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Week in Review – Lots of Seemingly Bad News But Stocks Hold Up 

September – Not so Grand for 93 Years; Not so Bad for the Russell 3000 Value Index for the 

Past 25 Years 

Perspective – Stocks Often Climb a Wall of Worry 

Econ News – Weak Payroll Growth; Other Numbers Not so Bad 

GDP Outlook – Tempered Growth Expectations, But EPS Still Expected to Jump in H2 2021 and 

2022 

Interest Rates – Stocks Attractively Valued on a Relative Basis 

Sentiment – Tons of Money in Low/No-Yielding Fixed Income; Still Little in the Way of 

Excessive Equity Market Optimism 

Stock News – Updates on AVGO & HPE 

Market Review 

The equity markets held up quite well in the latest week, given the continued geopolitical fallout 

from the chaotic (and deadly) pullout of American troops from Afghanistan, the devastation 

inflicted by Hurricane Ida across a wide swath of the U.S. and the continued surge in coronavirus 

cases. 



 

There is no guarantee that investors will continue to maintain their faith in equities as we go 

forward, and we concede that September has not been a great month over the last 93 years,… 



 

…but stocks have been climbing a Wall of Worry, comprised of arguably more troublesome 

bricks than what we are seeing today, since the end of the Great Financial Crisis. 



 

To be sure, we respect that the spread of the Delta variant has put a damper on the economic 

recovery, as the all-important report on payroll creation for August from Uncle Sam came in well 

below expectations on Friday,… 



 

…even as wages rose sharply, while the jobless rate and first-time filings for unemployment 

benefits hit pandemic lows. 



 

No doubt, the near-term economic outlook has been tempered somewhat,… 



 

…but forward looking measures on the health of the factory sector,… 



 

…and the services sector continue to suggest that GDP growth will remain quite healthy. 



 

And we can’t complain too much about a modest reduction in the magnitude of the economic 

rebound from the COVID-19 depths last year, given that the fastest quarterly growth in GDP 

over the past dozen years was 5.2% in Q2 2014 and the average GDP growth tally has been 

2.2%. 



 

Of course, we might expect that it will be more difficult to achieve the terrific growth in 

corporate profits that analysts are projecting over the balance of this year and in 2022,… 



 

…but the valuations on equities in general from an earnings perspective,… 



 

…and from an income perspective remain very attractive,… 



 

…with the metrics on our broadly diversified portfolios of what we believe to be undervalued 

stocks even more appealing. 



 

Certainly, we respect that a forward P/E ratio of 22.3 for the S&P 500 is not cheap by historical 

standards, but one cannot look at equity valuations in a vacuum. After all, there is a big 

difference between what presently is available on Main Street as far as a risk-free rate (the yield 

on a popular money market fund is 3 basis points today) compared to what could have been had 

back in the year 2007 and 2000,… 



 

…and we note that there is more money hibernating in those funds today than there was in either 

of those two periods! 



 

While $4.5 trillion collecting a few pennies of interest illustrates to us that there is hardly 

excessive optimism in the stock market, even more amazing is the $15 trillion of negative 

yielding government debt,… 



 

…where the risk dwarfs the reward and greater fools seem to offer the only hope of not losing 

money, much less losing purchasing power. 



 

Certainly, we remain braced for elevated volatility, but we see plenty of reasons to be optimistic 

about the long-term prospects for stocks and we like, from a contrarian perspective, that our 

preferred AAII weekly Sentiment gauge is still showing more Bears than normal,… 



 

…that the latest real-time Fear & Greed measure is in neutral territory,… 



 

…and mutual and exchange traded fund investors remain enamored with bonds. 



 

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 look at two of our companies that announced quarterly 

earnings last week or that had sufficient news out to warrant a review of their respective Target 

Prices. 

Shares of Broadcom (AVGO – $497.68) gained 1.2% on Friday, following the company’s 

Thursday evening fiscal Q3-estimate-beating financial release. The semiconductor giant earned 

an adjusted $6.96 per share, versus the analyst consensus of $6.85. Revenue was $6.78 billion, 

compared to the projection of $6.76 billion. Revenue rose 16% year-over-year, with 

Semiconductor Solutions up 20% and Infrastructure Software climbing a more modest 4%. 

AVGO benefitted from growth in its 5G infrastructure, broadband and wireless businesses and 

expects the momentum to carry into the fourth quarter. For upcoming quarter, AVGO expects 

https://theprudentspeculator.com/dashboard/


revenue around $7.35 billion and adjusted EBITDA (earnings before interest, taxes, depreciation, 

amortization and non-cash charges) around 61% of revenue. 

CEO Hock Tan commented, “In Q3, demand continued to be strong from hyper cloud and 

service provider customers. Wireless, continuing to have a strong year-on-year compare and 

while enterprise has been on the trajectory of recovery, we believe Q3 is still early in that cycle 

and then enterprise was down year-on-year. On the supply side, we continue to keep our lead 

times stable.” 

Mr. Tan continued, “For Q4, we continue to expect double-digit year-on-year revenue growth in 

broadband, have been seen for the last few quarters. So looking ahead, we see service provide 

those by AT&T, British Telecom and even Deutsche Telekom, deploying in increasing volumes, 

next generation last mile fiber connectivity to homes in the U.S. and globally, multi-year and 

multi-billion dollar investments by this operators. And you need WiFi connectivity for the last 

100ft within the homes. And we lead the global transition to WiFi 6 to date, we expect our strong 

design win momentum for WiFi 6 at US and European operators, will sustain our market 

position into the next generation.” 

After a terrific advance last year and a tough first half of 2021, AVGO shares have finally found 

some momentum, pushing the price gain to around 14% YTD. Although it’s below the S&P 500 

index’s return this year, we think the business remains healthy and analysts expect earnings 

growth around 8% and 5% for 2022 and 2023, respectively. Supply constraints are likely to 

continue, but management is also trying not to overshoot on manufacturing, ending up with 

excess inventory, with Mr. Tan adding, “We can show bigger numbers, but that means we will 

build inventory in the wrong places.” Broadcom is ruthless when it comes to cost discipline, and 

we think the valuation metrics remain inexpensive, including a forward P/E around 16 and a free 

cash flow yield near 7%. We see continued strength in free-cash-flow generation, which should 

be used to further pay down debt and to look for strategic deals. AVGO also sports a very 

generous dividend yield of 2.9%. Our Target Price for AVGO has been boosted to $544. 

Hewlett Packard Enterprise (HPE – $15.48) reported Thursday afternoon fiscal Q3 2021 

earnings per share of $0.47 (vs. $0.42 est.) and revenue of $6.90 billion (vs. $6.93 billion est.). 

The information technology solutions company offered guidance that was below consensus 

estimates. HPE expects $0.44 to $0.52 in adjusted EPS next quarter, compared to the analyst 

estimate range of $0.45 to $0.54. For the full year, adjusted EPS should come in between $1.88 

and $1.96 (estimate range $1.85 to $1.95), while free cash flow should be between $1.5 billion 

and $1.7 billion. HPE shares dropped a couple of percent in after-hours trading on Thursday, but 

closed modestly higher in an otherwise negative market day in actual trading on Friday. 

“We delivered a very impressive Q3 performance, marked by strong order growth, expanded 

margins and record free cash flow,” said CEO Antonio Neri. “I am pleased to see how our 

differentiated portfolio is resonating with the market, and our edge-to-cloud strategy is driving 

improved momentum across our businesses.” 

“The impacts of the pandemic continue to accelerate the shift we predicted years ago to an edge-

centric, cloud-enabled and data-driven world,” he continued. “Now, more than ever, companies 



need secure connectivity, faster insights from data, and a cloud experience everywhere. We 

expect those trends to continue. Digital transformation is no longer a priority but a strategic 

imperative.” 

“We are once again raising our full-year guidance to reflect the continued momentum in the 

demand environment and our strong execution,” added CFO Tarek Robbiati. “This marks the 

fourth increase in our outlook since our Securities Analyst Meeting in October 2020.” 

HPE said it will pay the regular cash dividend of $0.12 on October 6 and is targeting $250 

million of share repurchases in Q4. While overall revenue growth of 3% sequentially was a little 

bit below what we had expected, we continue to think HPE is heading in the right direction. 

True, the company is heavily dependent on corporate and government spending, which can 

change quickly in this environment; however, we think the long-term demand in 5G networking 

and subscription revenue growth potential will remain strong. Shares yield 3.1% and the forward 

P/E is around 8, a figure substantially lower than the rest of the tech sector. Shares have gained 

more than 30% this year and our Target Price has been bumped up to $20. 
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