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Market Review 

It was another volatile week for equities, even as the major market averages ended with 

relatively modest losses for the full five-day period, with Growth winning the short-term returns 

race. 



 

As usual, the financial press tried to find reasons for the gyrations, with The Wall Street Journal 

citing one market watcher, “In reality, people are still apprehensive about what the economy will 

look like one month from now, two months from now, six months from now.” Not sure this 

observation provided anything of substance as nobody has a crystal ball and investors have never 

known for sure what the economy will look like in the future, though a prominent forward-

looking measure, the Conference Board’s Leading Economic Index, suggested that the outlook is 

quite favorable,… 



 

…with the optimism echoed by the latest purchasing manager surveys compiled by IHS Markit 

on the health of the manufacturing and services sector,… 



 

…as well as the latest readings on East Coast factory activity. 



 

That is not to say that everything is completely rosy, as the latest housing numbers, though still 

robust, were below expectations,… 



 

…and there continue to be lots of folks on the unemployment line. 



 

Even so, estimates for stellar corporate profit growth this year and next have continued to 

increase,… 



 

…which will only add to the relative appeal of equities from an earnings yield perspective as the 

$186.18 EPS estimate for the S&P 500 for 2021 would produce an earnings yield of 4.48% and 

the $208.84 EPS estimate for 2022 would provide an earnings yield of 5.03%, if the S&P did not 

change from its current level. 



 

To be sure, earnings are not returned to shareholders in their entirety, but already this year, U.S. 

companies have authorized $504 billion of share repurchases, according to Goldman Sachs data 

through May 7, the greatest amount during that period in at least 22 years. And, dividend 

payments have also been on the rise,… 



 

…with the income offered by our broadly diversified portfolios very attractive these days,… 



 

…especially considering the comparisons to yields on competing investments. 



 

***** 

The Associated Press found a different market pundit to explain the movements of stock last 

week: “There’s a lot of churning going on in the markets. Here we are near all-time highs on the 

S&P 500, and there’s so much uncertainty about what is actually happening with inflation, how 

long it’s going to last and how the Fed will react.” 

Those comments came in response to the release of the minutes from the Federal Open Market 

Committee’s April 27-28 meeting, in which Jerome H. Powell & Co. noted that a “number” of 

officials said that “if the economy continued to make rapid progress toward the committee’s 

goals, it might be appropriate at some point in upcoming meetings to begin discussing a plan for 

adjusting the pace of asset purchases.” 

No doubt, there will be some market indigestion when the Federal Reserve admits that it is 

talking about talking about tightening monetary policy, but as was the case back in 2013, we do 

not think long-term-oriented investors need lose much sleep over the threat of a tapering,… 



 

…especially as the actual tapering that began in 2014 did not prove to be anything more but a 

short-term equity-market headwind, with the S&P 500 today standing at a price more than 

double where it ended that year. 



 

We note that on Wednesday, St. Louis Fed President James Bullard said, “If we got to the point 

where we were comfortable on the public health side that the pandemic was largely behind 

us…and was not going to resurge in some way that was surprising, then I think we could talk 

about adjusting monetary policy.” 



 

Mr. Bullard concluded, “I don’t think we’re quite to that point yet, but it does seem like we’re 

getting close.” Meanwhile, Atlanta Fed President Raphael Bostic added, “We’re going to have to 

be very nimble in terms of our monitoring of the economy and our policy responses.” 

Certainly, we understand that many are concerned about rising inflation, even as the historical 

evidence suggests that stocks have performed well, on average, whether the Consumer Price 

Index (CPI) is rising or falling,… 



 

…and we crunched more numbers last week, after seeing a prominent Wall Street Journal story 

warning of the dangers of inflation topping 4% to see how Value and Growth stocks have 

performed when inflation is running at a rate greater than that level, noting that the increase in 

the CPI was 4.2% on a year-over-year basis in April. 



 

Again, while anything is possible and we must always be braced for downside, we see no reason 

for those who share our multi-year time horizon to fear elevated inflation. Further, we think 

remarks last week from Federal Reserve Vice Chair for Supervision Randal K. Quarles seem 

reasonable: “We do expect to see inflationary pressures over the course, probably, of the next 

year — certainly over the coming months. Our best analysis is that those pressures will be 

temporary, even if significant. But if they turn out not to be, we do have the ability to respond to 

them.” 

That ability of the Fed Mr. Quarles referenced would include higher interest rates, so we also are 

buoyed by data on equity performance and rising government bond yields. That does not mean 

that stocks are assured of appreciating, but the figures argue that we would much rather own 

equities (particularly Value) versus fixed income choices if Treasury yields are moving up. 



 

***** 

Understanding that volatility is always part of the investment equation,… 



 

…we remain optimistic on the long-term prospects of our broadly diversified portfolios of what 

we believe to be undervalued stocks, while we are pleased, from a contrarian standpoint, to see 

that not everyone shares our enthusiasm,… 



 

…with more folks feeling fearful than greedy these days,… 



 

…and near-record amounts of cash hiding out in money market funds,… 



 

…most of which boast a yield whereby money might double in 2,300 years or so. 



 

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 take a look at 9 of our companies that either had news out last week of sufficient 

interest to merit a Target Price review or are worthy of comment. 

In a transaction that for an hour or two was viewed very favorably following its announcement 

this past Monday morning, only to quickly be panned by fickle investors, AT&T (T – $30.01) 

unveiled a monumental transaction to unite with television entertainment provider Discovery Inc. 

in a deal that the telecommunications behemoth states will “unlock value in its media assets and 

to better position the media business to take advantage of the attractive DTC trends in the 

industry.” The press release indicated that the company will “combine WarnerMedia’s premium 

entertainment, sports and news assets with Discovery’s leading nonfiction and international 

entertainment and sports businesses to create a premier, standalone global entertainment 

company.” 

https://theprudentspeculator.com/dashboard/


The new entity will be owned 71% by AT&T shareholders and 29% by Discovery shareholders, 

while it will distribute to the old AT&T a one-time dividend in the amount $43 billion. AT&T 

has stated that it intends to use the $43 billion to further reduce its debt balance, ending its reign 

as the most indebted corporation in America after it purchased Time Warner in 2018. Discovery 

CEO David Zaslav is slated to lead the combined firms, which will house a portfolio of prime 

brands including HBO, Warner Bros., Discovery, DC Comics, CNN, Cartoon Network, HGTV, 

Food Network, the Turner Networks, TNT, TBS, Eurosport, Magnolia, TLC, Animal Planet, ID 

and others. 

 

AT&T CEO John Stankey explained, “This transaction brings together 2 entertainment leaders 

with complementary content strengths and positions the new company to be one of the leading 

global direct-to-consumer streaming platforms. The deal also provides AT&T with additional 

flexibility to invest in what I believe is an equally compelling opportunity, becoming the 

preeminent U.S. broadband provider. So, I know the question you’re asking is, why are we doing 

this now? The fact of the matter is direct-to-consumer is a global opportunity that is rapidly 

evolving and the pace of that evolution is accelerating. To compete and win, you must build 

global scale. And simply put, to invest the kind of capital we need, we need the instruments of 

capital necessary to do so. This is a move to align each of our businesses with the right asset and 

capital base for their respective future success. In other words, this move unlocks the value 



embedded in our media business and gives it the tools, talent, content and capital to ensure its 

position as a world-class player. The hard work and consistent execution of the WarnerMedia 

team has cemented a domestic U.S. D2C foothold and is poised for continued growth and rapid 

international expansion. WarnerMedia and Discovery together solidifies the joint entity’s leading 

position in the global direct-to-consumer race. Together, WarnerMedia and Discovery will have 

a combined content spend that exceeds most industry peers. In addition, we’re uniting the most 

awarded leader in scripted entertainment, animation, news and sports in WarnerMedia with a 

leader in real-life entertainment in Discovery. By combining these two, it creates one of the most 

compelling global content portfolios in entertainment. This also creates substantial value 

opportunity for AT&T shareholders. Our shareholders will retain their stake in our leading 

communications company that comes with an attractive dividend, plus they’ll retain a 71% stake 

in the new entity. There is now an opportunity for parallel growth in both telecommunications 

and media, which many would argue that our stock was not effectively reflecting. By doing this 

deal now, WarnerMedia will be in a position to self-fund its growth, and AT&T will have the 

flexibility to invest and address the growing long-term demand for connectivity and be the 

leading best capitalized broadband connectivity provider in the country through 5G and fiber.” 

All that sounds reasonably good, especially as major Discovery shareholder John Malone is very 

much on board with the union, as is activist investor and large AT&T shareholder Elliott 

Management. Still, we know that T shares had been enjoying a nice run on the strength of market 

interest for its HBO Max streaming service, with an enthusiastic reaction last month to its Q1 

financial release in which the company reported 2.7 million total domestic HBO Max and HBO 

subscriber net adds; total domestic subscribers of 44.2 million and nearly 64 million globally. 

While we have long thought that the sum of the parts for AT&T was worth more than the whole, 

we recognize that the break-up of the company is likely leading to a significant turnover in the 

shareholder base. After all, many liked the diversification provided by leading telecom and 

media businesses, while others have viewed T as a utility-like stock with a very attractive 

dividend payout. Alas, management has guided that the dividend for the post-transaction T 

shares will represent approximately 40% of the $20 billion free cash flow anticipated for the 

remaining company, putting the new payout around $1.12, and, assuming no ongoing dividend 

from the new media entity, dropping the payout for current shareholders from more than 6.5% to 

less than 4.0%. 



 

Mr. Malone issued a statement, “After over 30 years of being involved in developing Discovery 

as a global information and entertainment company, the opportunity to combine with 

WarnerMedia to create the ultimate consumer offering in its space is compelling. The industrial 

logic of this investment grade, synergistic combination, under the leadership of David Zaslav, is 

appealing. I am delighted to fully support this transaction, without asking for or receiving a 

premium for my high vote shares. I believe we are creating real value for shareholders and a 

legacy investment for my grandkids.” 

Certainly, there are plenty of question about the media business, especially as the paint was 

barely dry on AT&T’s integration of the very-expensive purchase of Time Warner back in 2018. 

However, it would seem from what we have read thus far that the actual content producers at 

WarnerMedia might like the new leadership and there are quite a few synergies available as a 

true entertainment giant will be created. And, from the T perspective, we like that debt will be 

pared considerably, allowing increased financial flexibility to invest in and grow its mobile and 

fixed broadband businesses, especially as the 5G opportunity comes to fruition. So, with an 

updated Target Price for the combined AT&T (the deal still needs regulatory approval and is not 

scheduled to close until mid-2022) of $40, we are content to hold the T shares that we own, 

though additional near-term price weakness might compel us to add to our stake in portfolios that 

have a small current position. 



We have hiked our Target Price again for Seagate Technology (STX – $93.92). We have a long 

way to go until STX reports fiscal Q4 results at the end of July and shares have been on a tear 

since last year, boosted by cloud spending and, more recently, the possibility that new 

cryptocurrencies could leverage massive storage arrays to cut down on processing time and 

improve security. Specifically, the cryptocurrency Chia uses 100GB clusters on hard disks called 

‘plots’ to improve the blockchain’s security and minimize electricity usage. This has caused a 

surge in demand for STX drives, although we admit that the sustainability of the demand is 

uncertain and should Chia ever fail, we would expect a flood of drives to hit the market. 

We also note that Seagate has an ownership stake in Ripple. As the company said back in 2018, 

“A few years ago, we made an investment in Ripple, a company driving technology innovation 

for distributed ledger and blockchain use cases. We believe the proliferation of these companies 

will create tremendous amounts of data, require high levels of data integrity and will alleviate 

friction in global financial operations and other important use cases that require the transfer of 

value with improved agility and transparency. While recent attention is on the valuation of the 

XRP crypto assets, we believe Ripple has a real and robust blockchain technology platform, a 

defined and validated use case for XRP and a leading management team.” 

Management has not said much about Ripple in the last couple of years, but there was a question 

on the subject on the latest earnings conference call, “I believe you still maintain your stake in 

Ripple, it has over the last few years. And that’s appreciated 5x since you last reported. So, I 

guess, a, do you still maintain the stake there? And then secondarily, are there ways to monetize 

that stake today?” 

CEO Dave Mosley responded, “Yeah. We won’t talk about the latter part. But yes, we do 

maintain a stake. These are, like I said, vibrant segments that we’ve been watching for quite 

some time. We have a fair amount of people that are — because it’s all about data flow, and in 

the case of the recent trends, a lot of it’s about data storage in particular. So, these are things that 

we watch and determine how we make investments, not only in external investments that we 

might make, but also internally what kind of technologies we’re developing. So, we are 

maintaining a stake.” 

While the cryptocurrency exposure is a bonus, we continue to like Seagate and believe that the 

wide array of applications for hard disk and hybrid drives will drive EPS for the foreseeable 

future. Analysts expect STX to grow EPS from the $5 range in 2020 to more than $7 by 2023, 

which results in a 2023 P/E under 14, while the company continues to generate free cash flow 

and buy back shares. We took some STX dollars off the table earlier this year for portfolios with 

larger positions sizes and are still comfortable with our current full position sizes of STX in our 

broadly diversified portfolios. Our upgraded Target Price for STX is $108. 

Discount supermarket and superstore chain Walmart (WMT – $141.75) reported an impressive 

fiscal Q1 2022 Tuesday that included adjusted EPS of $1.69, more than 38% better than the 

consensus analyst estimate of $1.22. Revenue came in at $138.3 billion, outpacing an expected 

$132 billion. Walmart U.S. comparative sales were stronger than expected, up 6% in the quarter 

and up 16% on a two-year stack. Sam’s Club grew comp sales nearly 11%, excluding fuel and 

tobacco, and International sales growth was strong, increasing more than 5% in constant 



currency with strength in India, Canada and China. Globally, ecommerce sales growth remains 

robust at more than 40%. 

CEO Doug McMillon commented, “This was a strong quarter. Every segment performed well, 

and we’re encouraged by traffic and grocery market share trends. Our optimism is higher than it 

was at the beginning of the year. In the U.S., customers clearly want to get out and shop. We 

have a strong position as our store environment improves and eCommerce continues to grow. 

Stimulus in the U.S. had an impact, and the second half has more uncertainty than a typical year. 

We anticipate continued pent-up demand throughout 2021. Our results reflect the continued hard 

work and commitment our associates have shown throughout the pandemic — serving others and 

helping provide vaccines — and we’re grateful to them.” 

CFO Brett Biggs added, “Our typical practice is to not update guidance until the second quarter 

release, but we’re in an unusual period where Q1 stimulus led to meaningful sales and profit 

tailwinds that weren’t contemplated when we provided guidance in February. The guidance 

discussed here assumes that COVID conditions continue to improve and there won’t be 

significant additional government stimulus packages for the remainder of the year. We now 

anticipate higher full-year enterprise sales growth than originally projected, primarily due to the 

strong Q1 performance and our initial forecast for Q2. Excluding the impact of divestitures, 

consolidated net sales growth is now expected to be up low to mid-single digits versus our 

original guidance of a low single-digit increase. We’re also raising full-year guidance for 

operating income and EPS to reflect the strong performance in Q1 and our expectation for a 

potentially better second quarter than previously expected.” 

There is no doubt that competition is fierce within retail, but we continue to be impressed by 

Walmart’s transformation and execution to build a customer-centric seamless omni-channel 

ecosystem. This includes integration of its ecommerce, grocery and general merchandising 

businesses, as well as the continued rollout of various ways for guests to shop. WMT continues 

its brisk-paced expansion of same-day delivery locations and has launched Walmart+ to compete 

with Amazon Prime. Despite additional costs required to adapt to COVID-19, we note that the 

company has increased its dividend for the 48th consecutive year (yield is 1.6%) and approved a 

new $20 billion share repurchase program (the company bought back $2.8 billion worth of stock 

in Q1…greater than the total amount spent last year on buybacks). We continue to think 

investments in Flipkart and JD.com, along with its foray into service sectors like Health Care, 

FinTech and others, lengthen the retailer’s runway for growth and diversify revenue. We also 

like that WMT continues to generate strong free cash flow. With the continued operational 

momentum, we have boosted our Target Price for WMT to $172. 

General merchandise discount store chain Target (TGT – $225.09) announced that it earned 

$3.69 per share in Q1, blowing away the $2.24 estimate, as sales grew 23% to $23.9 billion. 

Same-day services (Order Pickup, Drive Up and Shipt) grew more than 90%, led by growth in 

Drive Up of 123%. Unlike with some other retailers, investors greeted the stellar report with a 

flurry of buy orders, sending TGT shares up nearly 14% for the full week. 

CEO Brian Cornell commented on the results, “Our performance in the first quarter was 

outstanding on every measure, and showcased the power of putting our stores at the center of our 



strategy. Store comp sales grew 18.0 percent in the quarter, even as they also fulfilled more than 

three quarters of Target’s digital sales – including more than 90-percent growth of our same-day 

services. Importantly, market-share gains of more than $1 billion in the first quarter, on top of $1 

billion in share gains a year ago, demonstrate Target’s continued relevance with our guests, even 

as they have many more shopping options compared with a year ago.” 

With more color on the retailer’s success and expansion plans, he added, “Beyond activity in 

existing stores, we’re expanding our new store opening plans to more than 30 additional 

locations across the country this year, as we continue to find compelling opportunities in urban 

and dense suburban markets and on our near-college campuses. In recent years, these custom 

formats have typically been less than 50,000 square feet. However, given local real estate 

conditions in dense suburban markets, we’re also finding compelling opportunities to open 

somewhat bigger stores, between 50,000 and 100,000 square feet, which weren’t available in the 

past. As a group, these new stores are generating higher-than-average sales productivity, above 

average gross margin rates and strong financial returns, and we see a very long runway to open 

more of them over time. And finally, after store comp growth of 18% in the first quarter, driven 

almost entirely by traffic, we’re confident that we’re already benefiting from a differentiated 

service model in our stores. But that’s a lead we can’t take for granted. So, we’re continually 

looking for ways to get even better. So, this year, our store teams are rolling out an enhanced 

service model, focused on consistency of every interaction to ensure that our guests will always 

feel welcomed and appreciated. And if they need help, there will be team members who can find 

solutions to enhance their experience. This new engagement model is strongly connected to our 

company purpose, culture and values. And we’re supporting it with enhanced training and tools 

across the chain. It’s designed not to be a one-and-done effort, but a sustainable model that’s 

integrated with our operational goals, not something separate that’s added on to everyday tasks.” 

We appreciate how Target’s investment in recent years allows the company to use its proximity 

(more than 1,900 stores within 10 miles of the vast majority of U.S. consumers) to elevate the 

convenience it is able to offer. While we are mindful that the current growth rates (a product of 

fiscal stimulus and exuberance around the economy reopening) will likely begin to fade, we 

think Target remains poised to benefit from discretionary purchases as GDP forecasts heat up for 

2021. Management repurchased 6.1 million shares in the quarter for $1.2 billion at an average 

price of $190.77 and has said that it will be recommending a robust increase in the quarterly 

dividend to the board later this year. For now, the yield is 1.2% and our Target Price has been 

hiked to $243. 

Shares of Lowe’s Cos (LOW – $192.47) didn’t react the way some might have thought they 

should following its Q1 earnings release, even as there was no doubt that the home improvement 

retailer’s latest results were quite strong. Same-store-sales growth of 25.9% during the period 

was well ahead of the consensus forecast of 20.5%. Revenue for the quarter of $24.4 billion beat 

estimates of $23.9 billion and adjusted EPS was $3.21, crushing by 23% the consensus analyst 

forecast. 

CEO Marvin R. Ellison commented, “Our outstanding performance continued this quarter, as we 

delivered strong sales growth and operating margin expansion. We delivered over 30% growth in 

Pro, over 18% growth in all 15 U.S. regions, and growth in Canada that outpaced the U.S. I 



would like to thank our front-line associates for their hard work and commitment to delivering 

exceptional customer service. Looking forward, I remain confident in our ability to accelerate 

our market share gains while driving further improvement in operating margin.” 

Lowe’s announced that during the quarter, it repurchased 16.8 million shares for $3.1 billion and 

it paid $440 million in dividends. Management said that sales momentum continued into May. 

The company is currently tracking ahead of the Robust Market scenario provided at its 

December 9, 2020 Investor Update, which assumed fiscal 2021 sales of $86 billion. A supportive 

macroeconomic backdrop, a strong housing market and government stimulus has the company 

confident in its ability to deliver strong results for the fiscal year, including continued market 

share gains and the achievement of a 12% operating margin. Additionally, LOW continues to 

plan for $9 billion in share repurchases and $2 billion in capital expenditures this fiscal year. 

We continue to be pleased with LOW’s improved execution and margin expansion, and believe 

it has more opportunities on which to capitalize. It is worth noting that its shares still trade at a 

discount to the industry gold standard Home Depot. With continued operational momentum and 

some progress in winning new market share with professional housing related services, we 

wouldn’t be surprised to see LOW receive more of a premium multiple as it benefits on the top 

and bottom line from the continued surge in domestic home sales and the home improvement 

wave. Our Target Price for LOW has been improved to $229. 

Department store chain Kohl’s (KSS – $54.07) announced last week that it earned $1.05 in fiscal 

Q1 2022 on $3.66 billion of sales. The bottom-line result was vastly better than the $0.02 loss 

analysts had expected, while sales were ahead of the $3.50 billion estimate. Shares plunged 10% 

despite the Q1 beat due to cautious comments from CFO Jill Timm on supply chain and inflation 

pressures. Still, management significantly hiked its guidance with Kohl’s now expecting fiscal 

2022 earnings per share between $3.80 and $4.20 on revenue growth in the “mid-to-high teens” 

compared to 2020. 

CEO Michelle Gass commented, “Adjusted earnings per share were $1.05 driven by strong net 

sales growth of 69%, significant gross margin expansion and disciplined expense management. 

We also further strengthened our financial position, reducing our overall debt and improving our 

leverage profile, and we resumed returning capital to shareholders. We are making significant 

progress on our vision of becoming the most trusted retailer of choice for the active and casual 

lifestyle. Since launching our strategy last October, we have shown strong sequential 

improvement in our performance and have announced several important new strategic 

partnerships that will accelerate our momentum. We remain firmly on track to achieving our 

2023 strategic goals and we’ll take a big step forward in our pursuit this year.” 

Ms. Gass concluded, “We are pleased to see our business continue to build momentum. And with 

the impact we are seeing from our initiatives, I am even more optimistic about what the future 

presents. Much of our strategic work is still underway with significant benefits ahead of us. We 

continue to believe we are set up for a multiyear improvement in sales and profits and remain 

firmly on track with our 2023 strategic goals. In closing, our strong results and promising 

outlook wouldn’t be possible without the incredible efforts of our associates across the country. 

Your ongoing commitment to Kohl’s, our strategy and our customers has further differentiated 



and strengthened our positioning in the marketplace and has paved the way for an exciting and 

bright future.” 

Ms. Timm added, “We are also monitoring cost headwinds related to industry-wide supply chain 

disruptions. We have navigated the challenges very well to date, but acknowledge that there still 

remains a lot of uncertainty as we look to the balance of the year… As we look ahead, we expect 

wage inflation to remain a headwind. However, we will continue to drive efficiency through 

increased store productivity and lower marketing and technology spend… As we look ahead, we 

expect wage inflation to remain a headwind. However, we will continue to drive efficiency 

through increased store productivity and lower marketing and technology spend.” 

Ms. Timm continued, “We are off to a very strong start to the year. And based on our Q1 results, 

we are raising our full year outlook. That said, we are approaching our updated financial outlook 

prudently. It’s still early in the year, and there remains uncertainty around how the recovery 

unfolds, duration of the stimulus tailwinds for the retail industry and supply chain headwinds.” 

 

As we noted earlier in this Market Commentary, we don’t think inflation at the projected levels 

should cause much consternation. However the bigger impact to Kohl’s could be related to 

supply chain headwinds, especially if they stiffen more than the management team is able to 



offset. While it may disappoint short-term investors, we think Ms. Gass and Co. are 

appropriately focused on 2023 and beyond, having done an exceptional job weathering the 

pandemic. We believe the government’s stimulus efforts helped KSS later in the recovery 

process, but the company’s strong balance sheet carried it through the early days where many 

other retailers were forced into significant hardship or bankruptcy. We continue to like that still 

KSS boasts one of the strongest balance sheets of its peer group, even if the debt level rose last 

year, and we are pleased to again collect a dividend ($0.25 per share per quarter; a 1.9% yield). 

Our Target Price for KSS has been lifted to $72. 

Despite reporting a blowout fiscal Q1, shares of Foot Locker (FL – $60.87) fell almost 6% last 

week. The footwear and apparel retailer turned in adjusted EPS of $1.96, more than 80% higher 

than the consensus analyst estimate of $1.08. Revenue for the period was $2.15 billion, almost 

14% better than the expected $1.89 billion. Comparable store sales during the quarter were up 

80.3% (versus -42.8% a year ago and the +61.9% expected for the quarter). By region, all U.S. 

store banners had same-store-sales growth of 90%+, while Europe increased in the high-30% 

range, despite only being open on average for 39% of operating days in the quarter. Management 

also announced that it would convert approximately a third of its Footaction stores into other 

existing brands over the course of a year and would close the remaining stores. 

CEO Richard Johnson elaborated, “I am extremely pleased with the strength of our performance 

in the first quarter, compared not only to last year’s heavily COVID impacted first quarter, but 

also relative to the first quarter of 2019. Against the ongoing challenges of pandemic-related 

store closures in Europe and Canada and U.S. ports congestion, our top and bottom-line results 

were nothing short of exemplary. Our merchandise offering resonated very well with our 

customers, driving strength in our stores and continued momentum in our digital business. With 

strong product tailwinds, we remain optimistic about our category and our ability to drive long-

term growth, profitability and shareholder value.” 

CFO Andrew Page added, “The freshness of our inventory, coupled with robust demand across 

our assortment, resulted in significantly less promotional activity during the first quarter, driving 

gross margin expansion and improved inventory turns. At the same time, we continued to 

exercise discipline with expense management while strategically investing in our business. 

Importantly, the underlying health of our business and financial position are strong, enabling us 

to continue advancing our strategic initiatives.” 

While shares of Foot Locker are up 50% this year, they are only trading with a NTM earnings 

multiple of 12, and we believe the company has several competitive edges, including broad 

distribution channels, geographic locations, and multiple banners and product categories. We 

also think that longer term FL will benefit from its strategic cost control and productivity plans, 

in addition to further penetration of its apparel offerings and solid growth of its digital shopping 

platforms, including eastbay.com. There will continue to be evolution as the company is seeing 

the value of bolstering its digital presence, and it may have to consider “off-mall” concepts in the 

future as there is the chance that some malls in the U.S. might not survive or may no longer be 

optimal in some geographic locations. Our Target Price for FL has run ahead to $78. 



Despite turning in terrific quarterly results on Friday and hiking its full-year forecasts, shares of 

Deere & Co. (DE – $359.75) fell more than 6% last week. For fiscal Q2, the agricultural 

equipment titan reported revenue of $12.1 billion, versus the consensus analyst estimate of 

$10.34 billion, and adjusted EPS of $5.68, more than 26% greater than the average forecast of 

$4.48. During Q2, Deere saw revenue growth across segments on increased shipment volumes, 

positive price realization and material foreign currency tailwinds. Due in part to the impact of the 

pandemic, global agricultural equipment inventory is reported to be at historic lows and fleet 

ages are estimated to be at the highest they have been in two decades. 

“With another quarter of solid performance, John Deere closed out the first half of the year on a 

highly encouraging note,” explained CEO John C. May. “Our results received support across our 

entire business lineup, reflecting healthy worldwide markets for farm and construction 

equipment. Our smart industrial operating strategy is continuing to have a significant impact on 

performance while also helping customers do their jobs in a more profitable and sustainable 

manner.” 

Mr. May added, “While the company is clearly performing at a high level, Deere expects to see 

increased supply-chain pressures through the balance of the year. We are working closely with 

key suppliers to secure the parts and components that our customers need to deliver essential 

food production and infrastructure. Despite these challenges, Deere is on track for a strong year 

and we believe is well-positioned to unlock greater value for our customers and other 

stakeholders in the future.” The company announced that it was raising its full-year net-income 

guidance from a range of $4.6 billion to $5 billion, to a range of $5.3 billion to $5.7 billion. 

With possibly the strongest brand in agriculture, Deere continues to operate at a very high level. 

We think the firm will continue to benefit from a sustainable equipment replacement cycle and 

precision ag as technology advancements support and drive pricing. Additionally, the company 

should see gains in aftermarket as retrofitting expands. Further, given the diversification of its 

construction products, a strong appetite for U.S. infrastructure spending should provide a boost 

in the coming years. Our Target Price on DE shares has been elevated to $420. 

Cisco Systems (CSCO – $61.43) earned $0.83 per share in fiscal Q3 2021 (vs. $0.82 est.). The 

communications equipment firm had total revenue of $12.8 billion, versus the $12.6 billion 

estimate. Shares skidded some 6% in after-hours trading following the announcement on 

Wednesday, as softer-than-expected guidance overshadowed a good Q3, but eked out a small 

gain in regular trading on Thursday. Revenue in Q4 increased 7% year-over-year and 81% of the 

company’s software revenue is on subscription terms, up from 76% last quarter. Product order 

growth grew 10%, which CSCO says is the strongest in nearly a decade. 

CEO Chuck Robbins added, “We saw broad-based demand across the business, led by our 

biggest growth opportunities: hybrid work, digital transformation, cloud and continued strong 

uptake of our subscription-based offerings. We’re also seeing early momentum in the ramping of 

key technology cycles that are long-term growth drivers for our business, such as 5G, 400-gig 

and Edge. The next phase of the recovery and the future of work will be heavily reliant on our 

technology. Cisco’s end-to-end portfolio will serve as the foundation for next-generation 

infrastructure solutions as well as cloud-enabled delivery models and innovation, allowing our 



customers to move with even greater speed and agility. This will require a significant investment 

cycle and reinforces the strength of our strategy while driving greater opportunity to create a 

world that is more connected, inclusive and secure. We remain focused on accelerating 

innovation while simplifying the adoption of our offerings with network-wide automation, 

analytics and flexible as a service consumption models, all aimed at improving our customers’ 

network performance capabilities and security, which we believe will drive tremendous long-

term opportunities for us.” 

 

Mr. Robbins concluded, “We are experiencing the strongest demand in nearly a decade. We are 

also seeing similar component shortage supply issues as our peers. The good news, and this is 

reflected in our guidance, is that we are confident we will work through this as we have already 

put in place revised arrangements with several of our key suppliers. We believe these actions will 

enable us to optimize our access to critical components, including semiconductors and take care 

of our customers by fulfilling their demand as quickly as possible. Our strategy and commitment 

to leading with trust, innovation and choice, along with our continued focus and discipline are 

positioning us well for growth and profitability. As we accelerate the pace of innovation for our 

customers and partners, it’s critical that we continue to support our people, our communities and 

our planet.” 



Cisco expects revenue growth between 6% and 8% year-over-year for Q4, which should result in 

adjusted EPS between $0.81 and $0.83. Analysts were expecting EPS between $0.82 and $0.91 

with a mean of $0.85. In our view, IT spending will remain strong, and we believe CSCO should 

benefit as the world emerges from the pandemic. Unfortunately, Cisco is not immune to the 

pricing and supply chain challenges that are dragging on the industry recently, and the company 

thinks those headwinds will stick around at least through the end of this calendar year. 

Ultimately, we continue to hold CSCO and stomach the gyrations because we think the longer-

term trajectory remains in the upward direction and expect the company’s growth initiatives to 

pay off. With one quarter left, analysts do not expect CSCO’s EPS to grow in 2021, but that 

trend should improve in fiscal 2022 and 2023. Cisco sports a forward P/E ratio near 16 and a 

2.8% yield. We continue to find CSCO to be a value-priced stock with decent long-term growth 

potential. Our Target Price has been bumped up to $61. 
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