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volatility. Diversification does not eliminate the risk of experiencing investment losses.

ALPS Portfolio Solutions Distributor, Inc., a registered broker-dealer, is distributor for the Select Sector SPDR Trust.
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uncertainty; and short sales, which may prevent a fund from implementing its investment strategy to the extent the Fund is obligated to cover a short position at a higher price. The risks associated with each fund are explained more
fully in each fund’s respective prospectus. There is no guarantee a fund’s objectives will be achieved.

©2021 Morningstar, Inc. All rights reserved. The information contained herein (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete,
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UP & DOWN WALL STREET

The Labor Department reported a 943,000 rise in
nonfarm payrolls in July, as the jobless rate slid to
5.4%, even as more people joined the workforce.

Good News on Jobs
Could Set the Stage
For Normal Fed Policy

hat consti-
tutes “sub-
stantial fur-
ther pro-
gress”
toward eco-
nomic recov-
ery? A million new jobs in July would
seem to meet the criterion that the
Federal Reserve has set to begin nor-
malizing monetary policy.

The Labor Department on Friday
reported a 943,000 rise in nonfarm
payrolls for July, a bit more than the
average forecast of 870,000. The
agency also revised upward the prior
two months’ tallies by a combined
119,000. And unemployment tumbled
by a sharp 0.5 of a percentage point, to
5.4%, for the right reasons: More people
entered the labor force and found jobs.

To be sure, payrolls remain 5.7 mil-
lion lower than before the pandemic’s
onset in February 2020. But after sev-
eral months of strong payroll gains,
the gap is closing rapidly, writes
Joshua Shapiro, chief U.S. economist
at Maria Fiorini Ramirez.

As usual, there were statistical
quirks. In particular, nearly one-quar-
ter of July’s increase reflected a
221,000 rise in public education em-
ployees, after seasonal adjustment for
summer vacations. Before that tweak,
that sector actually had 901,000
fewer workers. Since fewer education
jobs were added during the Covid-hit
school year, there were fewer reduc-
tions than the seasonal factors added
back to July’s payrolls.

But there’s no denying the strength
of the report. The “underemployment
rate,” known as U6 to data fans, fell by

By Randall W.

Forsyth

04 of a point, to 9.2%. That was its
lowest level since 2017, and a result of
having fewer discouraged workers and
fewer part-timers who'd prefer a full-
time gig, according to a note from
Philippa Dunne and Doug Henwood of
TLR on the Economy.

Yet the jobs survey was taken just
before the latest surge in Covid-19
cases. Spending on consumer debit and
credit cards from Bank of America
(ticker: BAC) and JPMorgan Chase
(JPM) showed signs of softening in
recent days. The deleterious effect of
Covid’s Delta variant should be miti-
gated by increasing vaccinations in
laggard regions, although the effect of
these jabs won’t be seen for weeks.

A more persistent economic prob-
lem is likely to be inflation, which is

registering as a top concern in con-
sumer surveys. The University of Mich-
igan’s Consumer Sentiment Index fell to
81.2 in July, the lowest level since Feb-
ruary, from 85.5 in June, in part owing
to worries over rising prices.

Those concerns even prompted
Sen. Joe Manchin to send a letter to
Fed Chairman Jerome Powell express-
ing concern over the central bank’s
$120 billion monthly asset purchases.
But the West Virginia Democrat might
be trying to cover his back, as he is
about to vote for $3.5 trillion in new
fiscal spending, Strategas’ Washington
team, led by Dan Clifton, observes in a
client note.

Support for tapering of central-
bank bond buying also got a boost
from Fed Gov. Christopher Waller this
past week. “We should go early and go
fast, in order to make sure we’re in a
position to raise rates in 2022, if we
have to,” he said on CNBC.

In addition, Fed Vice Chairman
Richard Clarida also thought “policy
normalization” could start in early
2023 if the labor market continues to
recover and inflation runs above 2%.
As for tapering asset purchases, Clar-
ida said the discussion would con-
tinue at coming Federal Open Market
Committee meetings. His use of the
plural implies the panel may not have
a final decision at the next scheduled

confab on Sept. 21-22.

Many market watchers are looking
for Powell to discuss tapering at the
central bank’s big policy meeting at
Jackson Hole, Wyo., this month.

As for Waller’s suggestion for
prompt action, Clifton notes that the
Fed could begin to trim its bond buying
at the same time the Treasury reduces
its bond sales. While still huge, the
federal budget deficit has slid by more
than $1 trillion in the past four months,
he writes. So the Fed could simply re-
size its purchases in line with the sup-
ply of new Treasuries. That could ame-
liorate any market tantrums.

‘ ‘ ollow the money” was
the famous advice given
to Woodward and
Bernstein in A/l the
President’s Men, and it remains appli-
cable. Especially in these days of pro-
miscuously easy money, borrowed for
less than nothing after taking into
account inflation, courtesy of the
Fed’s policies.

Consider Crocs (CROX), whose
bright plastic clog-like shoes have
come back into style, judging from the
pairs strewn around the home of Up &
Down Wall Street’s proprietor by its
younger occupants. Their fashionable
owners further relate that Crocs have
become the favored footwear of cer-
tain pop stars and rappers, which
hasn’t hurt sales either. All of which
produced blowout June-quarter earn-
ings, according to our colleague Te-
resa Rivas’ report last month. Since
she wrote positively about Crocs’
prospects last September, the shares
have more than tripled.

Ugly but comfy, Crocs are perfect
for the pandemic era, when, for many,
getting dressed up means actually
wearing shoes. But financial engineer-
ing also has contributed to their
maker’s success.

This past week, the company issued
$350 million of 10-year notes, with a
relatively lush 4.125% yield, in what is
laughingly called the high-yield bond
market, even though its returns trail the
5.4% 12-month rise in the consumer-
price index. Still, that’s better than the
3.25% 30-day yield on the iShares
iBoxx $ High Yield Corporate Bond

Elijah Nouvelage/Bloomberg
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Up & Down Wall Street (continued)

exchange-traded fund (HYG).

After Crocs offered these bonds, its
stock hit a record on Thursday, ob-
serves Cliff Noreen, head of global
investment strategy at MassMutual.
The connection: Proceeds from the
debt offering were earmarked first for
stock buybacks and the remainder, if
any, for general corporate purposes.

Crocs management is cashing in. As
the Almost Daily’s Grant newsletter,
published by illustrious Barron’s alum
Jim Grant, points out, the top brass has
sold 238,578 shares, for net proceeds of
$21.4 million—at the same time that
Crocs is borrowing to buy back stock.

The money trail is easy to follow,
from the Fed’s persistent purchases of
Treasury and agency mortgage-backed
securities of $120 billion every month,
to the coffers of bond investors, who
then have a surfeit of cash that must be
put to work. So they buy corporate
bonds, the proceeds from which can be
used to buy back stock, including from
the companies’ own management.

That may not be the intent of the
central bank’s solons, but it’s what
they’ve wrought: a windfall for Corpo-
rate America and its C-suites.

nother notable deal this past

week was Square’s (SQ)

purchase of Afterpay

(APT.Australia), an Austra-
lian company that offers “buy now,
pay later” services. I had associated
that term with quaint old layaway
plans, but the practice—now updated
and abbreviated as BNPL—affords
impulse buyers the ability to purchase
big- or even not-so-big-ticket items for
bite-size payments.

A pair of $200 sneakers can be had
for four painless $50 installments, au-
tomatically paid from your debit card,
or the tab for a pricey exercise machine
can be spread over five years. It’s all
interest-free for consumers. For retail-
ers, there’s enough profit margin that
absorbing the financing cost is worth it
to break down any sales resistance.

What's also surprising is that the
BNPL model goes against perceptions
that consumers are flush with savings,
fostered by uninterrupted income for
those who continued working during
the pandemic and government stimu-
lus payments to those not so fortu-
nate, combined with spending con-
straints during lockdowns. In
particular, from the end of 2019 (be-

fore the pandemic started in the U.S.)
through this year’s second quarter,
consumers paid down credit-card
balances by $140 billion, according to
the New York Fed.

But in the latest quarter, credit-card
balances resumed their rise, increas-
ing by $17 billion after a $49 billion
decline in the first quarter. Aggregate
household credit rose by $313 billion
in the second quarter. The lion’s share
of that was in mortgage credit, up
$282 billion amid the housing boom.

The uptick in consumer borrowing
is also apparent in the Fed’s most re-
cent quarterly Senior Loan Officer
Opinion Survey, which found an in-
crease in both loan demand and a loos-
ening of banks’ lending standards for
credit cards. That marked a reversal
from early in the pandemic, when stan-
dards were tightened and loan demand
fell, writes J.P. Morgan economist Dan-
iel Silver in a research note.

But Americans’ greater willingness
to borrow might not be a sign of confi-
dence. Consumers are caught in a vise,
with inflation rising faster than their
pay, even with the fastest wage gains
since 2009, writes MacroMavens’
Stephanie Pomboy in her latest client
note. (The trend was noted in this
space last month.)

Given surging prices and declining
real (inflation-adjusted) wages, con-
sumer borrowing has jumped, Pom-
boy continues. “After paying down
debt with Covid stimulus, consumers
began adding debt the month after the
last batch of checks hit mailboxes
from the stimulus bill passed in
March. Coincidence? I doubt it,” she
writes. Lower-income households are
being forced to borrow to cover the
higher cost of living—not a positive
development, she concludes.

For folks with finances stretched by
inflation, using BNPL to help pay for
luxuries or even necessities, such as an
updated wardrobe to return to work,
might be the clincher in the purchas-
ing decision. Square’s ability to pro-
vide ready funding to merchants and
consumers apparently justifies the $29
billion price tag for Afterpay—equal to
an enterprise value of 35 times gross
profit for the next 12 months, accord-
ing to MoffettNathanson analyst Lisa
Ellis. But it belies the notion of flush
consumers. B
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STREETWISE

LyondellBasell's CEO says the pandemic and a
push for carbon reduction has paused investment
in new plants, especially in China.

There’s Still a Future
In Plastics. It Just
Comes With Risks.

y piggy bank is
beating the
stock market—
the pig, not the
coins. It's made
from rigid
plastic, and I’ll
bet you two old milk jugs and a sham-
poo bottle that it’s HDPE, or high-den-
sity polyethylene. The price of that
stuff has doubled in a year. I'm leaving
my pig where it stands on my shoe
rack—let your winners run, momen-
tum investors say.

HDPE is the world’s most common
plastic. The business was barely a
decade old in 1967, when The Graduate
hit screens and Mr. McGuire gave Ben
his famous one-word career advice.
McGuire might have been the real
protagonist of that film, because “plas-
tics” was a business call for the ages.
Back then, the world produced
roughly the weight of 65 Empire State
Buildings in plastics each year; today
it makes more than 1,000.

There are complications. HDPE can
take hundreds of years to break down,
which is handy for sewer pipes but a
bit over the top for soda bottles. So
most of the plastic ever made is sitting
around as waste. A lot is also still in
use. Less than 10% has been recycled.
A little more than that has been
burned.

This is an investment column, not a
scold, but waste has become a risk for
the industry. My state, New York,
banned plastic grocery bags last year.
We're coping fine, thank you, and my
soup-can balancing skills have never
been sharper. California will require
recycled resin in bottles starting next

By Jack Hough

STREETWISE

#

year. Coca-Cola (ticker: KO) and Pep-
siCo (PEP), which promised a push
into recycled bottles three decades
ago, say they’re really on board now.
So far, plastics sales are far from suf-
fering. Did you know surgical masks
are made from an HDPE cousin called
polypropylene?

Bob Patel, CEO of LyondellBasell
Industries (LYB), the third-largest
independent chemical company and a
major player in plastics, says typical
industry growth is “GDP-plus,” or
3.5% to 4% a year. Last year, he says,
demand grew by 7%, and this year, it
is rising at 5.5% to 6%.

Meanwhile, a deep freeze in Texas
early this year knocked out petro-
chemical production, and the industry
hasn’t caught up. Plus, shipping bot-
tlenecks abound.

That’s doing wonderful things for
Lyondell’s profits, but not its stock
price. “Whether we’re at peak, and is
there a moderation or a hard reset—
this is at the heart of the debate today
with investors,” Patel tells me. “I think
there is strong demand in front of us.”

Industry margins were slumping

before the pandemic because of a rush
of new crackers, or facilities that can
turn oil and natural-gas feedstocks
into the building blocks of plastics.
Patel had slowed construction, but
during the pandemic he secured a
Louisiana factory stake in a joint ven-
ture with South Africa’s Sasol (SSL),
paying $2 billion for capacity he reck-
ons would now cost $6 billion or $7
billion to build.

Patel says the pandemic and a push
for carbon reduction has paused in-
vestment in new plants, especially in
China, where he says he is being in-
vited to bid on half as many licensing
projects as in 2019. On demand, he
sees the stutter-step reopening and
backlogs in consumer goods as signs
that the upcycle could stretch through
next year. His plastics are used in
cars, appliances, and furniture. One
car dealer near him in Houston, he
says, told employees to park in the
show lots so they don’t look so empty.

This year, Lyondell’s profits are
expected to triple to more than $18 a
share, putting the stock at just 5.2
times earnings, or one-quarter of the
broad market’s price. Next year, Wall
Street predicts a comedown to just
under $15 a share, but lately, estimates
have been rising, and Lyondell has
been blasting past them come report-
ing time.

Two more things on recycling:
First, 'm struggling to recycle my past
recommendations of Lyondell stock. I
wrote about it at $80 five years ago
and $113 three years ago. It’s around
$100 now, with a 4.5% yield. J.P. Mor-
gan likes it. Its analyst says free cash
flow could work out to more than 17%
of the stock price this year and next,

BARRONS.COM/PODCASTS
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In a weekly podcast by Barron’s, columnist Jack Hough looks
at the companies, people, and trends you should be watching.
This is Wall Street like you've never heard before. Subscribe
to Barron’s Streetwise on Spotify, Apple Podcasts,

or your favorite listening app.

and be spent on slashing debt, and
that shares have more than 40% up-
side. We'll see.

Second, Lyondell has joined a
waste-reduction consortium and
rolled out a recycled-product line
called Circulen. And it’s pushing into
something called molecular recycling.
Fans say that can boost recycling rates
achieved with traditional, mechanical
recycling; critics say it hasn’t yet
proven viable.

Patel makes the point that plastics
have a role to play in saving the
planet—for example, making cars
lighter, to burn less fuel or stretch
battery life.

y the way, Lyondell has only

the third-lowest price/earn-

ings ratio in the S&P 500. So

what do even cheaper compa-
nies sell—uranium lunch boxes?

Viatris (VTRS), at 3.9 times earn-
ings, is a collection of old drugs from
Pfizer (PFE) that went off patent, like
Viagra, and were merged last year into
the former Mylan, whose top health-
care innovation was buying EpiPen
and jacking the price up from under
$100 to over $600. That origin story
is so ugly it could make a Batman vil-
lain jealous.

Organon (OGN), at 5.1 times earn-
ings, consists of a women’s health
business and biotech drug knockoffs
that were jettisoned from Merck
(MRK) this year.

One of its top sellers, Nexplanon,
can prevent pregnancy for three years
when inserted into the upper arm.
Gentlemen, this part is important: It
has to be the woman’s arm. Another
contraceptive device, NuvaRing, has
gone off patent, so Organon’s sales for
now are slipping.

Viatris pays a 3.2% dividend. Ex-
pect a similarly generous yield from
Organon, which has no dividend yet
but says it plans to pay a percentage of
free cash flow in the low 20s.

One analyst has already called for
combining the companies. “Viatr-
Organon” might cause mouth strain,
but ’'m sure there’s a pill for that.
Hopefully it goes off patent soon. B

email: jack.hough@barrons.com
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59,208.51

Dow Industrials: +273.04

239.76

Dow Global Index: +5.27

1.29%

10-year Treasury note: +0.05

AND WHY GE TRIED ONE

Why Reverse
Splits Are Rare

Reverse splits like the one executed by General Electric
on Monday don’t come along every day. GE was only the
fifth S&P 500 company to try one since 2012, says S&P
Dow Jones Indices senior index analyst Howard Silver-
blatt. The industrial conglomerate underwent a 1-for-8
reverse split, meaning investors got one share for every
eight owned. From the low teens before the reverse split,
the stock was trading at $104 on Friday.

GE Chief Executive Larry Culp’s goal was a higher
stock price more in line with peers, which have triple-
digit prices. For instance, Honeywell International
was trading near $229 on Friday.

Companies are averse to reverse splits because they can
be interpreted as admissions that management failed to
raise stock prices. GE’s woes, however, go back 20 years
and predate Culp, who took the top job in 2018. Its shares
peaked around $461 on a reverse-split-adjusted basis in
2000, at the end of Jack Welch’s tenure as CEO, when GE
was a hot stock and the world’s leading conglomerate.

Aluminum producer Alcoa executed a 1-for-3 re-
verse split in 2016 after it spun out Arconic, which
makes aluminum products. Xerox Holdings did a 1-
for-4 in 2017. Duke Energy and Tenet Healthcare
executed reverse splits in 2012. Citigroup was respon-
sible for one of the most famous, in 2011—a 1-for-10
after its share price was pummeled in the financial cri-
sis and suffered major dilution. Citi stock, at $68.75,
remains below its 2007 high of more than $550, ad-
justed for the reverse split—a galling reminder for long-
time Citi holders. = Andrew Bary

THE NUMBERS

5.8%

Increase in wages by those who

changed jobs between June

2020 and June 2021, versus
3.1% for those who stayed.

$256 B

Congressional Budget Office
estimate of how much the infra-
structure bill would increase the
deficit in 10 years.

$110 K

Salary for Goldman Sachs
entry-level analysts, up 30%.

21%

Rise in unused credit lines from
the level a year earlier at the big
commercial lenders, a sign of
future spending.

To get Numbers by Barron's
daily, sign up wherever

you listen to podcasts or at
Barrons.com/podcasts

The Jobs Catalyst

Stocks drifted, despite corporate earn-
ing running some 89% above analyst
expectations. Tencent got rocked after
a state-owned Chinese newspaper
called online gaming “opium for the
mind.” Robinhood Markets soared
85% at its peak on Wednesday as the
meme crowd piled into the broker’s
options, then fell back. The economy
added 943,000 jobs in July, unemploy-
ment fell to 5.4%, and the Dow indus-
trials and S&P 500 hit highs. On the
week, the Dow rose 0.8%, to 35,208.51;
the S&P was up 0.9%. to 4436.52; and
the Nasdaq Composite gained 1.1%, to
14,835.76.

Back to the Budget

The Senate moved closer to approving
the $1 trillion infrastructure bill, some
2,702 pages long, despite a last-minute
fight over crypto taxation. Meanwhile,
concerns swung to raising the debt
ceiling, which had been suspended for
two years, ending July 31. Treasury
scrambled to continue paying bond-
holders and other federal bills for sev-
eral months. Republicans have de-
manded a plan to cut the federal
budget sharply.

China: Lets Talk

After the worst month in three years,
Chinese stocks rallied as a securities
regulator called for greater communi-
cation with the U.S. The call came after
the Securities and Exchange Commis-
sion warned that Chinese companies
selling shares in the U.S. would have to
disclose more.

Unionizing Amazon

A National Labor Relations Board offi-
cial recommended that a vote rejecting
aunion at an Alabama Amazon.com
facility be overturned and a new one
held. The decision, made after an ap-
peal brought by the union, turned on
whether Amazon intimidated workers,
who voted 71% to reject the union.

Eviction Relief

The moratorium on rental evictions
lapsed, putting millions of renters
behind on their rent at risk. But the
Centers for Disease Control and Pre-
vention announced a new three-

HE SAID

“We just don’t have
enough investor
protection in crypto.
Frankly, at this time,
it’s more like the
Wild West.”

Securities and Exchange
Commission Chairman
Gary Gensler

month moratorium for areas hit hard by
Covid, with one problem: The new ban is
on shaky legal grounds. The Supreme
Court said such a ban was Congress’
responsibility. Major retailers, mean-
while, mandated mask-wearing for em-
ployees, and more companies and univer-
sities told workers to get vaccinated.

Annals of Deal Making

Square agreed to pay $29 billon for Af-
terpay, a buy-now, pay-later platform.
The largest deal in Australian his-

tory... Parker-Hannifin said it would pay
$8.8 hillion for U.K. defense firm Meggitt,
a 70.5% premium...PepsiCo is selling its
juice brands, including Tropicana, to PAI
Partners for $3.3 billion, retaining a 39%
stake...Sanofi said it would buy messen-
ger-RNA specialist Translate Bio for $3.2
billion, a 63% premium...Marvell Tech-
nology agreed to buy chip start-up In-
novium for $1.1 billion...Lumen Technol-
ogies is selling some U.S. telecom assets
to Apollo Global for $7.5 billion....Soft-
Bank Group took a $5 billion stake in
Roche...Real estate investment trust Vici
Properties said it would pay $17.2 billion
for MGM Growth Properties, a stock
flagged in a recent Barron’s cover story.

lllustration by Elias Stein; Melissa Lyttle/Bloomberg
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The National Federation of Independent Business re-
ues ay ports its Small Business Optimism Index for July. Con-
sensus estimate is for a 102.8 reading, roughly even
with the June data, which was the highest since October.

L\:: Sign up for the Review &
% Preview daily newsletter at
Barrons.com/reviewpreview
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STEALTH CONTRIBUTOR TO REVENUE

Apple’s Secret
Weapon: Ads

For some time now, Apple has left the impression that it’s
opposed to digital advertising. For instance, Apple recently
made it nearly impossible to track what consumers view on
their iPhones, making it harder to target ads. But that anti-
ad impression is not necessarily the reality, as advertising
becomes a material contributor to Apple revenue.

In a research note, Bernstein’s Toni Sacconaghi notes that
while Apple doesn’t talk about ads much and provides little
disclosure about them, he estimates it will generate some $3
billion in ad revenue in the September 2021 fiscal year, up
from about $300 million in fiscal 2017. He sees the total hit-
ting $7 billion to $10 billion a year by fiscal 2023 or 2024.

Most of Apple’s ad business consists of App Store search
ads. Apple also gets modest revenue—likely under $500
million a year—from ads in the Apple News and Stocks
apps. He estimates that Google pulls in about $4 billion in ad
revenue a year from Maps, with a user base four times as
large as Apple Maps’, suggesting $1 billion a year in potential
revenue for Apple. Roku, he says, offers “a helpful prece-
dent” for how Apple can get perhaps another billion from
Apple TV. However, dropping ads in Apple Mail, Apple
TV+, or Apple’s home screens would likely “irk consumers
and undermine Apple’s strongly avowed stance on privacy.”

Apple doesn’t have to look far to see a model for its grow-
ing interest in advertising. Amazon.com’s ad business was
£ similar in size to Apple’s in 2017, but is now running over $25
2 billion. “Along similar lines, a large and growing advertising
§ business could help Apple accelerate its overall services
£ growth rate, which would likely be viewed positively by in-

2 vestors,” Sacconaghi says. = Eric J. Savitz

=
[}
o
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A Core Business

Services has become a big revenue
generator at Apple. Advertising helps
drive that growth.

Apple Services Revenues,
Fiscal 2017 to 3Q 2021
Through Q3 —‘
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Polishing Apple

Apple stock has had a remarkable
run, through prosperity and
pandemic. Services growth helps.

Apple Stock 2017 to 2021,
Year to Date
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Sources: Apple; FactSet

Monday 8/9

Thursday 8/12

Air Products and Chemicals, AMC
Entertainment Holdings, Barrick
Gold, BioNTech, DISH Network,
and Tyson Foods report quarterly
results.

The Bureau of Labor Statistics re-
ports the Job Openings and Labor
Turnover Survey for June. Economists
forecast 9.1 million openings on the
last business day of June, slightly less
than the May figure. Job openings
stand at record levels as employers
struggle to fill vacant positions.

Tuesday 8/10

Coinbase Global, Sysco, and Trans-
Digm Group announce earnings.

The BLS reports unit labor costs
and nonfarm productivity for the sec-
ond quarter. Expectations are for a
rise of 0.9% in labor costs and 3.4%
for productivity. This compares with
increases of 1.7% and 5.4%, respec-
tively, in the first quarter.

Wednesday 8/11

EBay and Perrigo release quarterly
results.

The BLS reports the consumer
price index for July. Economists fore-
cast a 5.3% increase year over year,
after a gain of 5.4% in June. The core
CPI, which excludes volatile food and
energy prices, is expected to rise 4.3%,
compared with 4.5% previously. Infla-
tion, and whether it is transitory, has
generated much discussion on Wall
Street this year, with the June CPI
showing the fastest pace of growth
since July 2008 and core CPI rising at
the swiftest clip in nearly 30 years.

The Treasury Department releases
the monthly budget statement for July.
The estimated deficit is $267 billion
for the month, and $3 trillion for fiscal
2021, which ends in September. The
$3 trillion would be just shy of fiscal
2020’s $3.1 trillion deficit, a record.

Airbnb, Broadridge Financial So-

lutions, Brookfield Asset Manage-
ment, DoorDash, and Walt Disney
hold conference calls to discuss earn-
ings.

Idexx Laboratories hosts its 2021
virtual investor day.

The BLS reports the producer price
index for July. Consensus estimate is
for a 0.4% month-over-month rise.
The core PPI, which excludes volatile
food and energy prices, is projected to
increase 0.5%. The PPI and core PPI,
both jumped 1% in June.

The Department of Labor reports
initial jobless claims for the weekend
ending on Aug. 7. In July, claims aver-
aged 392,000 a week, slightly less
than the June data. Jobless claims have
trended down since peaking in the
spring of 2020 but remain elevated
compared with prepandemic levels.

Friday 8/13

The University of Michigan releases
its Consumer Sentiment index for
August. Expectations are for an 81.1
reading, roughly even with the July
figure.

Coming Earnings
ConsensusEstimate  Yearago

M
AMC Entertainment (Q2) $-0.96 $-5.36
Cabot (Q3) 1.18 -0.07
Johnson Outdoors (Q3) 2.50 127
Tegna(Q2) 0.48 0.12
Tyson Foods (Q3) 1.58 1.40
More Earnings on Page M32.
Consensus Estimate
Day ConsensusEst LastPeriod
M June JOLTS Job Openings 9,125,000 9,209,000
T  Q2Productivity 3.4% 5.4%
W JulyCPI 0.50% 0.90%

July Treasury Budget -$267.5bil  -$174.2bil
TH JulyPPI 0.60% 1.0%

Unless otherwise indicated, times are Eastern. a-Advanced;
f-Final; p-Preliminary; r-Revised Source: FactSet
For more information about coming economic reports

-and what they mean -go to Barron'’s free Economic
Calendar at www.barrons.com
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Short interest hasn’t been a major factor for
- Robinhood’s stock yet because there are simply
not enough shares available to borrow.

People lining up for Robinhood T-shirts in On Thursday, when shares plunged
lower Manhattan on its IPO day last month. 28%, traders mostly bought calls — “a
bullish indicator, and surprising”
meme-stock-level volatility, but not given the sharp drop in the share
necessarily meme-stock-level gains.” price, according to Garrett DeSimone,
The latest move means that Robin-  head quant at OptionMetrics, an op-
hood (ticker: HOOD) has become un- tions and futures data provider.

moored from any reasonable valua- If early investors do sell shares, as a
tion. Yet even those who think the Thursday registration statement said
stock is wildly overvalued—it’s now they might in the months ahead, it
trading at 35 times trailing revenue— could actually smooth out some of
should know that shorting it comes that volatility. One reason that shares
with extra risk. are moving all over the place is that
Meme stocks trade on retail senti- there simply aren’t very many of
ment and market dynamics like the them. If the float increases, buyers
size of the float and short interest and sellers can fight on wider terrain.
more than results. So far, short inter- For now, the battle between bulls
est isn’t a major factor because there and bears is likely to rage on, and keep
simply aren’t enough shares available  the stock volatile. It could get costly for
to borrow, but it’s climbing fast, ac- those in the fight, whether or not they

° ’ o ° ) cording to Thor Dusaniwsky of S3 are right about Robinhood’s value.

RO ln OO S l Rl e Isn t Ver Partners, which tracks short selling. Christopher Murphy, Susque-
Bears have found other ways to bet  hanna’s co-head of derivatives strat-
against Robinhood. The battle is being  egy, cautioned investors that buying

fought mainly in the options market. puts in hot stocks can be a dangerous
. . shares in the months ahead. Just after noon on Tuesday, 75,000  strategy, because options premiums
The trading platform bounced back from its IPO Robinhood’s enormous volatility calls and 95,000 puts had already get pricier as implied volatility rises.
debut. But busy options activity points to risks. gives it an unusual status. Not onlyis  traded in the stock, compared with So even traders who get the direction
the company known for letting young 13,000 calls and 15,000 puts traded in  of a stock right can end up in a weak
investors buy and sell meme stocks, Coinbase Global (COIN) on the first financial position.
BY AVI SALZMAN it’s now a meme stock itself. day that company’s options were “Something to keep in mind if buy-
Even the company’s fans are sur- available, says Susquehanna Interna-  ing puts in Robinhood ...we saw situa-
obinhood Markets got over its weak market debut, prised by what they are seeing. “Rob-  tional Group’s Christopher Jacobson. tions in GameStop and AMC [Enter-
and in a hurry. inhood didn’t seem all that popular The most popular product on Tuesday tainment Holdings] where the stock
In its first full week of trading, the stock jumped  online in the run-up to and following was a call option to buy Robinhood eventually traded lower, but so did
57%, to $55.01, well above its initial public offering  the IPO, especially on Reddit,” Ivan stock at $70, a level the shares briefly ~ implied volatility and those two effects
price of $38. The surge came on very little news. The infor-  Jackson, a recent college grad who crossed in midday trading. But most canceled each other out, dampening
mation that did come out was mixed: Fund manager bought five shares in the offering of the action was on the short side that  profits to long puts even when stock
Cathie Wood’s ARK Investments bought the stock, but through his Robinhood app, wrotein  day, and the trading continued to be traded lower,” Murphy wrote in an
some early investors also indicated they could now sell an email to Barron’s. “I expected mixed through the week. email to Barron’s. B
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3 Pre-Shovel Ready
Infrastructure Stocks

Most construction-related stocks have run up in anticipation of passage
of a $1 trillion bill. But engineering and inspection firms still offer value.

ByNICHOLAS JASINSKI

he U.S. Senate could pass a
$1 trillion bipartisan infra-

structure bill in the next few

days, setting the stage for
funds to flow to transporta-

tion-infrastructure improve-

ments, water and power-fa-
cility updates, and 21st-century
Y priorities such as expansion of broad-
& band access and attempts to address
E climate change. Another $3.5 trillion
% reconciliation bill, backed by Demo-
% crats only, could follow, with spending

£ focused on “human infrastructure” like

% child care, education funding, and a
® Medicare expansion, plus additional
o climate-related measures.

ben/Los Al

@ asphalt makers to construction-ma-
@ chinery companies, have rallied
¢ sharply in anticipation of the bills’

< passage, and few bargains remain.

Infrastructure-related stocks, from

Moreover, spending will be spread
over many years, and the trillion-dol-
lar headline number isn’t all that new;
$550 billion of the price tag comes
from previously unallocated funds.
Shares of Vulcan Materials (ticker:
VMC), Martin Marietta Materials
(MLM), Eagle Materials (EXP), and
Summit Materials (SUM), which
make concrete, cement, asphalt, and
other traditional construction materi-
als, are up 40% or more in the past
year, bolstered by a strong housing
market and demand for new ware-
houses and distribution centers, in
addition to expectations for more infra-
structure spending. The stocks now
sport rich valuations; Vulcan trades for
close to 32 times next year’s expected
earnings, versus a long-term average of
less than 27, while Martin Marietta has
a price/earnings multiple of 28.
Investors looking to prosper from a
deluge of spending might do better to

The Sixth Street
Viaduct Replace-
ment Project in Los
Angeles is funded
by the Federal High-
way Administration,
the state, and the
city, and is sched-
uled for completion
in the summer of
2022.

If You Build It

focus on shares of engineering and
inspection firms, such as Jacobs En-
gineering Group (]), Tetra Tech
(TTEK), Parsons (PSN), Montrose
Environmental Group (MEG), and
Atlas Technical Consultants
(ATCX). These companies tend to be
hired at the start of new projects, to
sign off on designs and contribute to
feasibility studies. Infrastructure
funds could begin to show up in their
revenues before shovels get in the
ground, possibly as soon as next year.
Jacobs, for example, provides engi-
neering and design consulting and
other technical services for power,
water, and transportation-infrastruc-
ture projects. “J’s infrastructure de-
sign exposure is on the front end of
actual sustainability projects across
renewables, electric grid upgrades,
hydrogen transportation, and net-zero
designs,” Benchmark analyst Josh
Sullivan wrote in a recent report.
Sullivan sees double-digit profit
growth for Jacobs next year, and rates
the stock a Buy with a $160 price target,
about 24% above Friday’s close of
$128.79. Eighty-eight percent of analysts
covering Jacobs recommend the shares,
which trade for 18.4 times forward
earnings—below the market average.

he largest single item in the

2,700-page Infrastructure In-

vestment and Jobs Act is $110

billion for roads, bridges, tun-
nels, and other major projects. Another
$66 billion would go to passenger and
freight rail, $39 billion to public transit,
$25 billion to airports, and $17 billion
to ports and waterways.

All this spending will also be a
boon to construction-machinery com-
panies—if they can handle it. Indus-
trial and construction activity has
been booming, and supply chains are
stretched. “We already are seeing stron-
ger heavy construction activity; it’s
something we saw in the second quar-
ter, and we expect that improvement to
continue,” Caterpillar (CAT) CEO Jim

Umpleby said on the company’s sec-
ond-quarter earnings call. “That is irre-
spective of an infrastructure bill in the
United States being passed.”

Companies such as Deere (DE),
Terex (TEX), Oshkosh (OSK), and
Manitowoc (MTW) likewise are bene-
fiting from a red-hot construction mar-
ket. Federal infrastructure spending
would be incrementally positive for
them. The same goes for United Rent-
als (URI), Herc Holdings (HRI), and
WillScot Mobile Mini (WSC), which
rent out construction equipment. But
their shares, too, are trading at valua-
tions that leave little room for error.

Water infrastructure gets $55 billion
in the draft bill, aimed at replacing lead
pipes, improving filtration systems, and
cleaning up drinking water at schools
and homes. Xylem (XYL) and Evoqua
Water Technologies (AQUA) are two
companies to watch; they sell treatment
equipment, pumps, valves, and provide
related services. Emerson Electric
(EMR), Eaton (ETN), and Hubbell
(HUBB) could see additional revenue,
due to the $65 billion allocated to power
infrastructure. But, again, it’s not a
game-changer for the stocks.

Finally, the bill includes $7.5 billion
for electric vehicle infrastructure, in-
cluding $2.5 billion for charging. That’s
not much relative to other allocations,
but it is meaningful for a nascent indus-
try. Newly public EV charging compa-
nies such as EVgo (EVGO), Charge-
Point (CHPT), and Blink Charging
(BLNK) are expected to have combined
sales of less than $200 million this year.
Expect sales to grow if the Democrats’
reconciliation bill passes; it includes
hundreds of billions of dollars in addi-
tional climate-change-related spending,
which could boost EV adoption.

The iShares U.S. Infrastructure
exchange-traded fund (IFRA) has
returned 47% in the past year, about
13 points ahead of the S&P 500. As-
suming the infrastructure bill passes,
investors will have to choose their
spots carefully. B

These companies tend to get hired at the start of infrastructure projects. Their shares still look relatively cheap.

Company / Ticker Recent Price 52-Week Change Market Value (bil) 2022E P/E
Atlas Technical Consultants / ATCX $13.78 59.3% $0.5 16.7
Jacobs Engineering Group / J* 128.74 39.8 16.8 18.3
Montrose Environmental Group / MEG 50.13 108.4 13 227.9
Parsons / PSN 33.09 -6.8 34 15.6
Tetra Tech / TTEK* 135.54 48.0 73 332

*Fiscal year ends in September; E=estimate

Source: Bloomberg
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A Pearl
Of a Stock Is
To Be Found
In Shell

The British-Dutch oil giant offers a
rich yield and trades at a discount
to its U.S. peers. And there's more
potential for its shares to climb.

BY ANDREW BARY

f all the Big Oil stocks,
Royal Dutch Shell is the
one best positioned to
deliver a gusher.

The British-Dutch
colossus is the most prof-
itable of the major inter-

national energy companies, yet it
trades at a sharp discount to Exxon
Mobil (ticker: XOM) and Chevron
(CVX). Shell also offers investors a
safe dividend yield of nearly 5%.

“Shell’s shares are materially un-
dervalued based on the company’s
industry-leading cash flows and
strong franchises in liquefied natural
gas, retail, and deep-water drilling,”
says Dan Farb, a principal at Mill
Pond Capital, a Boston investment
firm that holds shares.

Investors can play Shell through
two U.S.-listed shares that are eco-
nomically equivalent and trade under
the tickers RDS.A and RDS.B.

The American depositary shares
for the U.K. shares (RDS.B), now
around $40, are the better bet. They
trade $1 below the ADS for the Dutch
shares (RDS.A) and don’t subject U.S.
investors to withholding taxes on divi-
dends, as the Dutch shares do. The
RDS.B stock yields 4.8%.

Several winning scenarios could
bubble up for the shares. Investors
may come to recognize just how cheap
they are. Shell trades for eight times
projected 2021 earnings of $4.95 a
share, compared with a price/earnings
ratio of 14 for Exxon and 16 for Chev-
ron. Shell also has an underappreci-

Taking On Fuel

How Royal Dutch Shell stacks up to its Big Oil peers.

Recent YTD Market 2021E 2021E 2022E VaElfltt;/E;(:.ﬂ Dividend
Company / Ticker Price Change Value(bill EPS P/ERatio P/ERatio Ebitda Yield
Royal Dutch Shell / RDS.B $40.33 20.0% $159.4 $4.95 8.1 72 4.3 4.8%
BP/BP 25.34 23.5 85.4 312 8.1 7.6 4.3 5.2
Chevron/CVX 101.23 19.9 195.8 6.51 15.6 13.3 6.3 5.3
Exxon Mobil / XOM 57.20 38.8 242.2 418 13.7 1.9 6.6 6.1

E=estimate

ated mix of assets, including the larg-
est liquefied natural gas business and
the industry’s biggest retail franchise.
Shell has 46,000 service stations—
more locations than McDonald’s
(MCD) or Starbucks (SBUX).

The retail business alone could be
worth $40 billion, or 10 times 2020
earnings before interest, taxes, depre-
ciation, and amortization, or Ebitda.
That is in line with the valuation of
Alimentation Couche-Tard (AN-
CUF), a Quebec-based operator of
more than 14,200 convenience stores,
most offering fuel services, largely in
the U.S. and Canada. Shell has a mar-
ket value of $160 billion.

Another possibility is a sharply
higher dividend. The company has
increased its quarterly dividend 50%,
to 48 cents a U.S.-listed share, from its
2020 low. Yet the dividend was 94
cents before the pandemic. Shell is
aiming for 4% annual growth in the
dividend from current levels, but it
could do much more.

With similar free cash flow to
Exxon, Shell is paying out $7.5 billion
in annual dividends, versus $15 billion
for its U.S. rival. At something close to
an Exxon-like payout, Shell would
yield 7% to 8%. Unlike Shell, both
Exxon and Chevron maintained their
dividends during the pandemic.

Exxon yields 6.1% and Chevron, 5.3%.

“If management keeps capital ex-
penditures restrained and restores
Shell’s dividend payout ratio closer to
that of its North American peers,
shares could rally by over 50%,” Mill
Pond’s Farb contends.

One intriguing idea, while unlikely,
is a breakup of the company. A sum-
of-the-parts analysis by Mill Pond
would value Shell at about a 70% pre-
mium to the current price.

Looking to 2022, Royal Dutch Shell
is expected to earn over $5 a share and
generate $23 billion of free cash flow,
slightly above Exxon’s.

Citing in part Shell’s 15% free-cash-
flow yield, MKM Partners analyst
John Gerdes recently lifted his price
target on the RDS.B ADS by $8, to $76
a share. He sees $142 billion in total
free cash flow from 2021 to 2026,
nearly equal to the company’s market
value, assuming Brent crude oil of $65
a barrel and natural gas at $2.90 for
every thousand cubic feet. Brent crude
is now $70, and gas is around $4 per
thousand cubic feet.

Christyan Malek, a J.P. Morgan
analyst, recently wrote that there was
50% potential upside in Shell, with
the stock “well underpinned” by an
average free-cash flow yield above 15%
in 2021 and 2022, assuming crude at

Source: Bloomberg

Royal Dutch Shell
(RDS.B/NYSE)
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Source: FactSet

A Shell station, one of the largest in
the U.K., in Cobham, south of London.

$70 a barrel. He has an Overweight
rating on the stock.

One reason Shell and BP (BP) trade
at discounts to their U.S. peers is that
they face greater investor and political
pressure to scale back their produc-
tion of fossil fuels and invest in alter-
native strategies like wind and solar
energy. Royal Dutch Shell is on
board—but it isn’t going as far as BP,
which is aiming to cut its oil and gas
production by 40% by 2030.

Shell aims to cut its carbon emis-
sions 20% by 2030 based on a 2016
base and get to zero net emissions by
2050. It is cutting back on some ex-
ploration activities and sees a 1% to
2% annual drop in its oil production.

Shell has focused on lower carbon-
emitting natural gas, with gas pro-
jected to rise to 55% of its output from
45% by 2030. Just $2 billion to $3 bil-
lion of its roughly $20 billion of annual
capital spending is earmarked for re-
newables—wind and solar power—and
other clean-energy initiatives.

In May, a Dutch court ordered the
company to reduce its global carbon
emissions by 45% by 2030. The move
was hailed by climate activists, but
Shell plans to appeal—a process that
could take two to three years.

Royal Dutch Shell management
declined to talk to Barron’s. In a June
post, CEO Ben van Beurden said: “For
a long time to come we expect to con-
tinue providing energy in the form of
oil and gas products both to meet cus-
tomer demand, and to maintain a fi-
nancially strong company.”

Given strong anti-fossil fuel senti-
ment in Europe, Shell carries more
risk than its U.S. peers. But that risk is
more than offset by a low valuation, a
solid yield, the prospect of higher divi-
dends, and maybe a corporate
breakup. B

Courtesy of Royal Dutch Shell



August 9, 2021

BARRON’S

15

SIZING UP SMALL-CAPS

This Consumer Play
Contains Multitudes

Known for its George Foreman grills and Black & Decker tools, Spectrum
Brands has reined in its debt and trades at a discount to rivals

BY AVI SALZMAN

pectrum Brands Holdings
is one of the few companies
that lets investors play mul-
tiple Covid-era trends at
once, and do it at a discount.
The conglomerate owns
consumer brands that keep
burglars and mosquitoes away, and
make sandwiches cheesier and pets
healthier. It owns, or is licensed to
sell, George Foreman grills, Kwikset
locks, Cutter bug repellent, and some
Black & Decker products, among
many other goods.
Spectrum (ticker: SPB) has the de-
fensive characteristics of a consumer-
§ staples brand, even as it pumps out “a
§ durable, recurring stream of income”
@ from its home and pet-care segments,
§ says Jeff John, portfolio manager at the
> American Century Small Cap
% Value fund (ASVIX), which holds
8 shares of Spectrum. “It’s exactly what
£ we're looking for in a business.”
The stock is on sale, too, likely a
¢ legacy of debt problems that the com-
j pany has put behind it. Spectrum
F‘g" trades for 12.5 times expected 2022
z earnings per share, versus 15.9 times
8 for Fortune Brands Home & Secu-
2 rity (FBHS) and 16.3 for Central Gar-
ﬁ den & Pet (CENT). At a similar valua-
8 tion, Spectrum would be worth $105,
® up from a recent $80. The stock also
2 has a 2.1% dividend yield.
Spectrum was once primarily
& known for batteries. It was formed in
§ 2005 after the battery company Ray-
g ovac added several other brands and
L decided to change its name. Spectrum
£ has expanded and trimmed that prod-
& uct portfolio over the years, and sold
< its battery division to Energizer
3 Holdings (ENR) in 2019. It now has

amsti

Dr

ne Helles

four divisions, covering home im-
provement, personal care, pet care,
and garden supplies.

Spectrum is in the midst of a re-
markable growth spurt that appears
to have accelerated during the pan-
demic. Its earnings per share jumped
43% in the fiscal year ended Septem-
ber 2020, and analysts expect them to
rise 54% this year. The momentum is
likely to continue in most of its divi-
sions, whether or not Covid disap-
pears soon. Sales have already grown
19% this year.

As Spectrum’s performance has
improved, expectations have also
risen. Spectrum’s third-quarter earn-
ings, which came out Friday, missed
analysts’ estimates on the top and
bottom lines by less than 1%, and the
company’s shares fell 3%.

Inflation, particularly from higher
ocean freight costs, is pinching re-
sults. Some of those costs could bleed
into next year, but the supply chain
problems are “mostly transitory,” said
CEO David Maura on Spectrum’s
earnings conference call.

Spectrum Brands

Home goods and pet care

Headquarters: SPB (NYSE)

Middleton, WI

George Foreman
demonstrates one
of his eponymous
grills, which are
among Spectrum
Brands’ better-
known products.

$100

Recent Price: $80.06
YTD Change: 1.4% \

80

Market Value (bil): $3.4
2022E Sales (bil): $4.5

2022E Net Income
(mil): $269

60

40

2022E EPS: $6.38 r
2022E PJE: 12.5

20

Dividend Yield: 2.1% 2019 '20

Note: Estimates for fiscal 2022 ending in September. E=estimate

Sources: Bloomberg; FactSet

Another company legacy—high
debt—also appears to be transitory.
Spectrum filed for bankruptcy in
2009, and debt has crept up at times
in the years since. But the current
management team has cut Spectrum’s
net debt in half in the past four years.
Its operating earnings now cover its
interest payments by more than three
times, up from 1.5 at the end of 2019.

Although debt no longer hangs
heavily on the balance sheet, it still
seems to weigh on the minds of inves-
tors. “I think people are still stuck on
thinking about the Spectrum of a cou-
ple of years ago, where they hadn’t
really started that process of improv-
ing the structure of the business,”
American Century’s John says.

One way for Spectrum to unlock
value could be to sell some of its hold-
ings. Bloomberg reported last month
that the company was considering
selling its hardware and home-im-
provements division, which accounts
for the largest portion of sales.

To some, that move is a head-
scratcher: Why sell a business that is
core to the company? But a sale actu-
ally “makes sense from a pure value-
creation perspective,” argues RBC
Capital Markets analyst Nik Modi,
who rates the shares an Outperform

with a $105 price target. “The math is
pretty compelling.”

Looking at the stock in terms of its
enterprise value to earnings before
interest, taxes, depreciation, and
amortization, or Ebitda, Spectrum
trades at about nine times, versus
competitors in home security like
Assa Abloy (ASAZY), which trades
for 18 times. While Spectrum bought
the division for $1.4 billion in 2012, it
could sell it for $3.4 billion, Modi esti-
mates, and reinvest that money or pay
down debt.

Asked on the third-quarter con-
ference call about the report on the
sale, CEO Maura said the company
would not comment “on any strategic
activity,” but he seemed to confirm
Modji’s assertion about valuation.
“The market valuing us below nine
times Ebitda, we have an issue with
that,” Maura said, laughing. He be-
lieves the stock is “materially under-
valued.”

“If we came into a bunch of cash
today;, if it just fell out of a helicopter, I
would buy back a lot of stock,” he
said, adding, “We’ll just continue to be
consistent and continue to put up
numbers, and I'm sure that one day
we’ll be appreciated.”

That day could be getting closer. B
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Q&A

An Interview With Whitney Baker
Founder, Totem Macro

Ready For
A ShiftFrom

U.S. Stocks

By LESLIE P. NORTON

efore founding the research firm Totem Macro
in 2018, Whitney Baker had a long career as a
jack-of-all-trades investor. She managed long-
only money in Asia, long/short financials, and
global macro portfolios for investment firms
including Soros Fund Management and
Bridgewater Associates, where she was head
of emerging markets. Baker tries to systematically inter-
pret what she calls “the huge amount of confetti in the
markets.” We chatted with her recently about China,
emerging markets, and the dollar, among other things.
An edited version of our conversation follows.

Barron’s: You’ve been negative on Chinese equities.
Nice call. Is it time to buy?

Baker: We're seeing increased Chinese policy and regu-
latory crackdowns on fintech and a broader sweep of
industries. It started with Ant Financial, and mush-
roomed to food delivery, other e-commerce and e-fi-
nance plays, private education, and now, property man-
agement. It’s a broader net than strictly warranted by
national security concerns.

If you're a stock investor, youw've got a few problems
with China. One, there’s an arbitrariness to what’s driv-
ing equity returns. How much idiosyncratic, unprice-
able, and undiversifiable risk is related to the crack-
downs? Two, after being such a big engine of global
growth and credit creation for 10 or 12 years, China is
dealing with difficult and competing domestic priorities:
reinvigorating growth, deleveraging, managing currency
pressures. Ever since deleveraging started around 2013
or so, China has relied on attracting foreign capital to
offset these pressures. When they want to raise capital,
they’ll just say to an onshore newspaper that stocks are
undervalued. You're dealing with policy pen-stroke risk

Photograph by TRISTAN SPINSKI
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The high valuations on Wall Street are
likely to lead many investors to look to
emerging markets for opportunities.

“The U.S. is running a Brazil-style policy, thinking it
won’t be a problem for the dollar, although it will be.”

After four decades of declining
inflation, few people place much
value on inflation protection.

not rooted in anything macro. We
don’t make investments based on that
kind of arbitrary driver.

What distinguishes Totem from
other advisory services?

Our way of looking at the world is
largely driven by money and credit
flows and understanding how they
intersect to drive economic outcomes
or asset prices. Almost everything we
write is connected to the specific way
to monetize it. We publish trade recom-
mendations specifically related to the
20 or so most liquid emerging markets.
Sometimes, they are individual stocks,
but only if they’re macro-relevant. My
history as a financials long/short man-
ager feeds in there. In EM, financial
equities are turbocharged levered ex-
pressions of the cycle. Our holding
period is three to 18 months. Totem’s
win ratio is 72%. We’ve done 2 5 times
the performance of a broad emerging
market risk-parity portfolio, with less
than half the volatility.

Where are we in the investing cycle?
In the global financial crisis, you had
impaired balance sheets in the devel-
oped world. Households and corpora-
tions were deleveraging. When credit
is contracting, you need a lot of money
printing to keep overall financing on
an even keel. When people focus on
things like the U.S. fiscal cliff, or Chi-
nese credit creation slowing, or the
taper tantrum, they’re dusting off the
playbook for the last cycle.

Back then, the U.S. took a pragmatic
approach to fixing its credit pipes: forc-
ibly recapitalizing the banks, stress-
testing them, enabling releveraging to
begin much earlier than in Europe,
Japan, or the UK. In that cycle, you had
two drivers: the U.S. and China. That
was enabled by superior growth and
greater financial stability, or at least the
appearance of it. [A combination of]
foreigners having sucked their money
out of the U.S., shrinking deficits, de-
clining imbalances, improving cyclical
conditions, and monetary divergence
pushed up a dollar that was negative
10%, in real terms, to plus 20%, in real
terms, around 2015.

That exacerbated problems in
emerging markets. Money was sucked

High Velocity
Today’s private
investment re-
covery is even
faster than the
one in Lyndon
Johnson’s Great
Society era,
Baker says.

%-3%
2.5 0"9/0
Where Treasury
yields might

be at the start

of 2022’s first
quarter

out because suddenly, the U.S. was OK
again. Meanwhile, China began slow-
ing. Also, emerging market export rev-
enue was falling because commodity
prices started to fall. In the EM in 2013,
current-account imbalances were wide,
assets were more expensive, and cur-
rencies were overvalued.

How is today’s cycle different?
The U.S. and China won’t be the en-
gines. Last year, we said that if the U.S.
economy was shut down for three
months, the loss of income/output
would be about 8% of gross domestic
product. If every person who lost a
dollar of income got exactly that
amount back from fiscal support, it
would plug all the gaps. But the gov-
ernment ended up doing roughly 15%
of GDP, mostly in transfer payments
against a private-sector income loss of
around 7%. That gave households a
way to spend on all sorts of stuff, boost-
ing demand without having to be em-
ployed producing supply.

That’s why we’re having such pro-
nounced inflationary pressures, and
why there’s just no way it’s transitory.
In the U.S., corporate balance sheets
have already been leveraged. House-
holds have room to lever, but don’t
need to, because they’ve got 13% of
GDP in extra savings that they haven’t
spent yet. Meanwhile, China will be
deflating and trying to get its debt lev-
els and property bubble under control.

But you're seeing a synchronized
rebound and releveraging everywhere
else. The EMs have done their adjust-
ments over the past 10 years and are
now rebounding. Europe is rebound-
ing. There will be a policy of much big-
ger deficits throughout the developed
world, for infrastructure and so on.
We're also seeing the fastest, sharpest
private investment recovery since 1960,
even faster than President Johnson’s
Great Society. That’s the regime change.

So why is the economy still produc-
ing two percentage points less than it
did pre-Covid? Although demand is
high, capacity utilization isn’t super-
stretched. We haven’t really had com-
modity investment globally, outside of
shale, since 2010. The debt and invest-
ment bust over the last cycle meant that
there was historically low investment

in residential construction, factories,
business equipment, and government
infrastructure by state, local, and fed-
eral parties. In Europe, there was a
huge contraction in government invest-
ment. That helped companies based
elsewhere, such as Taiwan Semicon-
ductor Manufacturing [ticker: TSM].
Since 2014, its revenue has shot up, as
the chip maker increasingly dominated
the fabless space, but capex didn’t
move anywhere. Then, all of a sud-
den—boom!—there’s a semiconductor
shortage. This inflationary dynamic is
going on everywhere. The crowded
positioning in U.S. assets will switch
back into the value and cyclical benefi-
ciaries in other markets.

Isn’t that already happening?
It started in May, but there’s a lot left to
go. The U.S. is running a Brazil-style
policy and thinking it won’t be a prob-
lem for the dollar, although it will be.
The U.S. is effectively adopting populist
policies on the monetary, fiscal, and
credit-creation fronts that have failed
and created problems for EMs. The Fed
has artificially narrowed corporate
credit spreads. They guaranteed a
bunch of credit, as they did in the fi-
nancial crisis. Fannie Mae and Freddie
Mac are trying to tweak mortgage stan-
dards to deal with inequality and other
goals that the credit allocation mecha-
nism shouldn’t be used to deal with.
The same is true for Europe. Gov-
ernments are taking control of credit
allocation in a way that EMs have
seen since time immemorial. It never
ends well. When you’re pumping out
3% loans through Caixa or Banco do
Brasil, you can bet those will be bad
loans later.

What about Treasury yields and
the dollar?

There has been no net-duration Trea-
sury issuance for the past three
months after accounting for Fed pur-
chases. The amount of bond issuance
will now surge, and our 10-year yield
indicators are pointing to 2.5% to 3%
by the first quarter. If the Fed then
tries to effectively ease, the dollar will
bear the brunt. We’ve already had 12%
dollar depreciation since last April.
And investors are way too exposed to

the U.S. Our valuations versus every
other asset class on Earth, with the
exception of North Asia, are incredi-
bly extreme, and the dollar’s over-
valued. Profit margins will be
squeezed by inflation. No one values
inflation protection because inflation
has declined for 42 years. With infla-
tion disruptively high, yields are
about to spike. Stocks are probably
going to have a trickier time, given
their valuations.

Any specific recommendations?
We like the high-yield and commodity-
dependent emerging markets, which
now have the best current account sur-
pluses and balance sheets they’ve ever
had, and no dollar debt to speak of.
There are rock-bottom valuations on
currencies. In Chile and Colombia, we
particularly like the stock indexes at
large. We're re-evaluating Peru. We
don’t have a position in it, but they’re
levered to commodities and the na-
tional election is behind them. In Mex-
ico, we went long bank equities last
August. They doubled, and six weeks
ago we took profits because they re-
verted to something more like an aver-
age multiple. Mexico’s one of the few
countries that’s supercompetitive,
geared to the U.S., and also has a very
underlevered private sector.

In Eastern Europe, rates are very
low and will rise. Bank equities give
you an extra hedge. Polish bank earn-
ings will triple if rates go up 300 basis
points [three percentage points]. We
are long banks in Poland and Russia.
We took profits in Hungary in 2020
and never got back in, which was a mis-
take. These countries have a big export
boom. Russia has a big oil tailwind,
and is tied with Peru and Chile for hav-
ing the biggest commodity windfall
gain in the world. We have Sherbank
[SBRCY] on the financial side.

What would you avoid?

Anything in North Asia, Chinese stocks,
Brazilian stocks. We're short equities on
the growthier end of the spectrum in
Korea and Taiwan. And though we’re
structurally inclined to like India, we
can’t buy at these valuations.

Thanks, Whitney. B
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TECH TRADER

Lyft and Uber are benefiting from more people
leaving their homes, but they have a new problem:
finding enough drivers.

Tech Dominates the
Economy, but Can’t
Escape Its New Reality

he latest batch of
tech earnings re-
ports makes it crys-
tal clear that the
economy is moving
on from the pan-
demic. This isn’t to
minimize the risks from the Covid-19
Delta variant. But mask mandates or
not, Americans have had enough shel-
tering in place. The rush to leave home
is having a material impact on a di-
verse set of tech businesses.

Let’s start with ride-sharing.
Both Uber Technologies (ticker:
UBER) and Lyft (LYFT) reported
results this past week, and the num-
bers show that an impressive rebound
is under way. June-quarter revenue
grew 105% at Uber and 125% at Lyft.
Lyft reached profitability, as measured
by adjusted Ebitda (earnings before
interest, taxes, depreciation, and
amortization) one quarter ahead of
schedule, and Uber should get there
by year’s end. Uber said airport trips
were up 67% from the March quarter.

And yet, both stocks sold off. Uber
and Lyft are spending enormous sums
to lure and keep drivers. Lyft spent
$375 million in the June quarter alone
on driver incentives, and it expects
that figure to be higher still in the Sep-
tember quarter. My interpretation: In
a world with widespread labor short-

By Eric J. Savitz

drivers. Even without new rules, the
costs of doing business appear to be
heading sharply higher for companies
relying on gig workers.

People are leaving the couch.
Roku (ROKU) last week said that cus-
tomers streamed one billion fewer
hours of TV in the June quarter than
they had in the March quarter—the
first-ever sequential decline. People are
watching less and going out more.
Zynga’s (ZNGA) shares cratered after
the mobile videogame company missed
earnings estimates. Zynga blamed
“market dynamics related to the great
reopening.” Fiverr, which runs a mar-
ketplace for freelance creative services,
posted disappointing guidance, citing
higher vaccination rates, leading to
people “taking vacations and getting
some off-screen time.”

It all follows the recent slowdown
in Amazon.com’s (AMZN) e-com-
merce business. Wayfair (W), an on-
line furniture retailer that thrived dur-

ing the pandemic, saw sales fall 10%
in the latest quarter. Etsy (ETSY)
shares tumbled 20% as the company
warned that revenue growth will slow,
in part due to—get this—a drop in
face-mask sales.

Meanwhile, Yelp (YELP) had its
best growth quarter since 2015, driven
by an impressive pickup in restaurant
and retail ads. And you know who
had a great quarter? None other than
Groupon (GRPN), which now mar-
kets itself as “the destination for expe-
riences.”

Not many people are going back
to the office. As laid out in this
week’s cover story, many companies
are planning a return to the office. But
out here in Northern California, com-
panies are abandoning that idea, writ-
ing off leases and moving on. Zynga
last week said it will exit its San Fran-
cisco headquarters building. Earlier
this year, Dropbox (DBX) took a
nearly $400 million charge on its
headquarters in San Francisco. Sales-
force.com (CRM), Airbnb (ABNB),
Uber, Paypal (PYPL), and Zendesk
(ZEN) have all taken Bay Area lease
writedowns. In tech, what matters is
who you are, not where you are.

eeling brave? On my monthly
Barron’s Live video call this
past week, I had a fascinating
chat with Dan Niles, a hedge
fund manager and former buy-side
analyst. Niles is an aggressive investor
who likes to make bold calls. And last
week, he proposed a doozy: Niles

thinks the time has come to bottom-
fish for Chinese tech stocks.

To be clear, the group has been a
disaster, due to measures taken by
China’s government to rein in the
country’s technology companies. Some
sectors, like online education, have
collapsed, and even large-caps have
suffered, with Alibaba (BABA) down
30% and Baidu (BIDU) off 50%. The
KraneShares CSI China Internet
exchange-traded fund, a proxy for
China tech known by its trading sym-
bol KWEB, has been halved.

But Niles notes that Chinese state
media recently said that the market is
misinterpreting what Beijing is doing—
and he adds that regulators had a call
with the major China brokerage houses
to restore some measure of calm. Niles
points out that more than 100 million
people in China have investments in
the stock market.

“At a certain point, the Chinese gov-
ernment is more concerned about revo-
lution and social stability,” he says.
Niles notes that KWEB recovered from
its trade-war declines and its 2020
Covid selloff. He doesn’t see much
downside left in the latest swoon.

Niles says he has bought a basket
of over 50 China tech stocks, includ-
ing some of the market’s largest
names, like Alibaba, Baidu, TenCent
(700.Hong Kong), Didi Global
(DIDI), and Meituan (3690.Hong
Kong). My colleagues have suggested
taking a cautious approach with indi-
vidual Chinese stocks. ETFs like
KWEB offer a more diversified bet.

Lyft spent $375 million last quarter
on driver incentives, and could pay
even more this quarter. In a world

%" ages and soaring gas prices, driving

£ strangers around might not be your

2 best job option. Uber and Lyft have

E been taking aggressive steps to fight

S government efforts to reclassify work-
E ers as employees, rather than contrac-
2 tors. But ride-sharing companies now
& must dig deeper to attract enough

of widespread labor shortages and
soaring gas prices, perhaps driving
strangers around isn’t the most
attractive job option.
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The Delta variant has upended return-to-work plans, and the tight

labor market has companies scrambling to hire and retain workers.

What this means for companies, employees, and investors.
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Lauren Hill enjoyed working at
home, but she’s happier in the of-
fice, where she returned in July after
a 16-month hiatus. “I love it,” says
Hill, a fund manager with West-
wood Holdings in Dallas. “The con-
versations are richer and you con-
nect so much more in person.”

Yet Westwood, like many compa-
nies, isn’t going back to life before
the pandemic. Many employees are
coming in a few days a week, re-
serving a desk or conference room
in a “hoteling” system. People stand
farther apart during the morning
meeting, wearing masks (though
proof of vaccinations isn’t required).
And since some workers are never
going back, the company doesn’t
need as much office space; it gave up
40% of the 12th floor in a down-
town Dallas building.

Similar narratives are playing out
nationwide as millions of employees

head back to workplaces. With
nearly three-quarters of U.S. work-
ers fully vaccinated, many compa-
nies are trying to get workers back
in person. Less than 10% of corpo-
rate America is now fully remote
and more than 92% of businesses
are operating at least partially in
person, according to the Society for
Human Resource Management, a
professional membership and lob-
bying organization. Those figures
are likely to rise as schools reopen
this fall and businesses try to recall
the rest of their workforces.

The Delta variant and the surge of
new infections is scrambling plans,
however. Apple, BlackRock, and
Wells Fargo all recently postponed
return-to-office plans until October.
Alphabet’s Google and Facebook
also pushed their return dates to
October, and say workers must be
vaccinated to come back. Walmart is
requiring all corporate employees to
be vaccinated. Amazon.com is delay-
ing a return until 2022.

A more lasting hitch may be
what’s dubbed The Great Resigna-
tion. Newly empowered workers—
flush with stimulus benefits and
bargaining power in a tight labor
market—may not stick around if
employers require their physical
presence five days a week, or even

EIGHT BACK-T0-0FHCE STOCKS

The 10-year Treasury yield recently touched lows around 1.2%, down from 1.7% in the spring. So how to invest? Barron'’s found eight stocks that look attractive across three
sectors with some of the biggest exposure to the back-to-work theme: real estate, consumer spending, and technology.

three. Nearly 18 million workers left
jobs voluntarily through the first
five months of 2021, pushing the
quit rate well above average, accord-
ing to the Labor Department.

Job-hopping is picking up for
the usual reasons—higher pay and
better benefits. But other factors
are kicking in. Alienation from
corporate culture might be one.
Nearly half of 2,000 employees
surveyed in February by the
Achievers Workforce Institute, an
independent research firm, said
they felt less connected to their
companies or colleagues since the
pandemic started. The same survey
found that 52% of workers plan to
look for a new job this year, up
from 35% in 2020. In 2018, volun-
tary turnover averaged 12%, ac-
cording to Mercer.

Workers also seem willing to
give up pay for flex time. Half of
1,584 Americans surveyed by
Grant Thornton in July said they
would forgo a 10% to 20% pay hike
in return for work flexibility.
Among those earning more than
$100,000, 83% want flexibility and
47% would give up a pay increase.
About 40% say they’ll resign if
they have to go back into the office
five days a week.

The labor market is likely to stay

“Food
service
willbea
bigpart
of our
strategy”

Marisa Bradley,
Ford Motor

tight as the economy picks up, and
companies may need to ramp up pay
or perks to lure workers back. More
than nine million postings are on the
market, double the level in April
2020. Companies will need to get
creative with benefits beyond flex
time or working from home, says
Tim Glowa, a human-resources con-
sultant with Grant Thornton. A
$1,000 monthly car allowance, for
instance, has a $2,000 value in the
eyes of employees, he says: “It allows
them to get a car that’s one or two
classes beyond what they can afford,
and their neighbors can see it. That
has intangible benefits for employees,
and it’s leverageable for employers.”

How it all plays out varies by
industry, of course. Wall Street is
trying to play hardball, telling work-
ers not to expect New York wages if
they’re kicking back on a Colorado
ranch. “If you can go into a restau-
rant in New York City, you can come
into the office,” Morgan Stanley
CEO James Gorman said recently,
echoing demands at JPMorgan and
Goldman Sachs. Gorman later said
he expects 80% of work hours to be
conducted in the office, though he
added, “we would be flexible where
flexibility is called for.”

In the tech industry, companies
are threading a needle, trying to

Recent YTD Estimated Calendar 2021
Company / Ticker Price Change EPS P/ Comment
. . Profitable West Coast REIT, home to Hollywood
Hud Pacific P t HPP 26.83 12% 1.37* 20*
udson Pacific Properties / $ > $ producers, Netflix, and Google. Yields 3.7%

Exposure to healthy Boston and Bay Area markets

Boston Properties / BXP 116.87 24% 4.24* 28* with life-sciences and tech tenants. Owns thriving
Reston Town Center in Virgina. Yields 3.3%

Ross Stores / ROST 120.35 -2 4.04 30 Discount retail.er, beneﬁt'i‘ng from work«ir wardl.'obe
upgrades and in-person “treasure hunt” shopping

WW International / WW 31.24 28 2.08 15 Dieting seryice, seeing gains fl.’onl pandemic,:, weight géin:
new coaching app, and targeting “dad bods” for first time

O, —_ i . i —

Starbucks / SBUX 118.59 1 3.37 35 US st.ore traffic back to 90% pre-Covid levels; sales pick:
ing up in urban markets as workers head back to offices

Ruth's Hospitality Group / RUTH 19.80 1 1.06 19 Steak house is mou.ntlng a .comeback as business lunches
rebound; company is opening 10 new restaurants

Microsoft / MSFT 288.97 30 8.35 35 Be.nef}ting from enterprise computing upgrades, '
gains in Teams software, and demand for cloud services

Cisco Systems / CSCO 55.92 o5 3.29 17 Networking gear getting a lift from corporate tech

upgrades and cloud expansion

*Based on adjusted funds from operations.

Source: FactSet
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retain engineers and other techies
while using their own technologies
to promote hybrid or remote work.
Dropbox is giving up a third of its
office space in San Francisco as it
shifts to a model of dispersed work
“studios” and “curated in-person
experiences” (cubicle farms are out;
plush couches and coffee bars are
in). Facebook recently expanded
remote-work eligibility to cover
entry-level engineers. Twitter and
Reddit have gone permanently re-
mote at workers’ choosing. Google
expects 20% of its workforce to stay
remote, 20% to relocate (potentially
with salary cuts), and 60% to come
in at least part time.

At Ford Motor in Dearborn,
Mich., 32,000 office workers are
slated to come back in October, but
they won’t be tethered to cubicles as
the company shifts to flexible sched-
ules and layouts. And the auto
maker is offering perks to lure peo-
ple back, such as daily meal kits that
workers can take home to prepare
dinner. “Food service will be a big
part of our strategy,” says Marisa
Bradley, a Ford spokesperson.

11 this sounds great for
workers, but it’s mak-
ing things tough for
companies and their
investors. Employers are walking a
tightrope: trying to retain workers
¢ while holding the line on wages in
gorder to preserve operating mar-
i: gins. Labor shortages may drive up
 costs and depress margins in sec-
% tors like retail and leisure, according
f::ato Kate Moore, head of thematic
> strategy at BlackRock.

The market has moved on from
the two major pandemic trades:
“work from home” and “reopening.”
Stocks pegged to the pandemic—
such as Peloton Interactive (ticker:
PTON) and Zoom Video Commu-
nications (ZM)—had a killer year in
5‘12020. But Peloton is down this year,
£ while Zoom is tracking the market.
£ The market then pivoted to cyclical
% reopening stocks—theme parks,
faairlines, and cruise lines—but that
g trade also fizzled.

The whipsawing makes sense:
The market can’t make up its mind
¥ about the pandemic. Hopes for a
3 quick resolution are fading with the
6 spread of the Delta variant. Vaccine
%resistance is proving to be an eco-
£ nomic roadblock, with a third of

aph by Sarah Anne Ward; Styl

Nagle/Bloom

eligible adults unvaccinated and
more than half of people ages 18 to
39. More companies are requiring
that employees be fully vaccinated
to return to the office, and vaccina-
tions are on the rise again. But esti-
mates for economic growth and
inflation are weakening as the pan-
demic lingers.

The uncertainty is also upending
fiscal and monetary policies. More
than $1 trillion of infrastructure
spending could course through the
economy over the next few years.
Democrats also want to push
through $3.5 trillion in additional
government spending, while raising
corporate and individual taxes.

But the bond market is betting the
Fed won’t have the nerve to raise
rates as expected. Bond yields,
which move inversely to prices, have
tanked: The 10-year Treasury yield
recently touched lows around 1.2%,
down from 1.7% in the spring. Some
of the declines reflect technical fac-
tors, including less issuance of Trea-
suries, says David Kelly, chief global
strategist at J.P. Morgan Asset Man-
agement. But stocks are also signal-
ling less worry about inflation or a
tighter monetary policy, with rate-
sensitive sectors like technology re-
covering sharply in the past month.

So how to invest? Barron’s found
eight stocks that look attractive
across three sectors with some of
the biggest exposure to the back-to-
work theme: real estate, consumer
spending, and technology.

REAL ESTATE

ffice real estate, a belea-
guered and controver-
sial sector, is more nu-
anced than investors
might think. WeWork, for instance,
says demand for its flexible work
spaces has increased among larger
corporate customers, which now
account for 50% of its tenant mix,
up from 40% before the pandemic.
“Businesses know they can’t survive
long term if they don’t perpetuate
culture, which is fostered in-per-
son,” says Alexander Goldfarb, a
real estate analyst with Piper Sand-
ler. Before the pandemic, physical
occupancy in offices averaged four
days a week. Going down to three,

Many big
financial
institutions,

such as Goldman
Sachs, pictured
above, are
insisting that
employees return
to the office...

...but workers
across all
industries are
quitting at record
rates, looking
for more flexibil-
ity and better
benefits.

JOIN THE

Ble

CQUIT

J«

he says, “is not a big shift.”

The trends still look tough for
New York landlords, one reason
Goldfarb is neutral on the large of-
fice company SL Green Realty
(SLG). But he sees gains for Hud-
son Pacific Properties (HPP), a
real estate investment trust that
leases space in West Los Angeles.
Its tenants include Hollywood pro-
ducers, agents, plastic surgeons, and
others who aren’t giving up their
space. Its largest tenants are Google
and Netflix, which rents a 13-story
building in Hollywood.

“People who live and work in
West L.A. aren’t moving to Texas,
and they’re not downsizing their
offices,” says Goldfarb. Constraints
on property development in Los
Angeles keep rents elevated and
turnover low. Hudson’s adjusted
funds from operations, a REIT mea-
sure of operating income, should
rise 6.3% this year, according to con-
sensus estimates, providing more
than enough coverage for the stock’s
dividend, yielding 3.8%. Hudson is
also trading at a 40% discount to
the net asset value of its properties,
one of the wider discounts in the
REIT space, Goldfarb says.

Boston Properties (BXP) is
another office REIT Goldfarb likes
for its exposure to Boston and the
Bay Area—areas with thriving life
sciences and tech industries. The
company also owns the Reston
Town Center in Northern Virginia, a
mix of restaurants, retail and resi-
dential that Goldfarb calls a “gold-
mine.” BXP trades at a 20% dis-
count to NAV, and yields 3.3%.

CONSUMER SPENDING

oss Stores (ROST) is a
retailer that thrived be-
fore the pandemic as
shoppers scoured its
racks for discounted brand-name
clothing. All its sales came from
in-person shopping, so sales col-
lapsed in 2020, but it’s recovering as
shoppers get back to stores and buy
new wardrobes for a return to the
office. “There’s tremendous demand
for that treasure-hunt experience
and shopping again,” says Hill.
That could lift Ross’ sales 38%
this year and 10% in 2022, accord-
ing to Wall Street estimates, leading
to an earnings per share jump of
20%, to $5.22, next year. Hill has a
one-year target of $138 and $182 for
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three years out, up from $120 cur-
rently. “The reopening in California,
where Ross is based, should be par-
ticularly strong,” she says.

WW International (WW), for-
merly known as Weight Watchers,
should benefit from two trends. One
is pandemic weight gain—76% of
Americans gained weight, averaging
16 pounds, according to a June sur-
vey of 2,000 people by Nutrisystem.
Workers will be motivated to tone
up as they head back to the work-
place, says Hill. WW is also expand-
ing with digital tools including a
coaching app called Digital 360, and
it’s targeting men for the first time,
going after dad-bods and others.
Hill says that if WW can capture
even 1% of this new dieting market,
sales will expand an additional 7% a
year. At $31, the stock trades at 12
times 2022 earnings. Hill pegs it at
$43 in a year and $75 in three years,
more than double its recent price.

As people head back to offices,
they’re likely to grab a coffee, busi-
ness lunch, or dinner. Two restau-
rant stocks to play that theme are
Starbucks (SBUX) and Ruth’s
Hospitality Group (RUTH). Both
are slumping on concerns that
Delta, or another variant, will derail
office life. Starbucks is up 11% this
year, trailing the S&P 500’s 17%
gain. Ruth’s, a small-cap, is also up
11% for the year, but down 26% in
the past three months.

Starbucks’ results, however,
show strength. U.S. store traffic is
back to 90% of prepandemic levels,
with the rest likely to come back as
workers return to urban-core mar-
kets, says Jefferies analyst Andy
Barish. Average checks were up 1%
to a record high in its most recent
quarter. Starbucks also raised esti-
mates for same-store sales in the
September quarter, topping consen-
sus estimates. While wage pressures
are rising, margins don’t appear to
be suffering. “There’s wage inflation
but they’re managing it,” says Bar-
ish, noting that the company is of-
fering compelling benefits packages.

China, a huge growth market, has
been weak, but Starbucks is still on
track to open 6,000 stores over the
next year, from 5,100 now. “Profit-
ability is improving and long-term
growth prospects remain fantastic
in China,” says Barish, who recently
bumped up his price target to $145,
well ahead of its recent $119.

Ruth’s faces pressure on several

WORKERS /AT LESS 0FFICE TINE

Percentage of workers who want flexibility in where they work

TTRRAET

83%

FLEXIBILITY (00N MORE THAN CASH

Percentage of workers who would give up a pay increase for flexibility

TR

41%

WORKERS (N THEHUAT

Employees are looking for new jobs at above-average rates

TRTN

Note: Data based on employees earning more than $100,000 annually.

fronts: Beef inflation is running at
15% to 20%, labor costs are rising,
and sales volume is depressed with
dine-in capacity still at 50% in many
locations. But sales in urban markets
are improving, and the company is
mitigating the margin pressure
through digital staffing initiatives
and “back of house” efficiencies, says
Barish. Beef inflation is expected to
moderate this fall, and the company
sees sales momentum in areas re-
opening for tourism and business,
including Hawaii, New York, and
Boston. Ruth’s balance sheet looks
strong enough to possibly reintro-
duce a dividend and share buybacks,
says Barish, though near-term infla-
tion and cost pressures may hold the
stock back. He expects the stock to
gain modestly over the next year, to
$22 from a recent $20.

TECHNOLOGY

he technology sector was

ready-made for a societal

shift to remote work. The

next leg of growth, how-
ever, is tougher to map out. And
regulatory pressures are building
on Big Tech firms like Apple

48%

Source: Grant Thornton

(AAPL), Facebook (FB), and Al-
phabet (GOOGL).

One overarching trend, however,
is that tech spending should be on
the upswing again. According to
UBS, 81% of IT managers plan to
increase their budgets this year, up
from 57% in 2020. Morgan Stanley’s
latest survey of chief information
officers found that spending growth
is expected to hit 3.8% this year,
rebounding close to the 10-year
average of 4.1%. Nearly half of CIOs
expect tech budgets to increase as a
percentage of company revenues
over the next three years. Cloud and
“digital transformation” initiatives
are at the forefront, with cybersecu-
rity rising to the top three priorities.

Two ways to take swings at the
theme are Microsoft (MSFT) and
Cisco Systems (CSCO).

Microsoft could benefit from two
labor market trends: It’s selling
more higher-tier Office software
packages that include Teams, its
workplace-messaging app, as em-
ployees stay remote or go hybrid.
Microsoft CEO Satya Nadella’s pay
is now more closely pegged to active
usage of Teams. Microsoft also
owns LinkedIn, a beneficiary of

Microsoft
could
benefit
fromtwo
labor-
market
trends:
working
from home,
and cloud
computing

increased worker mobility, job list-
ings, and ad spending. The upgrade
cycle should increase spending on
office computers and software, fol-
lowing a dropoff in 2020.

Cloud services are another tail-
wind; 40% of workloads are now in
the cloud, a figure that could hit
55% in 2022, estimates Wedbush
analyst Dan Ives. He sees healthy
cloud budgets continuing, with hy-
brid work here to stay and Micro-
soft “firmly positioned to gain mar-
ket share.” He has a $325 target on
the stock, up from recent prices
around $288.

Cisco Systems should also see
higher spending as companies buy
more of its networking gear, follow-
ing a pause in 2020, says Westwood
technology analyst and portfolio
manager William Sheehan. “Enter-
prise networks, on premise, were
largely neglected with employees
not in the office,” he says. “Cisco
will benefit from a refresh cycle.”

Sales growth is accelerating on a
quarterly basis, and Cisco is shifting
to a subscription model for software
attached to its hardware, which will
smooth out revenue. Cisco is also
selling more gear to cloud providers
and recently acquired Acacia Com-
munications, an optical-component
supplier that should help extend
cloud sales.

Cisco sales have been flat at
around $50 billion since 2015. The
stock rose during the Covid tech
boom, but only made a round trip
back to 2019 levels. It has beaten
the Nasdaq Composite this year by
10 percentage points, however,
gaining 25%, and still trades at just
16 times estimated 2022 earnings.
With growth picking up, Sheehan
thinks it can hit $64 in a year and
$75 within three years, up from $55
recently.

Evercore IST analyst Amit Darya-
nani sees a path for Cisco to reach
$100, fueled by return-to-office
trends, gains in cloud services, and
demand for networking gear for
higher bandwidths, WiFi, and 5G
mobile networks. The company’s
strong free cash flow, profitability,
and high recurring revenue mix
“are all underappreciated,” he
wrote in a recent note, and could
accelerate under new CFO Scott
Herren. While Daryanani’s 12-
month target is $62, he sees the
stock topping $100 in an “ultimate
upside” scenario. H
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ew Investors
re Rushing In.

The meme-stock craze is a long-term win for the
robos. Here's our annual ranking of the best providers.

N

A
Robo-Advisors
Are Ready.

By SARAH MAX

ust a few years ago, robo-
advisors were seen as the
future of investing, a dis-
ruptive software-driven
service that promised a
set-it-and-forget-it ap-
proach, at a fraction of the
cost charged by traditional advisors.

Then came Robinhood Markets
(ticker: HOOD) and the pandemic,
which turned novice investors into day
traders. Meme stocks got all the atten-
tion, but the robos are doing just fine,
and they’re poised to benefit from the
new interest in financial markets.

“All of these people have just been
introduced to the market, and we think
that’s a good thing,” says Kate Wauck,
chief communications officer at Wealth-
front, which helped pioneer the robo-
advice industry more than a decade
ago. Over the past year, Wealthfront’s
assets increased 30%, to $26 billion.

By the end of 2020, robos managed
$785 billion, up 25% in a year, accord-
ing to estimates from Backend Bench-
marking, a Martinsville, N.J.-based

firm that follows robos. “The growth
of the industry has been pretty spec-
tacular,” says Ken Schapiro, Back-
end’s founder, noting that many of the
advisors’ assets more than doubled in
the past year.

While over half of the assets are
linked to employer-sponsored retire-
ment plans, the past 12 months have
been pivotal for digital advisors fo-
cused on individual investors.

The lines between traditional finan-
cial advice and digital-based offerings
have continued to blur. “These compa-
nies are really trying to break out of the
robo-advice, stand-alone mold to start
to become personal-finance platforms,”
says David Goldstone, Backend’s man-
ager of research and analytics.

The robo-advisors have also broken
out of their passive investing roots.
Many of the services are embracing a
new paradigm—giving customers
more options to personalize their
portfolios, buy individual stocks, and
even delve into cryptocurrencies.

The evolution makes Barron’s fifth
annual robo ranking more important
than ever. The ranking is based on an

exclusive partnership with Backend
Benchmarking, which has spent six
years funding and maintaining actual
accounts with robo services. Backend’s
data now track 77 different accounts
with 43 providers.

While these digital advisors aim to
do everything that their human coun-
terparts do, most are focused on a large
and underserved segment of investors
who would otherwise go it alone.
“Robo-advisors have really opened up
an entirely new market for financial
advice,” says Goldstone. “A big part of
that is low costs and low minimums.”

That’s certainly the case for this
year’s top-ranked robo, SoFi, which
offers automated investing starting at
$5—with zero management fees—
alongside a menu of financial services,
from student-loan consolidation to
mortgages and insurance. Second-
ranked SigFig keeps an almost singu-
lar focus on investment management;
it’s the engine behind the robo services
offered by many large banks and fi-
nancial advisors. This year’s third-
place spot goes to E*Trade, a pioneer
in online trading that has made it easy
for its brokerage clients to make the
leap to digital advice.

Ranking the Robos

Backend now requires at least three
years of performance data for its rank-
ing; 20 robo-advisors make the cut.
(See the table on the following page for
a breakdown of the top 10 robos.
Backend will publish the full ranking
on its website on Aug. 11.)

Backend opens accounts that target
a moderately aggressive allocation—
typically a 60/40 mix of equities and
fixed income. Because robo-advised
portfolios are highly customized,
Backend then uses a normalized
benchmark that compares each robo
account against an average portfolio
that’s adjusted to match each account’s
allocation.

Performance carries a 45% weight-
ing and takes into consideration fees
and risk-adjusted returns, as measured
by Sharpe ratios. Both SoFi and SigFig
had higher-than-average Sharpe ratios,
suggesting that their portfolios
squeezed the best results from their
relative risk exposures. For the ac-
counts tracked by Backend, SoFi had ang
average annual return of 11.7%, SigFig’s (é
was 12.1%, and E*Trade’s was 11.3%. (A:r:%
robo with a lower return can still score
higher on Backend’s ranking.)

Returns and fees matter, to be sure,
but that’s only part of the puzzle.
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Breaking Down the Robos

Here are the top 10 robo-advisors of the 20 that were ranked. The ranking is based 45% on quantitative
factors, including performance, and 55% on qualitative factors, which include financial planning.

80

SoFi SigFig
Core

When working with human advisors,
investors are influenced by all kinds of
qualitative factors, such as differences
in investment philosophies, communi-
cation styles, and accessibility. The
same is true in the world of digital
advice, where an investor’s long-term
success is affected by customer expe-
rience, financial-planning features,
and access to human advisors, among
other features. To that end, Backend
gives a 55% weighting to a host of
qualitative factors.

Founded in 2011, SoFi Technolo-
gies (SOFI) initially focused on stu-
dent-loan refinancing, but has ex-
panded into virtually every segment of
personal finance, with the goal of
helping its 2.3 million customers bor-
row, save, spend, protect, and invest
their money. In 2017, it launched its
automated investing service, which
now has 66,000 accounts and $475
million in assets under management—
triple what it was a year ago. This ser-
vice and others can be linked via
SoFi’s Relay product, which lets cus-
tomers track all of their accounts on
one mobile dashboard.

“We have this huge ecosystem in
place, so we’re not just a single mono-
lithic robo-advisor,” says John Gardner,

E*Trade Betterment

B Performance

M Costs

B Size and Tenure

B Account Minimum

M Customer Experience
Features

M Transparency
and Conflicts

Financial Planning

B Access to Advisors

Fidelity = Vanguard  Morgan Axos

Stanley Invest

who runs SoFi Invest.

In addition to its automated invest-
ing product, SoFi was among the first
firms to offer fractional shares; cus-
tomers can trade about 8,000 securi-
ties, of which 4,600 are available frac-
tionally. SoFi also supports investing in
initial public offerings and trading in
more than 20 cryptocoins.

Still, extremely low costs are what
gave SoFi a slight edge over last year’s
leader, SigFig, which charges 0.25% for
accounts over $10,000. SoFi levies no
management fee—versus 0.35%, on
average, for the other robos in this
ranking. It also offers no-commission
trading, and has waived the fees on its
six proprietary exchange-traded funds.

Meanwhile, SoFi picked up more
points in this year’s ranking after the
Backend team noted that it gives cus-
tomers access to live advisors, who
provide comprehensive financial plans
and are available to answer questions.
This feature isn’t new, says Gardner,
but SoFi has made it more visible to
customers—and it’s essentially free.

There is a caveat to this low-cost
paradigm. SoFi, which was backed by
venture capital and went public via a
special-purpose acquisition company,
or SPAC, in June, may eventually need

Wealthfront

Ellevest

Source: Backend Benchmarking

to raise its prices. “At some point, we
will charge fees,” says Gardner, add-
ing that SoFi plans to stay within in-
dustry averages and that any increases
would likely be accompanied by im-
proved features and services.

After claiming the top spot last year,
SigFig came in a close second this year.
It tied SoFi for the highest Sharpe ratio
in this ranking, and has returned more
than 12% a year over the past three
years. The drag of a 35% fixed-income
allocation was countered by a large-
cap, growth-oriented portfolio and
healthy allocation to emerging markets.

Retail investors must ante up at
least $2,000 to open an account with
the $1.4 billion robo. That gives them
access to a human advisor. But a large
and growing part of SigFig’s business
is as the robo-engine for major finan-
cial institutions, such as UBS and
Wells Fargo.

Robos Rising

3163 B

Estimated assets
under manage-
ment for robo

Where SoFi seeks to be the “operat-  providers at the
ing system” of its customers’ financial ~ end of 2020.
well-being, SigFig is unapologetically
focused on investment management. o
“We don’t offer noninvestment prod- 25 /0
ucts, but our partners do,” says CEO
Mike Sha. The rate of growth

Sometimes, specialization has its for the industry’s
perks. One outstanding feature offered ~ AUM during 2020.

Low Fees With
A Hidden Cost

In early July, Charles Schwab
said its second-quarter results
would include a $200 million charge
related to a U.S. Securities & Ex-
change Commi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>