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Date:__4/22/13_____________ 

Analyst:__Walter Nabarrete________ 

CIF Sector Recommendation Report (Spring 2013) 

Sector __Materials__________  Review Period__4/5 to 4/19__ 

Section (A) Sector Performance Review 

 

Review sector performance relative to the broad market (SP500) and explain why; Include a 

two-week (for the two-week window reviewed) price chart of the SPDR sector ETF and SP500 

(on the same chart) 

 

MAT

Ticker Current Beg. Stop-loss Target % Cap # Shares Current vs. Sector vs. S&P 500

Price Price Price Price Gain Value

S&P 500 $INX 1555.25 1553.28 0.13%

Sector ETF XLB $37.76 $38.31 -1.44% 560 $21,145.60 -1.56%

Current Holdings

MON $103.22 $105.10 $95.00 $115.00 -1.79% 340 $35,094.80 -0.35% -1.92%
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Over the two week time period, the XLB has underperformed the SP500. There are a few 

reasons why the XLB could have underperformed. One reason could be because there is low 

demand. For example, those companies who deal in the metal market are seeing a lower 

demand for metals like gold and aluminum. Countries such as China drive demand for the XLB, 

but as of late, this demand from China has lessened. Also, a contributor to the poor 

performance of the XLB may be attributed to the deteriorating commodity prices. Not only is 

the price of gold falling, but also silver, copper, and steel, to name a few. Seeing a decrease in 

the prices of these commodities may indicate a slowing economy and the XLB is heavily reliant 

on the overall health of the global economy. 

http://finance.yahoo.com/news/materials-etf-trouble-140647005.html 
http://seekingalpha.com/article/1343021-commodity-crash-2013-insights-on-commodities-
from-hell?source=marketwatch 

 

Highlight noteworthy headline news from the sector (company-, industry-, or sector- level 

news) 

Headline: XLB Makes Notable Cross Below Critical Moving Average 

On Thursday, the XLB had fallen below its 200 day moving average which is a bearish sign. 

Headline: Commodity Crash 2013: Insights On Commodities From Hell 

Recently, commodities such as gold, silver, and steel have seen a decrease in price. This 

decrease will affect certain companies in the XLB more than others such as X and FCX. How well 

these commodities do is correlated with the overall economy, so if these commodities are not 

doing well, the overall economy may not be doing well. 

Highlight the biggest (+) and the biggest (-) movers from the sector holdings during the review 

period. Are there notable reasons why the stocks had big moves (e.g., earnings surprises, 

etc)? 

The biggest (+) mover was LyondellBasell Industries (LYB) with an increase of 3.69%. The biggest 

(-) mover was United States Steel Corp (X) with a decrease of -0.36%. LYB deals with 

manufacturing and selling chemicals and polymers. LYB had reported positive earnings and 

revenues this past quarter. They also have a low debt-to-equity ratio of 0.40 with a quick ratio 

of 1.36. This could have contributed to their positive movement. X produces and sells steel mill 

products. There are plenty of reasons why X has underperformed lately. One could be because 

the price of steel is dropping meaning X has to sell its products cheaper with increasing 

operating expenses. Another could be because the demand is decreasing. Companies like X rely 

http://finance.yahoo.com/news/materials-etf-trouble-140647005.html
http://seekingalpha.com/article/1343021-commodity-crash-2013-insights-on-commodities-from-hell?source=marketwatch
http://seekingalpha.com/article/1343021-commodity-crash-2013-insights-on-commodities-from-hell?source=marketwatch
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on a healthy economy and if it is not growing then there is not much need for steel products for 

expansion and buildings. 

http://www.thestreet.com/story/11895409/1/lyondellbasell-industries-nv-stock-buy-

recommendation-reiterated-lyb.html?puc=yahoo&cm_ven=YAHOO 

Highlight the largest two holdings from the sector and note any headline news on the 

companies 

The two largest holdings in the XLB are MON with 11.96% and DuPont with 9.94%. Headline 

news for MON is mentioned below. However for DD, there are a few. On April 11, DD 

announced the opening of an innovation center in Turkey. This is thought to be a high growth 

market for DD. This facility will focus on food, construction, automotive and energy industries. 

DD and MON also reached a licensing agreement where DD will pay MON royalties, starting 

2014, to sell a few of MON’s soybean products. 

http://www2.dupont.com/media/en-us/news-events/all-releases.html 
http://www2.dupont.com/media/en-us/news-events/all-releases.html 
 

 

Comment on short-term outlook of the sector (including noteworthy upcoming events) 

 

In the short-run I think the XLB has reached its peak. With so much reliance on the overall 

economy and the uncertainty in the economy’s recovery, I think the XLB will continue to float 

around this price range. For the companies in the metal market, the short-term outlook is 

bleak. The price of metals is falling which means less revenue for these companies, but constant 

or increasing expenses. Those companies in the chemical market may have the same outcome 

as the metal market because a lot of the chemical companies deal with production. I can maybe 

see agricultural companies seeing a slight increase due to the start of growing seasons, such as 

soybeans.  

 

 

 

 

 

http://www2.dupont.com/media/en-us/news-events/all-releases.html
http://www2.dupont.com/media/en-us/news-events/all-releases.html
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Section (B) Sector Holding Updates 

Company #1: Monsanto Co (MON) 

Date Recommended: 04/08/2013 

Date Re-evaluated:   04/19/2013 

Company Update 

“Monsanto and Bayer CropScience in deals to share technology”  

April 16, Monsanto and Bayer CropScience have agreed to share crop biotechnology regarding 

weed and pest control. Monsanto will provide Bayer with a royalty-bearing license to herbicide-

tolerant soybean technology and the use of Monsanto’s insect-protected soybean. Bayer will 

then let Monsanto evaluate their technology for protecting corn from rootworm pests. 

Financial terms for this deal have not been revealed yet. 

 

April 15, Monsanto elected Gregory H. Boyce to the Board of Directors. Mr. Boyce is the CEO 

and chairman of Peabody Energy Corporation. Mr. Boyce will also be a part of Monsanto’s 

Science and Technology Committee and Corporate Responsibility Committee.   

 

Monsanto’s quarterly reports came out April 3rd. Net sales for the quarter increased 15% for 

the first three-months. This can be attributed to their 16% increase in its global corn business. 

However, operating expenses increased 10% over the same period. R&D expenses also increase 

2% from last year. Quarterly earnings were $2.73 compared to last year’s $2.28. As for cash 

flows from operations, it increased to $1.9 billion from last year’s $1.7 billion. 

 

As of Monsanto’s recommendation in class, the mean rating has increased from 1.95 to 2.04. 

The number of hold recommendations has increased by 2. This is a bearish sign for Monsanto. 

  
4/8/13               4/19/13 
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April 4, according to “Occupy Monsanto” there will be a march on Monsanto held May 25, to 

protest the GMOs that Monsanto manufactures. People are upset because these GMO can 

cause cancer and other harmful side effects. 

 

http://www.reuters.com/article/2013/04/16/monsanto-bayer-

idUSL2N0D30TR20130416?feedType=RSS&feedName=rbssHealthcareNews&rpc=43 

http://monsanto.mediaroom.com/2013-04-03-Monsanto-Companys-Global-Business-

Performance-Drives-Increased-Full-Year-Earnings-Outlook 

http://biz.yahoo.com/e/130419/mon8-k.html 

http://occupy-monsanto.com/ 

 

Relative Performance 

During this two week period, Monsanto has underperformed the SP500 and partially 

outperformed the XLB. Having released their favorable quarterly earnings and revenues could 

be why Monsanto was able to outperform the XLB for a while. There does not seem to be any 

significant news to justify why Monsanto has seen a loss in that past few days. However, one 

reason for this decrease could be from the negative sentiment from GMO’s, which is the bulk of 

Monsanto’s products. 

Price Charts 

Insert a price chart of the stock for the most recent three months.  

 

http://www.reuters.com/article/2013/04/16/monsanto-bayer-idUSL2N0D30TR20130416?feedType=RSS&feedName=rbssHealthcareNews&rpc=43
http://www.reuters.com/article/2013/04/16/monsanto-bayer-idUSL2N0D30TR20130416?feedType=RSS&feedName=rbssHealthcareNews&rpc=43
http://monsanto.mediaroom.com/2013-04-03-Monsanto-Companys-Global-Business-Performance-Drives-Increased-Full-Year-Earnings-Outlook
http://monsanto.mediaroom.com/2013-04-03-Monsanto-Companys-Global-Business-Performance-Drives-Increased-Full-Year-Earnings-Outlook
http://biz.yahoo.com/e/130419/mon8-k.html
http://occupy-monsanto.com/
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Insert a price chart of the stock for the most recent one year.  

 

Valuations Analysis 

Original Analysis 

Copy/paste P/E (TTM), P/S (TTM), P/B (MRQ), P/CF (TTM) of the stock, the industry, and the 

sector from “ratio analysis” section of the original stock recommendation report (from CIF 

website, “reports” tab) 
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Re-evaluation Analysis 

 

Monsanto is looking a little more undervalued compared to when it was last recommended. 

There are decreases in P/E, P/S, P/B, and even Total Debt/ Equity. Their net profit margin has 

increased as well and so has their ROA and ROE. Looking at the ratios now compared to 4/8/13, 

Monsanto looks like a good stock to have bought a little later. 

 

Historical Surprises 

Original Analysis  
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Re-evaluation Analysis  

 

Nothing has really changed. It does not appear to be updated and Monsanto was bought a few 

weeks ago. 

Consensus Estimates 

Original Analysis  
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Re-Evaluation Analysis  

 
The number of estimates has increased and the mean has for both revenues and EPS 

decreased. This looks like a bearish signal for Monsanto, but looking at the overall performance 

of the XLB it is not that surprising. 

 

Estimate Revision Analysis 

Original Analysis (04/08/2013) 
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Re-Evaluation Analysis  

 

There have definitely been more revisions since MON was recommended. This could be 

because MON just released their quarterly reports. However, within the last week there has 

been no up or down revisions. There are more up revisions for the year ending Aug-14. This 

may be due to the fact that DuPont will be paying MON royalties in 2014 to use their Roundup 

Ready 2 (The Motley Fool). 

  

Analysts’ Recommendations 

 Re- 



11 
 

Revaluation Analysis  

 

As mentioned above, the mean rating has increased which is a bearish signal. The number of 

holds has increased as well. It would seem that analysts are becoming more bearish in regards 

to MON. 

 

Section (C) Sector Recommendations 

I feel that we should continue to hold onto Monsanto. We just acquired them and their last 

quarter earnings and revenues were good. They are a big company which may justify their 

overvalued ratios and it seems like they are converting competitors into customers; DuPont is 

an example of this. As for the sector overall, I feel that the XLB may have started to decline. The 

uncertainty in the overall global economy and decreases in commodity prices may be an 

indication of this. 

Section (D) Sector Holding Recommendations 

Recommend to: 

1. Not to sell because we just acquired MON and they are backed by good quarterly earnings 

and revenues as well has solid growth potential. 

2. I think we should lower the target price to $110 because Monsanto just released great 

quarterly earnings and revenues and the stock did not really react at all. Their beta is .93 so 

I do not expect much movement. 

3. I think we should not adjust the stop-loss price. I do not see any indication of Monsanto 

decreasing past this price so I do not think we need to adjust it. 
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Provide your recommendations in the following table 

 
 

Company Name 

 
 
Ticker 

Symbol 

 
Date 

Recommended 

 
Date Re-
evaluated 

 
Recommendation 

(Explain Why) 
 

 
Sell 

Adjust 
“Target 
Price” 

Adjust 
“Stop-

loss 
Price” 

Monsanto Co. MON 4/08/2013 4/22/2013 no 110 no 

       

       

       

       

       

 


