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Market Review 

The April edition of The Prudent Speculator was emailed on Friday evening. As we discussed in 

our Editor’s Note,  we suspect that casual market watchers are likely surprised that stocks have 

held up as well as they have, especially considering the sizable (for bonds) red ink in fixed 

income,… 



 

…and the ongoing war in Ukraine,… 



 

…that has driven commodity prices sharply higher, contributing to continued high readings on 

measures of inflation, including the announcement last week of a 5.4% increase in the Personal 

Consumption Expenditure, the Federal Reserve’s preferred price gauge. 



 

Of course, the spike in the consumer price index (CPI) was even greater in February, soaring 

7.9% and prompting many in the financial press to warn about the supposed risk to equities from 

high inflation, despite what the historical evidence shows dating back to both 1957 and 1927. 



 

Certainly, there are some scary declines in the return numbers displayed in the chart above, so 

there is never any guarantee that history will repeat. Still, we endeavor to provide real-world 

analytics, lest our readers succumb to the siren songs of the purveyors of gloom and doom. After 

all, many supposed market experts have perpetuated the myth that rising interest rates are bad for 

stocks,… 



 

…or that the fact that the Federal Reserve is now tightening monetary policy is somehow a sell 

signal. 



 

Last week, the yield-curve-inversion bogeyman made an appearance when the yield on the 10-

Year U.S. Treasury fell below that of the 2-Year, with the pundits arguing that a recession is now 

in the cards. True, there are only nine data points in the table below, but one could easily argue 

that the 10/2 Inversion is a major buy signal for equities,… 



 

…while other statistical work involving Treasury yields suggests that the chance of recession 

actually is lower  today than normal. 



 

To be sure, nobody knows what the future will bring, while even if one could predict the 

economic numbers, there is no way of knowing how the stock market might respond to the data. 

For example, stocks fell last week the day that Q4 GDP Growth was revised down by 0.1% to an 

incredibly strong reading of 6.9%, as at least one market strategist argued that this now three-

month-old statistic suggests that the economy is in for a rough patch. 



 

No doubt, economic growth is more challenged today, even as the prognosis for the Q1 GDP 

figure improved last week versus the week prior,… 



 

…with strong readings on the jobs market,… 



 

…capped off by a very good labor report for the month of March,… 



 

…that featured the best tallies since the start of the pandemic. 



 

Everything was not completely rosy with the latest set of economic stats, as there were weaker-

than-expected readings on the health of the consumer,… 



 

…as inflation is weighing on behavior,… 



 

…while the prospects for manufacturing were not as exciting as hoped. 



 

However, none of the numbers were indicating that a recession is looming, while the prospects 

for corporate profit growth this year and next remain very good, at least if the Wall Street analyst 

community is to be believed. 



 

Of course, we understand that the pessimists are predicting that the Federal Reserve will not be 

able to engineer a so-called soft landing for the economy and that the numerous hikes in the 

Federal Funds rate expected over the next 12 months will be the catalyst for the next recession. 



 

Time will tell if that will be the case, but, like the Federal Reserve, we are not projecting that a 

recession will arrive this year or next. 



 

Still, it is good to know that if we are wrong and a recession does come, stocks have performed 

well, on average, in the year before, and OK, on average, in the year after the start of the 

previous 15 economic contractions. 



 

Equity prices will always be volatile in the short run, but we offer the reminder that the chances 

of success in stocks favor those who are patient. 



 

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 several of our stocks that had news 

out worthy of mention last week. 

Micron Technology (MU – $76.18) reported fiscal Q2 2022 results that beat the consensus 

estimates after the closing bell on Tuesday. The memory chip maker had sales of $7.79 billion 

(vs. $7.58 billion est.) and EPS of $2.14 (vs. $1.99 est.). Micron expects Q3 revenue between 

$8.5 billion and $8.9 billion and adjusted EPS between $2.36 and $2.56. For comparison, MU 

had revenue of $7.42 billion in Q3 2021 and $1.88 of EPS. Shares soared in after-hours trading 

thanks to receding concern about a slowdown in the memory business but sold off in 

Wednesday’s trading session as part of the broader market pullback and ended the week off 

2.5%. 

https://theprudentspeculator.com/dashboard/


CEO Sanjay Mehrotra was positive on the business environment, “Micron delivered an excellent 

performance in fiscal Q2 with results above the high end of our guidance. We grew revenue and 

margins sequentially while driving favorable mix and cost reductions amid ongoing global 

supply chain challenges. We saw broad-based demand for our products, with our SSD products 

achieving record revenue and our auto market revenue also reaching an all-time high. Execution 

was outstanding with our industry-leading 1-alpha DRAM and 176-layer NAND technology 

node ramps, delivering strong cost reductions. Our portfolio transformation continues to gain 

momentum as we lead the industry on the DDR5 transition and grow our mix of NVMe data 

center SSDs. Following a solid first half, we are on track to deliver record revenue and robust 

profitability in fiscal 2022 and remain well positioned to create significant shareholder value in 

fiscal ’22 and beyond.” 

Looking ahead, Mr. Mehrotra said, “Our view of calendar 2021 and calendar 2022 industry bit 

demand and supply growth is largely unchanged from last quarter. We expect calendar 2021 

DRAM industry bit demand growth to be in the low 20% range and industry NAND bit demand 

growth to be in the high 30% range. We expect calendar 2022 industry bit demand growth to be 

in the mid- to high teens for DRAM and approximately 30% for NAND, in line with our view of 

the long-term bit demand growth CAGRs for each. We anticipate underlying demand in calendar 

2022 to be led by increasing volume of data center server deployments, 5G mobile shipments 

and continued strength in automotive and industrial markets. Non-memory supply shortages have 

constrained customer builds and pushed out some demand across many end markets. While these 

shortages may cause some variability to our demand, we expect them to ease through 2022, 

supporting memory and storage demand growth.” 

Mr. Mehrotra continued, “We expect calendar ’22 industry bit demand growth to be in the mid- 

to high teens for DRAM and at approximately 30% for NAND. We anticipate underlying 

demand in calendar ’22 to be led by data center, ongoing adoption of 5G smartphones and 

continued strength in automotive and industrial markets. Currently, we see a healthy 

supply/demand balance across both DRAM and NAND given these demand trends, supply 

discipline across the memory industry, long semiconductor manufacturing equipment lead times, 

and reduced NAND supply from some of our competitors that experienced a contamination issue 

in their fab. Non-memory component shortages are improving, and we expect that further 

improvements should support memory and storage demand growth for the rest of this 

year…Consistent with the rest of the industry, we are experiencing a challenging environment 

for equipment and material supplies. However, due to strong execution by Micron’s operations 

team, our calendar year ’22 bit supply growth for DRAM and NAND remains unchanged from 

prior expectations and will be in line with industry demand…We remain confident in our long-

term technology road map and our ability to drive competitive cost reductions for years to 

come.” 

Micron repurchased 4.8 million shares in Q2 for $408 million, and the company remains 

“committed to returning more than 50% of the cross-cycle free cash flow through a combination 

of dividends and buybacks.” Although MU shares are down more than 14% this year, we think 

that the Q2 results indicate that some of the concern regarding a pullback in demand for memory 

was unnecessary, even as risk factors like inflation and global macro conditions are likely to 

remain a while longer. Micron has exposure to the fast-growing data center and automotive 



markets, which we believe will help drive earnings over the longer term. We continue to think 

that the overarching industry themes are broadly positive, and we are comfortable with our long-

term-oriented positioning, especially with the forward P/E now a very inexpensive 6.6. Our 

Target Price for MU has been increased to $128. 

PNC Financial (PNC – $181.14) declared a 20% increase to its quarterly dividend, announced a 

reorganization to its non-interest business segments and updated its guidance for Q1 (to be 

released mid-month). The nation’s second-largest regional bank expects a modest decline to net 

interest income and a 14% to 16% drop of fee income, even as non-interest expense is projected 

to fall by 6% to 8% relative to Q4. 

We aren’t all that shocked to see management revise fee income lower, given lower capital 

markets activity across the industry year-to-date, and as the rise of interest rates ought to have 

tempered the mortgage business. Also, although Russia’s involvement in Ukraine and persistent 

inflation have likely spurned uncertainty for the business environment as a whole, management 

stated that benefits from higher interest rates (the firm’s forecast is between 2.00% to 2.25% for 

the Federal Funds rate by the end of this year) would accelerate throughout the year, boosting 

full-year revenue by 14% to 16%. And these benefits ought to continue from any bumps to the 

target rate in 2023, with the bank’s net interest income sensitivity supposedly gaining in year 2 

of the rate-hike cycle. 

In addition, the BBVA USA acquisition, which gives PNC access to 29 of the top 30 

Metropolitan Statistical Areas across the country and provides a runway for prolonged growth in 

these new markets, should bear fruit from this point forward. Of course, the soothsayers are 

getting louder with their calls for recession, but a 20% slide from the 52-week high makes shares 

attractive for owners with a long-term orientation, as the P/E ratio is 13 times the 2022 EPS 

estimate. The dividend yield of 3.3% boosts the stock’s appeal as our Target Price now stands at 

$239. 

Norfolk Southern (NSC – $265.84) announced a $10 billion share buyback program last week, 

and the stock skidded $17! The repurchase authorization began on April 1 and does not have an 

expiration date, so we hope management put some money to work on Friday, with worries about 

a freight recession hitting the transportation sector. 

As the railroad biz ebbs and flows, NSC shares have been volatile lately, but the trajectory has 

been broadly positive. Analysts expect NSC to earn nearly $14 per share this year, a figure that is 

expected to grow to more than $17 by 2024. The NTM forward P/E ratio is in the 19x range, 

while longer-term expectations put the ratio in the 16x to 17x range. 

We like the firm’s extensive intermodal network in the East, which frequently includes 

automotive and industrial products in its manifests. The precision railroading story continues to 

drive the operating ratio lower, which should allow the company to effectively reduce its asset 

base and labor costs. The share buyback should boost EPS, while the yield is 1.9%. Our Target 

Price for NSC is $332. 



Also hit hard in the transportation-stock selloff on Friday, FedEx (FDX – $221.25) announced 

last week that its founder and chairman Fred Smith would relinquish his seat as CEO to current 

COO Raj Subramaniam. A native of India, Mr. Subramaniam has held positions that include 

president of FedEx Express in Canada and chief marketing & communications officer throughout 

his 31 years with the shipping giant. The move was expected by many, given that Mr. 

Subramaniam had joined the board in 2020 and has taken a lead role on the company’s quarterly 

conference calls with analysts for several quarters. Mr. Smith started FedEx nearly 50 years ago 

with 14 jets, growing from 186 packages delivered on the firm’s first day to an average of over 

18 million today. 

Mr. Smith, who will stay on as the firm’s executive chairman, stated in the firm’s release, 

“FedEx has changed the world by connecting people and possibilities for the last 50 years. As we 

look toward what’s next, I have a great sense of satisfaction that a leader of the caliber of Raj 

Subramaniam will take FedEx into a very successful future. In my role as Executive Chairman, I 

look forward to focusing on Board governance as well as issues of global importance, including 

sustainability, innovation, and public policy.” 

Mr. Submramaniam added, “Fred is a visionary leader and a legend of the business world. He 

founded one of the world’s greatest and most admired companies, and it is my honor and 

privilege to step into this role and build upon what he has created. As we continue to transform 

as a company and reimagine what’s next, we will keep our people-service-profit philosophy at 

our core. I am immensely proud of our 600,000 team members around the world. Together we’ve 

set into motion ideas that have changed the world for the better, and together we will unlock new 

value for our people, customers, and shareholders.” 

Like many global businesses, inflation of costs has weighed on bottom-line results in recent 

quarters. Nevertheless, the firm is expected to earn over $20 per share this fiscal year compared 

to the $15.52 in 2019 prior to the pandemic and more than $26 by fiscal 2025. Should FDX hit 

that $26+ mark, it will have navigated global trade headwinds and a tumultuous (at times) 

integration of Dutch courier TNT to nearly triple EPS over a decade, an impressive feat for a 

capital-intensive, macro-sensitive logistics company. A 14% slide in the share price over the past 

year makes them inexpensive with a forward P/E ratio of 10. We appreciate that FDX has been 

using its free cash flow to grow the business, manage its debt load in its infrastructure-intensive 

business and make fleet changes. The dividend yield is 1.4% as our Target Price for FDX 

currently resides at $369. 
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