantage than it is today. And 
so we've seen for several years now independent restaurants outgrow chain restaurants almost by a factor of 1.5 to 2:1 
and we see that continuing. Within independents, in the middle of the quarter, the third quarter, we did see a modest 
slowdown in terms of some of the shipment data we look at that represents the industry and that kind of reflects itself a 
little bit in our own growth, but seems to have bounced back. So I don't know if that was something temporary, some of 
them is timing year-to-year type, some of them explain everything, but we feel just as strong as about the prospects for 
that customer segment as we have, and it looks like this was a blip inside the quarter. To get health care and hospitality, 
one of the things we're seeing is in that space, again, pretty consistent environment, pretty consistent outlook. I think for 
us, specifically, though we do expect to be at the lower end of the range. We talked about the 1% to 2% in main parts 
due to -- we talked about the pipeline there. It can be a little bumpy as far as when you onboard things. And also, we did 
have 1 larger customer that we did lose to a competitor within the periods, so -- but still feel very good over time about 
our ability to grow in that space.” 

Top Picks 



Performance Food Group (PFGC) screened as the favorite name in this group with its stellar growth and relative 
cheap valuation. SYSCO (SYY) has the highest margins, ROIC and FCF in the group and likely to remain a solid 
performer as well. 

Home/ Office Related Goods: 

Components: HELE, IRBT, NPK, NWL, TUP, WHR, YETI, ETH, LEG, LZB, SNBR, TPX, HNI, KBAL, KNL, MLHR, SCS, ACCO, 
EBF, XRX, LOVE, HBB, PRPL 

This group has a lot of diverse companies but all related to the home or office and overall 2019 a very strong year with 
eight of these stocks higher by 50% or more on the year and the only major laggards being NPK, IRBT, and TUP. The 
group includes Appliances, Mattresses, Home Furnishing, and Office Supplies and overall unattractive growth profiles with 
fairly high Debt/EBITDA ratios. 

Management Commentary: 

Xerox (XRX) CEO on its evolving software business and new products: 

“Growing our software and services business is key to improving our long-term revenue trends. Health care, government, 
retail and insurance clients are experiencing fast-evolving end-user expectations, regulations and technological 
innovations that pose increasing challenges. We've designed a suite of industry-specific services that leverage our full 
portfolio from device to software, including DocuShare and XMPie, that address these challenges and allow Xerox to move 
up the value chain. Our industry-specific services, specifically Xerox Services for Digital Patient and Digital Citizen, are 
seeing traction with new clients such as the Cardiff Council of Wales and expanded business with client such as the U.K.'s 
National Health Service. Two products, AI workflow assistants and 3D printing, are nearing the commercialization phase. 
The promise of bringing 3D printing for manufacturing has long been a futurist vision for advancing the industry. Building 
on decades of experience in printing and material science, Xerox is turning this vision into a reality. The Xerox difference 
is liquid metal technology and our AI-based design software, which allow manufacturers to make complex parts in hours 
instead of days without sacrificing quality or strength. Similarly, our SaaS-based AI workflow assistant that supports 
knowledge workers with offering business development documents has potential to disrupt the RFP process, an area 
where companies spend an estimated $60 billion annually. We expect to introduce commercially available products in 
these 2 areas in 2020.” 

Leggett (LEG) CEO on wanting an inflationary environment: 

“Absolutely, we want inflation. We're coming off a time frame where steel has been deflating. Looks like it's starting to re-
inflate slightly in November with scrap up. I've always told you that we want to be in an inflationary environment because 
of our pricing power. Where we didn't have an ability to exhibit that pricing power truly was in a subset of Home 
Furniture and all of Fashion Bed. That's why Fashion Bed's gone. Home Furniture is more focused. In our U.S. Spring 
business, the ability to pass on, and I should say our Global Spring business, the ability to pass on that inflation is 
inherent in our outperformance of those businesses. So there's a 90-day lag in an inflationary cycle. But we want inflation 
because of the increase in dollars and the absolute nature of more margin dollars. This is all about cash generation. So 
ECS certainly has pricing power, long-term contracts in their business that really kind of mirrors the U.S. Spring structure. 
So inflation would be a good thing.” 

Top Picks 

Xerox (XRX) surprisingly screened very well into 2020 and has some intriguing growth opportunities while also trying to 
get a deal done for Hewlett Packard. Helen of Troy (HELE) was featured earlier in the report as a Top 25 small cap and 
is a preferred play in consumer products. Sleep Number (SNBR) continues to screen best in the Mattress space and 
the same can be said for Knoll (KNL) in office furniture. Yeti (YETI) is the hot growth play and continue to love its 
luxury brand appeal though valuation is a concern. Purple (PRPL) is an interesting emerging growth story in this group 
with its DTC model. 

Household, Personal Care & Cosmetics: 

Components: COTY, EL, ELF, HLF, IFF, IPAR, NUS, REV, CHD, CL, CLX, EPC, KMB, MED, PBH, PG, PRGO, SPB, UL, UN, 
USNA, WW, SBH 



 

The global HPC industry generated $1.1 trillion in sales in 2018 and grew at a relatively robust +5.2% y/y. The four key 
sectors within HPC all grew, with Beauty & Personal Care (45% of industry sales) +5.6%, reflecting consumption 
tailwinds and premiumization in its largest category, skincare (+7.5%). Consumer Health (24% of HPC) grew 5.0%, 
Tissue & Hygiene (16%) +4.3%, and Home Care (14%) +5.1%. The HPC sector has nearly doubled over the past 15 
years, growing at a 4.7% CAGR since 2004. Margins in the HPC space vary meaningfully depending on a number of 
factors, including exposure to commodities, international markets, business mix, market share dominance, and level of 
spending efficiency, amongst other dynamics. Most of the markets are very fragmented leaving room for market share 
gains with advertising being a main point of emphasis to drive market share gains. 

 

The top growth trends in consumer personal care are Male Grooming, Food for Skin Products, Natural/Organic Products, 
and Hand-Crafted Products.  As Millennials assume greater wallet share, their preferences increasingly dictate innovation, 
driving a shift across many categories toward convenience or natural alternatives (e.g., eco-friendly diapers, 
paraben/phthalate-free personal care, single-dose laundry pods, cleaning wipes vs sprays). Moreover, technology 
advancements allow lower barriers to entry and broader reach, enabling direct-to-consumer brands to gain share (i.e., in 
razors, pet food) and heightening the need to deliver on-trend, convenient and frequent innovation. The primary driving 
force to the global personal care market is rising disposable income.  Private label (PL) penetration varies markedly across 
sectors and geographies. For example, private label is most prevalent in the Tissue & Hygiene sector (14% share globally 
for PL) and least so in Beauty & Personal Care (3% global share). While only 9% of HPC sales, e-commerce is growing 
rapidly, +16% y/y in 2018, with all regions growing at double-digit rates. The HPC companies are also having to adapt to 
the digital age, a leader like PG has seen digital as a % of media spending rise to 42% this year from 8% in 2007. 
Among the fastest-growing categories are skin care +7.5% y/y (with facial care +7.6% y/y and body care +6.2% y/y) 
and baby products +6.4% y/y 



 

The latest quarter saw the market penalizing the better-operating large cap names while rewarding those challenged in 
the midst of turnarounds. The market appears to be raising the bar for the group demanding higher quality beats with 
strengthening margins via better pricing and mix management. The group has benefitted from a benign commodity 
environment and favorable retail backdrop at places like Walmart, Costco, and Target. Consumer staples have a strong 
inverse relationship to GDP growth, a defensive sector, and though very rich on valuation metrics like EV/EBITDA and PE 
to Growth they are fairly cheap on book value and operating cash flow metrics.  

 

Management Commentary: 

P&G (PG) CEO on Category Growth: 

“Category growth is an important point of emphasis. Category growth leads to sales growth that is typically more 
sustainable than simply taking business from a competitor. And it creates a winning proposition for our retail partners. 
Importantly, when we grow our categories, we disproportionately and sustainably build share. Now the great example is 
P&G's U.S. Fabric Care. Over the last 40 years, we've grown sales by 5x. So that's 500% in a market that grew 400%. 
Category growth has been the main driver of P&G's growth, which we've achieved through industry-leading superiority. 
As a result, our share of the U.S. laundry category has grown 5 points.” 

Estee Lauder (EL) CEO on industry tailwinds: 

“We see several encouraging tailwinds driving prestige beauty for the many years to come. The growing middle class in 
both emerging and developed markets will control greater spending power. The digital revolution is providing new 
opportunities from product development and shopping experiences to marketing. As consumers are putting more 
importance on health, wellness and purpose-driven brands, we are accelerating our efforts in this area. It is estimated the 
middle class will grow by 600 million people, mainly from the emerging markets like China, India and Brazil. Many of 



these women aspire to high-quality beauty brands and products, and they are our most avid consumers. Around the 
world, we are shaping consumer and luxury beauty experience through digital and technology. We are a leader in e-
commerce in our industry. We have 300 brand sites in more than 50 countries. Last year, they attracted over 400 million 
consumer visits, making them valuable media platforms. Online shopping has grown so rapidly that it accounts for more 
than 25% of our sales in our top online markets. Our online sales have been growing about 30% a year over the last 5 
years and are continuing to expand at that rate. Our social media is engaging consumers far and wide across many digital 
platforms with thousands of influencers who act as content creators. We have increased our advertising spending to 
continue to improve our efficiency and effectiveness in digital. Today, every brand in our portfolio advertises online.” 

Colgate (CL) CEO on changing retail landscape and pharmacy opportunity: 

“Moving on to channels and markets. Obviously, the retail landscape has changed quite dramatically over the last couple 
of years. We want to ensure that we are thinking very differently about the channel, trends that we're seeing in the 
marketplace, how we innovate specifically against some of the growing trends and the growing channels around the 
world. One of the biggest opportunities that we have is around pharmacy. This is a brand, elmex and meridol, which 
came through our GABA acquisition back in 2004, a very, very strong presence in the pharmacy channel, built its 
business, in fact, in Europe across the pharmacy channel. We're seeing pharmacies grow all over the world, important for 
us to now take this brand and look for opportunities specifically where pharmacies are strong and growing around the 
world.” 

Kimberly Clark (KMB) CEO on premium products: 

“We have significant opportunity to premiumize our categories by elevating our core. Now if you consider the price per 
unit spread of our categories compared to others in personal care, in some, the spread between the lowest priced product 
and the highest priced product can be 50x or more on a per unit basis. Now if you take a look at the U.S. diaper 
category, the average price per diaper is about $0.20, and the spread is only about 3x. So we will deliver premium 
innovation that solves bigger problems for our consumers and makes our brands worth more.” 

Clorox (CLX) CEO on 4 Consumer Megatrends: 

“We have picked these 4 that we are specifically addressing in our strategy. The first is health and wellness. So 
consumers, these days, are trying to live healthier lifestyles. They don't always get it right, but that's what they're trying 
to do, and they're elevating priority on their wellbeing, mental health, how they engage with their friends and family. And 
we want to be there to help them to make great choices there. The second is multicultural millennials. So almost 50% of 
millennials in the U.S. are non-Caucasian. The next-generation, Gen Z, over 50% are non-Caucasian. What that means is 
that for the remainder of all of our careers, we will be serving a multicultural population, and it's critical that we meet 
their needs. And in particular, for millennials, they are finally, as we like to say, forming households, having kids, getting 
married. And those are the critical life stages for them to engage in our categories. The third trend is around 
responsibility. So given the massive climate crisis that we're having in our planet, consumers are trying to make better 
choices. They're trying to make larger choices, but they're also trying to make small, everyday choices like drinking from a 
Brita bottle, thank you, Eric Reynolds, rather than a bottled water. And what they want to do is have the brands that they 
know and trust help them be more responsible, and we're going to do just that. And then finally, on personalization and 
customization. As that data rises and as consumers' expectations rise, they need to know that we know them and that we 
deliver them personalized and customized experiences that are of high value to them. We find that these trends will be 
incredibly important for us as we continue to evolve our portfolio and continue to make our brands more relevant for 
consumers.” 

Top Picks 

P&G (PG) has been a stellar performer rewarding its consistently great quarterly reports and it remains a favorable 
name. Estee Lauder (EL) was featured in the Top 25 as the best play on the strength in Beauty. Clorox (CLX) is the 
other large cap that screened well in this group. WW (WW) is the only small cap of interest in this group as it transitions 
more to a health-wellness company and is transforming into a better company in 2020 with tech innovations and loyalty 
programs. 

Textile – Apparel & Footwear:   

Components: FOSL, MOV, CLAR, COLM, CROX, DECK, GIL, KTB, LULU, NKE, SHOO, SKX, UAA, VFC, CRI, GIII, HBI, LEVI, 
OXM, CPRI, GOOS, TPR, VRA, PVH, RL, WWW 



The Apparel Industry consists of companies that design and sell clothing, footwear and accessories. The industry has 
been transforming the last few years combatting weakening store traffic at physical locations and launching Direct-to-
Consumer (DTC) which has been enhancing margins. Excess retail capacity, e-commerce, promotional activity, and shifts 
in advertising budgets have all played a role in recent years. Disruption at department stores has made US sales growth 
for apparel brands more challenging and volatile. Brands that are best positioned are those that are in high-demand by 
consumers with strong sell-out trends, and have company specific drivers, such as new category or distribution 
opportunities. 

Consumer trends are continuously changing including a smaller emphasis on personal consumption expenditures with a 
shift to experiences. Younger consumers continue to reshape the retail landscape. Gen Z and young Millennials consider 
quality the primary factor when buying apparel; older consumers still focus on value. Stores remain an important channel, 
but online penetration continues to rise. According to aggregated BAC debit and credit card data, the percentage of 
clothing sales purchased online continues to grow, most recently at 28.5%, up from 27% last year and 24.9% two years 
ago. BAML with an interesting survey recently noting “Our survey work indicates that despite years of negative store 
traffic trends, consumers still prefer to shop for apparel in stores as 44% of respondents said they do most of their 
shopping in stores compared to 23% saying they make purchases online. If you include the respondents that said they 
search online but also purchase in stores (20%), the percentage increases to 64%.” 

Over the last few months Retailers have accelerated shipments of apparel imports in an effort to beat tariffs which could 
create a margin headwind from port congestion and higher freight costs. Apparel and footwear sourcing costs are now 
rising following a six-year period of flat-to-down sourcing costs. Rising labor costs in China/Vietnam where the majority of 
manufacturing occurs is another headwind.  

 

Evaluation of this group uses basic metrics like P/E and P/S, and also have to pay close attention to margins and 
inventories. The group can mostly be divided into Athletic Apparel, Luxury/Handbags, Footwear & Accessories and Work 
Apparel. Performance in 2019 has been led by LULU, SKX, SHOO, CROX, VFC, NKE and DECK, an emphasis on footwear 
and athletic apparel.  

Management Commentary: 

VF Corp (VFC) CEO on evolving shopping choices: 

“Shopping choices are continuing to evolve. We see new retail emerging in China, where data integration is creating a 
seamless connection between the physical and digital shopping environments. And here in the U.S., we continue to see 
an hourglass shape for the marketplace where both ends of the hourglass are continuing to cede, but that 
undifferentiated middle that we talked about in Boston continues to struggle. You'll hear us talk today about how we have 
successfully moved our business away from that and are finding success on the 2 edges of this important hourglass. And 
the workforce dynamics remain important. As Gen Z begins to enter the workforce, they're bringing with them a passion 
for driving greater meaning for why we come to work. They're insisting that brands come forward with a purpose, and 
they're demanding an inclusive first-work environment.” 

PVH Corp (PVH) CEO on business trends: 

“As many of our peers and key customers have indicated, the U.S. market was challenging during the third quarter. 
During the third quarter, we saw traffic under pressure with no change to the soft international tourism trends. And we've 



also seen a highly promotional environment, which pressured margins. We believe the increasing focus on inventory turns 
and the cautious stance by our key retail partners on spring 2020 open-to-buy levels will continue in this U.S. market. 
Finally, in Asia, we continued to see volatility in the Greater China region driven by ongoing protests in Hong Kong, the 
continued U.S.-China trade tensions and a stronger U.S. dollar. Our teams continue to be nimble and react to emerging 
business trends, especially in Hong Kong as the business disruption has gotten worse over the last few months.” 

Levi (LEVI) CEO on its evolving business: 

“The business today is very, very different. International now represents close to 55% of our business. It's been growing 
double digit for the last couple of years. Our direct-to-consumer business is a little over 1/3 of our business, growing 
double digits, as Chip talked about. Our tops business is now 1/5 of our business. It used to be 1/10 of our business, and 
it's been growing double digits. And in terms of global market share on tops, we have just less than 1%. So huge runway 
for growth. Our women's business, which used to be 1/5 of our business, is now close to 1/3. And our global market 
leadership is only 9%. We lead globally, but the market leadership position is only 9%. So again, continued opportunity to 
grow. And as Chip talked about, our presence in U.S. wholesale as a percentage of total company revenue has come 
down over the years. It used to be close to 50% 7, 8 years ago. It's now down to a little over 30%. And the areas that 
we are growing our focus on are all growing double digit.”  

Gildan (GIL) CEO on its competitive advantage: 

“Our competitive advantage is operating vertically integrated, low-cost manufacturing operations in 2 geographical hubs. 
We spent about $1.9 billion in capital investments in yarn spinning, textile and hosiery production. We can provide our 
products and ship our products duty-free in over 60 countries around the world. And most importantly, we're a global 
low-cost manufacturer, but we're actually going to be widening the gap as we go forward with a major expansion in 
Bangladesh in the near future. We're looking forward to the tour of our operations in the next couple of days because 
seeing is believing to look at our competitive advantage. The 3 drivers to our organic growth strategy are, continuing 
driving our Printwear market in the United States with our Fashion Basics and our fleece, which has been a big growing 
category for us; continue to expand the opportunity of international markets, which is really in its beginning stages, on all 
of our core brands, which is Gildan, Anvil, Comfort Colors and American Apparel; take advantage of the family brand of 
Gildan brands that we sell to retail today, including the launch of American Apparel that will now be sold as of this month 
on Amazon. So we have -- these brands are going to continue to resonate. Gildan is actually our largest brand of our 
brand portfolio. It's actually 1 of the #1 selling underwears online today. So we're very excited about the opportunity to 
continue our brand portfolio.” 

Carter’s (CRI) CEO on birth rate stabilizing: 

“Well, the actual -- again, we focus on the age range from a newborn to a 10-year-old child, and I would say the market 
has not had a whole lot of growth. The baby component of the market is around $8 billion of the $27 billion. And that 
market has actually been under a bit of pressure. I'm sure you've seen the headlines that last year, there was a 32-year 
low in the number of children born in the United States. The best information we have would suggest that the decline in 
births is starting to stabilize. You have more women entering those later -- late 20 years of life, and that's where most 
women start to start their families. So we're -- the best information we have, that would suggest the number of births is 
going to start to stabilize and then improve over the next 5 years.” 

Top Picks 

The leaders in this group by market cap are also the best of breed with Nike (NKE) the powerhouse brand, Lululemon 
(LULU) the growth name with expanding margins though some valuation concerns, and VF Corp (VFC) a balance with 
solid growth, cheaper valuation, lower ROIC and a reshaped portfolio. All three are high quality businesses. 

Levi Strauss (LEVI) screened surprisingly well and offers a stable growing business. Capri (CPRI) continues to look 
far too cheap especially after the LVMH/Tiffany’s deal and has seen some bullish options positioning into 2020. Columbia 
(COLM) always screens near the top on key metric but does trade at premium valuation. Across the smaller cap names 
there are a few favorites like Deckers Outdoor (DECK), Croc’s (CROX), and Clarus (CLAR). Canada Goose 
(GOOS) is the high margin, high growth name in the category that also has a very rich valuation, but we did just see a 
press report that its peer Moncler was being targeted in M&A.   

Electronics & Recreation:   

Electronic Components: ENR, AAPL, SONO, KRNT, UEIC, CAJ, OSIS, AAXN, SNE, GPRO, HMI, GRMN 

Boating Components: MCFT, MBUU, BC, JOUT 



Sporting Good & Toy Components: AOBC, VSTO, RGR, ELY, GOLF, FNKO, MAT, HAS, PTON, ESCA 

This group is a bit of a mix of what is left over in the consumer goods space featuring electronics, toys, sporting goods, 
and boating for the most part. There is not a lot of detail to go into and as with the other groups it is completely tied to 
the health of the consumer. 

Boating 

As the recreational boating industry prepares to close out 2019 and what will have been the second highest level of sales 
in 12 years, NMMA member manufacturer confidence continues to be favorable with 78 percent of CEOs stating business 
is stable or expanding (51 percent stable and 27 percent expanding). The report comes from NMMA's Marine CEO 
Sentiment Survey for Q3 2019 that includes insights on a quarterly basis from senior executives at NMMA member boat, 
engine and accessory manufacturers. Manufacturing activity has dampened slightly, with 48 percent of manufacturers 
reporting concerns over labor availability and protectionist trade policies. “With optimal summer weather arriving later in 
the season for most of the U.S., we saw an encouraging pickup in new powerboat sales in July, August and September. 
This pickup offset some of the lag in certain segments the first half of 2019, putting us back on par with where retail unit 
sales were this time a year ago,” said Vicky Yu, Director of Business Intelligence for NMMA. “Sales of new personal 
watercraft, wake sport boats and larger saltwater fishing boats continue to lead growth while sales of new freshwater 
fishing boats remain down from year-ago highs.” 

 

Management Commentary: 

MasterCraft (MCFT) CEO on 2020 growth outlook: 

“As we enter the slowest quarter of the retail boat selling season, we continue to anticipate retail growth in 2020 across 
all of our segments, albeit at more modest levels than experienced in previous years. The combination of elevated dealer 
inventories across the industry, coupled with continued economic and political uncertainty, including fears of a slowing 
economy in the upcoming 2020 presidential election, result in us taking a measured view in the near term. Our short-term 
focus on prudently rightsizing our dealer pipeline across all brands and hyper focus on operational excellence initiatives 
will allow us to successfully manage the business for the long term through all business cycles.” 

Malibu (MBUU) CEO on Boating market outlook: 

“While we remain very well positioned to continue to execute through any changes in our environment, we are aware of 
the continuous noise in the market from retail choppiness to concerns of a potential cycle change. As we have stated 
previously, we do not believe downturn is imminent. We continue to believe that the 2020 election cycle plus 1 year is the 
next potential down cycle, depending on whether we have a pro-business environment or not. The key economic 
indicators we monitor continue to support our view of the strength of the U.S. consumer today as the unemployment rate 
in September fell to a 50-year low of 3.5%, signifying an increasingly strong labor market. Even more telling is that all 50 
states continue to have a positive GDP with many solid marine states leading the way.”  

Top Picks 

Boating 

Malibu Boats (MBUU) screened the best of the boating names and is delivering outstanding growth with a high ROIC.  



Electronics 

Apple (AAPL) is the leader in the industry and remains positioned well into 2020 with its new product launches, 
improving mix profile from Services, and massive cash optionality. Garmin (GRMN) is another favorite that has become 
a top play in wearables and in a strong product cycle while expanding penetration into new key markets. OSI Systems 
(OSIS) is a small cap that screens favorably with its specialized electronic applications in key markets like Aerospace, 
Defense and Healthcare. Sonos (SONO) is an emerging story in high-end electronics and is developing key partnerships 
while expanding its product lines.  

Sporting Good and Toys 

Callaway Golf (ELY) screens the best in this group and also has intriguing optionality with its ownership in Topgolf 
International which may explore an IPO in 2020. Peloton (PTON) is sure to remain a battleground stock in 2020 with its 
impressive growth but hard to digest valuation.   

Financials: Despite the Federal Reserve reversing its plan to raise interest rates, Financials are having a solid year 
with Banks (KBE) +24% YTD, Regional Banks +20.8%, and Insurance +25.7%. Tailwinds from tax reform, improving 
economy, and relaxed regulations have continued in 2019 while a resurgence in the housing market, strong equity 
markets and a fairly robust M&A market is also contributing. Financial Services continue to provide an area of 
outperformance, specifically payments, and the group has seen consolidation with a number of large M&A deals this past 
year. Yields have recovered off lows and the yield curve remains a key area of focus for investors in Financials.  

 



 

 

Banks: 

Foreign Components: AVAL, BAP, BBD, BCS, BFR, BMA, BMO, BNS, BPOP, BSAC, BSBR, CIB, CM, CS, DB, FBP, GGAL, 
HDB, HSBC, IBN, ING, ITUB, KB, NTB, OFG, RY, TD, UBS, WBK 

Investment Bank Components: BAC, C, GS, JPM, MS, PNC, WFC 

Regional Bank Components: CIT, CMA, EGBN, FCF, FNB, FULT, LBAI, MTB, ORIT, SASR, TOWN, TSC, UBSI, UVSP, WSBC, 
WSFS, ASB, BUSE, CASH, CBSH, CHFC, EFSC, FFBC, FITB, FMBI, FRME, HBAN, KEY, ONB, SFNC, TCF, TFSL, UMBF, USB, 
WTFC, BHLB, BPFH, BRKL, CBU, CFG, CUBI, DCOM, EBSB, FRC, INDB, ISBC, KRNY, NYCB, OCFC, PBCT, PFS, SBNY, STL, 
TRST, UBNK, VLY, WBS, ABCB, BKU, BXS, CADE, CSFL, FHN, HOMB, HWC, IBKC, IBTX, OZK, PNFP, RF, RNST, SBCF, 



SBSI, SFBS, SNV, SSB, TFC, TRMK, UCBI, LOB, BOKF, CFFN, CFR, FBC, FFIN, GWB, IBOC, NBHC, PB, TBK, TCBI, VBTX, 
AX, BANC, BANR, BOH, CATY, COLB, CPF, CVBF, EWBC, FFWM, FHB, FIBK, GBCI, HAFC, HFWA, HMST, HOPE, NWBI, 
OPB, PACW, PPBI, SIVB, UMPQ, WAFD, WAL, ZION 

 

This group is looking mainly at the $3.5B+ Banks, and there are a number of smaller cap options as well, but it becomes 
cumbersome for comparison purposes.  There are 52 regional banks in the $1B to $3.5B market cap range.  The group 
tends to trade very correlated as Macro influences outweigh individual company attributes, but there are still plenty of 
metrics to find the best investments. Bank stocks fare better when the economy is growing strongly, companies and 
individuals are taking out more loans, and interest rates are high. Banks have some defensive features as leading all 
sectors in the combined dividend/buyback yield. Banks are also in healthy fundamental shape with strong capital positions 
and seeing continued profit growth. In a low-return environment Banks could see increased flows for the strong yields 
offered and a continued rotation to value with the group trading at a 35% discount to the S&P. Banks repurchase 
programs also are providing support, after the latest round of stress tests by the Fed, a 20% Y/Y increase in total 
buyback capacity was approved. Despite the improved ROE of the banking industry and healthy fundamentals, the sector 
trades at an attractive valuation. 

 



 

 

Taking a long-term view of U.S. banks’ industrywide average NIM versus the federal funds rate, it’s clear that the average 
expanded and the industry benefited after the Fed raised rates in 2015 to end its extended zero interest-rate policy. Also 
noteworthy is that the industry’s NIM has been largely uncorrelated to the movement in the federal funds rate over the 
longer term, as banks have generally sought to manage to a more asset-neutral position, as has been the case recently. 
Given the Fed’s shift in monetary policy, it’s worthwhile to explore how declining rates have historically affected the 
industry’s net interest income. (A key measure of revenue growth for banks, net interest income is a bank’s interest 
income received on assets minus interest expense paid on its liabilities.) History shows there has been a nonlinear 
relationship between the industry’s net interest income and its average NIM. In fact, U.S. banks consistently grew net 
interest income in the 1990s and early 2000s despite the headwinds of declining NIMs. This was also a period of strong 
returns for investors in the banking industry; the S&P Composite 1500 Banks Index returned 19.3% annualized from 
March 1994 to March 2001, a period when the industrywide NIM declined 115 basis points. The compounding of loans on 
banks’ balance sheets provides a very predictable and stable revenue source, which historically has been a key factor in 
valuing bank stocks. An environment with rising NIMs is more attractive than one with declining NIMs. However, investors 
should shift their focus toward net interest income, an important revenue growth driver for U.S. banks. The outlook for 
Bank stocks can be supported by solid loan growth with a stable credit environment, a focus on controlling expenses and 
creating operating leverage, and a continuation of sound capital management including share buybacks and dividends. 



 

 

The main metrics for evaluation Bank stocks include ROE, ROA, P/B, P/E, NIM trends, Dividend, Cost/Income Ratio, 
Balance Sheet (Deposits), Credit Quality (Charge-Offs, Nonperforming Assets/Loans, Loan Loss Reserves, Tier 1 Capital). 
The U.S. banking industry has been a significant wealth creator for long-term investors. A primary driver of this return 
has been the industry’s compounding of book value—which is a function of its return on equity (ROE)—coupled with 
dividends paid to shareholders. Book value is one of the most important measures of valuation available to investors. It 
offers a view of the worth of a company’s net assets—what the company’s shareholders would receive today if all of the 
company’s assets were sold and liabilities repaid. In this way, it can serve as an index to potential shareholder wealth. 
The compounding of book value, by extension, maps the trajectory of a company’s or industry’s ability to create 
shareholder wealth over time. The primary source of compounding book value is ROE, which tells us how much profit a 
company generates as a percentage of equity. A bank with higher ROE will compound book value at a faster pace.   



 

 

Some key themes into 2020 for the Banks is that the scale tech-embracing marketers are able to continue gaining market 
share and see higher growth and returns than peers. Valuations in the group have expanded and EPS growth seen at 5-
7% on average with a 15% ROE. Banking is a cyclical business and the U.S. economy is in the later innings, with 
competition intense and an inevitable end to the cycle somewhere on the horizon. Given the tight correlation between 
GDP growth and banking industry fundamentals (loan growth, capital markets activity, credit quality migration), 
confidence in macro support is critical to sustained share price outperformance. Bank stocks have historically 
outperformed in the year leading up to a presidential election.  



 

 

Global & Investment Banks 

Management Commentary: 

JP Morgan (JPM) CFO on Macro and Consumer environment: 

“Yes. So we have a strong consumer. FICO has been 11th here. We see that in the data. Unemployment is just off the 
50-year low at 3.6%. The housing market is actually helped by this rate environment. And consumer spending, that's one 
that we have a lot of data on, both data on debit and on credit. And that's really strong, extremely strong. Consumer 
sentiment is not at the peak anymore, but it's still in the upper 1/3 percentile when you look at it in the context of 10 
years. So there is really nothing that is worrisome there, although the data is less consistent. So what we're watching is 
really the geopolitics, trade war, Brexit. And in general, geopolitics actually do not translate into correlation with the stock 
market, but trade war is actually entirely correlated to the stock market. We can do the chart, and we'll see that. And 
that's normal because it translates into CapEx, into manufacturing. And so the business indicators are weakening and that 
could translate into the consumer, but today we haven't seen any of that erosion. We're seeing very good strength, but of 
course we're watching. We have very good consumer credit data. That's for us but also in general for the industry. And 
we look at it really with everything we can see both in terms of internal data, external data. The debt levels are strong, 
but of course, the debt burden levels are low. And when we look at it by sector, we look at card, where the back books 
are very stable.” 

Bank of America (BAC) CEO on the US consumer: 



“Well, the general update is consumer is doing fine, and we talk about why we think that. And then oddly enough, if you 
think about businesses, the pyramid from the large -- small business space and then move up to the largest corporates, 
their feelings and activity are sort of -- start with being fine and robust at the broadest base of U.S.-based small 
businesses -- small- and medium-sized businesses. And of course, when you get to people who are more involved in the 
international, questions of trade and things, the worry wall gets higher. So -- but they're still solid. I mean we saw a solid 
loan growth. But the thing to think about -- in August, I did some things because everybody was getting so pessimistic. 
And what we saw in our consumer data was you're actually seeing acceleration of consumer activity during 2019. So 2018 
was a big year over 2017 because of the impacts the tax reform. And so when you saw that -- when you see about $3 
trillion of spending goes through our consumer base every year, and that's ATM cash that goes out in the economy, it's 
payments for bills, it's credit and debit card, which everybody gets very focused on, that '18 over '17 was up 8.5% or -- 
to 9% and has now been running, pretty much year-to-date through last Friday, at 5.7%, which is very consistent with 
the 2%, 2.5% GDP growth that you'll have seen in the years prior.” 

Bank of America (BAC) CEO on Net Interest Income and the Yield Curve: 

“We produced more loans and more deposits. At the end of the day, that's what we're paid to do. And the rate curve will 
move around, and so -- and that affects us. And you all know it, and you all know that for all the people you're going to 
hear from at this conference, you're all going to ask the same questions, and you should, about what do they think about 
NII. But the thing you really should say, "Are you growing the other components?" What it would be worth -- the 
different shape yield curves at different moments is going to be up to factors beyond the control of any individual -- of 
the 60 companies presenting. But what is up to their control, are they growing loans and deposits.” 

Morgan Stanley (MS) on Asset Management Industry: 

“As it relates to asset management and, in particular, active asset management, we see the market as very large, 
extremely fragmented and being disrupted by free beta. And what it's doing is creating significant market share in 
motion, and we've been gaining share in that context. So on the size of the active market, its $60 trillion according to the 
consultants. I think just as important or maybe more important, is the revenue pool is $300 billion. And the revenue pool 
and active represents 95% of the industry revenue, which I think, at first, was surprising to us. But in the context where 
beta pricing keeps on going down, potentially down to 0, and private alternatives allocations are going up, and the pricing 
there is really stable, sort of makes sense. The other thing that we think is underappreciated is the fragmentation in 
active asset management. So the top 5 firms in active asset management against that $60 trillion average 3% market 
share.”  

Goldman Sachs (GS) on balancing growth/risk: 

“We continue to grow the businesses quite mindful of the possibility that the economy could turn. And so we need to be 
careful about how we manage risk, again, in the face of a market that's still showing, call it, 3% global growth, 2% in the 
U.S., 6% in China. And so you want to be very careful in managing risk, but at the same time, you don't want to avoid 
kind of a rich opportunity to grow and build your business, and we're doing that. Growth initiative, seemingly late cycle, 
being built for the longer term. In that, we have slowed, for example, the pace of growth in the unsecured loan book in 
Marcus. It is still growing. We intend it to still grow, but we're watching what the data is suggesting. We're mindful of 
other consumer debt we are taking on through Apple Card. And equally, we are only now coming on to what I would 
describe as on-premise data with a greater level of comfort as to our ability to manage that risk. If I look at Investment 
Banking, our biggest risk there is a demonstrable turn in the economy, and we're left with commitments made that could 
prove to be less liquid in a more challenging market. But there, we're very, very focused on the velocity turn and 
commitments.” 

PNC Financial (PNC) CFO on interest rate framework: 

“If you just take a long-term look at what has happened to interest rates, we have had just in the last 20 years, I don't 
even want to go back to '70s and '80s. It was a different era, different inflation dynamics. But over the last 20 years, we 
basically had very similar inflation dynamics. But interest rates are about 400 basis point lower in nominal terms. So 5-
year notes, when I started in the business in mid-'90s, used to be in the mid-6s, low to mid-6s. Now they have been, for 
the last 5 or 10 years, even after factoring out a period of very, very low rates, they're roughly around 2%, And 2% is 
being generous, they've actually been lower. What has driven this 400 basis point decline? Is all of it fundamentally 
driven? Or other things happening? Well, a lot of it is. If you actually look at breaking down the rates into really 2 
components. Essentially, long-term rates, first and foremost, are reflecting a view of where short-term rates will average 
over the long term, right? And where they would average, if you look at the neutral level, as it is called in Fed speak and 
in monetary policy speak, if you look at the long-term neutral level of the short-term rate, of the overnight rate, that has 



declined by about 200 basis points going by CBO estimates, and I'll talk about what is causing this decline. So roughly 
200 basis points of this 400 basis point decline can be explained by a change in long-term expectations. What's the other 
200? The other 150 to 200 basis points is coming from what we call the term premium, which is essentially if you're going 
to extend out the curve, you're taking more risk, you're taking duration risk, you're taking inflation risk, you're taking in a 
lot of uncertainty risk around those 2 things, you should get paid for taking that risk. So locally, we feel there is room for 
rates to rebound a little bit. In the end, though -- and I would also say that if you look at other markets, credit markets 
and equity markets, which are pretty good predictors, just like the bond market, of recession, they are painting a very, 
very sanguine picture. The credit market, in particular, where I think has probably as good a track record as anybody, is 
telling you that there is no imminent danger of a recession. We are getting to a point where we are pretty long in the 
tooth. So where that leaves us is we think rates are in a relatively narrow range. The upside is capped by these 
recessionary fears that linger, and the downside I feel we kind of overshot. And I think the Fed is on hold so we can 
probably rebound.” 

ROE vs. Price/Book 

 

Top Picks 

JP Morgan (JPM) is always the best of breed with its high ROE and best-in-class management. Morgan Stanley (MS) 
screens well and also has seen an enormous amount of bullish options positioning.  

Regional Banks 

The regional banks are evaluated with the same metrics and have the same correlations to the economy while often 
being a bit more rate sensitive. Consolidation remains a major theme including a megadeal between SunTrust (STI) and 
BB&T (BBT) in 2019. It is a large group that is best to be broken down into Region and Market Cap for relative 
attractiveness evaluation.  

 

Management Commentary: 



BB&T (BBT) CFO on its advantages: 

“If you look at BB&T, we continue to have an advantage versus our peer group for net interest margin. It's really a 
function of our mix and our assets that we have as well as our funding base that we have in the company and our ability 
from a retail base to have below-average deposit betas. If you look at nonperforming assets, we have one of the best, 
lowest nonperforming asset ratios in the industry, continues to get better. Clarke's been saying now for the last 2 years, it 
can't get any better and still gets to get better. We do think, though, we have bottomed out and things are probably not 
going to get much better from where they are today. But we are definitely have a huge advantage over the peer group 
right now. From a fee income ratio, we continue to extend the fee ratios. When we come together with Truist, we will be 
diluted down a little bit. We will continue to focus and try to grow and emphasize fee businesses and growth in our fee 
businesses from Truist. From a return on assets, we have a huge advantage versus the peer group. That's really driven by 
our ability to control our costs and the mix of businesses that we have, the markets that we operate in. And return on 
tangible equity is industry-leading, approaching 20%.” 

First Republic (FRC) CEO on a millennial strategy and client retention: 

“And then we have the millennial strategy. You're going to hear more about each of these today, so I won't belabor this. 
But it is worth noting that 3 years ago, only 3 years ago, 17% of our borrowers were millennials. And to date, 34% are 
millennials. That's a double in 3 years. The equation is simple. First, happy clients stay with us. We have only 2% attrition 
compared to banking sector at 8%. Other banks are filling a much bigger hole with new clients. We just keep our clients 
happy. Second, happy clients deepen their relationships, and they refer others. 75% of our growth comes from within, 
75%. We wake up, we take care of our clients, and we take care their referrals, this is how First Republic grows. One 
happy client relationship can create a large referral network. In fact, over the past 5 years, our best client promoters have 
referred us more than 80 relationship each.” 

Top Picks 

The names that screened best on a combination of loan growth, balance sheet healthy, yield, ROE and at attractive 
valuation at a few market cap bands included US Bancorp (USB), KeyCorp (KEY), Comerica (CMA), East West 
(EWBC), TCF Financial (TCF), Western Alliance (WAL), First Financial (FFIN), Enterprise (EFSC), WSFS 
Financial (WSFS), Sandy Spring (SASR) and First Financial (FFBC). 

Insurance & Specialty Services:   

Components: ALLY, SC, SYF, ENVA, LX, YRD, HTH, GSHD, MCY, PGR, MBI, MTG, NMIH, RDN, EFC, ESNT, PFSI, WD, 
COOP, PRAA, ECPG, NAVI, SLM, HRB, AFL, AIZ, EIG, GTS, TRUP, UNM, BRO, FANH, OMF, ACGL, AEL, AFG, AIG, ALL, 
AXS, BHF, BHFAP, BRKB, CB, CINF, CNA, CNO, ERIE, FG, HIG, HMN, JRVR, KMPR, L, LFC, LNC, MET, MFC, NAVG, NGHC, 
ORI, PFG, PRA, PRI, PRU, PUK, RLI, SIGI, SLF, THG, TMK, TRV, UIHC, UVE, WRB, RE, RGA, RNR, ATH, EQH, VOYA, AGO, 
AMBC, ARGO, PLMR, TPRE, FAF, FNF, STC, ANAT, CRVL, Y, KNSL, CACC, NNI, WRLD 

This group is broken into Life & Health (MET, PRU, AFL, LNC, UNM, TMK, PFG, BHF), Property and Casualty (BRK.B, ALL, 
TRV, CB, CINF, PGR, WRB, CNA, L), Multi-Line (HIG, AIG, AIZ), Reinsurers (RGA, RE, ACGL, RNR, AHL), and Brokers 
(AON, MMC, WLTW, AJG, BRO, PRI, AFSI).  ROE is a strong measure of profitability and P/B often used in valuation, while 
specific ratios to the group are combined and operating ratios, underwriting leverage, investment yield, and investment 
return.  The most simplistic, yet effective approach, is looking at Price/Book and Price/Earnings compared to ROE, which 
has shown the strongest coefficient of determination of performance. 

The P&C Insurance group differs from many other companies as revenues hold less importance and metrics like Net 
Premiums Written and Net Premiums Earned, and their respective ratios are observed.  The combined ratio is another 
metric, the sum of the Loss and Expense ratios, and 100% minus that ratio is the Underwriting Margin.  Investment 
income is also closely watched, often called Float, and secondary source of earnings and closely tied to the rate 
environment.  Reserves is another balance sheet item of important, and a Reserves-to-Loss ratio should be in the 2.5 to 1 
range. The National Association of Insurance Commissioners notes the current state of the US P&C market can be 
described as firming, slightly with many companies implementing rate increases after two years of severe losses and a 
low rate environment. Increased underwriting discipline, rate increases, low catastrophe losses and an improving 
commercial and personal auto market have contributed to solid performance in 2019.  



 

Life stocks have underperformed the broader equity market over a multi-year period due to periodic volatility, pockets of 
regulatory uncertainty (i.e. Department of Labor’s fiduciary rules), concerns on long-tail liabilities (i.e. LTC and variable 
annuities) and generally low long-term interest rates. Life stock moves can be 90% explains from the YS 10 year Treasury 
yield and the S&P 500 level. There are industry-specific factors that impact stocks prices including regulation, growth 
expectations, and capital trends. In 1H19 life insurance companies reported $28B in net income, rising 36% Y/Y and net 
premiums and deposits rose 14%.  

 

The Reinsurance group tends to insure the P&C companies against various natural disasters and other events.  The 
combined ratio is one again important here, and this business is very cyclical with Hurricane Season, June 1st to 
November 30th, while most policies are written near the end of the calendar year.     

P/E vs. ROE 



 

Management Commentary: 

Chubb (CB) CEO on strength in pricing and flight to quality: 

“The pricing environment continued to improve quarter-on-quarter with the rate of increase accelerating and spreading to 
more classes of business and risk type. For perspective, rate increases in both our North America commercial lines and on 
our London wholesale businesses this quarter were double those of the first quarter, 6.4% versus 3.2% and 17% versus 
8%, respectively. In the U.S., rates continued to firm in major accounts, E&S wholesale specialty and the middle market. 
In our international operations, we continue to observe firming conditions in the London wholesale market and in 
Australia while rates began to increase in the U.K. retail market and parts of the continent, particularly for large risks. The 
market is responding to the fact that rates have not kept pace with loss costs over a number of years, which has put 
pressure on margins and ultimately on reserves. Rates have gone down while loss costs have risen. Pretty simple math. 
However, as we have been saying for some time, the frequency of severity and certain long-tail and short-tail classes has 
been worsening, while at the same time in other classes, it has remained subdued or declined. As I noted last quarter, we 
are also benefiting from a flight to quality, particularly in large account and specialty as more business meets our 
underwriting standards. Given the choice, many potential customers prefer Chubb.” 

Allstate (ALL) CEO on establishing long-term ROE targets & leading combined ratio: 

“Beginning in 2020, we will establish long-term return on equity targets, which will replace the annual guidance we 
currently provide on the Property-Liability underlying combined ratio. This is a better measure of our performance for 5 
reasons. First, it's of course a broader long-term measure of performance rather than just an annual measure on just one 
part of our businesses. It will put a bigger focus on the non-Property-Liability businesses. It factors in capital 
management. It's more correlated with stock price. And it really fosters a better comparison with our peers. Allstate's 
lower combined ratio compared to the industry generated $1.3 billion of additional underwriting income in 2018. The 
same is true for homeowners insurance. The graph on the bottom right shows homeowners insurance results, and it 
highlights the significantly higher profitability we generated from this risk. The results are significantly better than State 
Farm, public company competitors and the industry, as you can see from the blue line. This performance generated $750 
million more in underwriting income than would have been achieved with the industry average.”  

Traveler’s (TRV) CEO on catastrophe trends: 

“Yes. So if you take a step back and look at weather, weather losses have been trending up over time if you look back 
over some number of years. And we certainly worked that into our perspective when we think about our pricing risk 
management. But you got to take a step back from that and you got to look at catastrophe losses and you got to say, 
"Okay, to what extent are these increasing catastrophe losses coming from higher frequency and severity of perils and to 
what extent is it coming from other factors, for example demographics? So the population is growing. So you'd expect 
just by virtue of that for there to be higher degree of catastrophe losses. And on top of that, the population is growing, 
and in fact, home values are growing in harm's way, so thinking areas that have a higher propensity for tornadoes and 
the coasts where you've got hurricanes and wildfires. So you got to separate out the weather from the non-weather. Now 
we do see a changing weather pattern. So you've got some areas of the country where you've got higher levels of 



drought, you've got other levels of the country where you've got higher levels of precipitation, we can see that in the 
data. It also seems reasonably likely. It's a little less clear in the data, but it seems reasonably likely that we're also 
seeing increased frequency and severity of thunderstorms and hurricanes.” 

WR Berkley (WRB) CEO on a changing cycle for insurance product lines: 

“So from our perspective, the cycle has changed from what it once was. Once upon a time, the market tended to harden 
and soften across product lines, it's somewhat in lockstep. At this stage, you're seeing that not the case at all. You're 
seeing major product lines marching to the beat of their own drum. The realities of the cyclical business remain. But by 
example, workers' compensation, the largest component of the commercial lines marketplace by premium, well, that is a 
softening market, while on the other hard, you see property, professional liability as examples of where you're seeing 
meaningful hardening and -- at an accelerating pace. So commercial auto should be added to that list. There is a fair 
amount of visibility. There is a fair amount of predictability as to what lines are going to harden. It's just not perfectly 
clear how quickly it is going to happen.” 

AXA Equitable (EQH) CEO on operating environment for annuities, life insurance and retirement products: 

“Look, over the medium- to long-term, Jay, we're positive and optimistic about the prospects for our industry simply 
because of the demographics in the macroeconomic side. If you look at Americans turning 65, the number of Americans 
turning 65 will increase by 55% by 2030. The investable assets they have will double by that time. And if you think about 
the flip side of interest rates, interest rates being where they are now, Americans quite simply need to save more just to 
procure the same level of income and that they need to live their lives with some dignity. So I think the business we're in 
is a good business. Of course, there are always challenges in businesses, but it's a good business from the demographics. 
And indeed, I think the regulators themselves, the government has recently, through the SECURE Act, has recognized 
that -- allowing 401(k) trustees to provide some secure income in their model portfolios is a good thing. And I think we 
stand to gain from that. I'm very comfortable with where we are as a business. And I'm very comfortable with the long-
term outlook. Of course, we have some short-term headwinds.” 

Top Picks 

AXA Equitable (EQH) screens attractive in the Retirement space while Progressive (PGR) remains the best of breed 
P&C name. Fidelity National (FNF) screens as the preferred name in the Real Estate space while Sun Life (SLF) is a 
high quality diversified provider of insurance products. Primerica (PRI), Arch Capital (ACGL), and Essent (ESNT) 
are other high quality operators. Among the smaller names with market caps less than $5B, a few names that screen 
strong include Kinsale Capital (KNSL), PennyMac Financial (PFSI), Palomar (PLMR), Corvel (CRVL), and Enova 
(ENVA). 

Asset Management: 

Components: APO, ARES, BX, CG, CNNE, HLNE, IVZ, KKR, AINV, ARCC, BAM, BBDC, BCSF, GBDC, GSBD, HTGC, MAIN, 
NMFC, SLRC, TSLX, AB, AMG, AMP, APAM, BEN, BK, BLK, BSIG, CNS, COWN, EV, EVR, FII, HLI, JEF, JHG, LAZ, LM, LPLA, 
NOAH, NTRS, OAK, OZM, PJT, RJF, SEIC, SF, STT, TROW, WDR, CODI, PJC 

In the Asset Manager group, benefits have been seen from pro-growth policies and tax reforms as well as deregulation, 
though the ability to see new funds remains in question with the recent shift to passive investing.  The group can be 
broken into Traditional (AB, AMG, AMP, APAM, ATH, BEN, IVZ, BLK, CNS, EV, FII, LM, OMAM, TROW, VRTS, LPLA, WDR, 
LAZ, SF, JEF, WETF). Trust (STT, BK, NTRS) and Alternative (APO, ARES, ARCC, BX, BAM, CG, KKR, OAK, OZM).  One 
specific ratio for the traditional names in Market Cap / AUM.  For the Alternative Managers, Price / Distributable Earnings 
(DE), and Distributable Earnings / Unit.  Due to the steady nature of the business (taking a percentage of assets under 
management per year), asset managers have a business valued more like a basic corporate than financial institutions 
such as banks and insurers. Asset managers are usually valued on a Price/Earnings, EV/EBITDA and EV/AUM basis. As a 
secondary metric, large asset managers with diversified businesses may also be looked at from a free cash flow yield 
perspective. Asset management valuation primarily focuses on Assets Under Management (AUM). A larger AUM means a 
larger fee base which means more revenues while incremental expenses do not scale as much. Accordingly, AUM growth 
is imperative for share price appreciation. However, the quality of AUM growth is even more important. AUM can grow 
organically because of 1) rising markets boosting the value of the assets managed – which can be looked at as beta 
exposure; 2) the outperformance of the asset manager versus its benchmark – which can be looked at as alpha 
generated and 3) net inflows via more investors giving the asset manager their money. 



 

Publicly traded traditional asset and wealth management and alternative asset management stocks have generally 
increased with the market over the last nine months while aggregator stocks have declined. The asset and wealth 
management industry is facing numerous headwinds, chief among them being ongoing pressure for lower fees. 
Traditional asset and wealth managers feel this pressure acutely, which has likely contributed to their relative 
underperformance over the last quarter. Structural headwinds remain for the asset managers, including the shift to 
passive, active underperformance, pressure/transparency on fees, and more regulations, which come with higher costs 
and complexity. In addition, market volatility later in a cycle generally does not bode well for interest in the sector and 
valuations. However, the group is trading at just 10x 2020E relative to a longer-term 16x P/E. 

Alt managers, which have been the sector’s sole bright spot during this time, are more insulated from fee pressure due to 
the lack of passive alternatives to drive fees down. Most investors still value the diversification offered by alternative 
assets, particularly late in the economic cycle. 

A BAML study shows that relative performance ranks of 3 and 5 year track records is a key driver of flows and therefore 
asset manager earnings and valuations. Results of mutual fund performance and roll off analysis is below followed by 
valuation tables for the industry.  

 



 

 

Management Commentary: 

Blackrock (BLK) on positive tailwinds from commission-free brokerages: 

“The movement by independent financial advisers and direct platforms in the U.S. to eliminate transaction costs is 
increasing accessibility to investing for more and more people and we believe will accelerate ETF adoption. The 
elimination of barriers to investing is a good thing. It democratizes access and enables more people to save, invest and 
reach their long-term financial objectives. With the commission-free moves, we now have access to more clients than 
ever before, and we remain confident that iShare value proposition will continue to drive growth and BlackRock iShares' 
market leadership. iShares generated $42 billion of net inflows in the quarter, led by strong growth in fixed income, 
factors, core and European ETFs. We once again captured the #1 market share in ETF flows globally in Europe in the 
high-growth categories, including fixed income, factors and sustainable ETFs. iShares has not just one but rather several 
product segments: core, fixed income, factors, sustainable, megatrends and precision ETFs, each with a range of different 
ways that different clients are using them. For these segments, fixed income, factors, sustainable and megatrends 
represent more than $600 billion of AUM today and have generated more than 20% annual organic asset growth on 
average over the last 5 years and have a higher average fee rate than BlackRock's overall business.” 

State Street (STT) CFO on fee headwinds: 

“We've seen some evolution here on fee and fee pressure. And just to remind you with a full context, if you go back 2 
years, 5 years, we've actually gone back 10 years and before that, you'll see pressure in our industry in the custody -- 
trust and custody industry is about 2% a year. And why is that? It's because assets -- part of our basis for pricing is 
assets under custody, as that rises, clients naturally expect to get some of that back. And so the industry has always been 
structured around some amount of fee compression offset by share-of-wallet expansion or productivity or both. The last 2 
years have been more difficult than historically. We -- during the back half of '17, '18 and '19, we started to see a ramp-
up of fee pressure closer to 4% a year, which was partly based on the typical evolution, which is, after a bull market, 
right, clients end up writing bigger checks. And so we've seen more fee pressure over the last 2 years than we had 
before, and we've put in place some approaches to try to target that we've done. We've upgraded how we cover clients in 



a much more centralized way. And so we saw some stabilization and moderation in some of those fee headwinds in the 
second quarter. We saw that again in the third quarter, when we actually saw an uptick sequentially in servicing fees. 
And it's hard to call it done, right? We think there's always going to be some amount of fee headwind. But what we're 
hopeful we can do is moderate down from 4%. Our first goal is to get to 3% a year and then after that to see if we can 
get it down to 2%. What I have shared with investors is that, as we look out another quarter or 2, because we can begin 
to look into the, say, the first quarter of next year, we see this moderation continue.” 

Top Picks 

Traditional 

Blackrock (BLK) and LPL Financial (LPLA) were previously featured in this report at top name for 2020. A few others 
that screen favorably are T. Rowe Price (TROW), Alliance Bernstein (AB), Lazard (LAZ), Hamilton Lane (HLNE) 
and Holuijan Lokey (HLI).  

Alternative 

Apollo Mgmt. (APO) is the preferred play in the Alternative group generating a high IRR at a cheaper valuation that 
peers while having a clear long-term plan in place to take in higher allocations of capital.  

Trust 

Northern Trust (NTRS) is the best of breed in the Trust group with impressive ROE and margins. 

Brokers & Exchanges: 

Components: AMTD, ETFC, SCHW, CME, FHL, ICE, MKTX, NDAQ, TIGR, TW, CBOE, IBKR, FOCS 

In the investment brokerage group, DARTs is a group-specific metric released monthly, daily average revenue trades.  
The group also tends to benefit from strong markets and increased trading activity.  Net Interest Margin, Net New Assets, 
and Total Client Assets are other observable metrics.  Increased capital flexibility should lead to dividend raises, 
buybacks, and further M&A. The industry saw a lot of change in 2019 with the move to zero commissions as well as the 
pending Schwab acquisition of TD Ameritrade. Into year end the group is seeing strong DARTs and healthy balances 
being offset by lower commissions and net interest margins. An increasingly lower rate backdrop and near peak retail 
engagement for the cycle are additional headwinds. Given these shifts, the revenue outlook has become more uncertain, 
the need for scale, efficiency, & client assets has taken on even greater importance. 

The exchange stocks have performed mostly in-line with the market in 2019 amidst a low volatility environment that 
weighed on trading volumes though a lot of strong stock-specific stories like MKTX which led the way gaining more than 
90% YTD due to increased electronic trading in fixed income. Many of the exchange names are also seeing a positive 
margin mix shift with data & analytic service offerings. Secular trends including market automation, passive investing and 
regulation are reshaping the capital markets landscape and driving strong customer demand for data and technology 
solutions. The group often performs well in times of Macro uncertainty and increased volatility, a defensive group. 
Volumes were mostly positive y/y: U.S. Cash (+9% y/y), U.S. Options (+8% y/y), and U.S. Futures (+28% y/y), Euro 
Cash (-16% y/y) and Euro Futures (+13% y/y). This group has also seen a lot of consolidation the last few years globally.  

 



 

 

Management Commentary: 

CME Group (CME) CFO on rate environments impact on its business: 

“So when you look at -- the -- to your question around what's a good environment for us in terms of rate cuts, rate 
increases or holding rates the same, we've been able to grow our business in all the environments. When you talk about 
rate cuts, you could see what happened with our exchange just recently. We had a lot of activity because of the 
uncertainty around whether it was going to be rate hikes, rate cuts and so on. So we've seen that activity be really 
meaningful. So no matter how the curve shifts, we can capture that activity and we can provide our customers deep 
liquidity at all the different points on the yield curve for them to manage their risk. And then we've also increased our 
customer base substantially. But one thing is for sure, no matter what happens with the Fed, the U.S. is going to have 
substantial budget deficits over the foreseeable future, and there'll be substantial treasury issuances to fund those budget 
deficits. And between our cash platform, our BrokerTec, which was up 65% in the month of August, and our futures 
franchise, we're going to be there to really capture that activity. So I think we're well positioned no matter what the Fed 
does with our offerings.” 

Intercontinental (ICE) on its Energy business: 

“If you take all those trends and then you compare it to well, where is it and how is it that we've built our energy 
business, so over the last couple of decades, we've built our business very different than any of our peers. Our peers 
focus on a single product in a single asset class at a single location. We've built out in oil alone 600 different oil products 
around the world. These are refined products, they are differential products, they are products physically located around 
the world for people to be able to get price exposure at the -- with the product that they specifically want to consume at 
the point of consumption where they want to consume it. Similar trends to oil that I mentioned, shale gas, natural gas is 
a beneficiary of that from a production standpoint. Export ban, natural gas is a beneficiary of that. The other really 
different trend that's happening in the natural gas markets is when you look at the focus on decarbonization and 



desulfurization in Europe and Asia, around the world, when you're a power plant operator, you have a choice when you're 
producing power to either consume coal, a fossil fuel like coal or a fossil fuel like natural gas, natural gas being much 
cleaner to produce. So there's a significant amount of demand coming from around the world and pressure from 
regulators to power plant operators, manufacturers, et cetera, to use cleaner fossil fuels to actually produce the goods 
that they're producing downstream. You have all this demand in Asia for a cleaner fossil fuel like natural gas.” 

Top Picks 

CBOE Global Markets (CBOE) screens as the favorite name for 2020 in this group that not a lot of dispersion between 
the names. E-Trade (ETFC) looks attractive on valuation and the upside potential from further consolidation in the 
online broker space. MarketAxess (MKTX) and Tradeweb Markets (TW) are high quality niche names with major 
secular growth drivers though valuation a concern. Schwab (SCHW) should be a focal stock all year with its 
Ameritrade (AMTD) acquisition integration.  

Financial Tech and Services: 

Credit Card & Mobile Payment Components: AXP, COF, DFS, V, MA, PYPL, SQ, ADS, PAGS 

Payment Processors & Transactional Service Components: FLT, GDOT, PAYS, WEX, FIS, FISV, EEFT, EVOP, GPN, QIWI, 
BCO, CATM, DBD, NCR, WU, IMXI, USAT, GSKY, IIIV, OPRT 

Financial Information Providers: BR, EFX, FDS, INFO, MCO, MSCI, SPGI, MORN, INTL, VRSK, RELX, TRI, TRU, CDLX, 
DFIN, FICO, JKHY, IT 

Real Estate Services: Z, RLGY, RMAX, CLGX, CSGP, CBRE, JLL, CWK, NMRK, MMI, CIGI, FSV 

This expansive groups falls under the Financials umbrella but features an array of different industries with Credit Services, 
Payment Processors and Technology, Financial Data Analytics, and Real Estate Services.  In here we find some of the 
best growth names in this sector due to the prominence of online payments and overall higher global consumer spending. 
The strong commerce backdrop remains a tailwind for the payment processors. In 2019 YTD 90%+ of the names are 
positive, fairly balanced strength across this group. Overall, this group we start to look more for top-line growth 
companies while utilizing EV/EBITDA, P/E and EV/Sales valuation metrics.  

The credit card / services group including MA, V, AXP, DFS, COF, SQ, and PYPL is one where we look at industry-specific 
metrics like NCO (net charge-off) and DQ (delinquency) rates.  We also look at transaction volumes as a key indicator and 
the online names TPV (total payment volume) is a key performance indicator. The payment processors have seen further 
consolidation with Global Payments (GPN) merging with Total Systems (TSS), Fiserv (FISV) & First Data (FDC) merging 
and Fidelity Info (FIS) merging with WorldPay (WP). There are a lot of great businesses in this group and it is very 
difficult to pick a handful of names as all are benefitting from major secular tailwinds. 

Commercial Real Estate (CRE) sales volumes are off from peak levels, but are still healthy even after a pull back from 
Asian cross border investment. Rates remain attractive with the 10 year treasury at near historic lows. Low 
unemployment also supports a constructive view of leasing and sales volumes. Cap rate spreads indicate attractive return 
potential versus market rates. Outsourcing of building management is a growth opportunity for CRE brokers as 80% of 
corporations are still managing their real estate in-house. Outsourcing has accelerated as building owners look to 
streamline costs. Institutional investors have increased their target real estate weightings. For example, target allocation 
to real estate has risen from 4.5% in 2000 to 10.6% in 2019. Greater private capital ownership of real estate is increasing 
demand for CRE property and facilities management services. Institutional capital devoted to real estate investment also 
supports a positive view with regard to commercial real estate sales volume and cap rates. 



  

Management Commentary: 

Credit Cards & Online/Mobile Payments 

Visa (V) EVP on Visa Direct and its 100% Y/Y growth and $150B volume run rate: 

“The growth started in the most pronounced way at home in the North American market. We're focused on tapping into 
growth opportunities globally as we sell Visa Direct into markets around the world. Europe is definitely a priority, but I 
would say really any of our markets around the world we're getting a lot of traction with Visa Direct. And it's -- the 
flexibility of what it provides in terms of account-to-account funds transfer is almost -- it's only limited by your 
imagination. So whether it's a more simple peer-to-peer, person-to-person funds transfer or insurance companies 
providing payment to an individual or a business against a policy or in effect a payroll transaction for the gig economy, 
these are just like 3 examples of massive growth opportunities for us that we think are tapping into a global opportunity 
for us to just expand and grow the reach of the payment systems. So I think it bridges into a whole host of things around 
real-time payments, but I'd say that we're really encouraged by what Visa Direct is driving for us. And the greatest 
opportunity at the moment is just to continue to globalize the platform and to sell it as broadly as we can across our 
traditional and emerging clients.” 

MasterCard (MA) President on Macro and the spending environment: 

“There are a number of things that provide opportunities for us to continue growing the business. But it starts with the 
macro environment and consumer spending and business spending as the foundation. And of course, there is benefits of 
secular migration from cash to electronic and opportunities for us to continue winning market share. We saw in 
September numbers in the sort of high 3 percentage points in terms of year-on-year growth for the -- versus the 
comparable quarter the year before. And I think that's underpinned by what we continue to see as fairly healthy 
fundamentals. Unemployment is low, consumer confidence remains relatively high despite increasing levels of noise in the 
media and elsewhere around things to potentially be concerned about with respect to geopolitics and global trade and our 
own sort of political dynamic as we head into an election cycle. But notwithstanding those things, consumer spending 
continues to track pretty well, moving around a little bit between categories. And we've tended to see a little bit less 
focus on luxury goods and more focus on everyday sort of spending, everyday experiences.” 

Payment Processors and Transactional Services 

Fidelity Info (FIS) EVP on Banking Client demand and its global e-commerce scale: 

“We're seeing healthy, robust demand from our banking clients. As we mentioned on our recent earnings call, we have 
experienced 7 quarters of exceptionally strong growth in new sales, and we've experienced accelerating growth in our 
backlog on an organic basis, which really signals to us that we appear to be reaching an inflection point in terms of bank 
demand. We've seen a number of banks who have been running legacy solutions for a long period of time. And as the 
competitive environment becomes more intense among financial institutions to be able to serve their customers across 
channels, whether that's in the branch, online or mobile, we're seeing demand for advanced technology and software that 



we provide. So as a result, we feel pretty good about the bank spending environment. We've seen it translate into faster 
revenue growth within our bank solution segment for FIS, and we expect those trends to continue.” 

“So we are the one truly global player in terms of e-commerce. We have competitors that are very strong in the U.S., we 
have competitors that are very strong internationally, but we don't see another competitor in the market that has the 
scale and the capability set that we do in the U.S. and around the world, which is a differentiator for us. It's enabling us 
to sell into our merchants at an increasing rate, additional regions and countries around the world to further expand our 
share of wallet with those merchants. We talked about, on our most recent call, that we generated an incremental 23 
cross-sell wins based on our ability to continue to expand geographically with our merchants. That continues to be a 
tailwind to growth. In addition, we have developed innovative technology and capabilities to enable our merchants to 
improve outcomes around authorization rates and fraud rates that others have a difficult time matching. And as you 
know, in an e-commerce setting, if you have a transaction that's declined, the consumer is more likely to abandon the 
cart than to look for a different payment methods. So our ability to improve those outcomes around auth and fraud 
generate incremental revenue to our e-com merchants, which is very compelling. That's allowed us to win incremental 
market share.” 

Western Union (WU) CFO on its move to digital: 

“The cross-border remittance market is about $700 billion in principal size, and that's really the market that we're playing 
in with all these various services. Today, we play a large part in about 1/3 of that market, maybe 40% of that market. 
The 2/3 of that market is really addressed by the banks and/or other digital providers. And so even though our wu.com 
businesses is getting to be larger in size, it's still a very small piece of the digital part of the market. And with offerings 
like the Saudi Telecom or Sberbank, we really believe we're going further into the digital part of the market, more share 
of that than we would have otherwise had. Digital, the digital part of our business in total grew above 20% last quarter, 
and that includes westernunion.com, the branded offering plus the white label offerings that we currently have. And so 
really strong growth there. The dot-com part of -- the wu.com branded offering grew at 17% on a constant-currency 
basis last quarter. And if you think about the composition of wu.com, and we've mentioned this before, about 80% of it is 
cross-border in nature, which is really where we have the competitive advantages and the competitive strength. And that 
grew at 25% from a revenue growth standpoint. We have 75 send countries for wu.com. Our goal is to be in a couple of 
hundred, 200 countries and territories over the next several years. We also have the ability to deliver into billions of 
accounts in 100 countries. We can deliver into retail. We have -- about 80% of our transactions are initiated on a mobile 
device. So we really are providing all the different channels that customers want to use or the vehicles that customers 
want to use to drive that digital business. And those are the same capabilities that white label partners want to get access 
to, right? So that's why the white label strategy is really a sister or a brother to the branded offering that we have, and 
that's really why both of those are going to be successful.” 

Brink’s (BCO) CFO on its services business and the false view that cash usage is demising: 

“But our real focus has been our high-value services, money processing, vault outsourcing, our smart safe and retail 
services and our payments businesses. But Brink's global service business should be talked about a little bit more. We 
move most of the world's banknotes; precious metals; diamonds and jewelry; expensive electronics like iPhones; 
pharmaceuticals; and cannabis where it's legal federally, primarily in Canada. We also announced the acquisition of a U.S. 
software company called Balance Innovations. They currently provide cash management software to over 11,000 retail 
locations in the United States. Cash represents 85% of global transactions. The United States, it's 30% of transactions, 
the #1 payment source in the U.S. It is declining as a percent of transactions, but if you look at M1 and M2, you can see 
that cash in the United States is growing 5.5% this year and it has for over the last 20 years. That cash is in circulation 
and it's being processed by Brink's and other cash management companies. So the demise of cash is greatly exaggerated. 
That being said, in businesses in developed countries where cash use seems to be declining, that's an opportunity for 
Brink's, as we can outsource those cash management services from the financial institutions, do it more cost effectively.” 

Fleetcor (FLT) CFO on withstanding an economic downturn: 

“Again, one of the great things about our business, again, is we're very well diversified. All of our products are recurring 
revenue in nature. So again, even if there is a downturn, what typically happens to us is the volumes get a little soft in 
some areas, but we don't lose any volume. A guy who's buying fuel today, he's buying fuel tomorrow. The guy who's 
staying in hotels today, he's staying in hotels tomorrow. The guy who is paying AP through one of our AP products, and 
guess what? He's paying AP tomorrow. He's got to. The guy who's driving on the toll road today, he's driving on the toll 
road tomorrow. So from that perspective, we tend to not lose many customers in an economic downturn by the nature of 
what we do. What we do see is some volumes softeners or some same-store sales weakness because maybe Jim's 
painting company who's got 10 painters goes to 9 painters instead of 10 until the economy picks up. We do see some of 



that. We have obviously been through these downturns before, and we've exhibited ways to kind of grow through it by 
instituting more products, by buying M&A where we can substantially improve profitability of those kinds of things.” 

Financial Information Providers 

S&P Global (SPGI) on the China ratings opportunity: 

“It is the once-in-a-lifetime opportunity, that's how we look at this. The second-largest bond market in the world, or very 
close to that, opening up, want to get more mature, want to get to higher standards, want to attract more international 
capital. And to have the opportunity to establish a business from scratch and to say from day 1, we come in with our 
standards, our criteria, our methodologies, our compliance, our insights, the transparency that we can bring to the 
market is just unique, and it will help China in developing to more mature debt markets. That's ultimately what they are 
interested in because today, only 2% of those Chinese bonds are being purchased by international fixed income 
investors. Why? Because fixed income investors don't trust the insights, thinking of the black box, the ratings are all today 
AAA and AA, and there is not very good credit risk analytics underneath. So there's too much work to be done to get 
comfortable, and therefore fixed income investors are not stepping into [ that ] market. But China has that long-term 
perspective of they want to become a global economic powerhouse, they need well-developed financial markets over the 
next few decades and they want international investors to come in. Which also, of course, helps with spreading credit risk 
around the world. So that is, in essence, the opportunity. That's why the interests are so aligned. And that's why we 
make a very significant push, make very large investments, are showing a very high level of commitment. And we are 
very encouraged.” 

IHS Markit (INFO) on key product/solutions driving growth: 

“I gave you a bunch of growth drivers for energy. We do the same in financial markets. There's a few big TAMs around 
financial markets that are the things that pull you up. And of course, there's the ebb and flow, and the things that are 
getting old and moldy that aren't growing anymore. So you cut that in all 3 divisions. But what I like is our scale verticals 
all have a lot of growth drivers. So financial markets, alternatives, mid-office, back office, compliance, indexing, 
benchmarking. Alternatives, private equity, private debt, valuations, litigious world. People want independent valuations. 
Plus, many asset managers in the room here, if I ask a show of hands, how many asset managers have ventured out of 
public equities, public debt into private equity. And I can tell you, in private debt, the fixed income players are looking for 
a bit of yield. And they end up crossing that line, and they need independent valuations. And that's another big growth 
area for us, and we're really, really strong at that. We've got implementation of reg and compliance, that's been solutions. 
We continue to grow there. Double digit, strong double-digit grower. And really has -- a group of big banks, including 
yourselves, created your own product. I think our product with the next 5 big banks has really taken the lion's share of 
the market, and it's outpaced the growth there.” 

Verisk (VRSK) CFO on its Energy business: 

“So you raised a topic that we are always watching because historically, the capital investment cycle within Energy has 
been a very important component of Wood Mackenzie's growth opportunity, both on the research side, if investors are 
putting more capital into these asset classes or these companies; or E&P companies or other energy companies are 
investing more capital in new fuel sources that would drive growth in our consulting businesses and in our research 
businesses. And so I think there will always be an element of that in the legacy Wood Mackenzie business. I think over 
time, as we continue this development of Wood Mackenzie from that research and consulting business to more of a data 
and analytics business where we are utilizing that data in a broader context, leveraging it across sub-segments within 
energy as a whole, and we see a dynamic in energy -- I'll give you concrete example of this. But as we see this trend for 
greater demand and appetite for utilizing data in the energy industry for more commercial purposes, that broadens the 
utilization of the data and also reduces the exposure to either commodity price cycles or capital investment cycles.” 

MSCI (MSCI) CFO on its emerging ESG business: 

“Now moving to Analytics. Again, the segment that perhaps doesn't get quite enough attention. It's very important to be 
able to look at the total addressable market on the bottom right. You see $20-plus billion total addressable market 
opportunity. So there's lot of real estate there for us to think about. And we talked about the data models analytics and 
technology that we provide. Now moving to ESG. We're very excited about this business. Andy will talk in a minute about 
the Carbon Delta acquisition, which fits right into this space. On the bottom right, we are well-positioned to become a 
standard in ESG. It is factoring into every investment decision, and proud to say MSCI has built a leading position in the 
ESG space in the last several years. So if we look further at this. The penetration rate is about 30% right now. And if you 
look at the left-hand side of the slide, we are thinking by 2021, it will be about 50%. So most of our clients are looking at 
kind of 2 use cases for ESG, but this continues to expand and we're seeing leading clients have 4 or 5 use cases for ESG. 



So again, the depth and the breadth of this application is really changing. You can see that with this slide, an explosion in 
what's going on in this business' run rate. And we're very proud in 2018 to have seen $107 million of revenue coming off 
this business. But we call your attention to the growth rate, which is just very, very exciting for us and we're very 
pleased, but the growth rate is phenomenal.” 

TransUnion (TRU) CEO on needle-moving products and 2020: 

“And I would start by reinforcing the value of CreditVision, our trended credit product, and the alternative credit product 
that complements CreditVision. Like -- as we like to say, it's still in the early innings of adoption. Now that varies by 
subsegment within financial services, but there's still a lot of opportunity to drive really material growth in the U.S. from 
those areas. And when you get into the Rest of World, we're very early in the adoption cycle, and we've been able to 
push trended data as well as some emerging alternative data sets into a variety of different geographies. And it's really 
seeding almost like an industry upgrade and how they think about their markets, acquire customers and underwrite risk. 
So there's a lot of growth to come from data. We've also talked a lot about fraud being an important market. I would 
estimate it's probably the second largest product area for TransUnion right now. Historically, we had a nice business. It 
was really built around the knowledge that we had about consumers and their financial lives, what they've got in their 
wallet. And in terms of headwinds, again, we have seen some slowdown in recent years in various lending markets that 
we serve. I think we've been saying for a while now that auto production, new car sales have been at peak levels. We've 
had some compensation from the used car market. The mortgage market is very much predicated. Volumes are on 
refinancing, which is driven by the rate environment. Consumer lending continues to be dynamic. New players have 
emerged in the fintech space. Traditional lenders pushing their online presence. Again, the systematic upgrade of the 
underlying credit data that's being used to decision is offsetting some of that, but we're absorbing all of those changes in 
the market dynamics, this kind of gentle softening and still producing very solid growth. So again, I feel I feel pretty good 
about 2020.” 

Fair Isaac (FICO) on lower rates driving refinancing credit score volumes: 

“We don't publish or regularly disclose volumes. But as interest rates go down and the refinancing of mortgages booms, 
that has a natural impact on scores and the origination score. There are 3 types of scores that we sell as broad strokes. 
One is the origination, which is a sort of a pre-marketing score, so trying to decide which customers are interesting to 
pitch products to, like a new credit card or home equity line or whatever. There's the origination score itself, which is the 
one that's used to make a credit decision, whether it's underwrite a mortgage or extend a credit line. And then there's the 
account management score, which is pulled on a monthly or quarterly basis to see how that customer, if it's an ongoing 
relationship like a credit card, is doing. In a refinancing boom, the origination score is being pulled more frequently, and 
that's the highest value score so that's the one we charge the most for, so that's good for us. And furthermore, across the 
account management and the marketing score universe, there's -- it's very consistent with what we've seen in recent 
years.” 

Real Estate Services 

CoStar Group (CSGP) on LoopNet: 

“Office buildings for lease have historically been remarketed from broker to broker via print brochures or e-mailed 
brochures. And owners seeking to lease up their building would hire a broker who would then distribute a few hundred 
flyers to other local brokers announcing the broker's availability. The landlord's broker will generally affix a sign to the 
building announcing the space offered for lease, but that will only reach prospects who are already at the building. Given 
that some of these leases can be worth more than $150 million, this strikes me as a primitive way to market space. It's 
understandable in a historical offline context as there were severe limits in the methods available to market office space. 
There could be tens of thousands of tenants within 5 miles of a typical office building availability with hundreds of 
thousands of potential decision influencers. Additionally, 20% to 40% of the tenants searching for space in the market 
are coming from outside that MSA. The size, distribution and changing nature of the prospects have made it impossible 
for owners to build effective direct mail or e-mail marketing lists. Running national TV, radio and newspaper campaigns 
for a year or so it takes to lease a property is prohibitively expensive. Hence, the industry has relied on marketing 
through a double middleman model. On a $150 million lease, an owner might pay $9 million in commissions, $7 million in 
free rent concessions and $14 million in tenant improvements for a total marketing cost of $30 million. Even after 
investing that much money, we estimate that office owners lose approximately $40 billion annually to excess vacancy. 
Smaller tenants occupy about 35% of the U.S. office space, so most owners cannot pay a mortgage without them. Yet 
commission brokers are less motivated to pursue small deals, therefore, owners relying on the double broker model face 
greater challenges marketing to small tenants. While WeWork has not been a complete success, one of its growth drivers 
has been that it is meeting the massive unmet need for connecting smaller tenants to space. The Internet has created 



transformative opportunities to market commercial real estate online, and LoopNet is fortunate to be at ground zero for 
that opportunity. LoopNet and its related sites are now generating 6.6 million unique visitors per month as reported by 
Google Analytics. This is a 16% year-over-year increase. No other CRE marketplace comes close to LoopNet. No other 
CRE website comes close to LoopNet. According to Hitwise, LoopNet has almost 2,000% more traffic than the second 
most heavily trafficked website, wework.com. For the 22,000 CRE keywords we prioritize, LoopNet holds the #1 SEO 
position on Google 86% of the time.” 

CBRE Group (CBRE) on 3 structural tailwinds: 

“Number one is outsourcing. We see large global companies focusing on their core competency. Commercial real estate is 
something that typically doesn't fall in that bucket. And so we're finding that they're looking more frequently to 
companies like CBRE, and in particular, the largest and best-of-all capitalized are looking to CBRE because of our scale 
and our advantage. Number two is asset allocation. Institutional investors have embraced real estate as an asset class 
like no other time in history. And so we believe that because of the structural components that are in place today around 
real estate, discipline has been instilled in the underwriting process and there are key structural characteristics that are 
providing strength to the foundation of the industry. And we believe that, that will continue forward. And finally, 
consolidation. Our customers are consolidating vendors, and CBRE is uniquely positioned given the scale and the breadth 
of services that we provide to be able to meet the needs of our customers, especially as they expand business lines as 
well as geographic scope.” 

Top Picks 

Visa (V) is the favored credit card name in 2020 though MasterCard (MA) is also high quality and right there with it. 
PayPal (PYPL) remains a preferred play on online payment while FleetCor (FLT) and Wex (WEX) are high quality 
payment solution plays. There are a number of quality plays in this group including Fiserv (FISV), Euronet (EEFT), 
S&P Global (SHPGI), Verisk (VRSK), MSCI (MSCI), TransUnion (TRU), CoStar (CSGP), Jack Henry (JKHY), 
Equifax (EFX) and CBRE Group (CBRE). A few of the smaller cap names that screen well include Morningstar 
(MORN), Colliers (CIGI), First Service (FSV), Jones LaSalle (JLL), Qiwi (QIWI), and on the high growth with 
high valuation side, Cardlytics (CDLX). Zillow (Z) can be a boom or bust story with its major model transition and 
move into home flipping. 

REITS: 

Office Components: ARE, BXP, BDN, CMCT, CIO, CXP, OFC, CUZ, DEI, DEA, ESRT, EQC, FSP, HIW, HPP, KRC, OPI, PGRE, 
PDM, SLG 

Industrial Components: COLD, DRE, EGP, FR, ILPT, IIPR, LPT, MNR, PLYM, PLD, PSB, REXR, STAG, TRNO, GOOD 

Shopping Center & Mall Components: AKR, BRX, CDR, FRT, KIM, KRG, REG, ROIC, RPAI, RVI, RPT, BFS, SITC, SKT, UE, 
UBA, WRI, WHLR, BPR, CBL, MAC, PEI, SPG, TCO, WPG, ADC, EPRT, FCPT, NNN, GTY, PSTL, O, SRG, SRC, STOR 

Apartment & Single Family Components: ACC, AIV, AVB, BRG, BRT, CPT, CLP, EQR, ESS, IRT, IRET, MAA, NXRT, APTS, 
UDR, ELS, SUI, UMH, AMH, RESI, INVH, RVEN, JOE, FPH 

Diversified Components: ALEX, ALX, AAT, AFIN, AHH, CLNY, GOO, GNL, HMG, JBGS, LXP, CLI, MDRI, OLP, VER, VNO, 
WPC, WRE, WSR, HHC, KW 

Health-Care Components: CTRE, CHCT, GMRI, HCP, HR, HTA, LTC, MPW, NHI, SNR, OHI, DOC, SBRA, SNH, UHT, VTR, 
WELL 

Lodging & Entertainment Components: APLE, AHR, BHR, CLDT, CDOR, CPLG, DRH, HT, HST, IHT, PK, PEB, RLJ, RHP, 
SVC, SOHO, INN, SHO, XHR, EPR, VICI, GLPI, MGP 

Self-Storage Components: CUBE, EXR, SELF, LSI, PSA, NSA 

Timber Components: CTT, PCH, RYN, WY, EVA 

Infrastructure/Tower Components: AMT, CORR, CCI, SBAC, PW, UNIT 

Data-Center Components: COR, CONE, DLR, EQIX, QTS, INXN 

Specialty Components: CXW, FPI, GEO, LAND, IRM, LAMR, OUT, SAFE 



Home Financing Components: MITT, AGNC, NLY, ANH, AI, ARR, CMO, CHMI, CIM, DX, EFC, EARN, AJX, HCPT, IVR, MFA, 
NRZ, NYMT, ORC, PMT, RC, RWT, TWO, WMC 

Commercial Financing Components: ARI, ABR, ACRE, BXMT, CLNC, XAN, GPMT, HASI, STAR, JCAP, KREF, LADR, SACH, 
STWD, TRTX, TRMT, BPY 

 

A REIT, or a real estate investment trust, is a company that owns income producing real estate. REITs were formed in 
1960 by Congress as a way for small investors to obtain an ownership in commercial real estate. REITs are required to 
derive at least 75% of their income from real estate and distribute 90% of their taxable net income as dividends. Similar 
to a direct real estate holding, REITs are taxed at the investor level (not the corporate level). Collecting rent continues to 
be the main source of revenue for REITs. REITs grow internally through occupancy and rent increases, tenant upgrades, 
and redevelopment of existing properties. REITs generate external growth through accretive acquisitions and ground-up 
development. REITs only own about 15% of institutionally-owned US commercial real estate. A REIT’s return profile has 
characteristics of both bonds and equities. The long-term nature of REIT leases provides income visibility (like bonds), 
while the mark-to-market of leases allows REITs to take part in the economic cycle (like equities). In valuing REITs, we 
use a number of metrics, including: price-to-fund from operations (FFO), a key earnings metric for REITs; price-to-net 
asset value, which values REITs based on their underlying assets; relative yield analysis, which compares yields across 
different asset classes; and implied cap rates, to determine where the market is valuing a company or sector. The 3 types 
of REITs are Equity, Mortgage and Hybrid. Due to the significant contribution to a REIT’s total return (on average around 
60%), comparing yields among REITs as well as bonds (the 10-year Treasury and corporate bonds being most relevant) 
can provide investors as useful relative valuation tool.  



 

The multi-family sector includes apartments, student housing, manufactured housing and single-family rental REITs. The 
main driver for apartment REITs is employment, as it directly impacts rental revenues. Another main driver for apartment 
REITs is new supply of apartment inventory. Other factors affecting apartment REITs are interest rates, condominium 
supply, and rental housing supply. Student housing is non-university-owned properties targeted to university students, 
primarily at large, public, four-year universities. This subsector is viewed as more defensive than other multi-family 
property types, as college enrollment tends to be less sensitive to macroeconomic conditions and even increases when 
unemployment rises. The key types of health care facilities that REITs invest in include: senior housing communities 
(independent living, assisted living, and CCRCs), skilled nursing facilities (SNFs), hospitals, medical office buildings 
(MOBs), and life science properties. Assets owned by industrial REITs typically include: distribution centers, bulk 
warehouse space, light manufacturing facilities, research and development facilities, and “flex” office space for sales or 
administrative functions. Key drivers of warehouse demand come from inventory storage or the flow of goods through 
tenant supply chains either in the manufacturing process or during distribution to the end user. Therefore, demand 
growth depends primarily on consumer spending, manufacturing, and import / export activity. Lodging REITs have 
historically proven to be highly cyclical as the extremely short-term nature of their leases (nightly) can lead to highly 
volatile room rates and occupancy levels. Many operating expenses cannot be easily pared back, which can lead to 
volatile earnings cycles. Office REIT assets fall into two primary categories: central business district (CBD) or suburban. 
Job growth remains the key driver of office space demand. Malls REITs are very much tied to consumer spending, as a 
weakened consumer can impact REITs through both increased vacancy (stemming from tenant bankruptcies or reduced 
store openings) and less robust leasing spreads (on both new leases and renewals). 



 

 

Management Commentary: 

American Tower (AMT) CEO on market demand: 

“On the first question, which is overall market demand, the main driver in the U.S. and elsewhere on the world is the 
amount of throughput per device per month, measuring gigabytes. And so you can all remember, plans that you would 
have with your phone service 5 years ago, maybe you had a 1-gigabyte plan, now people are up to 5 and 10. The 
average in the U.S. now is 8. So there's been a 30% CAGR growth rate in that amount of data throughput in the United 
States, and that's expected to continue for quite some time. So the 30% driver of throughput is really what -- and it in 



turn drives network demand, which in turn drives the requirement for additional equipment to be deployed out where the 
phones are, which is in the field on -- primarily in the U.S. macro cell sites. So that's the main driver of our demand. A 
second driver is the additional spectrum bands being deployed along the way to serve that demand. Those tend to, when 
those spectrum bands are introduced, require additional antennas, sometimes tower top amplifiers and other pieces of 
equipment to really get the most out of that spectrum investment, and that's another driver of demand that we see, 
again ongoing into the future as 2.5 gigahertz, some of the 700 with T-Mobile, 2.5 and ultimately, CBRS and C band 
spectrum are coming down the road. There'll be more of those opportunities as well.” 

Equity Residential (EQR) CEO on its high quality customers: 

“So we own 80,000 apartments throughout the United States. Those apartments are in Boston, New York, Washington, 
D.C., Southern California, San Francisco, Seattle and an emerging presence in Denver. We tend own apartments that are 
predominantly urban, so in the dense centers of cities that differentiates us from some of our competitors and dense 
suburban areas. So we'll be in both of those areas in cities, and we're looking for a high-quality customer. Our average 
rent is about $2,800 a month. Our average household income of our resident is $122,000 a month. They pay us about 
21% of their income in rent. So they're a very affluent subsector to be tied to. They have been getting raises. They've 
been doing well as customers. We talk a lot about customer quality at Equity Residential.” 

Essex Property (ESS) CEO on the California market it serves: 

“Essex is an S&P 500 company that owns around 60,000 apartment units in the major metros on the West Coast, that's 
from Seattle to San Diego; coastal metros, throughout the Bay Area, Seattle and Southern California. These are unique 
markets, and that job growth generally exceeds the U.S. average, and certainly, that's especially true of the tech-oriented 
markets of Seattle and Northern California, which has actually much better job growth than the U.S. in general. We also 
have a pretty serious and persistent housing shortage on the West Coast. And Governor Newsom in California 
acknowledged that he would like to produce 3.5 million homes between now and 2025, and that will be a very large 
undertaking if he's able to accomplish that. I'd suspect, to give you some idea, over the last 10 years, we've produced 
about 80,000 homes per year. So 3.5 million by 2025 will be somewhere around 500,000 a year, so a significant ramp up. 
We don't see that yet, but we'll remain open to see what happens. But again, a serious and chronic housing shortage in 
California. We also have strong income levels, and strong income levels are obviously important to support higher rents. 
And there's essentially a virtuous cycle between rents pushing, putting pressure on incomes to push incomes higher and 
affordability issues, which then allow bigger rent growth down the road. We are home to many of the very large and very 
vibrant tech companies on the West Coast, and so that's a big part of our strategy.” 

Extra Space Storage (EXR) CEO on demand/supply dynamics: 

“Demand for our product is primarily need based. People, no matter what deal that I offer to you, how many months 
free, how clean unit is, how close to your house, if you don't need storage, I can't sell it to you. But when you need 
storage, you need to make a decision and get it quickly. And the life events that give rise to the need for storage happen 
in good economic times and bad economic times. Right now, what we're seeing is very steady demand by any method we 
have of measurement, whether it's visits to our website, calls to our call center, visits to the store, searches for the top 
500 storage terms on Google, any way we can measure it, demand is very, very steady. So I think the resiliency of 
demand, the ability of the big storage operators to use their systems to capture more than their share of demand has 
allowed us to maintain very high occupancies even in this period of elevated supply.” 

This is a large group of stocks to tackle, so I am just screening for the best names on the metrics previously highlighted 
and trying to touch on at least one from each real estate sector. The key to ’19 outperformance was growth, themes and 
direct flows into particular US real estate sub-sectors. The bifurcation between REITs with secular drivers of growth and 
those that are facing headwinds has never been clearer. The best internal growth is being seen in Manufactured Housing 
(MH), Single Family Rentals (SF) and Industrial. On the flip side, Self-Storage, Malls and Healthcare to have the lowest 
internal growth. If the environment turns more risk-off in 2020, the Self-Storage, Industrial and Data-Center groups have 
the lowest leverage. Overall, the expectation for the slowest global GDP growth since 2009 and a low interest rate 
environment should continue to support flows into US real estate. 



 

 

 

Top Picks 

Office REITs 

Expect supply to become a growing risk as the cycle continues and remain most confident that West Coast markets and 
Boston will continue to benefit from outsized rent growth and tenant demand. Population growth and corporate migration 
to the Sunbelt will remain a demand tailwind but supply is growing. Washington DC remains the most challenging market 
for landlords due to excess supply.  

Alexandria Real Estate (ARE) remains a favorite from 2019 while Cousins (CUZ) and City Office (CIO) also screen 
well. 

Industrial REITs 

Warehouse tenants continue to drive demand as they push to shorten delivery times to both their Business and Consumer 
customers. This is pushing up the number of goods tenants need to store near population centers. Transportation 
comprises 45% of supply chain costs, labor 32%, inventory 18% and rent 5%. Recent success in omni-channel and e-



commerce strategies from Target, Amazon and other leading retailers has raised the bar to force all retailers to compete. 
Warehouse demand is most closely correlated with GDP growth and consumer spending. Vacancy is a historically low 
4.9% that compares to 7% at the 2007 peak. The US development pipeline is now 50% pre-leased compared to a 
historical average 25-30%. The key focus will be: 1) the general economic outlook, 2) consumer spending, 3) supply, 4) a 
lack of progress on Trade War and USMCA negotiations, 5) moderating development starts that slow future growth, 6) 
rent growth, and 6) the pre-leased % for the development pipeline. 

Duke Realty (DRE) returns in 2020 as a favorite while STAG Industrial (STAG) is another favored play. 

Residential (Apartment & Single Family) REITs 

With maturing Millennials starting to migrate from the cities to the suburbs as they start having children, thereby boosting 
demand for SFR. As Millennials age, SFR REITs are well positioned given continued issues with access to financing, high 
leverage and lack of affordability for first home buyers.  

Essex Property (ESS) really stood out in screening this year as a favorite in the group while Camden (CPT), 
American Homes (AMH), and Independence Realty (IRY) also screened as attractive. 

Mall &  Shopping Center REITs 

Despite a health consumer environment it remains a challenging one for the retail industry as store closures continue to 
ramp and imperative for these companies to find ways to re-develop properties. In 2019 store closes will exceed 9,100 
which compares to the 20 year average of 5,500. Brick and mortar retail real estate is proving to be an essential part of a 
retailer’s success in today’s omni-channel world. 

Realty Income (O) screened as best of breed in this challenged group while STORE Capital (STOR) and Urstadt 
Biddle (UBA) also screened well.  

Diversified REITs 

American Asset Trust (AAT) and Armada Hoffler (AHH) screened as most attractive in this group. 

Self-Storage REITs 

This group is seeing resilient demand but an ever-growing supply and has caused an elevated marketing spend across the 
companies to try and win market share. The cumulative impact of growing supply is likely to weigh further on pricing in 
2020. 

Life Storage (LSI) came out as the most attractive in this group for 2020. 

Healthcare REITs 

Medical Properties (MPW) and Healthcare Realty (HR) screened most favorably in this group. 

Data-Center REITs 

 



 

 

 

Key data center themes for 2020 include: 1) demand; 2) pricing; 3) impact of inflation/tariffs; 5) M&A; and 6) incremental 
capital needs. Demand drivers for data center capacity are in the early stages as enterprises have outsourced just 40% of 
capacity to multi-tenant data centers (MTDC). Global IP traffic growth is projected to increase at a 26% CAGR from 2017 
to 2022E. Oversupply and resulting price compression are an ever-present concern. International expansion of hyper-
scale cloud computing, continued IT outsourcing, and U.S. demand from Asia will drive market-share gains for data 
center companies with greater geographic reach.  

Multi-Tenant Data Center (MTDC) Market ($31B TAM) Revenue Growing at ~8% CAGR vs. Interconnection ($3.1B TAM) 
Revenue Growing at ~14% CAGR through 2023E. Interconnection growing 50% faster than the total MTDC market on a 
broad basis, highlighting the opportunity. This growth is being fueled by the majority of the cloud technology ecosystem, 
including: 1) public cloud providers (AWS, MSFT, GOOGL, IBM, ORCL), 2) internet service providers (VZ, AT&T, CCOI, 
Others), 3) enterprises adopting multi-cloud architectures (Fortune 2,000), 4) software defined networking providers 
(PacketFabric, Megaport, Others), and 5) SaaS companies (Cisco, F5 Networks, content delivery networks, Others) all 
relying more heavily on the well distributed and established colocation footprint of core interconnection providers. The 
$85B IaaS market is growing at the same rate as the interconnection market, both at 14% CAGR through 2023E. The 
$55B CaaS market, which heavily relies on colocation interconnectivity and application hosting, is growing almost double 
the interconnection market at ~25% during the same period, outlining the broad market growth of the colocation and 
interconnection services markets. Hyperscale Capex Spend Projected to Grow 6.5% CAGR Through 2022E: Hyperscale 
Capex is a leading indicator for the Multi-Tenant Data Center industry largely because ~40% of all data center space, 
power, cooling, and interconnection is outsourced to third party data centers rather than built and maintained by the 
cloud service providers. 



 

 

Digital Realty (DLR) screened as the favored name here though Equinix (EQIX) tends to be favored. 

Tower REITs 

Tower stocks into 2020 are likely to continue to benefit from investments from wireless carriers to compete for network 
supremacy while positive trends are being seen in small cells and international growth. Headwinds include organic growth 
headwinds from tough comps, 5G gear manufacturing output being constrained, and the mid-band (c-band) spectrum 
auction being pushed out until the end of 2020 meaning limited new deployments, while India and Mexico are showing 
weak trends. The largest impact to the towers (and the telecom sector overall) in 2020 will likely be the result of the 
proposed Sprint/T-Mobile merger. Dish is an interesting factor for the wireless infrastructure industry. The company 
currently has spectrum build-out requirements that begin to expire in 2020 but it plans to push them out to 2023 if the 
S/TMUS merger closes and it acquires Sprint’s prepaid business. Without the deal, Dish would effectively be forced to 
continue deploying spectrum in 2020 which would be good for towers. If the deal closes, however, and the build-out 
timetable is pushed out, it could be viewed as a short-term negative. 



 

Crown Castle (CCI) came out as the most attractive in this group though American Tower (AMT) is also high quality 
and has the International exposure. 

Lodging & Entertainment REITs 

MGM Growth Properties (MGP) and Summit Hotel (INN) screened as the best positioned names in this group. 

Specialty REITs 

Outfront Media (OUT) and Safehold (SAFE) were two interesting names in the Specialty group that screened as 
attractive.  

Healthcare: Healthcare, a more defensive sector, has lagged the overall market in 2019 at +14.5% YTD. Medical 
Devices continue to outperform driven by demographic tailwinds gaining 30% YTD and Biotech is strengthening into year-
end with a number of positive data read-outs and a surge in M&A activity. Pharma as a more defensive area has lagged 
much of the year at +13%. The Healthcare providers have also lagged a bit at +17.5% YTD. Healthcare will be a key 
topic into the 2020 Election that is sure to impact the sector. Aging population remains a positive theme with people age 
65 and older is the fastest-growing age group worldwide. If an economic slowdown persists in 2020 Healthcare is an area 
one would expect to outperform.  

 

Biotech: 



 

Cardiovascular Components: RETA, AKCA, AMRN, CBAY, ESPR, GNFT, MDCO, MYOK, PTLA, TCDA, UTHR 

Gene Precision Therapy Components: ADVM, BLUE, BOLD, BPMC, CRSP, DTIL, EDIT, FIXX, GBT, MGTX, NTLA, ORTX, 
QURE, RCKT, RGNX, SGMO, VYGR, WVE, ALDR, CBPO, KRYS 

 

Oncology Components: ALLO, BGNE, FATE, IMMU, IOVA, AGIO, ARGX, ATNX, CLVS, DCPH, EPZM, EXEL, GTHX, HALO, 
HRTX, INCY, KURA, MGNX, MRTX, PBYI, RUBY, SGEN, SPPI, STML, THOR, TPTX, ZYME, ARQL, ZIOP, BNTX, MOR, SWTX, 
NXTC, KPTI, BNTX, IGMS 

Auto-Immune Components: AIMT, APLS, ARNA, CCXI, FGEN, GLPG, GOSS, GWPH, IFRX, IRWD, MGTA, OMER, SRRK, 
TBPH, XNCR, CHRS, CRMD, PRVB, VIE, VIR 



Neurological Components: ACAD, ACOR, ALEC, ALKS, AXSM, BHVN, CARA, CRTX, DNLI, ITCI, NBIX, PRNB, SAGE, SUPN, 
ZGNX, ZYNE 

 

Rare Disease Components: ALXN, ANAB, ASND, ATRA, BMRN, CORT, EIDX, FOLD, GLYC, HZNP, INSM, JAZZ, NITE, NKTR, 
RARE, RARX, RTRX, VNDA, XLRN, ZLAB 

RNA Therapeutic and Vaccine Components: ALNY, ARWR, DRNA, IONS, MRNA, PTCT, SRPT, DERM, ANIP, URGN, ALLK, 
BCRX, EBS 

Other Components: ARVN, VCEL, VRTX, MYOV, VKTX, AERI, REGN, ANIK, CYTK, FLXN, RVNC, ENTA, ICPT, MDGL, NGM, 
RDUS, PCRX, CDXS, INVA, KOD 

This is a very large group of stocks and for this year I decided to first break those into the target therapeutic area and 
then can break them into market cap bands for better relative analysis comparisons. It is often a tough group to value as 
much of the valuation is weighted on future expected revenues that rely on an approval process and many of the names 
lack earnings until later in the growth cycle. EV/Revenues is one approach for companies with $500M+ in revenues while 
risk-adjusted-value is often used to value early-stage companies looking at market potential, market share, and likelihood 
of approval. Funding is also a key metric to observe by looking at the cash on hand and expected expenses so the 
companies can stay funded until an eventual commercial stage. M&A remains a big theme as we enter 2020 considering 
the sizable cash hoards that large Biotech and Pharma companies hold. In the last few months we have seen Astellas 
acquire Audentes Therapeutics at a 110% premium for $3B, Novartis acquire Medicine Co. in a $9.7B deal at a 41% 
premium, and a few smaller deals.  



 

 

 

A few other performance indicators I will screen include revenue CAGR, Inventory Turnover, Asset Turnover, ROE, R&D 
as a % of Sales, and Return on Research Capital. Risk-adjusted net present value (rNPV) accounts for risk associated with 
an asset’s cash flows. This method is particularly relevant in assessing the value of drug assets in development given their 
inherent risk. This method factors in product probability of success at each stage of clinical development and regulatory 
approval. Comparable Deals is another relative-method of valuation where previous comparable market transactions 
(e.g., asset sales and partnerships) are used as a benchmark for asset value. In pharma and biotech, this method is 



particularly useful in valuing an early stage drug asset — such as preclinical assets — where data is limited to support a 
more robust rNPV. While early stage assets may only contribute nominal value, these assets may be of particular interest 
to a potential partner and a valuation will lack credibility if these assets are not appropriately considered. 

 

 

In Biotech, more than any other industry, it is important to really understand the individual companies in order to pick the 
best stocks as pipelines are a key driver of valuation and unable to be measured by any financial ratios. I prefer to look 
for names nearing a commercial launch where revenues will start to accelerate and provide ample cash flows and more 
flexibility to management to pursue expansion.  Biotech companies are top-line driven, with increasing focus on the 
bottom-line as they grow. Pre-revenue biotechs must spend a significant amount of R&D to advance their products 
toapproval – which may be met with failure. This requires significant capital – primarily obtained from public equity raises, 
but also investment from VCs or pharma companies, and/or unique debt arrangements.  



 

 



 



 

The Biotech group is covered more in-depth with our Biotech 2020 preview section, and below is just a quick list of 
favored picks after screening key metrics and looking at the 2020 product launch and event catalyst outlook. 

Established Biotech Top Picks 

Vertex Pharma (VRTX) continues to be a favorite large cap name with its strong growth profile. Neurocrine (NBIX), 
China Biologics (CBPO), Horizon (HZNP) and Vericel (VCEL) are other favorites.  

Early Commercial Stage Growth Biotech Picks 

In this group there are a number of attractive names launching newly approved products and the strong appetite for M&A 
in Biotech makes for attractive upside potential. A few names of interest include Amarin (AMRN), Reata (RETA), 
MorphoSys (MOR), Zongenix (ZGNX), Acceleron (XLRN), Theravance (TBPH), Portola (PTLA), Dicerna 
(DRNA), and Flexion (FLXN). 

Clinical Stage (Speculative) Biotech Picks 

This group requires a lot of prognosticating and tends to be best to play small and diversify among a few names to avoid 
blow-up risk that is surely to happen with a name or two. The names I like best are Argenx SE (ARGX), Ascendis 
(ASND), Moderna (MRNA), MyoKardia (MYOK), MeiraGTx (MGTX), Iovance (IOVA), REGENXBIO (RGNX), 
Zymeworks (ZYME), Orchard Therapeutics (ORTX), Alector (ALEC), Turning Point Therapeutics (TPTX) and 
Genfit (GNFT) 

Pharma, Drugs, and Generic:   

Components: CVET, ELAN, PETQ, ZTS, ABBV, AMGN, AZN, BMY, GILD, GSK, JNJ, LLY, MRK, NVS, PFE, SNY, ABC, CAH, 
MCK, AMRX, BHC, MNTA, MYL, RDY, TAK, TEVA, BIIB, HCM, AGN, COLL, EGRX, EOLS, MNK, OPTN, AMPH, NVO, PAHC, 
LGND 

It was a mixed year for this group with a number of the names impacted by growing opioid litigation claims but also saw 
some strength in European Pharma and a few smaller cap generic names. Many of the large Pharma names are trying to 
overcome pricing constraints and need to look to M&A to spur growth. The big deal in the industry came with AbbVie 
striking a $63B deal for Allergan while Novartis struck a deal late in 2019 for Medicine Co. at $9.7B. The year kicked off 
with a massive deal as Bristol Myers acquired Celgene for $74B in a deal that closed late in 2019. Pfizer is also closing a 
large deal for the Upjohn business with Mylan. It will very much be a year of deal integration for the group. China 



recently introduced new drug reform policies to lower drug spending, a topic being watched closely by the Pharma 
industry. Into the 2020 Election year with healthcare reform a hot topic sentiment overhangs are likely to persist across 
the Pharma space though the higher growth and innovation driven names tend to be more resilient to the political 
rhetoric and in the end it is unlikely there will actually be any meaningful reform. Animal Health stocks had another strong 
year in 2019, with bellwethers of the space Zoetis (ZTS, +48% YTD) and IDEXX (IDXX, +36% YTD) outperforming both 
the S&P 500 (+27% YTD) and the healthcare universe (+18% YTD), and valuations in the space remain at a premium. 
The African Swine Flu was one major factor in focus in 2019 and likely to continue into 2020 with a rebound in livestock 
markets expected to boost supply.  

 

Shorter product lifecycles due to the emerging threat of Biosimilars is another headwind.  Oncology is the major driver of 
revenue growth again in 2018-2019 with a 3.6% CAGR seen through 2022 and Merck has continued to be a leader in that 
area. We can get back to more traditional valuation techniques with these companies well established earnings revenues 
and net income.  

Management Commentary 

J&J (JNJ) Chairman on Drug Pricing: 

“Sure. Right now, it's really hard to predict where the market is going to go based on the uncertainty that exists around 
pricing policy in the United States. With that being said, we've been a company that's not focusing on price as a means to 
drive growth. If you look at the last 2 full years, in 2017 and '18, we've been in a net negative pricing situation. And 
despite that negative price position, we've been able to post really strong growth across our business. And that's because 
we continue to focus on large unmet medical needs. We're driving volume based on our ability to compete in the market 
as well as establish the need for the use of our product in addition to our overall investment and the evidence that we 
provide to support the growth of our asset base.” 

Merck (MRK) CMO on Vaccines business and Biosimilar exposure: 

“But beyond oncology, we have a real great opportunity in vaccines. We have the opportunity with GARDASIL to continue 
to grow well beyond the KEYTRUDA expiry. But also a rich pipeline with pneumococcal vaccines, RSV vaccines, CMV 
vaccines and dengue vaccines that we think will make a contribution within that window. And our HIV molecule that we're 
studying right now truly has the chance to change the underlying transmission dynamics in HIV. And from a treatment 
perspective, but also from a prophylactic perspective, we think that will have a meaningful impact. And that's just kind of 
the stuff that we see today. Well, we have a partnership with Samsung for biosimilars. And again, I think much like my 
comments on GQCE, the reality is, is that a vibrant biosimilar market ultimately is a good thing for an innovative company 
like Merck. Clearly, we are a company that is very balanced in our view of the biosimilars, where we want robust 
intellectual property protection during the patented segment. But ultimately, we believe that for markets to be vibrant, 
there is a time. And then, ultimately, you want to see uptake of competitive alternatives. And so we take a very balanced 
view. We recognize that the fundamental challenge facing health care globally is a sustainability challenge. Health care 
spending as a percentage of GDP in every market around the world is growing too fast. And biosimilars provides an 



alternative to create headroom for the next wave of innovation, which will ultimately be the lifeblood of a company like 
ours.” 

Amgen (AMGN) CFO on industry headwinds and its volume growth & $3B Biosimilars opportunity: 

“And when I say we've positioned the company for long-term growth, if I look at the environment, we believe that we'll 
continue to experience, as an industry, price pressure as a result of competition and the regulatory environment. And so 
we've been pleased with the company's performance as we position for volume-driven growth where we've now seen 7 
quarters consecutively where we've had increasing volume, including last quarter where we had 23% volume growth in 
our businesses outside the U.S. So yes, so we've got 10 additional assets in development. We have 3 that are now 
approved and in the market. So a portfolio of 10 assets that we've been working on now for a number of years. We've 
been pleased at the fact that we've stayed very much on track with our development and launch plans such that we're 
now launching. So last quarter, we launched a biosimilar in the U.S. for Avastin as well as for Herceptin. And then last 
year, in the second half, we launched biosimilars against Humira and also Herceptin, and we've seen very good 
acceptance and interest in the product. So in Europe, we're now the leading supplier of the Humira biosimilar. And in the 
U.S., we've seen a very strong interest from our customers in those oncology assets, which makes sense because they 
know, they trust Amgen. They know we're reliable suppliers. And we've got relationships with them over several decades. 
And so you've seen an acceleration of uptake occur through time in Europe. As more broadly the market becomes 
comfortable with biosimilars, we think we'll go through that process in the U.S. as well. But of course, we have 
experience with biosimilars as we have the original biologic drugs that have come off patent and are facing competition in 
the form of EPOGEN, NEUPOGEN and Neulasta.” 

Sanofi (SNY) on Biologics and Shift to Specialty Care: 

“Third dimension is around biologics versus synthetics. We've been on a journey to establish a biologics capability at 
Sanofi that goes beyond enzyme replacement but includes antibodies. We now have bispecific, trispecific antibody-drug 
conjugate platforms that are all at various levels of validation in the clinic as well as now the Nanobody platform for really 
creative multispecifics. So I feel like we're coming into our own. We still have work to do on gene therapy, but we're 
making progress there as well. And right now, the pipeline is about half biologics. It will probably be 2/3 in a couple more 
years. And then the fourth dimension is the mix of therapeutic area of investments. Traditionally, Sanofi has invested 
about 2/3 of its resources in Primary Care indications, and frankly, that is a tough area. The biology has not been as rich 
with new target opportunities that are compelling. The ability to get answers in the clinic quickly is a rarity, and the 
investments are often very large and significant. So we are shifting much more to Specialty Care, leveraging Oncology, 
immunology and rare diseases as growth drivers where we feel the biology is rich with target opportunities, where the 
ability to get answers quickly in the clinic is there and where payers still reward innovation. And I think we have a lot of 
momentum in the organization to really go in those directions, and we can talk about that.” 

Top Picks 

Pharma 

Merck (MRK) continues to standout in Pharma with its growing Oncology dominance while AbbVie (ABBV) seeing a lot 
of bullish options positioning into 2020 following its deal for Allergan and looks to be regaining momentum while trading 
cheap on valuation. GlaxoSmithKline (GSK) screens well and is positioned well with new product launches as it takes a 
lead in the Vaccines market. Novartis (NVS) is another Foreign favorite while Gilead (GILD) may finally see multiple 
expansion if it can show progress in its new focus markets and also may look at a splashy M&A deal. Biogen (BIIB) 
trades cheap on valuation while having the largest optionality moonshot upside with its Alzheimer’s program. Zoetis 
(ZTS) continues to be the leader in the strong Animal Health industry.  

Generic/ Specialty Pharma  

Dr. Reddy’s Lab (RDY) screens well in this tough group and is based in India while in the US Bausch (BHC) is the 
only real quality name in the Generics group and undergoing a major turnaround.  

Collegium Pharma (COLL) was a small cap name that stood out in this challenging group.  

Drug Distributors 

AmerisourceBergen (ABC) screens best in this tough group that faces litigation risk.  

Labs & Diagnostics: 



CROs and Labs: IQV, PRAH, ICLR, CRL, INCR, MEDP, SYNH, DGX, LH, WST 

Life Science Tools: TMO, BIO, PKI, ILMN, A, BRKR, WAT, DHR, TECH, AVTR, HAE, NSTG, RGEN, SLP, TWST 

Diagnostics: MYGN, QGEN, QDEL, EXAS, AXDX, OSUR, OXFD, MYGN, NEO, NTRA, NVTA, VIVO, LMNX, GHDX, GNMK, 
ADPT, CDNA, GH, NEOG, PSNL, QTNT, SRDX, VCYT 

This is one of the more exciting groups for growth especially on the small cap side with diagnostics gaining a greater role 
in preventative healthcare in the genomic revolution. This group includes contract research organizations (CROs) which 
assist in the research, development, and commercialization of new products for sponsor companies, primarily in the 
pharmaceutical, biotechnology, and medical device industries. It also includes the Life Science Tools (LST) group which is 
benefitting from global growth drivers such as the evolution in research like genomics, a shift in medicine to a 
proliferation of biologics including cell & gene therapy, and HGM investments in basic and applied research capacity. A 
number of positive trends are working in favor of these names including rising Biopharma R&D Spend, Prescription Drug 
Sales Growth, Biotech Growth, Biotech Financing Strength, Increasing Drug Pipelines, Increased Novel Drug Approvals, 
and Increasing Clinical Trials. 

 

 



 

Book to Bill Ratios is one key performance indicator used for this group. R&D spend in the Biopharma industry continues 
to be a positive tailwind for the group. Accounts receivable is a key balance sheet metric for CROs, and high days sales 
outstanding may be attributable to late payment collection or early revenue recognition. Some companies report gross 
bookings and cancellations, while others report only net bookings (gross bookings, less cancellations). Backlog is also an 
important indicator and backlog conversion measures the rate at which a company converts its backlog into recognized 
revenue, and is calculated by taking the current period's net service revenue as a percentage of backlog at the beginning 
of the period. There is a strong documented correlation between ROIC and valuation for CROs, suggesting investors are 
focused more on true economic returns. We also want to look at SG&A as a % of Sales, and R&D metrics. 

The Medicare for All (M4A) debate could be a tailwind to sentiment for the national labs (DGX/LH) during the 2020 US 
election cycle. In theory, M4A or various other versions of Medicare expansion could drive up test volumes (but drive 
down test prices), which should put more pressure on hospital outreach labs and catalyze lab consolidation. DGX/LH 
should benefit from the lab consolidation trend and grab more shares in the fragmented US clinical lab market. Further on 
the regulatory side a repeal of the Medical Device Tax of 2.3% if a potential positive driver in Med-Tech in 2020.  

According to IVD Logix (consulting firm that provides an update on the IVD market at the annual Association of Molecular 
Pathology (AMP) meeting), total IVD (in vitro diagnostic) manufacturer revenues were ~$64.3bn in 2018, up 7.5% (5.8% 
constant exchange rates, or CER) from $59.8bn in 2017, which was better than 5.5% CER expected due to very rapid 
adoption of market acceptance of Continuous Glucose Monitoring (CGM) systems (mainly Dexcom and Abbott with its 
Libre system). Whole Blood Glucose Monitoring had been a drag on IVD growth in past years but has shown renewed 
growth since 2017. MDx again was the fastest growing segment, grew ~11% in 2018 to ~$7.2bn, accounting for about 
12% of the IVD market (Chart 5), driven by continued growth in virology, TB testing, and rapid adoption of multiplex 
syndromic panels such as GenMark’s Respiratory Viral panel. 



 

 

Precision medicine continues to be a major research initiative in both the biopharma industry and academia. From genetic 
testing and companion diagnostics to liquid biopsy and cell & gene therapy, precision medicine spans a large swath of 
innovation enabled by the genomics revolution. According to PubMed, in 2018 alone, 3,422 papers were published 
containing the key words “precision medicine” or “personalized medicine” in the title or abstract, and the 2019 YTD 
number was 3,529 as of Dec. 17. The Nature family of journals publishes articles almost daily under the category of 
“personalized medicine”. Across the diagnostics market, the transition towards a precision medicine framework has 
pushed a number of companies to develop liquid biopsy tests for cancer therapy selection, minimal residual disease 
detection during/post-treatment, or early detection/screening. These tests aim to use biomarkers (e.g., DNA fragments, 
epigenetic signals, metabolites, proteins) released from tumor cells into the blood stream to be able to detect cancer via a 
simple blood test, foregoing the need for an invasive biopsy and to allow for multi-time point tests. The promise of liquid 
biopsy, both from a clinical and a total addressable market (TAM) perspective, has spawned the generation of a host of 



new molecular diagnostic companies around the world. In 2020, we expect to see a number of liquid biopsy companies to 
either show data or emerge from stealth mode. 

Consumer genomics has seen a lull in 2019 after quickly gaining in popularity over the past decade, promising to give 
consumers insights into their ancestry and health without the expensive and time consuming trips to a medical center for 
genetic tests. Experts speculate that the natural expiration of the early adopter wave and growing privacy concerns are 
driving down interest among the general public. Weakness in consumer genomics is not isolated to companies such as 
23andMe and Ancestry.com – in July, Illumina (ILMN) pointed to weakness in direct-to-consumer (DTC) genetic testing as 
one of the drivers of its earnings miss. DTC tests must (1) work to alleviate privacy concerns – GINA (the Genetic 
Information Non-discrimination Act of 2008), the only law currently covering genetic privacy, may be too narrow to 
effectively ban employers or health plans from accessing the info (2) expand product offerings, notably in medical testing, 
and (3) expand access to DTC testing.  

 

 

 



 

Management Commentary 

Medpace (MEDP) CEO on its small bio concentration: 

“I think we're focused on small biotech companies. I think that's a good match for us with a full-service model and 
bringing us -- our desire to bring a lot of expertise to the development and manage it. And I think biotech companies are 
better partners on that scale. And so I don't really see a change in our customer profile. And that's just what smaller 
biotech companies are developing and announce a lot of rare disease in oncology. And that has increased as a 
percentage of our overall pie of different therapeutic kind of areas. And there's quite a bit of complex, advanced 
therapies, cellular-based and gene therapies. They're increasing as a percent of our work. So those are the kind of trends 
that we've seen over the past few years, and I think are going to continue for a while yet to an even larger concentration, 
but that doesn't lead to -- our overall -- I think our oncology contribution is somewhere around 30% of revenue. It's not 
massive. It's not too disproportional. And I don't think it will get to significantly higher levels. But -- so I think we'll keep a 
relatively good, broad portfolio of therapeutic areas. Certainly, from a client perspective, we don't have much 
concentration at all, no 10% client or anything even close to that, really, and I wouldn't anticipate that.” 

Charles River (CRL) CEO on Biotech funding as a lead business indicator: 

“So cash balances are substantial, and so we're seeing that in our client base. We look at the same metrics that you all 
look at: inflows into VCs; inflows directly from the capital markets into our clients; equally, if not more important, the 
inflows from big pharma into biotech, who's using biotech as a discovery engines. We have the added benefit of probably 
having better intel than the stats would give us, which is that since we have thousands of small biotech clients, were 
there any sort of concern about funding, even anticipatory concern about funding, we would begin to see that in their 
activity early. I don't know, they would start to delay studies or cancel studies or do less studies than they had 
anticipated. So we always have felt, and this is increasingly so, that we're the canary in the coal mine if you want to look 
at what's actually happening from a market trend point of view. So not only are we not seeing any of that, our revenue 
has become more -- significantly more biotech than pharma. That gets increasingly enhanced all the time. I wouldn't say 
that they -- they're still quite thoughtful with the way they spend their money. So we get all these questions about when 
you have a surge of biotech funding, do you have a surge of business? It doesn't really work that way, but they're pretty 
consistent and persistent and thoughtful. Having said that, you almost feel like there's kind of a rush to get as much work 
into the system as possible. So it feels like the demand curve is as good as it's been. It's been good for a while.” 

Lab Corp (LH) Director on its CRO business: 

“And as I think about the CRO business, I think there's multiple opportunities. One, there is a significant increase in the 
number of clinical trials that are being run, particularly in the specialty areas, including oncology and some of rare 
diseases. Two, companion diagnostics is a big part of the development of those drugs, and I think that we have unique 
capabilities in our diagnostic area to develop those type of technologies. And then three, I believe in areas like oncology, 
where you're going to see exponential continued growth in a number of trials, we can carry through from the phase -- 
early preclinical development, Phase I to Phase III. Over time, we should be able to disproportionately win our market 
share in the oncology and other specialty trials. So I think there's some real opportunity. And my initial interactions with 
the scientists tell me that they're starting to work very closely together to think about how to pull it through from 
preclinical to Phase I all the way through to post-marketing studies. And I think LabCorp is uniquely positioned to be able 
to capitalize on the full scale of trials.” 



Illumina (ILMN) CFO on DTC headwinds: 

“Let's talk about DTC a little bit. I mean, over the last couple of years, 3 years actually, there has been a lot of progress 
on DTC with genealogy applications, a large number of kits sold, samples tested. So it's been a pretty significant growth 
all the way through 2018. To your point, yes, in 2019, this has been definitely a headwind, as I mentioned earlier, as 
much as 3 percentage points of growth headwind for us from an overall enterprise revenue perspective. As we look at 
this going forward, though, we still are, I would say, positive on this market. We still believe that there is going to be an 
opportunity for consumers, patients to continue to engage with their genomic information through higher-value 
applications. I mean things that go beyond genealogy. We've seen a lot of early adoption of genealogy, a lot of interest in 
that. Maybe we've gotten past that early adoption phase. Maybe there are some concerns around some privacy-related 
aspects there that have caused this dip this year and this drop, but going forward -- and I'm not necessarily talking about 
2020. And we don't expect growth in 2020 from DTC, but beyond that, we do expect some higher-value health 
applications to really start to inform individuals about genetic disposition, predisposition; about pharmacogenomic 
indications, how drugs interact with certain other drugs that they take. So we believe there's a lot of potential for high-
value applications in the long run that drive this market forward, but again, for the short term, for next year, we don't 
expect growth any time.” 

Water’s (WAT) CEO on its 60% end-market exposure to biopharma: 

“So our business overall at Waters is about almost 60% oriented to pharma. And that splits about 2/3 towards small 
molecule business, which is predominantly late-stage development in QA/QC with liquid chromatography and then about 
1/3 in the large molecule space and, of course, this is one of the great themes of our time is the gold rush of innovation 
in this space and it's really exciting. We made a decision long before I was involved in the company, 15-plus years ago, to 
really make sure that our analytical instruments would support this vision of biotechnology and large molecule innovation. 
And so innovations like -- at Waters like the ACQUITY UPLC platform, a lot of the chemistries and workflows that go 
around that position us very well. We're more focused in the analytical laboratory versus production, but that again 
speaks to our focus as a company. And certainly, a big theme in the increasing requirements for quality in the monitoring 
of critical quality attributes in product development in QA/QC within biopharma has really influenced our strategy around 
mass spec technology, in particular, because we believe and I think the market believes that the use of high 
performance, but highly usable and robust and reproducible mass spec technology for the monitoring of critical quality 
attributes is a major need of the market. And the BioAccord family of mass spectrometers was designed explicitly for that 
purpose. So we're trying to make sure our investments are marrying that overall investment in biopharma and excited 
about the contributions we can make.” 

Exact Sciences (EXAS) CFO on the diagnostics industry the next ten years: 

“So when you take a step back and look to where the diagnostics industry is heading over the next 10 years, what you're 
seeing is a rise in adoption of diagnostic tests. Really, it's the dawn of molecular medicine. It's really starting to play out 
in diagnostics. So over time, we see diagnostics really expanding the whole spectrum in oncology from screening to 
diagnostic aids to recurrence testing, residual disease testing and therapy selection. It's a broad continuum of diagnostics. 
So we think over time, there'll be a handful of players that really grow to lead that market. We expect to be 1 of them. 
Genomic Health helps us broaden our offerings where it really enhances what we can do from a R&D perspective and a 
commercial perspective, such that down the road we can be one of those leaders in the diagnostic space.” 

Guardant Health (GH) CEO on its TAM: 

“So I'll comment on -- the calculations we have are really around our near-term product portfolio, at least the products in 
our current portfolio. And clearly, we can continue to expand outside of that. At least in the U.S., we say there's $6 billion 
potential opportunity in advanced-stage cancer, about $15 billion in the recurrence monitoring setting. And we had 
previously said -- estimated about $18 billion when we were only focusing on high-risk asymptomatic individuals. And 
now that we've expanded into kind of average risk setting, specifically colorectal, we estimate that TAM at not just $18 
billion, but now $30 billion-plus. And so there's a $50 billion market in just the U.S. And I -- if you think about just Japan 
alone, you think about the EU5, you think about China down the road, there's clearly vast opportunity there, and so those 
numbers would not be far off.” 

Top Picks 

Thermo Fisher (TMO) is the preferred name in Life Science Tools and featured earlier in the Top 25. Other names in 
this group that screen well include Waters (WAT), Danaher (DHR) and two small cap names Repligen (RGEN) and 
Simulations Plus (SLP). In the Labs and CRO space Charles River (CRL) was featured earlier as a top play in 2020 
as was Bio-Techne (TECH). West Services (WST) and Medpace (MEDP) are also favorites in this group. In the 



Diagnostics group we like Exact Sciences (EXAS), Guardant (GH), Adaptive (ADPT), and Quidel (QDEL). Small 
cap favorites include NeoGenomis (NEO) and Veracyte (VCYT).  

Managed Care, Hospitals, Distributors & Services: 

Components: ADUS, AMED, CHE, ENSG, LHCG, TVTY, ACHC, EHC, HCA, JYNT, SEM, SGRY, THC, UHS, USPH, ANTM, CI, 
CNC, CVS, HUM, MGLN, MOH, UNH, WCG, FMS, DVA, MD, RDNT, PNTG, PGNY 

The larger names in this group are the Health Insurance (Managed Care - MCOs) names which have lagged the market’s 
performance in 2019 after a few years of outperformance and following a wave of consolidation. In this group I am also 
including the smaller Home Healthcare names, which have performed very well, and the Specialized Health Services 
stocks. Strong employment numbers, an aging population, and increased spending continue to benefit the majority of the 
names in this group. A few group specific metrics we revisit with Insurance names are Loss Ratio and Combined Ratio 
while the Hospital names are sensitive to metrics such as admissions.  

 

MCOs are likely to see margin compression offset modest revenue growth in 2020 with the incremental performance of 
public exchanges a modest headwind. The CBO anticipates industry exchange enrollment to drop modestly in 2020 due to 
the expansion of short term plans and pressure of exchange marketing funding. Although the market is getting more 
competitive, companies are generally adding geographies, growing their product offerings, increasing their addressable 
market, or maintaining stability year over year, which should mitigate most of the enrollment pressures in 2020.  

 

Hospitals are seeing strong volumes into late 2019 at around +5% Y/Y. Strong trends are being seen in surgeries, 
particularly outpatient. The industry does face concerns with longer term volume/payer mix. Population growth, 
demographics and employment trends are influential to this group. The fragmented home health industry is also seeing 
strong volumes and the large, well-capitalized companies are taking market share and acquiring smaller operators. 
Organic hospice admissions increased +9.7% y/y in October (median +5.5%), an acceleration from +9.1% in 3Q19 and 
+8.3% for the full year 2018. The new Medicare reimbursement system, Patient Driven Groupings Model (PDGM), is 
expected to impact Medicare revenues in 2020.  



 

Management Commentary: 

United Health (UNH) on revenue per customer and growth opportunities: 

“Revenue per consumer continues to increase rapidly as we manage a greater portion of a person's health care and 
deliver on quality, satisfaction and cost. Over the past decade, annual revenue per consumer has quadrupled from $70 to 
well more than $300, and we expect this number to continue increasing steadily as we serve people's health care needs 
more comprehensively. This year, average monthly revenue per consumer will increase 20%. And in 2020, it will grow 
faster. Looking ahead, we see strong growth prospects across OptumInsight, with expanding opportunities in the 
application of health care data and analytics in advanced technology in our growing portfolio of products and services.” 

CVS Health (CVS) CFO on PBM: 

“I think if you look at the PBM space, right, PBMs have been a critical part of the health care system in reducing 
underlying pharmacy costs. And as you look at these new combinations, partnership, formation of new businesses, the 
fundamental purpose of the PBM doesn't change. And I think you'll continue to see innovation coming out of the PBMs. 
As we talk to our clients today, they're very excited with the transformation that we're talking about, the new programs 
that can help utilize our assets to manage their business, whether it's pharmacy, whether it's helping them with other 
aspects of chronic care. So I think you'll continue to see innovation on that front, and we believe we have the right assets 
and the foundation to deliver.” 

Top Picks 

United Health (UNH) is the clear leader of the industry and continues to operate as a best in class name while CIGNA 
(CI) offers an attractive value for growth proposition. HCA Health (HCA) is a clear leader in Hospital across most 
metrics and in Home Health we like Amedisys (AMED) and Chemed (CHE). Interesting small cap favorites include 
Select Medical (SEM), Addus (ADUS) Progyny (PGNY) and Pennant Group (PNTG).  

Medical Devices, Equipment, and Supplies:   

Orthopedic: ZBH, SYK, SNN, GMED, OFIX, IART, LMAT, NUVA, KIDS, ATEC, SIBN 

Cardiovascular, Neuro & Respiratory: MDT, BSX, EW, ABMD, ANGO, ATRC, CSII, RMD, NVCR, PEN, LIVN, NVRO, ITGR, 
IRTC, INSP, INGN, AVNS, SWAV, SILK, AXNX, XENT, AXGN, STIM, ATRI, ZYXI 

Hospital Supplies: BAX, BDX, ABT, JNJ, TFX, ECL, PHG, MTD, GRFS, STE, WST, BIO, CTLT, HRC, MSA, ICUI, CYRX, BLFS, 
FLDM, UTMD, NTUS 

Consumer Devices: STAA, ALC, ALGN, DXCM, COO, XRAY, PODD, HSIC, NVST, TNDM, PDCO, BEAT, TCMD, CRY, SIEN, 
IIN, SDC, NMRD 

Surgical/Trauma/Imaging: ISRG, HOLX, VAR, MASI, CNMD, GKOS, MMSI, VREX, LNTH, CUTR, TMDX, VRAY, MSON, APYX, 
STXS, INMD, ESTA 

The medical device/technology group contains more than 80 stocks and is always one of the more exciting areas for 
investing, especially in smaller cap names with great products.  The big three important factors for these names are 



product pipeline, operating leverage, and execution.  Med-Tech fundamentals have been improving the last few years 
with higher operating margins and access to cash, and cash repatriation could drive further consolidation in the space.  
Revenue growth is generally driven by product introductions and hospital patient enrollments.  The aging population and 
growth of the over-65 age group will create more opportunities for companies selling medical products and devices. Other 
drivers of the medical device industry include better penetration in emerging markets due to improved infrastructure, new 
innovative treatments, increased affordability due to rising per-capita GDP, and a growing prevalence of "lifestyle 
diseases" like obesity due to urbanization. The primary driver of growth in the medical devices market is the aging of the 
global population. Global life expectancy has continued rising, and is expected to reach 76 years by 2050. The number of 
people aged 65 or over, who account for the majority of medical device use, will rise by over 60% in the next 15 years, 
from just over 600 million in 2015 to nearly 1 billion by 2030. Consolidation of the US hospital market has increased 
hospitals' buying power, with more central purchasing instead of by individual surgeons, as hospital groups look to 
leverage their scale by standardizing processes and procedures across facilities. Also, responding to the shift toward 
value, hospitals are focused on the clinical and cost effectiveness of devices. 

 

In general, mature medical device companies share many of the defensive characteristics expected of the healthcare 
sector, such as high returns on equity (RoE), driven by sustainable revenue growth and relatively high margins. Smaller 
companies, such as those focused on developing new technologies in the spine and cardiovascular areas, tend to be loss-
making, but can grow sales rapidly if their products achieve widespread clinical adoption. Often, these companies are 
ultimately acquired by larger companies in the industry 



 

 

Management Commentary 

Stryker (SYK) CEO on M&A strategy: 

“M&A has been a huge part of our story and has helped accelerate our organic sales growth each of the last 6 years. This 
year, if we exceed 7.9%, it will be the seventh consecutive year of accelerated organic sales growth. And so when we buy 
something that's high growth after the first year then it rolls into organic sales growth. And because we're in so many 
different spaces, we can hunt across a wide swath of med tech. And yes, valuations for many companies are high and 
we've passed on innumerable deals because of valuation. But within our portfolio, we're able to find and source assets at 
attractive prices where we can drive value. And our hit rate is very successful. So each year, we show our Board of 
Directors a scorecard of all of our acquisitions and we trace them back for 5 and 6 years, and it's mostly green. I mean 
we actually have done a very, very good job, especially if we stay within our call points and just bolt in new technologies, 
some are larger, some are smaller. And we continue to have a very, very deep pipeline of targets that we're pursuing. So 
I don't see this sort of problem of valuations. Yes, there are certain assets that are highly valued. But within med tech, 
which is thousands of companies, we are able to source companies at attractive prices and I don't see that dynamic 
changing right now even with a number of companies that do have high valuations.” 

Zimmer (ZBH) CEO on the S.E.T category: 



“The reason why I bring that up is S.E.T. is very attractive. When you look at the overall S.E.T. market, it's mid-single 
digits growth, it's 4% to 6%, but there are subcategories that are much more attractive. If I look at trauma, for instance, 
it's probably, for me anyway, the least attractive, it -- relatively low-growth market. It's a very high-touch business. It's a 
very high-inventory business, a low-ROIC business. And so when I look at those characteristics, it's probably one of the 
least attractive areas inside of S.E.T. Extremities is where we're going to start to focus. We already have a nice play in 
upper extremities. We have a market-leading position in shoulder. I think we've got all kinds of opportunity in foot and 
ankle. By the way, I think everybody in foot and ankle has all kinds of opportunity, because you've got a very large 
patient population that is currently underserved. There's just not good technology today to solve the problems in foot and 
ankle. That's a great opportunity for us. Already fast growth market with an underserved population, that's a good 
combination. So those are the 2 areas that we're going to be focusing most on out of the gate. But the overall S.E.T. 
category is attractive, those just happen to be the 2 we're going to focus on most.” 

Medtronic (MDT) on new products: 

“In CVG, as I mentioned earlier, we just launched our next-generation Evolut PRO+ TAVR valve, and we expect to see a 
full quarter's contribution starting in Q3. In addition, we're expecting imminent U.S. approval for our IN.PACT Admiral AV 
fistula indication. As we look to the fourth quarter and into the start of fiscal '21, we're anticipating U.S. approval and 
launch of our Micra AV pacemaker, our next-generation Cobalt and Chrome families of ICDs and CRT-Ds and our Reveal 
LINQ 2.0 insertable cardiac monitor. Outside the U.S., we're also expecting multiple new product introductions, including 
the European launch of DiamondTemp ablation catheter and Chinese approvals for our Valiant Navion thoracic stent graft, 
our Percepta Quad CRT-P family and Attain Stability Quad, active fixation, CRT pacing lead. In MITG, as we discussed in 
September during our event in Hartford, we're starting the global launch sequence of our soft tissue robotic system, with 
first-in-human use and commercial sales commencing later this fiscal year. Next fiscal year, we plan to submit for CE 
mark in Q1 as well as submit for U.S. IDE approval in the first half, which when approved, will allow for system 
placements and surgeon training so we can begin gathering clinical data in the United States. In RTG, as I mentioned 
earlier, the Midas Rex MR8 drill platform is being launched now in the U.S. and will be introduced to international markets 
in the back half of this fiscal year. We're also planning to launch our Stealth AutoGuide cranial robotic system in Q3. In 
Pelvic Health, we filed our PMA supplement with the U.S. FDA last month for our interest in SureScan MRI leads and our 
interest in Micro with MRI, which is 3 cc in volume and rechargeable. In ENT, we are preparing for a fiscal year-end 
launch of our next-generation intraoperative nerve monitoring system, NIM VITAL. In pain therapies, we plan to unveil 
our next-generation spinal cord stimulator at the NANS conference in January. And in FY '21, we expect our top line 
momentum to accelerate as we get the increasing benefit of the FY '20 product launches as well as the products slated to 
launch next fiscal year.” 

Edward’s (EW) on the Japan opportunity: 

“Japan remains significantly under-penetrated, and it's a real opportunity for us. When we look at the rates of penetration 
in Japan versus Germany or the U.S., they lag significantly. So this is a wonderful opportunity for us. There's just a 
number of challenges. There's less centers in Japan, and the centers are not always located in the places that a lot of the 
patients are. The treatment pathway is different. We just learned that patients don't move through the same way that 
they do in the U.S. And there's just some cultural challenges. There's just a lot of senior people, and they're used to doing 
things in a certain way, and it just requires probably more time to change practice and more time to do some of the 
education. So we do a lot of work in this area in terms of education. We are trying to expand the number of centers, and 
we're working with the guidelines there to try to be able to expand those and improve that. And we're also doing a lot of 
work with education with the general cardiologists to make sure that they know where the centers are and what to do 
with these patients. But this remains a great opportunity for us for growth over our plan period.” 

Res-Med (RMD) on sleep apnea market opportunity: 

“Now sleep apnea is still a hugely under recognized and undertreated condition. Earlier this year, our team supported the 
publication in Lancet of a meta-analysis of the well-known and well-done prevalence studies and match them to like 
demographic countries. And we came up with an estimate that over 930 million people around the world have obstructive 
sleep apnea. We have to roughly estimate how many are currently on treatment, but we think it might be 20 million. And 
the difficulty of estimating it is how long the patient is staying on treatment and what's actually happening in all these 
different countries.” 

Baxter (BAX) on its new pump platform: 

“On the Medication Delivery side, our expectation is stability from the solutions business. Where the real excitement 
comes in from my perspective in 2020, but frankly, even beyond, is the launch of our new pump platform. Over the last 



several years, our team in Medication Delivery has been hard at work developing a suite of new pumps, 2 of which will 
launch in 2020, our large volume pump and our syringe pump. This is really the first time we will have a syringe pump, I 
think, in more than a decade. And it's a tremendous blue ocean opportunity for us. And furthermore, the inclusion of a 
syringe pump and a PCA pump, which will follow 6 to 9 months later, and an ambulatory pump, these 4 pumps will also 
create a compelling case for Baxter as a platform in ways that we've not been able to sell in the past. So that's going to 
be an important driver for us as we look at 2020, but frankly, even beyond that. There's a lot of excitement in Renal, 
right? With between AAKHI along with Theranova, which is our differentiated dialyzer. Now Theranova, the impact will be 
more prominent in 2021, and we can talk more about that. AAKHI, this will just be a steady ramp over time. Although, 
again, there's some uncertainty about the final shape of the legislation, so we'll have to watch as we approach year-end.” 

Mettler Toledo (MTD) on Labs business: 

“So longer term, I mean, we have very strong market positions in our laboratory business. But these are still very highly 
fragmented markets like a lot of our other businesses. These are also very niche markets. And so we just need a little bit 
of market share each year to kind of hit our growth targets. But other things that we talk about that we like about the 
business is that when you have 40% of the instruments on a laboratory bench, and then you can now provide software 
solutions like our LabX software. It really helps pharmaceutical companies address topics like data integrity, which is a 
key concern of theirs. And so this, I think, helps make us a differentiator and helps us to kind of sustain the growth 
expectations for the business going forward.” 

Teleflex (TFX) on its Neotract growth product and Japan market: 

“It grew by 50% in quarter 3. It's growing at 45% through the first 3 quarters of the year. We were able to take up our 
guidance, as you know, from an expectation of 35% to an expectation of 40% on a full year basis. Where the growth is 
coming from? It's a combination of both, as it always is in life. It's bringing in new urologists, but about 60% of the 
growth is coming from existing urologists. So the key here is to continue to drive utilization. And that's what we're 
focused on, urologists that have already adopted the technology. The average urologist will see 75 unique BPH patients 
every month. That same urologist today is averaging about 4 procedures. So there's a significant headway for growth 
within that urologist. A champion would be a urologist that does in excess of 6 procedures. And we have urologists that 
have broken through the teens per month where they're really adopting the technology into their practice. And this is a 
great opportunity for a urologist and for the patient. It is really all about the patient outcomes. Urologists will do the right 
thing by the patient, and here's an opportunity for them to do the right thing by the patient and do a profitable procedure 
for their practice. So it's kind of a win, win, win all around for all of them. So -- but that's where the majority of the 
patients are coming from. And again, the runway is incredible here, just in the United States, at the end of this year, we'll 
have trained about 2,500 urologists, and there's 12,000 in the country. So from a utilization standpoint, there's massive 
headroom for growth but also bringing on new docs, there's significant headroom for growth over a multiyear period as 
well. So in the same way as the U.S. market, if you take that subsegment of men that have BPH and have stopped taking 
the pill, that's a $6 billion market. If you take that exact same market in Japan, that's a $2 billion market. Most people 
that understand the medical device industry know the largest medical device market in the world is always the U.S., #2 is 
always Japan, that's the second largest medical device market in the world, with an aging population, which is the exact 
reason that we bought -- we buy these types of technologies that address an aging population.” 

Steris (STE) CEO on its business drivers: 

“Well, I mean, each of the businesses have basically one of 2 underlying drivers: Procedures drive our AST business and 
our -- what we call healthcare business, which is both the healthcare services and the Healthcare Products business. So if 
procedures rise, particularly in North America and as well as Western Europe and then the other areas of the world. And 
if procedures rise, we tend to do better, all things being equal. And we have seen strength in procedures. Then on the 
Life Science side, we are focused on basically vaccines and biologics largely. And so as vaccines and biologics are strong, 
we also tend to be strong. And it just so happens in all those cases, the markets are relatively strong, and we think we're 
picking up at least our fair share of those. And typically, we will find that we forecast our business and everybody puts in 
a good forecast, and we think through it, think through the upsides and the downsides, and we moderate the corporate 
forecast, because everybody tends not to hit 100% of their targets. It just so happens kind of everybody's been on 
stream now for 2 consecutive quarters.” 

DexCom (DXCM) EVP on G6 product: 

“I think we truly are, with the launch of G6, with the elimination of the need for patients to take finger sticks, I really 
think we've actually hit a new inflection. You've seen our growth over the 3 quarters this year. It's been absolutely 
phenomenal. In fact, it accelerated from the prior year. But you look out the next 3 to 4 years, I think you really will see -



- you're going to see a world where insulin-using patients literally don't prick their finger anymore. I think this technology 
is rapidly moving to become the standard of care, particularly in type lines. In any reimbursed market, there's absolutely 
no reason people should be pricking their finger, whether it's our technology or a competing technology. And I think what 
you'll also see talking about maybe the 3- or 5-year time horizon is that you're really going to see CGM play a role outside 
of just the core insulin-using population. So we're doing work with all sorts of folks. UnitedHealthcare, we've been public 
about that one. There are a number of smaller public and private companies looking to really attack the kind of the 
population health problem. When we talk to payers, they're acutely familiar with how expensive type 1 patients are for 
them. They're clearly their most expensive patients from a diabetes perspective. But by and large, there's just not that 
many of them when you spread them across between Medicare and Medicaid and all the commercial payers.” 

Cooper (COO) on vision markets and myopia management opportunity: 

“The growth drivers for the contact lens industry have remained the same for a number of years here, and I think will in 
the future. The last 10 years, the market's grown kind of in that 4% to 6% range and now we're in the upper part of that 
4% to 6% range. And frankly, I think, the next 10 years are going to be in that 4% to 6% range. And a lot of that's 
getting driven by the same things we've discussed in the past, the shift to daily silicone hydrogel. So they shifted dailies 
itself in the marketplace and then they shifted daily silicone hydrogels also. And then, I mean, you're getting the 
geographic expansion and better fits internationally with torics and especially lenses, all that driving it. But at the end of 
the day, 2 big growth drivers are the people who are wearing 2-week and monthly lenses and as they get older and exit 
the market and the new wearers coming in, in dailies and daily silicones, and then the trade up. Just there's still billions of 
dollars of sales of lenses that are traditional hydrogel lenses that are all converting to silicones and that's a 20%, 30% 
trade up for manufacturers. I agree with you by the way, it is a huge opportunity. I'm pretty excited about it. We've been 
having dialogue with the FDA on this. You have to remember, it's a contact lens. Contact lens has been in the market 
forever. But at the same time, this is myopia management targeted to children basically 8 to 14 years old. And in that age 
group, you have essentially no one using contact lenses today. So you can imagine the FDA's questions coming back 
around that, right, such as hey, you guys did this big clinical, you got great data. We have 5-year data. We released 3-
year data that's out in peer journals. What happens to kids that were in the clinical using MiSight and then exited the 
clinical, questions like that. So we've had that dialogue with them and we've given them that information and that's 
where I kind of come back and say, well, based on where we stand today with the dialogue with them, we're expecting to 
get something, something more material back by the end of the calendar year. That could be a couple of different things. 
Obviously, I remain hopeful that, that's an approval, but we'll see how it plays out.” 

Dentsply (XRAY) on where it is on the transformation plan: 

“Yes. If you want to pick a baseball analogy, Jeff, I'd say we're in the first 1/3 of the game, to be honest. I feel very good 
structurally. We've made the changes and we've organized these things that we refer to as pillars and it's starting to 
work, but we're essentially trying to rewire a company that for over 100 -- on one side 115, on the other has been 
operating in one form and we're -- we kind of shifted it out. We feel that we've made really, really good progress from an 
R&D perspective, which we thought was the most important. We feel that the supply chain and getting disciplined around 
headcount and SG&A, that's moving. My mind, we're -- the next 1/3 of the game is really how do we see a much more 
aggressive approach in the go-to-market area when we talk about our SFE program. And then we're happy with our new 
products. We had a very good IDS in terms of launching, but they're just starting to come online. I mean our TruNatomy 
endo product is just -- is basically being launched in the U.S. as we speak. We're very excited about Surefil one, which is 
our first big really exciting resto product. We've got some really exciting stuff going on in the lab. So I -- that's actually 
just coming. And as we look at kind of the balance of 2019 into 2020, in my mind, it's like how do we get our sales forces 
and marketing up to a different level and match by new products. So that's kind of where I look at a 1/3, a 1/3, a 1/3.” 

Masimo (MASI) SVP on tis upcoming hospital automation launch: 

“So I think as we launch hospital automation, and on the second quarter call we talked about 7 opportunities that have 
come to fruition and that really in pilots with those customers, which has been a very positive outcome for us and good 
experience, really, what we expect is we expect that as we sell this offering and we sell it to a customer, we would have a 
price per bed per year model and contract over multi-years. And so as you said, Software as a Service model, where 
you're getting a revenue stream over a period of time on an installed base. And so really, we think and believe that this 
hospital automation opportunity will look and feel kind of economically much like our existing business, where we build an 
installed base of connected beds and have a revenue stream on a per bed basis.” 

CONMED (CNMD) CEO on surgical smoke business it acquired (Buffalo Filters): 



“So keep in mind, the market is growing north of 20% right now, and we have upped our full year guidance this year to 
be closer to 30%. So that's a pretty good growth rate in the world of medical technology, medical devices. Full-based 
adoption really happens OR-by-OR, surgeon-by-surgeon. And it's not something that hospitals are really used to ramping 
up that, walk in the front doors of my hospital, I can sell you a device into that OR. This is a scenario where they're 
selling a smoke-free campus. You can't say that OR is more important than this OR. We're going to give them a smoke-
free environment and you don't -- you're not lucky today, you get the smoked OR. So going through a full hospital 
implementation of smoke-free environment takes a little longer time. It takes a little more work by the company, it takes 
a little more work by the hospital. And by the way, every specialty has got to want to sign up for this. So the orthopedic 
surgeon, the spine surgeon, the general surgery surgeon community, you've got to work through all of them, you've got 
to have devices that they like having in their hands. So it's just a little bit longer path to work through. But we've got the 
best technology. We've got great sales force. And I think that's why you're seeing the growth rates you're seeing out of 
our side of the business.” 

Varian (VAR) CFO on the China opportunity: 

“But really what it was, it was a recognition of the Chinese government of just the massive wave of cancer burden 
coming at them. And they've got 4.5 million new cancer instances every single year. That is 3x the U.S. new instances. By 
the way, in the U.S., we utilize radiation therapy, one of the most cost-effective therapies there is, about 60% of the 
time. There, it's just slightly above 20%. So there is a major step function difference in utilization. So we applaud that 
recognition by the government. If you go back and -- we showed this great slide, it had China and India. And it talked a 
little bit about the growth rates, kind of the last 5-year growth rates about 6 months ago, and it was through FY 2018. 
And that CAGR, that 5-year CAGR was 10% in China. When we added FY '19, the CAGR went to 17%. So the point there 
is that last year's growth rate in China was very strong double digits. We continue to win. It's predominantly a public 
market, probably about 70% public market. And we continue to win between 55% and 60% of those tenders out there. 
And with these new licenses coming out and where they're pointed, kind of that second tier of cities, we love our chances 
there, especially with our portfolio. Halcyon, I think, is perfect for that environment.” 

Intuitive Surgical (ISRG) on 2020 procedure growth: 

“We're forecasting our growth to be 17% to 18% on an overall basis after similar result, 18% last year. As we look into 
2020, the growth drivers are going to look pretty similar. We're looking to general surgery in the United States, where 
you've got the leading procedures, hernia repair, both ventral and inguinal, colorectal procedures as those leading 
procedures with continued significant opportunity to penetrate further into those, with increasing contributions from what 
we're calling practice-based procedures, things like cholecystectomy and bariatric, which have gained some nice traction 
in recent quarters. And thoracic procedures as well are growing nicely in the U.S. Outside the U.S., we're at earlier stages 
in most all of our markets and have been growing in the low 20% range. We're investing into our OUS markets, having 
gone direct recently in the last 1.5 years in China, India, Taiwan. Investing in organizations and clinical data in Europe 
and other areas of the world.” 

Top Picks 

This group has a lot of favorite names as many companies offer excellent growth and have strong secular tailwinds. It is 
also a group diverse across multiple areas of medical conditions so there are a lot of options. Large cap favorites include 
Stryker (SYK), Intuitive Surgical (ISRG), Edwards Lifesciences (EW), Medtronic (MDT), DexCom (DXCM) 
Abbott (ABT), ResMed (RMD), Cooper (COO), Teleflex (TFX) and Varian (VAR). A few of these have already 
been presented in the top stock portfolios section. Some mid-cap favorites include Globus (GMED), Steris (STE), 
Integer (ITGR), Masimo (MASI), Novocure (NVCR) and Denstply (XRAY). Small caps of interest that screen 
attractive include Lantheus (LNTH), SI-BONE (SIBN), Inspire Medical (INSP), ShockWave Medical (SWAV), 
Silk Road Medical (SILK), Zynex (ZYXI), Utah Medical (UTMD), STAAR Surgical (STAA), and InMode 
(INMD). 

Industrials: The Industrial group has lagged the overall market modestly YTD and tends to be one of the first 
groups to contract during pullbacks as the Manufacturing economy has shown the majority of the weakness in the Macro 
data. The XLI did hit record highs in December and has moved out of a large two year pattern that targets 20% higher to 
the 100 level. Transports (IYT) have lagged at just +15% YTD with pressure caused from global trade concerns as well 
as softening freight conditions. Aerospace & Defense (XAR) at +38.7% remains an area of leadership in this group with 
supportive DoD spending and strength in global air traffic. The group has also seen further consolidation following the L-
3/Harris deal with United Tech agreeing to purchase Raytheon. Space Age 2.0 is another source of growth as an 
emerging megatrend. The US Construction (ITB) group was the top performer at +50% YTD as homebuilders are 



supported by low mortgage rates and positive demographics. With the Election in 2020 the state of aging US 
Infrastructure is likely a hot topic and a large infrastructure package, though promised in 2016, would be a boost to many 
of these components. Automation and Robotics is a strong theme in the Industrial group leading to lower costs and better 
efficiency.  Oher mega-trends include population growth requiring more electricity, energy efficiency, intelligent products 
and connectivity, and environmental concerns. There are so many diverse markets within the Industrial group that it 
makes it the most interesting to do deep dives into earnings reports and discover read-throughs for other companies 
operating in those markets.  Some of those markets include Electrical, Hydraulics, Aerospace, Defense, Oil & Gas, Power 
Systems, Vehicle, Pumps and Flow, Artificial Lift, HVAC, Food Equipment, Automation and Controls, Residential 
Equipment, Connectivity, Water Systems, Welding, and Tools.  This group is more sensitive to the USD and interest rates 
while capital intensity brings higher credit risk. 

 

 



Aerospace/ Defense:   

Aerospace Components: AJRD, ATRO, AVAV, BA, DCO, ESLT, HEI, HON, HXL, MOGA, ROLL, SPR, TDG, TGI, TXT, UTX, 
WWD, AER, AIR, AL, AYR, CAE, FLY 

Defense Components: CACI, CUB, FLIR, GD, HII, HRS, KTOS, LDOS, LHX, LLL, LMT, MANT, NOC, OSK, PRSP, PSN, RTN, 
SAIC, TDY, MRCY, VEC, SPCE 

Defense expenditure is expected to grow between 3 and 4 percent in 2020 to reach an estimated US$1.9 trillion as 
governments worldwide continue to modernize and recapitalize their militaries. Most of the growth will likely be driven by 
increased defense spending in the United States, as well as in other regions, such as China and India. Demand for 
military equipment is on the rise as governments across the globe focus on military modernization, given increasing global 
security concerns. The uncertainty and sustained complexity of the international security environment worldwide is likely 
to boost global defense spending over the next five years. Global defense spending is expected to grow at a CAGR of 
about 3 percent over the 2019–2023 period to reach US$2.1 trillion by 2023.  

  

 



 

The commercial aerospace sector has experienced a decline in deliveries in 2019 due to production related issues in 
certain aircraft models. Order backlog of commercial aircraft has also decreased from the 2018 peak levels of about 
14,700 aircraft to slightly more than 14,000 at the end of August 2019. This was a result of order cancellations and a 
drop in new orders. However, commercial aerospace sector growth is likely to recuperate from 2020 onward as the long-
term demand for commercial aircraft continues to remain robust, with nearly 40,000 units expected to be produced over 
the next two decades. . In 2020–2021, deliveries are expected to be back on track as Boeing announced its goal to have 
the 737 MAX back in service by January 2020. The outlook for the regional jet market remains robust, as forecasts 
anticipate more than 5,000 regional jets will be required over the next 20 years. This is expected to primarily be driven by 
an aging fleet and demand from Asia-Pacific, the Middle East, and Latin America, as they continue to expand regional 
connectivity. Over the last two years, the regional jet market experienced some major tie-ups—Airbus’s acquisition of 
majority ownership in Bombardier’s C-Series aircraft program, Boeing’s proposed deal to buy Embraer’s passenger jet 
unit, and Mitsubishi Heavy Industries’ proposed acquisition of Bombardier’s CRJ regional jet program. These program 
realignments could allow supply chain and manufacturing consolidations, resulting in reduced production costs. The 
commercial aerospace aftermarket landscape is also evolving, due to a changing aircraft fleet mix, pressure on airlines to 
reduce maintenance costs, and the emergence of new advanced technologies. This is resulting in an increased 
aftermarket opportunity for the overall commercial aircraft value chain, including OEMs. With the increasing aircraft 
backlog and production rates, OEMs are focusing on expanding aftermarket revenues by seeking partnerships and 
exploring new business lines to diversify. For example, Boeing’s 2018 services revenue stood at about US$17 billion, and 
it aims to triple its service revenue to US$50 billion in the next five years.  



 

Management Commentary: 

Boeing (BA) CFO on backlog and commercial aerospace environment: 

“I mean we're obviously extremely engaged with the customers day in and day out on the MAX and staying close with 
them. But I'd say overall, the backlog remains very stable. I think it really goes to the broader market. If you look at 
traffic and you look at load factors and yields, and then you look at the projection going out, and then you look at how 
much replacement aircraft is needed versus even growth, it plays into the backlog and the stability of the backlog and the 
fundamentals that are driving the backlog. And then you get into the value proposition of, are those airplanes 
differentiators for the customer? And I think the backlog represents the fact that they are. So we've got to continue to 
keep that edge and help them, frankly, be better and bring more efficiency into the marketplace.” 

AerCap (AER) CEO on its growth industry: 

“So turning to growth. What's driving the growth in this business? Every year, 100 million people board an airplane for 
the first time in their lives. That is not going to change. That is driven by emerging middle classes. And when we think 
about emerging middle classes, we often think of China, India, Brazil. But one of the largest emerging middle classes and 
fastest-growing in the world is in Eastern Europe in countries like Poland. Furthermore, in developed markets, the advent 
of low-cost travel has meant that people in developed markets are taking 3 or 4 flights a year instead of 1 or 2. So what 
does that mean for you as investors? What does it mean in terms of quantum of airplanes that are going to be required 
to satisfy this demand? So you hear these forecasts from Boeing and Airbus of 44,000 airplanes are required? That seems 
like a fantastic number. It's approximately $4 trillion. And you wonder to yourself, how can I believe that level of growth? 
How do I understand that? So to break that down a little bit, today, there are approximately 20,000 large commercial 
aircraft in service. There's theoretically 27,000, but that includes turboprops, smaller airplanes, airplanes beyond 25 
years. The actual in-service fleet is about 20,000. The average age of those aircraft is over 8 years. So over the course of 
the next 15, 20 years, all of those airplanes are going to be replaced. So that's 20,000 there. Over the course of the next 
15 years, the amount of people traveling is going to double. That takes you to 40,000 aircraft. And then, because the 
forecast here is for 20 years as opposed to the 15-year doubling, that's how you get to 44,000 airplanes. So those 
numbers are real. They will occur. Within this growing industry, there has been a significant uptick in the demand for 
operating leasing. So while air travel as a whole is growing at 5%, 6% a year, the demand for operating leasing is 
growing at twice that rate. Why is that? Well, there's a traditional reason, which is the huge capital-intensive nature of 
this business. That's one. But over the last decade, airlines have started to realize that the airline industry can produce 
steady, stable, long-term profits. But in order to do that, it's absolutely vital that they manage capacity.” 

Lockheed Martin (LMT) CFO on strength in Space business: 

“We've had some strong demand this year, and we see that into next year, it's human transport. We've had strong 
demand there. So think of OPOC and Orion. We've had strong demand for our satellite program. So think OPIR, which is 



our overhead persistent infrared system. That is the next generation of Cerberus. We're seeing strong demand there, 
working with the customer. They're wanting to go fast and we're going there with them. And hypersonics, we've done a 
very nice job of shaping. This is the Strike hypersonics, so think offensive. We've done a very nice job shaping that 
portfolio. And I've talked about this on the call, our order book to date is about $3.5 billion in the largest business area. 
Capturing those awards has been our Space business.” 

Top Picks 

Aerospace 

Heico (HEI) is a leader in this group as a top operator while United Tech (UTX) a name featured in the Top 25. 
Honeywell (HON) is also a high quality operator and TransDigm (TDG) has been a consistent beat and raise store. 
The aircraft leasing business remains strong with AerCap (AER) the leader and Air Lease (AL) an intriguing smaller 
cap way to play the trend. Smaller favorites in this group include Hexcel (HXL), Woodward (WWD), Aerojet (AJRD) 
and Ducommun (DCO).  

Defense 

Lockheed Martin (LMT) is a favorite in the Defense group as the most favorable across key metrics and continues to 
deliver strong quarterly results. Huntington Ingalls (HII) screens well and will benefit from the Naval modernization. 
L3-Harris (LHX) is a former favorite due to its exposure to the higher growth Electronics area but since the merger has 
not been the same kind of leading name and need to see more, while Motorola Solutions (MSI) has become a 
preferred way to play Electronics. There are a number of attractive smaller cap names like Flir (FLIR), OshKosh (OSK), 
Perspecta (PRSP), Mercury Systems (MRCY) and Vectrus (VEC). Virgin Galactic (SPCE) should be an intriguing 
name to follow in 2020 as Space Travel becomes an emerging theme and options market positioning has favored it longer 
term via LEAPs since it bottomed out.  

Industrial Machinery and Equipment: 

Ag/Construction Components: AGCO, ALG, CAT, CMCO, CNHI, DE, LNN, MTW, RAVN, TEX, TTC, TWI, VMI, ACA 

Diversified (Multi-Industrial) Components: ATU, B, CFX, CW, DOV, ETN, FLOW, FTV, GDI, GE, HI, HON, IEX, IR, ITW, 
JBT, KAI, MMM, PH, SPXC, SXI, AME 

Motion/Power & Fluid/Air Components: CECE, CR, DCI, FLS, GGG, MCRN, NDSN, NPO, THR, WTS, ABB, AIMC, AMOT, 
BDC, BGG, CIR, CMI, EMR, ENS, GNRC, GTES, HOLI, ITT, LXFR, RBC, ROK, RXN, SNHY, TNC 

Rental/Leading Components: HEES, HRI, MGRC, URI, WSC 

Transport Equipment: CAI, FTAI, GATX, GBX, TGH, TRTN, WAB 

Other Components: AMSC, REZI, MIDD, WBT, BMI, FELE, GRC, MWA, PNR, XYL, ROP, ZBRA 

The Machinery Industry is a cyclical, capital-intensive sector. Major markets served include agricultural, construction, 
energy, industrial, infrastructure, mining and transportation. Among the varied products and services are tractors, 
engines, compressors, generators, cranes, tools, logistics, financing and remanufacturing.  The Global OECD Lead 
Indicator shown below is showing an encouraging trend after bottoming and tends to lead to PMI expansion, positive for 
this group.  



 

 

 



 

Management Commentary: 

Caterpillar (CAT) CEO on its Services unit opportunity and its 7 year cycle recovery stages: 

“Our big driver is around services. Our target is to double our services growth between 2016 and 2026 from $14 billion to 
$28 billion. We're currently running last year at around $18 billion. Key part of that is around digital, which is connectivity 
and also then making sure that we actually drive the opportunities. Things like customer value agreements are part of 
that strategy to drive the services revenues as we move forward. That's a key part of that strategy. We believe that is a 
way to enhance profitable growth. And given that this is one where it is within our control, it is one of the biggest organic 
growth opportunities we have as we move forward. So if you look across our segments, what we always remind people is 
we're only 3 years into a recovery phase. Normal recovery time is normally 7 years of an upcycle, we're only 3 years into 
that. We are disconnected slightly from the global economic 9-year growth that's been out there since the financial crisis 
partly because of that -- the machinery recession that happened in 2014 to 2016. But that does mean that we do have -- 
some of our businesses are -- still have significant potential upside. A lot of that will depend on what happens with oil and 
gas prices, what happens with Resource Industries, how people maintain their discipline. But things like electric power, 
for example, is still at very early stage of recovery. Rail is still very early stage of recovery. So we have quite a significant 
number of our businesses, still in the early stages of economic recovery.” 

Toto (TTC) on its 5G acquisition in Charles Machine Works: 

“The most significant news in the last year, and where I'll spend a little bit of time here is on the acquisition of Charles 
Machine Works. That's closed -- that deal closed in April, April 1. The 2018 sales were about $725 million for Charles 
Machine Works. And the acquisition price was $700 million. With the synergies that we announced of about $30 million, 
that puts the multiple at about 8x EBITDA. Charles Machine Works is a family of companies that is focused on the life 
cycle of pipe and cable. So the biggest drivers of those today are the 5G build-out on the telecom side. And we're 
somewhere -- I don't have probably the best estimate, but somewhere around 15% roughly into the process of building 
out the 5G network, along with utilities. So everything from power to water, to sewer, everything from the initial 
installation and all the way through a growing part of the business, which is the recovery and rejuvenation of systems 
that are old and have to be replaced. And doing that in a way that's not disruptive to the surface. So those are areas that 
are opportunities for Charles Machine Works to grow. It fits into The Toro Company in a lot of different ways. The 
underlying product components, steel frame structures, mobile devices, hydraulics, engines of all types, technology 
developments that we're focused on from Smart Connected products to alternative energy sources to robotics, all 
leverage across this business as well and fit very nicely into the rest of the Toro business. So that specialty construction 
business has traditionally been part of the landscape and grounds market within the professional segment.” 

Deere (DE) on the aging US fleet and replacement cycle: 

“First of all, while this uncertainty has slowed replacement rates in both 2018 and '19 and long-term freight resolution is 
still clearly desired, we do see some evidence that U.S. farmer sentiment is beginning to improve as farmers acclimate 
over time to plant in a more uncertain trade environment. Secondly, the fleet age in the U.S. has reached its highest point 



in over a decade, and our 2020 outlook anticipates even further aging of this fleet. This supports our view that many U.S. 
customers will reach a point where they simply need to replace their equipment. And with that impact, a gradual recovery 
of the equipment invest cycle will resume as customers make decisions to upgrade their operations. Lastly, in addition to 
the advanced age of the fleet, the impact of precision technology is further driving these replacement decisions. 
Throughout this prolonged period of uncertainty, farmers have continued to invest in technologies that deliver high ROIs 
and operational efficiencies. And there is no doubt that our own product introductions in this area of precision ag 
technology have had a distinct impact on the financial and operational performance of our customers.” 

Top Picks 

Ag/ Construction 

Caterpillar (CAT) looks healthy into 2020 with China headwinds abating and potential for better performance in Ag and 
Resources. Toro (TTC) is a favorite operator in the group that continues to fly under the radar. Arcosa (ACA) is an 
intriguing small cap find from early 2019 that recently made a key acquisition. Alamo (ALG) continues to screen 
favorably as a top small cap. 

Multi-Industrial 

Multi-Industrial Organic Revenue Grow th Rates 

 

 



 

Ingersoll Rand (IR) is a favored growth name in this group that continues to post impressive order rates and backlog 
while its HVAC exposure is benefitting from climate change. AMETEK (AME) was featured in the Top 25 as a favorite 
while Idex (IEX) is also a high quality company. Small cap favorites include Kadant (KAI) and Curtiss-Wright (CW). 

Motion/ Power/ Fluid/ Air  

Emerson (EMR) screens as an attractive name in this grouping and also is undergoing a portfolio review that can driver 
upside in 2020. Graco (GGG) nearly made the Top 25 small cap list and is a favorite along with Crane (CR). Generac 
(GNRC) had a big year in 2019 and likely faces tough comps in 2020 though still love the business as Energy Storage 
trends change. Smaller cap names that screen well include Rexnord (RXN), Thermon (THR), and Watts (WTS).  

Equipment Rental 

United Rentals (URI) is a high quality name that was detailed earlier in this report while small cap WillScot (WSC) is 
seeing unusual call activity move to February open interest and H&E (HEES) a small cap that always screens well and 
McGrath (MGRC) a logical M&A target.  

Transport Equipment  

Fortress Transportation (FTAI) is the only play in this group that is attractive and mainly for its high dividend yield, 
though CAI International (CAI) is a solid growth play as well. 

Other Components 

Zebra Tech (ZBRA) is a high growth Tech-industrial that has been a favorite for many years and Roper (ROP) is also 
a big player that has moved strongly into Software offerings. Mueller Water Products (MWA) is a small cap that 
screens favorably. 

Building Materials and Tools:   

Distributor Components: AIT, DNOW, DXPE, FAST, GWW, KAMN, LAWS, MRC, MSM, PKOH, VRTV, WCC, AAON, BLD, 
BLDR, BMCH, BXC, FBM, GMS, IBP, SITE, WSO, WAIR 

Tool Components: ALLE, LECO, NSSC, SNA, SWK, ESE, MTD 

Building Products: PATK, AFI, AMWD, AOS, APOG, ATKR, AWI, AYI, BCC, BECN, CBPX, CSL, CSTE, DOOR, FBHS, FRTA, 
GFF, HUB, HUBB, IR, JELD, JHX, LII, LPX, MAS, MHK, NCS, NX, OC, OSB, PCH, PGTI, POOL, PPG, RYN, SHW, SSD, TGLS, 
TILE, TREX, UFPI, USG, UTX, WIRE, WY 

Material Components: CRH, EXP, LOMA, MDU, MLM, SUM, TSE, USCR, USLM, VMC 



This group includes building materials, HVAC suppliers, industrial equipment distributors, and tools and is very dependent 
upon construction/manufacturing activity in the US, both Residential and Commercial. Pent-Up demand in residential 
housing has started to play out in 2019 with strong housing starts data. The building materials industry is extremely 
fragmented and often see a lot of M&A in smaller tuck-in deals.  

 

 



 

 

 



 

 

Management Commentary 

Allegion (ALLE) CEO on construction backlogs and the electro-mechanical business opportunity: 

“As I look into 2020 and look at construction backlogs, it's at near record highs at over 8 months. As I look at our own 
backlogs, they're healthy. I think there's a need for infrastructure spending. So I like this institutional space, K-12, 
college, university, hospitals. I actually think we went through a residential soft spot in the first half of the year. Looking 
back on some of the economic data, it -- res was softer. I think you can see -- some of our door counterparts also saw 
that and actually see a better environment as we move into 2020 and the need for housing. So as you table that all out, 
I'm positive as we move into 2020 and I think -- I'll hopefully do a good job of talking us off the edge. I think globally, 
the 40 billion doors that I described, it's still in its infancy. 5% penetration. I don't see a land rush. The advancement of 
digitization, the improvements of our own products, the movement of the mega-techs, things like last-mile delivery, the 
advancement of keyless access on college campuses, all those are positive movers. An example I like: keyless 
automobiles was introduced in 2000. In the first decade, you had about a 10% adoption. By today, 2019, 17% -- 70% of 
the automobiles out there in the market are keyless. It will be a rise like that. It's not going to be like this, the adoption of 
cell phones. I like that opportunity, but it's on the move.” 

Lincoln Electric (LECO) CEO on its hopes for a $1B automation business: 



“So like one of the reasons why we are very excited about the automation space besides those leverage points that we 
saw is that we believe automation is growing at about 2x the welding market globally, so growing faster, at about our 
average margins within our welding portfolio. So a higher growth business shouldn't be deteriorative to our margins. And 
I'll also share with the group that actually on an ROIC basis, it's actually accretive to our ROIC. So it's a very attractive 
business from a returns perspective. I think the one element, though, that the business does bring to us is it does bring 
us the recognition that -- when we think about this business through the cycle, that as this business continues to grow, 
we're probably not going to be able to utilize some of the tools we've used at Lincoln Electric historically to be able to 
manage ourselves through the cycles, which I believe we've shown a great ability to manage our incremental and 
decremental margins through the cycle effectively. As we build this business out, there'll be a slight deterioration in that 
because, quite frankly, it's more of a human capital business. It won't be as easy for us to be able to do that as quickly. 
It's a longer tail cycle business. But we recognize that. And when we look at the opportunity for our company and our 
shareholders longer term, we think that opportunity far outweighs that particular change or a slight shift within the 
business.” 

Masco (MAS) on the Repair & Remodel market: 

“With regards to how we view the repair and remodel market, it's important to note that fundamentally, we are a 
consumer-driven repair and remodel company. And so for us, it's about the consumer, and how is the consumer doing. 
From what we see and what we look at, without a doubt, the consumer remains engaged. Record low levels of 
unemployment, real wage growth, they have a job, their home prices are appreciating, they feel good about where they 
are, and they're engaged. And that's in spite of some of the things that are going on in the broader market as it relates to 
trade policy, et cetera. So the consumer remains engaged. We believe that the household formation increase coming 
from the millennial generation as they begin to hope -- form families and form households that, that will provide a 
tailwind, particularly for DIY, but also for repair and remodeling, in general.” 

 

Top Picks 

Fastenal (FAST) is the best of breed name in the Distributor category with excellent growth and margins. Top Build 
(BLD) is a top play as well and Pool (POOL) a fantastic niche story in Outdoor. SiteOne (SITE) was covered earlier in 
this report and has a solid outlook, and like many of these names operates in highly fragmented industries. AAON 
(AAON) is a favorite small cap play in the HVAC space. In tools we continue to favor the story at Allegion (ALLE) while 
Snap-On (SNA) is beginning to look attractive again, and option players favor Stanley (SWK). Masco (MAS) remains 
a strong story after it reshuffled its portfolio and Carlisle (CSL) a nice capital deployment story. Hubbell (HUBB) is the 
preferred name in Electronics with strong exposure to mid/late cycle end markets. Vulcan (VMC) made the Top 25 and 
screens as the best play in the strong Aggregates space. There are a few attractive small cap names as well like 
Armstrong (AWI), American Woodmark (AMWD), Lawson (LAWS), Simpson (SSD) and PGT Innovations 
(PGTI). 

Homebuilders, Waste Mgmt., and Other Home Services: 



Construction Components: BZH, CCS, CVCO, DHI, HOV, KBH, LEGH, LEN, LGIH, MDC, MHO, MTH, NVR, PHM, SIC, SKY, 
TMHC, TOL, TPH, WLH 

Service Components: ABM, ANGI, BV, FTDR, ROL, SERV, TISI, FIX 

Waste Management Components: ADSW, AQUA, CHRA, CLH, CVA, CWST, DAR, ECOL, HCCI, NRCG, RSG, SRCL, WCN, 
WM 

Housing has been a very strong story in 2019 driven by a strong economic backdrop of low unemployment, rising wages, 
and solid consumer confidence. The industry dynamics are also providing demographic tailwinds with Millennial first-time 
home buyers and a few charts below showing the demand/supply imbalance and the changing price points for home 
buyers. This is a group where we are constantly receiving real-time insights with housing data and mortgage rates. The 
top ten homebuilders tend to focus on certain categories. Some of the companies under our review cater to the affluent 
market, providing luxury homes. Others focus strictly on the entry-level category, in which buyers heavily base their 
purchase decision on their ability to secure affordable financing. A majority of homebuilders, though, concentrates on the 
"first-time" segment. Here, the average home price is modestly higher than that of an entry-level model. This segment 
includes another appealing business venue, the first-time move-up market. The industry is highly fragmented. At the peak 
of the last housing cycle (in 2006), the ten biggest domestic homebuilders accounted for only about 35% of housing 
starts. There are hundreds of small, privately financed builders that operate solely at the regional level, pursuing niche 
market opportunities. One major advantage big industry players have over their smaller counterparts is the ability to 
easily obtain debt and equity financing for large land purchases and construction projects. They have the clout to secure 
access to the nation's most desirable living locations. 

 



 

Top Picks 

NVR, Inc. (NVR) continues to screen as a high quality name in this group while other favorites are Pulte (PHM) and 
MDC Holding (MDC).  

 

Waste Mgmt. (WM) screens as the best value for growth in Waste Services while Clean Harbors (CLH) is a favorite 
once again in 2020. Casella Waste (CWST) and Heritage (HCCI) are two small caps I continue to favor.  



 

Rollins (ROL) screens favorably versus peers despite its elevated valuation while the best opportunities appear in the 
smaller cap stories like FrontDoor (FTDR) and Comfort Systems (FIX). 

Contractors: 

Components: ACM, AEGN, AGX, DY, FLR, GVA, IESC, JEC, MIC, MTZ, PRIM, PWR, ROAD, STRL, TPC, WMS, AMRC, EME, 
GLDD, HDS, KBR, MYRG, NVEE, TTEK, VSEC, WLDN, NOA, MTRX 

Top Picks 

Jacob’s Engineering (JEC) is the clear leader in this group with its strong growth, high ROIC and best in class margins 
after optimizing its portfolio for higher exposure to secular growth markets. Other smaller favorites include Quanta 
(PWR) with 5G tailwinds and East Coast rebuild, KBR (KBR), Tetra Tech (TTEK) and Advanced Drainage (WMS) 
for exposure to the better growth Water industry, and a few intriguing small caps like IES (IESC), Amersco (AMRC) 
and Construction Partners (ROAD). 

Transports:  

Airline Components: AAL, ALGT, ALK, AZUL, CPA, DAL, GOL, HA, JBLU, LTM, LUV, RYAAY, SAVE, SKYW, UAL, VLRS 

Rail Components: CNI, CP, CSX, GWR, KSU, NSC, TRN, UNP 

Trucking – Intermodal: HUBG, JBHT 

Trucking – LTL Carriers: ARCB, ODFL, SAIA, YRCW 

Trucking – Carriers: KNX, SNDR, USX, WERN, CVTI, HTLD, MRTN, PTSI, ULH, USAK 

Airfreight: FDX, UPS 

Freight Forwarders & Logistics: CHRW, XPO, LSTR, EXPD, ECHO, FWRD, RRTS, R, ATSG, AAWW, UHAL, RLGT, ZTO 

Tankers & Dry Bulk: TNK, TK, EURN, DHT, FRO, TNP, INSW, NAT, SFL, KNOP, STNG, CPLP, ASC, NNA, GMLP, GLNG, 
HMLP, DLNG, GLOG, GLOP, GASS, SSW, CMRE, DAC, GSL, NNM, SB, DSX, EGLE, NM, SALT, GOGL, KEX, MATX, TDW, 
CKH, DSSI 

This group is fairly straightforward in breaking down into groups, Airlines, Rails, and Freight/Shipping/Trucking.  Clearly 
the Transports are closely tied to the economy. 

The airline group has many of its own metrics that it reports monthly such as Passenger Revenue per Available Seat Mile 
(PRASM), Revenue Passenger Miles (RPM), Average Seat Mile (ASM), Cost per Available Seat Mile (CASM), and Load 
Factor.  The group has often traded at a steep discount to other Industrials despite much stronger ROE, ROIC, Margins, 
and FCF/Share while having a strong economic moat protecting it from much new competition.  Margins have recovered 
since the early 2000’s as the group as consolidated and added on ancillary fees when traveling, yet sentiment across the 
group from investors remains fairly negative.  Profitability has also been boosted by lower fuel prices.  Recent 



commentary on the outlook for air travel remains favorable for growth moving forward. The industry-wide passenger load 
factor reached a new all-time high for the month of October (82.0%) as demand continues to grow faster than capacity. 

Top Picks 

Airliners 

Delta Air (DAL) screens as the best in breed name while Ryanair (RYAAY) a high quality foreign operator and Spirit 
(SAVE) looks attractive among the smaller regional names. Alaska Air (ALK) and Jet Blue (JBLU) could be potential 
consolidation targets.  

The focus in the Rail group has been the move to Precision Railroad (PSR) that is creating record strength in operating 
ratios, a key metric in that industry. The rail industry has seen a sharp downturn in volumes into 2H with Macro slowing 
and the overall global growth environment weakening. Rails announce a number of industry-specific metrics like Gross 
Ton Miles, Revenue Ton Miles, Operating Ratio, Carloads, Freight Mix, Average Train Speed, Average Terminal Dwell and 
Train Length.  

 

 

Management Commentary: 

Canadian Pacific (CP) CEO on positive volume growth markets grain & crude: 



“The grain is moving now, which is a positive. I think we just announced this week a record November. We hit an unload 
record at Thunder Bay last week. So the grain pipeline is charged. It's moving. We think that's going to give us continued 
strength and momentum. We've normalized on potash demand. We realized that Canpotex is still out negotiating. They're 
still working with China. That's not resolved yet. But from what has been resolved in -- solidified in the potash space, 
we're normalized in the balance of -- we picked up in November. That's going to continue in December. We see a line of 
sight through the first quarter. So we are assuming that Canpotex consider contract resolved with China. We think, at a 
macro level, that's going to happen. So in the fourth quarter, there's strength there. Then the other piece that's helping 
us is crude. Crude by rails increased. The fundamentals, I heard J.J. talking about it just a moment ago. The spreads are 
there. Our customers are there. Our capacity is there. We're going to exit fourth quarter with our highest-ever crude by 
rail month, with fundamentals that just strengthened that in 2020. So again, if you put all that together, it gives us some 
great confidence as we go into 2020, with the momentum, and to your point, the first half. Yang Ming is coming online.” 

Norfolk Southern (NSC) on excess truck capacity: 

“There's no question that there's abundant truck capacity out there, and that is pressuring our volumes as it is the rest of 
the industry in some areas. But the key really to pricing strategy going forward is service, delivering a level of service to 
our customers, that creates value for them. And that will enable us to raise prices. That's the value proposition that we 
are seeking to deliver to our customers. In addition, we've talked about our yield up strategy. That entails positioning our 
assets where they can be of most value to our customers as well. Being selective and thoughtful about the composition of 
our revenue and making sure that our assets are deployed against revenue opportunities that can be most beneficial for 
both customers and for us.” 

Rail, Trucking & Shipping 

Canadian Pacific (CP) screens as the most attractive Rail and Kansas City Southern (KSU) is the other preferred 
name into 2020. 

 



 

 



 

 

United Parcel (UPS) continues to screen well in the package shippers though threats from Amazon Logistics remains a 
potential headwind. Old Dominion Freight (ODFL) is the best in class Trucker while Knight-Swift (KNX) is one of 
the better looking names along with XPO Logistics (XPO). Expeditors (EXPD) has many favorable trends working for 
it as another favorite. Small caps of note that screened well include Marten Transport (MRTN), Seaspan (SSW), 
Scorpio (STNG), Forward Air (FWRD), and Air Transport (ATSG).  

Consumer Discretionary/Services: The consumer discretionary sector has lagged the market in 2019 
with Retail (XRT) just +9.2%, a group that has seen a record amount of store closures while the giant department stores 
like Target (TGT), Wal-Mart (WMT) and Costco (COST) benefit from this trend and the off-price and treasure hunt models 
also thrive. Increased ecommerce penetration and omnichannel also remain key themes for the group. The consumer 
remains strong and seeing another record Holiday shopping season, though tariff concerns have weighed. Media names 
have struggled as cord cutting continues to increase and the launch of a bunch of new DTC offerings picked up in 2H. 
Restaurants were one of the stronger sub-groups with strong performance from quick-service and casual dining. The 
Travel & Leisure group also saw very strong moves for the most part as a direct correlation to a strong consumer and 
increasing expenditures on travel & experiences. Millennials in their peak spending years remain a key theme while the 
Fed backing off of its planned tightening cycle is also a positive for this group. Consumer discretionary cash flow growth is 
poised to moderate next year (but to still-healthy levels) as income growth slows. Consumer spending, however, has the 



potential to rise at a more robust rate than in 2019 (especially against easy comps through 1H20) if the savings rate 
moderates from the elevated level witnessed over the past few years. Cost inflation and business investment pressured 
margins in 2019 and impeded flow-through of sales strength. 2020 should prove more accommodating for broader 
margin expansion from ongoing freight and energy tailwinds. The cost outlook, however, is not ubiquitous with labor and 
some commodities moving higher (e.g., cotton, dairy, protein) which, when combined with divergent pricing power and 
tariff uncertainty, create an uneven outlook across sectors and stocks. While shifting global trade and tariff policies have 
been a focal point for investors in recent years (and will likely remain so in 2020), the presidential election and 
prospective policy changes are likely to bring new issues to the forefront of investor debates as 2020 progresses. 
Prediction markets currently assign a 54% likelihood that a Democrat will win the presidential election next year and 
several Democratic candidates have proposed rolling back the 2017 corporate tax cut. Limited labor market slack and 
already record-high consumer confidence suggest acceleration in consumer expenditure growth is unlikely. While rising 
wages support consumer spending, it also represents a significant margin risk to companies where labor costs represent a 
large share of sales, which includes many consumer-facing stocks.  

 

Retail and Apparel Stores: 

Auto Components: AAP, AZO, GPC, MNRO, ORLY 

Department & Discount: BURL, DDS, KSS, M, TGT, WMT, BIG, BJ, COST, DG, DLTR, FIVE, HOME, OLLI, PSMT, ROST, TJX 

Electronic, Health & Home Components: BBY, CONN, GME, WBA, BBBY, HVT, RH, WSM, AAN, CENT, CENTA, FND, HD, 
LL, LOW, RCII, TSCO 

Apparel & Footwear Components: CATO, GES, JWN, LB, TLRD, BOOT, CAL, DBI, FL, GCO, SCVL, TLYS 

Grocery: CASY, GO, IMKTA, KR, NGVC, SFM, WMK 

Specialty: EZPW, FCFS, DKS, DLTH, EYE, FLWS, HIBB, HUD, HZO, MIK, MUSA, PRTY, QRTEA, TCS, TITN 

Teen/Kids & Jewelry/Beauty: AEO, ANF, BKE, GPS, LE, PLCE, URBN, ZUMZ, SIG, TIF, SBH, ULTA 



 

 

This is a large group that can be broken down into Department/Discount Stores, Apparel, Auto & Home, and Specialty 
(Electronics, Jewelry, Sporting, and Office).  Some industry-specific ratios are often utilized such as same store 
comparable sales, square footage growth, and looking at revenues/square foot. For consumer and retail companies, 
revenue is a function of traffic (volume) and average ticket (price). For companywide profit growth, growing store sales 
must be combined with well curated store expansion growth – for an online company, this means increasing market 
penetration in terms of unique users. Retailers cannot control the economy but the economy has a material impact on the 
profits of retailers. As such, it is important to watch macroeconomic data such as inflation via the consumer price index 
(CPI) in forecasting the operating environment for consumer companies. Aggregated BAC credit and debit card spending 
data shows that non-seasonally adjusted Retail Sales (ex-autos) during the early Holiday period (21 days through Black 
Friday) were up 2.2% y/y, stronger than last year’s +1.2% and 2017/2016’s +2.1/+0.7% over the same period. It was 
also the biggest y/y increase since 2013’s +3.4%.  



 

Management Commentary 

AutoZone (AZO) on the Do-It-For-Me Business: 

“Do-It-For-Me. This is a big piece of what we've been seeing growth in over the past several quarters and as you know 
that AutoZone has been performing very well in this piece of the business. And we can talk a little bit more about what's 
been driving it. It's not growing significantly faster than the DIY business at 3.7% versus DIY at 3.6%, but we continue to 
show growth in this over the past several quarters. AZ's market share is 3%. So lots of opportunity for us to continue to 
grow in this space. Our growth priorities continue to be: first, retail, then DIFM and then finally international as we 
continue to open stores in Mexico and in Brazil. DIFM. We've been growing 2x what the market has been doing for us, 
and that's been a great benefit to AutoZone. Part of what we've been saying there is, as you know, 85% of our business 
is commercial. As far as our store base is concerned, we've got 85% coverage on our stores for commercial. 3% of the 
market still, we continue to open programs.” 

 



 

Top Picks 

Auto 

AutoZone (AZO) screened as the best in the Auto space this year and continues to buy back a ton of its stock while 
having plenty of room to continue to take market share in highly fragmented markets. Genuine Parts (GPC) is another 
intriguing play with its diversified business and cheap valuation. 

 

Department/ Discount 

Costco (COST) and Ross Stores (ROST) were both featured earlier in the report as top names for 2020. Target 
(TGT) and Wal-Mart (WMT) are both benefitting from market share gains versus other brick and mortar stores but will 
face a much tougher comp environment in 2020. Dollar General (DG) is the top discount name and Burlington 
(BURL) operates one of the best business models in the group. Five Below (FIVE) continues to be a favored small cap 
that has plenty of room for expansion. Home Depot (HD) has seen its lead over Lowe’s (LOW) shrink but still is the 
top quality operator. Tractor Supply (TSCO) carries over from 2019 as a favorite and the improving Ag outlook should 
be beneficial in 2020. William Sonoma (WSM) has proven an ability to succeed in a tough Retail environment and 
remains in favor. The Apparel/Footwear group is an ugly one and continue to like Boot Barn (BOOT) though it 
experienced a massive rise in 2019 and risk/reward no longer as favorable. Urban (URBN) is the only other name I 
really have confidence in for this group. In the specialty space First Cash Financial (FCFC) screens attractive while 
Dick’s (DKS) has proven to be fairly Amazon-proof. Hudson (HUD) screened attractive with its niche Travel exposure. 
Among the grocers Sprouts Farmers Market (SFM) shows the most favorable metrics.  

Media, Advertising and Entertainment:   

Advertising Components: AVYA, CMPR, DLX, EEX, IPG, OMC, OUT, QUAD, SSTK, SYKE, WPP, CCO 



 

Media Components: AMCX, CBS, CHTR, CMCSA, DIS, DISCA, DISH, FOXA, HUYA, LBRDA, LBTYA, LBTYK, LILA, LILAK, 
MSG, MSGN, SJR, VIAB, WOW, WWE, AMC, CNK, IMAX, LGFA, LGFB, LYV, MCS, NCMI, GCI, JWA, MDP, NEWM, NYT, 
PSO, SCHL, NFLX, ROKU, SIRI, SPOT, TIVO, TME, BATRK, FWONA, FWONK, GTN, LBRDK, NWSA, NXST, SBGI, SSP, 
TGNA, TRCO, TV, VIAC 

The Media landscape has changed a lot over the last few years as cord-cutting became a major theme and 2019 has seen 
the launch of numerous Direct-to-Consumer products from the likes of Disney, Comcast, AT&T and others. Consolidation 
also continued as CBS and Viacom finally agreed to merge which follows Disney/Fox, AT&T/Time Warner, and 
Discover/Scripps deals. Into the 2020 Election cycle the expectation is for strong advertising growth to be a positive 
tailwind for many of the local providers. Traditional media names like CBS, VIAB, FOXA, WWE, MSGN, and AMCX are all 
negative YTD while ROKU was an absolute star in 2019 at +375% benefitting from the shift to streaming. Broadcasters 
like TGNA, GTN, SBGI and NXST are also having strong years. 

 

Management Commentary: 

WPP Plc. (WPP) CEO on structural changes to the industry: 

“I said when I started, from a perspective, the industry faced a period of structural change not structural decline. Maybe 
we start with what we see going on in the industry. So I think that's the first thing. I think the demand by clients for 
marketing is not going away and is not going to go away. But the ways in which they're doing it, if you like, are changing 
very rapidly. And they're shifting budgets more quickly in the last 3 years than in the previous 3 years or 10 years from 



sort of analog to digital channels. I mean if you look across the world, the only -- or across our client base, the only 2 
sectors of our clients that are showing consistent strong double-digit growth are luxury goods on one side and technology 
on the other. If you're LVMH or Google, life is pretty good. For everybody else, life is challenging. And I'm sure, as our 
investors -- as investors try and make investment decisions, not just in our sector but in every sector, those are the 
things they're wrestling with. In automotive, imagine running a car company, and you're dealing with electrification of the 
engine. You're dealing with autonomous driving, you're dealing with ride sharing. Packaged goods, you're dealing with the 
decline of mass media, the decline of mass retail, a shift to much more organic goods. You have financial services, 
tobacco, I could go on. And I think what's happened to us and our industry over the last 3 to 4 years is an acceleration of 
that sort of technology-driven disruption in our business and in our clients' business, though, we have been probably a 
little bit slow and a little bit structurally ill-equipped to deal with.” 

Comcast (CMCSA) CFO on 5G threat to broadband: 

“Our approach, we think, is the most efficient way to deliver high amount of data into the typical home. You all know the 
numbers about how much data is passing over our network and how much growth there is in that. And so I think the fact 
that there is nothing sort of better in the end about 5G -- even where it might work, it's not going to be cheaper to 
deliver. It's not going to be faster. So therefore, yes, there may well be situations, geographies that -- where it is 
applicable to, but -- to fixed delivery, but can't see it really on a wholesale basis, certainly not anytime soon. And nothing 
that we've seen or heard since last speaking to you all would lead us to think anything different than that. It's a 
challenged -- there are challenges to bring that technology to market, including the fact that there will be differential 
experiences depending on which house you're in, in which neighborhood, on what block and what the weather and tree 
pattern is on this street, which we continue -- now I would never say we can't -- we are looking at new technologies all 
the time. Have a ton of respect for the competition. It's always been competitive in the businesses we're in. This is, net-
net, another version of overbuilding. I expect it to come and cause us to need to react given what I hear others saying, 
but that's our state of play on things.” 

Top Picks 

Interpublic Group (IPG) screened best in the traditional advertising space though we prefer names more focused on 
Digital. Outfront (OUT) is an attractive small cap name with Billboards still effective and Shutterstock (SSTK) 
continues to look undervalued. In Media Disney (DIS) is a top name and the DTC is likely to be a huge success though 
a lot of that now being priced into shares. Comcast (CMCSA) remains a top quality operation with exposure across the 
Entertainment space and Sirius (SIRI) featured earlier in this report for exposure to Audio Advertising. Spotify 
(SPOT), Roku (ROKU), and Netflix (NFLX) are high growth names but competitive threats and the overall landscape 
changing could result in multiple contraction as growth slows. Live Nation (LYV) remains a top thematic play for 
“experience spending.” Shaw Communication (SJR) was a surprising name this year that screened well and also into 
2020 with Political spending set to explode we favor plays like Nextstar (NXST), Gray (GTN) and Tegna (TGNA).  

Restaurants: 

Components: BJRI, CAKE, CBRL, CHUY, DIN, EAT, FRGI, HABT, JACK, LOCO, NDLS, PLAY, RRGB, SHAK, TACO, TAST, 
TXRH, BLMN, DRI, RUTH, CMG, DENN, DNKN, DPZ, LK, MCD, PZZA, QSR, SBUX, WEN, WING, YUM, YUMC 

The restaurant industry is closely tied to the consumer and many of the names US focused which made the group a bit of 
a safe-haven in times of global trade concerns. The industry is analyzed with similar metrics to retailers and often looking 
at traffic and ticket trends while rising wage/commodity costs are always a concern. Knapp-Track is a monthly indicator 
that shows same store sales, guest count, and average check trends. A key focus in recent years that has set many apart 
in terms of performance is a move to more asset-light franchised models. The industry is always facing plenty of 
competition from local establishments. Comps are the focal point for the industry and often driven by menu-price changes 
and product innovation while it also is helpful to pay attention to restaurant opening/closings and the potential restaurant 
count as guided by management. The current ratio and inventory turnover are key indicators as well. We typically break 
the group into Quick-Service (Fast Food) and Casual Dining. A few emerging trends include meatless options and 
expansion of delivery options. The advancements in digital is driving growth and profits and in the future in cases of 
macro/earnings volatility the downward pressure is likely to be less severe with the new franchise models. Gas prices are 
always worth paying attention to with the amount of traffic derived from drive-thru as well as the high exposure to lower 
end customers, a group seeing the most wage growth that should be a positive tailwind into 2020.  



 

The Casual Diners have consistently ceded share to more convenient options (i.e., drive-thru, fast casual, delivery) for 
well over two decades. Since 2010, Casual Dining traffic has declined every quarter by 2% on average despite a strong 
consumer spending backdrop, and off premise businesses are the fastest growing segments in Casual Dining - suggesting 
consumers favor convenience over experience. Restaurants with strong mall ties (i.e. CAKE) have faced added secular 
pressures of customers shopping more online than in department stores. These Casual Diners own most or all their store 
base, meaning commodity and labor inflation are much more substantial headwinds for them vs franchised QSRs. 

 



 

 

Chipotle (CMG) was far and away the top performer in 2019 while growth leaders WING and SHAK got off to hot starts 
but cooled into the end of the year as investors rotated out of high multiple stocks. The industry is lacking a lot of 
investment options with consolidation over the past few years as Buffalo Wild Wings, Panera, and Popeye’s were each 
acquired.  



 

Management Commentary 

Chipotle (CMG) CEO on Delivery: 

“So for us, obviously, delivery has been pretty incremental. It's been very incremental, actually. And we have a 
partnership with DoorDash, and we also are on Postmates. And the reason we have started with those folks is others, at 
the time, weren't willing to integrate into our POS system. So we were like, well, the only way we will have a partner is if 
you integrate into the POS system. It's -- our order-ahead transaction, digital is the best margin transaction we have in 
our business. It's better than an in-store transaction, frankly. So the more we could push people into our digital system, 
which delivery is one of those entry points into our digital system because if you want to get delivery, you're either going 
on to Doordash's website or you're going into our app. And when you come into our app, the thing that's great is you 
don't do all your occasions in delivery. The thing that I get really excited about, though, is it's not like people are 
exclusive delivery people. What they are is they get really interested in being a digital customer. And that's good news for 
us because the more order-ahead business we are able to obtain from you as a customer, the better the economics get. 
And frankly, we probably give you -- for those people, a better experience because it's faster relative to standing in line 
and getting your food.” 

Top Picks 

Starbucks (SBUX) is a leading brand and see very little reason for its momentum to slow in 2020 as it benefits from 
growing consumer strength and new product initiatives. Restaurant Brands (QSR) screens as the attractive value in 
the quick-service space and favor it over peers. Among the smaller high growth names Wing-Stop (WING) and Shake-
Shack (SHAK) are the favorites. Texas Roadhouse (TXRH) and Dine Brands Global (DIN) are two others in this 
group that screen favorably.  

Business & Information Services: 

Information Services Components: EXLS, WNS, ACN, CTSH, G, INFY, VRTU, CNDT, HMSY, MMS, SNX, EPAM, DXC, GIB, 
GLOB, SYKE, WIT 

Consulting Components: BAH, EXPO, FCN, HCKT, HURN, ICFI, NCI, NEWT, RECN, TTEC, VVI 

HR/Payroll Business Services, Staffing Components: CBZ, NSP, PAYX, TNET, ASGN, CCRN, HHR, HSII, JOBS, KELYA, 
KFRC, KFY, MAN, RHI, TBI 

Facility/Uniform Components: BRC, HCSG, CTAS, UNF, SP 



Childcare, Health & Education Components: BFAM, ATGE, BEDU, CECO, EDU, LAUR, LOPE, LRN, ONE, RYB, STRA, TAL, 
CSV, MATW, PLNT, SCI, WW, HMHC 

This group includes a variety of different companies but all involved in servicing businesses in some manner, ranging from 
IT to Staffing to Uniforms to Consulting to Facility Maintenance. In 2019 the group performed strong for the most part 
with 17 of the 65 stocks up 40% or more YTD led by Chinese Education (TAL, EDU), IT Services (ACN, G, WNS, SNX) and 
Consulting (FCN, BAH). The group is closely tied to the economy with employment and business optimism/spending 
indicators important. Rising costs for Healthcare, Education, and Childcare have made those businesses very strong and 
fairly recession-proof. Consulting has seen a surge in business on the Tech side with the digital transformation megatrend 
while it also sees steady business from Federal/Defense, Healthcare, and other industries. The group has recurring and 
defensive business models (outside of staffing) with very little trade/tariff exposure. A number of the smaller cap names 
are targeting underpenetrated small and medium business markets that are benefitting from increased economic 
optimism.  

 

Management Commentary: 

Accenture (ACN) CEO on digital transformation of its clients: 

“As I said earlier, we do see our clients at the very early stages of their transformation. And so really think about what is 
happening in 3 buckets. The first is they are building out their digital core, right, which is establishing the technology 
foundation. And so in the scale parts of our business, Intelligent Platform Services, which is all about the next-gen 
platform, that's 40% of our business today, growing double digits because they need -- our clients need to establish that 
new foundation that's going to fuel the enterprise transformation. At the same time, in the digital core, we have -- we're 
still in the early stages of scaling areas like data, right, how our clients are going to be able to find and curate that data, 
which is just really beginning when you think about how much data there is; security, which is only at $2.5 billion; and 
then the move to the cloud. So we've been building the digital core, we have scale plays like Intelligent Platform Services 
growing double digit and then we have the next scale plays, which are also growing double digit. Then the second big 
area our clients are focused on is driving the growth agenda, which is all about creating better customer experiences, 
which is fueling Accenture Interactive, which hit $10 billion this year, but it's also fueling the focus on new products and 
services, which is what X.0 was about. That's very early stages, right, having connected products and services. And so 
that will be the next area that we are really focused on, scaling in the growth agenda. And then the third area is in 
optimizing their operations. And again, scale part of our business, operation, which is growing double digits, right? And 
that's because it helps our clients reduce costs to increase their investment capacity, but it also enables our clients to do 
the transformation because we have invested in operations to use machine learning and other forms of emerging 
technologies, and so they are accessing those technologies through our platform and operations. But then, at the same 
time, right, you have again X.0, where we're seeing the early stages of digitizing manufacturing, creating the connected 
plant, which will be the next play that we are scaling, right? And then, of course, at any given time, we're in the 



innovation space, we're looking at the emerging technologies that will fuel growth. But in each of the areas of what our 
clients are doing, we have scale today, growing double digits and then we have the next plays that we're scaling.” 

Robert Half (RHI) CEO on specialized labor and hiring demand: 

“Our staffing operations are benefiting from the strong labor market, particularly in the United States. In September, the 
U.S. unemployment rate fell to 3.5%. The last time the rate was this low was in December 1969. Staffing challenges are 
particularly acute for companies that are making technology investments. The skills required for digital transformation 
projects are in short supply, which is fueling higher demand for specialized staffing services like ours. We believe global 
labor shortages are going to have a durable impact on hiring demand. The Vistage CEO Confidence Index showed a 
decline in overall confidence among CEOs of small and midsized businesses in September, yet nearly 60% of these CEOs 
plan to hire in the year ahead, a 4 point increase from the prior month. While many of the various business confidence 
indices are off their historic highs, they remain at strong absolute levels.” 

Top Picks 

Accenture (ACN) is the large cap leader capitalizing on the digital transformation theme and continues to post very 
strong results. EPAM Systems (EPAM) is an excellent combination of growth and profitability that continues to be a top 
performer. There are a number of smaller cap growth names of interest with Globant (GLOB) a favored growth story 
and WNS (WNS) a newer name that screened well this year. In consulting, FTI (FCN) screened best and has been one 
of the most impressive consistent earnings reports names all of 2019 while Exponent (EXPO) a small cap highlighted 
earlier in the report. In HR/Payroll/Staffing Paychex (PAYX) remains the leader while TriNet (TNET) a top smaller cap 
play and 51job (JOBS) posting impressive numbers in China. Cintas (CTAS) is the leader in Uniforms and its story 
remains an impressive one though valuation is quite rich at this stage. SP Plus (SP) is a very intriguing small cap I favor. 
Lastly in Childcare/Health New Oriental Education (EDU) is the preferred name in the booming Chinese education 
segment while Service Corp (SCI) is the best of breed in the Death business. Bright Horizon Family Solutions 
(BFAM) continues to be a multi-year winner as the cost of childcare rises and benefits from more families with both 
parents working. Planet Fitness (PLNT) has been a very impressive performer with strong metrics in the Gym space 
but also has a stretched valuation. 

Travel, Leisure and Gaming:   

Hotel & Venue Components: CHH, H, HLT, HTHT, MAR, PK, WH, STAY, PLYA, WYND, BXG, HGV, VAC, IHG 

 



 

Casino & Gaming: CZR, LVS, MGM, MLCO, WYNN, BYD, CNTY, ERI, GDEN, PENN, CHDN, TRWH, RRR 

 

 

Gaming Equipment: AGS, EVRI, IGT, SGMS, TSG 



Cruise & Rental Car: RCL, CCL, NCLH, HTZ, CAR 

Theme Park & Sporting: DIS, FUN, MTN, SEAS, SIX 

This group includes Casinos/Resorts, Lodging and Rental Cars, and Cruise Ships.  The regulatory positive tailwinds with 
sports betting in the US is a growth driver across the gaming sector while Macau has continued to struggle for the large 
casino operators. The lodging industry is highly segmented as a result of the slow evolution into a multitude of brands. 
Hotel companies have developed a variety of brands, which convey to the customer not only consistency and quality of 
the property for the best brands but also amenity levels, price ranges, accommodation types, and service levels. 
Revenues for hotel companies (conference/convention/group business) are greatly affected by corporate travel budgets. 
On the supply side, we monitor construction starts and new room additions. When supply outpaces demand, occupancy 
falls, which eventually puts downward pressure on room rates, thereby pressuring lodging revenues. Airbnb remains a 
threat to the industry along with other home-sharing businesses as it increases supply. OTAs are an expensive form of a 
booking channel for the Hotels, so they try to minimize their distribution mix and the large hotel brands have built loyalty 
programs to try and combat the threat.  

RevPAR is an indicator often used in the Hotel/Resort space as a key performance indicator and has the highest 
correlation with changes in employment while Average Daily Rate (ADR) is seen equally as important.  Total Available 
Rooms, Average Occupancy Rate, and Gross Operating Profit Per Available Room are other metrics of note. STR Global is 
a provider of industry data that can be helpful staying on top of trends.  

The data below shows weakness in tourism and travel spending and weakening RevPAR is a major concern as lodging 
stocks have tended to underperform when the indicator is decelerating. Growth projections for U.S. hotel revenue per 
available room (RevPAR) have been downgraded to less than 1.0% for 2019 and 2020, according to STR and Tourism 
Economics’ final forecast revision of this year. “U.S. hotels have posted nine straight years with RevPAR increases of 
basically 3% or higher, so growth levels below 1% will clearly represent the industry’s worst years since the recession,” 
said Amanda Hite, STR’s president. “At the risk of sounding like a broken record, the major factor in our revisions 
continues to be a lack of pricing confidence,” Hite said. “Supply growth is coming in ahead of demand growth a bit sooner 
than expected, so occupancy levels are slightly lower than projected. The major difference is with ADR, where we 
downgraded by 80 basis points for 2019 and 60 basis points for 2020. ADR has grown below the level of inflation for five 
consecutive quarters. “Fortunately, demand is going to continue to grow beyond the record levels the industry has 
already achieved. Domestic travel continues to increase with forward-looking domestic air bookings remaining strong. 
Vacation intentions are also holding above last year’s levels. The trend that is not as positive, that could negatively affect 
demand, are the mixed results we’re seeing in overseas arrivals.” 

Marriott (MAR), Hilton (HLT) and Hyatt (H) are the luxury & upscale names while Wyndham (WH) and Choice (CHH) are 
exposed more the mid-scale.  

 



 

Management Commentary: 

Marriott (MAR) on Marriott Bonvoy driving best of class growth: 

“So I would really attribute that overwhelmingly to the power of Marriott Bonvoy. If you think about the way Marriott 
Bonvoy has evolved, really, 2019 has been the first year where you've seen the program fully come together not only in 
terms of the 2 platforms, of the 2 previous systems of SPG and Marriott Rewards being together for all of our members, 
but also, the program's been combined. You've also got -- for the first year, you've got all the inventory of our 7,200 
hotels all in 1 place for our customers to be able to find. And so I think with the growth in Marriott Bonvoy, with the 
presentation of the new program to the consumers at the Oscars in January, you saw a really tremendous recognition on 
the part of the customers of this platform. And with penetration going up over 300 basis points in the quarter from our 
loyalty members as well as through strong redemptions that we're seeing in our hotels, I think that was one of the 
biggest drivers to the RevPAR index gains. Well, first and foremost, it's definitely Marriott Bonvoy. We've gotten -- as I 
described, we've now gotten a platform there, and we think there's some pretty incredible things that we can do with the 
Marriott Bonvoy platform as really a halo brand but also as a really sticky part of our system that once you've got the 
consumers there, that they want to stay within the system. So whether it is kind of laying out a program that added more 
value to the customers in terms of their actual point values, which we did do through this merger, but also being able to 
hang on more benefits to the program. So whether it is Mobile Key and whether it is things like you going to the airport 
and knowing exactly when your shuttle is going to come to take you to the airport, those kinds of things that we can now 
be doing through our Marriott Bonvoy app, which also is a critical competitive point for us.” 

Top Picks 

Hilton (HLT) once again screens as the best name in Hotels despite a likely challenging environment in 2020 with its 
best in class bookings growth and asset-light model. Hyatt (H) looks cheap on valuation in the group if it moves to a 
more franchised model. Las Vegas Sands (LVS) is attractive in Gaming with its multi-geographical exposure and strong 
dividend yield. Churchill Downs (CHDN) was featured earlier in this report as a key way to play the Sports Betting 
theme while Penn Gaming (PENN) is the best looking Regional Casino. Stars Group (TSG) is one of the more 
intriguing growth names in Online Gambling. Norwegian Cruise (NCLH) screens the best in the challenged Cruise 
industry and Six Flags (SIX) with a large dividend yield and cheap valuation looks most compelling of the pure-play 
Theme Parks names.  

Technology: The Tech sector was strong much of the year in 2019 with the Nasdaq +33% YTD and looking at the 
main groups Software +30%, Semiconductors +56%, Communications +27% and Internet lagged returning just +15% 
YTD. The Semiconductor performance is even more impressive considering worldwide semiconductor revenues are down 
13% Y/Y. Tech is where we find most of the exciting growth names and also where stock-picking is most critical, a lot of 
opportunities discovering small cap names that go on long runs. Tech remains the sector where there is the most revenue 
and earnings growth potential due to a number of megatrends like Digital Transformation, Streaming Media, IoT, Digital 
Ads, AI and Cyber-Security. Global IT spending is only seeing rising 0.4% in 2019 but Gartner expects it to accelerate to 
3.7% growth in 2020 primarily due to enterprise software spending. Overall spending on security increased 10.5% in 



2019, with cloud security projected to grow 41.2% over the next five years. IDC released ten predictions that include 1) 
By 2023, over 50% of all ICT spending will be directly for digital transformation and innovation (up from 27% in 2018), 
growing at 17% CAGR (vs. -3.5% for the rest of ICT); 2) By 2022, 70% of enterprises will integrate cloud management 
— across their public and private clouds — by deploying unified hybrid/multicloud management technologies, tools and 
processes; 3) By 2023, over 50% of new enterprise IT infrastructure deployed will be at the edge rather than corporate 
datacenters, up from less than 10% today; by 2024, the number of apps at the edge will increase 800%; 4) Factories By 
2025, nearly two-thirds of enterprises will be prolific software producers with code deployed daily, over 90% of new apps 
cloud native, 80% of code externally sourced and 1.6 times more developers; 5) By 2023, over 500 million digital apps 
and services will be developed and deployed using cloud-native approaches, most of those targeted at industryspecific 
digital transformation use cases; 6) By 2025, at least 90% of new enterprise apps will embed AI; by 2024, over 50% of 
user interface interactions will use AI-enabled computer vision, speech, natural language processing and AR/VR; 7) By 
2023, the Top 5 public cloud mega platforms will consolidate at least 75% of market share; the Top 10 pure play SaaS 
vendors will generate an average of near 20% revenue from expanding PaaS services. While traditional ICT spending is 
forecast to broadly track GDP growth over the next decade, the overall industry will be catapulted back to growth of more 
than 2 x GDP as new technologies begin to account for a larger share of the market. The emergence of IoT is already 
contributing to overall market growth, and within 5-10 years new technologies such as robotics and AR/VR will also 
expand to represent a significant and growing share of total ICT spending. Over the next 5 years, all growth in traditional 
tech spending will be driven by just four platforms: cloud, mobile, social and big data/analytics. Meanwhile, cost savings 
generated by cloud and automation will see more spending diverted towards new technologies such as AI, robotics and 
AR/VR. Next-gen security related to new technologies will also continue to drive significant growth. 

 



 

 



 

 



 

Software - Cloud, Security and SaaS:   

Cloud Infrastructure Components: APPN, FFIV, MDB, MFGP, NOW, PD, PVTL, SWI, VMW, VRNS, DDOG, DT, ESTC 

 

Collaboration/Storage Components: BOX, CTXS, CVLT, DBX, DOCU, IRM, SMAR, TDC, TEAM, GSB 

Commerce/Retail Components: CDK, EBIX, ECOM, FTCH, MANH, PAR, PRO, SHOP, SPSC, AGYS, REAL 

Communications Components: ANET, BAND, BB, BCOV, DOMO, EGHT, EVBG, FIVN, INSG, LOGM, LPSN, NUAN, ORBC, 
PLAN, RAMP, RNG, SCSC, TWLO, VG, WORK, ZEN, ZM 



 

CRM/Marketing Components: ADBE, TTD, EGAN, HUBS, RUBI, SNCR, SVMK, TLRA, TYPE 

 

 

Cyber Security Components: AKAM, CARB, CBLK, CHKP, CRWD, CYBR, FEYE, FSCT, FTNT, MIME, MOBL, NTCT, OSPN, 
PANW, PFPT, QLYS, RDWR, RPD, SAIL, SCWX, TENB, TUFN, ZIXI, ZS, NLOK, OKTA, PING 



 

 



 

 

 

Data Analytics/Intelligence Components: AYX, CLDR, MDLA, NEWR, NLSN, NTNX, RP, SPLK, YEXT, MSTR 



 

Diversified/Digital Transformation Components: CSGS, DAVA, OTEX, PEGA, CRM, MSFT, NICE, ORCL, SAP 

 

This is a massive group of more than 100 stocks which I have tried to break down to make it more manageable to assess. 
Software received a lot of attention as many names put in very strong performances before peaking around the summer 
when valuation multiples (EV/Sales) got a bit out of control, but also a group that has plenty of losers with 30 names 
negative YTD. The fundamental case for Software remains very strong with all indications we are still in the early innings 
of a digital transformation and major growth trends continuing to play out in AI, Analytics, Cloud, Cyber-Security, and 
IoT. The “Rule of 40” is a metric used often in software analysis which is derived by adding a company’s rate of revenue 
growth and its FCF margin. Other popular Software specific metrics becoming popular include Net Retention/Expansion 
Rate, ACV, MRR/ARR, Churn, ASP, ARPU, Bookings/Billings, Customer Growth and LTV/CAC. Also, incremental revenues 
to sales & marketing costs is a nice way to compare the companies. In terms of valuation EV/Sales is the go-to method 
while EV/FCF and EV/Recurring Revenues are also useful. We use LTV/CAC ratio to determine the value of a customer 
over their life time (LTV) to the cost of acquiring the customer (CAC). The higher this ratio, the better we consider the 
organizations’ customer economics to be. The five factors that drive a Cloud software company’s value: 1) total 
addressable market and adjacency of new markets; 2) Customer economics; 3) Cyclical/structural end market; 4) 
Founder/Operator mindset, and 5) Competitive moat.  



One of the key themes looking ahead into 2020 are companies that have lagged the market/peers and were disliked by 
investors for making large acquisitions in 2018/2019, which was dilutive in 2019 and resulted in lower margins for the 
year, but are poised to reap the benefits of the anniversary of the acquisition(s) in 2020. The rising importance of online 
transactions, social or mobile customer engagements – and the corresponding growth in data – represents a structural 
challenge to almost every large enterprise founded 20 or more years ago. A mega trend, a confluence like never before of 
multiple disruptive factors including cloud, mobile, social, AI, BI, big data, all enabling customer experience and the digital 
economy/ecosystem. In Gartner’s 2020 CIO Survey, it appears that the digital business continues to inflect. The number 
of enterprises that have reached the scaling and refining stage of their digital activities has again increased significantly – 
40% of organizations believe they are in the later stages in their digital initiative (i.e. scaling up and optimizing the digital 
business) up from 33% in 2019 and 17% in 2018. Another major theme is the rose of DevOps, seen to be in the early 
stages with secular drivers such as shifting workloads to hybrid/public cloud, digital transformation, and companies 
wanting an end to end DevOps cycle. As companies increasingly shift onto a Cloud/Hybrid system, additional enterprise 
applications under the domain of the CFO are poised for digital transformation including: ERP: software spanning multiple 
operational processes and back office functions such as accounting, human resources, and manufacturing/operations; 
Corporate Performance Management: monitoring and managing an organization’s performance by tracking Key 
Performance Indicators such as revenue, expenses, ROI, overhead, etc.; Spend Management: spanning payments and 
procurement; increasing trend to the convergence of software and payments, thereby closing the loop of the complete 
procurement/spend life cycle; Configure, price, and quote (CPQ): streamlines the creation of quotes (pricing and tax) for 
complex products or services. 

 



 

 



 

Looking at the Digital Transformation five key segments combined address a $148B TAM in 2023. Customer Engagement 
addresses a $75.5B TAM in 2023, which is made up by $26.0B sales, $13.9B customer service and support, and $35.8B 
marketing segments. Employee Engagement addresses a $15.3B TAM in 2023. Unified communications and video 
conferencing respectively address a $17.9B and ~$2B TAM in 2023. While the overall communications space is estimated 
by Gartner to be a $1.4tn market (2018), not all is related to cloud. Internet of Things (IoT) addresses an $11B TAM in 
2023. Business Analytics addresses a $27B TAM in 2023. 



 

 

Top Picks 

This is a large group with a lot of exciting companies targeting massive and strongly growing markets. We have seen 
valuations come in a bit in 2H19 and continue to favor names delivering outstanding growth at a reasonable valuation as 
multiple contraction can be a continued theme as competition emerges and growth slows. In the Infrastructure group 
Service-Now (NOW) remains a best of breed name while Dynatrace (DT) is a newer name that screened very well 
and Elastic (ESTC) is a beaten up name that is rapidly growing and now attractive into 2020. MongoDB (MDB) is 
another exciting name in this group though have some valuation/competitive concerns. In the Collaboration & Storage 
group Atlassian (TEAM) screens well across every metric while DocuSign (DOCU) is another high quality name with a 
large disruptive opportunity. In the Commerce/Retail group Shopify (SHOP) is an incredible business despite its 
valuation and one of those companies to own in perpetuity. Manhattan Associates (MANH) is an intriguing omni-
channel name and Agilsys (AGYS) has screened attractive in the Hospitality niche space. In the Communications group 
there are a number of quality names with Twilio (TWLO) a favorite and in Contact Centers Five9 (FIVN) continues to 
screen best. In the CRM/Marketing group Adobe (ADBE) is a large cap leader that continues to be of the highest quality 
while Trade Desk (TTD) was highlighted earlier in the report as a favorite name. HubSpot (HUBS) is another good 
looking company that has traded more conservative than peers. In Data/Analytics we have previously discussed Splunk 
(SPLK) as a favorite while Alteryx (AYX) is one of the more exciting names as well. Salesforce (CRM) and Microsoft 
(MSFT) are two giants that continue to be worthy investments while NICE (NICE) is a high quality name as well and 
Endava (DAVA) a small cap discovery that has been a fantastic mover in 2019. In Cyber Security we tend to favor Palo 
Alto (PANW) with Fortinet (FTNT) close behind. Cyber-Ark (CYBR) highlighted earlier in the report is a favorite 



small cap along with Rapid7 (RPD) and Qualys (QLYS). Okta (OKTA) has valuation concerns but a very good name 
in Identity Mgmt. while Z-Scaler (ZS) and Crowd-Strike (CRWD) are exciting names but trade quite rich on valuation. 

Software – Specific Verticals: 

Engineering/Design Components: ADSK, ALTR, ANSS, AZPN, CDNS, NATI, PDFS, PTC, SNPS 

 

 

 

Financial Components: ACIW, ADP, APPF, AVLR, BCOR, BKI, ENV, EPAY, EVTC, FICO, GSKY, INS, INTU, JKHY, QTWO, 
SPNS, SSNC, STNE, TYL, UPLD, VRNT, WK, QADA, XP 



 

HCM Components: BNFT, CDAY, CSOD, PAYC, PCTY, TLND, WDAY, IIIV 

 

Healthcare Components: CATS, HIIQ, INOV, MDRX, MDSO, MODN, VEEV, LVGO, PHR, OPRX, EHTH 

 

Internet/Multimedia Components: CMCM, OPRA, ATVI, AVID, EA, GLUU, SCPL, TTWO, ZNGA 



 

Ride-Hailing: LYFT, UBER 

Specialized Application Components: ALRM, BL, BLKB, CHGG, CISN, COUP, CTK, DOX, DSGX, EB, EGOV, FSLY, GWRE, 
INST, PRGS, PS, RST, SSTI, TWOU, ZUO, APPS, ITI, NET 

Management Commentary: 

ANSYS (ANSS) CEO on its addressable market: 

“The addressable market that we serve is vibrant and it's growing, and it's in part for a couple of forces that I'll talk 
about. But the headline here is that in the next 7 to 10 years, we believe that the addressable market will approximately 
triple. And it's based on 3 drivers or 3 wedges, if you will: one is the foundation itself; the second is emerging high-
growth solutions; and the third is new adjacencies. So with respect to the foundation. Number one, the underlying growth 
of the market is being amplified because products today are more complex than ever before. And customers are dealing 
with challenges of electrification, for example, they're dealing with challenges of automation and unlike any that they've 
dealt with in the past. And furthermore, end users are expecting products to be dropped that are simple to use. And that 
translates into increasing opportunities for simulation. And in addition, there are 4 high-growth solution areas, which go 
to -- which play to our strengths. These represent disruptive market opportunities and they represent a significant level of 
investment that's taking place in our customers. And these 4 areas are: electrification with things like electric cars, but 
also electric airplanes, submersibles and so forth; autonomy, obviously self-driving cars, but equally robotics and other 
areas as well; 5G telecommunications; and the industrial IoT. And in each one of these areas, there is a significant and 
unprecedented level of product complexity.” 

Black Knight (BKI) CFO on doubling revenue per customer: 

“It's that and more. I mean the reality is the addressable market, even as we looked at it last year or even 3 years ago, 
as we're thinking about it, it's really -- it's bigger than that. And it's from a perspective of in the origination space, as we 
looked a couple of years ago when I was saying we were selling in LOS and the Exchange, the available revenue per loan 
has doubled since then with all the capabilities that we either internally developed or that we've acquired to add to the 
suite. So the opportunity is significant. If you look at it by business, we expect Data and Analytics to be kind of a mid-
single-digit grower with the assets that it has; the origination business to be a double-digit grower; and then the servicing 
business, I would say, is mid to high singles, I guess, is probably the best way to put it. It had been growing 7% the last 
several years. This year, we have some anomalies that roll into next year that will offset that a bit, but we still believe in, 
frankly, the strength and the fundamentals across each of our businesses.” 

Avalara (AVLR) CFO on its 25% revenue CAGR over next 10 years: 

“Well, that's a number that I give the Street and investors and nobody likes it, but I'm sticking by it, which is this is going 
to be a long inevitable adoption cycle. In the United States, we segment the market into 3 groups, pretty classic: An 
enterprise group, of which there's about 20,000 businesses; a mid-market group, of which there's about 600,000; and 
then an SMB segment of which there's 5.3 million. And we're going after each of those segments in slightly different go-
to-market strategies. But the fact is they're all going to do this, but we believe it's going to be over the next 10 to 20 
years. And the adoption is inevitable but here's kind of my joke that nobody gets up in the morning and says, I wonder if 
there's a cloud-based sales tax solution I ought to consider. Nobody does that. You don't do that. I don't do that. What 



you do is you're running your business. You're doing the best you can. You want to comply with rules and regulations. 
And so it requires some sort of what we call trigger event to make you pay attention and get you to behave and 
eventually choose a solution like Avalara. And we identify about a dozen of these trigger events. I've got some slides up 
from our Analyst Day that talks about the trigger events. But these trigger events hit businesses constantly inevitably all 
the time. And so we need to be ready and be there when one of these trigger events drives a customer to use us. So big 
one people always jump on initially is audit, if the company gets audited. Yes, that's a trigger event, but businesses only 
get audited 4% a year. So you can't count on audits to drive adoption rate. We have to look at all these other trigger 
events, which include expansion of your product line, new geographies, change of the CFO, legislation. We're going to 
talk about that. Audits, obviously, move to the cloud. There's all these different trigger events, and they just happen 
constantly and inevitably. And as a result, we see the ability to grow this company on a compounded basis 25% a year 
for a long time, like 10 years. Well, we identify U.S. TAM about $8 billion. We can also talk about what the international 
TAM might be. But in the U.S., we reported, as we mentioned last quarter, we reported $98.5 million in revenue. So if 
you bear with me, we're approaching about a $400 million run rate. Our competitors combined also represent about $400 
million in revenue. So together, we and our competitors have about $800 million of revenue against an $8 billion TAM. 
First point I'd like to make is I think we're 10% penetrated. So that means we have 90% to go. That's why I say we're 
kind of in the first 1 or 2 innings here. So we think there's a long runway for adoption and penetration in this segment. 
For us to increase the serviceable TAM, we need more content. And content for us are rates, rules, but really 
boundaries.” 

Top Picks 

This is another large group of favored names due to the strong growth in Software overall and a number of favorites that 
have run a long way but still have plenty of opportunity. In the Engineering/Design group ANSYS (ANSS) was previously 
highlighted in this report as a Top 25 while Cadence (CDNS) has also proven to be a strong operator as has Synopsys 
(SNPS). For the Financial focused names Intuit (INTU) remains a favorite on the Entrepreneurial Economy theme, 
Tyler Tech (TYL) is an attractive transformation play, Fair Isaac (FICO) a beneficiary of consumer strength, and 
Avalara (AVLR) a disruptor in tax compliance. AppFolio (APPF) is another favorite with its niche in property 
management and legal industries. In the HCM grouping we prefer Paycom (PAYC) despite its valuation and Paylocity 
(PCTY). For the Healthcare group Veeva (VEEV) remains a lead name while E-Health (EHTH) is also an exciting 
growth name disrupting managed care brokerages. In the Video Game group Electronic Arts (EA) screens most 
favorably on valuation for growth while the whole group sets up favorably into 2020 and Zynga (ZNGA) is an attractive, 
often forgotten, name in the group. The Ride-Hailing names look to be inflecting on the post-IPO trend and can use Uber 
(UBER) performing well in 2020. Lastly, in the Specialized group Coupa (COUP) is a standout with a massive 
opportunity, Amdocs (DOX) is attractive as a lower growth name, Descartes (DSGX) was presented earlier in the 
report for Logistics, and Progress Software (PRGS) has demonstrated impressive results all year. 

PC and IT:   

Hardware Components: DAKT, EFII, LOGI, SSYS, DDD, DELL, DLB, GLW, HPQ, LPL, KN, SONM, CTRL, IBM 

Healthcare IT Services: CERN, TDOC, HQY, PINC, OMCL, RCM, NXGN, HSTM, TRHC, EVH, CPSI 

Semiconductor Services: CGNX, IPGP, FLEX, JBL, MKSI, COHR, NOVT, BRKS, PLXS, BHE, LASR, RTEC, MTSC 

IT & Internet Services: VRSN, JCOM, SWCH, CDW, NSIT, PRFT, CNXN, PLUS, UIS, DMRC 

The PC industry has seen a multi-year downturn and that is expected to continue though Q3 showed some growth due to 
the Windows 10 refresh cycle. 5G is expected to provide a boost to mobile phone units as it looks to inflect back to 
positive growth in 2020. One of the largest players in this group is HP (HPQ) which has received takeover interest from 
Xerox (XRX) while Dell (DELL) is a name expected to continue to make changes to its portfolio via M&A. The global server 
market size is expected to reach USD 83.06 billion by 2025, expanding at a CAGR of 5.4% during the forecast period. 
Demand for servers is anticipated to grow considerably in near future, owing to the growing need for IT infrastructure 
and advancements in digital technologies. 



 

Management Commentary: 

HP (HPQ) President on the PC Industry: 

“I mean the market is large. It's about $330 billion, and CAGR growth is about 4%, and that includes core PCs as well as 
attached peripherals, displays and services. So we see it as a large growing market, and within that, a lot of puts and 
takes in terms of what's driving that. One of the things that's encouraging is, if you look at actual usage among the next 
generation, we're looking at Gen Z, in particular, they're actually spending more time than millennials. So we see it -- 
while it's large and growing as a market segment, one of the most encouraging things we started to see in -- among the 
next generation of users is spending more time on their PCs, on very high engagement activities, which is good, leaves us 
ripe for the industry to continue to innovate and drive refresh and growth. Gaming segment's still growing. And what's 
interesting by gaming is we do a lot of segmentation all the time. Core gaming is growing, but we actually see additional 
segments in the whole gaming space. We have, yes, enthusiasts and casual gamers, but you have other segments and 
what's interesting is those who are gaming who are above 18 years old, that's a larger percentage of the pie than had 
been expected. Secondly, more diversity. You have female gamers, 40%.” 

Top Picks 

This group is not as exciting but there are a few companies that screen well on valuation including Corning (GLW), 
Dolby (DLB) and Knowles (KN). The Healthcare IT group has some exciting names like TelaDoc (TDOC) featured 
earlier in the report and Health-Equity (HQY) which is acquiring Wage-Works. The Semiconductor Services group 
should see some relief if China headwinds continue to abate and MKS Instruments (MKSI) and Novanta (NOVT) 
screen most attractive while Jabil (JBL) has been posting impressive results all year. In the IT & Internet group CDW 
Corp (CDW) is the preferred name to own. 

Netw orking & Storage: 

Communication/Networking Components: CSCO, ERIC, MSI, NOK, JNPR, CIEN, LITE, VSAT, SATS, VIAV, COMM, FN, 
VRRM, PLT, CMTL, EXTR, I, AUDC, NTGR, HLIT, MAXR, VCRA, PI, DGII, ADTN, ATEN, CALX, CAMP, SWIR, CASA, SPOK, 
RBBN, KEYS 

Storage Components: HPE, WDC, STX, NTAP, GDS, PSTG 



 

The main divisions in the Networking/Communications industry are Wireless, Wireline, Routing/Switching, Optical, and 
Voice/IMS.  Global wireless capex is expected to remain stagnant until 2019.  Fiber and 5G are expected to be strong 
growth themes moving forward.  By 2022, Cisco estimates that 12% of all global mobile traffic will come from 5G 
connections, with the average 5G connection generating 2.6x more traffic than the average 4G connection. Networks will 
be more virtualized and more of the value is shifting towards the edge/RAN than prior generations. The key technologies 
of 5G networks from networking and semiconductor perspectives are Massive MIMO, Beamforming, NFV / SDN, CUPS, 
Network Slicing, FWA, mmWave, GaN, and BAW. The 5G spectrum is higher frequency than prior generations, meaning 
the wavelengths will travel shorter distances but with much faster data speeds (resulting in latency <10ms and speeds 
10x faster than 4G). According to Gartner, 5G wireless infrastructure revenue for Service Providers will grow to $11.1B in 
2023 and represent 29% of total wireless infrastructure revenue for operators. 5G infrastructure spending is expected to 
reach $26B by 2022 (+165% CAGR), with the 5G RAN representing ~50% of total infrastructure spending by 2022. The 
base station equipment market for semiconductors and RF mobile phone market is expected to reach $4.7B and >$20B 
by 2022, respectively. 

In terms of notable trends in the group: 1) 5G core networking is not going to be material until late 2020 / early 2021; 2) 
The 400G switching cycle will also not be a material driver until 2021 given optics availability and hyperscalers current 
positioning. Orders are likely to start in mid-2020, but revenue will likely not be material until 2021; 3) Enterprise 
spending appears to be stabilizing, but this reflects a more normal rate compared to the last few years where there was 
strong on-premise refresh; and 4) The shift to UCaaS over on-premise is still very early days. 



 

 



 

In storage we are seeing HDDS in a secular decline with a move in favor of Flash.   

 



 

Top Picks 

This group has a few interesting names and really want to be focusing on 5G upside. Cisco (CSCO) continues to look 
attractive as a value/yield name with cash optionality. Motorola Solutions (MSI) and KeySight (KEYS) are two 
favorites. Lumentum (LITE) is a mid-cap that continues to screen attractively and Viavi (VIAV) a preferred small cap. 
Other small caps that have been favored include Fabrinet (FN) and Audio-Codes (AUDC). In Storage I have a tough 
time getting behind WDC/STX while NetApp (NTAP) still looks cheap with the most upside potential and GDS Holdings 
(GDS) an exciting play in China.  

Internet:   

 

Social & Advertising Components: BIDU, CRTO, GOOG, GOOGL, QNST, QUOT, YNDX, FB, TWTR, PINS, SNAP, WB, MOMO 



 

 

Commerce Comments: AMZN, BABA, BZUN, CHWY, CRCM, EBAY, ETSY, GRUB, IAC, JD, JMIA, MELI, NTES, OSTK, PDD, 
PETS, RVLV, SFIX, SFLY, STMP, UPWK, W, WTRH, WUBA, YJ, MTCH 

Information/Media Components: SY, BITA, TNAV, ATHM, SOHU, TTGT, YELP, BILI, CYOU, IQ, SE, SINA, YY 

Travel Components: BKNG, CTRP, DESP, EXPE, LEXEA, LIND, MMYT, SABR, TRIP, TVPT, TCOM 

Real Estate, Publishing Components: GDDY, WIX, CSGP, EXPI, RDFN, TREE, Z, ZG 

The Internet industry contains some of the major market leaders like Amazon, Google, and Facebook.  Digital ad 
spending has now surpassed TV ad spending and it continues to take market share.  Mobile and Social remain the main 
avenues of growth in digital ad spending.  The ecommerce trend remains a major growth market with sales expected to 
reach near $900B in 2022 from just $300B in 2014 and overall penetration remains low near 12%.  Multiple new ad 
formats, improved targeting & measurement enabled by AI, robust demand should continue to drive upward trends with 
ad pricing, though many names in the group also face margin pressures from growing investments in technology.  The 
better ad targeting will drive higher ROI and enable better pricing which can lead to upside to earnings. Regulatory 
threats remain in focus for a number of the larger names like GOOG, AMZN and FB. App usage statistics is a common 
metric in these names with Sensor Tower a solid third party provider of data. It will be a big event year for Media with 
the Olympics and Presidential Election. Digital video remains one of the fastest growing areas of media consumption. 



Major OTT and new content initiatives from Facebook and Snap could accelerate the time shift Online, which could fuel 
further dollar shift in 2020. 

 

 

Some key sector themes heading into 2020 include OTT acceleration, Advertising and eCommerce Conversion, New 
Services from the 5G rollout, and AI/ML evolution. The Airbnb IPO will be a key event in 2020. Growing regulatory issues 
remain a major headwind in the group.  

Top Picks 

The Internet group looks to offer plenty of compelling investments in 2020 after a muted performance in 2019. 
Facebook (FB) remains a top pick as highlighted earlier in the report while Google (GOOG) continues to offer a solid 
reward/risk. Twitter (TWTR) could see a resurgence in 2020 with plenty of event catalysts for higher engagement and 
advertising dollars, and potentially be acquired. Yandex (YNDX) was also highlighted earlier in the report as a favored 
growth name. Baidu (BIDU) is now a value name and its trend is inflecting with December 2019 strength, a potential 
story in 2020. Pinterest (PINS) is attempting to bottom and still looks to be a compelling longer term investment. In 
ecommerce Amazon (AMZN) remains the leader while Alibaba (BABA) is attractively valued for its growth. 
Pinduoduo (PDD) is an exciting growth name in China that option traders have been very bullish with positioning. Etsy 
(ETSY) can be a bounce-back name as highlighted earlier in the report and 58.com (WUBA) another Chinese name of 
intrigue. Interactive (IAC) and Match (MTCH) also are impressive companies with great prospects. Sea Ltd (SE) and 



iQIYI (IQ) are the standouts in the Information/Media group. In Travel, Booking (BKNG) is still the best of breed. 
Lastly, in Real Estate & Publishing, CoStar (CSGP) was written earlier in this report in the Top 25, Go-Daddy (GDDY) 
is a nice value for growth name, and Wix.com (WIX) has major growth potential. 

Semiconductors: 

 

Diversified Components: AOSL, OLED, AMD, AVGO, CY, INTC, IPHI, MCHP, MRVL, MX, MXIM, NVDA, NXPI, ON, STM, TXN 

 

Equipment Components: ACLS, ACMR, AMAT, AMBA, ASML, CAMT, CCMP, COHU, CREE, ENTG, FORM, ICHR, KLAC, KLIC, 
LRCX, PLAB, SIMO, SYNA, TER, UCTT, VECO, VICR, VSH, ONTO 



 

Integrated Circuit Components: ADI, AEIS, CRUS, DIOD, DSPG, IOTS, LSCC, MPWR, POWI, QCOM, SLAB, SMTC, TSEM, 
TSM, XLNX 

RF, Memory & Licensing Components: CEVA, XPER, MU, RMBS, SGH, AKTS, MTSI, MXL, QRVO, SWKS 

 



z 

Integrated Device Manufacturers (IDMs) manufacture their own devices. Typically, these are mature vendors dealing in 
high volume products. IDMs have lots of operating and cyclical leverage. Fabless companies design devices themselves 
but contract the manufacturing to others. These companies are more focused on design, and enjoy more margin and 
earnings stability as well as lower capital requirements. Foundries and Assembly and Testers are specialized third-party 
manufacturers that perform wafer fabrication or back-end processing for others on a contract basis. The semiconductor 
industry has a large and relatively independent supporting industry that supplies wafer fabrication, assembly, and test 
equipment as well as factory automation and process control software and hardware. Few IDMs or foundries make their 
own equipment, though some of the larger manufacturers will partner with equipment suppliers to help define the 
functionality of next-generation tools. Top front-end equipment suppliers include Applied Materials, strong in deposition, 
RTP (rapid thermal processing), CMP (chemical mechanical planarization), and etch; Tokyo Electron, prominent in thermal 
diffusion, photoresist processing, and etch; ASML Lithography, dominant in lithography scanners; and Lam Research in 
etch. On the process control front and automation front, top vendors include KLA-Tencor, strong in wafer and reticle 
inspection/metrology; Hitachi, also strong in wafer metrology; Applied Materials mostly in defect review.  

 



The Semiconductor industry can be divided into five key markets: Analog, Microcomponents, Digital Logic, Memory, and 
Discrete & Optoelectronics. Analog circuits are used to process real world signals, using electronic voltage patterns within 
the device to represent the original signal. Standard linear integrated circuits (SLICs) are standard analog components 
used in multiple applications, usually purchased “off the shelf,” often through distribution. Analog application specific 
standard products (ASSPs) are more specialized analog devices targeted for a specific application. Microcomponents are 
programmable devices perform intensive compute processing and system control. Microcomponents include 
microprocessors, microcontrollers and DSPs. Logic devices perform specialized digital processing, and include gate arrays 
and standard cells (ASICs), programmable logic (PLDs, FPGAs), display drivers, general purpose logic and special purpose 
logic. Memory devices are used to store data either for short periods of time or permanently. Volatile memory loses 
stored information when the power is lost; key types are DRAM and SRAM. Non-volatile memory retains the information 
when the system is powered off; key types are flash, mask ROM, EPROM and EEPROM. Lastly, Discretes & Opto category 
includes all non-integrated circuit semiconductor devices. Discretes contain just a single transistor in a package. 
Optoelectronics are specialized discretes designed to emit and detect light. Sensors measure physical, chemical or 
biological properties. The six key end-markets are Computing, Wireless, Consumer, Networking, Telecom/Datacom, and 
Automotive/Industrial. Key emerging technologies include AI, 5G, and Wearables.  

 

 

The Semiconductor group has led strength in 2019 with the group higher by more than 55% YTD and despite revenue 
headwinds from China trade concerns. The stronger megatrends from chips disrupting every industry has outweighed the 
concerns and a lot of optimism built into the group that 2020 will return to growth as Automotive, IoT, Data Center and 
Industrial markets look to recover. Consolidation has been a major theme across the group in recent years and a lot of 
names seeing deal synergies play out while margins and FCF are seeing expansion with newfound pricing power. Unit 



Shipments, ASPs, Gross & Operating Margins, R&D and SG&A Cost Trends, Days Sales Outstanding, Inventory Days, and 
Debt Ratios are some of the main focus metrics for assessment.  

 

 



 

 

 



 

 

Management Commentary: 

Intel (INTC) CEO on market inflection points driving growth: 

“We see our focus as taking advantage of the 3 key market inflection points that's going to drive growth going forward, 
and that's 5G, AI and the growth of the Edge and Network by winning the 4 key technology transitions that we see in 
front of us, which is really about mastering compute diversity, being able to deliver continuously more [ source ] scaling, 
understanding the explosive growth of hyperscale computing and its continuance and really recognizing that's also going 
to drive the cloudification of the network. So the company has really transformed itself from a PC-centric focus towards a 
much, much broader vision in terms of the role it plays and the success of our customers. So very, very different 
company today from 4 years ago.”  

TI (TXN) on its weak results last quarter and if the cycle is bottoming: 

“But what was unusual as we saw this last quarter, 3 of our markets, that being industrial, automotive and personal 
electronics, decelerate in the quarter. When you look underneath those 3 markets, you've got 28 sectors that make up 
those markets. Most of those were declining. I think it was around 24 of the 28 were declining in the quarter. So very, 
very broad-based. You had enterprise, which was down about the same amount, down about 10%, but it was actually 
accelerating, went from down 20% to down 10%, so not still very weak. And then, of course, comms equipment, it's not 



going to be unaffected by the macro and the overall semi cycle, but there's other things like technology deployments and 
things like that, that really drive it from a first-order standpoint. So that's kind of where we are. I think when you look at 
our guidance in fourth quarter, it's down double digits. GDP is not collapsing double digits. So somewhere between end 
demand and what we're shipping, inventory has to be being taken out. We don't have a system that tells us that, but I 
think it's reasonable to conclude. And so when growth resumes, it really will be what does the macro look like in 2020? Is 
it a world that -- is it benign growth? Or is it growing? Is it decelerating? And all those things will impact the shape of 
when things do return.” 

Micron (MU) CEO on DRAM markets into 2020: 

“So with respect to DRAM, inventory position at the suppliers is already improving. I think when you look at results 
announced by others as well as we have talked about it in our September call, inventory position at the suppliers is 
improving. Yet, there is overall excess supply in the market. DRAM market remains competitive. But the point is that, at 
this point, demand growth is greater than supply growth. So it is a matter of time, I can't tell you exactly when, but it is a 
matter of time before demand and supply get into balance. Other factor to keep in mind is that calendar Q1 tends to be a 
seasonally weak quarter for DRAM as well as for NAND. And when we look past calendar Q1, the seasonality aspects as 
well as perhaps some impact of Chinese inventory build, what we see is that the demand trends are secular in nature. 
The demand consumption for DRAM continues to be solid in all end market applications. 5G deployment, getting through 
the calendar 2020 timeframe, in fact, building momentum. New server applications, having more channels, the CPUs 
having more channels, attaching more DRAM content to the servers as well. So when you look at the demand trends, 5G 
requires more DRAM in the smartphone. AI servers require more DRAM content as well. So -- and these are just a couple 
of examples, whether it is on the automotive side or the PC applications, with graphics and gaming. All these end market 
applications from a demand point of view, we see that throughout calendar 2020, past the seasonal C Q1, we see 
continuing solid demand trends there. On the supply side, industry players have taken significant action in terms of CapEx 
management, CapEx cuts as well as some production cuts. For example, Micron and DRAM have talked about 5% 
production cuts that we have implemented earlier. So supply is -- the picture is also improving. So overall, for calendar 
year 2020, past calendar Q1, the seasonal Q1, we see improving supply-demand fundamentals for DRAM, exiting 2020 
better than entering 2020.” 

Top Picks 

After a year of major gains across the Semiconductor industry it is safe to assume the group could cool a bit in 2020 
despite the multitude of overall positive tailwinds continuing for chip demand. Broadcom (AVGO) is a name that 
continues to look far too cheap and with its moves into higher margin Software businesses it is becoming even more 
attractive and could see shares re-rate. Intel (INTC) offers a nice yield and cheap valuation that could benefit from an 
overall rotation to value theme in 2020. NXP Semi (NXPI) and Microchip Tech (MCHP) are the two other favorites in 
the Broad-Line group. In the Equipment group ASML Corp (ASML) is the largest name and remains a very strong story 
with EUV while LAM Research (LRCX) exposure to an expected recovery in the Memory market makes it an attractive 
story. Teradyne (TER) has been a beat and raise story throughout 2019 and though facing tougher comps in 2020, 
testing demand continues to increase with chip complexity and it stands to benefit. There are also a number of intriguing 
small caps in this group like Onto (ONTO), Camtek (CAMT) and Vishay (VSH). Among the Integrated Circuit group 
Taiwan Semi (TSM) remains a clear leader but ran a long way in 2019 and may need to consolidate a while. 
Qualcomm (QCOM) stands out as a 5G beneficiary and looks attractive into 2020 while Silicon Labs (SLAB) screens 
healthy and is a favorite for the IoT theme. Analog Devices (ADI) is a best of breed name in Analog. In RF & Memory 
the best name looks to be Qorvo (QRVO) though Skyworks (SWKS) is a close second. Micron (MU) is the main 
means of playing the Memory cycle which looks to be recovering into 2020. 

Electronics and Technical Instruments/ Components: 

Components: CTS, KEM, MEI, SANM, TTMI, APH, AVX, AXE, IIVI, LFUS, NVT, ROG, ST, TEL, ARW, AVT, PCMI, TECD, 
FARO, TRMB 

This is basically a group of misfits that did not fall into other groupings, a collection of some display Tech names, provider 
of electronic components, automation, and etc.  The declines in the automotive sector has hurt many of the names but 
TECD, MEI, AXE, KEM, and TTMI are all +50% to +75% YTD and only one stock in this group is negative on the year. 
The companies tend to serve multiple markets and often use M&A in fragmented industries.  



 

 

Management Commentary: 

Sensata (ST) COO on End-Markets in 2020: 

“So when I think of the risk going forward or the opportunities going forward, we're getting to the point where we're, 
number one, lapping an easier comparable in terms of fourth quarter to fourth quarter for the China automotive market, 
and you're starting to see more stability there. Europe has been a down year as well. I wouldn't be necessarily at the 
point where I'd call stable -- or stability in Europe. But the market that would cause me the most concern in terms of 
where it's going, going forward would be the North American automotive market. And so as we scan across the 
geographies and the end markets that we serve, each of those would represent different opportunities. I think from an 
opportunity standpoint, China, I think in general, not only in automotive, would represent the potential most upside. I 
think the industrial markets globally have seen a pretty big decline in inventory contraction, so they might represent more 
upside. Our aerospace market continues to be quite strong and resilient. And then some of the other markets we serve, 
including HVOR, on-road HVOR but also ag, construction and the North American auto market, I think, represent the 
more on the risk side.” 

Littlefuse (LFUS) CEO on Electronics Industry cycle: 

“And if you look back at -- in the last 3 quarters of performance, it's been a challenging period for us. The electronics 
industry is a big part of our business. It is a cyclical business. We all tend to forget our teams included that typical 
electronics is about a 5-year cycle. We've had a 10-year up cycle in electronics. So it's been a while since there's been a 
correction and an inventory correction. So this year, we've been very much working through an inventory correction in 



the electronics side of our business, that's ongoing. The good news is we begin -- beginning to see the signs that are 
starting to reach the bottom of that cycle. So we're hopeful that kind of in the latter part of next year that, that actually 
becomes more favorable for us. We begin to move out of that and kind of reach equilibrium kind of during the first half 
and then show some signs of life after that. The automotive portion of our business, for us, the long-term growth 
content, is the content story for us there. We are not bullish in the near-term on cargo. It's been down this year, 
substantially. There's a lot of debate on next year is going to be flat to modestly down. Some people think it's going to be 
down mid-single digits. We certainly believe, for the next 2 to 3 years, it's pretty flat car build out there. So car build isn't 
going to be the driver for us. The upside is the content. And as electrification begins to take hold and grow, that's really a 
good growth story for us. Industrial has hung in there very well for us, including having good growth this year. Really 
expect to have good growth there, particularly with winning business outside of North America.” 

Top Picks 

Sensata (ST) screened as the most attractive versus its closest peers APH/TEL while Trimble (TRMB) is also an 
interesting business. Littlefuse (LFUS) is another favorite in this group with a long history of strong execution under 
quality management.  

Telecom: 

Components: BCE, RCI, TU, CHL, CHU, BT, ORAN, TEF, TI, VOD, TLK, GTT, KT, SKM, AMX, PHI, MBT, IRDM, TEO, TSU, 
VIV, GOGO, WIFI, CCOI, ATUS, CBB, CTL, GLIBA, SHEN, T, TDS, TMUS, USM, VZ, IDCC 

 



 

The Telecom industry is a low growth group and one that is more looked at on valuation and dividend yield while the 5G 
cycle is seen to be a likely tailwind for many of the companies though also requiring a lot of Capex.  



 

 



 

Top Picks 

Verizon (VZ) screens as the best of breed with its exposure to 5G and potential to make moves in 2020 with balance 
sheet flexibility. BCE Inc. (BCE) screened surprisingly well as an attractive value for growth name. Altice USA (ATUS) 
sold off in November and looks to be a likely M&A target in 2020. Cogent Communications (CCOI) and Shenandoah 
Telecom (SHEN) were two small caps that screened as attractive.  

Utilities: The Utility group is only up 20% YTD lagging broader markets as declining bond yields much of the year 
discouraged investors from the group.  The group’s allure as being a safety/yield focused investment area is rising with 
yields starting to pull lower and the Fed ending its plan to raise rates.  It’s is not an overly exciting group for stock 
selection.  It is a group where we pay more attention to the balance sheet as they often carry a lot of debt for the 
significant infrastructure requirements.  Location is also important due to the regulatory environment for allowing 
customer rates to be raised, notably Florida, Texas and California are utility-friendly states.  Rising inflationary and 10-
year yield expectations will contract multiples across the group.  Expectations for higher growth is likely to lead to 
underperformance for the group as a bond proxy, and it is a sector with a negative correlation to rates while 
fundamentals are fairly weak with no earnings growth and a compressed spread between dividend yields and 10 year 
Treasury yields. Many of the names are transforming their operations moving away from Coal and Nuclear and towards 
Wind, Solar, and Natural Gas. In 2019, the multiyear pattern of record-breaking utility capital expenditures amid stagnant 
load growth continued in the power industry. And it shows few signs of changing as the need to upgrade aging 
infrastructure, digitize, and secure the grid against natural and manmade disasters such as cyberattacks continues. But 
while this generally creates upward pressure on prices, once again in 2019 retail electricity customers saw only modest 
increases. This is due in part to low natural gas prices and declining costs of wind and solar power continuing to dampen 
wholesale electricity prices. 



 

Diversified Components: ALE, AQN, AVA, BEP, BIP, CZZ, DCUD, ES, EXC, JE, MGEE, NEP, NI, NRG, NWE, OTTR, PEG, 
PEGI, PNM, SRE, TAC, TERP, UGI, AGR 

Electric Components: AEE, AEP, AES, AY, BKH, CEPU, CIG, CMS, CWEN, CWEN-A, D, DTE, DUK, EBR, ED, EE, EIX, ELP, 
ENIA, ENIC, ETR, EVRG, FE, FTS, HE, IDA, KEP, LNT, NEE, OGE, ORA, PAM, PCG, PNW, POR, PPL, SO, SPKE, VST, WEC, 
XEL 

Gas Components: APU, ATO, CLNE, CNP, NGG, NJR, NWN, OGS, OKE, SJI, SPH, SR, SWX, TGS 

Water Components: AWK, AWR, CWT, MSEX, SBS, SJW, WTR 

 

If we look at the group of 84 stocks on the whole the top performing names were in Brazil and Canada in 2019 while the 
US standout was our longtime favorite Ormat Tech (ORA) which has a focus on alternative energy markets. The water 
utility names also outperformed the peer group once again. Water & Renewables are two of the better growth areas in 
this group and both stand to benefit from increase infrastructure spending.  

Without going into too much detail in this rather boring group, after running screens for various metrics and focusing on 
less debt levered names, the top quality names for Utility exposure are Next-Era Energy (NEE) for renewable 
exposure, Ormat (ORA) as a dominant geothermal leader, and American States Water (AWR) in water. 

We then favor Centerpoint (CNP) for its strong yield and ROE and light leverage, One Gas (OGS) as a small cap with 
a strong rate base growth, Black Hills (BKH) as a small cap with impressive metrics positioned in customer growth 
regions, Evergy (EVRG) as a growth play, First Energy (FE) for best-in-class ROE, and PPL Corp (PPL) for its high 
ROE, yield, and cheap valuation. A few other standouts include Otter Tail (OTTR) for a small cap name with strong 
growth, Eversource (ES) for impressive growth and yield, and lastly Public Enterprise (PEG) for its strong ROE with 
solid growth and a 3%+ dividend.  



Insider Trading 

Insider Buying 
 

Insider buying can be an incredibly useful tool in the trading playbook whether it’s identifying inflection points 
in longer-term turnarounds or simply when a stock gets punished following a seemingly one-time earnings 
event.  Hundreds of Form-4 filings come in every day but looking at very specific subset we can see where 
smart executives, directors, and others with knowledge of the company are putting their money. Insiders most 
often have a better understanding of the company’s production processes, their underlying markets and 
trends, and more recent information than any analyst or earnings call can give so when they begin putting up 
sizable amounts of their own money into a stock, you should take notice.  

In 2019, the Sell:Buy ratio for stocks showed an uptick in selling activity into the Fall with stocks back around 
all-time highs. Mid-cap names saw the most selling activity while small-caps also saw more outflows. The 
month of May, after the first quarter earnings season, saw the biggest inflow of insider buying. August saw the 
biggest sales.  
 

 

Looking at individual indices, the NASDAQ saw the most selling among individual names, especially in 
December and July. The Dow saw a steady uptick in buying from June through year-end.  Looking at individual 
sectors, there were four groups in 2019 that had more than $2M in cumulative purchases. The biggest was oil 
and gas which had $18M in buys. Biotech ($8.2M), staples ($2.8M), and software ($1.6M) were the next three. 
The sector that had the largest net selling in 2018 was software with financials, retailing, medical supplies, and 
industrials following.  

 

OptionsHawk Notable Insider Database 

In 2019, we tracked 510 insider buys in the Hawk database, purchases that were culled out of the tens of 
1,000s of buys throughout the year. These were the most notable buys (usually > $150k) and not part of a 
10b5-1 plan where the purchase was automated. The buying highlighted here typically was a discretionary buy 



from the individual who saw value in the stock.  Of these 510, the best performers were buys in TPTX, BYND, 
MDCO, and AXSM. The worst were buys in SDC, EQT, TUP, and PLT. Below are a list of important buys that 
are still within 5% of their purchase price.  

 



 

Name in Focus – Palo Alto Networks (PANW) 

Palo Alto with a sizable insider buy on 11-27 from CEO Nikesh Arora of 25,000 share at $221.54, a greater than $5.5M 
buy. Arora joined PANW in 2018 after spent 14 years at Google in a business development role before moving on to 
Softbank where he was considered Masa Son’s successor. Arora’s compensation at PANW has been a focal point for many 
given how high it is relative to some peers. When joining the company, he agreed to a $128M package that has been 
spread out over several years and most importantly its tied to some aggressive sales targets. Another part of his 
compensation was that he needed to buy stock in 2018 so that he would have a personal investment in how the company 
does, so he bought nearly $20M in stock in 2018 at $199.20 and $214.44. In 2019, PANW has traded higher by 20.5% 
and up over 50% since the start of 2018. Shares gapped down on earnings in December after guidance was slightly 
below estimates. PANW remains a long-term leader in the cloud security market which is seen with a 21.2% CAGR 
through 2022.  

Name in Focus – Crown Castle (CCI) 

Crown Castle seeing several notable insider buys this year from director Landis Martin as well as other members of the 
board. Martin bought $2.25M in stock on 4-24 at $123.13, he bought $2M in stock on 7-25 at $127.33, and on 11-12 he 
bought $1.42M in stock at $130.61. CCI is trading around $132.65 currently. Martin is the founder of Platte River Equity 
and follows several decades as Chairman/CEO of Titanium Metals Corp, NL Industries, and Baroid Corp (now part of 
Halliburton). He is a founding director and Chairman of Crown. CCI traded well in 2019, up over 20%, but fading since 
August after it peaked around $150. The $55B company trades 21X FFO with a 3.62% yield. The company operates and 
leases more than 40,000 cell towers and more than 75,000 route miles of fiber supporting small cells and fiber solutions 
across every major U.S. market. CCI is capitalizing on the run-up to 5G with their significant telecom infrastructure assets. 
The company is seeing strong leasing demand from all four major carriers on small-cell towers and continued expansion 
should be absorbed by higher leasing demand. Small cells are low-power, short-range wireless stations which will play a 
critical role in 5G, especially dense urban areas. 

Hedge Fund Activity Review 

 Activism 



The number of activist campaigns in 2019 decreased Y/Y although closing the gap after a busy Q3, according to Lazard. 
The year was tracking below the four-year average as of the close of Q3 at 145 vs 149. There was $11B put to work in 
Q3 and driven largely by Elliott Management. According to Lazard, through the end of September there were 159 
campaigns launched at 145 companies in 2019. Activism picked up in Europe as well with 20 new campaigns on the year 
with more widespread activity in Germany and France. US-based campaigns were still around 60% of all activity. 
According to FactSet, Elliott and Starboard Value combined launched 25 total campaigns, as many as the rest of the top 
10 activists combined.  

 

The biggest theme for activism remains M&A with 45% of all campaigns related to either an outright sale of asset sales. 
There has been $19B in capital deployed towards these efforts, more than 50% of the overall spending on activist 
campaigns in 2019. Tech and energy the focus primarily with key campaigns at eBay (EBAY), Citrix (CTXS), and 
Marathon Petroleum (MPC). Some of the notable late-year campaigns focused on outright sales of the company at 
Bloomin Brands (BLMN) and Red Robin (RRGB). Others simply looked for divestitures at mega-caps like Sony 
(SNE) and AT&T (T). The second main theme has been board seats and composition. There were 100 board seats won 
by activists in 2019 with the majority won outside of a proxy situation. There were five successful proxy contests in 
twenty-one attempts last year. Finally, ESG is becoming a big focus for activists. This is being done by investors pushing 
for company performance being tied to executive pay. There were a number of important shareholder votes around ESG 
including Amazon (AMZN), Kroger (KR), BP, and Ameriprise (AMP).  

The biggest areas for capital deployed by activists were industrials, tech, and energy. The former had $7.7B put towards 
it for the year, more than 20% of all capital, and driven by Emerson (EMR), CNH, and Fluor (FLR). The lowest 
amount of capital has been put towards Media, Financials, and Retail. Per Lazard:  

 

Notable campaigns launched in Q3 included EMR, MPC, LKQ, T, Box (BOX), Cloudera (CLDR), Occidental (OXY), 
Aramark (ARMK), EBAY, and EQT Corp (EQT). Outside of the US, the focus was on Unizo, ThyssenKrupp, CNH 
Industrial (CNHI), Ferguson, Nordea, and EssilorLuxottica. Outside of Elliott and Starboard, the most active firms 
were Legion Partners, Icahn Enterprises, Third Point, JANA, Sachem Head, and Praesidium. Lazard also notes that first-
time or traditional long-only investors getting involved in activism. Baillie Gifford, T Rowe Price, Fidelity, Neuberger 
Berman, and Wellington all launching campaigns or publicly supporting campaigns at companies.  



Notable Activist Funds (Top Adds in Q3) 

Icahn Capital: HPQ, CLDR, HTZ, CZR, CNDT 

Pershing Square (Bill Ackman): BRK.B 

Third Point (Dan Loeb): AGN, FIS, CRM, HDS, FIVE, BURL, NVST, SDC, GDDY, ZEN, AFYA, IQV, ANSS, SPGI 

Starboard Value: BOX, SYMC, ACM, CERN 

Jana Partners: BLMN, INST 

Elliott Management: MPC, T, MINI, CARB, BTU, COMM, CISN, DELL, RRTS, CRMD 

Engaged Capital: MED 

Soroban Capital: ATUS, RTN, NSC, UNP, WIX, BABA, LIN, DPZ, AXTA, SAP 

Southeastern Management: RLGY, PK, DDS, BIDU, LAZ 

Trian Fund: GE, LM, MDLZ, PG 

Value Act Capital: LKQ, PCG, TRN, DAR, EVA, HE, STRA, AES, UFI 

Taconic Capital: SYMC, GNW, GE, NOG, AGO, FB, GOOGL 

Sandell Asset Mgmt.: MDSO, GWR, AXL, VOD, DLPH, DIS, MANU, FIS, HUN 

Name in Focus 

Xerox (XRX) is an interesting situation going into 2020 after their offer to merge with HP (HPQ). Activist Carl Icahn is 
involved in both names with a 23.45M share position in XRX and a new 62.9M share position in HPQ.  In November, the 
company made a cash-and-stock offer at $22/share but was rejected. It was reported that XRX could go hostile with their 
bid unless HPQ comes to the table in good faith. Icahn’s involvement is interesting since he holds a significant voting 
sway with both boards and could force changes to get a deal done. The fund thinks a union of the two would yield over 
$2B in cost savings while offering a more balanced portfolio of products.  Credit Suisse noted on 12-9 that a merger 
makes a lot of sense for both. “Manufacturing and IT/R&D are the largest identified buckets of opportunity, with 
management targeting $500mn-$700mn from each. We’d note that Xerox’s current mgmt. team has a solid record on 
cost savings since taking over, having delivered ~$1bn of gross saving in 18 months under “Project Own It” 

 

Notable Hedge Funds, Positioning, and Top Holdings 

According to Q3 filings, overall net exposure for hedge funds continued to rebound back near 70% with gross exposure 
rebounding as sentiment improves about global trade. Goldman Sachs noted in November that net leverage was up 
slightly to 51% from mid-year when it was 48%. Most funds underperformed the broader indices in 2019. The top 50 
mutual funds in the US trailed the S&P 500 by 300 bps through Q3. A generalized pool of equity hedge funds also trailed 
behind the S&P by mid-teens. The overall short interest remains low. According to Goldman single-stock short interest for 
the S&P 500 is at 1.8% vs the 15-year average of 2.1%. A basket of the most shorted names by hedge funds 
underperformed the S&P by 500 bps in 2019. The most shorted sectors, by percentage, remain Communication Services 
(85th percentile), Staples (83rd), Healthcare (77th), Financials (76th), and then Utilities (72nd). The lowest short interest 
levels as a percentage of market cap are Materials (46th percentile), REITs (49th), and Energy (62nd). 



 

Concentration remains a risk. According to FactSet, the weight of the top 10 positions in the average long portfolio is 
69%, not far from multi-decade highs. This is up from 57% in 2006. And turnover is the lowest it has been in decades. 
Last quarter, only 25% of positions were turned over vs historical average of 37.5%.  

Looking at specific sectors, it was clear that rotations into value were the big focus for funds in Q3. Cyclicals are 54% of 
the overall hedge fund long portfolio but still historically low vs average. The largest net weight for funds remains Tech at 
18.9% of overall allocation. Healthcare, Consumer Discretionary, and Communications also over 10% allocation. 
Industrials also at 12.4% net weight and saw more inflows in Q3 and now the largest overweight since 2008. Energy and 
materials continue to see outflows. Within healthcare, BAML noted the rotation was from managed care and into 
pharmaceuticals. This is likely due to de-risking ahead of the election in November which will put a focus on Medicare and 
health insurers. Goldman Sachs in November noting that pharma is now the largest overweight for funds since 2016. The 
lowest net weight remains REITs at 1% of allocation with Utilities and Staples both under 3% as well. The other sectors 
with less than 10% weight include Financials, Energy, and Materials.  

Stock Positioning 

The 50 most important long positions for funds as of Q3 were (by number of funds holding): MSFT, AMZN, 
FB, BABA, GOOGL, AGN, V, FIS, MA, CRM, NFLX, AAPL, C, DIS, BRK.B, SE, BAC, CMCSA, FISV, ZAYO, ADBE, CHTR, 
BKNG, WCG, GDDY, MU, PYPL, DAL, JPM, GPN, PANW, NOW, ONCE, TDG, LNG, PCG, RNG, CVNA, ERI, HUM, IQV, NXPI, 
WBC, BHC, CI, CSTM, KKR, NXST, AMRN, GWR  

The 20 most concentrated hedge fund stocks (by percentage of market cap owned by HF): FOXA, AGN, UAL, 
XRX, CPRI, SEE, CMG, STX, ARNC, DXC, TDG, WCG, RL, UAA, LKQ, IQV, FFIV, NRG, NLSN, AAP 

The 20 least concentrated hedge fund stocks (by percentage of market cap owned by HF): XOM, L, HOG, 
CINF, MMC, XYL, DLR, T, KO, JPM, ABT, SYK, CVS, NTRS, CB, GLW, TROW, AAPL, ITW, BDX 

The top Russell 2k names with a boost in hedge fund ownership in Q3 were: FISV, FIS, ATVI, MAR, LHX, CRM, 
SABR, ECL, GPN, GM, EOG, LPT, ABT, LOW, BKR, MSI, NLOK, EXAS, MGM, TRMB 

Those which fell out of favor within the Russell 2K were: TMUS, ZNGA, CSX, TCG, AMP, LYB, VICI, ADPT, ADSK, 
APH, RJF, ALGN, O, CVS, UBER, PGR, GT, NTRS, KMI, MSG 

Top ETF holdings by hedge funds (by dollar-value invested): SPY, IWM, QQQ, HYG, EEM, XLU, XBI, LQD, XLF, 
EFA, XLV, DIA, TLT, AGG, XLI, GLD, EMB, XLE, XOP, XLP 

The 50 most important short positions for funds as of Q3 (by dollar value of short interest): BMY, ABBV, T, 
INTC, XOM, PG, HD, BBT, UNH, CVX, SRE, JNJ, WFC, ORCL, VZ, DLR, TXN, NVDA, BA, AMGN, PFE, CAT, WMT, CSCO, 
IBM, NEE, LRCX, MRK, AVGO, KO, SPG, COST, ES, WBA, MMM, CVS, QCOM, STZ, ACN, SBUX, FRC, TGT, ABT, ANTM, 
PSA, UAL, PEP, LLY, PPL, ITW 

And the most concentrated short positions in Q3… PTON, BBBY, MTCH, SKT, PLCE, IRBT, SFIX, LGND, CLF, 
CRWD, BGS, CVNA, TDOC, MDCO, RH, EBIX, RRC, X, DDS, BZUN, WDR, EAT, SWN, RLGY, DKS, REAL, M, CVGW, W, 
CHK, DDD, PZZA, MTDR, TRUP, AMCX, GOOS, CHWY, UAA, ARCH, MAC, YETI, NIO, SNBR, HRTX, I, HCSG, PTLA, MAT, 
KNX, ECPG 

The 20 biggest jumps in popularity in Q3: FISV, FIS, ATVI, QSR, MAR, MTH, CRM, LHX, SABR, GM, GPN, ECL, SIGI, 
EOG, FII, OSIS, LOW, ABT, LPT, BKR 



The 20 biggest drops in popularity in Q3: TMUS, ZNGA, CSX, TCF, AMP, VICI, LYB, ADPT, ADSK, APH, RJF, CVS, 
ALGN, UBER, ECA, O, PGR, GT, CRWD, GPRO 

 

Sector Allocation Since 2002 (By Quarter) 
 

 

Communications (9.86%), Utilities (4.11%), Transports (2.46%), REITs (2.72%), Materials (3.53%), Tech 
(15.98%), Industrials (7.17%), Healthcare (13.24%), Finance (17.85%), Energy (5.85%), Staples (4.76%), 
Discretionary (11.92%) 

• Energy exposure to 5.83% and down 107 bps from Q2; it is now the lowest allocated exposure since Q4 2003 
when it was also 5.83%. From January 2004 to May 2008, the XLE ran from $28.17 to $88.48 

• Consumer Discretionary rose to 11.92% and up 18 bps; it is the highest exposure since Q1 2016. The largest 
exposure is AMZN, HD, MCD, NKE, and SBUX 

• Tech exposure is 15.98% and up 46 bps from Q2; this is the highest allocation in eighteen years  

Net Buyers vs Net Sellers Ratio 
 

 

The Big Ones (Top Adds in Q3) 

Berkshire Hathaway (Warren Buffett): OXY, RH 

Soros Fund Mgmt. (George Soros): PTON, FTCH, COG, ALLY, ALC, KKR, BP, LNG, KBH, D, SLB, SEMG, BX, NXPI, 
EEFT, TSN, CXO, ERI, DUK, EVR, TDG, RH, BA 



Omega Advisors (Leon Cooperman): NEWM, FISV, NBR, WPX, OCN, STKL, GCI, GTN, TRN, VICI, FLMN, ET, CCL, 
MGY, PE, GLD, RTIX, NAVI, COOP, EFC, ASPS, MVC, TCRD, DT 

Paulson & Co (John Paulson): OSG, AABA, S, PSDO, HZNP, MYL, VIAB, PCRX, AGN, ONCE, GOLD, SA 

Appaloosa Management (David Tepper): BABA, AVGO, BA 

Tudor Investment Corp (Paul Tudor Jones): AVP, USAT, TRCB, AHCO, VIAB, TAK, MRO, HPQ, CART, DDOG, NET, 
MET, NG, DHI, MUR, AMAT, SLCA, MGM, UIS, SBH, DVA, ACAD, PE, USFD 

Duquesne Capital (Stanley Druckenmiller): GE, PLAN, HDB, SE, MDCO, AYX, SMAR, NOW, OKTA, SHOP, V, WDAY, 
RETA, AEM, EA, FSLY, FB, TWLO, CRWD, ZM, NEWR, EXP, ISRG 

Tiger Management (Julian Robertson): ADPT, SVMK 

Bridgewater Associates (Ray Dalio): IVZ, BEN, PGR, CF, BMY, JNPR, DISH, AMT, F, CSX, TRIP, GIS, CVI, FITB, 
CSCO, UNP, MHK, AXP, APTV, CTSH, TPH, OI 

Oaktree Capital (Howard Marks): EGLE, YPF, IHRT, TRMD, SBLK, CX, TV, HUYA, CBB, TEO, LOMA, PAM 

Baupost Group (Seth Klarman): NUAN, TBIO, VIST, CARS, LBTYK, CBS, ATRA, NXST, LBTYA 

D.E. Shaw: BX, CVNA, CDEV, IHRT, NIO, MAT, MDP, FTR, MTDR, CCK, TW, LFC, THC, AGS, PLUG, ERIC, PNW, USB, 
CAKE, HPQ, UAL, PLCE, AMH, HAS, CTST, DAR, HA, AERI, MTZ 

Farallon Capital (Thomas Steyer): TMCX, AABA, ALDR, ZAYO, PGNX, BABA, IAC, CARA, SYMC, ABBV, STML, DCPH, 
VCYT, DMTK, PANW, AVRO, TCDA, GBT, FB, AXSM, NVTA, ALNY, ACAD, ENTA, IOVA 

Maverick Capital (Lee Ainslie): GPK, DXC, SWN, MNST, ATRA, WLK, DD, TRUE, CNC, NWL, COMM, HLT, TEVA, AGCO, 
SBH, WEN, KAR, TWNK, FOSL, LB, EQT, QSR, IPHI 

Viking Global (Anreas Halvorsen): SQ, GDI, FTV, LOW, GH, NFLX, CRM, NOW, MNST, BABA, MOH, NET, BSX, NVST, 
UBER, MIDD, AIZ, ATH, DDOG, PGR, ILMN, GRUB, BMRN 

Adage Capital (Phil Gross and Robert Atchinson): UA, AGN, GTES, COMM, UAA, GE, RRC, PTON, KPTI, VALE, HBI, 
MAS, NVT, GDX, ECA, CCJ, CELG, CNP, NOVA, BLU, GRTX 

Lone Pine Capital (Stephen Mandel): SQ, GPN, EFX, NFLX, CRM, HLF, TEAM, CHWY, HUM, BABA, DPZ, ATVI, UNH, 
COUP, MDLA, SE, ADSK, SMAR, NOW, WWE, AMZN, MELI, TWLO 

Two Sigma Advisors (John Overdeck and David Siegel): ZNGA, ITUB, CVE, SNAP, PFE, CPG, KSS, GM, MO, INTC, 
TWTR, KMI, EGO, MRK, PYPL, LOW, CCL, CVX, VEON, YNDX, ANGI 

AQR Capital (Cliff Asness): CPE, TWTR, AR, MYL, CDEV, DAL, CHK, FITB, MTG, OAS, T, NBR, UAL, QRTEA, EBAY, 
INTC, LB, CIG, F, SYF, NCLH, AAL 

Discovery Capital (Rob Citrone - Tiger Cub): EPI, ZIOP, SE, I, UBER, IPAY, DT, CDAY, YY, DDOG, PING, CCC, PYPL, 
MA, GDS, IFS, LORL 

Coatue Mgmt. (Philippe Laffont - Tiger Cub): SNAP, SE, TWTR, M, GPN, IQ, JCP, SQ, CHS, BABA, PODD, PLAN, ALB, 
STNE, GRPN, DT, GLUU, RAD, DDOG, BILI, DXCM, RNG, HTZ, GOGO, IQV 

Point72 (Steve Cohen): MGM, BCRX, AMD, VALE, SYF, BHGE, MNTA, COG, DELL, WEN, CDEV, CHNG, VSLR, OXY, 
VIPS, SDC, MTG, MU, PS, EQT, SLM, CHMA, HUN 

Name in Focus  

DataDog (DDOG) a name with notable adds from four of the biggest hedge funds including Tudor, Viking Global, 
Discovery Capital, and Coatue. DDOG also has a wealth of VC backers including Index Ventures, RTP Venture, and 
OpenView. The $10.56B company is part of a growing field of cloud monitoring applications which provides analytics 
across a company’s servers, databases, tools, and services.   DDOG’s history includes a rapid expansion of their product 
scale over the last four years. They started as unified platform but added infrastructure monitoring, APM, logs, and UX. 
They see a massive opportunity to provide insight into cloud infrastructure. They estimate the TAM right now is $35B 
while Gartner sees the IT Operations Management market a $37B opportunity by 2023. This is largely due to a drive for 
companies to allocate more of their IT budget toward cloud.  

 

Buying into 2019 IPOs in Q3 



UBER – Altimeter Capital, Iconiq, Magnetar Financial, Viking Global, Southpoint Capital, Lomas Capital, Laurion Capital 

ZM – Samlyn Capitial, AO Asset Management, Gladstone Capital, Whale Rock 

TME – Honeycomb Asset Management, GW&K 

LYFT – Suvretta Capital, Light Street Capital, CAZ Investments, Alkeon Capital, Moore Capital, Maplelane Capital, 
Southpoint, Seven Eight capital, AO Asset Management 

CRWD – Jericho Capital, Whale Rock Capital, Lucha Capital, Sculptor Capital 

WORK – Tiger Global, Lomas Capital, Woodson Capital, Glynn Capital, Bridger Management  

DDOG – Iconiq Capital, Dragoneer Investment, Whale Rock, Viking Global, Coatue Management, Tiger Global, Adage 
Capital, Element Capital, Discovery Capital, Alkeon Capital 

PINS – Thorntree Capital, Hawk Ridge Capital, Polar Capital 

TW – Junto Capital, Millennium Management, Holocene, DE Shaw, Samlyn Capital, Lunia Capital, White Elm, Senator 
Investment, ART Advisors, Seven Eight Capital 

CHWY – Melvin Capital, Lone Pine Capital, Balyasny Asset Management, Moore Capital, Samlyn Capital 

PTON – Eminence Capital, Adage Capital, Alyeska Investment, Anchorage Capital, Element Capital, Whale Rock, Canyon 
Capital, Woodson Capital, Sculptor Capital, Altimeter 

LK – Melvin Capital, Shellback Capital, Alkeon, Moore Capital, Chilton Investment 

LEVI – Balyasny Asset Management  

DT – Dragoneer Investment, Light Street Capital, Shannon River Fund, Ares Management, Altimeter Capital, Coatue, 
Tiger Global, Fairview Capital, Alyeska Investment, Davidson Kempner, Discovery Capital,  

BYND – Tiger Global, Southpoint Capital, Sculptor Capital 

MDLA – SCGE Management, RGM Capital, Lone Pine Capital, Dragoneer Capital, Ratan Capital, Arrowmark, G2 
Investment Partners, Zimmer Partners, Raging Capital 

SDC – Millennium Management, Arrowmark, Balyasny Asset Management, Davidson Kempner 

GO – Atika Capital, Engineers Gate, Coatue 

Name in Focus  

Zoom Video (ZM) a 2019 IPO that has seen a lot of smart funds adding in Q3 including Samlyn Capitial, AO Asset 
Management, Gladstone Capital, and Whale Rock. Zoom pitches itself as simpler and improved video conferencing 
solution with a focus on being hardware agnostic and being 100% cloud native. ZM also functions globally without license 
issues and is a built on a powerful open architecture and API that allows faster, easier use across mobile and other 
platforms. Their subscription-based model offers a lot of visibility and room for cross-selling and growth with their add-on 
products including Zoom Phone, webinars, and Zoom Rooms. The company operates in a large TAM which IDC expects to 
hit $43B by 2022. The company thinks the opportunity is far greater however as they penetrate the services market 
including areas like home healthcare. ZM has been adding customers > $100K at a fast rate and early growth initiatives 
are gaining traction and set to inflect positively into 2020.  

Hawk’s Smart Funds (Top Adds in Q3) 

Abrams Capital: AABA, TEVA, SCU, CWH 

Akre Capital: BAM, ALRM, KMX, OLLI, DSGX, CLNY, PRMW, KKR, VRSK 

Alkeon Capital: TWTR, AYX, ESTC, ALTR, ATVI, PCTY, HUBS, STML, KKR, EDU, HCAT, JD 

Altimeter Capital: UBER, CRM, PDD, FTCH, DT, ANGI, BABA, MDB, DDOG, PTON, OKTA, CRWD, NCLH, MSFT, RCL 

Alyeska Investment Group: FLEX, RIG, QEP, CDEV, AMD, ATVI, PE, PTON, GLUU, SDC, CCK, ALKS, RXN, APA, KNX, 
ALDR, SM, APH, AXTA, ABBV, MSFT 

Anchor Bolt Capital: GFI, EGO, CSTM, LPX, VNOM, UTX, WRK, NCLH, BA 

Ariel Investments: IPG, MAT, KMT, GAIA, PM, BIDU, EOG, TIF, LAZ, CBS, VIAB, AMG, NLSN, TILE, SNA 



Aristotle Capital: COG, BBVA, CBSH, RPM, ING, UBS, CCJ, HAL, ALC, BAM, UN 

Artal Group SA: REAL, SLDB, FATE, DCPH, CLVS, MDCO, DOYU, ATRA, GBT, ALNY, KURA, VKTX 

Bloom Tree: REAL, TENB, MOMO, NOAH, PAGS, CRM, IBKR, CNC, VRNS, DDS 

Brave Warrior: ANTM, BRK.B, RJF, PRI, BAC 

Cantillon Capital: ENTG, BC, A 

Canyon Capital: ERI, YPF, DELL, BERY, SC, AGN, AKRX, EIX, I, PBR, PTON 

Diamond Hill Capital: SCHW, ADM, BWA, FIS, KKR, HBI, WCC, TAP, PFE, PM, GRA, WPX, HUM, RRR, WWW, CALM, 
CVX, TEVA, SRCL, GM, SIVB, CTSH 

Edgepoint: UNVR, DD, BERY, CSX, AMG, MFC, OR, FLS, MAT, NVLN, BAM, GIL, BRK.B, BNS 

Findlay Park: AEM, TMUS, LYV, PB, SCHW, EOG, DIS, ALC, ADSK, BRK.B, TXN, TEL, WCN, INTU 

Gardner Russo: WFC, GOOG, VMC, OUT, COST 

Gilder Gagnon and Howe: NET, PTON, SIBN, CVNA, LVGO, DDOG, WORK, ALLK, AJRD, TRUP, IRTC, FSLY 

Hitchwood Capital: QSR, AMAT, PSTG, MTCH, EW, FTDR, GOOGL 

Hound Partners: SATS, AVTR, NIO, ARMK, WTRH, W, NXST, NCR, G 

Kensico Capital: ETRN, EBAY, CTSH, PTC, MNK, CRM, WYNN, ARMK 

Lakewood Capital: ATH, SLV, DELL, CIT, COF, GTS, SWK, YNDX, WH, DEO, ON, WUBA, FB 

Lateef Mgmt.: CCC, ELAN, FISV, PTC, BLL, WFC, FOR, JPM, VRAY, RDS.A, SCHR, DOCU, AL, DHR 

Locust Wood: FWONK, MPC, SU, ESI, BJ, AAPL, BA, XYL, CRM, LIN, TXN, GOOGL, BRK.B 

Lyrical Asset Mgmt.: HTZ 

Melvin Capital: LK, SE, FIS, CROX, JD, IAA, CHWY, FISV, PLAN, TTWO, LH, H, BABA, CRM, FLT, DG, FB, NOW, EDU 

New South Capital: ENS, NLSN, PLYA, HBI, HHC, DISH, BAM, FDX, SWK, DISCK, WLTW 

Oak Ridge: EYE, KURA, HRTX, UPLD, FIVN, YETI, EVBG, ROLL, FB, CUB, MA, CNMD, INTU, ARGX, BPMC, EW, NOW 

Passport Capital: BRFS, EQIX, TSN, PPC, SIVB, DLR 

Pennant Capital: AM, AR, DISH, TMUS, PCG, GLD, DIS, MU, HGV, JNJ 

Polen Capital: MSCI, ORCL, MSFT, FB, NKE, V, ZTS, PYPL, ACN, IT, RELX, ADP, ADBE, DG, ALGN, MA, ABT, UL, ORLY 

Sachem Head: FLEX, WWE, GDS, TWOU, AGN 

Sailingstone Capital: BR, NEM, LNG 

Samlyn Capital: ITUB, IPOA, IBN, TROX, APO, TPR, MYL, AXS, HDB, STNE, ATH, WMGI, FIVE, BMRN, DPZ, CHWY, SIG 

Southern Sun: STAY, HBI, TRN, TKR, BDC, DY, FHN, CR, CNC, SEIC, THO, PII, WRK 

Stockbridge Partners: MPLX, GWRE, AMZN, BKNG, EQIX 

Sustainable Growth: INFO, MDLZ, PYPL, WDAY, ILMN, DHR, ADSK, NKE, CRM, HDB, FB, NVO, TAL, UNH, ADP 

Triple Frond: SCHW, FOXA, TDG 

Turtle Creek: BERY, SSNC, GDI, URBN, MIDD, BWA, ADS, GIL, MGA, FLS, FAST, HDS, FFIV 

Valinor Management.: SMAR, ARMK, FIVN, JEC, EVBG, FIS, TWLO, WIX, CRON, COUP, NOW, DPZ, ALGN, BA, APD, 
YETI, REAL 

Vontobel Management.: SIRI, TJX, ITUB, TSM, YUMC, CMCSA, JNJ, WFC, BABA, KO, LVS, BUD, EA, MDLZ, NKE, AL, 
BSX, APH, UNH 

Wasatch Advisors: MDLA, EYE, ITCI, NCMI, OLLI, CCC, FLXN, FN, FRPT, VVV, B, GO, FIVE, MODN, MEIP, CFB, PCTY 



Wedgewood Partners: ALC, CDW, EA, NVDA, GOOGL, BP 

Name in Focus  

Aramark (ARMK) a name that popped up on a number of Smart Fund adds in Q3 including Valinor, Kensico, and Hound 
Partners. Activist Mantle Ridge also maintains a 24M share position, more than $1B in value. ARMK has also seen notable 
insider buying amid an activist shakeup and re-organization of strategy into 2020. The $10.98B food and uniform services 
company has lagged its top peer Compass Group for years and the previous CEO had reportedly lost support of a number 
of high-level executives and shareholders. The activist wants ARMK to pursue a much more aggressive sales culture as 
well as focus on operational efficiency and capital allocation. On 11-19, Zillmer said that ARMK would initiate targeted 
investments into new sales channels, client retention, value-added tech, and new products. They will also focus on long-
term margin expansion. 

Biotech Preview 2020 

It was an up-and-down year for biotech in 2019 with the XBI up 32.9% but trading near-flat in October before a massive 
rally into year-end. Sentiment was mixed for most of the year with a lot of uncertainty weighing on the group but 
improving as the year drew to a close (Medicare for All seemed like less of a risk, M&A surged, and big small-cap data 
was overall positive). The best performers for the year were Axsome (AXSM), Kodiak (KOD), Relmada (RLMD), ArQule 
(ARQL), Arrowhead (ARWR), and Eidos Therapeutics (EIDX). The best large-caps were Galapagos (GLPG) and Seattle 
Genetics (SGEN). The worst performers were Tocagen (TOCA), Tetraphase (TTPH), and Novavax (NVAX). The worst of 
the large-caps was BioMarin (BMRN) which was the only name above $10B in market in the red. Politics will again be the 
ire of the group in 2020 with the Election in November and drug pricing debates continuing. The first big event of 
2020 w ill be the JP Morgan Healthcare Conference on 1/ 13.  
 

M&A Recap 

2019 was an odd year for M&A in the sector with a handful of mega-deals dotted by a number of smaller deals that 
continued to fetch high premiums. The year kicked off with one of the biggest deals ever in the sector when Bristol 
Myers (BMY) agreed to buy Celgene (CELG) for $74B. The deal closed on 11-20. Later, AbbVie (ABBV) struck a 
$64B deal for Allergan (AGN) that is expected to close early in 2020. In addition, in July Pfizer (PFE) announced a 
deal to sell Upjohn, its portfolio of non-patent protected drugs, to Mylan (MYL) to create a new company. This 
continued a trend from 2018 when Takeda kicked off the year with their $64B deal for Shire. One theme we saw was 
overseas buyers active for small and mid-cap assets with Roche, Ipsen, Merck KGgA, Novartis, and Astellas all 
making deals. While the number of deals was in line with 2017 and 2018 (49 vs 52 vs 53), the capital spent was not – 
there was $203B in deals in 2019, although largely weighted towards the mega-deals. There were 23 deals this year 
above $1B in value, the most since 2015 and nearly as many as the previous two years combined. The average deal is 
being done at 4-5X peak sales estimates, according to Jefferies. Some notables from the year:  

 Bristol Myers (BMY) acquiring Celgene (CELG) for $74B 
 Eli Lilly (LLY) acquiring Loxo (LOXO) for $8B 
 Merck (MRK) acquiring Immune Design (IMDZ) for $300M 
 Roche acquiring Spark Therapeutics (ONCE) for $4.8B 
 Ipsen acquiring Clementia (CMTA) for $1.04B 
 Sarepta (SRPT) acquiring Myonexus for $165M 
 Biogen (BIIB) acquiring Nightstar (NITE) for $877M 
 Smith and Nephew (SNN) acquiring Osiris (OSIR) for $661M 
 Merck KGaA acquiring Versum Materials (VSM) for $6.6B 
 Pfizer (PFE) acquiring Therachon for $340M 
 Novartis (NVS) acquiring Xiidra (asset) for $5.3B 
 Merck (MRK) acquiring Peloton Therapeutics (PLTX) for $1.05B 
 Merck (MRK) acquiring Tilos for $773M 
 Pfizer (PFE) acquiring Array Bio (ARRY) for $11.4B 
 Abbvie (ABBV) acquiring Allergan (AGN) for $63B 
 Exact Sciences (EXAS) acquiring Genomic Health (GHDX) for $2.8B 
 Zogenix (ZGNX) acquiring Modis for $250M 
 Amgen (AMGN) acquiring Otezla (asset) for $13.4B 
 Vertex (VRTX) acquiring Semma Therapeutics for $950M 
 Castle Creek acquiring Fibrocell (FCSC) for $63M 



 UCB acquiring RA Pharma (RARX) for $2.1B 
 Alexion (ALXN) acquiring Achillion (ACHN) for $930M 
 Roche acquiring Promedior for $390M 
 Novartis (NVS) acquiring Medicine Co (MDCO) for $9.7B 
 Astellas acquiring Audentes (BOLD) for $3B 
 Cerecor (CERC) acquiring Aevi Genomic (GNMX) for $16M 
 Sanofi (SNY) acquiring Synthorx (THOR) for $2.5B 
 Merck (MRK) acquiring ArQule (ARQL) for $2.7B 

Looking ahead to 2020, there are several factors to keep in mind. First, the fallout from all of these recent mega-deals 
will likely keep some big players on the sidelines for the time being. Integration concerns, de-leveraging, and other 
regulatory factors will be in play for the early going in the year. Second, there are a number of headwinds that may keep 
some big pharma names more conservative as public-facing issues like drug pricing become a bigger factor. These are 
likely exacerbated by the election in November. Finally, anti-trust has been a theme in M&A in other sectors while foreign 
involvement has been a factor for some bio deals that took a significant amount of time to close (i.e. Roche’s deal for 
Spark Therapeutics (ONCE)).  

The case for more M&A remains the significant amount of dry powder available to acquirers. Goldman Sachs believes that 
big biopharma has $483B in available capital/debt for deals entering 2020. This includes US, EU, and Japanese names 
and assumes that rates/borrowing stay within somewhat similar. Cash balances, debt, and growth estimates all give 
large-cap bio flexibility, as seen below.  

 

 

A few names who could make a deal:  

J&J (JNJ) has made clear their preference for more deal making in 2020. It has been nearly three years since their last 
> $10B deal (Actelion) while their last big med-tech deal was back in 2011 (Synthes). JNJ could go for one or both areas 
in 2020 as it moves past regulatory issues and looks for multiple expansion. Peter Leibowitz, head of Janssen, speaking at 
the MSCO Healthcare conference in September: “ I would say that we're always open toward innovation wherever it sits. 
So we've always kept that open door. We've -- as you mentioned earlier, we've done collaborations. We've done outright 
acquisitions. We have homegrown assets we develop. So we continue to be really open where the next opportunity sits.”  

Amgen (AMGN) made two smaller deals and likely looking at similar opportunities. The first was a $13.4B acquisition of 
the drug Otezla from Celgene (CELG). The other was a $2.7B investment in Chinese partner Beigene (BGNE). They 
could look for more partnerships, equity investments, or small-deals in 2020. CEO Robert Bradway on the earnings call in 
October. “We're very clear that our capital allocation priorities remain intact. We're continuing to look for ways to invest 
internally, externally, and while also growing the dividend by next year. So we've got an active BD effort in those areas of 
our stated strategic focus, therapeutically and geographically, and we'll maintain that.”  

Merck (MRK) made a smaller deal late in 2019 ($2.7B for ARQL) but still has a lot of flexibility for add-ons or even a big 
collaboration. They are less likely to do a big splashy deal but rather look for ways to augment their current portfolio. 
Michael McNally, head of marketing, speaking at the Evercore Conference in December: “We're not driven by the price of 
the deal. We have been very, very clear that we don't see the strategic benefits of large-scale M&A, especially where our 
business is today. The disruption that occurs within the research labs is something that, given our momentum and our 
productivity right now, it's not something that we have a big appetite for. Beyond that, the dollar threshold isn't the 



primary thought process. Obviously, just the raw numbers tell you that there are a lot more sub-$10 billion deals than 
there are over $10 billion deals. We did over 60 transactions last year. Most of them are in areas where we see an ability 
to apply Merck's differentiating capabilities, which I think is taking in early science and applying robust clinical trial 
execution, registration capabilities where we're able to really lean into these programs and do things that other 
companies perhaps can't do based on scale, based on competency. And so for us, we're trying to find those spots, 
whether there is those value-creating opportunities, and we look at everything. And we're not confined to a therapeutic 
area, we're not confined to a size. It's where we think we can provide value and create value for our shareholders.”  

Gilead (GILD) is perennially on the list of potential acquirers but with a new CEO in place, it’s unclear whether he makes 
a big splash in 2020. They want to focus capital allocation on shareholder returns through dividend and buybacks, so 
unless a notable deal comes through it will be hard for them to take action. In 2019, they made a significant investment 
in Galapagos (GLPG) with a $3.95B upfront and $1.1B equity investment and may see similar deals in 2020. Two areas 
of interest for them are oncology and NASH. CEO Daniel O’Day in October on the earnings call: “at times, it make sense 
to just do a partnership, but other times, it makes sense to do a full acquisition and other times, it makes sense to do 
something like a Galapagos arrangement where we have a deep partnership associated with that. So [next year we’ll] 
continue on in that area.”  

…and who the sell-side thinks could be bought next 

• Leerink, in a December note, said they expect disciplined M&A to continue into 2020 with deals likely to continue 
focusing on platform technologies and companies with a differentiated approach to drug development. They 
highlight Seattle Genetics (SGEN) as a top pick given its ADC platform, Blueprint (BPMC) with its highly 
selective kinase inhibitors and strong IP library, and Turning Point (TPTX) with their platform for emerging 
resistance mutations. Another hot area for deals has been gene therapy. The firm thinks the scarcity of 
commercial-ready platforms will make the area a continued focus for big pharma. Names with commercial-ready 
platforms: BLUE, RCKT, BMRN, and QURE. Finally, they highlight another big area for deals in 2019 was rare 
diseases. Reata Pharma (RETA) and Albireo (ALBO) two names to watch in that space.  

 

 



• RBC annual survey on most-likely M&A targets: GBT, BHVN, SAGE, SRPT 

 

• Goldman thinks areas of interest include RNAi/antisense, mRNA, cell therapies, and gene therapies.  Commercial-
stage oncology (SGEN, INCY, AGIO, CLVS, EXEL, PBYI) and near-commercial (BPMC, BLUE) are also in 
high-demand. Other names they see deal potential for in 2020 include ALLK, ALLO, AMRN, ARVN, BMRN, 
GWPH, KRYS, NBIX, QURE, RVNC, SAGE, SRPT.  

Key Themes 

Restructuring 

Big pharma took big steps in 2019 towards re-shuffling their portfolios with a renewed focus on balance sheets. In 2019, 
five large companies spun out over $100B in assets and significantly improved their financial health including a significant 
move when Pfizer (PFE) reached a deal to sell their off-patent portfolio to Mylan (MYL). Combined net debt for large-
cap biotech is down to $235B, less than 1X net debt/EBITDA, and well below historical leverage which is around 3X 
according to Goldman. Two to watch in 2020 are Sanofi (SNY) and Novartis (NVS). The former has said they would 
explore options for their $30B consumer arm which has products like Allegra allergy tablets, Rolaids antacids and Dulcolax 
laxatives. Bloomberg reported in November they could do a spinoff or a merger, something peers have done in the past. 
NVS has gone back-and-forth on their generics unit Sandoz with the CEO saying in July they would prefer to keep the 
name and turn it into an autonomous unit within NVS. However, if it struggles again, the company could look to make a 
strategic action.  

Drug Pricing 

The Presidential election in November will also be a main focus with healthcare policy being debated by both Democratic 
candidates and the President. Drug pricing has been the focus for some time with Elizabeth Warren and Bernie Sanders 
pressing for “Medicare for All.” The Senate Financial bill will come out in early 2020 and other pieces of legislation could 
come out as well including a re-introduction of the Part D rebate rule. Jefferies said in December that they expect 
legislation to be more bark than bite and that the focus has shifted more to the election than specific policy. The names 
to watch most closely on drug pricing are Eli Lilly (LLY), Merck (MRK), and GlaxoSmithKline (GSK).  

China  



 

Two years ago, China emerged as a significant and important player in the pharmaceutical space after their drug 
authority re-wrote the standards for drug development and approval. In 2018, drug revenues grew to $130B. The 
Chinese government has identified pharma as a key area of future growth as they move away from manufacturing. It’s 
become a major influence on global pharma as well with the country opening up their local market to new drugs. Leerink 
estimates that the Chinese healthcare sector is poised to grow at a 10% CAGR through 2030, twice the expectation of the 
US. This would lead to a $2.4T market. Beigene (BGNE) a key name to watch with key data upcoming in ovarian 
cancers, triple-negative breast cancer, and first-line chronic lymphocytic leukemia.  

Events in Focus 

Aimmune Therapeutics (AIMT) will have a PDUFA in late January for AR101 in peanut allergy. In September, the 
APAC voted 7-2 supporting the efficacy of the treatment and 8-1 behind the safety. AR101, also called PALFORZIA, is an 
oral immunotherapy that reduces incidence and severity of allergic reactions to peanuts including anaphylaxis. The drug is 
being explored in patients between 4 and 17. Peanut allergy is one of the most ubiquitous allergies for children with 1.6M 
cases in the US. If approved, AR101 would be the first ever FDA approved product to treat peanut allergy. They see a 
greater than $1B peak sales opportunity with ~30% of allergists willing to prescribe at approval. They also see a greater 
potential uptake as parents seek more treatment options. Nestle a large holder with 11.7M shares through their 
partnership and added in Nov. 2018 after some concern they could let the pact lapse. Nestle’s sizable investment is 
expected to help AIMT remain funded well beyond approval. Credit Suisse downgrading to Neutral on 12-13 with a $30 
PT. They remain cautious on the commercialization of Palforzia, as while the clinical data is sportive of use, they expect 
the ramp to be slow and ultimately only penetrate ~30% of the market. 

Epizyme (EPZM) has a PDUFA on 1/23 for their epithelioid sarcoma (ES) treatment Tazemetostat under priority review. 
They had an AdComm in December where the FDA raised concerns about efficacy and safety but still voted 11-0 in favor 
of approval. ES is a rare soft tissue sarcoma that has limited options for care now and many showing limited benefit and 
high toxicity. Their treatment is an emerging EZH2 inhibitor that is more selective and focused than the prior inhibitors 
like DZNep and has use cases across a number of blood disorders and solid tumors. In safety data presented in late 2018, 
EPZM showed promising response rate and favorable safety with no patients suffering from an adverse reaction. They 
currently have trials ongoing in non-Hodgkin’s lymphoma, mesothelioma, and others. EPZM is also looking at the 
treatment in combination with both a chemotherapy regimen as well as Tecentriq in collaboration with Roche. EPZM’s 
treatment has been generally well tolerated in early trials.  Jefferies positive in December, a top Pick into 2020, as they 
feel the company is poised for approval in two indications with peak sales potential between $500M and $600M. The firm 
also thinks EPZM is an M&A target given big pharma’s interest in targeted oncology assets that can be easily tucked into 
larger oncology programs.  

Heron Therapeutics (HRTX) has a key PDUFA in late March for HTX-011 for use in post-operative pain. The treatment 
has significant opportunity as a new pain management option for patients and significantly reduce the need for opioids. 
The company notes that there is a total patient pool of around 500k in the US that become addicted to opioids post-
surgery and a significant $13B in healthcare costs annually associated with addiction from post-op pain management. 
HRTX presented positive Phase 3 data in 2019 with patients in a replacement knee study showing only 25% using opioids 
after discharge. HTX-011 is a combo therapy with both a local anesthetic and a low-dose nonsteroidal anti-inflammatory 



drug. Jefferies positive in December with a $36 PT. They think HRTX is back on track after an up and down 2019. The 
firm expects approval in March and EU approval by mid-year and the company may pursue a sale afterwards.  

Horizon Pharmaceuticals (HZNP) with a PDUFA in March for Teprotumumab for the treatment of Thyroid Eye 
Disease. This would be the first approved treatment for TED and they have priority designation. TED is a progressive 
vision-threatening disease where tissue becomes inflamed behind the eye and expands and can last up to three years. It 
may cause long-term damage from bulging, misalignment of the eyes, and double vision and in some rare cases 
blindness. There are no treatments for TED while it is active, only inactive, and safety concerns exist with the current 
standard of care. Teprotumumab showed success in Phase 3 trials with 82.9% achieving the primary endpoint with all 
secondary met. HZNP expects more than $750M in sales for the treatment. Jefferies positive with a $40 PT in December. 
They note, “teprotumumab could emerge as another $500M+ drug [in 2020]. Our recent clinician survey indicates 
doctors’ interest in using tepro in 38% of active TED patients, suggesting peak sales of $750M (based on 20k patients 
annually and treatment cost of $100k/year). And if tepro garners a disease modifying claim, peak sales could reach 
$855M-$1.7B based on premium pricing.”  

Zogenix (ZGNX) with two key events in Q1 including a PDUFA in late March for Fintepla in the treatment of seizures 
associated with Dravet Syndrome. This is a rare disease that impacts about 20-30k people in the US and Europe with half 
of those children under 18. The current standard of care has proven unable to control frequent and prolonged seizures 
even when using multiple anti-epileptic drugs.  ZGNX had their NDA accepted in November after two phase 3 trials which 
showed positive results in 232 patients. They are also exploring the drug in Lennox-Gastaut syndrome and will have 
Phase 3 data in Q1. Needham with a $58 PT in October cited potential for further label expansion as well as physician 
uptake. The firm notes that physicians report they plan to use Fintepla as a 2nd/3rd line treatment in patients who 
remain refractory after Epidiolex. Due to syndrome overlap, the firm believes they could see Fintepla's efficacy extend to 
other rare epilepsy disorders. Leerink positive in December, one of the Top Ideas for 2020, with a $56 PT. The firm thinks 
Fintepla’s strong clinical profile should drive sales of ~$1B in 2029E based on surveys of physicians. They also note that 
Epilepsy is a high operating margin business model, so should drive strong bottom-line profits.  

Intercept (ICPT) will have a PDUFA for Ocaliva in March with an Advisory Committee meeting also likely before. The 
REGENERATE trial is looking at the treatment in liver fibrosis due to NASH. If approved, it would be the first available 
therapy for patients in a condition that often leads to liver transplant. Ocaliva is the only treatment to receive 
Breakthrough Therapy Designation by the FDA for NASH with fibrosis but there are other NASH therapies being developed 
by peers like GILD and VKTX.  NASH is a progressive liver disease that is caused by excess fat accumulation that leads to 
inflammation and potentially cirrhosis and death. REGENERATE looked at 2,400 patients throughout its Phase 3 trial and 
showed significant improvement in fibrosis without NASH worsening at 18 months. The size of the NASH market is a bit 
ambiguous with some estimates as high as 12% of adults in the US (that would be ~30M people). Meanwhile, companies 
have estimated the market to be as big as $35B but like a more conservative target (RBC forecasts a $7B market by 
2026). Jefferies with a $145 PT but seeing upside to $200. Their base case is that OCA becomes the first approved drug 
for NASH and enters the market to become a $2B drug. The upside would be from M&A with many large-cap bios 
interested in a multi-billion dollar asset.  

Puma Bio (PBYI) will have a PDUFA in late April for Neratinib in third-line HER2-positive breast cancer. It is being 
explored in combination with capecitabine. This specific case looks at patients who have had two or more prior 
treatments without success and need other options. HER2-positive breast cancer is present in about 25% of all breast 
cancer tumors and is often more aggressive which means a heightened risk of advancement and death. The current 
standard of care is a drug called trastuzumab and was developed by Genentech in the mid-1990s. There are other 
biosimilars on the market now as well. PBYI believes that the current SoC has a 25% recurrence rate. The NALA trial 
showed positive overall survival rates as well as a strong efficacy. HC Wainwright with a $15 PT for shares seeing 
metastatic breast cancer as a massive opportunity and Nerlynx positioned well to capitalize.  

Neurocrine (NBIX) has a PDUFA in April for Opicapone, a treatment for Parkinson’s patients with OFF episodes. 
Parkinson’s is a neurodegenerative disorder that is caused by a lack of dopamine in the brain which slows motor skills. It 
can also lead to tremors, impaired posture, and difficulty with speech as it progresses. There is no present cure for 
Parkinson’s with the current SoC being levodopa which tries to improve dopamine levels. It can slow some symptoms but 
wears off quickly and causes fluctuations. There are 1M Parkinson’s patients in the US and over 5M worldwide. Opicapone 
is a once-daily COMT inhibitor that slows the clinical effect of levodopa. A COMT inhibitor stops the enzyme catechol-o-
methyltransferase from working as fast as usual. This enzyme converts a portion of the drug levodopa into a useless form 
which causes it to slow its effectiveness.  The BIPARK 1 and 2 studies were conducted with over 1,000 patients. Jefferies 
with a $127 PT for shares but upside to $140. They think Opicapone will be approved in US after filing on existing EU 



data and model peak sales of $165M. Credit Suisse with a $110 PT. They do not think that Opicapone will be sufficient to 
diversify the revenue base away from Ingrezza and to a much lesser extent royalties from Orilissa. 

Reata Pharmaceuticals (RETA) will have Phase 3 data for bardoxolone methyl for the treatment of Pulmonary arterial 
hypertension due mid-year. The CATALYST trial follows positive results for the drug in treating CKD caused by Alport 
syndrome in November. CTD-PAH is a fatal lung disease that impairs the hearts ability to pump blood throughout the 
body. The 5-year survival rate for the disease is currently 44%, significantly lower than other forms of PAH, and thus is 
an increasingly important unmet need. 30% of patients with CTD-PAH have an underlying tissue disease like lupus. 
Bardooxolone methyl activates Nrf2, a protein in the body that regulates how antioxidant proteins react and protect 
against damaging pathogens. The Phase 2 trial showed a meaningful improvement in six-minute walk distance through 
sixteen weeks of treatment. Jefferies with a $308 PT but upside to $427. The firm sees success in both Alport syndrome 
and ADPKD programs (85% and 65% prob of success, respectively) while development paths in ADPKD and other rare 
kidney disease indications that could expand the market are expected to become clearer in 2020. Leerink has RETA as a 
Top Pick into 2020 with a $328 PT. They think NRF2 activation may be a versatile platform with broad therapeutic 
implications beyond these first indications that may appeal to an acquirer.  

PTC Therapeutics (PTCT) has a PDUFA in May for risdiplam for the treatment of spinal muscular atrophy type 1. SMA 
is a neuromuscular disorder that is the leading cause of death among infants and toddlers. Its caused by a genetic 
mutation wherein the child doesn’t have an SMN1 gene which results in less SMN protein in the body. The lack of SMN 
proteins causes muscle atrophy and even death in some cases. SMA Type 1 impacts about 1 in every 11,000 newborns in 
the US. Risdiplam is a daily oral small molecule treatment that creates a sustained boost in SMN proteins throughout the 
body. It has been tested in a broad SMA patient pool with Type 1, Type 2, and Type 3. Their NDA filing was based on 
positive Phase 3 data that showed improvement in motor functions and safety. Sun Trust sees 20%+ upside in 2020 on 
approval while RBC with a $58 PT and positive on the profile and market opportunity of risdiplam, the continued progress 
in its lead gene therapy program GT- AADC, and the early development stage signs within its Huntington's program. 

Myovant (MYOV) will have a busy 1H of 2020 with three key events upcoming. All of them are around their treatment 
relugolix which has potential peak sales of $1B by 2025. First, they expect to file an NDA for their treatment of menstrual 
bleeding associated with uterine fibroids. Second, they expect to file an NDA for their treatment of advanced prostate 
cancer which should be in Q3. And finally, they will have two Phase 3 readouts for the treatment of endometriosis-
associated pain. The latter is due in Q1.  Relugolix is a GnRH receptor antagonist. Leerink positive in December seeing 
MYOV as one of their best ideas in 2020. The firm argues that MYOV is uniquely well positioned financially to enter the 
commercial stage with approval expected in both indications. And, while some concerns exist over the market, Leerink 
believes the endometriosis and uterine fibroids markets are big enough for multiple products. They have a $26 PT as 
Relugolix can gain high 20s percentage market share given its dosing convenience and predictable profile.  

Esperion Therapeutics (ESPR) has a PDUFA for Bempedoic Acid in the treatment of hypercholesterolemia due in late 
February. They will also have a separate PDUFA for bempedoic acid in combination with ezetimibe in late February. There 
is no current plan for an Advisory Committee meeting. Hypercholesterolemia is a longer way of saying someone has 
elevated levels of cholesterol in the blood and is a form of hyperlipidemia. The presence of too much LDL cholesterol in 
the body can cause build up in the arteries leading to hardening and eventually heart attack or stroke. There are 96M 
people with elevated LDL-C and 18M with a cardiovascular disease despite taking a current therapy. Bempedoic Acid is a 
LDL-C lowering therapy that reduces cholesterol biosynthesis and regulates LDL receptors in the blood. It also lowers 
inflammation. Phase 3 studies have shown improvement in LDL-C levels (down 23% vs 5% placebo) while the combo 
study with ezetimibe showed a 29% lowering of LDL-C levels with used with statin. Concerns over the treatment center 
around liver damage. Jefferies thinks ESPR could be a nice M&A target in 2020 given the recent MDCO deal could spark 
interest in the CV, metabolic, and RNAI space. Citi thinks ESPR should trade up to $79 on approval with both the US and 
EU expected to be positive.  

Adverum (ADVM) with a big event upcoming in the 1H of 2020 with cohort two results for their early-stage wet AMD 
treatment ADVM-022. The OPTIC trial, ADVM-022, utilizes a gene therapy approach to improve vision outcomes in 
patients with the progressive disease. Age-related macular degeneration is common in the US with about 200,000 cases 
per year and slowly causes loss of vision as retinal cells die. The latter impacts 10% of patients with AMD and is the 
leading cause of vision loss in the over 60 population. The expected market for wet AMD is 3M globally (1.2M in the US) 
and around $10B in global sales. The current standard of care is intravitreal injections or a shot directly into the eye. The 
most popular injection is Eylea which is an FDA approved anti-vascular endothelial growth treatment produced by 
Regeneron (REGN). ADVM hopes their treatment will lessen the number of shots an individual needs after concerns over 
follow-up or rescue shots in previous data sets. The first cohort did not show a significant improvement in lessening the 



number of shots taken and the second cohort is being treated at a lower dose. Jefferies models both the wet-AMD and 
HAE market potential at $3B annually each while A1AT is smaller ($500M-$1B).  

Acceleron (XLRN) will have a PDUFA in April for Luspatercept, their treatment for Myelodysplastic syndromes (MDS). 
The drug is being developed in collaboration with Bristol Myers (BMY). The company was expected to have an AdComm 
on 12/18 but it was cancelled by the FDA and now they’ll go to the April vote without one. The drug has already been 
approved for the treatment of anemia in patients with beta thalassemia who require red-blood-cell transfusions under the 
name Reblozyl. However, approval came with some label issues surrounding blood clots and hypertension. MDS is a 
group of blood cancers in which bone marrow can’t make healthy RBCs which causes anemia. XLRN says this is a major 
unmet need with the current SoC primarily a hormone stimulant or transfusions which are not only time consuming but 
carry risk of iron overload and infections. The drug has blockbuster potential, according to some analysts. Jefferies sees 
potential for $2B in annual sales. Piper sees a strong launch for the drug given its impressive profile and fully expects 
approval in April.  

Rhythm Pharmaceuticals (RYTM) will submit an NDA for setmelanotide for the treatment of LEPR Deficiency as well 
as POMC deficiency obesity due in early 2020. LEPR deficiency is a genetic condition that causes extreme obesity in the 
early months of life. Babies are born at normal weight and due a constant hunger gain weight at a fast rate. They suffer 
from excessive eating and effects continue throughout childhood. LEPR deficiency is caused by a mutation in the LEPR 
gene that regulates the amount of leptin proteins in the body that regulate body weight. It also impacts the 
hypothalamus in the brain that controls hunger. RYTM’s treatment has shown 15% to 20% weight loss after a year of 
treatment, far better than previous treatments. The treatment is what is called a MC4R agonist that activates a key 
pathway associated with hunger. The company sees a patient pool of 2,000 in the US and potential expansion in 
indications targeting 80,000.  

Biogen (BIIB) with perhaps the most-watched event of 2020 as they advance their Alzheimer’s treatment aducanumab 
towards a regulatory filing and potential AdComm in the 2H of the year.  Alzheimer’s has long been the most exciting area 
of potential therapeutic breakthrough with no current standard of care and a massive patient population (est. 50M 
worldwide). BIIB’s treatment was viewed as the most promising treatment in a field that has seen everyone from small-
cap to mega-cap fail already. But they unexpectedly pulled the Phase 3 in March after a futility analysis. In an even more 
unexpected move, they disclosed in October they would forward with a filing based on a discussion with the FDA. Most 
firms are cautious on the current data set but view the opportunity as so massive that it makes valuation attractive. 
Credit Suisse sees potential for > $10B in peak sales and adding near $100/share from the drug alone. Most importantly, 
however, they note that “we think the desire for an approved drug by the Alzheimer’s community and potentially FDA has 
a created a situation where approval is possible.” Leerink with a $350 PT and Outperform rating. They think Aducanumab 
is worth $225/share in the best-case scenario with the non-adu portfolio worth $225/share and expectations outside of 
Alzheimer’s very low. Goldman cautious noting they see POS at 30%, lower than average, as there are a lot of 
outstanding questions – specifically what drove the differential outcome between the two identical Phase 3 studies. 
Jefferies with a $325 PT with upside to $475 on approval. They like the call option on approval or positive commentary 
from the FDA but the firm sees a very possible scenario where the FDA could ask for another Phase 3 study given all of 
the ambiguity between the two.  

Company Specific Event List 

Acadia (ACAD) 

ACAD Nuplazid Phase 2 ADVANCE trial in Schizophrenia-NS 

ACAD Nuplazid sNDA filing in DRP  

 

Aimmune (AIMT) 

AIMT Palforzia EU approval 2H20 

AIMT Palforzia U.S. approval January  

AIMT AR201 Phase II enrollment for egg allergy 2H20 

 

Agile Therapeutics (AGRX) 



AGRX Twirla PDUFA February  

 

Akebia (AKBA) 

AKBA Vadadustat Phase 3 INNO2VATE in DD-CKD Q2 

 

Allakos (ALLK)  

ALLK AK002 Phase 1 data in Mast Cell GI Q1  

 

Amgen (AMGN) 

AMGN AMG 510 data from Phase 1/2 trial in NSCLC and CRC  

AMGN Omecamtiv mecarbil Phase 3 GALACTIC-HF trial 1H20 

AMGN Otezla PDUFA for sNDA in scalp psoriasis April  

AMGN Tezepelumab Phase 3 NAVIGATOR trial in severe, uncontrolled asthma 2H20 

AMGN Tezepelumab Phase 3 PATH-HOME trial in severe asthma 2H20 

AMGN Tezepelumab Phase 3 SOURCE trial in oral steroid dependent asthma 2H20 

 

Anaptsys (ANAB) 

ANAB ANB019 Phase 3 POPLAR trial in PPP 1H20 

ANAB Etokimab Phase 2 ATLAS trial in AD 1Q20 

ANAB Etokimab Phase 2 ECLIPSE trial 1Q20 

ANAB Etrasimod Phase 2 ADVISE trial in AD 2020 

ANAB Olorinab Phase 2 CAPTIVATE trial in gastrointestinal pain 2H20 

 

Apellis (APLS)  

APLS Phase 3 trial plan for CAD early-‘20 

APLS Phase 3 data in PNH January  

 

Aprea Therapeutics (APRE) 

APRE APR-246 Top-line data from Phase 3 MDS trial 2H20 

 

Aptose Bio (APTO) 

APTO Update on Phase 1 in B-cell cancers 1H20 

APTO Initiate Phase 1 mono/combo in AML 1H20 

 

Athenex (ATNX) 

ATNX Oraxol NDA filling for mBC indication 1Q20 



ATNX Tirbanibulin NDA filing for actinic keratosis 1Q20 

 

Biocryst (BCRX) 

BCRX BCX7353 Filings EU and Japan 1Q20 

BCRX BCX9930 Phase 1 PoC study in PNH 1H20 

 

BioHaven (BHVN) 

BHVN Rimegepant PDUFA February  

 

Biogen (BIIB) 

BIIB aducanumab AdComm 2H20 

BIIB aducanumab NDA submission  

BIIB Tecfidera Mylan IPR decision due February 6, 2020 

BIIB Tecfidera Mylan West Virginia district court case February 4, 2020 

BIIB Tecfidera/Vumerity Banner Delaware district court trial challenging the '001 patent March 24, 2020 

BIIB TMS-007 Phase 2 data in stroke late-'20 

BIIB Tysabri Phase 2 data in epilepsy 1H20 

BIIB BIIB054 Phase 2 data in Parkinson's disease 2H20 

BIIB BIIB104 Phase 2b data in CIAS late-'20 

BIIB BIIB111 (NSR-REP1) Phase 3 data in choroideremia 2H20 

BIIB Opicinumab Phase 2 RRMS data mid-'20 

 

Biomarin (BMRN) 

BMRN ValRox Approval in hemophilia A 2H20 

 

Blueprint (BPMC) 

BPMC Avapritinb PDUFA February  

 

ChemoCentryx (CCXI) 

CCXI Phase 2 data in Focal Segmental Glomerulosclerosis 1H20 

CCXI Phase 2b data in Hidradenitis Suppurativa 2020 

CCXI Phase 2 data in C3G 2020 

CCXI Phase 2 data in Focal Segmental Glomerulosclerosis 2020 

 

Clovis (CLVS) 

CLVS Rubraca & Lucitanib Ph1b/2 SEASTAR readout mid-'20 



CLVS Rubraca CheckMate 9KD data from combo for mCRPC Q4 

 

Constellation (CNST) 

CNST CPI-1205 ProSTAR study in 2L mCRPC mid-'20 

 

Corbus (CRBP) 

CRBP Lenabasum Data from Phase 2b study in CF summer-'20 

CRBP Lenabasum Data from Phase 3 RESOLVE-1 study in systemic sclerosis summer-'20 

 

CytomX Therapeutics (CTMX)  

CTMX Phase 2 data in Solid Tumors for PROCLAIM-CX-072 2020 

CTMX Phase 1/2 data in Solid Tumors for BMS-986249 2020 

CTMX Phase 1 data in DLBCL for PROCLAIM-CX-2029 2020 

 

DBV Tech (DBVT) 

DBVT Viaskin Peanut PDUFA August  

 

DURECT (DRRX) 

DRRX Posidur PDUFA March  

 

Esperion (ESPR) 

ESPR ETC-1002 PDUFA February  

 

Enanta (ENTA) 

ENTA EDP-305 Phase 2 INTREPID study in PBC Q2 

ENTA EDP-938 RSVP Phase 2b adult outpatient RSV study Q3 

 

Exelixis (EXEL) 

EXEL Cabometyx Phase 3 CheckMate 9ER readout early-'20 

 

Evofem (EVFM) 

EVFM Amphora PDUFA for Contraception May  

 

Foamix (FOMX)  

FOMX FMX103 PDUFA for Rosacea June  

 



Gilead (GILD) 

GILD Descovy Submit MAA in EU for PrEP 1H20 

GILD Yescarta Phase 1/II data from ZUMA-6 in combination with atezolizumab 1H20 

GILD/GLPG filgotinib Phase 3 data from the UC SELECTION study Q2 

GILD/GLPG filgotinib Potential U.S./EU approval and launch for RA 2H20 

 

Galapagos (GLPG) 

GLPG GLPG1972 Phase 2 data in osteoarthritis 2H20 

GLPG GLPG3312 Phase 1 data early-'20 

 

Genmab (GMAB) 

GMAB Darzalex Phase 3 ANDROMEDA (for AL Amyloidosis) Q1 

GMAB Darzalex SC formulation PDUFA mid-'20 

GMAB HexaBody-DR5/DR5 clinical data 2020 

GMAB Teprotumumab PDUFA for TED March 8, 2020 

GMAB/SGEN Tisotumab Vedotin (TV) innovaTV204 study of TV in metastatic/recurrent cervical cancer 1H20 

 

Gamida Cell (GMDA) 

GMDA GDA-201 Initiate Phase 1 combo study in NHL 2020 

GMDA Omidubicel Phase 3 in high-risk hematologic malignancies 1H20 

 

Heron Therapeutics (HRTX)  

HRTX HTX-011 PDUFA March  

 

Hookipa Pharma (HOOK) 

HOOK HB-101 Phase 2 safety data in kidney transplant patients 1H20 

HOOK HB-101 Phase 2 efficacy data from the preemptive treatment group 2H20 

HOOK HB-201 Phase 1/II results in HPV16+ tumor patients late-'20/early-'21 

 

Horizon (HZNP)  

HZNP Teprotumumab PDUFA February  

 

Intercept (ICPT) 

ICPT OCA AdComm for NASH April 22, 2020 

 

Immunogen (IMGN) 



IMGN IMGN632 AML & BPDCN (likely at ASH) Q4 

 

Immunomedics (IMMU) 

IMMU Sacituzumab Govitecan PDUFA in Breast Cancer June  

 

Incyte (INCY) 

INCY GRAVITAS-301 Phase 3 GvHD readout early-'20 

INCY Jakafi Phase 3 RESET-272 ET trial readout mid-'20 

INCY Jakafi REACH-3 chronic Phase 3 data and sNDA filing in chronic GvHD 2020 

INCY Phase 3 TRuE-AD trials in AD 1H20 

 

Inovio (INO) 

INO VGX-3100 Data from REVEAL 1 Phase 3 CIN study 4Q20 

 

Insys (INSY) 

INSY Naloxone PDUFA March  

 

Iterum Pharma (ITRM) 

ITRM Sulopenem Phase 3 UTI study 1Q20 

 

Kodiak (KOD)  

KOD Initiate Phase 3 trial in KSI-301 in BRVO 

KOD Initiate Phase 3 trial in KSI-301 in DME 

 

Karyopharm (KPTI) 

KPTI Xpovio MAA decision for triple class refractory MM early-'20 

KPTI Xpovio  Phase 3 BOSTON study (SVd in MM) early-'20 

 

La Jolla Pharma (LJPC) 

LJPC LJPC-0118 PDUFA in Malaria May 

 

MEI Pharma (MEIP) 

MEIP Potential OS data for pracinostate Phase 2 in AML 1H20 

MEIP Phase 1b Update at ASCO June 

MEIP Combo data for 401 + Zanibritinib mid-‘20 

 



Merck (MRK) 

MRK Dificid PDUFA January 

 

Merus NV (MRUS) 

MRUS MCLA-117 Presentation of safety in AML patients 1H20 

MRUS MCLA-128 Additional data from NRG1-fusion harboring solid tumor study end-'20 

 

Myokardia (MYOK) 

MYOK Phase 3 data for Mavacamten in Q2 

 

Neurocrine (NBIX) 

NBIX Elagolix PDUFA in uterine fibroids 2Q20 

NBIX Opicapone PDUFA for Parkinson's disease April 26, 2020 

 

Nektar (NKTR)  

NKTR NKTR-181 PDUFA for Chronic Low Back Pain June 

 

Ovid Therapeutics (OVID) 

OVID OV101 Phase 2 ROCKET study in fragile X syndrome early-'20 

OVID OV935 Data from ARCADE CDKL5 deficiency disorder trial Q1 

OVID OV935 Data from ELEKTRA Dravet syndrome / Lennox-Gastaut syndrome 2H20 

 

Puma Bio (PBYI) 

PBYI Nerlynx PDUFA for 3L+ mBC April, 2020 

PBYI Nerlynx Pre-NDA meeting with FDA for HER2mut mBC and cervical cancer Q4-2Q21 

 

ProQR Therapeutics (PRQR) 

PRQR Phase 1/2 STELLAR trial in Usher Syndrome type II Q1 

PRQR Sepofarsen phase 2/3 ILLUMINATE study of sepofarsen end-'20 

 

PTC  Therapeutics (PTCT) 

PTCT Risdiplam Expected MAA filing for Type 1, 2, and 3 SMA 1H20 

PTCT Risdiplam Full Part 2 data presentation from SUNFISH at SMA meeting February  

PTCT Risdiplam Part 2 of FIREFISH in Type 1 SMA patients Q1 

PTCT Translarna Readout of U.S. dystrophin study, potential NDA submission early-'20 

 



Ultragenyx (RARE)  

RARE Triheptanoin PDUFA July  

 

Regeneron (REGN) 

REGN Arcalyst Phase 3 RHAPSODY trial in recurrent pericarditis 2H20 

REGN Dupixent Phase 3 CHILDREN ASTHMA VOYAGE trial in persistent asthma Q4 

REGN Dupixent Phase 3 trial in eosinophilic esophagitis mid-'20 

REGN Evinacumab NDA filing in HoFH 2020 

REGN Fasinumab Phase 3 trial in osteoarthritis pain 2020 

REGN Libtayo Phase 2 trial w/ cemiplimab and ipilimumab in 2L NSCLC  

REGN Libtayo Phase 3 trial w/ cemiplimab, ipilimumab, and chemo vs pembro in 1L PD-L1 high NSCLC 

REGN Libtayo Phase 2 trial in metastatic basal cell carcinoma 1H20 

REGN Libtayo Phase 3 trial in platinum-refractory cervical cancer 1H20 

REGN REGN3500 Phase 2a trial in AD 3Q20 

 

Sage Therapeutics (SAGE) 

SAGE SAGE-217 SHORELINE study readout 2020 

SAGE SAGE-217 Phase 3 PSG RAINFOREST study in MDD 2020 

 

Sarepta (SRPT) 

SRPT SRP-9001 Initiation of Study 3 with commercial supply 1H20 

SRPT SRP-9001 One-year functional data from Study 2 end-'20 

SRPT SRP-9001 Three-month biopsy data from confirmation Study 3 end-'20 

 

United Therapeutics (UTHR) 

UTHR Trevyent PDUFA April 

 

Vertex (VRTX) 

VRTX Trikafta EU regulatory approval 1H20 

VRTX VX-814 Clinical data from AAT program in people who have two Z mutations 2020 

 

Acceleron (XLRN) 

XLRN ACE-083 Phase 2 study of ACE-083 in CMT Q1 

XLRN BEYOND study in non-transfusion dependent beta thalassemia end-'20 

XLRN Phase 2 PULSAR study in PAH Q1 

 



Zogenix (ZGNX) 

ZGNX Fintepla PDUFA March  

 

Zai Labs (ZLAB) 

ZLAB Niraparib China approval and launch Q1 

ZLAB Optune China approval Q1 

 

Zymeworks (ZYME) 

ZYME Safety data for ZW49 in HER2 malignancies Q1 

ZYME Long-term durability , mPFS estimates for ZW49 2H-‘20 

20 Commercial Launches of Interest 

 

Seasonality 
 
Typically, in this space, I’ll highlight 10-15 names which have seasonal strength over a stretch of months each year. The 
overall indices, as well as individual stocks, have long had seasonal cycles throughout the year where certain groups 
outperform and others lag. They do not work every year as macro events can cause volatility but longer-term certain 
themes have emerged and some of the more commonly held effects like “Sell in May and Go Away” and the “Santa Claus 
Rally” have legs. In 2020, we’ll also deal with the seasonal effects of the Presidential Cycle as we enter the next election. 
This section will give you an outline of where historically stocks, indices, and sectors have been strongest.  

The S&P 500 

Here’s what a five-year average of the group looked like vs 2019 (red vs blue) 



 

 

In 2019, the SPX kept somewhat to the historical script with strength in the Spring and late Fall. April remained a top 
month while November also outperforming. The weakest months remain May and August.  The average monthly return 
during the ‘Summer months’ from May through September has a tendency to lag the ‘Winter months’ from October 
through April.  

If we look at monthly returns going back to January 1994, we see the average monthly return is 0.85%, the max gain 
is 10.92%, and the minimum is -16.51%. We’ve had 27 months with a loss of 5% or more including one in 2019 (May). 
Five of those months have been in August,  five in September, and three in June. We’ve had 42 months with a 5% gain 
or more in that period including two in 2019 (January and June). Six of those were in October, five of those were in 
November, and four of those were in March, December, July and April.  

And here’s a 25-year mosaic of monthly returns for the S&P since 1994: 



 

The Nasdaq (QQQ) and Dow Jones (DIA) follow a similar seasonal pattern as the S&P. On a month-to-month basis, 
the best performing times of year are April, May, July, and November. The worst months are June and September. Over 
the last 20 years, the Nasdaq has averaged 0.85% return per month. The Dow averages 0.77% per month. 

The QQQ tends to have bigger extremes than either the S&P or the Dow. In 2019, the index had six months with a 4% 
absolute move. The best month for the Nasdaq over the last 20-years was a 23.5% return in December 1999. The worst 
month was February 2001 when the group fell 26.2%. The average max gain is 14.4% while the average max loss is a 
15.5% decline.   

 
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Max% 10.13 19.01 10.32 17.88 8.87 11.90 8.45 14.05 13.17 18.49 16.95 23.51 

Min% -11.89 -26.20 -17.50 -13.47 -11.87 -13.13 -8.64 -13.38 -19.88 -15.48 -22.91 -12.07 

 

The DIA is less volatile with the best month since 1994 returning 10.34% while the worst month was a 15.23% decline. 
In 2019, there were two different months with 7%+ gains and two (January and June) were the best years for that 
month in twenty-five years. The best average max gain was 7.55% while the average max loss was an 8.62% decline.  

 
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Max% 7.3 8.02 7.84 10.09 4.86 7.4 8.43 7.26 7.89 10.34 8.87 6.77 

Min% -8.34 -11.20 -5.43 -3.98 -7.49 -9.88 -5.65 -15.23 -12.04 -13.40 -5.05 -5.84 

 

Presidential Year Seasonality 



In 2020, we’ll be in the fourth and final year of President Trump’s elected term in office with the election in November. It 
will also be the second year of a split congress (Democrats won back control of the House late in 2018). As we discussed 
last year, gridlock is good for markets. BAML noted that average annual total returns for the S&P 500 with a split 
congress and Republican President are 12% (although the second smallest sample size). 

 

Of note, there are three scenarios that have faired better and considering the election in November, they should be 
looked at for potential 2021+ strategies. If Trump were to lose, all three scenarios with a Democratic president have 
fared better on an average annual return basis. If Trump loses and we maintain a split, the average return is 16% 
although only four years. If Trump loses and the Democrats win back the Senate, the average annual return is 14.1% 
and a far larger occurrences.  

Of the four year cycle, year four is the second-best of the cycle.  



 

 

Other notables  

Crude Oil  

 

Crude oil is impacted by seasonality due to the Summer driving season in the US and rise in gasoline demand. This tends 
to occur in the Spring from April through June and can often start as early as March. Over the past five years, crude has 
peaked in Q2 and faded throughout the Summer and early Fall. The worst performing months are November and July 
while the best performing month is April.  This is the five-year breakdown by percentage:  

Jan Feb March April May June July Aug Sept. Oct Nov Dec 

-0.5 -0.7 0.8 9.3 -3.4 2.1 -6.8 -0.01 2.1 -1.9 -4.7 -1.4 

 



 

Gold 

 

Gold is also seasonal, although 2019 bucked some key trends given such strength throughout the Summer. The best 
months historically have been January and August, the former seeing strong inflows each of the last five years. The worst 
months have been November and September. The average monthly return is 0.41%.  

Jan Feb March April May June July Aug Sept. Oct Nov Dec 

5.1 1.1 -0.9 1 -1 1.9 -0.9 2.1 -1.7 0.7 -3.5 1.1 

 

Bonds  

 

Bonds show strong seasonal trends as well with the Summer months best performing. Over the last five years, bonds 
have climbed steadily from early May before peaking in August. The Fall has tracked lower every year since 2009. The 
best months are January, August, and May.  The worst month is October, lower each of the last five year.  

Jan Feb March April May June July Aug Sept. Oct Nov Dec 

2.7 -1.2 1.8 -1.3 1.8 1 1 2.8 -1.5 -1.8 -1.4 1.3 

 



Sector Analysis 

Let’s look at some individual sectors now and how they’ve fared against the S&P, so we can build a portfolio that makes 
optimal use of seasonally strong periods.  

Consumer Discretionary (XLY) – In 2019, the best months for XLY were January and June, both outperforming the 
S&P. Historically, the strongest months for the XLY are March and April with January through April the strongest 
grouping. The weakest months are August and December. Over the last five years, the XLY has outperformed the SPX 
most often in February, March, July, and November. This is the XLY vs SPY.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLY 0.01 0.22 2.5 2.43 0.23 -1.02 0.7 -0.33 -0.66 2.38 2.07 2.01 

Diff -0.42 0.05 1.02 0.6 -0.71 -0.94 -0.16 -0.04 -0.63 0.5 0.29 0.69 

 

Name in Focus – Estee Lauder (EL) 

Estee Lauder shares have been seasonally strongest in the Spring, similar to XLY, with the best month going back to 2000 
has been March with 15 of 19 years higher. The average closing move has been 4.2%, the best of any month during the 
year.  

 

Staples (XLP) – In 2019, the best month for XLP was June, although underperforming the S&P. The strongest months 
for the XLP are October, November, and March. The weakest month is June. Over the last five years, the XLP has 
outperformed the SPX most often in August and May although a very mixed bag with no single month beating the S&P in 
more than 3 of the last 5 years. This is the XLP vs the SPY.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLP -1.1 0.12 1.2 0.78 1.09 -0.49 0.75 0.21 -0.11 1.82 1.35 1 

Diff -1.53 -0.05 -0.28 -1.05 0.15 -0.41 -0.11 0.5 -0.08 -0.06 -0.43 -0.32 

 

Name in Focus – Coca Cola (KO)  

Coca Cola shares have been seasonally strongest in March, April and May which aligns well with relative outperformance 
for the XLP. March has closed higher in 15 of the last 19 years while April higher in 14 and May higher in 13. March and 
May are tied for the best performance with an average 2.2% close higher.  



 

Energy (XLE) – In 2019, the best month for XLE was January, up over 11%, while the worst month was May down over 
11%. The strongest months for the XLE are March and April with Spring the strongest three-month grouping and aligning 
with crude’s seasonality. The weakest months are January and July. Over the last five years, the XLE has outperformed 
the SPX most often in March and April.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLE -0.49 0.93 2.84 3.72 0.73 -0.2 -0.29 -0.25 -0.46 0.81 0.8 1.91 

Diff -0.92 0.76 1.36 1.89 -0.21 -0.12 -1.15 0.04 -0.43 -1.07 -0.98 0.59 

 

Name in Focus – Halliburton (HAL) 

Halliburton shares have traded higher in 14 of the last 19 years, its best month by far, and aligns well with a strong 
month for the XLE relative to the overall market. HAL shares have closed higher by 6.3% on average in April as well 
which is nearly 2% higher than any other month.  

 

Healthcare (XLV) – In 2019, the XLV underperformed the SPX with weakness from April through September. The best 
months were October and November, both up over 5% and beating the overall market. The strongest months for the XLV 
are March and April. The weakest month is September. Over the last five years, the XLV has outperformed the SPX most 
often in December, January, and June. It was weakest in September and October.  



  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLE 1.1 -0.02 1.21 1.65 0.77 0.28 0.9 -0.19 -0.98 0.82 1.35 2.21 

Diff 0.67 -0.19 -0.27 -0.18 -0.17 0.36 0.04 0.1 -0.95 -1.06 -0.43 0.89 

 

Name in Focus – United Health (UNH) 

United Health shares have traded best in November and December, closing higher in 15 of the last 19 years, and both the 
best months on a percentage basis as well (4.5% and 3.6%). This aligns well with healthcare outperforming in December 
and into January, ideal position timing. The worst month has been February.  

 

 

Materials (XLB) – In 2019, the best months for XLB were June and January, the former up 11.5%. The worst month 
was May which underperformed the SPX by 1.6%. The strongest months for the XLB are April and March with February 
through May the strongest multi-month grouping. The weakest months are January and September. Over the last five 
years, the XLB has outperformed the SPX most often in April and December.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLB -1.69 1.36 1.86 3.19 0.08 -1.16 0.93 -0.5 -2.53 2.54 2.79 2.63 

Diff -2.12 1.19 0.38 1.36 -0.86 -1.08 0.07 -0.21 -2.5 0.66 1.01 1.31 

 

Name in Focus – Ecolab (ECL)  

Ecolab shares have shown seasonal strength over the last twenty years in the Spring with March, April, and May the best 
performers. This aligns well with strength in the XLB which outperforms the SPX during February through April. The best 
month for ECL is March, higher 16 of the last 19 years, with an average closing move of 4.4%.  

 



 

Industrials (XLI) – In 2019, the best months for XLI were January, June, and February where it outperformed the SPX 
in all three. The weakest month was May which underperformed the S&P by 1%. The strongest months for the XLI are 
November and April with October through December the strongest multi-month grouping. The weakest months are June 
and January. Over the last five years, the XLI has outperformed the SPX most often in April and December.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLI -1.41 0.01 2.13 3.13 0.59 -1.39 0.92 0.09 -0.74 1.35 2.59 2.37 

Diff -1.84 -0.16 0.65 1.3 -0.35 -1.31 0.06 0.38 -0.71 -0.53 0.81 1.05 

 

Name in Focus – Honeywell (HON) 

Honeywell has shown seasonal strength in July, closing higher 14 of the last 19 years and this aligns with strength in July 
for the XLI. The group has outperformed the SPX November and December as well, another strong stretch for HON and 
sets up for an ideal long from July through year-end. The average closing price in July has been 2.2%.  

 

 

 



Financials (XLF) – In 2019, the best months for the XLF were April, January, June, and November. It outperformed the 
SPX in seven of the twelve months including each of the last four. The strongest months for the XLF are March, April, and 
October with the Spring period the strongest three-month grouping. The weakest months are January, February, and 
August. Over the last five years, the XLF has outperformed the SPX most often in March and April. The XLF tends to be 
the one group which goes on multi-month runs beating the S&P. Since 2013, it has had three different three-month 
stretches, one four month stretch, and two different five month stretches.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLF -1.19 -1.39 2.67 2.83 0.17 -1.44 1.34 -0.08 -0.99 2.08 0.35 1.62 

Diff -1.62 -1.56 1.19 1 -0.77 -1.36 0.48 0.21 -0.96 0.2 -1.43 0.3 

 

Name in Focus – American Express (AXP) 

American Express shares are seasonally best in April closing higher in 16 of the last 19 years. This aligns with two months 
of outperformance for the XLF vs the SPX. The average closing move in April is 8.4%, by far the best month, and aligns 
with earnings.  

 

 

Biotech (XBI) – In 2019, the best months for the XBI were January, November, June, and October. It outperformed the 
SPX six months. The worst month was May while the worst month relative to the SPX was September with a spread of 
6.8%. The strongest months for the XBI are July, November, and January. The strongest stretch of months is mid-year 
from April through July. The weakest months are August and October. Over the last five years, the XBI has outperformed 
the SPX most in July, January, and June.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XBI 2.94 0.78 1.44 0.72 2.49 2.27 4.69 -0.62 0.5 -1.27 3.12 0.8 

Diff 2.51 0.61 -0.04 -1.11 1.55 2.35 3.83 -0.33 0.53 -3.15 1.34 -0.52 

 

Name in Focus – Alexion (ALXN)  

Alexion has shown seasonal strength in July with shares closing higher in 15 of the last 19 years. This aligns with XBI 
which outperforms the SPX in May, June, and July with the latter the best month with a more than 3.8% spread. ALXN 



has closed higher on average by 7.5% in June and 5.6% in July. Its worst month is April/May and likely gives a nice low 
to trade against.  

 

Utilities (XLU) – In 2019, XLU was strongest in August and September. The strongest months for the XLU are April, 
December, and October. The worst month was November. The group performs best from March through May. The worst 
month for shares is February. The worst stretch is early in the year in January and February. The best performance 
against the SPX is April, March, and August. The worst month relative to the SPX is November.  

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

S&P 0.43 0.17 1.48 1.83 0.94 -0.08 0.86 -0.29 -0.03 1.88 1.78 1.32 

XLU -0.56 -1.06 2.1 2.68 0.68 0.53 -0.12 0.28 0.31 0.93 0.11 1.41 

Diff -0.99 -1.23 0.62 0.85 -0.26 0.61 -0.98 0.57 0.34 -0.95 -1.67 0.09 

 

Name in Focus – Suburban Propane (SPH) 

Suburban Propane shares have closed higher in 85% of April months over the last 15 years with an average closing move 
of 4%. This aligns with March and April where the XLU outperforms. May is one of the weaker months.  

 

 

Other stock tables – By Month  



 

January 
 

Strongest Weakest 

SPH, ILMN, ALKS, DIS, NFLX, LNG, COHR, RMD, , 
BMRN, MRVL, JEC, HRS, HAS, XLNX, UNH, TSEM, 
SGEN, RGR, O, MXIM, LOGI, FIS, CRUS, BMO, ULTI, 
PAAS, SNBR 

NVDA, HA, WAB, GIS, CHDN, KO, CVX, ALL, MOV, 
KFY, BANC, MANT, GME, GRMN, PGR, OSTK 

 

February 
 

Strongest Weakest 

DKS, HSY, BKNG, CNX, ETN, LII, SIVB, IR, CAT, 
CFR, CHD, DEO, IEX, BIG, EAT, EMN, TEX, RRGB, 
RS, GIL, CPRT, WCN, AMED, CME, MCO, CMA, SKX, 
AZO, DRI, EL, HIG, ANSS, ADSK, HP, VFC, BC, TTC 

REGN, BCO, CCI, EGHT, RYAAY, KNX, SGEN, LPSN, 
EQIX, EXAS, MYGN, AMRN 

 

March 
 

Strongest Weakest 

WCN, FLWS, CRL, SNY, RCII, AME, QCOM, LPNT, 
MAS, ENTG, ANTM, ADS, AAP, YUM, SBUX, NFLX, 
INGR, BBBY, PLT, FMX, SIG, PII, PEP, NTRI, MCO, 
EOG, ECL, COO, BIG, AZZ, JACK, EL, DRI, CNQ 

OPK, LCII, THO, KTOS, EGO 

 

 

April 
 

Strongest Weakest 

HSBC, DEO, CCI, PAA, ALB, WFT, SWN, WAB, AXP, 
OKE, MDLZ, XRAY, IDXX, YUM, RSG, SU, GIL, HAL, 
ITW, CP, BMO, MTOR, ABB, MMP 

QCOM, MLHR, NDAQ 

 

May 
 

Strongest Weakest 



SNY, XRAY, FIS, DGX, BK, MDT, UNH, JCI, CPRT, 
CTAS, GIS, IEX, NOC, POWI, GD, ACN, USNA, MCK, 
DLTR, RSG, IGV, MCO, FFIV, EW, TTWO, NTES, 
DDS, CAL, SAFM, PGR, KO, PKI, CAG, K 

TCX, HZO, CM, MMP, DKS, GTN, CIG 

 

June 
 

Strongest Weakest 

AMX, KTOS, SAM, JCOM, MOV, ORCL, PLT, ILMN, 
LCII, CNC, OSTK, JBLU, INFY, WAT, EPD 

ODFL, SMG, TSEM, ORAN, STM, IDCC, ABB, PDCE, 
BK, AVT, BGG, TEX, SLAB, ON, WYNN, PNC, LTM, 
WDC, CENX 

 

 

July 
 

Strongest Weakest 

SPH, AMGN, CTSH, GLNG, HON, PBR, STLD, AEO, 
WCN, USB, CLX, ISRG, PUK, PKG, SAP, CNI, CERN, 
HOG, CELG, HDB, FISV, MOS, PEP, VALE, PRU, 
BMO, ITUB, ALXN, BIIB, HSBC, KIM, RY, GS 

CLB, WCC, TUP, VRNT, CRZO, EXAS, AMRN, EL, GG, 
SYNA, CMD 

 

August 
 

Strongest Weakest 

NVDA, TLT, AEE, NTGR, ADSK, XLNX, FIS, HUM, O, 
STMP, NTAP, SMG, STE, BCOR 

TMUS, SPWR, UNG, CIEN, JBHT, RSG, MT, STLD, 
CLDX, F, PIR, SBAC, TTMI, URI, FL, DLTR, LUV, 
NAT, DB, DIS, NUE, HPQ, XPO, CMC, PCAR, PDCO, 
AOS, CSX, TXT, WDR, STT, EXPD, ORCL, T 

 

September 
 

Strongest Weakest 



NVS, PAYX, PDCO, PZZA, TD, INTU, CPE, SGEN, T, 
GD, ADP, ACN, LMT, ZBH, DUK, SONC, MCO, NFLX, 
STE, ROP, CHKP, RY, BNS, DVN, DEO 

LNG, SKX, ON, BLDR, OI, CY, NUAN, HTZ, AXL, TER, 
GPS, X, CX, LSCC, GGB, TRMB, EXEL, GPK, NRG, 
ABB, CMI, MRVL, CNX, FIS, LPX, AER, ANF, AA, 
MOS, ALK, AMAT, GES, ING, HON, LRCX, FLR, FLS, 
AAPL, CE, ROST, TSM 

 

October 
 

Strongest Weakest 

GS, CHKP, ADP, SYY, TSM, CTSH, MS, RCL, STMP, 
HSBC, ADBE, AAPL, PII, RJF, TRV, RY, GPN, LCI, 
INTU, MSFT, VOD, SCHW, IEX, WBA, PFE, HRL, 
BBT, RSG, BLK, LKQ, SLAB, TPR, SMG, DEO, ORAN, 
CB, BWA, ING, LRCX, ALK, GPS, PGR, ADM, ACN, 
NUE, ORCL, LUV, SEE, DIS, SNA, TXT, AMX, C, UTX, 
UNH, KO 

CYH, EXAS, CDE, KGC, AEM, KND, DAR, THC, PPC, 
AU, RCII, NEM, PAAS, GPOR, MDR, XRX, WEN, EW, 
CVA, HES, CI, MNST, MCK, ABC, RRC, CAR, MRO, 
RTN, BAX, LEN, MSI, LMT, NVO, NOC 

 

 

November 
 

Strongest Weakest 

UPS, MCD, NDAQ, VMC, MMM, IEX, LII, TPR, WWD, 
AAP, PH, RTN, RMBS, SYNA, TRMB, AYI, DGX, 
NVDA, GPS, ROK, A, CI, FFIV, TOL, EMR, UNH, TTC, 
HRL, PNC, DIS, FISV, RMD, MD 

NE, WFT, APA, PBR, TDW, NBL, PTEN, KIM, CBL, 
OII, STO, SLB, EA, EOG, SU 

 

 

December 
 

Strongest Weakest 

UL, TCO, GNTX, MSM, MAC, PLT, PKG, CNMD, BCO, 
SYK, BG, UTX, ZBH, WEN, BSX, CM, CB, EPAY, 
TREX, MOS, CTB, IPG, CLF, UNH, SNN, NVO, OMC, 
HRB, MGA 

AEO, CRUS, BBY, NUAN, SINA, DLTR, HAL, FCX, 
FLO, TTWO, CNI, TSCO, LRCX, EBAY, CERN 

 

 

 



Technical Momentum into 2020 with Consolidation Patterns Near Breakouts or Freshly 
Breaking Out 

*With many stocks at record highs we can look at measured moves, trend/channel resistance, and Fibonacci 
extensions as upside targets as there is no price memory at these levels* 

Abbott Labs (ABT) shares in a long channel up pattern the last two years and closing 2019 strong looking to extend 
past the Summer highs with room to push to $100. 

 

CoStar Group (CSGP) shares forming a bull consolidation since July and recent upside call buying for June 2020 
expiration, looking to clear this trend line and make a run to new highs. 

 

 

 



Intuitive Surgical (ISRG) shares closing the year at new highs and working out of a long sideways consolidation that 
measures to upside above $700. 

 

Intuit (INTU) forming a weekly pull wedge pullback to support and MACD nearing a bull crossover, above $272 can see 
trend continuation to new highs above $300. 

 

 

 

 

 



Lockheed Martin (LMT) working out of its handle in a large weekly cup and handle pattern that measures to a $420 
target. 

 

Zoetis (ZTS) freshly breaking out of a sideways consolidation range with weekly MACD set to cross bullish. 

 

Caterpillar (CAT) with a major trend breakout late in 2019 and then flagged with shares now working out of that 
pattern, the base breakout targets a move up to $175. 



 

Celanese (CE) shares with a multi-week consolidation after clearing a key 2018 resistance level that acted as support on 
a re-test, a pattern measuring to $155. 

 



Salesforce (CRM) spent much of 2019 in a choppy sideways range and enters 2020 looking to clear $165/$170 zone 
and make a trend move. 

 

Kansas City Southern (KSU) shares with a multi-week tight bull flag looking to break higher and make a move to 
$170. 



 

NICE (NICE) in a long consolidation weekly flag pattern looking to clear $160 and make a move to a $180 target. 

 



Old Dominion (ODFL) forming a nice consolidation pattern back to moving average support and can see an upside run 
on a move above $191. 

 

Pulte (PHM) shares have pulled back testing support while forming a multi-week bull flag, a strong pattern with 
breakout potential early in 2020. 



 

PayPal (PYPL) shares working out of a long weekly base to finish 2019 that targets a move back to $118. 

 

Charter (CHTR) working out of a weekly bull flag that targets a move up to $525. 



 

Costco (COST) pulled back nicely and basing on weekly moving average support while having a clear consolidation 
pattern that sets up for a potential explosive breakout early in 2020. 

 



Coupa (COUP) with a diamond pattern that can be a continuation pattern, triggers above $155. 

 

Franco Nevada (FNV) running strong to close the year out of a key weekly bull flag pattern. 

 



Ferrari (RACE) with a twenty-five point cup and handle near a breakout that can target a move to new highs at $200. 

 

Roper (ROP) long weekly pullback wedge pressing up against trend resistance and nearing a potential breakout. 

 



Sherwin Williams (SHW) working out of a nice weekly base and pullback looking to extend a trend move up to new 
highs. 

 

West Pharma Services (WST) working out of a long weekly bull flag that targets a move to $175. 



 

Yeti (YETI) shares working higher to close the year and a large ascending triangle nears a breakout with a high short 
float, potential explosive set-up. 

 



Akamai (AKAM) with a bull wedge pullback to support and setting up for a potential continuation move higher in 2020. 

 

 

Large 2020 Options Open Interest Positions of Note 

February 2020 Notable Open Interest 



 



 

March 2020 Notable Open Interest 



 



 

April 2020 Notable Open Interest 



 

 



May 2020 Notable Open Interest 

 

June 2020 Notable Open Interest 



 



 

July 2020 Notable Open Interest 



 

August 2020 Notable Open Interest 

 

September/ October/ November/ December 2020 Notable Open Interest 



 

 

 

Notable Short Puts 
 

Short put positions are important to recognize in open interest because they show a trader’s willingness to own stock at a 
certain level. It can often be an expression of where someone sees value in a stock that may be extended on a relative 
basis. And, it often shows confidence in a stock that may have sold off for one reason or another. When looking through 



options trades every day, we identify a number of these trades where someone is short naked puts. Below is a table of 35 
recent short put sales that are within 5-10% of the strike price where they would be willing buyers.  

 

Spirit Airlines (SAVE) has seen a number of short puts open in recent months including the March $37.50 strike, 
January $35, and January $45 which are underwater. SAVE has traded in a narrow range since August. SAVE is the 
largest ultra-low cost carrier in the US with 600+ daily flights and an expanded footprint in 23 of the top 25 metro areas. 
They have a cost-advantage over peers given better asset utilization, operational efficiency initiatives, and programs like 
flight crew refreshes and investments in tech. SAVE has been executing on a number of non-ticket revenue drivers for 
2020 including building out their ancillary offerings (now ~50% of the mix), website merchandising programs, and a 
redesigned loyalty program, hotel/car bundling.  

 

 

Crown Holdings (CCK) a name that has seen some sizable short puts open into strength with the July $70 puts sold 
3000X in late November. CCK has a lot of April $65 calls in OI as well. Put sales into strength, especially at-the-money, 
show how much conviction a trader has in the current trend continuing. The $9.92B company has tailwinds as well from 
the secular shift from plastic bottles to aluminum cans. In early November CCK announced a strategic review that could 
result in a substantial capital return plan. CCK is targeting strong FCF that will allow them to delever back to 3.5X to 



4X.  Their Signode acquisition has been a near-term drag given pricing concerns but multi-year cost synergies ramping 
and sets CCK up well longer-term with strong market position in the EU. 

 

 

DuPont (DD) has seen a number of short puts open into weakness including the April $55 strike in late December, the 
June $50 strike, July $55 strike, and Jan. $60 strike. It also has a number of call positions in OI including over 6,000 
January $67.50 calls from early December that opened in risk reversals. The $47.5B company has been largely 
rangebound since its split from DowDuPont earlier in 2019 and is back near support that has held up several times. 
Shares trade 15X earnings and 1.3X sales with expanded margins despite a tough environment as they cut costs and see 
some pricing power improvements. DD is undergoing a lot of asset divestitures to re-focus the company and recently 
reached a deal with IFF to merger their Nutrition business together in a RMT. DD could also sell their transportation 
business which makes automotive adhesives in 2020.   

 

 

 

 



DISCLAIMER: 

Data Accuracy: This report was prepared from 12-01-19 to 12-31-19 so some of the figures may not be 
exact as of the end of 2019, but due to the time-intensive nature of the project it was required.  The data 
provided is deemed to be reliable and was collected from multiple sources.  Charts are provided courtesy of 
Finviz.com and Tradingview.com.  

Not Investment Advice or Recommendation 

Any descriptions "to buy", "to sell", "long", "short" or any other trade related terminology should not be seen 
as a recommendation.   

Content is for informational and educational purposes only. You alone will need to evaluate the merits and risks 
associated with the use of this content. Decisions based on information provided are your sole responsibility, 
and before making any decision on the basis of this information, you should consider (with or without the 
assistance of a financial and/or securities adviser) whether the information is appropriate in light of your 
particular investment needs, objectives and financial circumstances. Investors should seek financial advice 
regarding the suitability of investing in any securities or following any investment strategies. 

I am not a registered investment advisor. Opinions and trade recommendations are solely my own, and I advise 
everyone to know the risks involved with trading stocks and options. I encourage every trader to do his/her own 
research prior to making a trade, and be sure to know all the risks involved. 

 
No reference to any specific security constitutes a recommendation to buy, sell or hold that security or any other 
security. Nothing constitutes investment advice or offers any opinion with respect to the suitability of any 
security, and the views expressed on this website should not be taken as advice to buy, sell or hold any security. 
In preparing the information contained in this website, we have not taken into account the investment needs, 
objectives and financial circumstances of any particular investor. This information has no regard to the specific 
investment objectives, financial situation and particular needs of any specific recipient of this information and 
investments discussed may not be suitable for all investors. 

OptionsHawk Inc. assumes no liability for any consequence relating directly or indirectly to any action or inaction 
taken based on the information contained in this report. 

Any copying, re-publication or re-distribution of Provider content or of any content used on this site, including 
by framing or similar means, is expressly prohibited without prior written consent of Provider. 

All rights are reserved. No license is granted to the user except for the user's personal use. No part of this 
publication or its contents may be copied, downloaded, stored in a retrieval system, further transmitted, or 
otherwise reproduced, stored, disseminated, transferred, or used, in any form or by any means, except as 
permitted under agreement with OptionsHawk Inc.  Violators will be prosecuted to the full extent of the law. 

 

 


