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WEEKLY UPDATE 

As the U.S. economy gradually reopens, we hope you and your family stay safe and healthy.  

 

Economic and Market Performance 

 

Reflecting bleak economic news, the Nasdaq declined about 1% for the week and the Dow and S&P 500 fell 

more than 2%, to 23,685 and 2,864, respectively. 

 

Another 2.98 million Americans filed for unemployment benefits last week. Over the past two months, more than 

36 million Americans have filed unemployment insurance claims. Federal Reserve Chairman Jerome Powell 

said that he sees unemployment peaking in June, and the job market then beginning to rebound as states 

gradually reopen their economies. However, he warned that returning to the pre-virus level of employment will 

take a long time.  

 

The latest data from the Labor Department showed that prices consumers pay for everything from apparel to 

automobiles dropped 0.8% in April at the fastest pace since the end of 2008 as the coronavirus pandemic has 

frozen demand for all but essential purchases. 

 

Total retail sales in April declined16.4% due to the lockdown of the U.S. economy and the massive jump in 

unemployment. Clothing and accessories sales plummeted 78.8%, electronics and appliance store sales fell 

60.6%, furniture and home furnishing store sales dropped 58.7%, and food services and drinking places sales 

declined 29.5%. The one area of strength was e-commerce retailers, which increased 8.4% with the surge in 

online ordering. The hope is that consumer spending is going to improve as economies reopen. 

 

In April, industrial production fell a record 11.2%, pulled down by a record drop in manufacturing. Capacity 
utilization slumped to a record low 64.9%. The decline reflects factory closures, declining oil output and less 
power consumption. 
 
Jerome Powell remarked that the U.S. economic outlook was "both highly uncertain and subject to significant 

downside risks." Powell said the Fed will use its many liquidity tools to their fullest until the central bank is 

confident that the economic recovery is underway but noted the U.S. economy may need additional fiscal 

support.  Congress is negotiating a new $3 trillion fiscal stimulus proposal.  “The recovery may come more slowly 

than we would like, but it will come,” Powell said. Echoing Warren Buffett, Powell said on 60 Minutes, “In the 

long-run and even in the medium-run, you wouldn’t want to bet against the American economy.”  

In Congressional testimony, Dr. Anthony Fauci cautioned that reopening economies too soon could lead to 
increases in infection levels that could set back plans to reopen the economy.  The remarks reaffirmed that the 
process of returning to normal economic activity is still highly uncertain and dependent on underlying health 
conditions.  There have been positive developments on treatments with at least eight promising COVID vaccine 
candidates in development. 

HI-Quality Company News 

 

Earnings season is winding down with Cisco Systems the only HI-quality company reporting earnings last week.  

Cisco Systems reported fiscal third quarter revenues declined 8% to $12 billion with net income dropping 9% 

to $2.8 billion. The pandemic has driven organizations around the globe to digitize their operations and support 

remote workforces at a faster speed and greater scale than ever before. Cisco focused on providing the 

technology and solutions customers needed to accelerate their digital operations. Cisco believes an element of 

remote working will remain in place after the crisis as will online education and telemedicine. Customers will 

need to build out more robust digital operations to support their organizations, especially in security. Cisco’s 

Security products rose 5% during the quarter. Cisco’s Webex video conferencing platform in April hosted 500 



million meetings or 25 billion meeting minutes, triple the volume in February as the world went online overnight. 

Fiscal year-to-date, Cisco’s free cash flow dipped 1% to $11.1 billion with the company paying $4.5 billion in 

dividends and repurchasing $2.7 billion of its common stock. Cisco ended the quarter with $28 billion in cash, 

$11.6 billion in long-term debt and $35.7 billion in shareholders’ equity. Cisco’s strong balance sheet and healthy 

free cash flow generation are competitive advantages.  Cisco remains committed to returning at least 50% of 

free cash flow to shareholders through dividends and share repurchases. The company’s remaining share 

repurchase authorization is $10.8 billion.  

 

ProtectWell™ combines UnitedHealth Group’s clinical and data analytics capabilities with Microsoft’s 

technology leadership to help in the next phases of COVID-19 recovery efforts. The ProtectWell™ app includes 

an AI-powered health care bot that asks users a series of questions to screen for COVID-19 symptoms or 

exposure. If risk of infection is indicated, employers can direct their employees to a streamlined COVID-19 testing 

process that enables closed-loop ordering and reporting of test results directly back to employers.  

 

NIKE reported that 100 percent of NIKE-owned stores and over 95 percent of partner stores in Greater China 

and South Korea are open, with some still operating with reduced hours. In these markets, retail traffic trends 

are progressing and while physical store traffic remains below prior year levels, this is largely offset by higher 

conversion rates and continued strong digital demand. Since mid-March, most of NIKE-owned and wholesale 

partner stores outside Greater China and South Korea have been completely closed which is expected to have 

a material impact on NIKE in the fiscal fourth quarter ending in May.  

 

3M reported April sales declined 11% to $2.3 billion. Total sales grew 5 percent in Health Care, with declines of 

5 percent in Consumer, 11 percent in Safety and Industrial, and 20 percent in Transportation and Electronics. 

The COVID-19 pandemic continues to impact 3M’s businesses in several ways. 3M has continued to experience 

strong end-market demand specifically in personal safety (masks), electronics (semiconductor and data center), 

general cleaning, food safety and biopharma filtration. At the same time, several other end markets have 

experienced significant weakness due to factors including social distancing and shelter-in-place mandates.  

 

Mastercard believes that we are starting to see the spending transition from the Stabilization phase to the 

Normalization phase in some markets, although it is very early days. The Stabilization phase is characterized by 

spending stabilizing around new lower levels as a result of compliance with social distancing and mobility 

limitations. The Normalization phase occurs when these restrictions are relaxed and spending begins to 

gradually recover from the new lower levels, with some sectors recovering faster than others. Cross-Border 

volume continues to be impacted by the decline in travel, although Mastercard has seen modest improvements 

over the last week in part due to an increase in intra-Europe travel. 

**** 

We continue to fully analyze every company in the HI-quality portfolio to assess how significantly their business 

might be disrupted by the pandemic.  We clearly know the businesses very well, but there is a high degree of 

uncertainty about the depth and duration of the economic downturn. Most of our HI-quality companies will 

continue to be adversely impacted in the current quarter by the economic lockdown with financial results 

expected to gradually improve in the second half of the year. Our well-managed HI-quality companies are market 

leaders and have strong financial positions which will enable them to weather the economic downturn and 

emerge on the other side of the crisis in a stronger competitive position. As we estimate normalized earnings 

two to five years from now, valuations appear attractive for most of our HI-quality businesses which bodes well 

for future long-term investment returns. Please reach out if you have any questions or just would like to talk. 

Sincerely, 

Ingrid R. Hendershot 
Ingrid R. Hendershot, CFA 
President 


