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Market Review 

The week just ended offered another reminder that stocks can move in both directions, as the 

major market averages all retreated more than 2% and the Russell 2000 SmallCap index skidded 

4.23%. While volatility is not unusual, we might argue that the catalyst for the pullback was that 

in the week ending Feb. 28, 2019, the American Association of Individual Investors (AAII) saw 

the widest gap in Bulls (41.6%) compared to Bears (20.0%) since the 2018 market peak in the 

middle of September. Happily, this sentiment measure (amazing how many people seem to sell 

low and buy high) was less concerning in the latest week, though it is still in the upper half of all 

of the readings since the survey was first compiled back in 1987. 



 

Interestingly, and an illustration of why we view the metric as a contrarian indicator, the AAII 

Bull-Bear Spread fell to one of its lowest readings ever at -51.3 on Mar. 5, 2009, just as the 

equity markets were hitting their Financial Crisis lows. The 10-year anniversary of that Bear 

Market bottom also likely played a role in last week’s stock market giveback, as the financial 

press was replete with stories reminding investors of that turbulent period. No doubt, it was a 

frightening time to be a stock market participant, and we did our best to provide constant 

perspective in order to keep our followers on the path to achieving their long-term financial 

objectives,… 



 

…as then as today, the secret to success in stocks is not to get scared out of them. Easier said 

than done, especially in the current environment where exchange-traded funds make it easy to 

buy and sell an entire portfolio with a click of a mouse or a tap of a smartphone, but the gains 

have been massive over the past decade for those who were able to stay the course. 



 

And, though many in the media are somehow convinced that it has been straight up, more or less, 

over the last ten years, with story after story proclaiming that the current Bull Market is now a 

decade old, there is another voice out there, aside from your Editor’s, that knows better,… 



 

…and there is plenty of evidence to support Mark Hulbert’s assertion that the current Bull is just 

three months old! 



 

To be sure, news on the economic front was the more likely culprit for the recent skid, as 

European Central Bank President Mario Draghi was not exactly upbeat in his assessment of the 

eurozone. Mr. Draghi commented on the latest ECB monetary policy moves, “We decided to 

keep the key ECB interest rates unchanged. We now expect them to remain at their present levels 

at least through the end of 2019, and in any case for as long as necessary to ensure the continued 

sustained convergence of inflation to levels that are below, but close to, 2% over the medium 

term.” 

He went on to say, “Euro area real GDP increased by 0.2%, quarter on quarter, in the fourth 

quarter of 2018, following growth of 0.1% in the third quarter. Incoming data have continued to 

be weak, in particular in the manufacturing sector, reflecting the slowdown in external demand 

compounded by some country and sector-specific factors. The impact of these factors is turning 

out to be somewhat longer-lasting, which suggests that the near-term growth outlook will be 

weaker than previously anticipated. Looking ahead, the effect of these adverse factors is 

expected to unwind. The euro area expansion will continue to be supported by favourable 

financing conditions, further employment gains and rising wages, and the ongoing – albeit 

somewhat slower – expansion in global activity. 

“This assessment is broadly reflected in the March 2019 ECB staff macroeconomic projections 

for the euro area. These projections foresee annual real GDP increasing by 1.1% in 2019, 1.6% 

in 2020 and 1.5% in 2021. Compared with the December 2018 Eurosystem staff macroeconomic 



projections, the outlook for real GDP growth has been revised down substantially in 2019 and 

slightly in 2020.” 

The downgrade of the ECB’s economic outlook was not viewed favorably by investors, even as 

it should not be much of a surprise given recent projections from the International Monetary 

Fund… 

 

…and the World Bank. 



 

Of course, it also didn’t help the U.S. markets that the important monthly Employment Situation 

report had a disappointing headline number of only 20,000 new jobs created in February,… 



 

…even as other labor stats were favorable,… 



 

…as was the latest data on the health of the service sector. 



 

And, though the absolute figures were hardly inspiring, the latest numbers on the housing sector 

did come in better than projected. 



 

This is not to say that we believe the U.S. economy is about to boom, but we think the data 

points cited above provide more evidence that a recession this year is not in the cards. Anything 

is a possible, of course, but even if economic contraction were to occur, we like what market 

history has to say about the performance of Value stocks. 



 

So, 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, especially as the 

latest downturn in interest rates adds to the relative appeal of equities. 



 

And, for those looking to put new dollars to work, we always favor those names that haven’t 

received a lot of recent love. 



 

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/, Chris Quigley offers updates on five of our 

companies that had news last week that was of sufficient importance to trigger a review of their 

respective Target Prices. 

General merchandise discount store chain Target (TGT – $75.81) earned $1.53 per share in 

fiscal Q4 2019, matching the consensus estimate. TGT had total revenue of $22.97 billion, 

versus the $22.95 billion estimate. Shares moved up 4.6% following the announcement, as 

investors were encouraged by TGT’s improved margins and positive outlook. 

CEO Brian Cornell said, “We announced our most successful year-over-year performance in 

well over a decade. Our comp sales surged this holiday season, fueled by unprecedented traffic 

gains, especially in our stores. Back in 2017, we laid out an ambitious investment agenda to re-

imagine our stores, re-event our supply chain and fulfillment capabilities to reposition our own 

brand portfolio, invest in our team and I think we can all agree at that time, the plan was not met 

with universal applause. We’ve built a successful durable model and I’m confident we are well 

positioned to continue to deliver strong sales and traffic growth in 2019. As we carry into 2019, 

you can expect Target will continue to deliver. We’ll continue to adapt, evolve, innovate, invent, 

https://theprudentspeculator.com/dashboard/


we will continue to inspire, and we’ll continue to succeed. So that Target will continue to lead 

this industry for many years to come.” 

In fiscal 2020, TGT expects to earn $5.75 to $6.05 per share (compared with $5.39 in 2019), 

while first quarter EPS should be between $1.32 and $1.52. After the shares fell off a cliff 

between October and December of last year, we are happy to see renewed enthusiasm for the 

retailer. We think TGT has aggressively taken on titans like Amazon and Walmart (WMT – 

$97.59) and believe that the future continues to look bright. Our Target Price for TGT, which 

trades for 12.9 times NTM earnings and yields 3.4%, has been raised to $96. 

Family-oriented department store operator Kohl’s (KSS – $67.77) posted earnings per share of 

$2.24, versus the $2.18 estimate, in fiscal Q4 2019. KSS had sales of $6.5 billion (vs. $6.6 

billion est.). Although the share price zoomed as much as 7.3% higher following the 

announcement, KSS finished the week down 0.5%. 

“Comp sales on a shifted basis increased 1%, our sixth consecutive quarter of growth. The 

increase was generally consistent with the November/December holiday results that we 

announced in early January. We are excited to report the increase in comp sales given the 

exceptional holiday season that we had in 2017. On a two-year basis, our fourth quarter comp 

sales increased over 7%. Our strong performance reflects the compelling product offering, great 

marketing strategy and consistent execution in stores and online,” said CEO Michelle Gass. “We 

are delivering growth while also improving both profitability and margin, reporting our fifth 

consecutive quarter of margin expansion. Our long-term strategic initiatives and our commitment 

to our two top priorities of driving traffic and Operational Excellence are paying off. We are 

financially strong and our overall health in the business affords us the ability to drive the future 

we want to create.” 

We continue to like Kohl’s evolution and believe there is plenty of upside in the name, recalling 

that shares were above $83 in early November 2018. KSS’s EPS guidance range of $5.80 to 

$6.15 for fiscal 2020 is an improvement from 2019’s $5.60, while expected revenue growth in 

the low single digits and a reasonable 24%-25% tax rate should help keep the momentum going. 

Our Target Price for KSS is currently a conservative $89 and we note that the stock now trades 

for 11.2 times estimated earnings, while yielding a just-increased 4.0%. 

German parcel carrier Deutsche Post AG (DPSGY – $31.02) earned $0.84 per share in fiscal Q4 

2018 (vs. $0.81 est.). DPSGY had revenue of $19.3 billion (vs. $18.8 billion est.). Shares added 

1% on the news, bringing the total gain this year to 13.5%. 

CEO Dr. Frank Appel commented, “We reconfirm first our guidance for next year that we will 

deliver more than €5 billion, based on €1.6 billion, which was originally €1.7 billion, but we 

carved our eCommerce Solutions and we, obviously, said it will be €0 million to €100 million, 

so that’s now included in DHL, the €3.7 billion. Above that and the reconservation line will be 

then €350 million negative, leading us to, in total, more than €5 billion. In 2019, the range for 

our P&P (Post & Parcel) is broad, the reason for that is because we still have significant 

uncertainties for postage, and we also are preparing in case that the postage is not meeting our 

expectations that we have headroom to do something to accelerate our indirect cost reduction. So 



that combined is then the reason why we put a broad range into that. We believe that we are 

continuing to be in a very strong position not only strategically, but also financially. We have 

clear measures to improve our EBIT numbers this year. If we deliver what we have promised 

here, it will be a new record for us. And if we deliver that, we are very confident that we have 

laid out the right base for next year’s success.” 

In dollar terms, the company expects to achieve adjusted EBIT exceeding $5.65 billion by 2020, 

with $3.85 billion to $3.96 billion expected for fiscal 2019. Free cash flow is expected to be just 

over $565 million, while the tax rate expectation rose to 19% from 22%. 

We believe that DPSGY (which sports a net yield of 4.4%) can benefit from the Amazon-style 

online shopping that hasn’t taken over Europe yet, as well as its leading position in more 

profitable European express and parcel mail (most other carriers haven’t diversified yet in 

Europe). While online shopping might not reach the level it has in the U.S., primarily because of 

different consumer behavior, a global marketplace of goods available at the click of a button is 

incredibly enticing. DPSGY also has augmented its cargo plane fleet and is working to shore up 

pricing. The stock now trades for an inexpensive 12.5 times estimated earnings and for just 52% 

of projected sales. Our Target Price for DPSGY has been boosted to $51. 

Kroger Co. (KR – $24.47) posted earnings per share of $0.48, versus the $0.53 estimate, in 

fiscal Q4 2019. KR had sales of $28.1 billion, versus the $28.4 billion estimate. Shares fell more 

than 15%, as investors were disappointed with KR’s outlook and lack of margin improvement. 

CEO Rodney McMullen commented, “In October 2017, we introduced Restock Kroger, our 

three-year plan to create shareholder value by serving America through food inspiration and 

uplift. The plan has four main drivers, redefine the grocery experience, partner for customer 

value, develop talent, and live our purpose, combined these drives — drivers come together to 

create shareholder value. Specifically, we committed to $400 million in incremental FIFO 

operating profit growth and $6.5 billion in cumulative Restock cash flow by the end of 2020.” 

Mr. McMullen continued, “In 2019, we expect 20% profit growth in our Alternative Businesses, 

and we’ll also launch a few more new businesses that are both symbiotic to our core and deliver 

high margins. Finally, stated Restock Kroger is all about transforming our growth model. We 

will grow market share by creating a virtuous cycle build on our grocery business, at the core is a 

winning combination of unmatched local presence, coupled with a digital ecosystem that enables 

us to offer our customers anything, anytime, anywhere. We are enhancing the customer 

ecosystem with partnerships that are helping us to redefine the customer experience by building 

incredible physical and digital experiences, a fantastic offering and unprecedented 

convenience…Above all Restock Kroger positions Kroger to create long-term shareholder value. 

We have a clear path to achieve the $400 million in incremental FIFO operating profit growth 

and $6.5 billion in cumulative Restock cash flow by the end of 2020. We finished 2018 with 

sales and business momentum. We expect earnings growth and an improving supermarket 

business in 2019.” 

KR expects to earn $2.15 to $2.25 per share in fiscal 2020, only slightly above the $2.11 in EPS 

for 2019. Management expects revenue growth between 2.0% and 2.25%, with a slightly 



increased 22% tax rate. While revenue and EPS growth is certainly better than a contraction, 

KR’s outlook lags some of the company’s peers. That, paired with modest gross margin 

contraction and regularly appearing concerns about the brick-and-mortar grocery business being 

ripe for disruption, contributed to the sell-off. 

Of course, the grocery store business has been “going out of business” since 1997 when 

HomeGrocer was going to take over. More than two decades later, HomeGrocer is long gone and 

Kroger is very much alive. Certainly, we are not trumpeting KR’s relative success, but we think 

it’s important to highlight that the business can survive and thrive. Amazon’s Whole Foods 

purchase and news this past week that the online giant would open additional lower-priced 

grocery stores (though not yet really a challenge to Kroger’s turf), along with big pushes from 

TGT and WMT into the grocery market put pressure on KR to innovate, and we think that 

management’s Restock Kroger program is a significant step in the right direction. 

KR shares trade at a very reasonable 11.1 times NTM adjusted EPS projections, while the stock 

yields 2.3%. Our Target Price on KR has been trimmed to $36, but we think the shellacking 

endured by the shares was very much overdone. 

Semiconductor firm Marvell Technology Group (MRVL – $18.68) posted earnings per share of 

$0.25, versus the $0.26 estimate, in fiscal Q4 2019. MRVL had sales of $745.0 million (vs. 

$744.0 million est.). Shares slipped 2.6% following the announcement. 

CEO Matt Murphy explained, “We continued our drive towards operational excellence and scale, 

shifting our focus to the infrastructure market and delivering more value from our engineering 

efforts. The result was an increase in profitability as we transform Marvell into a leading silicon 

supplier to the infrastructure market. During the year, despite a tense and challenging 

geopolitical climate, we secured regulatory approval for the Cavium merger. The result is a 

stronger and more diverse company with the scale and broad portfolio to deliver significant long-

term value to customers, shareholders, and employees. The merger also accelerated Marvell’s 

ongoing shift to the growing and lucrative infrastructure market.” 

Mr. Murphy continued, “Like many of our customers and peers, Marvell is not immune to the 

macroeconomic forces affecting today’s market, but I’m pleased about our new products in 

development which we will continue to invest in and about our design pipeline. Marvell is 

entering an extremely strong new product cycle, driven by our design wins in the 5G, data 

center, automotive, and enterprise markets. These will increase demand for our embedded and 

baseband processors, Ethernet switches and PHYs, Wi-Fi, security and server processors. We 

believe that our enterprise networking business will stabilize and keep growing over the long 

term. Storage, which is a cyclical end market, is going through a downturn, but our storage 

products will remain very profitable even as they become a smaller percentage of our revenue as 

we diversify into higher-growth networking markets.” 

CFO Jean Hu added, “For the first fiscal quarter of 2020, we expect our revenue to be $650 

million, plus or minus 3%. Our expected GAAP gross margin will be approximately 55%, and 

non-GAAP gross margin will be approximately 64%. Note that we expect to complete our 

planned $50 million of COGS-related integration synergies by the end of this fiscal year. We 



expect our non-GAAP tax rate to be approximately 4.5% in fiscal 2020. This forecast reflects the 

impact of the Cavium acquisition. We expect net interest expense to be $19 million. We 

anticipate GAAP loss per diluted share in the range of $0.05 to $0.09, and non-GAAP income 

per diluted share in the range of $0.12 to $0.16.” 

We have been pleased with the speedy Cavium integration and think that the 2018 slump for 

MRVL shares was unwarranted. While shares have taken a bit of a breather lately, they are still 

up more than 15% this year and we think the future remains bright with plenty of upside left. 

Analysts estimate that the forward EPS will grow from $0.37 in fiscal 2016 to $1.66 by 2021. 

That said, our Target Price has been trimmed to $24. 

 


