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Market Review 

The equity market roller coaster accelerated into high gear last week with big moves in both 

directions, sometimes on the same day,… 

https://theprudentspeculator.com/issue/2021/
https://theprudentspeculator.com/sale-buy/2021/
https://theprudentspeculator.com/commentary/2021/12/


 

…providing another reminder that volatility is something that investors have to endure in the 

pursuit of superior long-term returns,… 



 

…with disconcerting downturns happening nearly every year. 



 

Of course, the major market averages still are showing terrific returns for 2021, even as the 

COVID-19 battle is far from over, with Johns Hopkins reporting more than 5.25 million 

cumulative deaths globally from the virus, 788,000 of those in the U.S., and the new Omicron 

Variant of Concern emerging Thanksgiving week. 



 

To be sure, plenty of unknowns remain around Omicron, so we understand near-term investor 

anxiety, but the latest news would suggest that some of the worst fears might not come to 

fruition,… 



 

…while in the fullness of time stocks historically have had strong resistance to viral concerns. 



 

That does not mean that COVID-19 worries will dissipate any time soon, but the latest 

projections from the Organisation for Economic Co-operation and Development out last week 

for global and domestic GDP growth were still healthy,… 



 

…while the latest U.S. economic numbers were very good in regard to the outlook for the 

manufacturing sector,… 



 

…and services sector. 



 

True, the number of jobs created last month came in below estimates,… 



 

…but the unemployment and labor participation rate figures were surprisingly good,… 



 

…as were the even-more-recent tallies related to weekly jobless claims,… 



 

…with the Atlanta Fed’s forecast for Q4 U.S. GDP growth continuing to climb,… 



 

…and Federal Reserve Chair Jerome H. Powell stating on Capitol Hill last week: 

The economy has continued to strengthen. The rise in Delta variant cases temporarily slowed 

progress this past summer, restraining previously rapid growth in household and business 

spending, intensifying supply chain disruptions, and, in some cases, keeping people from 

returning to work or looking for a job. Fiscal and monetary policy and the healthy financial 

positions of households and businesses continue to support aggregate demand. Recent data 

suggest that the post-September decline in cases corresponded to a pickup in economic growth. 

Gross domestic product appears on track to grow about 5 percent in 2021, the fastest pace in 

many years. 

***** 

Mr. Powell’s remarks in Washington also included comments on inflation,… 

Pandemic-related supply and demand imbalances have contributed to notable price increases in 

some areas. Supply chain problems have made it difficult for producers to meet strong demand, 

particularly for goods. Increases in energy prices and rents are also pushing inflation upward. 

As a result, overall inflation is running well above our 2 percent longer-run goal, with the price 

index for personal consumption expenditures up 5 percent over the 12 months ending in October. 



Most forecasters, including at the Fed, continue to expect that inflation will move down 

significantly over the next year as supply and demand imbalances abate. It is difficult to predict 

the persistence and effects of supply constraints, but it now appears that factors pushing inflation 

upward will linger well into next year. In addition, with the rapid improvement in the labor 

market, slack is diminishing, and wages are rising at a brisk pace. 

…with a high consumer price index another perceived headwind for stocks that does not stand 

up to historical scrutiny. 

 

Still, the Chair’s suggestion that the pace of the Fed’s reduction of its monthly bond purchases 

might be hastened seemingly caused some equity market consternation. Time will tell how 

stocks will react to a less accommodative Federal Reserve, but it was somewhat perplexing, 

given that a major market participant may be cutting its buying, to see investors clamoring to buy 

longer-term U.S. Treasuries last week, sending the yield on the 10-year sharply lower… 



 

…especially considering what happened to the benchmark interest rate (and Value stocks) during 

the previous Fed Tapering in 2013/2014. 



 

Despite the sensational gains for stocks back then, there were some hiccups along the way 

(which the media dubbed a Taper Tantrum) when Ben Bernanke’s Fed threatened to slow the 

pace of its bond buying,… 



 

…and when Janet Yellen’s Fed initiated the actual reduction. 



 

Obviously, we would love another equity market Taper Tantrum on par with that two-year 

period, but we know that history doesn’t always repeat, even as if often rhymes. And speaking of 

rhyming, we also like that market turmoil of late has soured the sentiment of many folks on Main 

Street, with the latest AAII Bull-Bear numbers flashing a contrarian buy signal! 



 

More importantly, we like that corporate profits are likely to continue to show superb growth 

into 2022,… 



 

…while historically low interest rates remain highly supportive of equities and the yields they 

offer,… 



 

…and valuations for our portfolios continue to be very attractive. 



 

We suspect that markets will remain volatile as new Omicron and Federal Reserve news comes 

out, but we think that those who share our long-term time horizon should stay the course with 

existing investments and even consider putting sidelined money to work. The latter in mind, 

we’ll close with a listing of two baker’s dozens of stocks that might be timely as the selloff over 

the last three weeks did not lower all boats equally. 



 

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 offer updates on five of our stocks that reported 

quarterly results last week or had news out worthy of mention. 

Big Lots (BIG – $45.95) reported fiscal Q3 results on Friday morning before the equity markets 

opened. Shares ended the day up more than 5%, even as the lead story from Bloomberg that 

morning told us that the stock was down 6% in pre-market trading. BIG posted revenue that was 

generally in line with expectations ($1.34 billion vs. $1.32 billion),while the adjusted EPS loss of 

$0.14 beat the consensus analyst estimate of a loss of $0.15. 

CEO Bruce Thorn commented, “We are pleased to have delivered the quarter in line with our 

guidance, and to have sustained double-digit two-year comps despite supply chain challenges 

and the expiration of stimulus benefits. Our absolute focus coming into Q4 has been to position 
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ourselves appropriately with inventory and deliver an excellent Holiday for our customers, and 

our fourth quarter is off to a strong start with November comps up 10% on a two-year basis, 

including record Thanksgiving and Black Friday week sales. Supply chain challenges will 

continue in the near-term, but we are aggressively managing through them by partnering closely 

with our manufacturing and transportation partners, strategically prioritizing receipts, creating 

new capacity with our forward distribution centers and DC by-pass program, and ensuring we 

are competitive in recruiting and retaining DC associates. In addition, we have taken pricing 

actions and will continue to do so in response to volatile supply chain costs, while continuing to 

deliver great value for our customers.” 

Mr. Thorn continued, “Looking forward, we expect to post a new record sales year in 2022, and 

we have ever-increasing confidence that our key growth drivers under Operation North Star – 

materially growing merchandise productivity, accelerating new store growth, and continuing to 

ramp up our ecommerce capabilities – represent a huge white space opportunity for us. In 

addition, we expect to see gross margin expansion in 2022 driven by promotional and pricing 

optimization, the deployment of new planning capabilities, and favorable mix effects. As we 

look towards closing out 2021 and beginning a new year, we are primed, pumped and laser 

focused on being the best destination home discount store.” 

Commenting on the new $250 million share repurchase authorization announcement, Mr. Thorn 

added, “Returning capital to shareholders is a key component of our long-term value creation 

model. We are pleased to have this new repurchase authorization in place, alongside our 

continuing quarterly dividend, and that we can deliver capital return while continuing to invest in 

our high-return internal growth strategies.” The authorization represents more than 16% of BIG’s 

current market capitalization. 

For fiscal Q4, the company expects to report diluted earnings per share in the range of $2.05 to 

$2.20, based on a slightly positive comparable sales increase, which equates to a high-single-

digit two-year comparable sales advance. The impact of freight headwinds for the full year is 

expected to result in a 120-basis-point decline in gross margin compared to last year. The 

company now expects full year diluted earnings per share in the range of $5.70 to $5.85. Yes, 

that EPS forecast is accurate and may explain why the stock rose Friday, given that the shares are 

still off some 37% from their high set six months ago. 

Needless to say. BIG remains inexpensive at less than 9 times NTM expected adjusted EPS. The 

balance sheet continues to be in good shape and the outstanding share count has dwindled, even 

as management continues to invest to improve and evolve. The dividend yield is now 2.6% and 

our Target Price remains $81. 

After retreating for the first part of the week, shares of Kroger Co. (KR – $43.43) sharply 

rebounded to end the week slightly higher, thanks to a strong fiscal Q3 financial release. The 

grocer earned $0.78 per share, more than 16% better than the consensus analyst estimate. 

Revenue for the period came in at $31.86 billion, 2% better than the average forecast of $31.18 

billion. Same store sales ex-fuel grew 3.1% versus the same period a year ago and rose 14.1% on 

a two-year-stack basis. 



CEO Rodney McMullen commented, “Kroger’s strategy to lead with fresh and accelerate with 

digital continues to connect with our customers. Our agility, and the commitment from our 

amazing associates, is allowing us to navigate current labor and supply chain conditions and 

provide the freshest food at affordable prices across our store and digital ecosystem. Our focus 

on execution, combined with our continued discipline in balancing investments in our associates 

and customers with exceptional cost management, and growth in our alternative profit business 

allowed us to exceed internal expectations and deliver strong sales and earnings growth. Across 

all aspects of our business, we are innovating and executing with speed against the key initiatives 

that are transforming our business. Kroger is in a position of strength. We are committed to 

delivering for our associates, customers, and communities, and we remain confident in our 

ability to deliver total shareholder returns of 8% to 11% over time.” 

CFO Gary Millerchip added, “Driven by the momentum in our third quarter results and sustained 

food at home trends, we are raising our full-year guidance. We now expect our two-year 

identical sales stack to be in the range of 13.7% to 13.9%. We expect our adjusted net earnings 

per diluted share to be in the range of $3.40 to $3.50…Kroger is executing against its key 

financial and operational initiatives and continues to invest in strategic priorities that will drive 

attractive and sustainable total shareholder returns. We believe our business is emerging stronger 

through the pandemic and is well positioned to grow beyond 2021.” 

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. Kroger 

has developed a competitive portfolio of house brands, particularly within the fresh category, and 

we appreciate the ballast that the stock has offered our portfolio through rocky times. KR trades 

at 12.6 times NTM adjusted EPS projections and now yields 1.9%. The company repurchased 

$297 million of its stock in the quarter and year-to-date has bought back $1 billion of shares. As 

of the end of the third quarter, $511 million remains outstanding under the current authorization 

announced in June. Our Target Price for KR has been lifted to $53. 

The transition to electrically powered vehicles, uncertainty related to the coronavirus, and a 

shortage of semiconductors have been just a few areas of concern for auto manufacturers in 

2021. But General Motors (GM – $59.71) provided signs of relief on the chip front last week in 

a virtual meeting with analysts. CFO Paul Jacobson suggested that he had reason to think the 

supply of semiconductors would improve throughout the next year, benefitting results 

particularly in the latter half of 2022. 

He stated, “Obviously, there’s some winds of caution out there with the Omicron variant that 

we’re all watching very, very closely. But I’m pleased to say that we’ve experienced a little bit 

of favorability on costs and volumes have been trending higher than we expected them to be, 

primarily on chip availability just from what we’ve seen just a few weeks ago…Our fourth 

quarter is coming in stronger than where we expected to be just a month ago. And we now see 

our full year EBIT adjusted in the sort of $14 billion-ish range, higher than our previous outlook 

of the high end of our $11.5 billion to $13.5 billion range. So really, really pleased to report that 

today. And all signs are pointing to good trends in the business.” 



GM also continues to develop partnerships with suppliers necessary to scale its battery 

production, announcing a joint venture with South Korean chemical company Posco. GM’s head 

of global product development and supply chain said the company is scouting locations for a 

new plant that will supply four battery cell factories in North America. 

Consistent with our thoughts after Q3 earnings back in October, we continue to like GM and 

believe that the company’s move away from sedans and towards trucks and SUVs was important 

and supplies the huge amounts of cash flow required to launch more than 30 EVs in the very near 

term. The pivot to EVs has been impressively swift across the entire industry (after a slow start) 

and we think it’ll prove valuable for a multitude of reasons. The valuation for GM remains very 

compelling (less than 10 times NTM EPS), despite a share price that is up 40% this year, given 

the latest bump to respective consensus EPS estimates for 2021 and 2022 to $6.65 and $6.78. 

Our Target Price for GM is now $81. 

Shares of Hewlett Packard Enterprise (HPE – $15.17) held on to a 4.5% gain amid a 

tumultuous week of trading as the firm released fiscal Q4 financial results that beat analyst 

estimates. The enterprise storage and networking concern earned $0.52 in Q4 (versus $0.48 est), 

bringing the full-year number to $1.96, up 45% from the prior-year. While still a small 

percentage of the total, HPE’s recurring service revenue continues to grow, up from $649 million 

in Q1 to $796 million in Q4. The company used a good chunk of the $2.2 billion of cash net of 

tax received from Oracle’s satisfaction of the judgment in the Itanium litigation to redeem $1 

billion of notes scheduled to mature in 2024. 

CEO Antonio Nerii commented, “HPE ended fiscal year 2021 with record demand for our edge-

to-cloud portfolio, and we are well positioned to capitalize on the significant opportunity in front 

of us. In 2021, we accelerated our pivot to as a service, strengthened our core capabilities, and 

invested in bold innovation in high-growth segments. As our customers continue to demand 

greater connectivity, access to solutions that allow them to extract value from their data no 

matter where it lives, and a cloud-everywhere experience, HPE is poised to accelerate our market 

leadership and provide strong shareholder returns.” 

Mr. Neri added, “HPE executed with discipline and exceeded all of our key financial targets in 

FY21,” and CFO Tarek Robbiati said, “The demand environment has been incredibly strong and 

accelerated in the second half of the year, which gives us important momentum headed into next 

year. We are operating with greater focus and more agility and are well positioned to deliver 

against our FY22 outlook.” 

This outlook assumes non-GAAP diluted net EPS in the range of $1.96 to $2.10, free cash flow 

guidance in the range of $1.8 to $2.0 billion, and a return of at least $500 million to shareholders 

in the form of share buybacks in fiscal 2022. Nevertheless, management expects a backloaded 

year, given supply chain headwinds that are anticipated to last into the first half. 

While still in the relatively early innings of HPE’s transformation, we appreciate the progress 

and the direction the firm is headed, with as-a-service orders growing 61% year-over-year and 

HPE GreenLake orders increasing 46% year-over-year. Despite the 25% price return over the 



past year, shares trade for 7.5 times NTM estimated EPS and offer a rich dividend yield of 3.2%. 

Our Target Price has been hiked to $21. 

NetApp (NTAP – $90.05) earnings per share grew 22% year-over-year to $1.28 in fiscal Q2 

ended October. Revenue rose 11% to $1.57 billion as the Hybrid Cloud (NTAP’s main business) 

and Public Cloud (about 10% of revenue) segments grew 8% and 85%, respectively. In Hybrid 

Cloud, sales of all-flash arrays (which now represent 30% of the installed base) reached a record-

high annualized run rate of $3.1 billion, an increase of 22% year-on-year. The firm saw further 

integrations with AWS and Microsoft’s Azure and will provide storage infrastructure for 

Google’s customer-owned data centers and colocation facilities. 

CEO George Kurian stated, “We now have fully integrated services with all the major public 

cloud providers to give organizations the benefits of our storage and data management expertise 

and experience, no matter which cloud they choose. We have deepened each partnership and co-

engineered services directly with the cloud providers, enabling their customers to buy directly 

from them. This level of integration streamlines purchasing, billing operations and support, and 

eliminates the complexity of additional contracts, product installations or patching. Importantly, 

for NetApp, these partnerships create a new and massive go-to-market growth engine as 3 of the 

largest and most innovative companies in the world are reselling our technology. Each of these 

announcements represent years of hard work, partnership and continuous innovation, bringing 

ONTAP to the cloud at cloud speed and represents the opportunity for continued expansion. 

We’re now the first and only storage environment that’s natively integrated into each of the 

major public cloud providers.” 

For all of fiscal ’22, management expects gross margin to be approximately 68%, operating 

margins between 23% to 24%, and an increased range of EPS guidance to between $4.90 and 

$5.10. The latter would represent 23% year-over-year growth at the midpoint. 

NetApp bills itself as the “data authority for the hybrid cloud.” That is, NTAP’s products work as 

a neutral platform between any number of cloud vendors and on-premise environments. The 

company is #1 (according to Gartner) in general-purpose disk arrays and solid-state arrays, and 

calls Cisco, Microsoft, Oracle, VMWare, SAP, Citrix, Red Hat, IBM, Infosys, AWS and BMC 

among its partners. We think that NTAP’s commodity hardware (i.e. non-proprietary) and 

proprietary software model remains attractive, especially as long-term market growth requires 

significant off-premise and hybrid cloud investments. Following a challenging calendar 2020, 

performance has strengthened throughout the current year, and the company’s share price 

trajectory reflects that success. 

We appreciate the exposure to the secular growth of public cloud, and its history of returning 

cash shareholders. The dividend has been increased at a rapid rate since initiation (in 2013) and 

the stock now yields 2.2%, while the company has repurchased over 38% of its outstanding 

shares over the past decade. Our Target Price has been boosted to $103. 

Kovitz Investment Group Partners, LLC (“Kovitz”) is an investment adviser registered with the Securities and Exchange 

Commission. This report should only be considered as a tool in any investment decision matrix and should not be used by itself to 

make investment decisions. Opinions expressed are only our current opinions or our opinions on the posting date. Any graphs, 

data, or information in this publication are considered reliably sourced, but no representation is made that it is accurate or 



complete and should not be relied upon as such. This information is subject to change without notice at any time, based on 

market and other conditions. Past performance is not indicative of future results, which may vary. 

 


