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The Morningstar US Industrials Index has underperformed the broader 

U.S. equity market in early 2020 amid investor concerns about trade 

tensions, COVID-19, and a potential economic downturn (Exhibit 9a).  

 

Given current market conditions, we see many opportunities in the 

industrials sector, with most stocks in our coverage trading in 4- or 5-star 

territory (Exhibit 9b). The median stock we cover is priced at a 0.80 

price/fair value ratio, and industrial conglomerates, construction, and 

aerospace and defense are the most undervalued industries. 

 

Industrial production appears poised to further contract from the late 

2018 peak amid a likely global economic slowdown (Exhibit 9c). While 

many industrials firms will be adversely affected over the short run, we 

see many long-term opportunities across the U.S. industrials sector as the 

virus abates and business conditions normalize. 

 

Industrial conglomerates like General Electric and 3M have substantial 

healthcare exposure, which tends to be stable compared their more 

cyclical industrial counterparts, an attractive quality given current market 

volatility. 3M and Honeywell also have sizable personal protection 

segments, which will certainly see revenue growth as global demand for 

facemasks and respirators exceeds supply. 3M already intends to 

increase production by about 30% over the next 12 months. 

 

We think defense prime contractors are a smart play for investors 

concerned with unfavorable cyclical turns for a few reasons. First, 

defense primes are not exposed to the business cycle, as revenue is 

largely funded by U.S. and international government spending. Second, 

increased focus on great-powers competition through the National 

Defense Strategy indicates that the military will continue prioritizing 

modernization. Third, customers fund much of the research and 

development, so defense firms can consistently return substantial free 

cash flow to shareholders. 

 

In our view, it is hard to see how U.S. agricultural commodity production 

will be affected by COVID-19. U.S. acres planted remains relatively 

constant over time as demand for agricultural commodities varies less 

than discretionary goods (Exhibit 9d). Furthermore, firms like Deere are 

federally designated critical infrastructure businesses and may continue 

operations even as the coronavirus pandemic persists. 

 
Brian Bernard, CFA | brian.bernard@morningstar.com  

Exhibit 9  Industrial Stocks Undervalued Amid Uncertainty 
9a  Industrials have underperformed the broader U.S. equity market. 

   
9b  Shares undervalued; majority in 4-star or 5-star territory. 

  
9c  Industrial production likely to fall amid economic slowdown. 

 

9d  U.S. acres planted relatively constant over time. 

 
 

Source: Morningstar, Federal Reserve Bank of St. Louis, Deere. 

Data as of March 26, 2020. 
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General Disclosure  
  

The Morningstar Sector Report ("Report") is for informational purposes, intended for financial professionals (“Users”) and should 

not be the sole piece of information used by such Users or their clients in making an investment decision.  

  

The analysis within this Report is prepared by the person(s) noted in their capacity as an analyst for Morningstar Research Services 

LLC, a subsidiary of Morningstar, Inc. The written analysis are statements of opinion, not of fact, are given in good faith, are as of 

the date of the Report, and are subject to change without notice. Morningstar Research Services believes its analysts make a 

reasonable effort to carefully research information contained in their analyses. Morningstar does not audit or seek independent 

verification of any of the data, statistics, and information it receives.   

  

This Report is for informational purposes only and has no regard to the specific investment objectives, financial situation or 

particular needs of any specific recipient. This publication is intended to provide information to assist institutional investors in 

making their own investment decisions, not to provide investment advice to any specific investor. Investments discussed may not 

be suitable for all investors; Users must reference their own investment objectives, experience, taxation status and financial 

position before making any investment decision and are encouraged to read all relevant issue documents (e.g., prospectus) 

pertaining to any security. Except as otherwise required by law or provided for in a separate agreement, the analyst, Morningstar 

and its officers, directors and employees will not be responsible or liable for any trading decisions, damages or other losses 

resulting from, or related to, the information, data, analyses or opinions within the Report.   

  

Unless otherwise provided in a separate agreement, this Report may only be used in the country in which the Morningstar 

distributor is based. Unless stated otherwise, the original distributor is Morningstar, Inc., a U.S.-domiciled institution. Morningstar 

makes no representation that the Report contents meet all of the presentation and/or disclosure standards applicable in the 

recipient’s jurisdiction. The Report and its contents are not directed to, or intended for distribution to or use by, any person or 

entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, 

publication, availability or use would be contrary to law or regulation or that would subject Morningstar or its affiliates to any 

registration or licensing requirements in such jurisdiction. Where this Report is made available in a language other than English 

and in the case of inconsistencies between the English and translated versions, the English version will control and supersede any 

part or section of a Report that issued in a foreign language. Neither the analyst, Morningstar, or Morningstar affiliates guarantee 

the accuracy of the translations. This Report may be distributed in certain localities, countries and/or jurisdictions ("Territories") by 

independent third parties or independent intermediaries ("Distributors"). Such Distributors are not acting as agents or 

representatives of the analyst or Morningstar. In Territories where a Distributor distributes our Report, the Distributor, and not the 

analyst or Morningstar, is solely responsible for complying with all applicable regulations, laws, rules, circulars, codes and 

guidelines established by local and/or regional regulatory bodies, including laws in connection with the distribution third-party 

research reports.  

  

For a list of securities or sectors that Morningstar Research Services currently covers and provides written analysis on please 

contact your local Morningstar office.   

  

Please note that securities are subject to market and other risks and there is no assurance or guarantee that the intended 

investment objectives will be achieved. Past performance is not a guarantee of future performance. A security’s return and an 

investor's principal value will fluctuate so that, when redeemed, an investor's shares may be worth more or less than their original 

cost. Indexes are unmanaged and cannot be invested in directly.  

  

Conflicts of Interest  

× Analysts may own (actual or beneficial) interests in the financial products that are the subject of the Report. No material interests 

are held by Morningstar, the analyst or the analyst's immediate family in the financial products that are the subject of the Report..  

  

× Analysts' compensation is derived from Morningstar's overall earnings and consists of salary, bonus and in some cases restricted 

stock. Analysts' receive no compensation or material benefits from product issuers or third parties in connection with the Report.   

  

× Analysts may not pursue business and employment opportunities outside Morningstar Research Services within the investment 

industry (including but not limited to, working as a financial planner, an investment advisor or investment advisor representative, a 

broker-dealer or broker-dealer agent, a financial writer, reporter, or analyst).   

 

× Morningstar may provide the product issuer or its related entities with services or products for a fee and on an arms' length basis 

including software products and licenses, research and consulting services, data services, licenses to republish our ratings and 

research in their promotional material, event sponsorship and website advertising.  
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× Morningstar affiliates (i.e., its investment management group) may have arrangements with a fund company's affiliate to provide 

investment consulting advice, some of which an analyst may issue an investment research reports on one or more of the fund 

company's target-date funds. However, analysts do not have authority over Morningstar's investment management group's 

business arrangements nor allow employees from the investment management group to participate or influence the analysis or 

opinion prepared by them.   

  

× Morningstar, Inc. is a publicly traded company (ticker symbol: MORN) and thus a financial institution the security of which is the 

subject of this report may own more than 5% of Morningstar, Inc.'s total outstanding shares. Please access Morningstar, Inc.'s 

proxy statement, "Security Ownership of Certain Beneficial Owners and Management" section 

http://investorrelations.morningstar.com/sec.cfm?doctype=Proxy&year=&x=12   

  

× A target-date series' holding of Morningstar stock has no bearing on and is not a requirement for target-date funds Morningstar 

determines to cover.    

  

× Analysts do not have any other material conflicts of interest at the time of publication. Users wishing to obtain further information 

should contact their local Morningstar office or refer to https://corporate.morningstar.com/us/asp/subject.aspx?xmlfile=540.xml   

  

  
  

For Recipients in Australia: This Report has been issued and distributed in Australia by Morningstar Australasia Pty Ltd (ABN: 95 

090 665 544; ASFL: 240892). Morningstar Australasia Pty Ltd is the provider of the general advice ('the Service') and takes 

responsibility for the production of this report. The Service is provided through the research of investment products. To the extent 

the Report contains general advice, it has been prepared without reference to an investor's objectives, financial situation, or 

needs. Investors should consider the advice in light of these matters and, if applicable, the relevant Product Disclosure Statement 

before making any decision to invest. Refer to our Financial Services Guide (FSG) for more information at 

http://www.morningstar.com.au/fsg.pdf.  

  

For Recipients in Hong Kong: The Report is distributed by Morningstar Investment Management Asia Limited, which is regulated 

by the Hong Kong Securities and Futures Commission to provide services to professional investors only. Neither Morningstar 

Investment Management Asia Limited nor its representatives are acting or will be deemed to be acting as an investment advisor to 

any recipients of this information unless expressly agreed to by Morningstar Investment Management Asia Limited. For enquiries 

regarding this research, please contact a Morningstar Investment Management Asia Limited Licensed Representative at 

http://global.morningstar.com/equitydisclosures.  

  

For Recipients in India: This Investment Research is issued by Morningstar Investment Adviser India Private Limited. Morningstar  

Investment Adviser India Private Limited is registered with the Securities and Exchange Board of India (Registration number 
INA000001357) and provides investment advice and research. Morningstar Investment Adviser India Private Limited has not been 

the subject of any disciplinary action by SEBI or any other legal/regulatory body. Morningstar Investment Adviser India Private 

Limited is a wholly owned subsidiary of Morningstar Investment Management LLC. In India, Morningstar Investment Adviser India 

Private Limited has one associate, Morningstar India Private Limited, which provides data-related services, financial data analysis, 

and software development. The Research Analyst has not served as an officer, director, or employee of the fund company within 

the last 12 months, nor has it or its associates engaged in market-making activity for the fund company.  

  

* The Conflicts of Interest disclosure above also applies to relatives and associates of Manager Research Analysts in India. The 

terms and conditions on which Morningstar Investment Adviser India Private Limited offers Investment Research to clients varies 

from client to client and are detailed in the respective client agreement.  

  

For recipients in Japan: The Report is distributed by Ibbotson Associates Japan, Inc., which is regulated by Financial Services 

Agency. Neither Ibbotson Associates Japan, Inc. nor its representatives are acting or will be deemed to be acting as an investment 

advisor to any recipients of this information.  

  

For recipients in Singapore: For Institutional Investor audiences only. Recipients of this report should contact their financial 

adviser in Singapore in relation to this report. Morningstar, Inc. and its affiliates rely on certain exemptions (Financial Advisers 

Regulations, Section 32B and 32C) to provide its investment research to recipients in Singapore.  
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