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Market Review 

As discussed on our March 31 Sales Alert, we closed out 79 and 127 shares of McKesson (MCK 

– $325.84) respectively held in Millennium Portfolio and PruFolio on Monday, April 4 at 

$305.44. 

As discussed in the April edition of The Prudent Speculator, we bought the following for 

Buckingham Portfolio on Tuesday, April 5: 

7 Amgen (AMGN – $252.02) at $246.70 

11 Alexandria Real Estate (ARE – $202.89) at $205.185 

We also added the following to our two hypothetical portfolios on April 5: 

Millennium Portfolio 

37 Cisco Systems (CSCO – $54.28) at $55.20 

25 Snap-on (SNA – $208.40) at $208.16 

41 Tyson Foods (TSN – $92.44) at $89.71 

PruFolio 

70 Comerica (CMA – $88.57) at $88.85 

377 Omnicom Group (OMC – $77.91) at $82.08 

339 Synchrony Fin’l (SYF – $36.64) at $35.48 



***** 

While the war in Ukraine continued to dominate the headlines,… 

 

…it was another miserable week for bonds as the yield on the 10-Year U.S. Treasury jumped to 

a three-year high,… 



 

…on hawkish talk from Lael Brainard. The formerly dovish and very prominent Federal Reserve 

Board Governor said on Tuesday, “Currently, inflation is much too high and is subject to upside 

risks. It is of paramount importance to get inflation down…The Fed will continue tightening 

monetary policy methodically through a series of interest rate increases and by starting to reduce 

the balance sheet at a rapid pace as soon as our May meeting…Given that the recovery has been 

considerably stronger and faster than in the previous cycle, I expect the balance sheet to shrink 

considerably more rapidly than in the previous recovery, with significantly larger caps and a 

much shorter period to phase in the maximum caps compared with 2017–19.” 

Interestingly, Ms. Brainard’s comments didn’t really change expectations for the pace and 

number of hikes in the Fed Funds rate over the next year, as the week prior, the futures market 

was pricing in 8.7 additional 25-basis-point increases in the benchmark lending rate for 2022 

versus 8.8 at present. 



 

True, the Minutes from the March Federal Open Market Committee Meeting that were out on 

Wednesday echoed what Ms. Brainard said…and what the financial markets supposedly already 

were expecting: 

Many participants noted that—with inflation well above the Committee’s objective, inflationary 

risks to the upside, and the federal funds rate well below participants’ estimates of its longer-run 

level—they would have preferred a 50 basis point increase in the target range for the federal 

funds rate at this meeting. A number of these participants indicated, however, that, in light of 

greater near-term uncertainty associated with Russia’s invasion of Ukraine, they judged that a 

25 basis point increase would be appropriate at this meeting. Many participants noted that one 

or more 50 basis point increases in the target range could be appropriate at future meetings, 

particularly if inflation pressures remained elevated or intensified. A number of participants 

noted that the Committee’s previous communications had already contributed to a tightening of 

financial conditions, as evident in the notable increase in longer-term interest rates over recent 

months. 



 

Perhaps the only surprise from the Minutes was in the size of the balance sheet reduction… 

In their discussion, all participants agreed that elevated inflation and tight labor market 

conditions warranted commencement of balance sheet runoff at a coming meeting, with a faster 

pace of decline in securities holdings than over the 2017–19 period. Participants reaffirmed that 

the Federal Reserve’s securities holdings should be reduced over time in a predictable manner 

primarily by adjusting the amounts reinvested of principal payments received from securities 

held in the SOMA. Principal payments received from securities held in the SOMA would be 

reinvested to the extent they exceeded monthly caps. Several participants remarked that they 

would be comfortable with relatively high monthly caps or no caps. Some other participants 

noted that monthly caps for Treasury securities should take into consideration potential risks to 

market functioning. Participants generally agreed that monthly caps of about $60 billion for 

Treasury securities and about $35 billion for agency MBS would likely be appropriate. 

Participants also generally agreed that the caps could be phased in over a period of three 

months or modestly longer if market conditions warrant. 

…with equity prices joining bonds in the red for the week, even as stocks of the Value variety 

maintained their performance advantage this year and since Halloween. 



 

Of course, it should not be big shock that talk of reducing the size of the Fed’s balance sheet 

would lead to equity market volatility,… 



 

…and we won’t be surprised to see a continuation of the turbulence once the reduction actually 

begins,… 



 

…but we would love to see a repeat for the stock market performance of 2013-2014 in the wake 

of the so-called Taper Tantrum! 



 

We also note that history favors Value Stocks when the Fed is less accommodative,… 



 

…and the evidence shows that equities have performed well, on average, even when interest 

rates are moving higher,… 



 

…with the same said, again on average, for high inflation environments. 



 

To be sure, the worry on Wall Street these days is that Fed Tightening will lead to an economic 

recession. However, this is not the view of Philadelphia Federal Reserve Bank President Patrick 

Harker who said on Wednesday, “The Fed wants to act in a way that isn’t so aggressive that we 

risk putting the economy in recession…People still need jobs. People still need a good economy. 

The good news is that the economy is very healthy as the Fed starts the process of moving away 

from its easy money policy stance.” 

St. Louis Federal Reserve President James Bullard, who is advocating for a faster pace of hikes 

in the Fed Funds rate, agreed with Mr. Harker, “Even if you raise the policy rate substantially in 

the coming meetings, you’ll still be below this neutral level. So that’s why I’ve been puzzled by 

a lot of chatter about we’re going to cause a recession or something…The U.S. expansion is not 

‘old’ and can continue for a long time. Real GDP will continue to grow at a slower but still 

robust 2.8% in 2022, despite a relatively weak first-quarter reading due to the omicron variant 

and the Russia-Ukraine war…Labor markets are robust and are likely to improve further in 

2022.” 

Obviously, economic forecasting is fraught with peril and the Fed is hardly infallible, while we 

realize that Q1 GDP growth is likely to be subpar,… 



 

…but a recession does not appear to be in the cards with such a strong labor market,… 



 

…and the latest read on the health of the all-important services sector suggesting 3.0% 

annualized GDP growth,… 



 

…with the outlook for corporate profit growth remaining robust. 



 

***** 

Obviously, anything can happen, and conditions can change very quickly, but we urge long-

term-oriented investors to ignore the wild proclamations of the financial press,… 



 

…and remember that stocks have performed admirably, on average, before and after the start of 

the previous 15 recessions,… 



 

…while even the supposedly dreaded yield-curve inversion recently witnessed could be viewed 

as a buy signal for equities over the next 12 months. 



 

And, speaking of buy signals, the good folks at the American Association of Individual Investors 

are not feeling very optimistic about stocks these days, which has often coincided with strong 

equity market gains. 



 

We might also think that the recent exodus out of fixed income exchange traded and mutual 

funds could provide equity market fuel,… 



 

…as “conservative” investors realize that they had in some instances embraced reward-free risk. 



 

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. 

Railcar maker Greenbrier Cos (GBX – $44.07) earned $0.38 per share in fiscal Q2 that ended 

February 28, a seemingly impressive result nearly double the consensus analyst estimate. 

However, a look under the hood reveals that nearly all profit from the period came from the 

leasing division, boosted by a gain on sale of assets. We appreciate the firm’s ability to generate 

value of this sort from time to time, but these windfalls tend to be irregular, while a near-halving 

of gross margins (vs. the comparable quarter a year ago) for the railcar manufacturing segment 

stood out as a negative. New orders picked up compared to Q1, pushing the backlog to 32,100 

units valued at $3.6 billion. Despite a strong March, the stock has fully given up gains following 

a series of down days since the release. 

https://theprudentspeculator.com/dashboard/


Now Chairman, Bill Furman stated, “While the war creates challenges for everybody in the near-

term, it also provides opportunities for major shifts in freight corridors and transportation roads 

that will enhance Greenbrier’s business as the world enters a reordered state. History 

demonstrates the integral role of railroads to support civilian life and economies and a 

heightened manner during war time. The current war in Europe has created direct pressure on the 

availability and cost of commodities ranging from minerals to food, to fertilizer, to crude oil as 

well as coal and natural gas. Railroads and railway suppliers will help meet the challenge of 

keeping civilian life and economies functioning during the crisis.” 

Mr. Furman added, “The commodity markets are traditionally leading indicators for expansion in 

rail freight. Most commodities shipped by rail are experiencing upward pricing pressure from 

demand constraints due to either sanctions on Russia or reduced production from Russia and in 

the Ukraine. We expect rising global commodity prices and shifting trade patterns to elevate 

railcar demand in North America and Brazil and elsewhere in the world. As more freight ships to 

rail, in many cases, this will induce longer railcar dwell tough-times and lowered railroad 

velocity. In turn, railroad congestion causes the need for more railcars to make railroad service 

more efficient, notwithstanding the increase in demand we expect in major commodities like 

fertilizer, food [stuffs] and other products.” 

We have acknowledged in previous remarks the energy efficient nature of rail relative to trucks 

regarding the transport of freight. And we think a shortage of drivers, elevated fuel expense and 

rising wages ought to swing the pendulum in favor of rail for the foreseeable future. 

Nevertheless, we are mindful that costs will likely continue to negatively impact Greenbrier’s 

manufacturing and service margins, but higher volume ought to offset the negatives somewhat, 

and we expect management to lean more into building out its leasing division as it complements 

the other segments. Noting that shares are notoriously cyclical, our Target Price is $56 as 

earnings are still expected to improve significantly into 2023. 

Shares of Acuity Brands (AYI – $168.70) plunged over 11% last week following the release of 

Q1 financial results. The maker and distributor of lighting products earned $2.57 per share on 

$909 million of sales, 13% and 17% respective improvements over the year-ago quarter, while 

the bottom line also beat the consensus analyst target of $2.38. Nevertheless, the erosion of gross 

margin as a percentage of sales was the story of the day, despite the company’s efforts to raise 

prices multiple times over recent quarters. And management cited on multiple occasions the 

challenges, including costs and long lead times, associated with sourcing components even as 

demand appears strong. 

CEO Neil Ashe stated, “The current environment has reminded us all that it really matters who 

you do business with. Because we are the largest lighting company, we have certain advantages 

over our direct competitors. But those same components are also used by larger industries. 

Consequently, we are making investments in people, time and resources. We have recruited a 

new Head of Strategic sourcing for ABL. We are working with our key suppliers on effective 

planning and allocation management, and we are investing in inventory.” 

He added, “Our investments in service have allowed us to prioritize delivering for our customers 

when others have been unable to. At the same time, our investments in product vitality have 



allowed us to continue to create compelling new products that are both innovative and market 

moving. By empowering our teams to prioritize access and speed over cost on available 

components, we have been able to ensure continuity of supply across many of our existing 

product lines while also supporting our ongoing product vitality efforts across our product 

portfolio. Finally, as I said last quarter, our engineering teams continue their herculean efforts to 

redesign products to the available components. At the same time, these teams have also managed 

to introduce around 220 new or significantly upgraded Lighting and Lighting Control products 

over the last 2 years. We expect the challenges around access to and cost of components to 

continue into the foreseeable future.” 

Management also continues to prioritize growth of the business in its capital allocation 

framework, followed by maintaining the dividend and the opportunistic repurchase of shares. We 

think Acuity is sufficiently capitalized to weather the obstacles facing most businesses today and 

we are patient to realize the multiple channels for growth on the horizon. After the latest whack, 

shares trade for just 14.5 times the 2022 EPS estimate. Our Target Price for AYI has been 

trimmed to $250. 

Technology-focused health concern Change Healthcare (CHNG – $23.76) rose after the 

company announced that its deal with Optum was extended to the end of 2022. A joint statement 

distributed via press release said, “The extended agreement reflects our firm belief in the 

potential of our combination to improve health care, and in our commitment to contesting the 

meritless legal challenge to this merger. Change Healthcare and Optum share a vision for 

achieving a simpler, more intelligent and adaptive health system for patients, payers and 

providers. The combination of Optum and Change Healthcare will connect and simplify the core 

clinical, administrative and payment processes health care providers and payers depend on to 

serve patients. Increasing efficiency and reducing friction will benefit the entire health system, 

resulting in lower costs and a better experience for all stakeholders. Change Healthcare and 

Optum will detail the benefits of this combination at a two-week trial scheduled to begin on 

August 1. The U.S. Department of Justice’s attempt to block the combination is without merit 

and serves only to delay improving the experience and outcomes for all participants in the health 

system.” 

In addition, Optum will now pay a $650 million breakup fee if the court blocks the merger. As a 

result, CHNG will pay a special $2.00 cash dividend around the time of closing. Court rulings 

are inherently unpredictable, but we think that’s a lot of money for Optum to fork over if the deal 

isn’t allowed to close. Happily, CHNG shareholders are the benefactors of this deal and either 

get a solid merger or a lot of cash for the pain and suffering. We like the long-term prospects of 

CHNG on a stand-alone basis, and believe that the stock may actually revalue much higher in 

time should the merger be scuttled. We appreciate that the services Change provides are essential 

in today’s health care market, allowing providers to navigate the complexity of insurance 

reimbursement, ensuring accurate and timely payment while enhancing daily workflows. Our 

Target Price for CHNG remains $27. 

One of our old friends, Carnival Cruises, reported that it had its best booking weekend ever, 

sending shares of Royal Caribbean (RCL – $77.86) temporarily higher early last week. In 

addition, RCL celebrated the keel laying for Icon of the Seas in Finland and retired COVID-



related policies like compulsory mask-wearing. Cruisers were among the hardest hit during the 

pandemic, as the boats became petri dishes for disease and travelers feared being stuck at sea for 

weeks if governments refused port entry, as happened to RCL, Holland America, MSC and 

others. 

Happily, the outlook is more positive for RCL and while the first two quarters of 2022 are 

projected to show red ink, future quarters are all expected to be positive, with analysts expecting 

the company to earn $5.23 in FY2023 and $8.40 in FY2024. RCL’s dividend remains suspended, 

and the balance sheet is much weaker than it once was, given all of the debt issuance during the 

pandemic, so we are keeping a watchful eye on our shares. Yes, we think the bottom line will 

improve considerably as things return to normal and we believe that the populous will value 

experiences well into the future, with cruising a compelling value for many, but we are 

concerned about debt-service costs impacting EPS. Plenty to think about regarding our long-time 

interest in Royal Caribbean, but for now our Target Price is $98. 

Exxon Mobil (XOM – $86.84) offered a glimpse last week into its Q1 2022 results that by most 

counts reveal another successful reporting period as global energy price benchmarks have 

surged. Considering various impacts from seasonality and certain fluctuating market factors, the 

integrated oil and gas titan appears on course to clear over $9 billion of profit, supported by a 

strong Upstream segment even as the Downstream and Chemicals divisions are likely to have 

waned a bit. The company also noted that it would face an impairment of roughly $4 billion from 

its write-down of a development in Russia’s Far East. 

The success has drawn the attention of U.S. politicians, who have been quick to accuse Exxon 

and its competitors of “profiteering off the crisis in Ukraine.” In addition, calls to reinvest profits 

into boosting fossil fuel supply are mounting at the expense of returning capital to shareholders. 

While we acknowledge the burden faced by industry and consumers alike from higher 

commodity prices amidst the lingering supply crunch, recent [more modest] years for most 

fossil-fuel-related businesses remind that the effects of decisions regarding capital investment are 

often measured in several years. As such, it would be difficult for us to fault the managements of 

Exxon and its peers for maintaining their conservative stance toward production, despite the 

recent supply gaps in the macro economy. Meantime, we appreciate our exposure during an 

otherwise fickle period for markets. We continue to like XOM’s competitive position with very 

high-quality assets in the Permian Basis and offshore Guyana. The dividend yield remains a 

robust 4.1% as our Target Price has been bumped up to $110. 
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