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Market Review 

Work is underway on the June edition of The Prudent Speculator. If all goes according to plan, 

we are endeavoring to have TPS 632 emailed to readers late Tuesday evening, June 4, or early 

Wednesday morning, June 5. This month, we offer two first-time recommendations along with 

our quarterly Earnings Scorecard feature. We are also in the process of posting updated Target 

Prices for all our holdings to our website, theprudentspeculator.com. 

It was a miserable end to a miserable month, with the May selloff gathering momentum last 

week after President Trump on Friday threatened new tariffs, this time on Mexico. And, with 

little progress made in resolving the ongoing trade skirmish with China, and Beijing actually 

ratcheting up the rhetoric in recent days, the turbulence on the global trade front obviously has 

been exacerbated, so the equity markets appear to be in for continued rough sledding when 

trading resumes this week. 

No doubt, we are concerned about the near-term impact from the trade battles on U.S. stocks in 

general and our broadly diversified portfolios of what we believe to be undervalued names in 

particular, especially as we find significant value in companies that do business around the 

world. We realize that the equity markets generally do not like uncertainty as many folks adopt a 

shoot-first-and-ask-questions-later attitude, with many stocks hit far harder than one might argue 

is deserved, but time and again short-term difficulties have been overcome in the fullness of 

time. 
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Obviously, market volatility is not unusual, and it is fascinating to see the consternation in the 

financial press about the current setback, even as it is presently in the 7% range from the recent 

highs, at least as far as the S&P 500 goes. We never want to downplay losses, as our portfolios 

were hit very hard last month, but even worse 10% drops have happened every 0.9 years on 

average and 15% corrections have taken place every 2.1 years. True, it would be nice to 

somehow sidestep the downturns, but given that we have had 29 dips of 5% or more just since 

the end of the Financial Crisis, we suspect that most who manage to skirt some of the moves 

down have also missed out on many of the usually stronger rebounds. Indeed, we continue to 

believe that the only problem with market timing is getting the timing right. 



 

So, we understand that we will take our lumps on many occasions as we work to achieve long-

term investment objectives, with the catalysts for the downturns nearly always disconcerting. 

Through all the ups and downs, we strive to stay on an even keel, always remembering that the 

key to success in stocks is not to get scared out of them, while looking to take advantage of 

opportunities that the short-term volatility creates. 

Of course, it doesn’t hurt to have plenty of data at our fingertips to help cope with the often-scary 

headlines. For example, there is plenty of media and financial pundit consternation about the 

inverted yield curve, as the 3-Month U.S. Treasury now yields more than the 10-Year Treasury, 

with the difference as of Friday’s close a hefty 0.22%. While we understand that a yield curve 

inversion has been a harbinger of recession in prior instances, we generally agree with the 

argument asserted in this weekend’s Barron’s Magazine. In short, the inversion is being 

influenced heavily by the shortage of safe long-term assets, due to the Fed siphoning off 

Treasuries and agency mortgage-backed securities, and the increased global demand for them. 

As such, long-term yields have been unusually depressed, making suspect any conclusions drawn 

from the inversion. 



 

However, for those who are worried about what the bond market is portending, we should point 

out that stocks have not exactly performed poorly following previous yield-curve inversions, 

while the equity markets have historically moved higher over the long-term no matter what has 

happened with the 10-Year/3-Month yield spread. 



 

That does not mean to say that we are certain to avoid a recession, especially given the trade 

headwinds, but we note that Q1 GPD growth came in at a revised 3.1%,… 



 

…while the latest data out last week on the health of the consumer from Uncle Sam… 



 

…and other independent entities has been upbeat. 



 

Yes, the outlook for the balance of 2019 has been weakening, with a significant slowdown 

seemingly in the cards, but it still looks likely that the U.S. will avoid an economic 

contraction,… 



 

…especially as the Federal Reserve arguably has plenty of cover to cut interest rates to bolster 

growth if necessary. 



 

That said, economic prognostication is hardly an exact science and the supposed experts could be 

wrong regarding the consensus GDP forecast. As such, it is reassuring to look at the historical 

equity market return data prior to and following recessions,… 



 

…while we can’t help but be enthused about how much more competitive equities have become 

versus fixed income from a yield comparison over the past month. 



 

And, coupons on bonds generally are fixed, while dividend payments on stocks often increase 

(and, to be fair, they can decrease) over time! 



 

None of the above is meant to imply that conditions in the equity markets won’t get worse before 

they get better, but we believe that the trade squabbles eventually will be resolved, especially 

given that we are now just 17 months from the 2020 Presidential elections. Your Editor will be 

looking to take advantage of the selloff by adding to some of the hardest hit names in 

Buckingham Portfolio this month, and the Investment Team has its eyes on a couple of other 

stocks, in addition to the two new recommendations that we will unveil later this week. We 

remain optimistic about the next three-to-five years, even as we concede that the next three-to-

five months may require extra investor patience. 

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 3 of our 

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

respective Target Prices. 

Semiconductor firm Marvell Technology Group (MRVL – $22.30) reported earnings per share 

of $0.16, versus the $0.14 estimate, in fiscal Q1 2020. MRVL had sales of $662.0 million (vs. 

$650.0 million est.). Shares traded higher by 0.5% following the announcement in an otherwise 
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lousy Friday market session, following a nice gain earlier in the week on news that NXP 

Semiconductors NV agreed to buy Marvell’s Wi-Fi connectivity business in a deal valued at 

$1.76 billion. Given that the unit generated $300 million in revenue, a nearly 6x multiple paid in 

cash has to be viewed positively. 

CEO Matt Murphy said, “We recognized that the market was softening late last year and our 

view was that after many years of growth, our industry was down for a contraction, particularly 

against an increasingly uncertain geopolitical backdrop. Nevertheless, we determined that despite 

the challenging environment, we would sustain our R&D investments and continue to 

collaborate closely with customers in each of our growth markets. And rather than just wait out 

the down period, we continue to assess the external market for inorganic opportunities and 

systematically managed our current portfolio to accelerate our pivot to infrastructure solutions. 

This culminated in the three transactions we recently announced, namely our planned 

acquisitions of Aquantia, and Avera, as well as the divestiture of our WiFi business.” 

Mr. Murphy continued, “Recently we were approached by several companies interested in 

acquiring this business to help leverage their scale in the fast-growing connected consumer and 

IoT markets. Unlike Marvell, these companies already possess both microcontrollers and a broad 

distribution channel critical for these markets but were missing WiFi capabilities. As we 

evaluated these opportunities, it became clear to us that our high-performance connectivity assets 

would yield a much greater economic value at a company with a strong microcontroller franchise 

than they would as part of Marvell. This resulted in our agreement to sell this business to NXP. 

Fundamentally, the transaction value is significantly higher than what we could have extracted 

from this business over time on our own.” 

CFO Jean Hu added, “We continue to tightly manage our practices in a difficult environment. 

I’m also very pleased to report that we successfully integrated the Marvell and the Cavium ERP 

systems early in the fourth quarter. With the ERP integration complete, we expect to achieve our 

OpEx synergy goal from Cavium acquisition in the upcoming second fiscal quarter, six months 

ahead of our plan. Let me now move on to our current outlook for the second quarter of the fiscal 

2020. This guidance takes into account our estimated revenue impact from the US government’s 

current export restriction to one of our customers. We expect our revenue to be $650 million plus 

or minus 3%. Our expected GAAP gross margin will be approximately between53% and 54%, 

and non-GAAP gross margin will be in the range of 63% to 64%. This projection for gross 

margin reflects a weaker product mix due to impact of the export restriction, relatively lower 

storage revenue and the seasonally strong consumer based product ramp. We do expect our non-

GAAP gross margin to return to above 64% in the following quarter. We project our GAAP 

operating expenses to be between $370 million and the $380 million. And the non-GAAP 

operating expenses to be in the for $285 million to $290 million. We expect net interest expense 

to be $19 million and the non-GAAP tax rate to remain 4.5%. We anticipate GAAP loss per 

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

the range of $0.13 to $0.17.” 

We have been pleased with the speedy Cavium integration and on the heels of a rough 2018, 

MRVL shares have had a stellar 2019 (up 38%). Shares have come a little bit off April’s peak 

and we think the future remains bright with plenty of upside for the focused firm. Analysts 



estimate that forward EPS will grow from $0.37 in fiscal 2016 to $1.63 by 2021. Our Target 

Price for MRVL now stands at $28. 

Footwear retailer Designer Brands (DBI – $18.09), formerly DSW Inc. and trading with the 

ticker DSW, earned $0.43 per share in fiscal Q1 2020 (vs. $0.42 est.). DBI had sales of $879.0 

million, versus the $875.0 million estimate. The battered shares initially rebounded more than 

10% on Thursday morning to trade above $20, but quickly gave back all that ground, ending the 

week down 4.6%. DBI said it expects FY 2020 EPS to come in between $1.87 and $1.97, well 

ahead of the company’s previous EPS guidance of $1.80 to $1.90. A reduction in share count 

thanks to stock buybacks accounts for the improved forecast, as the revenue outlook remains 

unchanged at “low double-digit growth.” Of course, the company may be able to buy back a few 

more shares than originally planned, given the shellacking the stock price has taken since trading 

near $30 just three months ago. 

DSW CEO Roger Rawlins commented, “I’m excited, because we are seeing continued growth in 

all of our retail segment, while also making great progress and leveraging the [just-acquired] 

Camuto Group infrastructure for the benefit of Designer Brands and readying the organization to 

begin moving the production of our private brands to our Camuto organization. Our integration 

work at Camuto is in high gear, already producing many of our GWP taking on replenishment 

orders for fall exclusive brand business and strong double-digit growth in our own digital direct 

to consumer businesses. We also paid our quarterly dividend and repurchased approximately 

4.5% of our outstanding shares for $75 million.” 

Mr. Rawlins also commented on the tariff threat, “Non-athletic footwear is still heavily reliant on 

Chinese production and supply chain and while we and our peers have been working to move 

production out of China for some time now, the fact remains footwear is a very capital, intensive 

industry with years of planning required to make sourcing decisions. Companies cannot simply 

move factories to adjust to these changes instantaneously. We’re looking at the total impact in 

risk assessing our mitigation alternatives such as cost sharing with vendors and factories, 

accelerating our private brand rollout at DSW, considering alternative componentry, new and 

innovative business growth across all of our divisions, meaningful SG&A reductions and 

synergies and potentially some level of incorporating a portion of the tariff within the retail cost 

of our products. We believe we have identified actions that can mitigate the vast majority of the 

direct impact of a 25% tariff. That being said, we can’t predict the impact this action could have 

on consumer spending and we’ll provide a projected annualized EPS impact, if the tariffs are 

instituted. And we have time to see the consumers and competitors respond. We sincerely hope 

that rational thinking will prevail and footwear will continue to be excluded from any new tariffs, 

but we are ready to respond if they occur, and in fact, our executing portions of our mitigation 

plan regardless of actual implementation.” 

The competitive retail environment and the recent tariff uncertainty have obviously weighed on 

the DBI share price, even as the company has continued to execute well. We remain attracted to 

management’s shareholder friendly actions and improvements in store traffic and ticket size, as 

well as the investment in children’s footwear and its successful loyalty program. DBI believes its 

acquisition of the Camuto Group will add important design, production, distribution and 



marketing capabilities. Shares now trade at less than 10 times NTM adjusted earnings 

expectations with a hefty yield of 5.5%. Our Target Price is $32. 

Luxury home goods retailer Williams-Sonoma (WSM – $58.50) earned $0.81 per share in fiscal 

Q1 2020 (vs. $0.69 est.). WSM had revenue of $1.2 billion, versus the $1.2 billion estimate. 

Shares rose 13% following the announcement, propelled by the company’s increased year-over-

year EPS forecast. WSM expects to earn $4.55 to $4.75 per share in 2020 (vs. the analyst 

midpoint of $4.60) on revenue of $5.67 billion to $5.84 billion (unchanged from initial FY 

guidance). 

CEO Laura Alber stated, “We had a strong start to 2019 with comp revenue growth of 3.5%. 

Operating margin expansion of 70 basis points and EPS growth of 21%. Customer acquisition 

and engagement continued to grow as we delivered more compelling and differentiated 

experiences to our customers. We also reached a significant milestone for our company as we 

were named for the first time to the Fortune 500 largest companies in the United States. This 

accomplishment speaks to the hard work and dedication of all of our associates, the ongoing 

support of our loyal customers and the power of our highly differentiated platform in driving 

long-term profitable growth. Given our strong start to the year and the strength we are seeing 

early in the second quarter, we are raising our full year EPS guidance by $0.05. This raise 

reflects momentum across our business and our confidence in the substantial growth engines we 

are executing against. Our financial performance this quarter demonstrates the exciting progress 

we’ve made across the business to accelerate growth and improve profitability.” 

Ms. Alber offered comments on WSM’s rewards program, “The Key Rewards is one of our most 

valuable and fastest growing assets. Since the launch of this loyalty program two years ago, total 

membership has grown to 5.5 million. Key members currently spend on average 3 times more 

than nonmembers with 2 times higher purchase frequency and 3 times more likely head to shop 

across multiple brands. They also drive a significant lift in sales, as Key members typically 

spend over 5 times the value of their rewards. We will introduce new cross-brand marketing 

initiatives, broad reaching gamification, easier reward redemptions and enhance mobile and 

desktop capabilities to accelerate customer enrollment and realize the full potential of this 

program. We will also leverage the key to raise brand awareness and drive more personalized 

content to our customers.” 

Ms. Alber concluded, “It’s important to us that we are making a difference in the world through 

the products that we put in people’s homes. This is a key reason why customers choose us over 

our competitors. I encourage you to take a deeper look at the progress we are making in areas 

such as worker wellbeing and our supply chain. GREENGUARD certification of our furniture 

and sustainable sourcing of cotton an FSC certified wood and our upcoming Annual CSR report. 

As we look to the balance of the year, we believe we are uniquely positioned to capture the 

significant opportunities we see in the home furnishings industry. We’ll continue to build on our 

strong momentum to achieve our goals maximizing growth and drive profitability across our 

portfolio of brands.” 

Shares of WSM have outpaced the broad-market S&P 500 this year, which we think is reflective 

of the brand’s traction with consumers. West Elm continues to drive earnings with group-best 



growth and strong popularity with younger customers. We think that WSM remains a compelling 

value proposition (with metrics like a 12.5 times forward P/E ratio, a 3.3% yield, which was just 

increased, and a 0.8 times P/S ratio) with strong growth prospects. We continue to like WSM’s 

investments in technology, collaborations with other brands, in-store and in-home design 

consultations and sizable online presence. Our Target Price has been hiked to $84. 

 


