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Market Review 

Alas, what we saw last week was not what we had in mind when we wrote a week ago in this 

space that it might be time for Value to outperform. The good news that the Russell 3000 Value 

index beat the Russell 3000 Growth index by 70 basis points (0.70%) over the last five trading 

sessions was crushed by the fact that equities suffered a terrible week, with the Russell 3000 

and S&P 500 skidding 5.72% and 5.89%, respectively. 

The price-weighted Dow Jones Industrial Average grabbed most of the headlines, despite 

dipping “only” 5.63%, as the big 724-point plunge on Thursday invited journalistic superlatives 

like “fifth-worst point drop in history.” While this was factually correct, it is important to note there 

have been plenty of worse days on a percentage basis,… 

 

…though Friday’s 425-point follow-on Dow decline didn’t inspire a lot of confidence. Of course, 

though many are of the mind that the plunge on the week was one of the worst ever, the 



 

setback on the S&P 500 actually clocked in as the 85th largest decline since 1928. Not much in 

the way of consolation, we know, but given that there have been 90 years or so of data, a drop 

of similar of greater magnitude on a weekly basis has happened once a year on average. 

Certainly, we respect that outsized moves to the downside can be disconcerting, even as 

volatility generally is a regular part of the successful long-term investment process. Indeed, 

even though equities have enjoyed returns of 10.6% per annum (Dividend Payers) and 13.4% 

per annum (Value Stocks) since 1927, 5% dips have occurred more than twice a year on 

average and 10% corrections have taken place every 11 months or so on average,… 

 

…including in more than 60% of the years since the launch of The Prudent Speculator in 1977. 

 

While one might argue that stocks have been overdue for some rough waters, and the unfolding 

Facebook data scandal didn’t help matters for the heretofore top-performing Information 



 

Technology sector, the primary catalyst for last week’s carnage was renewed fears of a Trade 

War after President Trump announced plans to impose tariffs on as much as $60 billion of 

Chinese imports. The proclamation elicited a somewhat modest response from Beijing, which 

announced tariffs of its own on as much as $3 billion in U.S. goods, including products like fruit, 

pork and recycled aluminum, but not on soybeans, airplanes, electronics and other high-profile 

items. 

No doubt, the Middle Kingdom is a formidable adversary should the tit-for-tat escalate, but we 

are of the mind that last week marked the opening salvos of a lengthy negotiation process that 

could in the long run lead to greater opportunities for U.S. businesses in China. That is the 

objective, as outlined by U.S. Treasury Secretary Steven Mnuchin this weekend who said that 

the proposed tariffs won’t have a big impact on the economy in the near term, adding, “I think 

what we are doing is long-term very good for the economy.” Mr. Mnuchin added, “If they open 

up their markets it is an enormous opportunity for U.S. companies. We are having very 

productive conversations with them.” 

Late Sunday, it was announced that the two sides have “quietly started negotiations,” which 

hardly seems surprising, given that Trump tariffs on steel (25%) and aluminum (10%) revealed a 

few weeks ago have already been subject to numerous exemptions for American allies. 

Certainly, anything can happen, and proclamations from the Commander in Chief are often 

anything but orthodox, but we might chalk up the tough Trump trade talk to the art of the deal, 

with cooler heads eventually prevailing. 

Obviously, Washington remains a very large wild card, though we shouldn’t let the recent drama 

obscure the fact that stocks generally have had very good returns since Election Day 2016,… 

 

…though we suspect that many investors have not fully participated in the favorable 

environment, given recent data on mutual and exchange traded fund flows. 



 

 

Happily, given that many folks often zig when they should have zagged, a few contrarian buy 

signals were generated last week, including on ETF redemptions… 

 

…and investor sentiment,… 



 

 

…augmenting the technical analysis support level at which the S&P 500 presently resides. 

 

To be sure, there was another significant market-related event last week, when the Federal 

Reserve decided to boost its target for the Federal Funds rate by 25 basis points (0.25%) to a 

range of 1.50% to 1.75%. That move was a near-certainty, and the FOMC Statement reiterated 

the long-held admonition, “The Committee expects that economic conditions will evolve in a 

manner that will warrant further gradual increases in the federal funds rate; the federal funds 

rate is likely to remain, for some time, below levels that are expected to prevail in the longer 

run.” 



 

 

New Fed Chair Jerome Powell & Co. modestly upgraded their 2018 outlook for GDP growth and 

lowered their estimates for unemployment both short- and long-term,… 

 

…while suggesting that the Fed Funds rate might be a little higher at the end of 2019 and 2020 

than previously expected,… 



 

 

…even as said rate will likely remain extraordinarily low by historical standards,… 

 

…and near-term market expectations of additional rate increases this year have actually been 

tamped down the last few days. 



 

 

We realize that many are concerned about higher interest rates, but we like what Mr. Powell had 

to say when asked at his first press conference on Wednesday about the Fed Funds rate now 

residing at close to a 10-year high: “I’m hearing this, the 10-year thing, a few times these days, 

and it’s true that rates are higher than they’ve been in 10 years. On the other hand, the 

economy’s healthier than it’s been since before the financial crisis. So, it’s a healthier economy 

than it’s been in 10 years. The financial crisis, of course, was just really getting going 10 years 

ago.” 

We continue to believe that economic strength, especially when it is not accompanied by 

elevated inflation, is a positive for equities, given that it presents a favorable backdrop for 

corporate profits,… 

 



 

…while long-term-oriented investors should take comfort in what the historical evidence shows 

in regard to increases in the Fed Funds rate and stock, especially Value, returns. 

 

The equity futures on Sunday evening were pointing to a higher opening for today’s trading as 

this missive was penned, but we have to believe that volatility will remain elevated for some 

time, which is why we always state that our focus is on the long-term prospects of our broadly 

diversified portfolios of undervalued stocks. True, a strong stomach is a valuable asset during 

times like these, but with valuations following the downturn now even more reasonable,… 

 

…we see no reason for those who share our three-to-five-year time horizon to disturb their 

portfolios, aside, perhaps, from adding to their equity exposure. We have our eye on several 

stocks, and we will have at least one new recommendation to offer in the April edition of The 



 

Prudent Speculator, but those looking to go shopping might consider the following 25 names, 

each of which was off more than 7.5% last week. 

 

Stock Updates  

With the friendly reminder that we are not simply investing in ticker symbols, but instead we are 

acquiring and maintaining ownership interests in businesses that generally become more 

valuable over time as corporate profits increase… 

 

…and dividend payouts rise,… 



 

 

 

Stock Updates  

Chris Quigley and Jason Clark take a look at five of our companies in the news last week. 

Event date 03.19.18… System software firm Oracle (ORCL – $44.79) earned $0.83 per share 

in fiscal Q3 2018 (vs. $0.72 est.). ORCL had sales of $9.8 billion (vs. $9.8 billion est.). Shares 

fell 9.4% following the announcement, and generated a slew of analyst downgrades, with the 

general consensus that the transition to the cloud and slowing cloud growth would put ORCL at 

a competitive disadvantage. 

Nevertheless, Oracle co-CEO Safra Catz stated, “During FY17, I forecast double-digit non-

GAAP earnings per share growth for FY18. With non-GAAP earnings per share up 20% in Q3, 

our year-to-date earnings per share growth is now up to 16%. At this point, I feel quite confident 

that we will comfortably deliver on my original forecast of double-digit non-GAAP earnings per 

share growth for FY18.” 

Oracle co-CEO Mark Hurd countered the market’s cloud pessimism, “Our app ecosystem year-

to-date is up 12% and we continue to grow faster than the market. Less than 15% of our apps 

customers have started to move their core apps to the cloud. Between customers that have 

partially moved and those not started yet, we have an enormous opportunity in front of us.” 

Mr. Hurd also dodged the opportunity to talk specifically about SaaS (Software as a Service) 

growth, stating, “The SaaS bookings AAR (annual run rate) was roughly where I expected it to 

be in Q3. And with SaaS revenue now approaching $5 billion, I’ll focus my comments on SaaS 

revenue as opposed to ARR. SaaS revenue is up 24%, now over our $4.6 billion run rate. ERP 

is up 62% organically. Overall, ERP is now at a $1.5 billion annualized run rate.” 

We aren’t super thrilled with the careful wording, even as we think that ORCL should do well 

over the longer term. That said, the company also lowered guidance for the third consecutive 



 

quarter, stating, “Total revenues are expected to grow from 1% to 3% in USD; and negative 2% 

to zero in constant currency. Non-GAAP EPS in USD is expected to be between $0.92 and 

$0.95; and EPS in constant currency is expected to be between $0.89 and $0.92.” That 

compares with last quarter’s “Total revenue is expected to range from 2% to 4%. Non-GAAP 

EPS in constant currency is expected to be somewhere between $0.68 and $0.70. That puts the 

USD earnings per share at $0.71 to $0.73.” 

Despite the big share price pullback, we continue to be encouraged by the possibilities in the 

cloud business and we believe that ORCL has a quality leadership team that will drive top-line 

growth to the bottom line. We think that the sell-off creates an opportunity to purchase an 

undervalued IT firm with solid fundamentals, a substantial net cash position and strong free 

cash flow generation. With shares having retreated from the multi-year highs earlier this month, 

we think that the forward P/E ratio of 14.8 times remains on the reasonable end of the spectrum. 

ORCL also sports a solid balance sheet with $71 billion of cash and marketable securities, or 

$9.7 billion of net cash (cash less debt). Our Target Price now stands at $57, and we note that 

the shares are now changing hands just a buck or so above the 52-week low. ORCL currently 

yields 1.7%. 

Air freight and logistics leader FedEx (FDX – $229.48) earned $3.72 per share in fiscal Q3 2018 

(vs. $3.11 est.). FDX had total revenue of $16.5 billion, versus the $16.2 billion estimate. While 

earnings beat analyst estimates, and the stock initially rallied in price, shares nose-dived a short 

time later and fell nearly 9% for the week, no doubt due in large part to worries about President 

Trump’s proposed tariffs and their potential impact on global economic growth projections. 

FDX CEO Frederick W. Smith stated, “FedEx is concerned about the prospect of increased 

protectionist tariffs as history has shown repeatedly that protectionism is counterproductive to 

economic growth. The better approach is to encourage open markets and free exchange of 

products and services, and to reduce barriers to trade.” 

On the topic of Q3 results, Mr. Smith said, “Congratulations to our team members around the 

world for another outstanding peak season with record volumes and high service levels. TNT 

integration efforts are accelerating, and we are well-positioned for profitable, long-term growth 

due to investments in our networks and people such as our recent commitment to $3.2 billion in 

wage increases, bonuses, pension funding and expanded U.S. capital investment. FedEx is 

proud to be in the top 10 companies in Fortune magazine’s World’s Most Admired list and 

among its Best Companies to Work For. We believe this reflects our team member’s dedication 

through our Purple Promise, which states simply, I will make every FedEx experience 

outstanding.” 

FDX said it now expects EPS for fiscal 2018 to come in between $15.00 and $15.40, a sizable 

increase from January’s estimate of $12.70 to $13.30. FDX also trimmed its capital expenditure 

expectation from $5.9 billion to $5.8 billion. Mr. Smith added, “Execution of our long-term growth 

strategies, customer demand for the unique value of our broad portfolio of solutions and healthy 

growth in the global economy are driving our performance. We expect strong operating 

performance in each of our transportation segments in the fourth quarter.” 



 

Thus far, we are pleased that the ongoing Amazon threat has not hampered FedEx’s growth 

plan and like that the new tax policy helps high-tax payers like FedEx even more. Interestingly, 

analysts have only modestly hiked 2018 price and earnings targets. We continue to be fond of 

FedEx’s strong balance sheet, modest dividend yield and position as an industry leader. As 

things presently stand, FDX trades at approximately 13.3 times the next-12-months earnings 

estimate and our increased Target Price is now $323. 

While it didn’t seem to move FDX’s price much, we though it worthwhile to include FedEx’s 

original statement related to the package bombings in Texas, “We can confirm that a single 

package exploded while in a FedEx Ground sortation facility early this morning. One team 

member is being treated for minor injuries. We are working closely with law enforcement in their 

investigation.” And the company followed up a short time later with, “FedEx has confirmed that a 

package detonated at a San Antonio FedEx Ground facility early this morning. We have also 

confirmed that the individual responsible also shipped a second package that has now been 

secured and turned over to law enforcement. We are thankful that there were no serious injuries 

from this criminal activity. We have provided law enforcement responsible for this investigation 

extensive evidence related to these packages and the individual that shipped them collected 

from our advanced technology security systems. The safety and security measures in place 

across the FedEx networks are designed to protect the safety of our people, customers and 

communities, and to assist law enforcement as appropriate.” At this point, we don’t anticipate 

any lingering effects to the company from the terrible attacks, and we are happy that the 

company was instrumental in helping law enforcement locate the Austin Bomber. 

While we often quip that the hardest part about market timing is getting the timing right, 

investors have embraced this month’s sole first-time recommendation Cohu (COHU – $23.47), 

despite a sizable pullback on Friday. The supplier of semiconductor equipment actually still 

ended the week up more than 3.5% after management unexpectedly raised sales and margin 

guidance. COHU expects $93 million in revenue in Q1, compared to the previous guidance of 

$89 million, with gross margins between 43% and 43.5%. 

Via press release, COHU CEO Luis Müller commented, “We are encouraged by the accelerated 

qualification and product acceptance of our Eclipse XTA handler by this major customer in 

Korea. This is the second significant customer success in the first quarter, following our January 

announcement that a large automotive semiconductor leader selected the MATRiX handler and 

our multi-beam test contactors. Together, these two customers are expected to add 2-3 points 

of handler share gains in 2018, while also providing increased confidence in our growth 

projections for our contactor business.” 

Christopher Bohrson, General Manager of Cohu’s Digital Test Handler business, stated, “The 

Eclipse XTA is the first handler in the industry to enable operation in a lights-out automated 

factory. We are excited to be on the forefront of the robotics revolution in semiconductor test, 

working alongside this leading Korean customer. The initial target application for this customer 

is testing analog semiconductors, with potential follow-on business for Cohu and applicability for 

this technology in additional device segments. Further, the know-how and technologies utilized 



 

to develop the Eclipse XTA can be implemented over time across our product portfolio as 

customers participate in the Industry 4.0 revolution.” 

We continue to like the company’s pristine balance sheet with more than $5 in net cash per 

share. We think that Cohu’s reasonable valuation (13.8 times NTM earnings projections), 

earnings growth estimates for the next three years of at least 10% and slight 1.0% yield make 

the company’s shares a compelling bargain in an otherwise generally expensive Information 

Technology sector. Our Target Price has been raised to $33. 

Nike (NKE – $64.63, a worldwide leader in footwear and sports apparel, earned $0.68 per share 

in fiscal Q3 2018 (vs. $0.53 est.). NKE had sales of $9.0 billion (vs. $8.9 billion est.). The 

company reported sales growth in Greater China of 24%, along with “extraordinary demand” for 

worldwide launches of Nike React and Air Max 270 platforms. On a constant currency basis, 

Nike.com grew 18% globally year-over-year. 

CEO Mark Parker said, “The Consumer Direct Offense is working. Through 2X Innovation, we’re 

creating and scaling new product platforms while also becoming sharper editors. Through 2X 

Direct, we’re moving closer to the consumer through differentiated retail concepts, leading with 

our mobile apps, dot-com, and digital partners. And through 2X Speed, we’re serving 

consumers at their pace. ” 

CFO Andy Campion added, “While we’re clearly doubling the cadence and impact of innovation, 

our product momentum is even broader based. Our edit-to-amplify approach is bringing focus 

and accelerating growth within our power franchises like the Air Force 1 family of products and 

other key styles. We’re running a much more complete offense yet we still see tremendous 

opportunity to improve and edit how we serve our consumers. Second, our results in Q3 confirm 

that where the NIKE Brand more directly connects with consumers, we see the greatest growth. 

Our NIKE digital ecosystem, in particular, is setting the pace for growth in all four of our 

geographies. In each of our international geographies, Nike.com’s rate of growth outpaced the 

overall marketplace rate of growth by2x or greater. And in North America, Nike.com not only 

grew, but has been accelerating over the last two months.” 

Management reports that momentum is building, especially with its regional online stores. As 

always, the company will also have to continue to navigate currency headwinds, the ebbs and 

flows of product input costs and strong competition. We think product customization will help 

prop up margins and we believe that Nike remains a best-of-breed company, even though the 

valuation isn’t exactly cheap. Still, we like that Nike sports an excellent balance sheet and our 

Target Price for the high-quality shares has been inched up to $73, so we will hold for a while 

longer. We also note that the company has been a big buyer of its shares since a $12 billion 

repurchase plan was launched in November 2015. During the latest quarter, Nike bought back 

14.6 million shares for approximately $962 million, bringing the total since the plan’s inception to 

126.4 million shares repurchased for about $7.2 billion. 

Despite reporting record fiscal Q1 revenue and earnings and receiving a few analyst upgrades, 

shares of cruise line operator Carnival (CCL – $64.41) sank 3.7% last week, succumbing to the 

U.S. equity market pullback. Carnival posted adjusted EPS of $0.52, which topped consensus 



 

expectations of $0.43. Revenue for the period of $4.23 billion came in above forecasts calling 

for $4.11 billion. 

CCL CEO Arnold Donald stated, “We are off to a strong start to the year achieving another 

quarter of record earnings on record revenues and exceeding the high end of guidance. This 

strong operational execution affirms our efforts to create demand in excess of measured 

capacity growth and exceed guest expectations once onboard. Our guest experience efforts, 

coupled with our ongoing marketing and public relations programs are clearly accelerating 

cruise demand across the board to drive cruise ticket prices higher.” 

Looking ahead, net revenue yields for the current quarter are expected to be up approximately 

2.5% to 3.5%, versus the year prior, even as net cruise costs excluding fuel are expected to 

increase by approximately 4% to 5%. Carnival expects adjusted EPS for Q2 in the range of 

$0.56 to $0.60, compared to $0.52 in the year ago period. The outlook appears solid for the full 

year, as current booking trends suggest a 2.5% increase in net revenue yields, but net cruise 

costs excluding fuel rising by only 1%. Management states that changes in fuel prices (including 

realized fuel derivatives) and currency exchange rates are expected to increase earnings by 

$0.10 per share compared to December guidance. The expectation for full year 2018 adjusted 

EPS is now in the range of $4.20 to $4.40, compared to December guidance of $4.00 to $4.30 

and 2017’s $3.82. 

Mr. Donald concluded, “The booking strength achieved during this year’s wave season, 

outpacing even last year’s record levels, demonstrates sustained strong demand for our world’s 

leading cruise brands and delivers further confidence in our raised earnings guidance. We 

remain on track to achieve double-digit return on invested capital while continuing to return cash 

to shareholders through ongoing share repurchases and dividend growth.” 

We continue to maintain our long-term optimism on CCL and the overall cruise industry space, 

given favorable demographic trends and the fact that there are still meaningful growth 

opportunities in emerging economies, which are encouraging for global revenue diversification 

and the ability to rapidly reach a new customer base. CCL shares sport a 2.8% dividend yield 

and trade for less than 15 times estimated earnings. Our Target Price has sailed ahead to $86. 
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