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Market Review 

With news from the War in Ukraine remaining troubling,… 



 

…the equity markets again endured losses in the latest trading week, though Value again 

trumped Growth in the performance derby, even as there are few medals awarded for losing less 

money. 



 

Interestingly, the supposed-safe-haven of fixed income also came under selling pressure,… 



 

…as spikes in commodity prices and the latest news from Uncle Sam on inflation did not provide 

any comfort to the bond market,… 



 

…with the futures market now suggesting more than six hikes in the Fed Funds rate this year, 

starting with a 25-basis-point increase this week. 



 

Not surprisingly, many pundits are warning that investors should seek shelter from higher 

interest rates, even as nine decades of market history reveal that a rising government bond yield, 

on average, has been more positive for Values stocks than has been a falling yield. True, there 

are only 91 data points and a wide dispersion of returns, so some will argue that it is hard to draw 

any conclusions. Still, it is obvious that an increase in interest rates is not a good thing for 

intermediate- and longer-term bond returns. 



 

We understand that past performance is no guarantee of future returns, but we think it valuable 

for long-term-oriented investors to not believe everything they hear or read. Case in point, the 

financial press has been busy trying to scare readers about the dangers of high inflation, with 

some stories citing what took place between 1965 and 1981 as reason for worry. 



 

Inflation averaged a whopping 7% per annum over those 16 years, but Value stocks, per 

portfolios constructed by Professors Eugene F. Fama and Kenneth R. French, saw returns of 

13.4% PER YEAR over that time span, while those who invested in long-term government 

bonds received a worse return than even the Dow Jones Industrial Average. Certainly, there was 

more volatility in stocks, but equities generally have proven to be a terrific hedge against 

inflation through the years. 



 

***** 

Though the labor situation remains very strong,… 



 

…the War in Ukraine is weighing on small business and consumer sentiment,… 



 

…and there will undoubtedly be fallout for the global and U.S. economies,… 



 

…with some suggesting that a recession could be around the corner, even as corporate profit 

growth still is expected to be robust this year and next. 



 

Clearly, anything can happen, but even if we could predict when the next recession was going to 

begin, we would NOT want to sell our broadly diversified portfolios of what we believe to be 

undervalued stocks, given what has occurred, on average, before and after the start date of the 

previous 15 economic contractions. 



 

Every situation is unique, but we continue to believe that time in the market trumps market 

timing, as the magnitude of the gains during the upswings have dwarfed the losses suffered in the 

downturns, with those who have kept the faith through thick and thin having been handsomely 

rewarded in the fullness of time,… 



 

…despite all of the traumatic events that have taken place over the years. 



 

***** 

The Prudent Speculator turned 45 this weekend! It is a milestone very few investment 

newsletters ever see, and we are grateful to our subscribers and clients for playing the long game 

of value investing with us. We are honored and humbled that Mark Hulbert chose to pen a 

column on the subject, which is available here: https://www.thestreet.com/investing/this-

strategy-has-beaten-the-market-for-45-years. 

https://www.thestreet.com/investing/this-strategy-has-beaten-the-market-for-45-years
https://www.thestreet.com/investing/this-strategy-has-beaten-the-market-for-45-years


 

Given that so many think they can effectively jump in and out of the market, we especially like 

this paragraph in the Hulbert piece: “Long periods of feast and famine, which are endemic to 

value stocks generally, and smaller-cap value stocks in particular, provide a big clue as to why 

the newsletter has been so successful: It’s had the patience and discipline to stick with its value 

focus even during those times when it wasn’t beating the market. Investors would do well to 

cultivate the same patience and discipline themselves.” 



 

Alas, we did have a small bone to pick with Mr. Hulbert in that our portfolios these days are 

skewed much more toward larger-cap stocks, while he asserts that his returns-based analysis on 

the newsletter’s flagship portfolio over the past 42 years most closely correlates with small-caps. 

We always go where the bargains are and after the Lost Decade (2000s) in which Small-Cap 

stocks outperformed Large Caps, we steered our portfolios up the cap spectrum. That doesn’t 

mean that we don’t still like some Small- and Mid-Caps, and we do have quite a few of them on 

our current recommended list,… 



 

…while we did start a managed account strategy several years back dedicated to initial caps of 

$20 billion or less, but the lion’s share of our newsletter and traditional managed account 

holdings are large-cap, and the best benchmark index for our approach has long been the cap-

weighted Russell 3000 Value…which is dominated by Large-Cap stocks. 

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. 

System software firm Oracle (ORCL – $77.82) posted adjusted earnings per share of $1.13, 

versus the $1.18 estimate, in fiscal Q3 2022. ORCL had sales of $10.513 billion, slightly lower 

than the $10.514 billion estimate. Year-over-year and on a constant-currency basis, all of 

ORCL’s business segments reported growth. 

https://theprudentspeculator.com/dashboard/


CEO Safra Catz said, “Total cloud revenues, when annualized, are now $11.2 billion, and they 

grew 26%. I expect the cloud revenue will exit the fiscal year growing in the mid-20s. Total 

cloud services and license support revenues for the quarter were $7.6 billion, up 8% and 

accounted for 73% of total company revenue. GAAP application subscription revenues saw 

record level organic growth of 10% and were $3.2 billion. Fusion apps were up 29%, with 

strategic back-office applications now having annualized revenue of $5.1 billion and growing 

30%, including Fusion ERP, up 35%; and Fusion HCM, up 22%; and NetSuite ERP, up 

29%…We’re committed to returning value to our shareholders through technical innovation, 

strategic acquisitions, stock repurchases and prudent use of debt and the dividend. This quarter, 

we repurchased 7 million shares for a total of 600 million as we reduced the buybacks in advance 

of the purchase of Cerner. We’ve paid out dividends of $3.5 billion over the last 12 months, and 

the Board of Directors again declared a quarterly dividend of $0.32 per share. Our business is 

strong as our fast-growing Cloud business continues to become a larger proportion of the overall 

business.” 

Ms. Catz offered guidance, “Now the U.S. dollar strengthened dramatically in November. And as 

you all know, it was a lot of fluctuations this quarter. But assuming currency exchange rates 

remain the same as they are right now, I expect we will see a currency headwind of 2% to 3% on 

revenue and $0.05 negative for EPS in Q4. Of course, the dollar could easily strengthen from 

here. Total revenue for Q4 is expected to grow between 6% to 8% in constant currency and grow 

between 3% to 5% in USD. Cloud service and license support revenue for Q4 is expected to 

grow between 6% to 8% in constant currency and grow between 4% to 6% in USD. Non-GAAP 

EPS for Q4 is expected to be between $1.40 and $1.44 in constant currency. GAAP EPS is 

expected to be between $1.35 and $1.39 in USD. Now both non-GAAP and GAAP EPS are 

expected to decline year-over-year due to some large investment gains we saw last year as well 

as a very low tax rate last year. It was 10.7%. Both of these masked the strong earnings growth 

and momentum we continue to see out of our core cloud business.” 

The company has/had operations in Russia and Ukraine and commented on the situation, “We 

are working incredibly hard to help our Ukrainian employees and support our customers and 

partners. We have suspended all Oracle operations in Russia, and we did so well over a week 

ago.” Ms. Catz did not indicate that the percentage of revenue from Russia or Ukraine was 

significant, and the financial filings do not list the region or the countries separately. 

Before ORCL management could share their thoughts, shares plunged in after-hours trading on 

Thursday. Happily, the course was reversed on Friday and the stock finished with a gain in an 

otherwise down market. The company’s full-year revenue guidance range of 3% to 5% was 

unchanged from December’s update and the very small miss on the top- and bottom-lines seems 

to have caused some folks to dump their shares at a discount. Oracle shares have retreated 10% 

this year, roughly in line with the S&P 500 index and better than the S&P 500 Info Tech index’s 

-17% return. The yield now stands around 1.6%, with a forward P/E under 16 and a free cash 

flow yield around 3%. We remain excited by ORCL’s best-in-class product offerings. We also 

like founder Larry Ellison’s first-place-or-nothing mentality and like Safra Catz’s management 

of day-to-day operations. Our Target Price has been inched up to $111. 



Comments by Seagate Technology PLC (STX – $87.33) CEO Dave Mosley at the Morgan 

Stanley Technology, Media and Telecom Conference on March 8 sent shares retreating. Even 

though Mr. Mosley was broadly positive on the data-storage provider’s business, he expressed 

concern that results might come in on the low end of guidance. 

Mr. Mosley said, “We saw a demand pull in [pre-2020], and then the reality of the demand 

situation for our customers came through. Calendar year ’20 was dramatically impacted by 

demand downswing. Then calendar year ’21 for us was great. The reason was because we saw 

massive adoption of mass capacity data solutions. It’s just a big swing. I don’t know that 

cyclicality really even applied during Covid because the locality of the data was changing and so 

on. We had 18% revenue growth, ’21 over ’20. Our free cash flow is up 40%. As we entered 

2022, we talked six months ago about how this quarter would be a little bit slow, but the cloud 

just keeps coming. Mass capacity solutions just keep coming. We still really see that there’s 

some tactical issues that we’re going through this quarter. I don’t know that it’s cyclicality in the 

mass capacity markets but VIA in particular, is pretty disruptive.” 

Mr. Mosley continued, “And some of that was — it’s always kind of opaque, seen through 

certain parts of the Chinese New Year and what those investments are. We, in our guidance 

ranges, we’re still good for the ranges, but we do think we’re going to be at the lower end of the 

ranges, just to be completely transparent. The market is turning back on, though, in China, and 

that’s good. There are some other things going on in the world, which I’m sure you’ll ask about. 

I think the linearity’s poor this quarter like it usually is in a Q3 for us. I don’t think it’s the same 

kind of cyclicality or seasonality, if you will, that we saw back in the PC days because it’s not 

really coupled to PC. We do think that things are coming back. Whatever we’re going through 

right now is very transitory. We’ll get back on the mass capacity horse here pretty soon. So all 

the guidance that we gave for fiscal year revenue growth and calendar year revenue growth still 

holds.” 

Seagate’s full-year guidance is unchanged, as are our longer-term targets, but the potential 

disruption in fiscal Q3 evidently irked some investors. Shares are down by nearly a quarter from 

the high on January 4, which we think is excessive for comments that were broadly positive. We 

think the company’s valuation metrics are very reasonable (now even more reasonable), 

especially for a technology stock. Storage has historically been a very volatile industry, with 

booms, busts and M&A volume. Yet, in the recent past, STX and its competitors have leaned 

towards a storage commodity model with relatively stable revenue and growing earnings power 

driven by volume. The strength in cloud application demand shows no signs of letting up and we 

remain optimistic on STX’s future. The forward P/E is less than 10 and the dividend yield is now 

3.2%. Our Target Price is $131. 

Although we wrote about Big Lots (BIG – $33.20) last week following the discount retailer’s 

latest quarterly financial results, we thought it appropriate to reiterate our patience and optimism 

about its long-term prospects following the shares suffering an additional analyst downgrade last 

week and falling 12% more after the company presented at a Consumer and Retail Technology 

conference. 



Traders seemingly didn’t like the company’s focus on opening 500 net new stores over the next 

five years (with the expanded capex hurting margins and profits) and had concerns over the 

current state of the average Big Lot consumer and whether too much demand at the store was 

drawn forward over the past year or so as government stimulus flowed during a large portion of 

the pandemic before ending this year. 

That considered, we still believe BIG shares are a true bargain and we liked what the company 

talked about during the Conference: moving into higher margin lines such as luggage and higher-

end appliances, strategies to mitigate shrink, including the use of needle tagging and wheel-

locking carts, next-generation furniture sales strategies, the fact that supply chain constraints will 

eventually loosen, additional focus on food and consumables and key investments in distribution 

centers and marketing. Even with near-term expanded capex, BIG expects to continue to 

generate expanding free cash flow and will continue to proactively repurchase its shares. 

Considering competition and BIG’s competitive position, Chief Merchandising Officer Jack 

Pestello offered, “I think we’re positioned really well. I mean you think about — I mentioned 

this earlier with Big Lots. We have a really nice size, easily accessible box. We’re a limited 

assortment retailer that has a wide range of assorted goods. And so as we saw through Covid, we 

needed to lean on food and consumables a little bit more and Furniture and Seasonal one out. But 

customers love our furniture selection and our seasonal selection, and they love the offer they 

can get in Hard Home and Soft Home, and consumables, apparel, food all complement that. 

We’re a value retailer…So it’s going to get tougher for customers. As fuel prices go up and the 

economy gets harder, we get to a more stabilized environment. They’re going to look to how do 

they stretch their dollar and how do they shop smarter, and we think we’re really well positioned 

to be able to do that.” 

We remain patient for supply chain issues to eventually subside and expect store traffic to return 

as consumer behavior normalizes. The thrill of finding a solid bargain is timeless and ought to 

keep BIG’s long-term earnings power intact for the foreseeable future, especially as inflation 

continues to rear its ugly head. BIG shares today trade for a forward-earnings multiple below 7. 

In December, the company announced a $250 million share repurchase authorization, and it 

didn’t take long to put some of it to work as the firm bought back $91 million worth of shares. 

The $159 million remaining represents more than 15% of the current BIG market cap. The 

dividend is an attractive 3.6% and our Target Price now resides at $73. 

Deutsche Post AG (DPSGY – $46.42) earned EUR 1.19 per share in fiscal Q4 2021 (vs. EUR 

1.17 est.). The German letter and parcel carrier had total revenue of EUR 23.4 billion, versus the 

EUR 21.6 billion estimate. Shares rebounded on the announcement, though they and most 

European stocks have been hit very hard by the War in Ukraine. DPSGY reported EBIT 

improvement of 13% year-over-year and Express revenue grew 21% year-over-year to EUR 6.86 

billion. Management hiked the dividend from EUR 1.35 per share to EUR 1.80 per share, though 

the amount that is received by DPSGY shareholders will be reduced by customary taxes, 

resulting in a net yield around 2.8%. The board also launched a new share buyback program in 

the amount of EUR 2 billion (the company’s market capitalization in euros is 52 billion). 



CFO Melanie Kreis discussed the War as it relates to Deutsche Post, “I want to point out that the 

direct exposure we have with our businesses to Russia, the Ukraine and Belarus is relatively 

limited. It’s less than 1% of our group revenue. So in terms of direct impact, it is limited. The big 

question, which I’m sure we’re going to discuss in much more detail is what is that going to 

mean for the global economy as a whole? I think what we can say is that prior to the start of the 

war in the Ukraine, the global economy was on a good recovery path.” 

Ms. Kreis touched on the company’s guidance, which includes free cash flow between EUR3.6 

billion +/- 5%, “We are confident that we are not only going to stay on the new flying altitude, 

but that we will incrementally go up from here to around EUR 8.5 billion EBIT in 2024 with the 

accompanying cash flow, as indicated in the accumulated free cash flow guidance. And whilst 

continuing to invest but in a very controlled way.” 

CEO Dr. Frank Appel commented, “We have seen a significant growth in e-commerce, which 

we believe midterm, long-term will be sustained. And on that base, we will grow despite that we 

might see some short-term impacts from the war. Thirdly, digitalization will play and has played 

an important role to improve our performance. And finally, we think that the ESG road map we 

put in place, I think, is spot on and exactly ticking the right things going forward, and we want to 

be there… Overall, the portfolio is very balanced, has plenty of opportunity, and that makes us 

confident that we really can deliver against our 2022 targets and beyond. As we outlined not 

knowing what really the GDP have will happen depending on what will happen in the next 

weeks and, of course, not knowing what it means for the market. We have positive and negative 

impacts potentially on our P&L. And that has led to the saying, yes, we are, at the moment, some 

more confident, if not completely disasters for the world economy are happening that we can 

deliver what we have promised.” 

From what we’ve seen thus far, the direct impacts on DPSGY from the War in Ukraine are very 

manageable, especially given that the stock has sold off more than 25% this year. The wildcard is 

that it’s difficult to handicap the second- and third-order effects, including rising fuel costs, new 

supply chain disruptions and miscellaneous geopolitical risks. We expect companies without a 

lot of free cash flow will need to cut some corners in the near term, but generally we think stock 

prices have overreacted to short-term issues. Even though we swapped DPSGY for FedEx (FDX 

– $213.18) back in September in TPS Portfolio, we hold DPSGY in our dividend-oriented 

managed account strategy and continue to appreciate the high yield, growth potential and 

reasonable valuation. Our Target Price is $82. 

German automaker Volkswagen Group (VWAGY – $22.08) reported annual results for 2021 

via press release. The earnings call will not take place until March 15. The release stated, “Due 

to the global semiconductor shortages, vehicle sales of the Volkswagen Group in 2021 declined 

by 6.3 percent to 8.6 million. However, the successful e-offensive continued to pick up speed 

with global deliveries of battery-electric vehicles (BEVs) almost doubled to 452,900 units.” 

It continued, “A better mix and favorable pricing were the key drivers for an improved revenue 

quality. As a consequence, sales revenue outperformed the reduced vehicle sales and was up 12.3 

percent to EUR 250.2 (222.9) billion. The Volkswagen Group achieved a solid profit and margin 

despite having sold some 2.4 million vehicles less compared to 2019. Operating profit before 



special items almost doubled vs. prior year to EUR 20.0 (10.6) billion, which translates to an 

operating return on sales before special items of 8.0 (4.8) percent. The Volkswagen Group’s 

earnings before tax increased by 72.5 percent to EUR 20.1 (11.7) billion. The return on sales 

before tax came in at 8.0 (5.2) percent. The earnings after tax went up 74.8 percent to EUR 15.4 

(8.8) billion.” 

The company’s outlook was mixed, “The Volkswagen Group anticipates that, given the 

continuing challenging market conditions, deliveries to customers in 2022 will be 5 percent to 10 

percent up on the previous year. This assumes that the Covid-19 pandemic will not flare up again 

and that shortages of intermediate products and commodities will become less intense. The 2022 

fiscal year will continue to be affected by shortfalls in supply due to the structural shortage of 

semiconductors. The supply of semiconductors is anticipated to improve in the second half of the 

year, compared with the first half. The Volkswagen Group expects the sales revenue to be 8 

percent to 13 percent higher than the prior-year figure. In terms of operating result for the Group, 

an operating return on sales in the range of 7.0 percent to 8.5 percent in 2022 is forecasted.” 

VW has shut down production in Russia and stopped sales. The company said, “Our guidance is 

subject to the further development of the war in Ukraine and in particular the impact on the 

Group’s supply chains and the global economy as a whole. At the time of preparing this outlook, 

there is a risk that the latest developments in the war in Ukraine will have a negative impact on 

the Volkswagen Group’s business. This may also result from bottlenecks in the supply chain. At 

the present time, it is not yet possible to conclusively assess the specific effects. Nor is it possible 

at this stage to predict with sufficient certainty to what extent a potential further escalation of the 

war in Ukraine will impact on the global economy and growth in the industry in fiscal year 

2022.” 

We also note that after catching fire on February 16, a ship carrying 4,000 Volkswagen Group 

cars finally sunk off the coast of Portugal’s Azores Islands on March 1. Apparently, the manifest 

mainly included Audis, although Porsches, Volkswagens, Bentleys and Lamborghinis were also 

onboard. As we understand it, the shipment was insured. 

All of the near-term uncertainty has led us to trim our Target Price for VWAGY to $45, though 

we retain our long-term optimism for the shares. 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. 

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. 

 


