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CIF Sector Update Report (Spring 2014) 

Sector          Financial      Analyst:         Austin Smith 

Presentation Date:     4/25/2014 

Review Period:  Start Date:     4/1/2014  End Date:     4/21/2014 

 

Section (A) Sector Performance Review 

Sector Performance Relative to SP500 

  

One Month Price Chart: XLF and S&P 500 

 

FIN

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

Price Price Price Price Gain Value

S&P 500 $INX 1871.89 1872.34 -0.02%

Sector ETF XLF $21.84 $22.34 -2.24% 14,390 $314,277.60 -2.21%

Current Holdings

COF $75.05 $77.16 $63.87 $83.47 -2.73% 270 $20,263.50 -0.50% -2.71%
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Sector ETF Performance 

The financial sector ETF XLF underperformed compared to the S&P 500 by 

approximately 2.5% in the last month.  In the past few months XLF and the S&P have been 

down, with the XLF sticking true to its beta of 1.29.  However, as we enter the second 

earnings season of the year, some negative news is starting to specifically effect the financial 

sector. 

 The majority of the negative movement in the financial sector is related to the 

banking industry.  Since the Federal Reserve’s stress test on March 26th the financial sector 

has trended below the rest of the market.  A recent slowdown in fixed income trading will 

greatly affect the first quarter earnings.  Uncertainty about the economy is also causing lower 

trading volumes and consumer borrowing which is consequently going to negatively affect 

profits.  Companies who rely more heavily on trading income like JPMorgan will be more 

affected in the first quarter than a company like Wells Fargo.  Unfortunately companies like 

Wells Fargo that relies heavily on mortgage banking will also be hurt because of the declines 

in mortgage revenue.  Both JPMorgan and Wells Fargo have reported major losses in 

mortgage banking as well as lending revenue and home loans.  On top of everything else, 

banks are also starting to recognize the financial burden of increased regulation.  For 

example, JPMorgan is set to spend more than $2 billion more in 2014 than it did last year in 

order to comply with new rules and an additional 1 million work hours. 

 One reason for the major declines in mortgage banking revenue is because 2014 isn’t 

experiencing a large refinance wave like that of 2012 and 2013.  Housing numbers are actually 

meeting expectations but that will not be reflected by the first quarter earnings because they 

are down compared to the first quarter in 2013. 

 The insurance industry has been posting moderately strong earnings for the first 

quarter of 2014.  According to Scottrade analysts, the insurance industry has led the financial 

sector with 0.58% growth in the previous four weeks.  For example, Progressive Corp., RLI 

Corp. and Platinum Underwriters have all posted positive surprises on the quarter.  The 

outlook is uncertain for the insurance industry because of the effects of the Affordable Care 

Act.  The most recent concern is that a new enrollment period begins in November but 

insurance companies still don’t know the mix of patients that they signed up in the last 

period.  Insurance companies will likely ask for rate hikes but the likelihood of this and the 

extent of the rate hike is still unknown. 
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Noteworthy News and Events  

April 22, 2014 – 2-yr note drew a high yield of .447% which signals slight rise in interest rates 

April 22, 2014 – existing home sales slipped 0.2% and are 7.5% below the 5 million unit pace 

for March 2013 

April 17, 2014 – Goldman Sachs beat earnings with $4.02 per share compared to consensus of 

$3.45 

April 14, 2014 – Citigroup beat earnings with $1.30 compared to $1.14 

April 14, 2014 – Sterne Agee analyst predicts that XLF will drop 5% in coming weeks 

April 11, 2014 – JPMorgan missed earnings with $1.28 compared to $1.40 

April 11, 2014 – Wells Fargo beat earnings with $1.02 compared to $0.97 

April 11, 2014 – Foreign markets are extremely volatile in response to political and economic 

developments 

April 10, 2014 – Job cuts increase for Q1, led by the retail sector 
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Big Sector Movers 

Largest One Month Gainers:  

HCP Inc. (+9.36%) 

  

HCP Inc. is a real estate investment trust that invests primarily in the healthcare 

sector.  The stock took a major hit in 2013 due to a massive sell in REITs in the 2nd half of 2013 

and because of a controversial change in upper management in October.  The recent growth 

can be attributed to the market forgiving the changes in 2013 and once again recognizing the 

impressive growth in revenue, free cash flow and funds from operations.  Lastly, on April 1st 

HCP increased its credit from $500 million to $2 billion. 

 

Macerish Co (+8.36%) 
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 Macerich Co. is a fully integrated self-managed and self-administered real estate 

investment trust that focuses on regional malls across the United States.  On the 21st of April 

Barclays upgraded Macerich’s price target from $61 to $64 dollars.  The company beat 

earnings back in February and have been building momentum since. 

 

Largest One Month Losers: 

Nasdaq OMX Group Inc. (-11.88%) 

 

 The Nasdaq OMX Group is a holdings company that delivers trading, clearing, 

exchange technology, regulatory, securities listing, and public company services across the 

globe.  With the largest one month losses, they have taken a hit from major sell offs in 

technology, biotech and social media stocks.  Recent news is sparse regarding the specific 

company. 
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E Trade (-11.45%) 

 

 E Trade is the second largest loser in the one month range.  E Trade is a financial 

services company that provides online brokerage and related products and services.  Much of 

the drop in early April was due to worries about high frequency trading and changes in 

regulation that would negatively affect E Trade.  E Trade took a 7.9% drop on April 4th and has 

not recovered since. 

 

Largest Three Month Gainers 

Macerich Co. (+12.02%) 

 

 Macerich is previously mentioned as one of the top one month gainers.  This real 

estate investment trust that focuses on regional malls across the United States has been 

experiencing major growth since late January.  The company beat earnings back in February 
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and have been building momentum since.  On March 20th the company was upgraded by 

analysts at Sandler O’Neill.  It was upgraded to a buy by MLV & Co on March 25th and by 

analysts at Zacks on the 27th. 

 

General Growth Properties Inc. (+11.80%) 

 

 General Growth properties Inc. is a real estate investment trust with joint ventures in 

regional malls across the United States and abroad.  The company beat its earnings estimates 

significantly in January and the price of the stock rose by approximately 10%.  The company 

most recent statements showed increased net operating cash flows of 41%.  On March 19th 

TheStreet upgraded their rating to a buy based on strong fundamentals and impressive 

revenue growth. 
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Largest Three Month Losers 

State Street Corp. (-12.36%) 

 

 State Street Corp. is a financial holdings company that is the principal owner of State 

Street Bank and Trust Company.  This company provides a wide range of financial products 

and services to institutional investors worldwide.  The large drop in the middle of January 

was consistent with a large sell off in the market due to emerging markets fears.  They also 

missed fourth quarter estimates on climbing operating expenses which helped trigger a slide.  

In March, State Street was one of the top performers in the Federal Reserve’s stress test. 

 

Prudential Financial Inc. (-10.13%) 

 

 Prudential Financial Inc. is a financial services company that provides a wide array of 

financial products, services and types of insurance with operations in the United States, Asia, 
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Europe and Latin America.  Prudential’s retirement segments and annuities and universal life 

segments have seen their margins decrease with stricter capital standers.  Prudential still 

beat earnings estimates in February by 2 cents per share.  On April 7th, the stock price crossed 

beneath its 200 day moving average.  The stock is likely being dragged down by the rest of 

the financial sector.  Raymond James analysts’ reaffirmed on April 14th that their price target 

for the stock was still $101.00, a 30% upside. 
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Two Largest Stocks in the Sector 

 

Wells Fargo (8.69% weight), Berkshire Hathaway (8.49% weight) 

 

Wells Fargo 

o April 14th, Wells Fargo announced that its lawsuit over mismanaged institutional 

collateral ended in settlement. 

o April 11th, Wells Fargo announced a 14% increase in first quarter earnings. 

o April 11th, Wells Fargo announced that new home loans tumbled 67% in the first 

quarter. 

o April 1st, Wells Fargo announced that is would increase dividends 17% based on the 

Federal Reserve approving its capital return plan for 2014. 

Berkshire Hathaway 

o April 22nd, Berkshire’s Iowa based wind farms are showing strong sales numbers. 

o April 11th, Berkshire announced its acquisition of Graham Holdings Company 

o April 3rd, Berkshire announced that Prudential Blanton Properties will join the 

Berkshire HomeServices brand. 

o April 1st, holdings in Wells Fargo and American Express with produce large dividends 

after they both pasted the Federal Reserve capital return requirements. 
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Short-term Outlook of the Sector 

The short term outlook for banks is not good.  JPMorgan’s earnings disappointment will 

likely be a precursor to many more disappointments in the banking sector because of the low 

trading volumes and major decreases in mortgage revenue.  Wells Fargo’s solid earnings for the 

first quarter do not increase the optimism about the next three months because, according to 

Joo-Yung Lee from Fitch Ratings, their earnings were skewed by some large one-time 

adjustments that propelled their earnings upwards this quarter.  The first quarter is also 

typically the strongest of the year for banks, so if this is a bad earnings season, things will likely 

not improve for the rest of the year. 

There has been a major rally in real estate investment trusts over the past six months 

and it is likely to continue.  However, similar to the rest of the financial sector, that rally is 

highly dependent of the overall market’s performance.  Stocks like HCP Inc., Macerish Co., and 

General Growth Properties Inc. are all good indicators for the growth in real estate investment 

trusts. 

The insurance industry performed very well in 2013 but has slowed down since the 

beginning of 2014.  Earnings information from Berkshire Hathaway shows the profit from their 

largest business segment (property and casualty insurance) performing very well. 

In conclusion, it is unlikely that the financial sector as a whole will outperform.  The slow 

current economic growth, unpredictable world events and the ever increasing litigation will 

likely stem most short term growth for this sector. 

  



12 
 

Section (B) Sector Holding Updates 

Company #1: Capital One 

Date Recommended: 4/18/2014 

Date Re-evaluated:   4/21/2014 

 

 

Company Update 

The company’s last earnings release was on 4/16/2014 when it beat consensus by 

9.5%.  Since the 18th (date purchased) no significant news has been released in regards to 

Capital One Financial Corp. 

 

Relative Performance 

 The stock slightly underperformed the S&P 500 in the one day of the review period 

that we owned the security. 

 

Price Chart During Review Period 
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1-Year Price Chart

 
 

Most of the growth that Capital One experienced compared to the S&P 500 and XLF was in 

the summer months of 2013 and within the last three months.  The recent strong earnings 

have giving the stock some upward momentum but the market is not helping the stock or the 

sector.  The sector is continuing to be brought down by the overall market corrections led by 

the biotech and tec 
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hnology sectors. 

 

Valuations, Estimates and Recommendations 

Original Analysis 

 
 

Because COF was purchased on 4/18/2014, changes from original analysis were 

immaterial. 
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Historical Surprises 

Original Analysis  
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Re-evaluation Analysis  

 

 
 

Comments: 

The only changes to worth recognizing are within the small time period are the new surprises 

of the quarter ending March 2014.  In the first quarter Capital One moderately beat revenue 

estimates and significantly beat earnings estimates. 
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Consensus Estimates 

Original Analysis  
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Re-Evaluation Analysis  

 

  
 

 

Comments: 

 

The consensus estimates have not changed materially since the 18th of April.  The one metric 

worth noting is there is currently a fourth analyst whom is predicting lower long term growth.  

This analyst brings the mean estimate down to 6.93%. 
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Estimate Revision Analysis 

Original Analysis 
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Re-Evaluation Analysis  

 

 
 

 

 

Comments: 

This chart shows some slightly significant trends of upward revisions to earnings and 

downward revisions to revenue.  This is likely due to the recent earnings release which will 

typically prompt analyst’s opinions around that date.  Overall this is a positive sign for Capital 

One. 
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Analysts’ Recommendations 

Original Analysis 
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Re-Evaluation Analysis  

 

 
 

 

Comments: 

The only change is that one analyst pulled their recommendation from a hold to no 

recommendation.   

 

 

 

 

  



23 
 

Technical Indicators  

 

10 and 50 Day Moving Average 

 
50 and 200 Day Moving Average 
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Technical Analysis 

The technical analysis has not changed since the presentation on 4/18/2014.  The 

previous conclusion from the technical analysis that this stock is slightly undersold and has 

solid long term growth still holds. 

 

 

Section (C) Sector Holding Recommendations 

 

Recommendation: No changes to previously set target and stop-loss. 

 
 

Company Name 

 
 

Ticker 
Symbol 

 
Date 

Recommended 

 
Date Re-

evaluated 

 
Recommendation 

 

 
Sell 

Adjust 
“Target 
Price” 

Adjust 
“Stop-

loss 
Price” 

Capital One COF 4/18/2014 4/21/2014    
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