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It’s no surprise that at Outlook we often discuss the difference between reality and the market’s opinion 
and behavior.  The current picture at Caterpillar is another example of this disconnect.  Caterpillar 
reported a decent quarter:  3% sales growth, growth in all business segments except for oil and gas (more 
on this later), and a 20% dividend increase.  While a sales growth of 3% is not massive by any means, this 
is growth from a record high quarter last year.  Meanwhile, the share price has continued its general 
downtrend since early 2018, lagging the general market.   
 
To fully understand Caterpillar’s current position, we must look at both the market’s behavior towards it 
and the realities of its business.  First, the market’s behavior.  In the past, Caterpillar’s share price (orange) 
often roughly followed broad multi-year swings in industrial production (purple.)  That’s what it seemed 
to do in the first 9 months of the 18-month chart below.   
 
 

 
 
 
 
But then the chart shows industrial production changing course, strengthening again.  But not Cat.  The 
market has simply continued the push-down of Cat’s stock price from early 2018.   
 
The market is acting as if the general industrial sector is continuing the slowdown of 2018’s first nine 
months, which it is not; and as if Caterpillar’s business itself is slowing down, which it is not.  We can see 



that when we look at the reality of Caterpillar’s business.  2018 saw a record profit per share, and 2019 is 
on track for another record profit per share.  Construction Industries and Resource Industries, 2 business 
segments within the company that make up half of all sales, have grown every quarter and show no signs 
of slowing down.  Management noted this past quarter that they are only 2.5 years into recovery in many 
of their end markets and don’t expect the recovery to stop anytime soon.  In the chart below we can see 
the behavior of operating revenue (sales) which is the main ingredient of those profits:  climbing much 
more strongly than industrial production in general, and climbing while the market has been punishing 
Cat’s stock price.   
 
 

 
 

Caterpillar raised its dividend by 20% this summer, and expects to buy back 9% of the company through 
share repurchases in 2019 alone.  Those are very impressive numbers.  There will come a time when the 
market realizes that Cat is in fact outperforming the overall industrial market, and is not being trampled 
by fears of trade war and economic slowdown.  What matters in the long run are the actual facts, not the 
market’s temporary disconnects from reality.   
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