
 
 
 
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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Stocks rallied last week, driven by a strong Nonfarm Payrolls report that lifted market indices back near 
all-time highs. 
 
The Dow Jones Industrial Average advanced 1.1% for the week and is now up 4.1% for the year. The 
broader S&P 500 rose 1.3% for the week and has gained 4.2% in the year to date. At 2129, this index is 
within one point of its all-time high. Small-caps, which are typically more volatile than large caps, 
advanced 1.8% last week. For the year, the Russell 2000 is up 3.7%. 
 
Bond prices spiked higher last week over ongoing Brexit fears, and the 10-year U.S. Treasury bond yield 
is now near historical lows at 1.38%. We now believe that the impact of the global flight to quality will 
persist into 2017 and that bond yields will remain extraordinarily low, even as the U.S. economy 
continues to expand. 
 
Gold prices continued their upward trek, reflecting the uncertainty over the future of the European 
Union. The price per ounce of gold last week was $1,367. 
 
Oil prices, which we view as a proxy for the outlook for global economic growth, declined during the 
week to $45.12 per barrel of West Texas Intermediate Crude. Despite the drop, oil prices continue to 
reverse course from their plunge earlier this year and appear to be stabilizing. We look for oil to trade in 
a range of $30-$55 in 2016, with an average of $44 per barrel. 
 
The VIX Volatility Index plunged during the positive sessions and, at 13, is back near the bottom realm of 
its four-year range of 11-22. 
 
Yields on 10-year Treasury Bonds, at under 1.4%, have recently been hovering near all-time lows. Equity 
market sectors traditionally sensitive to interest rates have played on cue during the interest-rate 
downturn, with the relatively higher-yielding Telecommunications and Utilities sectors clearly the best 
performing YTD, up about 19% and 18%, respectively, versus a 0.4% decline for the broader market. 
Meanwhile, the Financial sector, which is dominated by the market-cap heavyweights of global and 
regional banks, is the worst performing, down about 8% YTD, likely on earnings fears from a flatter yield 
curve and net interest-margin compression, as well as the impact of Brexit. 
 
With stocks and bonds in competition for investment dollars, lower yields have historically been 
beneficial to the equity market, as they lower the cost of capital for companies and can make dividends 
on stocks look more attractive than bonds yields, even on a risk-adjusted basis. But the low-yield 
environment of today is unprecedented, both in terms of duration and absolute yield. 



The age-old investment dogma that equities outperform bonds over the long term, even on a risk-
adjusted basis, has been upended, depending on your time frame for “long term.” Over the past 10 
years, in a period of generally sluggish GDP growth by historical standards, bonds with a greater than 20-
year duration have actually outperformed stocks, with an average 9.3% return versus 7.3%. Meanwhile, 
10-year Treasuries are running close with a 6.7% average over the past 10 years. Presumably, the bond 
rally can’t last forever, given yields can only go to zero (or can they?), while stocks have infinite upside. 
However, our view is that yields, particularly on durations of at least 10 years, will remain lower for 
longer, as global economic pressures and a persistent flight to safety result in a continued strong 
demand for bonds. This is a markedly different environment than most investors had expected as 
recently as year-end 2015, when strategists were contemplating whether the Fed was going to follow 
their initial 25-basis-points hike in Fed funds in December with two or three additional increases in 2016, 
with expectations for higher 10-year yields as well.  
 
Turning to potential beneficiaries of this lower-for-longer environment, we are favorable on the housing 
industry as low rates on mortgage and equity loans encourage investment in new and existing homes. 
BUY-rated stocks in the Argus universe to play this theme include D.H. Horton (DHI), Lennar (LEN), Toll 
Brothers (TOL), Home Depot (HD) and Lowe’s (LOW).  
 
Among traditionally higher-yielding industries, we also remain favorable on select telecoms with BUYs 
on AT&T (T) and Verizon (VZ); real estate investment trusts including Boston Properties (BXP), Equity 
Residential (EQR) and Simon Property Group (SPG); and Utilities such as Great Plains Energy (GXP) and 
PPL Corp. (PPL).  
 
For the out-of-favor Financial group, we see some silver lining in the current environment. Interest rates, 
particularly on the short-end, are highly unlikely to move lower, while yields on longer-dated maturities 
have also likely witnessed most of their downside. With the underperformance of Financials reaching 
more than a standard deviation, this group seems due for a rebound. For those unwilling to consider 
additional fallout for banks with European exposure, we would recommend U.S.-centric banks, including 
Wells Fargo (WFC) and BB&T Corp. (BBT); or insurance names such as Allstate (ALL) and MetLife (MET). 
 
Drilling down to individual stocks, the average stock in the Argus Universe, which is focused on market 
leaders and well-positioned up-and-coming companies, gained 1.9% last week. The best-performing 
stocks were: WhiteWave Foods Co. (WWAV: BUY); Universal Technical Institute (UTI: SELL); United 
States Steel (X: HOLD); Hershey Co. (HSY: HOLD), which was downgraded after a takeover bid pushed 
the shares above our target price; and Thor Industries (THO: BUY). 
 
At the other end of the spectrum, the worst-performing stocks included: Chemours Co. (CC: HOLD); 
Lions Gate Entertainment (LGF: BUY); Humana Inc. (HUM: HOLD); Valero Energy (VLO: BUY); and First 
Solar Inc. (FSLR: BUY). 
 
During the week, Argus analysts launched coverage of Lennar Corp. (LEN) with a BUY; lowered our rating 
on Hershey (HSY); and raised our target prices on NVIDIA Corp. (NVDA), PNM Resources (PNM), Edison 
International (EIX), CenterPoint Energy (CNP), Constellation Brands (STZ) and Paychex Inc. (PAYX). 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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. 
 
 


