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WEEKLY UPDATE 

Our thoughts continue to be with you and your families, wishing you safety and good health. 

Economic and Market Performance 

Last week, oil prices hit an 18-year low and the 10-year Treasury yield fell as markets reacted to negative data 
on U.S. retail sales, industrial production, and jobless claims due to the impact of the COVID-19 pandemic. More 
than 22 million Americans have lost their jobs over the past month, lifting the unemployment rate to around 15% 
from 3.5% in February. The International Monetary Fund forecasts a historic decline in 2020 global output. 

Declining coronavirus infection rates and plans to begin easing lockdown measures resulted in stocks ending 
last week higher with strong gains on Friday as the Dow rose 3%, or 705 points, closing at 24,242. There is a 
“hopeful possibility” that the sharp recession facing the country can be a “temporary downturn,” but this optimistic 
view comes with several cautionary notes and many, many things must go right in order to minimize the economic 
pain, according to Chicago Federal Reserve President Charles Evans. The trillions of dollars the federal 
government and the U.S. central bank are providing to cushion the blow from the pandemic has created a chance 
that the economy could begin to recover in the second half of the year, under the condition that the public health 
situation allows it. 

The White House issued recommended guidelines for gradually reopening the economy in phases while 
maintaining social distancing practices. Governors will determine the appropriate timeline for easing restrictions 
in their states. The speed and strength of the economic reopening are likely to be driven by the development 
and widespread availability of reliable testing, therapeutics and a vaccine to prevent infection. There is still great 
uncertainty about how quickly these items can be rolled out to large numbers of people, although encouraging 
progress is being made on all fronts. 

HI-Quality Company News 

With a century-plus history of leading in times of great challenge, Johnson & Johnson is leveraging its scientific 
expertise, operational scale and financial strength in its effort to advance the work on their lead COVID-19 
vaccine candidate. A vaccine is critical to eradicating the pandemic. JNJ is accelerating its R&D and 
manufacturing to get one billion doses of the vaccine available for emergency use authorization beginning in the 
first quarter of 2021.  In China, JNJ is seeing a gradual return of its business to “normal” conditions with more 
than 50% of its people back to work. In the United States, JNJ expects the country to reopen as new infections 
begin to wane, testing and diagnostics become more available, tracking devices are used, and therapeutics 
become available to treat the disease. With successful vaccines in 2021, the world will manage COVID-19 and 
eventually put it behind us. Thanks to its strong financial position, JNJ increased its dividend 6.3% to an 
annualized $4.04 per share, marking the 58th consecutive year of dividend increases. 

Biogen, Broad Institute of MIT and Harvard, and Partners HealthCare announced a consortium that will build 
and share a COVID-19 biobank. The biobank will help scientists study a large collection of biological and 
medical data to advance knowledge and search for potential vaccines and treatments.  

Given the company’s balanced and diversified businesses, UnitedHealth Group maintained its full year EPS 
outlook for 2020 of $15.45-$15.75. UnitedHealth Group is providing expansive support to COVID-19 response 
efforts.   

To help hospitals treating patients with the novel coronavirus, Carrier Global launched the OptiClean™ 
portable negative air machine, which cleans and removes air potentially contaminated by the virus. 



3M is partnering with Cummins to increase the production of high efficiency particulate filters for use in 3M’s 
powered air purifying respirators. In the United States, 3M expects to produce N95 respirators at a rate of 50 
million per month in June, a 40 percent increase from current levels. 

Fastenal’s designation as "critical infrastructure" due to its distributor presence with state/local governments, 
first responders, food processors, etc., and its supply chain capabilities resulted in an 18.4% increase in daily 
sales of Safety products, including a 31% jump in March. Knowing how important dividends are to 
shareholders, management remains committed to paying its dividend which is possible thanks to the 
company’s strong balance sheet and cash flows. Fastenal is well-prepared to resupply a re-starting economy. 

Charlie Munger, Vice Chairman of Berkshire Hathaway, said in an interview with the Wall Street Journal that 
he and Warren Buffett have been cautious during this time.  He said, “Well, I would say basically we’re like the 
captain of a ship when the worst typhoon that’s ever happened comes. We just want to get through the typhoon, 
and we’d rather come out of it with a whole lot of liquidity. We’re not playing, ‘Oh goody, goody, everything’s 
going to hell, let’s plunge 100% of the reserves [into buying businesses].’” He added, “Warren wants to keep 
Berkshire safe for people who have 90% of their net worth invested in it. We’re always going to be on the safe 
side. That doesn’t mean we couldn’t do something pretty aggressive or seize some opportunity. But basically, 
we will be fairly conservative. And we’ll emerge on the other side very strong.” 

**** 

One of the major challenges for investors in the last month has been determining realistic stock valuations amid 
extreme uncertainty over corporate earnings. Many of the businesses we own will face significant challenges to 
their near-term earnings that we believe are likely to be temporary. We are focusing our attention on more 
“normalized” earnings power, asking ourselves what the company will likely be earning two to five years out 
when the economy recovers. Our initial analysis of any company always considers the real risks of investing. 
This is the risk of permanent capital loss. We have always looked hard at balance sheets and stay far away from 
highly leveraged businesses. 

Our HI-quality companies have started reporting first quarter earnings with Johnson & Johnson, Fastenal and 
UnitedHealth leading the way. As we listened to these corporate leaders on their conference calls last week, we 
were reassured that these financially strong businesses will not only survive but thrive after the COVID-19 crisis. 
JNJ management increased its dividend for the 58th consecutive year, Fastenal management remained 
committed to their dividend payments and UnitedHealth Group maintained their earnings guidance despite the 
typhoon of bad news surrounding the pandemic. 

It is precisely for these reasons that we remain committed to our disciplined and patient investment strategy of 
investing in HI-quality businesses with strong financial positions, high profitability and the ability to generate long-
term sales, earnings and free cash flow growth.  

Please reach out if you have any questions or just want to talk. 

Sincerely, 

Ingrid R. Hendershot 
 
Ingrid R. Hendershot, CFA 
President 
 

 

 
 


