
 
 

 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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 Question: We are coming off the best week for the market this year. The S&P 500 rose more 
than 3%, though it is up only 1.5% for the complete year to date. Was this all about the Federal Reserve 
and their indication they plan to raise rates in December? 
 Answer: Investors first started to anticipate a rate hike in the spring, but the Fed kept delaying. 
Each time they put a rate hike off, investors were left to wonder whether the central bank knew 
something that the market didn’t. We think the views of the market and the central bank on the 
forecast – modest growth, little inflation -- are now aligned. 
 
 Question: What is the Argus view on the economy? The third quarter growth rate was only 
1.5%. Is that enough to raise rates? 
 Answer: The second-quarter growth rate was 3.9%. That was probably a bit higher than normal, 
while the 1.5% was lower than normal. The delta was in inventories, which rose sharply in 2Q but then 
fell sharply in 3Q. We think the best way to view these past two quarters is to average them. When you 
do that, you get an average growth rate of about 2.7%-2.8%. We think that’s the speed for the economy 
right now, and probably for the next few quarters, too. 
 
 Question: So the recent payroll report, with 270,000 new jobs, is not going to be the new 
normal headed into 2016? 
 Answer: Our economics team was surprised that jobs growth was so strong last month. A couple 
of the key drivers for jobs growth in the past two years have been the oil and gas and mining sectors. 
But companies in those industries are cutting jobs now, not adding. So that boost is missing. That said, 
employment trends are clearly positive: The unemployment rate has fallen from 10% in 2009 to 5%. The 
long-term unemployment rate – the U6 rate – is now down below 10%. This is good for the consumer. 
But unemployment claims are at cyclical lows, and we think the trend here is going to be higher. In the 
past few weeks we have seen major layoff announcements from companies like 3M and GE. We think in 
2016, the average nonfarm payrolls report is going to be closer to 150k than 250k. 
 
 



 Question: How frequently will the Fed raise rates in 2016? 
 Answer: Not very frequently as we see it. This is not the Greenspan Fed, with a rate hike every 
meeting. We think the U.S. economy is tentative here and the global economy is clearly weakening. 
Higher rates in the U.S. attract capital that could be funding growth in emerging markets, and the Fed 
doesn’t want to disrupt global growth. We think the Fed will be glad to get one hike in before the 2016 
political campaign begins, and then they will go slowly during next year. We would be surprised to see 
the fed funds rate higher than 0.75% or 1.00% this time next year. 
 
 Question: What impact does Argus expect the rate hike to have on stocks next year? 
 Answer: Stocks should be fine. We think we are seeing a bit of that outlook in the recent market 
performance. Earlier this year, we conducted a study about the reaction in the stock market to a rate 
hike, and, perhaps surprisingly, stocks are generally fine during the first year after that first hike. P/E 
ratios hold up and stock prices see moderate to good gains – about 10%. This conclusion is particularly 
true when interest rates and inflation are low as they are now. 
 
 Question: So then Argus is bullish on the stock market into 2016? 
 Answer: Yes, we were bullish in the spring of 2009 – when our Chief Investment Strategist Peter 
Canelo saw “Light at the End of the Tunnel.” We were bullish when stocks corrected in August of 2011 
and then again in August/September of this year. And we are bullish now. 
 We expect to see economic growth of 2%-2.5% in 2016. As we have seen in the past few years, 
the economy probably won’t be hitting on all cylinders. Right now, the government is spending again, 
but exports are weak. Housing is strong. The consumer remains strong, and that’s going to be the key. 
 We expect interest rates to remain low but move higher. That’s not a great outlook for the other 
primary asset class: bonds. Again, this favors stocks. 
 We look for better earnings growth in 2016. Earnings are probably going to be flat at best – 
maybe down a bit – in 2015. That’s primarily because of the recent strength in the dollar. But we don’t 
see the dollar moving much higher this cycle. On a trade-weighted basis, the greenback is almost back to 
all-time highs set back in 2000. It may rise a bit in 2016, but not at the pace we saw in 2015. That should 
provide a better environment for earnings growth next year. 
 And we still think stocks are undervalued, based on our model that compares an investment in 
equities to an investment in bonds, in the context of earnings, interest rates and inflation. They are not 
the 50% undervalued we saw back in 2009. The rally this bull market has erased much of that discount. 
But remember that not only have stocks risen, but earnings have grown to record levels as well. And 
interest rates are low. On our model, stocks are still about 5% undervalued. And we don’t expect the 
bull market to stop at just fair value. Our target price for the S&P 500 in 2016 is 2275-2300. 
 
 Question: What is Argus’ sector outlook? What is Argus’ view on Tech stocks and Healthcare 
stocks? 
 Answer: We have Over-Weight recommendations on both of these sectors. Tech right now 
accounts for about 20% of the market, and we think it should be 23%-25% of a diversified investor’s 
equity portfolio. Healthcare is about 15%, and we think it can be 18%-20%. 
 In Technology, we have two kinds of companies we like: companies that are growing revenues, 
and companies that are paying hefty dividends and are in turnaround mode. 
 In Healthcare, there are two important trends going on. One, we are seeing a real R&D 
renaissance, much like the 1990s, and pharma and biotech companies are coming out with important 
new drugs for conditions like MS, diabetes, cancer and even cystic fibrosis. They are also making some 
headway on Alzheimer’s. So the drug companies that are bringing major drugs to market are attractive 
to us. The second trend is M&A. A lot of healthcare company CEOS are sitting on major gains in their 



stock prices, and they are using this currency to buy smaller – and sometimes not-so-small companies. 
This trend also looks like it is going to continue for a while, probably on a global basis. 
 
 Question: How about the Consumer sector? 
 Answer: Well, as you know, the consumer group is dividend into two parts: an economically 
sensitive group and a staples group. Together, these groups account for about 25% of the market. We 
think that allocation is about right. We recommend an Over-Weight on the Discretionary group and an 
underweight on Staples.  
 In the Discretionary area, we like the retailers that are innovating their business models. These 
are the ones that are integrating on-line operations into their business and fending off the all-on-line 
retailers. Or those that have multiple revenue streams, including membership fees along with sales. In 
the media group, we see values, as this group sold off sharply during the market pull-back in August and 
September. But focusing on financial strength will be important. Our Analyst Reports all include a 
section on Financial Strength, and we rate each company on a five-point scale. 
 In Staples, we think valuations are too high, given generally low growth outlooks. However, 
there are a few companies we like. Some new companies we have added to coverage focus on products 
targeted toward millennials. We recently highlighted several of these in a Millennial model portfolio, 
which we published in a recent Special Situations report. 
 
 Question: How about Energy? Do you think oil prices are at a bottom here? 
 Answer: Let’s start with oil prices. The price of West Texas Intermediate Crude is now below our 
fundamental forecast range of $40-$60. Our range is based on demand trends, supply trends, price 
futures and our conversations with energy management companies. So we think they are about as low 
as they will go. Could they go lower? Yes, especially if growth in China falls below the target of 6%-7%. 
But oil prices have touched this low at least twice this year and have bounced back. We expect to see a 
similar rebound here. 
 As for the Energy sector, we have a Market-Weight rating on it. Energy now accounts for about 
7% of the S&P 500. That’s down from close to 15% just a few years ago. The all-time low, set back in 
1998, was 5%. So Energy is likely near a bottom. But we don’t see a lot of triggers for the upside. We like 
the yields on some of the big integrated companies. And trends are positive for refiners. We are getting 
a lot of calls on MLPs. We are cautious here. There may be a lot of tax-selling in these next few weeks. 
The outlook could be better in early 2016. 
 A sector we do like, which is linked a bit to the Energy group, is Industrials. We recently boosted 
our rating on this sector to Over-Weight. The industrials have underperformed this year because of their 
exposure to the oil patch and because of their global operations. But we expect to see a better dollar 
this year (lower, or at least not rising as fast) and the Industrial companies have restructured to adjust to 
the new oil environment, so we should see better profit growth. 
 
 Question: What other investment trends does Argus think will be important into next year? 
 Answer: Let’s touch on three trends. 
 Dividend growth, versus high yield: Dividend income is an important element of total return. But 
there’s a subtle difference between investing in high-yield stocks and in dividend-growth stocks. High-
yield stocks typically have dividends that pay out in the 5%-8% range. They are perceived as being at risk 
in a rising rate environment. This is because at the margin, as interest rates are moving higher, equity 
investors could be drawn to the relative safety of bonds over high-yield stocks. Further, a yield in the 
7%-10% range could signal a dividend is at risk, particularly in the Energy sector. But companies that are 
growing dividends at a double-digit rate are signaling something else: that their balance sheets are 



strong and their outlook is positive, amid a lot of market uncertainty. We have found that sweet spot for 
yield is about 1.5%-2.25% 
 Sustainable impact investing: Many people know this as Socially Responsible Investing, but the 
discipline has evolved. No longer are we focusing on what not to do (no guns, no tobacco, no gambling), 
but instead the focus is on best practices to sustain the company, the climate and shareholders and 
stakeholders. We have a list of Argus companies with high sustainable ratings in our upcoming Special 
Situations report. 
 Innovation: At Argus, we are always focusing on innovation. But innovation isn’t always new 
products. Innovation can be better products and better processes. It can show up companies that are 
early to new markets. And, of course, we see it with industry disruptors. We think innovation is going to 
be an important theme in 2016, amid an uncertain global economic environment. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


