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Market Review 

While we are always braced for trips south, as ups and downs are part of the long-term 

investment process,… 



 

…with 5% downturns taking place three times per year on average,… 



 

…we realize that sharp selloffs can be disconcerting, especially when Value stocks suffer an 

outsized decline. 



 

True, inexpensively priced equities have enjoyed a fantastic run over the last 11 months, so we 

might argue that a round of profit-taking should not be a big surprise, but the explanations for the 

movements in stocks and bonds by the financial press were perplexing. 



 

Indeed, if investors were concerned about higher inflation rates (or lower inflation rates for that 

matter), the historical evidence suggests that equities, in general, and Value stocks, in particular, 

have been instruments folks should be gravitating toward,… 



 

…and if they were worried about higher interest rates, they probably would not have piled into 

10-Year U.S. Treasuries, driving the yield down below the level at which it resided prior to 

Wednesday’s Federal Reserve news. 



 

Incredibly, while the June FOMC Statement offered little in the way of surprise, as Jerome H. 

Powell & Co. indicated that the Fed would remain highly accommodative, keeping interest rates 

near zero and continuing to buy $120 billion of Treasures and agency mortgage-backed 

securities per month,… 



 

…the accompanying economic projections caused a ruckus, with increases in the outlook for 

GDP growth in 2021 and in 2023, not to mention a sharp move higher in the forecast for PCE 

(personal consumption expenditures) inflation this year and a modest tick up in the headline PCE 

figure each of the next two years. 



 

Of course, the number in the economic projections that many chose to focus on was a 50-basis 

point increase in the median Federal Funds rate guestimate for 2023, suggesting that the Federal 

Reserve may move to raise interest rates sooner than previously predicted, even as the Fed Chair 

was quick to comment on the importance of the so-called dot-plot. 



 

In response to a question at the FOMC Press Conference, Mr. Powell stated, “In terms of the two 

hikes — so let me say a couple things. First of all, not for the first time about the dot plot. These 

are, of course, individual projections. They’re not a Committee forecast, they’re not a plan. And 

we did not actually have a discussion of whether lift-off is appropriate at any particular year, 

because discussing lift-off now would be highly premature, wouldn’t make any sense. If you 

look at the transcripts from five years ago, you’ll see that sometimes people mentioned their rate 

path in their interventions. Often they don’t. And the last thing to say is, the dots are not a great 

forecaster of future rate moves. And that’s not because — it’s just because it’s so highly 

uncertain. There is no great forecaster of future dots. So, dots to be taken with a big grain of 

salt.” 

Obviously, nobody can know for sure where the economy might be next year, much less in 2023, 

and what the Federal Reserve might then decide on interest rates, as evidenced by two differing 

views offered by Fed Governors on Friday. On the one hand, Federal Reserve Bank of St. Louis 

President James Bullard said on CNBC TV that the economy is seeing more inflation than 

anticipated and that he expects the first hike in the Fed Funds rate to occur late in 2022. On the 

other hand, Minneapolis Federal Reserve President Neel Kashkari stated that he would like to 

keep the U.S. central bank’s benchmark short-term interest rate near zero at least through the end 

of 2023 to allow the labor market to return to its pre-pandemic strength. 



No matter the divergence of views for next year and the year after, there is little doubt that the 

near-term economic outlook is looking brighter,… 

 

…which we continue to view as a major positive for corporate profits,… 



 

…and we note that Chair Powell had the following to say to open his FOMC Press Conference: 

Widespread vaccinations, along with unprecedented fiscal policy actions, are also providing 

strong support to the recovery. Indicators of economic activity and employment have continued 

to strengthen, and real GDP this year appears to be on track to post its fastest rate of increase in 

decades. Much of this rapid growth reflects the continued bounce back in activity from depressed 

levels. The sectors most adversely affected by the pandemic remain weak, but have shown 

improvement. Household spending is rising at a rapid pace, boosted by the ongoing reopening of 

the economy, fiscal support, and accommodative financial conditions. The housing sector is 

strong, and business investment is increasing at a solid pace. In some industries, near-term 

supply constraints are restraining activity. Forecasts from FOMC participants for economic 

growth this year have been revised up since our March Summary of Economic Projections. Even 

so, the recovery is incomplete and risks to the economic outlook remain. 

The latest batch of economic numbers out last week supported the idea that while the economy is 

enjoying a strong rebound, the recovery is incomplete. Retail sales in May, though very healthy 

on an absolute level, came in weaker-than-expected,… 



 

…while the bounceback in the labor market took a breather in the most recent week. 



 

Of course, the latest two reads on manufacturing were still very healthy,… 



 

…as was news from the housing sector. 



 

And, perhaps most important of the statistics out last week, the Index of Leading Economic 

Indicators suggested a rosy view of U.S. economic growth in the current quarter and for all of 

2021,… 



 

…so we generally agree with Jamie Dimon, the well-respected CEO of banking powerhouse 

JPMorgan Chase (JPM – $147.92), who said this past Monday, “I think you’re also going to 

have a very, very strong economy.” Mr. Dimon added that he expects rising inflation to result in 

higher interest rates over the next nine months, both of which we continue to believe will bolster 

the inexpensive stocks that we hold in our portfolios, shares of which became less expensive last 

week. 



 

We also note that the market selloff spooked more than a few folks,… 



 

…which we view as a positive from a contrarian perspective, especially as it was just a couple of 

weeks ago that pessimism on Main Street hit a multi-year low. 



 

We realize that market volatility tends to increase when investors start to anticipate less 

accommodative Federal Reserve policy, as happened in 2013 with the so-called “Taper 

Tantrum,”… 



 

…and in 2014 when the actual tapering began,… 



 

…but as took place in those two years, we expect stocks to rebound from any short-term 

turbulence in the fullness of time and the recent dip in interest rates and drop in prices makes 

equities more, not less, appealing today than they were a week ago,… 



 

…especially with the robust economy likely to support continued increases in dividends,… 



 

…with the 25 hard-hit names in June detailed below a terrific shopping list, we think, for those 

with cash on the sidelines. 



 

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. 

We also are in the process of posting updated Target Prices to theprudentspeculator.com while 

Jason Clark, Chris Quigley and Zack Tart look at 6 of our companies that either had news out 

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

Investors seemed disappointed with comments early last week by JPMorgan Chase CEO Jamie 

Dimon that the JPM trading department would generate a bit more than $6 billion of revenue in 

the current quarter. This would be some 38% below the same period a year ago-one in which 

pandemic-fueled volatility was a boon for the department. Citigroup (C – $67.61) CFO Mark 

Mason echoed Mr. Dimon’s remarks about trading, suggesting a 30% drop year-over-year. 

Change is also underway at Citi as new CEO Jane Fraser embarks on overhauling the bank’s 

technology suite and risk management protocols, which are expected to elevate expenses in the 

near-term. 

https://theprudentspeculator.com/dashboard/
http://theprudentspeculator.com/


A reduction in trading revenue this year, for both companies, should have been expected given 

lower market volatility versus that of 2020 which drove banner performance for the segment last 

year. By comparison, there have been 28 days with daily S&P 500 returns of greater than 1% or 

less than -1% thus far in 2021 versus 63 of those days in 2020. 

On Wednesday, following the FOMC Meeting, near-term outlooks from CEOs of the country’s 

largest banks were seemingly pitted against that of bond investors as a flattening of the treasury 

yield curve sank the KBW banking index by 6.4% over the preceding five trading days. Of 

course, the future interest-rate climate remains a major unknown, especially as the last two year 

have shown, so we like that the money center banks are positioned well to execute in a variety of 

scenarios. 

Moreover, many banks’ core businesses grew stronger over the past year as they were forced to 

hoard capital and lockdowns improved digital engagement. We note that deposit account 

balances across all U.S. commercial banks have burgeoned roughly 29% from January 2020 

through June 1 of this year according to the Federal Reserve of St. Louis. Recent comments by 

Bank of America (BAC – $38.78) CEO Brian Moynihan’s seemingly bear this out, noting that 

his bank’s customer transaction volumes year-to-date are 20% higher than the same period in 

2019. He further stated, “They’re starting to spend a little of that money…The money’s still 

there and they’re spending as they have opportunities. People got a lot of stimulus money and 

they’ve been spending it.” 

Of course, loan demand and credit card balances in recent months have remained soft, given 

stimulus-fueled consumer liquidity, but ought to eventually pick up steam with real economic 

growth projections of around 7% for the year. Mr. Dimon pointed to the bank’s $500 billion cash 

balance with the expectation for higher yielding opportunities on the horizon, stating, “We do 

expect rates to stay low for a bit longer; the Fed has told us that…But I do expect you are going 

to see higher rates and more inflation.” We continue to like the strong financial position and 

healthy customer base for the banks in our portfolios, which should support capital returns to 

shareholders in the form of share repurchases and increasing dividend payments. We also 

continue to find their valuations quite reasonable, particularly shares of Citi trading at less than 

one times tangible book value. Our Target Prices now stand at JPM: $176; C: $102 and BAC: 

$45. 

Shares of Kroger Co. (KR – $38.75) held up much better than the average stock last week, 

ending slightly in the black as the grocer released Q1 financial results that were better than 

analysts had expected. Kroger delivered $1.19 of earnings per share (27% better than the $0.94 

estimate), but nearly even compared to the same quarter last year when customers rushed to 

stock up on essential items as the world headed into lockdown. Identical sales without fuel have 

grown a cumulative 14.9% since 2019 with digital sales growth of 16% last quarter, on top of the 

92% growth during Q1 of 2020. Management also raised its EPS guidance to between $2.95 to 

$3.10 for the year, up from the $2.75 to $2.95 range given last quarter. 

CEO Rodney McMullen commented, “Kroger is even better positioned to connect with our 

customers than we were prior to the pandemic as a result of our relentless focus on leading with 

fresh and accelerating with digital. I am incredibly proud of our amazing associates who 



continue to be there for our customers, communities, and each other when they need us most and 

who strive to deliver a full, fresh, and friendly experience to every customer, every time. 

Kroger’s strong execution delivered identical sales results in the first quarter that exceeded our 

original expectations. Customers are responding to the investments we have made in digital, as 

evidenced by our triple-digit growth in digital sales since the beginning of 2019. We were 

disciplined in driving costs out of the business and we achieved record growth in Kroger’s 

alternative profit business, demonstrating the power and attractiveness of our long-term model.” 

While competition remains stiff in the grocery space, we like that Kroger continues to remake 

itself and has moved more in the direction of being offensive versus defensive/reactive. As the 

landscape slowly transitions away from COVID (hopefully), inflation appears the next possible 

boogeyman to be dealt with, although we think the firm’s competitive position will allow it to 

pass along additional costs to customers. We like Kroger’s focus on competitive house brands, 

particularly within the fresh category, and appreciate the ballast the stock offers to our portfolio 

through rocky times. KR trades at 13 times NTM adjusted EPS projections and the yield is 1.8%, 

but we would not be surprised to see the payout increased in the coming weeks. The Kroger 

Board also approved a new $1 billion share repurchase program. Our Target Price for KR has 

been lifted to $45. 

System software firm Oracle (ORCL – $76.23) posted adjusted earnings per share of $1.54, 

versus the $1.31 estimate, in fiscal Q4 2021. ORCL had sales of $11.2 billion (vs. $11.0 billion 

est.). Total cloud services and license support revenue was $7.4 billion, up 8% year-over-year 

excluding currency movements, led by strong demand in the Fusion Cloud ERP, Autonomous 

Database and Gen2 OCI cloud businesses. Oracle’s operating margin was 47%, a gain of 245 

basis points (2.45%) from last year and the best result in seven years. 

Chairman and Founder Larry Ellison commented, “Clearly, our strategy to develop cloud 

applications with cloud infrastructure is now beginning to drive top line revenue growth to go 

along with years of consistent double-digit earnings per share growth. Our strategy is as easy to 

explain as it is technically challenging to implement… Our strategy and applications depends on 

Oracle becoming the world’s largest provider of cloud ERP systems. Then building upon that 

strong ERP foundation, we’re going to expand into manufacturing, CRM and industry-specific 

applications. We are successfully executing this strategy. Oracle Fusion and NetSuite are now 

the world’s 2 most popular cloud ERP systems. SAP, the leader in on-premise ERP, never 

rewrote their ERP system for the cloud. This has caused hundreds of customers to abandon SAP 

and migrate to Oracle Fusion ERP. That’s already happened. But over the coming months, 

several more major banks and utilities and a lot of other companies will complete their Oracle 

Fusion implementation projects and go live on Fusion ERP. Oracle is taking massive amounts of 

share away from SAP ERP. It’s crucial to our future.” 

Mr. Ellison concluded, “Our cloud application portfolio is more complete than other apps 

vendors and better integrated because almost all of our applications were developed internally, 

not acquired. Our infrastructure strategy depends on AI technology, specifically, neural networks 

and machine learning, that we use to develop second-generation autonomous cloud services, 

such as the Oracle Autonomous Database, the Oracle Autonomous Linux operating system and 

an array of autonomous cybersecurity defense bots that automatically identify and neutralize 



cyber attacks…Oracle’s autonomous database and other autonomous services eliminate human 

labor. No human labor means no human error or opportunity for human mischief. Autonomy 

makes computer systems and cars much safer and more reliable. The Oracle Autonomous 

Database offers 99.995% availability. That means only a few minutes of downtime a year.” 

CEO Safra Catz offered the outlook: “Total revenues for Q1 are expected to grow from 3% to 

5% in USD and are expected to grow 1% to 3% in constant currency. Cloud service and license 

support revenue growth for Q1 will be about the same as Q4 at 4% in constant currency and then 

climb through the year. As a result of the increased investment in the quarter, non-GAAP EPS in 

USD is expected to grow between 2% and 6% and be between $0.94 and $0.98 in USD. Non-

GAAP EPS growth in constant currency is expected to be anywhere from negative to positive 

2% and be between $0.91 and $0.95 in constant currency. Now my EPS guidance assumes a base 

tax rate of 19%.” 

Oracle repurchased 107 million shares for $8 billion in the quarter, bringing the total number of 

shares bought back over the past year to 329 million for $21 billion. In the past decade, ORCL 

has reduced the shares outstanding by 44%. Shares sport a yield of 1.7%, while the forward P/E 

is under 17 and the free cash flow yield is 6.1%. While we didn’t see anything wrong with the 

earnings report, the stock retreated last week as lofty expectations of some analysts were not met, 

though the total return this year is still some 19%. We remain encouraged by successes despite 

the pandemic upsetting some of the company’s sales process, and we believe that ORCL still has 

the right leadership team in place as the business adapts to a dynamic cloud business. We have 

always liked ORCL’s relentless pursuit of the #1 spot in any competition. Our Target Price has 

been raised to $91. 

Electronic manufacturing services firm Jabil (JBL – $55.66) earned $1.30 per share in Q3 of 

fiscal 2021 (vs. $1.04 est.), a 251% improvement over the same quarter a year ago. Net revenue 

for the period was a record $7.22 billion, an increase of 14% year-over-year. JBL benefitted from 

solid execution and growing demand. Management expects EPS for FY2021 around $5.50 and 

revenue around $29.5 billion. The core operating margin is expected to come in around 4.2% and 

free cash flow should grow by 5% to $630 million. 

CFO Mike Dastoor explained, “In Q3, we saw continued strength, with notable revenue upside 

during the quarter in mobility, cloud, connected devices and semi-cap relative to our plan 90 

days ago. Given the additional revenue, I’m particularly pleased with the strong leverage we 

achieved during the quarter, which enabled us to deliver a solid core operating margin of 3.8%, 

approximately 30 basis points higher than expected. Revenue for our DMS segment was $3.6 

billion, an increase of 21% on a year-over-year basis. The strong year-over-year performance in 

our DMS segment was broad-based, with strength across our connected devices, health care, 

automotive and mobility businesses. Core margins for the segment came in at 3.9%, 140 basis 

points higher than the previous year, an incredible performance by the team. Revenue for our 

EMS segment also came in at $3.6 billion, reflecting strong year-over-year growth in our cloud 

and semi-cap businesses. Core margins for the segment were 3.8%, up 90 basis points over the 

prior year, reflecting solid execution by the team.” 



 

Jabil ended Q3 with cash balances near $1.2 billion and $3.8 billion in available credit facilities 

(plus an additional $2.6 billion outstanding at 3.36% with 6.3 years to maturity). Although JBL 

has a very modest dividend yield just shy of 0.6%, the company repurchased 2.5 million shares 

for $130 million in the quarter. JBL has $124 million left on its buyback program and 

management indicated that the program might get extended beyond 2021. 

JBL gained 2.3% after the report but ended up tumbling nearly 4% on Friday amid a broader 

market pullback. Still, Jabil shares have risen by more than 30% this year, and we like the 

company’s strong execution, diverse business and reasonable valuation. Shares trade for less 

than 10 times forward earnings and analysts expect EPS growth of at least 8% in the upcoming 

three years. We also like the exposure JBL gives us to multi-year tailwinds in Cloud, 5G and the 

electrification of automobiles. Our Target Price has been increased to $67. 
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