
SPRING |  SUMMER 2020

 Lowell, Blake & Associates 1See disclosures on last page

&Reflections      Observations
Lowell, Blake & Associates 

On Our Minds

Our concerns at the start of the year seem laughably mundane as 
we look at the events of the last three months. Corporate earnings 
were flat in 2019 and valuations seemed stretched, but as we 
looked to 2020 robust employment and rising wages supported 
consumer spending—even with lurking tensions between the US 
and China. In just three months, unemployment has soared from 
3.5 percent to 13 percent, the Federal Reserve has expanded its 
balance sheet by 50 percent, and 2020 earnings—once estimated 
to grow by 9.6 percent—are now predicted to fall by 21.5 percent. 
As I write, tens of thousands of people across the country are 
gathering to protest racial injustice and to mourn the horrific death 
of George Floyd. COVID-19 has turned the world on its head and 
helped to reveal the startling effects of social inequity. This will be 
a defining moment in history. 

This newsletter was produced before civil unrest began to sweep 
across the country; you will find our thoughts on the pandemic and 
its consequences but not a discussion of persistent racial injustice.    
Lowell Blake is—and has always been—a strong advocate 
for social, professional, and financial equality. We are presently 
considering how we, as individuals and as a company, may best 
support this movement thoughtfully and productively in both the 
short and long term. 

Behind the current economic disruption (and staggering 
government responses to it) stands a completely novel, dangerous, 
and unpredictable cause: COVID-19. Never have we experienced 
such a devastating economic crisis—or massive government 
response—because of a deadly virus. We have faced oil crises and 
financial crises, but an economic crisis caused by a public health 
emergency is completely new. And across the globe, the size of 
governments’ relief packages and the speed at which they are 
enacted is unprecedented. 

The Federal Reserve and Congress have taken extraordinary action 
to combat the economic fallout from the virus. In two months the 
Fed deployed more of its arsenal than in the entire 2008 financial 
crisis. Congress has passed multiple relief packages, totaling more 
than $3 trillion, to prevent a liquidity and credit crisis. Nonetheless, 
more than thirty million Americans have filed for unemployment 
assistance. 

The future is always uncertain but is especially so today given the 
unique circumstances of this crisis. We can predict some events 
with confidence: increased taxes and decreased federal spending 
are clear consequences of our expanding national debt. While 
inflation is a likely ramification of the Federal Reserve’s actions, 
deflation could result from high unemployment and lower pricing. 

It has never been more important to have a portfolio consisting of 
cash, fixed income, and equities. The allocation—and quality—of 
these asset classes will provide the best protection against the 
economic consequences of COVID-19. 

We understand the urge to “do something” during periods of high 
anxiety; however, we remind you that we construct portfolios first 
to protect and preserve assets and second to grow them. We work 
long and hard to ensure that we carry out this very deliberate 
process. It’s not flashy but it works—and it has worked for close to 
fifty years. The last six months have put it to the test and portfolios 
have performed as designed.  It has never been more important 
to maintain our steady and calculated investment approach and 
resist the temptation to let headlines or volatile markets disrupt our 
proven strategy. Following, we highlight the merits of each asset 
class and the purpose each serves in your portfolio:

 Cash: An ample allocation to cash allows for liquidity in 
the event of volatility in the market. By holding cash, there 
is no need to sell stocks at an inopportune time. Cash is a 
good hedge in a deflationary (low demand and low price) 
environment. Of course, cash allocations depend heavily on 
the withdrawal needs of each portfolio.

 Fixed Income: Yields have been falling for thirty years 
and though it has been difficult to accept lower and lower 
interest rates, we have maintained our fixed income ladder. 
(A fixed income ladder is a portfolio of individual fixed income 
securities with a series of staggered maturities.) Fixed income 
offers a steady payment stream, provides diversification from 
volatile equities, and replenishes cash each year when a 
portion of the bond ladder matures. The Federal Reserve’s 
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 recent, unprecedented decision to purchase corporate fixed 
income as well as fixed income ETFs has disrupted pricing, but 
we continue to look for and find opportunities. Like cash, fixed 
income—with steady, predictable payments—is beneficial in a 
deflationary environment, especially one with negative interest 
rates. While the Federal Reserve asserts it will not let rates fall 
into negative territory, rate determination is really a function 
of the markets. Japan and Europe have experienced negative 
rates for four years and six years, respectively. Negative rates 
in the US are certainly a possibility.

 Equities: While at times it may be difficult to stomach volatility 
in equities, these assets offer strong protection against 
inflation and, through dividends, provide a source of income. 
We continue to overweight equities from technology, health 
care, and staples sectors. Industry dynamics enable companies 
from these sectors to exert control over their pricing and 
margins; this control is particularly important in the event of 
inflation. As always, we emphasize quality in our companies: 
if a company was technologically advanced before COVID-19, 
it is stronger now; if it was already replacing workers with 
technology, it will accelerate that transition now; if it had been 
selling directly to the consumer, it is well prepared for the 
e-commerce economy now. We believe our companies will 
be stronger and more resilient than their competitors after 
this crisis. While first quarter earnings do not reflect much of 
the lockdown, LBA companies demonstrated their strength 
and resilience: LBA companies reported first quarter earnings 
growth of 1.1 percent while the S&P 500 earnings declined by 
13 percent. 

While the economic disruption is devastating, crises often spur 
innovation and accelerate emerging trends (many of which we 
have highlighted on the pages of past LBA newsletters). Successful 
businesses must demonstrate resilience, agility, and scalability to 
thrive. In our COVID-19 world, technology has become essential: we 
rely on video and communication apps to work, learn, and provide 
health care remotely; we depend on automation and artificial 
intelligence to clean public spaces, to handle hazardous materials 
(including blood samples), to take our temperatures, and to detect 
livestock diseases; and we even trust e-commerce to deliver items, 
like groceries, that we never thought we would buy online. If a 
business was not exploiting cloud computing before the pandemic, 
it most certainly will now. 

It took ten years for e-commerce to reach 10 percent market share, 
but in just two months that figure has grown to 20 percent. (One 
e-commerce CEO reported demand was at levels not expected 
until 2030.) According to Visa, thirteen million Latin American credit 
cards made their first e-commerce purchase in the last two months, 
and global year-over-year growth of touchless transactions was 
40 percent. There will be winners and losers in the post-pandemic 

economy, and we devote a good portion of this newsletter to 
discussing our economic and societal predictions. 

We started writing this newsletter before the COVID-19 crisis began 
in earnest. However, with some updates and editing our articles are 
more relevant than ever and provide information related to: 

 • Stock price: Even in a pandemic, some things don’t (and 
shouldn’t) change, and the quality of our analysis is one of 
them. In each newsletter, we aim to educate our clients on our 
process. As companies shun stock splits, we have received 
many questions and concerns about the price of a share of 
stock. We explain why the price of a share of a stock is not a 
reflection of how expensive (or cheap) it is.

• Pharmaceutical development: Our piece on pharmaceutical 
pipelines and the drug development process has never been 
more relevant. How will this pandemic affect the FDA approval 
process in the future? 

• Index construction: As indices fluctuate it is important to 
understand what they represent, how they are constructed, 
and why we use the ones that we do. 

• Secure Act: In January, the Secure Act was introduced to 
improve retirement account functionality. We provide an outline 
of these changes along with an addendum that highlights 
recent modifications due to COVID-19. 

• Community Loans: Communities are critical to our recovery, 
and they need our help more than ever. Community Loan 
Funds are innovative investment vehicles that deliver social 
and economic benefits. 

Finally, I would like to acknowledge and thank our team at Lowell, 
Blake for the many long, arduous, and often stressful hours they 
have dedicated to ensuring our clients did not experience any 
interruption in service. Fortune smiles on the well prepared and 
the transition to working remotely has been smooth for us.   We 
are immensely proud of our team’s ability to seamlessly adapt to 
our new circumstances; they are managing not only their regular 
responsibilities but also pandemic-related analytical, strategic, 
and operational work.  We continue to fine tune our operations in 
preparation for continued remote work.

As we position your portfolio and look to the future, we never lose 
sight that this is first and foremost a health crisis. You all are very 
much on our minds and we hope you and your loved ones are safe 
and healthy. We believe in America and its ability to adapt, innovate, 
and endure. We will get through this crisis and, we believe, will be 
stronger because of it.

Diana B. Malcom 
President

(Continued from page 1)



LBA has always used a bottom-up, long-term, thematic process to 
identify attractive investment opportunities. We often tell clients (but 
only after they promise not to tell anyone else!) the companies that 
appeal to us (1) innovate with technology (through both 
high-tech and low-tech advances), (2) provide necessities 
(corporate producers of diapers and soap, for example, but also 
smaller producers of products we use every day including the 
maker of the bottle for squeezable ketchup), and (3) leverage 
generational trends and/or demographic shifts in health and 
purchasing behavior.

Most of the companies we own touch on two—if not all three—of 
these themes. Three months into the COVID-19 pandemic, we are 
watching ten-year trends condense and mature; companies that 
serve LBA’s “themes” are emerging from the crisis stronger than 
ever and more attractive from an investment perspective. In coming 
quarters, our sustained focus on these long-term trends will help us 
identify more investment opportunities and remain undistracted by 
market hysterics and exuberance.
 

The New Business Model: The Old Model With a 
“New” Twist
For years, Wall Street punished companies that did not use low-
cost suppliers or labor. As a result, manufacturers often moved 
production to foreign countries, kept inventory levels low, and used 
extra cash to execute share buybacks. Today, things have changed; 
competitive advantage will be held by companies who—despite 
higher costs—have increased manufacturing and IP control by 
moving production closer to home. In addition, cash-on-hand and 
carried inventory will be viewed as desirable protections against a 
future pandemic. 

Innovation in design, manufacturing, and new products will emerge 
from this forced sequester. While some worry about worker 
displacement, history shows that repeatedly, workplace advances 

 Lowell, Blake & Associates 3See disclosures on last page

When the New Normal Becomes Just Normal
have actually improved conditions (mental and physical) and 
safety for laborers. In 1885, for example, “counting machines” 
did not destroy the bookkeeping industry, they instead fueled 
the industry’s growth and enhanced the efficiency and accuracy 
of accounting practices. Technology has always been—and will 
continue to be—a significant part of every company’s growth.  

Working (and Learning) From Home 
Working from home (WFH) was a rising workplace trend that has 
now, due to the COVID-19 lockdown, become a standard approach 
for many working professionals. Both companies and employees 
have learned that operations can thrive from a physical office in 
downtown Boston—or a master bedroom. Virtual meetings, online 
school, and Zoom social hours have enabled us to preserve some 
elements of our professional, educational, and social lives. From 
an investment perspective, companies that provide software and 
hardware to facilitate our new online lives will perform well during 
the pandemic. 

Working from home has forced us to rethink nearly every aspect of 
our lives, and many of us have changed for the better. Family life 
has improved for many; without long daily commutes, parents and 
children are spending significantly more time together. Across the 
country, volunteers with extra time are spearheading community 
efforts to support elderly neighbors, health care workers, and 
families in need. And worldwide, at-risk populations are breathing 
cleaner air thanks to lower pollution levels in hotspots across the 
globe. 

Doctors, through telemedicine, are working remotely to treat 
patients. It may not be too long before many procedures, such 
as blood testing and cholesterol checks, are conducted via 
home tests. Education, too, has moved online and sparked many 
questions from parents and students of all ages: Will younger 
children experience long-term setbacks from a prolonged lack 
of social interaction? Why am I paying $70,000 a year for a 
college education that I’m currently receiving over Zoom? Will 
universities offer more affordable degrees for online students in 
the future? Relationships between teachers, parents, and children 
may have permanently shifted and improved; all three groups 
now understand how critical a cohesive, supportive team is to a 
student’s academic success. 

On a personal level, virtual access to programs for mind and body 
health is now widespread; there is increased interest in wellness 
certification programs, and virtual workout classes are heavily 
attended. Also more popular than ever? Online shopping—after 
all, “business casual” is now athletic attire and sneakers! From a 



cultural perspective, families are streaming new film and television 
releases more than ever before; they can also visit nearly every 
museum, zoo, or monument in the world in real(ish) time. And both 
new and “seasoned” home cooks are thriving, which is sparking 
an uptick in culinary arts resources such as recipe websites and 
online cooking classes. Nature outings—think hiking, biking, 
fishing—are popular weekend activities and as a result, sales of 
outdoor gear have skyrocketed. We anticipate this new, widespread 
appreciation of nature and sustainability will continue for years (and 
hopefully, indefinitely). 

Touchless Technology: Hands Off!
These days, most people have little interest in touching shared 
surfaces. Touchless technology will be a huge part of the 
post-COVID world, from touchless faucets and doors to voice-
controlled appliances. Store checkouts, also, will adopt touchless 
technologies; the companies we follow report that non-contact 
commerce has grown 30 percent year-over-year, and that 
contactless payments accounted for 60 percent of face-to-face 
payment volume in March and April. 

Science and Health Matter Again
Interest in STEM education has been steadily rising for the past 
several years, but COVID-19 has fueled a resurgence in science 
celebrities such as Dr. Fauci, a curiosity about medicine and 
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Why a Stock’s Price Does Not Reflect Its Value
While it may seem counterintuitive, a stock’s price alone does not convey value. A stock that trades for $10/share, for example, may be more 
expensive—in terms of value— than one that trades for $100/share, which in turn may be more expensive than one that trades for $1,000/
share. The value of a company (and, therefore, the value of its stock) is commonly calculated by comparing price to net income/earnings.
The following two examples demonstrate how price and value differ.

Example 1: Determining Value Through Price-to-Earnings Ratio 

Consider figure 1, a table which depicts the market price/share and the current earnings/share of three hypothetical companies:

how it works, and an interest in mainstream publications that 
explain complex topics to the general public. We believe this new, 
widespread interest in science will result in future creative and 
thoughtful solutions to both complex and mundane problems. 
People are paying more attention to their health as well, and 
many are making positive changes to their exercise, dietary, and 
cleaning habits. Healthcare data indicates that as COVID-19 spread, 
instances of colds and the seasonal flu decreased thanks to fewer 
handshakes and more hand washes. Good hygiene and heightened 
safety standards will continue to be important as we look to avoid 
exposure to contagious illnesses (as well as bad burritos). 

Conclusion
We know the COVID-19 pandemic has destroyed several lives, 
including some very close to our hearts—in no way do we see 
COVID-19 as a positive development. We know there are negative 
trends that can and will disrupt many industries and lives now 
and in the future. We also recognize the uncertainty surrounding 
fiscal interventions in the US and worldwide. Yet, as we watch the 
future transform at an accelerated pace, we remain optimistic 
about our country’s ability to adapt in the face of crisis. We are 
here, as always, to talk about the good and the bad but we felt it 
was important to highlight some of the positive elements of the 
pandemic. 

(Continued from page 3)

FIGURE 1    Company A Company B Company C
    
a)  Market price   $100  $500  $1,000
    
b)  Current earnings per share $10  $10  $40

c)  Current price-to-earnings ratio 10x  50x  25x
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(Continued from page 4)
Company A is priced at $100/share and currently earns $10/share. Company B also earns $10/share, but is priced at $500. Finally, Company 
C is priced at $1,000/share and earns $40/share each year. Because Company A earns $10 and is priced at $100, the stock is trading for 10x 
earnings, while B and C are trading at 50x and 25x earnings, respectively. 

Said differently, price-to-earnings helps determine the length of time required to recoup an investment. At the current stock price, assuming 
no growth, it would take ten years for an investor to recoup an investment in Company A, fifty years for company B, and twenty-five years for 
Company C. As such, Company A appears to be the cheapest stock. And though Company C, at $1,000/share, may seem like an expensive 
purchase relative to Company B, Company B investors will wait twice as long to recoup their investment (fifty years versus twenty-five years).
Thus, the stock’s prices—$100, $500, and $1,000— are not reflective of the intrinsic value of the businesses.

Example 2: Factoring in Growth and Reinvestment to Determine Value
Example 1 is a useful starting point but ignores several critical factors in assessing the value of a company’s stock. It does not inform us of (1) 
the long-run growth trajectory of the business or (2) the reinvestment required to maintain and grow the company’s operations. In this 
example, we will incorporate growth projections and reinvestment demands to derive the intrinsic value of the business. Figure 2 (following) 
builds upon the chart found in figure 1:

Why a Stock’s Price Does Not Reflect Its Value

This summary offers some new perspectives on the companies’ values: long-term growth and reinvestment. In this scenario, even though 
Company A is the “cheapest” stock from a price-to-earnings perspective, its market valuation is accurate. Company C, on the other hand, 
appears to be undervalued by the markets; analysis reveals that while Company C’s intrinsic per-share value is $1,200, the current market 
price is just $1,000. For this reason, Company C is the “cheapest” stock in this example. What factors influenced this change?

Company C’s reinvestment needs (i.e., the amount of money it needs to maintain and grow current earnings) are substantially lower than 
companies A and B. For every $1 that Company C earns, it must invest just $0.10 back into the business, while companies A and B must 
invest $0.50 and $0.65, respectively, back into their businesses. The remaining 90 percent of Company C’s earnings may be returned to 
shareholders via dividends or buybacks, saved by the company, or used to make acquisitions. Companies A and B, in contrast, don’t have 
the ability to return/save/acquire at Company C’s level. If the point of investing is to eventually recoup funds, then—assuming all else is 
equal—the company with a smaller reinvestment requirement will be worth more than the company burdened with a higher reinvestment 
requirement. 

These calculations come with a caveat: estimating factors d, e, and f is challenging and filled with uncertainty. Investors will hold significantly 
different opinions about a company’s prospects for growth over time, which means that the growth rates and reinvestment projections—upon 
which the intrinsic per share value calculation is based—will vary widely. This is what makes a market! 

These simplified examples demonstrate why a company’s share price, or even its price-to-earnings ratio, are just pieces of a much more 
complex evaluation process.

FIGURE 2                   Company A Company B Company C   
a)  Market price    $100  $500  $1,000
    
b)  Current earnings per share  $10  $10  $40
c)  Current price-to-earnings ratio  10x  50x  25x
d)  Cost of equity capital   10%  10%  10%
e)  Long-term growth   5%  9%  7%
f)   Required reinvestment of earnings  50%  65%  10%
 
   
Intrinsic per share value
formula: = b x (1-f)/(d-e)    $100  $350  $1,200
Price-to-earnings ratio   10x  35x  30x
+/- Market Price    0%  (30%)  20%

to grow/maintain business 
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An Index Primer: The 
S&P 500 and the Dow
The S&P 500 (S&P) and the Dow Jones Industrial Average (Dow) are 
two widely recognized US equity benchmarks, but there are many 
differences between the two. Lowell Blake prefers the S&P simply 
because we believe it represents the US large-cap universe more 
accurately than the Dow. For international exposure LBA uses as a 
third benchmark the MSCI All-Cap World Index-ex US index. 

The Dow
Background and Composition
The Dow Jones Industrial Average was created in 1896 and 
measures the performance of thirty companies listed on US stock 
exchanges; the index includes exposure to most sectors but ex-
cludes utilities. The selection criteria for the Dow is ambiguous—it 
essentially includes large, well-respected companies (see the full 
list on the next page).

The Dow’s index value is calculated by adding the share prices of 
each listed company and dividing the sum by a factor, known as 
“the Dow divisor,” which changes whenever one of the thirty 
companies splits a stock or pays a dividend. 

Weighting Methodology
The Dow is a price-weighted index, which means that companies 
with higher share prices are assigned greater weights (i.e., more 
significance) in the index. As a result, a percentage move in a 
higher-priced component will have a greater impact on the Dow’s 
value than the same percentage move in a lower-priced component. 
We believe that the combination of the Dow’s limited, 
thirty-company composition and its distorted weighting 
methodology results in an inaccurate portrayal of the US stock 
market.

The S&P
Background and Composition
The S&P was created in 1926 and comprises 505 of the largest 
companies listed on US stock exchanges. Unlike the Dow, the S&P 
does not exclude any sector and, as a result, is widely 
considered the best gauge of the US large-cap universe by 
institutional investors. Importantly, the S&P employs a “free-float” 
methodology, which means it uses only publicly available shares as 
a foundation for calculations. (The S&P doesn’t account for privately 
held, restricted shares often owned by company founders or for 
unexercised stock option compensation plans to company insiders.)

To be included in the S&P, a company must be based in the US, 
listed on a US stock exchange, and able to satisfy the following 

liquidity requirements: (1) a market cap that is greater than or 
equal to $8.2 billion, (2) an annual dollar value of traded shares 
that is greater than its float-adjusted market capitalization, and (3) 
a minimum monthly trading volume of 250,000 shares in each of 
the six months leading up to evaluation.

Weighting Methodology
The S&P’s weighting methodology differs significantly from the 
Dow’s because it is a free-float market-cap weighted index. A 
company’s weight within the index is dependent upon two factors: 
(1) the price of the stock, and (2) the number of shares available 
for the public to trade. The greater the market-cap, the greater the 
weighting within the index. 

International Index: MSCI ACWI ex US
For international exposure LBA uses the most commonly accepted 
benchmark of the MSCI All Capitalization World Index excluding the 
US, known as the MSCI ACWI ex US. Constructed in 2001, the ACWI 
ex US is a free-float market cap-weighted index similar to the S&P 
500. Due to its size and wide-ranging exposure across 
geographies and sectors, we value its accuracy.

The index’s 1,914 securities include large-cap (73 percent), 
mid-cap (25 percent), and small-cap (2 percent) companies in 
twenty-two developed markets and twenty-six emerging 
markets. Asia-Pacific leads geographically with 46 percent 
exposure, followed by Europe (41 percent), North America (6 
percent), Middle East and Africa (2 percent), and Latin America (2 
percent). The index’s sector exposure is more evenly distributed, 
led by financials (22 percent), technology (14 percent), industrials 
(11 percent), and consumer staples (10 percent).
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1. 3M
2. American Express
3. Apple Inc
4. Boeing
5. Caterpillar Inc
6. Chevron Corp
7. Cisco Systems
8. Coca-Cola Company
9. Dow Inc
10. ExxonMobil

11. Goldman Sachs
12. Home Depot
13. IBM
14. Intel
15. Johnson & Johnson
16. JP Morgan Chase
17. McDonalds
18. Merck and Co 
19. Microsoft
20. Nike

21. Pfizer
22. Procter & Gamble
23. Raytheon Technologies
24. The Travelers Company
25. UnitedHealth Group
26. Verizon
27. Visa 
28. Walmart
29. Walgreens Boots Alliance
30. Walt Disney Co

Current companies included in the Dow are: 

Drug Development: A Long, Uncertain Process

Developing and bringing new pharmaceutical products to market is an 
incredibly expensive and lengthy process. Janssen, the pharmaceutical 
arm of LBA portfolio company Johnson & Johnson (J&J), estimates 
it can cost as much as $2 billion and take as long as fifteen years to 
develop a medicine and secure US Food and Drug Administration (FDA) 
approval. 

The Uncertain FDA Approval Process
Earning FDA approval is a complex process rife with uncertainty. For a 
drug program to receive FDA approval for human use, it must first earn 
Phase I (safety), Phase II (efficacy), and Phase III (therapeutic effect) 
approvals. A recent study from MIT, published in Biostatistics, reviewed 
more than fifteen thousand drugs over the course of sixteen years and 
found that just 13.8 percent of all drug development programs resulted 

in eventual FDA approval. However, the probability of eventual approval increased dramatically as programs advanced from one phase to 
the next. For example, the researchers found that the probability of securing final approval was 21 percent for programs in Phase II and 59 
percent for programs in Phase III.

Advancing Through Acquisition 
Given these challenging dynamics, it is no surprise that many of the largest pharmaceutical companies have scaled back their own drug 
development efforts. Instead, many have purchased smaller companies or drug programs that have already earned early-stage approvals. (It is 
possible to purchase a single drug program, or even just a program’s commercialization rights, without buying the program’s parent company.) 
Data from EvaluatePharma shows that biopharma mergers and acquisitions generated a combined deal value of $217.2 billion in 2019, which 
amounts to an increase of nearly 350 percent from the combined deal value of $48.3 billion in 2012. 

While the largest pharmaceutical companies have decreased their contribution to the overall development pipeline, smaller companies have 
increasingly assumed the risks and costs of development in hopes of securing acquisition offers or lucrative licensing agreements from 
deep-pocketed industry leaders (see figure 1).
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Venture capital financing has helped support this new model of drug development by financing smaller, riskier companies. While the 
pharmaceutical industry’s total venture investment deal count shrank modestly in 2019, funding levels remain robust and it appears larger 
funding rounds have been on the rise (see figure 2).

Global quarterly biopharma venture investments
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Figure 2: Global quarterly biopharma venture investments

Outliers: J&J and Novartis
Some major pharmaceutical companies, however, have refrained from primarily relying on acquisitions to fill their development pipeline. 
Novartis and J&J—both currently owned in LBA accounts—maintain robust pipelines of their own. These two companies are estimated to 
have the first- and third-largest pipelines in the industry (see figure 3). Pharma Intelligence estimated that as of 2019, Novartis had 219 drugs 
in its pipeline (with 131 originated in-house), and J&J had 208 in its pipeline (with 112 originated in-house). These figures are well above 
the industry average which, based on the fifteen largest pharmaceutical companies, averaged 157 drugs in the pipeline (with 86 originated 
in-house). 

Drug Development: A Long, Uncertain Process

Figure 1: Share of the pipeline contributed by Top 10 companies, Top 25 companies, and companies with just one or two drugs

(Continued from page 7)

Source: Evaluate Pharma, “Vantage 2020 Preview”

Source: Pharmaprojects, “Pharma R&D Annual Review 2019”
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Drug Development: A Long, Uncertain Process
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Figure 3: Numbers of drugs at Phase II, Phase III, and pre-registration for the Top 10 pharma companies

With continued research and development (R&D) investments from both pharmaceutical majors and smaller, venture capital-backed 
companies, we believe pharmaceutical R&D spending will continue to rise. Data from EvaluatePharma (see figure 4) shows that across the 
industry, R&D rose at a compound annual growth rate of 4.2 percent from 2010 through 2018; continued growth at a rate of 3 percent 
annually is projected through 2024. 

Figure 4: Worldwide total pharmaceutical R&D spend in 2010-2024
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Coronavirus: Racing to Find a Cure
Following the outbreak and global spread of SARS-CoV-2, the virus which causes COVID-19, a plethora of companies have announced plans to 
work on vaccines and therapies. Data from BioCentury indicates there are at least 298 therapies and vaccines currently in clinical testing and 
an additional 261 in pre-clinical testing. Programs range from repurposing older drugs like hydroxychloroquine, which was first approved for 
use in 1955, to cutting-edge vaccine technology involving gene therapy. Many of the companies focused on finding a cure for COVID-19, such 
as Gilead Sciences (with Remdesivir) and Moderna Inc. (with mRNA-1273), are emblematic of the larger dynamics pervading the 
pharmaceutical industry. These companies—whose values are driven by only a few drug programs—have recently experienced substantial 
stock price volatility. 

We prefer to own companies like Johnson & Johnson and Novartis—companies with robust pipelines and diversified revenue streams. Though 
J&J is working on developing a SARS-CoV-2 vaccine, that effort is just one of many drug programs underway within the company. Similarly, 
Novartis is studying the efficacy of several therapeutic candidates for COVID-19 treatment while maintaining its broader drug development 
pipeline.

(Continued from page 8)

Source: Pharmaprojects, “Pharma R&D Annual Review 2019”

Source: EvaluatePharma, “World Preview 2019”
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There is an evolving movement to define and create opportunity 
to “do good” with money. A variety of strategies support the 
movement: (1) Socially Responsible Investing, which employs a 
restrictive approach to portfolio management; (2) Environmental, 
Social, and Governance (ESG) standards and rating systems, 
which highlight companies who meet and exceed ESG criteria; 
and (3) Impact Investing, which provides capital to projects that 
effect positive social change through, for example, a Community 
Development Financial Institution (CDFI).

Federal Funds
CDFIs are federally certified, mission-driven financial institutions 
that serve and support poor communities—communities that are 
typically excluded from traditional financial services such as bank 
loans and mortgages. The Community Development Financial 
Institution (CDFI) Fund, an agency of the US Treasury, invests 
federal and private capital through CDFIs to generate wealth 
and opportunity in low-income areas.  Four high-level sectors 
compose the CDFI fund: community-focused banks, credit unions, 
loan funds, and venture capital funds.  Each sector is made up of 
smaller, targeted categories which provide responsible, affordable 
financing to low-income communities.  Loan fund categories, for 
example, include microenterprise, small business, housing, and 
community service organizations. Loans across all categories focus 
on helping families finance their first homes, supporting community 
entrepreneurs, and investing in local health centers, schools, or 
community centers.

Regional Loan Funds
Community Development Loan Funds (CDLFs) are uniquely able 
to facilitate loans by understanding their own communities’ 
needs and by providing intensive technical assistance. The New 
Hampshire Community Loan Fund (NHCLF) exemplifies this 
approach: the state is a national leader in the preservation of 
affordable housing thanks to lending programs for manufactured 
homes.  (Also known as mobile homes, these homes are more 
affordable than conventional homes but do not typically qualify for 
loans from mainstream banks.)  NHCLF programs help residents of 
manufactured homes own a share of their home park communities. 
By supporting resident-owned communities (ROCs), NHCLF 
protects vulnerable residents from outside investors who may 
purchase park communities and increase rent, for example, while 
property values appreciate. To accomplish this the organization 
offers community leadership workshops to ROCs with topics 
including corporate governance, financial management practices, 
community engagement, and conflict resolution. Together, NHCLF’s 
financial and educational programs help ensure community 

stability, promote resident engagement, and foster long-term 
economic growth.

CDLFs enhance their funding with investments from individuals 
and foundations. As with any investment, careful analysis will 
reveal whether a fund’s underlying metrics are strong.  An 
investment in a loan fund is form of debt, which means analysis 
should focus on the CDLF’s ability to make interest payments and 
return capital. While CDLFs generally have strong track records 
for returning capital to loans, it is important to know a loan fund’s 
10-year average annual loan losses and to evaluate its reserve 
requirements for loan loss coverage.  Other important indicators 
are (1) the margin earned by the loan fund on each loan and (2) the 
overall effectiveness of fund deployment on a loan fund’s mission.

Before considering an investment in a community loan fund it is 
important to consider:

• Context: What are your return requirements for the funds 
invested? How does this investment fit within your overall 
financial plan?

• Objective: Defining a goal helps to ensure a desired outcome 
is realized. Which community would you like to support? Do 
existing funds successfully serve that community? 

 
If you are interested in exploring community loans please contact 
us.

Community Development Loan Funds
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Real Estate in the Time of Coronavirus
Boston area, homes that are well maintained and appropriately 
priced are coming under agreement quickly. 

Unless the economy suddenly surges (unlikely), a scenario best 
captured by A Tale of Two Cities is likely to evolve. It will be “the 
best of times” for workers whose jobs are secure: they can easily 
telecommute and leverage rock-bottom mortgage rates. 
Conversely, for those who have lost jobs and/or experienced a 
reduction in income, “the worst of times” lies ahead. Potential 
buyers in this unfortunate category will be locked out of the 
mortgage market due to job losses and lower savings, and, for the 
same reasons, current homeowners will be unable to refinance 
their higher-rate mortgages. When their existing mortgage 
forbearances end, many homeowners, drained of savings, could 
lose their homes to foreclosure. Expect to see economic inequality 
widening as towns and cities with primarily professional residents 
fare well while those with primarily service sector workers suffer 
dearly. 

Until March of this year, the US residential real estate market was 
doing quite well. Coastal cities were booming and millennials were 
moving inland to cheaper, mid-sized cities with lower costs of 
living. With a February unemployment rate of 3.5 percent, the 
lowest since the 1960s, the healthy real estate market made sense. 
Then, in March, the pandemic arrived. In just two months, the 
unemployment rate has skyrocketed—to possibly as high as 20 
percent—a level not seen since the Great Depression of the 1930s. 
Simultaneously, interest rates have plummeted. 

How has all of this affected the real estate market? In the 
pandemic’s early stages, sellers took their homes off the market; 
they feared potentially infected strangers touring interiors as well 
as an economic meltdown. Likewise, buyers—suddenly nervous 
about their own job stability—withheld from real estate 
browsing and transacting. However, as time has passed and 
mortgage rates have fallen below 3.5 percent, buyers have started 
looking for homes once again, both virtually and physically. In the 

Enacted in December, this recent legislation aims to grow, preserve, and protect retirement savings. The SECURE Act:

• Increases the age for required minimum distributions (RMDs) from 70 ½ to 72 years of age: The change will allow working seniors 
to continue making IRA contributions after age 70½. Those over 70½ may still make a qualified charitable distribution (QCD).

 
 QCDs: These charitable distributions enable owners and beneficiaries who are 70½ or older to donate up to $100,000 annually from their 

IRA directly to charity. QCD donations count towards RMDs and can be excluded from taxable income. 457(b), 401(k), and 403(b) plans 
are all subject to the new distribution requirements.

• Eliminates the age cap for IRA contributions: All employed workers, regardless of age, can contribute to an IRA. Taxable income must 
equal or exceed a worker’s IRA contribution.

 
• Eliminates the “stretch” option for non-spouse designated beneficiaries who inherit a retirement account: An account owner’s 

children (those under the “age of majority”), disabled individuals, or chronically ill individuals are now required to withdraw the balance of 
the inherited retirement account within ten years. 

 
 This mandate has a few consequences: beneficiaries may face earlier-than-planned income tax payments, and—if inherited payments 

bump beneficiaries into higher income brackets—they may (due to higher tax burdens) receive less of an inheritance than anticipated. 
For these reasons, account owners may want to consider converting traditional IRAs into Roth IRAs, which assign conversion-related tax 
liabilities to retirees, not beneficiaries. 

 It is important to note that beneficiaries already taking distributions from an inherited IRA may continue to do so under the old stretch IRA 
strategy.

The SECURE Act
Setting Every Community Up for Retirement Enhancement
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• Reverts the “Kiddie Tax”:  A portion of a child’s or young adult’s unearned income (think investments) will now be taxed at the parent’s 
marginal rate, instead of at the significantly higher trust income tax rate. (In 2017, the Tax Cuts and Jobs Act forced a child’s unearned 
income to be taxed at the same rate that trusts and estates pay.)

 
• Requires 401(k) statements to project annuity distributions: In an effort to educate participants on annuities, 401(k) statements must 

now show participants how much monthly income they would receive if they were to use their 401(k) funds to purchase an annuity.  
 Assumptions about future inflation, starting dates for lifetime income payments, participants’ longevity, and other factors can impact 

retirement income forecasts.
 
• Allows early, penalty-free distributions for births: Participants may withdraw up to $5,000 from retirement plans and IRAs for births 

and adoptions without incurring a 10 percent penalty.
 
• Prohibits retirement plans from distributing loans via credit cards: Participants in employer-sponsored retirement plans may no 

longer gain access to loans from those plans via credit cards or similar mechanisms.

Bonus Update: CARES Act Highlights

• Retirement Planning: The legislation temporarily waives the required minimum distribution rules for certain retirement plans for 2019 
and 2020 (only for distributions not yet taken).

 
• Charitable Giving Incentives: The CARES act provides a universal $300 charitable income tax deduction for cash gifts even if a taxpayer 

takes the standard deduction. It also temporarily suspends the 60 percent adjusted gross income (AGI) limitations for certain charitable 
contributions and allows deductions of up to 100 percent of AGI.

The SECURE Act

Over the Hill and On the Horizon
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Freshman year on campus 
Dress shoes

Makeup
Commuting time

EBITA
Downtown offices
Crowds of people

Handshakes
Live sports

Babson College
Bieber haircuts

Uber
Business Casual
Watching Oprah

Live acting
Date night

Shopping carts
Happy hour

Chuck E. Cheese
Boston Marathon

Wanderlust
Double chins 

Freshman year in your parents’ basement
Slippers
Masks
Family time
EBITAC
Bedroom offices
Crowds of wildlife
Leg lifts and elbow bumps
Marble Rally runs
Zoom University
Beatles haircuts
Uber Eats
PPE
Watching Fauci
Animation voiceovers
Every night
Instacart
Solitaire
Pasqually’s Pizza and Wings
Netflix Marathon
Baking envy
Double workouts

(Continued from page 11)
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IMPORTANT DISCLOSURES 
This presentation is not an offer or a solicitation to buy or sell securities. The 
information contained in this presentation has been compiled from third party sources 
and is believed to be reliable; however, its accuracy is not guaranteed and should 
not be relied upon in any way, whatsoever. This presentation may not be construed 
as investment advice and does not give investment recommendations. Any opinion 
included in this report constitutes the judgment of Lowell Blake & Associates, Inc. 
(Lowell Blake) as of the date of this report, and is subject to change without notice.

Security Recommendations 
The investments presented are examples of the securities held, bought and/or sold 
in Lowell Blake strategies during the last 12 months. These investments may not be 
representative of the current or future investments of those strategies. You should not 
assume that investments in the securities identified in this presentation were or will 
be profitable. We will furnish, upon your request, a list of all securities purchased, sold 
or held in the strategies during the 12 months preceding the date of this presentation. 
It should not be assumed that recommendations made in the future will be profitable 
or will equal the performance of securities identified in this presentation. Lowell Blake, 
or one or more of its officers or employees, may have a position in the securities 
presented, and may purchase or sell such securities from time to time. 

General Disclosures 
Additional information, including management fees and expenses, is provided on 
Lowell Blake’s Form ADV Part 2, available upon request or at the SEC’s Investment 
Advisor Public Disclosure site https://www.adviserinfo.sec.gov/Firm/105127. As with 
any investment strategy, there is potential for profit as well as the possibility of loss. 
Lowell Blake does not guarantee any minimum level of investment performance or 
the success of any portfolio or investment strategy. All investments involve risk (the 
amount of which may vary significantly) and investment recommendations will not 
always be profitable. The investment return and principal value of an investment will 
fluctuate so that an investor’s portfolio may be worth more or less than its original cost 
at any given time. The underlying holdings of any presented portfolio are not federally 
or FDIC-insured and are not deposits or obligations of, or guaranteed by, any financial 
institution. Past performance is not a guarantee of future results. Copyright © 2019, by 
Lowell Blake & Associates, Inc.

Lowell, Blake & Associates provides personalized financial services and support for individuals, families, nonprofits, and businesses. 
Reflections & Observations is our biannual newsletter to keep our clients and contacts “in the know” on new trends and valuable insights. 

We love to hear from you—we invite you to share with us your ideas and feedback at lba@lowell-blake.com.
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Video Meetings Replacing Our Daily Face-to-Faces


