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Market Review 

And here we thought the first full trading week of June was bad. Continuing the ugly run of late, 

the market averages plummeted again over the latest week,… 



 

…with the S&P 500 breaching the Bear Market threshold,… 



 

…and prompting prominent press to put forth supposedly “educational” prose that left out the 

incredibly important fact that dividends account for a substantial proportion of total return on 

stocks. 



 

Of course, it isn’t the first and won’t be the last time that journalists ignore dividends as they 

often warn investors that it took 25 years to get even (it most decidedly did not!) after the Great 

Depression,… 



 

…or that stocks treaded water or worse (Value had slightly above average returns during the 

period) from 1965 – 1981. 



 

To be sure, not everyone reinvests dividends in the same or other stocks, so we understand that 

many investors did not achieve the total returns detailed in the three preceding charts. However, 

just as rent would not be ignored on real estate or a coupon dismissed in evaluating a bond, 

dividends are very much a part of the investment equation,… 



 

…and are a big reason why stocks have proven to be a very rewarding investment over the years, 

despite the inevitable volatility that must be endured. 



 

***** 

Alas, our friends in the media seem to be in the business of attracting eyeballs, rather than 

providing fair and balanced reporting. True, anything can happen going forward and returns on 

stocks have lagged bonds thus far in 2022, but those who decided that fixed income offered more 

risk than reward versus Value stocks over the past one, two, three, five and 10 years are today 

the ones who are much better off. 



 

This is the case, even though the average stock currently is in a Bear Market,… 



 

…but the declines we have been seeing are not unusual as we need look back only to 2020,… 



 

…and 2018,… 



 

…and 2015/2016 to see losses of comparable or even greater magnitude. 



 

***** 

Obviously, every market downturn is different, with this one hitting truly speculative assets 

especially hard. Warren Buffett’s quote, “Only when the tide goes out do you discover who’s 

been swimming naked,” seems very apt these days. 



 

Of course, we understand that even Value stocks are risk assets and not immune to selling, but as 

the Oracle of Omaha states, “Assets, to have value, have to deliver something to somebody.” 



 

Happily, despite plenty of stiff headwinds through the years, equities in the fullness of time have 

delivered something, managing to overcome all prior disconcerting historical events, even 

without considering dividends. 



 

There are never any guarantees that the past is prologue, but we think that those who maintain or 

add to their equity exposure will be pleased in the years ahead,… 



 

…with the calendar a terrific long-term risk mitigation tool. 



 

***** 

All that said, we are well aware that traders are very worried that the U.S. is either in or soon will 

be in a recession,… 



 

…especially given the latest batch of disappointing economic statistics on the strength of 

consumer spending,… 



 

…the state of the manufacturing sector,… 



 

…and the health of the housing market. 



 

Of course, other numbers, while not great, held up reasonably well,… 



 

…while the labor picture remains very robust,… 



 

…and even the important Leading Economic Index resides not that far from all-time highs. 



 

We also note that Jerome H. Powell stated last week, “The American economy is very strong and 

well positioned to handle tighter monetary policy,” when he and his colleagues at the Federal 

Reserve chose to hike interest rates by 75 basis points in order to combat very elevated inflation. 



 

At the Press Conference that followed the FOMC decision on interest rates, the Fed Chair added: 

Overall economic activity edged down in the first quarter, as unusually sharp swings in 

inventories and net exports more than offset continued strong underlying demand. Recent 

indicators suggest that real GDP growth has picked up this quarter, with consumption spending 

remaining strong. In contrast, growth in business fixed investment appears to be slowing, and 

activity in the housing sector looks to be softening, in part reflecting higher mortgage rates. The 

tightening in financial conditions that we have seen in recent months should continue to temper 

growth and help bring demand into better balance with supply. As shown in our Summary of 

Economic Projections, FOMC participants have marked down their projections for economic 

activity, with the median projection for real GDP growth running below 2 percent through 2024. 



 

The labor market has remained extremely tight, with the unemployment rate near a 50-year low, 

job vacancies at historical highs, and wage growth elevated. Over the past three months, 

employment rose by an average of 408,000 jobs per month, down from the average pace seen 

earlier in the year but still robust. Improvements in labor market conditions have been 

widespread, including for workers at the lower end of the wage distribution as well as for 

African Americans and Hispanics. Labor demand is very strong, while labor supply remains 

subdued with the labor force participation rate little changed since January. FOMC participants 

expect supply and demand conditions in the labor market to come into better balance, easing the 

upward pressures on wages and prices. The median projection in the SEP for the unemployment 

rate rises somewhat over the next few years, moving from 3.7 percent at the end of this year to 

4.1 percent in 2024, levels that are noticeably above the March projections. 

While the latest Federal Reserve projections are not calling for a recession and Treasury 

Secretary Janet Yellen on Sunday said, “The recession that many Americans fear is coming is 

not at all imminent,” we realize that the odds of an “official” contraction have been growing,… 



 

…but we can’t forget that nominal (i.e. without adjusting for inflation) GDP growth has been 

very strong,… 



 

…while household balance sheets generally have headed into the economic slowdown in great 

shape. 



 

We also note that stocks, especially Value, historically have been a terrific hedge against 

inflation… 



 

…while estimates for corporate profit growth have been rising, not falling, this year. 



 

***** 

We must always be braced for additional downside, especially as there are undoubtedly many 

folks who are having to unwind levered positions across numerous asset classes. However, we 

would argue that the plunge in stock prices this year has already priced in a deep recession and a 

sizable drop in corporate profits, neither of which is presently in the cards, while we take some 

comfort in what the historical return numbers show, on average, for Value stocks and real 

economic contractions. 



 

So, as is always the case in times of turmoil, we are channeling Vannever Bush: “Fear cannot be 

banished, but it can be calm and without panic; it can be mitigated by reason and evaluation.” 



 

Reason and evaluation suggest that now is a time to be very excited about the prospects for 

stocks going forward,… 



 

…though it definitely helps that we can focus on the very inexpensive valuation metrics and 

generous dividend yields of our broadly diversified portfolios of what we believe to be 

undervalued stocks. 



 

Stock Updates 

Keeping in mind that all stocks are rated as a “Buy” until such time as they are a “Sell,” a listing 

of all current recommendations is available for download via the following link: 

https://theprudentspeculator.com/dashboard/. We also offer the reminder that any sales we make 

for our newsletter strategies are announced via our Sales Alerts. 

Jason Clark, Chris Quigley and Zack Tart offer updates on several of our stocks that had news 

out worthy of mention last week. 

It has been a particularly tough period for stocks in the semiconductor industry, with the 

Philadelphia Semiconductor index (SOX) down 35% this year. This is the case even as last 

week, our old friend KLA Corp’s Investor Day presentation included reaffirmed guidance, which 

was positive in our view given the major changes in the macroeconomic picture since April 28. 

Of course, it also helped that KLA boosted its dividend by 24% and set a $6 billion share 

buyback program, with the company’s healthy balance sheet characteristic of most industry 

players. 

https://theprudentspeculator.com/dashboard/


Indeed, times have been very good in chip land as the World Semiconductor Trade Statistics 

(WSTS) organization calculated 26.2% growth in the global semiconductor market last year, 

with an updated forecast out last week calling for 16.3% growth this year to $646 billion. WSTS 

said it expects most major categories to see high teens year-over-year growth in 2022, led by 

Logic with 20.8% growth, Analog with 19.2% growth and Memory with 18.7% growth. For 

2023, the global semiconductor market is projected to grow by 5.1% to $680 billion, driven by 

mid-single digit growth in the Logic and Analog categories. 

Of course, growth is not assured, as a slowing worldwide economy and the Chinese COVID-19 

lockdowns are not helping matters, while last week, Samsung, one of the world’s largest 

chipmakers, supposedly asked suppliers to delay or reduce shipments of components, as demand 

for consumer-tech products such as TVs, appliances and mobile phones is expected to drop in the 

coming months due to soaring inflation and the potential for a recession. The negative story 

overshadowed Qualcomm’s (QCOM – $120.99) positive news that the company ‘won’ a battle 

against a $1.05 billion EU antitrust fine. The fine was originally issued because the EU believed 

Qualcomm illegally paid Apple (AAPL -$131.56) for communication chip orders, diverting 

opportunity from rivals like Intel (INTC – $36.97). It’s also interesting Qualcomm CEO 

Cristiano Amon voiced interest in joining a consortium to purchase UK’s Arm Holdings after the 

semiconductor designer’s deal with Nvidia fell apart. Qualcomm is one of Arm’s biggest 

customers. 

The prospect of an industry-wide slowdown in the near-term is a distinct possibility, especially 

as consumers are changing behavior in response to rising interest rates around the world. 

However, in the long run, we see semiconductor demand continuing to grow markedly and we 

think the recent stock selloff is very much overdone, with the four names in the chart below 

among our current favorites. 



 

One of a handful of companies to end last Monday’s brutal downturn in the green, Truist 

Financial (TFC – $46.29) gained as CFO Daryl Bible said at an industry conference that the 

bank’s net interest margin ought to come in 11 basis points to 15 basis points higher than 

previously thought. Even as interest rates have climbed meaningfully, with more increases likely 

on the way, the bank says deposit costs have remained lower than expected (now 18 basis points 

vs. 25 exp.). The difference nets out to between $15 million and $20 million of net interest per 

month according to the CFO. 

Mr. Bible attributes this to strong customer relationships with core (less rate sensitive) deposits 

representing about 70% of the book. He said, “I think really seriously is the density that we have, 

the long-term relationships that we have. We don’t have to pay the highest rate anymore to really 

keep because we have all of our products and services, really have a really good digital product, 

a lot of other services. People have — so people want to bank with a purpose-driven company 

like Truist. And while we definitely are selective and protect some of our best clients. I think for 

overall, I don’t think we have to pay the top rate to keep our clients and deposit funding is what 

you’re seeing.” 

Truist has been stepping up its rate hedges in a measured way throughout recent quarters, 

bringing the loan book rate to about 2.8% overall. It also has seen mortgage loans stabilize after 



a big drop-off from refinancing in the past couple of years, even has higher rates reduce 

shopper’s buying power. 

When asked about how the current environment stacked against other challenging economic 

periods throughout his 13.5-year tenure as CFO, Mr. Bible said, “I would start with the Great 

Recession. Great Recession, we basically had an issue of people were diversified enough, and 

people were levered more. If you look at the banking system now, there’s a much more liquidity, 

much more capital in the system. So, I start from that standpoint that we have a much better 

starting point from that. From where I see right now, I think the variability of what could happen 

is as wide as it’s ever been. You could continue to have some growth in the economy, could slow 

down, could go into recession. You could have stagflation, which is something we haven’t 

experienced in the last 30-plus years. So there’s a lot of variability out there. You just have to be 

very disciplined in how you approach the market and how you manage the company.” 

While we mostly expect benign outcomes, we look forward to the Federal Reserve’s imminent 

annual CCAR results, which ought to dictate bank share repurchase and dividend plans for the 

rest of the year. With the heavy lifting from the BB&T/SunTrust merger mostly in the rear view, 

we expect enhanced scale at the southeast regional bank to bear fruit in the quarters and years 

ahead. A 21% slide year-to-date presents shares for a forward P/E ratio near 9. The dividend is a 

juicy 4.1% and our Target Price is $74. 

FedEx Corp (FDX – $229.90) announced last week a series of long-planned business and 

governance actions with the goal, as CEO Raj Subramaniam stated, to “continue creating long-

term value for our stockholders.” These actions include a 53% increase to the dividend (payable 

July 11) and the addition of two metrics to the firm’s incentive compensation program for 

executives. 

Under a cooperation agreement with activist investor D.E. Shaw, FedEx also will add two 

independent members to the board immediately with a third to be agreed upon at a later date. 

New board members include Amy Lane (A veteran of Merrill Lynch) and Jim Vena (who spent 

40 years at Canadian Pacific Railway). 

While we have liked FedEx’s use of its free cash flow in recent years to grow, manage its debt 

load in its infrastructure-intensive business and make fleet changes, we are delighted to see 

excess cash come back in our direction. FDX rallied 14% on the news but remains more than a 

quarter below the pandemic high, even as the firm is expected to earn over $20 per share this 

fiscal year (compared to the $15.52 in 2019 prior to the pandemic), and more than $26 by fiscal 

2025. Should FDX hit that $26+ mark, it will have navigated global trade headwinds and a 

tumultuous (at times) integration of Dutch courier TNT to nearly triple EPS over a decade, an 

impressive feat for a capital-intensive, macro-sensitive logistics company. After the bump, which 

CFO Michael Lenz says reflects the company’s confidence in the trajectory of its business, the 

dividend yield is now 2.0% and our Target Price for FDX resides at $352. 

While it was quite a roller-coaster ride, shares of Oracle Corp (ORCL – $67.72) managed to 

reclaim some ground in an otherwise miserable trading week after the software giant reported 

fiscal Q4 results and management suggested cloud sales could grow 30% in 2023. 



Revenue from the cloud segment grew 19% in Q4, below the mid-double-digit rate guidance 

from last quarter, but the impressive result pushed Oracle’s overall revenue 10% higher to $7.6 

billion. With a lot of hype around cross-selling various products in the space, CFO Safra Catz 

stated, “Our technology helps make our customers modern, efficient and more productive. And 

they got to see that during the pandemic, and now it’s very clear. Those customers are then 

becoming larger Oracle customers. Fusion customers are buying OCI. OCI customers are buying 

Fusion and NetSuite. Database customers are moving to autonomous on OCI. Industry vertical 

customers are going all in on Fusion. We have real momentum all around.” The $1.54 of EPS for 

the quarter was nearly 12% higher than the analyst target, even as higher selling costs and R&D 

expanded operating expenses by 10%. 

Also front and center was the closing Oracle’s purchase of Cerner, a health technology concern. 

Speaking of the value-added capabilities Oracle intended to bring Cerner, Chairman and Co-

Founder Larry Ellison said, “In health care, we’re in the process of building a complete suite of 

applications for the entire health care ecosystem, starting with health care providers like hospitals 

and clinics. We’re modernizing Cerner’s clinical systems by adding capabilities like a voice user 

interface and applications like disease-specific AI models for cancer and other diseases. We’re 

including an IoT device network to improve patient diagnostics and monitoring. We’re adding 

administrative systems, including managing the incredibly complex contract workforce that 

hospitals have as doctors are not full-time employees nor are nurses. We are going to help 

recruiting, scheduling and paying those contract workers according to their contracts. Inventory 

at hospitals is enormously complicated. Inventories aren’t in a central location…Managing that 

inventory is very complicated. We’re adding RFID tags and maps on handheld phones to help 

people find what they’re looking for quickly. For payers, including insurance companies and 

governments, we’re automating payment authorization and billing systems. For pharmaceutical 

companies, we’re integrating our clinical trial system directly into the hospital clinical system, 

making clinical trials easier to start and faster to complete.” 

Shares have indiscriminately, in our view, been sold off with the IT sector at large, sliding more 

than 30% since breaching $100 late last year, even as ORCL’s P/E ratio is a third lower than the 

sector. We like that Ellison & Co. continue to win new business from major names like Citibank, 

PNC, Chubb, McDonald’s, Tiffany and others, while management expects to do business in six 

new regions in fiscal 2023. With the pullback, the dividend yield is now 1.9% and our Target 

Price has been hiked to $113. 

Inexplicably, by our way of thinking, shares of Jabil Inc (JBL – $53.61) skidded 10% last week, 

even as the electronics concern reported fiscal Q3 EPS that beat the consensus estimate ($1.72 

vs. $1.62). Revenue also came in higher than the Street target, rising 15% year-over-year to 

$8.33 billion, driven by 23% growth in the firm’s Electronic Manufacturing segment. In its other 

main segment, Diversified Manufacturing, management pinned an undershoot versus previous 

guidance on the prolonged shutdown in Shanghai, but says volumes are approaching normal 

levels for fiscal Q4. 

Raising 2022 guidance for the third time since initiation last September, Jabil now anticipates 

$7.45 of EPS for the year on $32.8 billion of revenue. This compares with its previous EPS 

outlook of $7.25 and $32.6 billion of revenue. 



Chief Financial Officer Michael Dastoor commented, “Across the majority of our end markets, 

demand has been extremely resilient and continues to outstrip supply across our business, 

particularly in end markets that continue to benefit from strong secular tailwinds, markets such 

as electric vehicles, personalized medicine and healthcare, clean and smart energy infrastructure, 

56 infrastructure, cloud and semi- cap.” 

Mr. Dastoor added, “Jabil is not only well-diversified, but also markedly more resilient due to 

our multi-year proactive efforts to diversify our business and align to tomorrow’s trends. As a 

result, we feel the outlook for our business is strong and anticipate demand to be resilient for the 

balance of this year and into FY’23.” 

We continue to like the company’s strong execution, diverse business (which management has 

worked consistently to improve since 2016) and shareholder orientation. The company 

repurchased approximately 3.6 million shares for $203 million ($56 per share) in the most recent 

quarter, and has bought back 7.9 million shares for $475 million ($60 per share) for the fiscal 

year thus far. Trading for less than 7 times forward earnings estimates, JBL offers very 

inexpensive exposure to multi-year tailwinds that we still see in Cloud, 5G and the electrification 

of automobiles. Our Target Price has been increased to $88. 

Kroger (KR – $46.20) said that it earned an adjusted $1.45 per share in Q1, beating the $1.32 

expected by analysts, as overall sales grew nearly 8% year-over-year to $44.6 billion. Faced with 

carefully raising prices on select items to handle food inflation (which rose 10% in May from a 

year ago), the grocer managed costs in other areas to nearly double its operating profit over the 

prior year period even as gross margin compressed by 26 basis points excluding fuel. Kroger 

continues to leverage its partnership with automated warehouse designer Ocado, opening 2 new 

fulfillment centers (1 in Texas and another in Wisconsin). 

CEO Rodney McMullen commented, “Our teams are focused on delivering a great customer 

experience with zero compromise. Rising inflation, as consumers rethinking their shopping and 

eating habits, while customers continue to cook more, we are seeing different shopping 

behaviors based on how individual customers are experiencing the current inflationary 

environment.” 

Regarding Mr. McMullen added, “Turning to supply chain. Our 2022 business plan anticipated 

ongoing supply chain challenges. By planning ahead and focusing on staffing, technology and 

process efficiencies, we manage our costs effectively. By owning and operating a portion of our 

fleet, we better control and manage transportation costs despite diesel fuel cost headwinds. We 

were also proactive about forward buying and securing capacity for goods, resulting in better 

vendor rates. Through our supplier relationships, we saw sequential improvement in product 

availability. We are well positioned to adapt to the evolving environment, and we are cautiously 

optimistic in a broader supply chain recovery throughout the year.” 

Management expects full-year identical revenue to grow between 2.5% and 3.5%, and raised its 

2022 EPS guidance by $0.10 to between $3.85 and $3.95. 



While shares have given back some of the rally from Q1, they are still a rare breed in 2022 with 

a positive performance so far year-to-date. Competition remains stiff in the grocery space, 

though we like that Kroger continues to remake itself and find ways to stand out from the crowd. 

Kroger has developed a competitive portfolio of house brands, particularly within the fresh 

category, and we appreciate the ballast that the stock has offered our portfolio through rocky 

times. KR now trades at 12 times NTM adjusted EPS projections and yields 1.8%. Our Target 

Price has been boosted to $64. 
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