
 
 

 
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. 
 

 
Positive reports of rising new home sales, consumer confidence and factory orders have been brushed 
aside as investors have seen intraday rebounds in the U.S. market as an opportunity to sell. Prior to 
Wednesday’s rally, in the five trading days after August 18, the S&P 500 plunged 11% -- the biggest 
weekly decline since early October 2008.  
 The drubbing in U.S. and global markets was clearly precipitated by the devaluation of the 
Chinese renminbi and the ongoing correction in the Chinese stock market. Markets fear that a significant 
slowdown in the Chinese economy could produce flagging demand for industrial commodities and oil. 
And the devaluation of the yuan, weakness in commodity markets, and the prospect of higher interest 
rates in the U.S. have combined to produce corrections in developing market currencies and stocks. On 
top of all that, add the historical fact that the U.S. market has not suffered a serious correction since the 
19% drop of July-October 2011 — and that many investors believe one is overdue.  
 We remain constructive about the global economy. We see continuing growth in the U.K. and 
independent Europe, and improving economies in the Eurozone. Economic growth in China may be 
closer to 6% than 7%, but with Services sector indicators at their best levels in recent years, we don’t 
think there is a realistic chance of recession in China.  
 We see also signs of stabilization in key markets. The People’s Bank of China (PBOC) has held the 
latest yuan devaluation to about 3%. Internationally traded Chinese H-share indexes have fallen back 
below mid-2014 levels, when the run-up in Chinese stocks began. The U.S. dollar index (DXY) has fallen 
6% from its high, which should help support USD-priced global commodities. 
 In our view, the correction in the U.S. market is closer to an end than its beginning. The U.S. 
correction actually began in April-June, based on smaller-cap, interest-rate-sensitive, economically 
sensitive, and U.S.-dollar sensitive indexes, groups, and sectors. At this point, broad measures of market 
breadth are approaching major oversold levels not seen since 2011, and a majority of S&P 500 
subsectors are already in corrections. Further, investors are overreaching for safe havens in both bonds 
and stocks. Treasury bonds have soared relative to corporates. High-yield sectors and MSCI minimum-
volatility stocks have sharply outperformed the S&P 500, approaching relative values that have marked 
important market lows. Option volatility, a measure of fear and capitulation, has soared to September 
2011 levels. 
 The S&P 500, at 1900, is about 12%-15% undervalued. U.S. stocks, by many measures, including 
sentiment, breadth, and valuation, stand at or near a tradable low. 
 From a sector standpoint, the Technology and Industrial Groups have been among the worst 
performers in the recent rout, as many companies count on overseas sales to drive results.  



 Below, we highlight three companies in each sector that offer solid value, in our view. 
 
INTERNATIONAL BUSINESS MACHINES CORP. (NYSE: IBM: BUY) 

 IBM declined 9% from 8/19/15 before rebounding slightly in the market recovery of 8/26/15. 

 We expect earnings quality to improve as IBM benefits from the disposition of commodity-like 
assets and the development of next-generation strategic imperatives in the areas of cloud, big 
data, SaaS, enterprise mobility, and security. 

 IBM has sought to fill holes in its portfolio through asset acquisitions and partnerships with 
companies including Apple and Box Inc. 

 After what we view as an overdone selloff, IBM trades at 9.2-times our 2015 EPS forecast and at 
8.8-times our 2016 forecast, compared to a five-year (2010-2014) average P/E of 11.6.  

 The shares, which have traded at 82% of the market multiple, on average, over the past five 
years, now trade at 61% of the market multiple on projected 2015 and 2016 EPS.  

 We believe that multiyear relative underperformance of the stock, capped by nonfundamental 
weakness during the late-August meltdown, has resulted in an attractive valuation. Our 12-
month target price is $175.  

 
QUALCOMM INC. (NGS: QCOM: BUY) 

 QCOM declined 12% from 8/19/15 before rebounding in the market recovery of 8/26/15. 

 In July, Qualcomm cut its outlook for full-year revenue and adjusted EPS based on reduced 
demand for its Snapdragon SoC and lower sell-through of premium tier chipsets in China. 

 In response, Qualcomm will reduce operating costs by $1.1 billion from a $7.3 billion base in 
fiscal 2015. 

 On the upside, Qualcomm has moved beyond its antitrust headache in China and is well 
positioned at Apple, which continues to take premium-tier share.   

 Qualcomm, the leader in mobile basebands and third-party apps processors, has a 
multigeneration lead in 4G LTE technologies and has consistently maintained a competitive 
advantage during industry transitions and periods of market weakness. 

 Based on our conservative forward EPS estimates, the stock is trading at discounts to its five-
year trailing P/E and at significant discounts to its historical relative P/E range. Our 12-month 
target price is $80. 

 
CORNING INC. (NYSE: GLW: BUY) 

 GLW stock declined 10% from 8/19/15 before rebounding in the market recovery of 8/26/15. 

 Corning delivered strong operational performance in 2Q15, as “core” EPS grew 12% year-over-
year. 

 Corning has tempered its outlook for the 2015 global LCD glass market based on a weak first half 
for computing gear and limited prospects for a second-half recovery in LCD TV demand. The 
long-term outlook remains positive, however.  

 In mid-July, Corning’s board authorized an additional $2 billion in share repurchases. Corning 
was a shrewd buyer of its debt in the post-2000 period and is now buying back shares at prices 
we regard as undervalued. 

 GLW stock is attractive at current levels given multiple years of underperformance and positive 
trends in EPS growth. Our target price is $30. 

 
 
 



HONEYWELL INC. (NYSE: HON: BUY) 

 HON shares are about 10% below their 52-week highs, after a recovery on Wednesday. 

 This blue-chip Industrial company delivered strong operational performance in 2Q15, as “core” 
EPS grew 9% year-over-year and organic sales rose 3%. 

 On the 2Q call, management raised guidance for the year, and its forecast EPS range implied 9%-
11% growth. 

 Management’s forecasts include modest expectations for its oil- and gas-related businesses, 
which account for about 15% of total revenue. 

 Our financial strength rating on Honeywell is High. 

 Our 12-month target price of $118 implies a potential return of approximately 20%. 
 
NORTHROP GRUMMAN CORP. (NYSE: NOC: BUY) 

 NOC shares are about 8% below their 52-week highs. 

 This leading defense contractor recently reported 2Q results that again topped consensus 
estimates. 

 Along with the 2Q results, management boosted its 2015 EPS guidance. 

 NOC relies heavily on defense spending, as 85% of 2014 revenues came from the U.S. 
government. Recent budget trends have been supportive for the industry. 

 The dividend yield on NOC is 1.9%. 
 
ILLINOIS TOOL WORKS INC. (NYSE: ITW: BUY)  

 ITW shares are more than 15% below their 52-week highs. 

 This diversified Industrial company recently raised guidance for the year, as margin 
improvements are expected to offset uneven top-line growth. 

 Looking out over the long term, management expects a recent series of acquisitions to lead to 
stronger organic growth. 

 The after-tax ROIC for ITW in 2Q was an impressive 20.3%. 

 We think the stock of this well-managed company should trade at a premium to peers; it 
currently trades at a discount. 

 The dividend yield on ITW is 2.6%. 
 
(Peter Canelo, Jim Kelleher, CFA, and John Eade) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
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. 
 

 


