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IBM: Big Blue Finally Turns The Corner, 

Yields 5.1% 

It seems the leadership of every large enterprise 

organization is excited about the transition to the cloud 

and the vast opportunities it brings. That is except for IBM. 

Although that may have finally changed as of last night’s 

earnings announcement. Thanks to IBM’s strategic 

imperatives (cloud, analytics, mobile) the company looks 

set to finally return to organic growth. And factoring in 

the amazing relationships IBM already has from to its 

massive legacy business, combined with the deal to acquire Red Hat expected to close 

in 2H-19 (also very good for cloud growth), IBM may finally be arriving in the 21st century. 

Better late than never. 

Earnings Update: 

IBM announced 

earnings after the 

bell on Tuesday, and 

it was full of 

encouraging news. 

For starters, IBM beat 

quarterly and full-

year EPS estimates. 

Specifically, EPS 

came in at $4.87 for 

Q4 (beating 

estimates by $0.05), 

and $13.81 for the 

full year (beating 

analyst estimates of 

$13.78). IBM also 

generated $21.76 

billion in Q4 

revenues 

(exceeding street 

estimates by $30 

million). And finally, 

IBM provided full 

Key Takeaways: 

• IBM’s strategic 
Imperatives are 
accelerating. 

• Cash flow cushion is 
vast. 

• IBM may be turning 
the corner towards 
long-term organic 
growth. 
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year 2019 EPS guidance of at least $13.90 (exceeding estimates for $13.79). 

Also important, IBM’s total annual revenue of $79.6 billion was 1% higher than last year, 

and a very positive sign that IBM may be turning the corner from years of declining 

revenues (sales). 

 

Strategic Imperative Growth: 

And particularly encouraging, in 2018 IBM generated $39.8 billion of its revenue (about 

half of the total) from strategic imperatives (i.e. cloud, analytics, digital, mobile). They 

are the “strategic 

imperatives” 

because they are 

the growth 

opportunities. 

And in particular, 

cloud revenue 

was $19.2 billion 

for the year, up 12 

percent (very 

encouraging). 

In fact, Nomura 

Instinet analysts 

(led by Jeffrey 

Kvaal) wrote in a 

January 15th note: 

"We believe the 

ongoing growth 

of the Strategic 

Imperatives unit 

will return IBM to 

organic growth in 

2019."  

This is huge deal 

for IBM considering sales have been shrinking for years, as shown in our blue chart 

above. And we think Kuvaal is on the right track, especially after Tuesday’s positive 

earnings announcement. 



  Released: 24 Jan 2019 
 

 

Blue Harbinger Research, LLC  Page 3 of 6  

Valuation and Price Targets: 

For more perspective, here is a look at the price targets of Wall Street analysts (including 

Kuvaal, mentioned earlier), just before the positive earnings news was released. 

 

 

Specifically, the 22 analysts covering the stock thought IBM’s share price had 17% 

upside BEFORE the earnings release. We’re almost certain to see a wave of price target 

increases in the coming days as analysts digest the earnings release news. 

Strong Free Cash Flow (Big Safe Dividend): 

Another positive IBM has going for it is strong free cash flow to easily support the 

dividend (dividend yield is currently 5.1%), share repurchases, and future growth. Here is 

a look at IBM’s historical uses of cash. 
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IBM has a lot of cash “cushion.” And for more perspective, here are some important 

cash highlights from this quarter’s earnings release: 

IBM is a cash generating 

machine (thanks in large 

part to the long-term 

backlog of legacy 

revenues). Plus, IBM expects 

additional free cash flow of 

$12 billion in 2019. 

Red Hat Acquisition: 

Additionally, we’d be 

remiss not to mention that 

IBM announced last 

quarter that it expects to 

acquire RedHat for $34 

billion in a deal expected 

to close in the second half 

of 2019. Red Hat is involved 

with open source software 

solutions, and its growth will 

help IBM jumpstart its own 

growth, particularly with 

regards to the cloud (one 

of IBM’s strategic 

imperative growth areas). 

RedHat has been growing 

its revenues like wildfire. 
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Relative Valuation: 

For one thing, IBM’s shares are less expensive as the whole market has been sold off 

significantly since the start of the 4th quarter (the rebound this year is not enough to 

offset the market wide losses). However, the performance of the overall market and IBM 

in particular may be an indication that value stocks are about to finally turn the tables 

on the dominance of growth stocks in recent years. For example, here is a look at the 

performance of growth stocks (as measured by the Russell 1000 Growth ETF) as 

compared to value stocks (as measured by the Russell 1000 Value ETF) recently and 

following the tech bubble that burst in the early 2000’s. 
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Much like during the tech bubble, growth stock have been significantly outperforming 

value stocks lately. However, the tech bubble ended badly for growth stocks while 

value stocks outperformed for years after the bubble burst. The similar strong 

performance of growth stocks recently brings back memories. 

Conclusion: 

Is IBM an indication that value stocks may be about to finally turn the tables on the 

dominance of growth stocks over the last several years? Maybe. But with an attractive 

valuation, the return to organic growth (thanks to strategic imperatives) and a well-

covered healthy big 5.1% dividend yield and lots of cash flow—that additional tailwind 

may not even matter. We are long IBM. 


