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At Outlook we’ve been talking lately about how Wall Street’s nightmares, if they are powerful enough, 
will spill over into Main Street and affect real economic activity to some degree.  Businesses and 
consumers mostly ignore Wall Street’s nearly-constant frights; but when they go on long and scary 
enough, Main Street’s normal working people react naturally by easing up on the gas while they watch 
the latest nightmare play out.  Texas Instruments’ 3rd quarter results turned out to be a perfect 
example.  Chief Financial Officer Rafael Lizardi summed it up: 
  

“The weakness we have seen in the third quarter was broad-based across all markets and most 
sectors.  Industrial, automotive and personal electronics, all declined upper single digits from the 
year ago as almost all 28 sectors within these markets declined.  In communications equipment, 
revenue declined about 35% from the year ago and 20% sequentially.  We saw weakness across 
all major customers, regions and technologies.  And lastly, enterprise systems declined from the 
year ago quarter.” 
  

That was pretty decisive, wasn’t it?  As far as Texas Instruments was concerned, its 100,000 business 
customers all over the world didn’t merely ease up on the gas, during the past 3 months—they stomped 
on the brakes.  It wasn’t a big surprise, though. 
  

“With the end of this current quarter, we have now experienced our fourth consecutive quarter 
of negative year-on-year growth. There is an increasing number of reports of macroeconomic weakness 
with trade tensions as the primary contributor.” 

  
In other words, TXN’s down cycle had been easing down in a normal kind of way for 9 months through 
June . . . then it decided to dive off a cliff, or at least the 3-meter platform.  This was distinctly upsetting 
to the crowd of Wall Street analysts listening into the “earnings call.”  They had many questions along the 
lines of, “How could this happen?  Does it mean the wheels have fallen off the company?  When will things 
get better?”  
  
Mr. Lizardi’s response to “the wheels falling off” was pretty short, basically “Nope.  We like our future as 
much as ever.”  His closing remarks to the unhappy crowd were a polite way of saying, “Fellows, let me 
remind you how the world works.” 
  

“The only thing I would add, I can sense that you collectively are unsatisfied with our answers 
and I understand that. We have close to 100,000 different customers and we sell about 100,000 
different products. It's difficult to pinpoint any one thing (causing the emphatic weakness.) But 
the sense we get talking to those customers, and from our salespeople and all the touch points 
that we have is that the weakness is broad-based, is due to macro events, and specifically due to 
the trade tensions. 

And if you think about when there are tensions in trade and obstacles to trade, what do 
businesses do? They become more cautious and they pull back. And we are at the very end of a 
long supply chain and when the ones at the very front pull back, it becomes a traffic jam. So our 
sense is that is what's happening in the marketplace.” 



As soon as the market got a chance to join that unsatisfied crowd of analysts, it hammered TXN’s stock 
down about 10% in one day.  That was 3 days ago.  Since then, something slightly odd has happened:  the 
stock has quietly drifted up, not farther down.   At Outlook we’ve remarked a few times that the market 
is often silly . . . but never always silly.  Eventually it notices important things it had been happy to ignore, 
for a while.  Here’s one. 
  

Texas Instruments:  Free Cash Flow Per Share, 5 Years 

 
  

In June TXN’s free cash flow per share was $6.30, for the previous 12 months.  Through September, 
regardless of the platform-dive in sales, the figure rose to $6.35 per share.  No business in the world can 
accomplish such a thing unless it has outstanding financial strength, and outstanding quality and control 
within its factory operations.  That last statement defines Texas Instruments, as does this comment about 
the company’s long-term plan, from CEO Rich Templeton a few months ago: 
  

“But you know (we’re concentrating on chips for autos and industry because) the opportunities 
of industrial and automotive are just exceptional, and you're going to sit back 10 years from now 
or 20 years from now and people are going to say, “If you weren't in (those industries), you 
couldn’t play and you couldn't compete long term.”  And it's all for the very simple reason of a 
chip-content story.  If you take all this equipment which is mostly mechanical or a combination 
of electro and mechanical, and you work to make it all smarter, use less power, be safer, be 
easier to use, what are you going to put inside that equipment?  And I’ll put (Texas Instruments’) 
semiconductors in all of it.” 

Mr. Templeton went on to say, that day, that nobody ever knows when their customers suddenly have 
too much inventory, and cut back; or when they have too little, and spend again.  That’s why the cycle 



never goes away.  This down cycle will end, for TXN, and the market understands that very well.  When 
the up cycle takes its place, our company will continue the path we see in the chart above. 
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions 
should only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk 
of loss.  
 


