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Market Review 

As discussed in the December edition of The Prudent Speculator, on Monday, December 6, we 

bought the following for our two real-money newsletter portfolios: 

TPS Portfolio 

105 ManpowerGroup (MAN – $94.53) at $95.5963 

71 Zimmer Biomet (ZBH – $124.49) at $125.94 

Buckingham Portfolio 

131 EnerSys (ENS – $76.49) at $76.3209 

92 Allianz SE (ALIZY – $22.92) at $22.905 

We also added the following to our two hypothetical accounts: 

Millennium Portfolio 

134 Benchmark Electronics (BHE – $25.14) at $25.18 

195 Cardinal Health (CAH – $48.49) at $47.71 

150 Kohl’s (KSS – $51.76) at $50.74 

PruFolio 

573 BASF SE (BASFY – $17.00) at $16.70 

281 Delta Air Lines (DAL – $38.18) at $37.25 

374 World Fuel Services (INT – $27.43) at $26.10 

***** 

Not sure if we can give full credit for the tremendous rebound in stocks last week,… 



 

…to the pessimistic voters the week prior in the American Association of Individual Investors 

Sentiment Survey,… 



 

…many of whom were spooked by the 900-plus-point plunge in the Dow Jones Industrial 

Average on Black Friday. 



 

While rebounds are not always so swift, the markets have quickly provided yet another 

validation of our oft-stated admonition that the secret to success in stocks is not to get scared out 

of them,… 



 

…as, despite occasional and sometimes scary trips south, the long-term trend in stock prices is 

higher. 



 

Certainly, the lack of worse-than-originally-feared developments with Omicron helped matters 

last week,… 



 

…even as history shows that stocks have had some immunity to COVID-19 variants over the 

past 12 months,… 



 

…but some may be surprised by the equity advance, given that the important November 

consumer price index (CPI) inflation reading came in a bit hotter than expected. 



 

To be sure, students of market history understand that equities have proven to be a very good 

inflation hedge, on average, with Value stocks performing extraordinarily well, again on average, 

following CPI levels of 6% or higher. 



 

Sadly, and part of the reason so many investors end up with lousy overall returns over the long 

term,… 



 

…it seems that very few market pundits bother to do much homework to show what has 

happened to stocks when previous instances of the currently disconcerting event have occurred. 



 

Of course, sometimes the supposed experts also forget that it is a market of stocks and not simply 

a stock market as they offer dire warnings that maintaining exposure to richly priced equities 

may be perilous. 



 

This was the case last week when The New York Times featured research from a prominent Wall 

Street strategist who argued that stocks may be in trouble because the big jump in inflation and 

rise in stock prices has pushed the earnings yield on the S&P 500 below zero. 

The last time the S&P 500 had a negative real earnings yield, the Bank of America analysts said, 

was in 2000, before the tech bubble burst. It also happened twice during the stagflation of the 

1970s and ’80s. This year, the S&P 500’s real earnings yield turned negative months ago, but it 

really sank recently as inflation has marched higher. 



 

Given what the returns in the chart above show for Value stocks, we would have no problem 

with history repeating, despite the headline, Corporate Profits are not Keeping up with Inflation, 

a Warning Sign for the Market, served up by the Times. 

Frankly, given where interest rates reside, we think the nominal (actual) earnings yield is a 

positive for equities in general,… 



 

…especially as corporate profits should continue to deliver handsome growth,… 



 

…given relatively favorable economic data,… 



 

…and a robust near-term economic outlook. 



 

True, we must remain braced for more near-term volatility, especially as Federal Reserve Chair 

Jerome H. Powell and his colleagues at the Federal Open Market Committee meet for the final 

time in 2021 this week. Traders will be keen to pick up any signs of a more hawkish or dovish 

tone, but the equity markets seem comfortable with the current expectation of two to three hikes 

in the Federal Funds rate next year. 



 

Some will argue that a less accommodative Fed is a headwind for equities, but the numbers we 

have crunched on interest rate environments should provide some comfort for those who share 

our long-term appreciation for inexpensively priced stocks. Yes, stocks do not perform as well in 

rising rate environments, but Value stocks have had solid returns, on average. 



 

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 six of our stocks that reported 

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

Traders always have their ears to the ground, the expectation being that some little-known or a 

mosaic of well-known information might return improved investment opportunities in advance 

of changing prices. Most popular among these tactics are routine observations of supply chains, 

whereby many try to estimate end-product sales or demand through trends with parts suppliers. 

We suspect few supply chains are followed more closely than those of Apple (AAPL – $179.45), 

and new supply chain reports are always seeming to crop up. Of course, lots of it them are 

inaccurate or are otherwise not meaningful, while sometimes good information conflicts. Such 

was the case over the past two weeks when reports that parts suppliers were seeing reduced 

orders sent AAPL shares plunging, only to watch them recover and then some this past week on 

https://theprudentspeculator.com/dashboard/


word that the company has apparently been telling suppliers to speed up deliveries. It’s hard to 

say which is correct, or both reports might be for reasons other than Apple’s demand changes 

(such as a reallocation between suppliers). 

Of course, the supply chain speculation might be less important than Apple’s legal victory 

against Epic last week. An appeals court placed a stay on an injunction that would have forced 

Apple to start accepting third-party payments on third-party applications on iOS devices 

beginning December 9. The stay, which is not a final and grants more time for the appeals court 

to fully consider the facts of the case, was an important victory for AAPL as it seeks to protect 

high margins for its App Store sales and for in-app purchases. We expect the legal battle will 

continue for many months and it’s possible that the case ends up in front of the Supreme Court 

considering that the stakes are high. 

While the valuation metrics certainly are not inexpensive, the market capitalization is an 

incredible $2.95 trillion and Apple generally remains the largest holding in our accounts, we 

continue to be content to let our remaining ownership ride for the time being, with our Target 

Price having been boosted to $190. 

System software firm Oracle (ORCL – $102.63) posted adjusted earnings per share of $1.21, 

versus the $1.11 estimate, in fiscal Q2 2022. ORCL had sales of $10.36 billion, higher than the 

$10.21 billion estimate. CEO Safra Catz said the “fantastic quarter” can be attributed to a 

strengthening U.S. dollar, ORCL’s differentiated strategy to combine applications and 

infrastructure in the cloud and highly capable second-generation autonomous cloud. Fantastic 

might not be a strong enough adjective as ORCL shares soared more than 15% on Friday in 

response to the results. 

Founder Larry Ellison took a couple of shots at competitors, “In the old days with SAP, 

customers built [new features] themselves. They went out and hired Accenture or somebody else, 

IBM Services when it was IBM Services, to build these features for them. Now the new model is 

— you don’t customize your product. You don’t have to. Give us your list of new features that 

you need, and we’ll build them and put them in the next release. And we can build them faster 

than you can. And you might have to wait 3 months or 4 months or 5 months before you get 

them a new version, but you get them quickly. And we’re the ones that build them. And they’re 

part of the standard product. They are not some customization that you have to maintain forever. 

So they’re not expensive. In fact, they’re free. They come with the product. This is radically 

different than what SAP offers in their — in what they call their cloud product, which I say is not 

a true cloud product because they don’t have new versions every 3 months. They don’t have new 

versions every 3 years in their so-called cloud product. You make all the same modifications you 

used to make by hiring people and customize. That’s not the new model. That’s not how it works 

in a real cloud system. That’s a fundamental — and every time they go in and modify the system, 

what if they make a mistake? What if they have a bug? That’s going to make the system less 

reliable and more expensive, potentially slower. That doesn’t happen with real cloud systems. 

We, the vendor, are responsible for enhancing it and then testing it on a regular cadence and 

responding to their requirements and delivering things to them in months, not years. We’re also 

on schedule to deliver some unprecedented new technology. We — won’t be long before when 

our customers upgrade every 3 months, they upgrade. And sometimes, they’re down for an hour 



or so, and we’re going to — we’re on schedule to deliver 0 downtime upgrades. So it won’t be 

long now when our customers move to the new version. There’ll be no downtime. Nobody else 

has this. Nobody else is working on.” 

Mr. Ellison continued, “Fusion ERP has been around — out for a while, and we are beginning to 

roll up entire industries. We’re adding the features for banking. I think on an earlier quarterly 

call, I said our 2 largest investment strategic industries, going forward, in ERP would be banking 

and health care. Not — maybe not just ERP, but for the company in total will be banking and 

health care, and we’re doing extremely well in those industries. Some of our live banking and 

financial service customers include JPMorgan, Bank of America, Bank of New York Mellon, 

HSBC, State Street, NatWest, Santander, Macquarie… Health care, the other industry I 

identified as being strategic and above the — and on par with banking in terms of the importance 

of our — to our future. So large health care customers include Kaiser, Cleveland Clinic, 

Providence St. Joseph.” 

Mr. Ellison had a “confession to make” at the end of his segment, “We are not on our way to 

building a $20 billion cloud ERP business in 5 years. I think it’s going to be a lot bigger than 

that. Let me explain why. As more and more companies adopt and run Oracle Cloud ERP, I ask 

the question: What does a B2B procurement transaction look like? In other words, how does it 

work when one Oracle Cloud ERP system is talking to another Oracle Cloud ERP system and 

placing an order? We are working in concert with our banking and logistics partners to originate 

purchase financing, products shipped, delivery tracking, invoicing and payments right inside the 

2 transacting Oracle Cloud ERP procurement system. Oracle Cloud ERP will soon bring an 

entirely new level of automation to B2B commerce, one that very much resembles the ease of 

doing business and efficiency of B2C e-commerce. This new ERP automation system, all these 

new capabilities will dramatically simplify our customers’ procurement and supply chain 

processes. And as such, it represents a huge new opportunity for Oracle to grow its cloud ERP 

ecosystem.” 

Ms. Catz discussed the outlook, “I’m going to start by reiterating our expectation that full year 

2022 revenue growth will accelerate from 2021 for all the reasons we’ve already seen so far this 

year. Given the strong performance in the first half, I now expect that we will see full year total 

revenue finish solidly in the mid-single digits, led by cloud revenue growth exiting the year in 

the mid-20s. Cloud is fundamentally a more profitable business compared to on-premise, and I 

expect that our operating margins this year will be the same or better than pre-pandemic levels of 

44%…In Q3, assuming currency exchange rates remain the same as they are now, which we 

have no idea if they will or not, I expect we will see a currency headwind of 3% for revenue and 

$0.05 for EPS in Q3. Total revenue for Q3 is expected to grow between 6% to 8% in constant 

currency and grow between 3% to 5% in USD… [adjusted] EPS for Q3 is expected to grow 

between 2% and 6% in constant currency and be between $1.19 and $1.23 in constant currency.” 

Oracle repurchased 77 million shares for $7 billion in the quarter, bringing the total percentage 

of shares that the company has bought back over the past decade to 47%. The Board of Directors 

added $10 billion to the share repurchase authorization and kept the quarterly dividend at $0.32. 

Thanks to the soaring price, the yield now stands around 1.2%, though the forward P/E is under 

21 and the free cash flow yield is 2.5%. Although the YTD total return on the stock is now above 



60%, we remain excited by ORCL’s best-in-class product offerings. We like founder Larry 

Ellison’s first-place-or-nothing mentality and like Safra Catz’s management of day-to-day 

operations. Having already taken some of our big ORCL winnings off the table, we have hiked 

our Target Price for the remainder of our stake to $111. 

Shares of Broadcom (AVGO – $631.68) soared more than 8% on Friday, following the 

company’s Thursday evening fiscal Q4-estimate-beating financial release. The semiconductor 

giant earned an adjusted $7.81 per share, versus the analyst consensus of $7.77. Revenue was 

$7.41 billion, compared to the projection of $7.36 billion. Revenue rose 15% year-over-year, 

propelled by a rebound in enterprise demand, strong wireless growth and the seasonal boost from 

new smartphones in North America. 

CEO Hock Tan commented, “Our core software business continues to be steady with a focus on 

strategic customers. On the supply side, our lead times remain extended and stable. Inventory in 

our channels and at our customers remains very lean. Accordingly, in Q4, semiconductor 

solutions revenue grew 17% year-on-year to $5.6 billion and with infrastructure software 

revenue growing 8% year-on-year to $1.8 billion. Consolidated net revenue was a record $7.4 

billion, up 15% year-on-year.” 

Mr. Tan continued, “In Q1, semiconductor revenue, excluding wireless is expected to be up 28% 

year-on-year. Wireless is expected to grow flat to low single-digit percentage compared to the 

peak of a year ago. So semiconductor revenue in total is expected to grow 17% year-on-year 

again, and consolidated revenue is expected to grow 14% year-on-year. Sequentially, this will 

drive revenue to grow from $7.4 billion in Q4 to $7.6 billion in Q1. We are very well positioned 

in every one of our franchise markets in fiscal ’22 and beyond. We continue to significantly out-

invest anyone else across our platforms, in switching and routing, offload compute, silicon 

photonics and wireless connectivity to accelerate our next-generation road maps as we continue 

to gain market share.” 

In addition to the favorable Q4 and strong Q1 guidance, Broadcom raised its quarterly dividend 

to $4.10 per share, a hike of 14%, and launched a $10 billion share repurchase program that is 

effective through December 2022. Mr. Tan said the new repurchase program “reflects our 

confidence in the company’s ability to generate strong and sustainable cash flow.” 

Despite stumbling out of the gate, AVGO shares have risen more than 44% this year, thanks to 

the company’s successful efforts under Mr. Tan to diversify and execute. Supply chain issues 

have been every CEO’s go-to excuse this earnings season, and we were happy to hear Mr. Tan 

say lead times are stable, even if they are longer than usual. With Friday’s inflation print, the 

theme is top of mind again. We think supply-demand dynamics will vary by business and those 

that are able to lower the impact and/or manage costs are likely to see both earnings growth and 

multiple expansion for the foreseeable future. We think AVGO fits in that mold, as both earnings 

and multiples have grown this year. Still, AVGO’s metrics remain inexpensive relative to its peer 

group, with a NTM P/E ratio under 20, a 5% free cash flow yield and 2.6% dividend yield. Our 

Target Price has been lifted to $677. 



Shares of Comcast (CMCSA – $48.45) shed over 6% last week as the global media, cable and 

entertainment company’s expected addition of 1.3 million high-speed internet customers for the 

year fell short of analyst expectations for 1.4 million subscribers. This implies just 185,000 of 

new high-speed internet customers for Q4, well below the 538,000 it added in the same quarter a 

year ago. 

Comcast Cable CEO Dave Watson added, “We continue to invest in innovation in the network 

and a real focus around connectivity. And the big drivers during this period continues to be, we 

have multiple growth drivers against a variety of large addressable market areas, so we’re going 

to continue to focus on that. These — the shift towards connectivity continues to improve 

margins, and we’re doing this in a way that, while we’re going to aggressively and appropriately 

invest in our network and innovation, we have stable CapEx intensity, and we expect that to 

continue. And a core part of our go-to-market approach is packaging and taking multiple 

products surrounding broadband with it and really driving down churn. Churn is terrific right 

now. I’ll talk about that in a second. So, when you add all these things up, to give you 

perspective financially where we are for the fourth quarter, we now expect that for EBITDA, 

we’re going to be in the 7% to 8% range for the fourth quarter. When you look at free cash flow, 

we expect free cash flow to be in the low double digits. And so the formula is working. We 

continue to have really consistent, solid performance. 

If feels like déjà vu, given that just a few months ago CFO Michael Cavanaugh threw water on 

seemingly enthusiastic expectations for Q3, when he said that additions would slow in Q3 versus 

the same quarter in 2019, given the strong performance early in the pandemic, but a strong Q4 

would make the six-month comparison about 10% better than the pre-pandemic figure. 

Producing over half of the firm’s total revenue, we note the capital intensive, yet competitively 

advantaged nature of the cable business, and like that management intends to continue investing 

in the quality infrastructure as web access has become an indispensable utility for most. 

Meanwhile, theme park performance continues to improve, and we think NBC media assets will 

be able to remain competitive despite the changing landscape, particularly within sports. 

CMCSA continues to produce substantial cash flow and trades for less than 15 times analysts 

forward earnings estimates. With shares sliding 20% since the end of August, the dividend yield 

is back over 2.0%. Our Target Price is now $65. 

Shares of CVS Health (CVS – $98.86) rallied more than 8% last week, thanks in large part to a 

favorable response to the health care giant’s Investor Day. Management bumped its 2021 EPS 

estimate to at least $8.00 and illustrated its plan to achieve double-digit EPS growth by 2024. 

This effort leans on primary care offered through more than 600 enhanced CVS HealthHub 

locations while co-branded (CVS & Aetna) insurance offerings are expanding to eight new states 

in 2022. Management said it expects between $8.10 and $8.30 of EPS in 2022. 

CVS CEO Karen S. Lynch explained, “Now is the time to undertake our next major evolution 

and capitalize on our role as the leading health solutions company in America by leaning into our 

high-growth foundational businesses and expanding our reach in areas like health services and 

primary care, we have an opportunity to shift care to be more centered around the consumer 

while capturing a meaningfully greater portion of health care spend. Ultimately, this plan is only 



possible with our unique combination of assets which will allow us to lower costs, increase 

access to quality care and improve health outcomes for consumers, patients and members – while 

delivering superior results for shareholders.” 

Although the competitive landscape isn’t getting any less challenging and there seemingly is 

always a regulatory cloud in the operational sky, we think there is plenty of runway ahead to 

improve access to care using CVS’s integrated health care delivery model. We appreciate that 

scale benefits from the Aetna acquisition are starting to show through, with cost savings allowing 

the company to raise its quarterly dividend for the first time since 2017 to $0.55 per share. While 

shares have had a solid run in 2021 (up nearly 45% year-to-date) we continue to find them 

attractive, trading for just 12.4 times NTM adjusted earnings estimates and yielding 2.2% after 

the dividend increase. Our Target Price for CVS has been boosted to $132. 

Uncertainty over the future of current Volkswagen (VWAGY – $31.04) CEO Herbert Diess has 

weighed on shares of the German automaker in the latter half of 2021. A standoff ensued 

between the Porsche-Piëch family (the Volkswagen Group’s largest shareholders) and German 

unions after Mr. Diess’ suggestion in September of a 30,000-person job cut roiled its labor base. 

But Mr. Diess and his backers (including the Porsche-Piëch family) reached an agreement for 

him to stay in his post, while ceding responsibility for the Group’s mass-market brands to VW 

brand chief Ralf Brandstätter. 

The German automaker also has several additional irons in the fire, with chatter of a Porsche 

IPO, the ongoing chip shortage and a possible deal for its battery division making headlines just 

in the past week. Three distinct partnerships were announced to supply materials for the battery 

division, supporting plans to build six large-cell factories with partners across Europe. The unit is 

targeted to reach sales of 20 billion euros by the end of the decade. 

With regard to Porsche, management attributed the news to speculation, but many see the cash 

afforded by a deal as needed to fund the Groups electric vehicle effort. We would not be 

surprised or opposed if a deal comes to fruition. We think the current valuation of the enterprise 

significantly undervalues the sports car maker and have previously written of the luxury brand’s 

significant profitability and cash generation. We think Porsche would command a significant 

multiple if offered independently and note that competitor Ferrari trades at an enterprise value 

multiple of over 40 times operating income expected for 2021! Such a multiple would value 

Porsche well over 100 billion euros. 



 

We continue to like VWAGY’s differentiated brands that target volume (VW, Skoda, Seat), 

premium buyers even without Porsche (Audi, Lamborghini, Bentley), and trucks (MAN, Scania). 

We expect the chip shortages to be resolved in due time (although we have no concrete timeline) 

and we think highly of VW’s electric car future. With plenty of enthusiasm remaining for often-

profitless and even revenue-less stocks in the EV space, we continue to have a liking for value-

priced Volkswagen. Our Target Price for VWAGY is $55. 
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