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Market Review 

While the big drop in shares of high-priced Boeing caused the Dow Jones Industrial Average to 

lag the broad-based, market-capitalization-weighted indexes,… 

 



…it was a very nice week just ended, with the S&P 500 and Russell 3000 indexes gaining 2.95% 

and 2.84%, respectively. Growth topped Value, with the Russell 3000 Growth index climbing 

3.14%, compared to a 2.54% advance for the Russell 3000 Value index, but we were pleased to 

see that the rally was accompanied by a decrease in the level of Bullishness, at least as measured 

by the American Association of Individual Investors. 

 

Perhaps investor enthusiasm was held back by the country’s present Bond King, Jeffrey 

Gundlach, who proclaimed on Tuesday, “The stock market was and still is in a bear market.” 

While we are always perplexed why the financial media seems to care more about the 

Doubleline Capital founder and CEO’s views on equities than his stance on the bond markets, we 

could argue that he was technically correct as the S&P 500 had been off 20% (i.e. in a Bear 

Market) from its highs of 9.20.18 and 9.21.18 on 12.24.18 and 12.26.18. That said, Mr. 

Gundlach might want to update his comments, given that the S&P 500 is now more than 20% 

above the Christmas Eve low, ending the Bear Market with the crossing of the Bull Market 

threshold. 



 

To be fair, Mr. Gundlach’s argument against equities is centered on the belief that weakening 

economic data is “sending bearish signals,” but the numbers out last week were not exactly 

recessionary,… 



 

…while consumers continue to be relatively upbeat,… 



 

…no doubt buoyed by a generally healthy labor market. 



 

Certainly, all is not rainbows and unicorns,… 



 

…as the supposed experts judge the odds of a contraction in the next year at 25%, the highest 

probability in more than seven years,… 



 

…but the relative softness in the economy is likely to keep the Federal Reserve from raising 

interest rates any further this year. In fact, those betting on what Jerome Powell & Co. will do are 

presently predicting that there is a one in three chance that the Fed actually will lower the Fed 

Funds rate before year end. 



 

Certainly, we respect that U.S. GDP growth will be slower this year than last, but we think the 

economy will continue to muddle along, and that this will be supportive of decent growth in 

corporate profits. Combined with the continued low interest rate environment and reasonable 

valuations for our stocks,… 



 

…we continue to see no reason to alter our enthusiasm for the long-term prospects of our broadly 

diversified portfolios of what we believe to be undervalued stocks, even as we are always braced 

for the inevitable downturns that are part of the investment process. 

Stock Updates  

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

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

https://theprudentspeculator.com/dashboard/, and we are in the process of posting updated Target 

Prices to the website, Chris Quigley offers updates on four of our companies that had news last 

week that was of sufficient importance to trigger a review of their respective Target Prices. 

System software firm Oracle (ORCL – $52.94) earned $0.87 per share in fiscal Q3 2019 (vs. 

$0.84 est.). ORCL had total revenue of $9.6 billion, matching the analyst consensus estimate. 

Although shares initially gained in the extended-hours trading session following the release on 

Thursday, the stock ended slightly lower on Friday. 

Co-CEO Safra Catz said, “Total cloud services and license support revenue for the quarter was 

$6.7 billion, up 4% in constant currency and now accounts for nearly 70% of total Company 

revenue, largely recurring revenue. As in past quarters, we are seeing robust double-digit growth 

rates for total cloud revenue in all regions with especially strong growth in Asia 

Pacific…Through adoption of Autonomous Database and OCI, we are now shifting the focus for 

https://theprudentspeculator.com/dashboard/


our infrastructure business to the cloud. As a percentage of our total software business, cloud is 

now more than double what it was just three years ago and provides us with the ability to 

accelerate overall software revenue growth as this mix shift continues.” 

Founder Larry Ellison added, “Oracle’s future rests on two strategic businesses; cloud 

applications and cloud infrastructure. The growth in our cloud applications business has been 

driven by our Fusion Suite and NetSuite. Most customers want their cloud services provider to 

make their applications work together. Customers do not like to be responsible for the complex 

process of integrating lots of different applications, running on lots of different vendors clouds. 

We think our integrated suite approach to the cloud applications business is a primary reason for 

the very rapid growth in our cloud applications market share. Oracle technology leadership in 

cloud infrastructure and database plus our market leadership in cloud applications makes us very 

optimistic about our future.” 

ORCL expects a currency headwind of 3% for fiscal Q4 (an EPS drag of approximately $0.03 

per share) and EPS between $1.05 and $1.09, while revenue is expected to grow 1% to 3% in 

constant currency terms. The company expects a tax rate of 20%. In addition, ORCL raised its 

quarterly dividend from $0.19 per share to $0.24 per share. Over the past year, ORCL has 

repurchased 728 million shares and reduced total share count by 16%. 

We continue to be encouraged by the possibilities in the cloud business and we believe that 

ORCL has an experienced leadership team that will drive top-line growth to the bottom line. 

Although the stock didn’t rise as we might have expected, given the bottom-line beat and the 

decent guidance, we note that ORCL shares have ascended nearly 25% since December 24. The 

stock has a strong score in our proprietary valuation algorithm and inexpensive fundamental 

metrics like a 14.2x forward P/E ratio. Our Target Price is $60. ORCL currently yields 1.8%. 

Electronic manufacturing services firm Jabil (JBL – $27.17) reported earnings per share of 

$0.64, versus the $0.61 estimate, in fiscal Q2 2019. JBL had total revenue of $6.1 billion, in line 

with the analyst consensus estimate. JBL was propelled by solid EMS (Electronics 

Manufacturing Services) revenue growth and strong demand in the cloud, retail and industrial 

sectors. Despite the solid numbers, shares slipped 1% following the announcement. 

CEO Mark Mondello commented on the three forward-looking priorities of the JBL management 

team, “The first area is constructing market and product diversification, which we believe drives 

a higher degree of reliability in terms of our financial results. Second, is to ensure successful 

ramps of our new business, where our team maintains a high degree of confidence in their ability 

to deliver. And once delivered its scale, assure this $2.4 billion book of business has the most 

favorable outlook financially. And third, is driving outstanding financial performance across the 

company, with a commitment to free cash flow and margins, as we look towards fiscal year 

2020.” 

CFO Mike Dastoor added, “During the quarter, both segments executed exceptionally well and 

delivered strong consolidated results providing yet another proof point that our diversification 

strategy is working. Net revenue for the second quarter was $6.1 billion, an increase of 14% 

year-over-year.” 



Mr. Dastoor offered the Q3 guidance, “Within DMS, today’s outlook suggests lower revenues 

driven by continued weakness in mobility, partially offset by improved strength in Healthcare. 

Turning to EMS, we now expect stronger revenue in 5G wireless and cloud, offset slightly by the 

protracted recovery in the semi-cap space which is reflected in lower enterprise sales. While we 

still expect our semi-cap business to be profitable for the year, the continued weakness has 

lowered our EMS margin expectations by 20 basis points to 3.3% for the fiscal year. Core 

operating income is estimated to be in the range of $150 million to $200 million with core 

operating margin in the range of 2.6% to 3.2%. Core diluted earnings per share is estimated to be 

in the range of $0.47 to $0.67.” 

We were pleased to see Jabil opportunistically snapping up nearly 6 million shares of its stock at 

an average price of $24.35. We think that the EMS business is also attractive, especially as the 

company continues to bring in new business, while its deal with Johnson & Johnson (JNJ – 

$137.60) has been, as management says, “sensational.” JBL expects the joint effort to yield 

between $800 million and $1 billion of revenue in fiscal 2020. Of course, we also note that the 

stock presently trades for just 8.6 times the current EPS estimate for the next 12 months. Our 

Target Price for JBL has been raised to $44. 

Semiconductor equipment firm Cohu (COHU – $15.22) earned $0.24 per share in fiscal Q4 

2018 (vs. $0.22 est.). COHU had revenue of $171.0 million, versus the $174.0 million estimate. 

Shares fell 7.2% on Wednesday and 11% over the week, despite the top-line beat. 

CEO Luis Mueller said, “Cohu’s fourth quarter sales of $170.6 million were within guidance for 

the first reported period reflecting the combination of Cohu and Xcerra following the close of the 

acquisition on October 1st, 2018. Although the mobility market has weakened since early last 

fall, there was one positive exception in the fourth quarter, as a customer drove volume demand 

for our testers, handlers and contactors to support production plans for a new device launch in 

2019.” 

“We are not immune to the same market weakness affecting many semiconductor and 

semiconductor equipment companies. This includes the impact of continued softness in the 

mobility and IoT markets that started last fall and persisted into the beginning of this year. 

Uncertainty around the U.S. and China trade disputes caused slower global GDP growth and 

consequently demand from customers, particularly in China. Today, even automotive and 

industrial markets are feeling the impact from soft demand for semiconductors. What is difficult 

to pinpoint is the exact contribution of each of these various factors are having on the industry 

and how long they will persist, including any seasonal influences. Aside from continued strength 

in Cloud, AI and Data Center-related businesses, we’re only now emerging from what is 

typically the seasonally weak period for the industry. At this point, we have not seen any 

significant change in tone or sentiment from our customers. There are some bright spots, but 

overall customers see market weakness continuing into Q2, while expecting a return to growth as 

we approach the middle of the year, resulting in a stronger second half,” he continued. 

CFO Jeff Jones offered the Q1 guidance, “We’re expecting sales to be approximately $145 

million. Revenue distribution is expected to be 92% semiconductor test and inspection, and 8% 

PCB test. Gross margin in Q1 is expected to be approximately 40%. Operating expenses are 



expected to be approximately $54 million, which includes realizing total cost synergies to date of 

approximately $2.5 million, or $10 million on an annualized basis. The effective tax rates for 

periods which are slightly above or below breakeven is not meaningful. For Q1, we expect the 

tax provision to be nominal to zero. For the full year 2019, we’re estimating an effective tax rate 

of approximately 22%. The diluted share count for Q1 is expected to be approximately 41.5 

million shares. Over the mid-term, we’re targeting gross margins of 48%, an EBITDA of 22% on 

quarterly sales of approximately $235 million. Profitability targets include the benefit of annual 

cost synergies totaling $40 million, that I discussed previously.” 

While the company’s shares have had a difficult year, we think that the outlook for COHU is 

much stronger than the prolonged sell-off might suggest. COHU trades at a high 23.9 times 

NTM earnings projections due to the Xcerra deal, but that ratio is expected to drop closer to 8.7 

for fiscal 2020. Shares yield 1.6%. While we think the downturn has been overdone, we have 

trimmed our Target Price to $23. 

To be sure, capital equipment makers such as COHU and Lam Research (LRCX – $182.39) 

have been a mixed bag of late, with the former down double-digits last week and Lam up more 

than 8%. An article from Digitimes (https://www.digitimes.com/news/a20190313PD204.html), 

with the assertion, “NAND flash prices are expected to fall at a slower pace in the second quarter 

of 2019 than in previous quarters, according to industry sources,” gave LRCX shareholders a 

renewed sense of enthusiasm on Wednesday and Thursday, while chipmaker Broadcom’s fiscal 

Q1 2019 earnings beat and positive outlook helped on Friday. Broadcom CEO Hock Tan said 

that the anticipated “sharp” decline in the wireless segment revenue would reverse in the second 

half of the year, resulting in no changes to the already-strong outlook. Taken together, we think 

the capital equipment makers have a better outlook today than they did a week ago, even if they 

didn’t react to earnings news in the same direction. Our Target Price for LRCX now stands at 

$226. 
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