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Market Review 

The big swings in the equity markets last week,… 

 



…continued to provide the reminder that volatility is the price that must be paid for excellent 

long-term returns,… 

 

…while we know that recency bias has some investors thinking that the current situation is 

unusually negative, even as decades of market history illustrate the merits of sticking with stocks 

during disconcerting periods. 



 

As usual, the financial press is worthless in determining what may happen in the near-term,… 



 

…while we like that 2022 remains far less ugly for those following Value-oriented investment 

approaches than Growth or even Fixed Income. 



 

To be sure, uncertainty is high today, especially about the trajectory of the economy, with Jamie 

Dimon illustrating why John Kenneth Galbraith said, “The only function of economic 

forecasting is to make astrology look respectable.” 

Indeed, equity market investors seemingly have been hanging on the economic ruminations of 

the JPMorgan Chase (JPM – $130.16) CEO as stocks enjoyed a terrific 6%+ rebound over the 

last full week of May, due in part to relatively upbeat comments from Mr. Dimon: “We have a 

strong U.S. economy, fueled by monetary and fiscal stimulation that you’ve never seen 

before…And the consumer is in very good shape even today, which means if we go in a 

recession, it may be different than prior recessions.” 

Given his position at the helm of the nation’s largest bank, Mr. Dimon’s observations are 

probably as valuable as any forecaster, but he was quick to add in those May remarks, “Strong 

economy, big storm clouds. I’m calling them storm clouds because they’re storm clouds. They 

may dissipate. If it was a hurricane, I would tell you that, or tsunami, like we had in ‘07 or ‘08.” 

However, in comments on June 1, he altered his tune somewhat, “I’m going to change the storm 

clouds out there because I look I’m an optimist. I said there are storm clouds. They are big storm 

clouds there. It’s a hurricane. Right now, it’s kind of sunny. Things are doing fine. Everyone 



thinks the Fed can handle this. That hurricane is right out there down the road coming our way. 

We just don’t know if it’s a minor one or super storm Sandy or Andrew or something like that 

and you better brace yourself.” 

Of course, he rightly concluded, “Who the hell knows?” And, other banking executives offered 

less negativity in their statements,… 

 

… while Mr. Dimon has green-lighted a substantial increase in expense spending this year for 

JPM, offering a snarky response to an analyst who questioned that wisdom at the company’s 

Investor Day, “We just spent the whole day trying to answer that question. So I’m literally not 

going to answer it. I mean we showed you the opportunity. We think we have huge opportunities 

and we try to grasp them, which we think you want us to do.” 

***** 

There is plenty of worry about the economy, but we find it interesting that the Fed Funds futures 

markets are today back to pricing in 8 more rate hikes this year, up from closer to 7 the week 

prior,… 



 

…which would arguably suggest an improvement in the economic outlook. This would seem to 

make sense, given the better-than-expected number of payrolls created last month,… 



 

…the very low unemployment rate,… 



 

…and the significant number of job openings that are having trouble being filled. 



 

True, the latest estimate for real (inflation-adjusted) Q2 U.S. GDP Growth from the Atlanta Fed 

dropped to 1.3%,… 



 

…but there were other relatively positive data points released last week,… 



 

…and the forward-looking readings on the health of the manufacturing sector,… 



 

…and the services sector were both projecting real GDP growth above 2% in 2022. 



 

***** 

A decent economic backdrop is likely to keep corporate profits moving higher,… 



 

…adding to the appeal of stocks from a valuation standpoint,… 



 

…and a dividend stance. 



 

Of course, though the odds of recession (30% per Bloomberg) are relatively low, we concede 

that anything is possible, which is why we think it valuable to study what has happened to 

stocks, on average, before and after the previous 15 economic contractions. Happily, the 

evidence provides more ammunition to support our constant assertion that time in the market 

trumps market timing, especially for those who favor Value stocks,… 



 

…and higher dividend payers. 



 

Note that Value (and Growth) returns for the Fama/French figures cited in many of the charts 

that appear in these missives utilize portfolios constructed by the professors with the Book Value 

to Price metric, so we have also crunched recession-related numbers with the duo’s Earnings to 

Price (the inverse of Price to Earnings) data,… 



 

…and Cash Flow to Price (the inverse of Price to Cash Flow) data. 



 

Not surprisingly, those two metrics (whether Value- or Equal-Weighted) confirm what Book 

Value to Price has long asserted, Value has been the place to be historically speaking, which is 

why our portfolios focus on stocks with inexpensive valuation multiples. 



 

***** 

As always, we are braced for downside volatility, but we do not mind that many folks are 

nervous about the prospects for stocks,… 



 

…as we continue to think it wise to be greedy when others are fearful,… 



 

…with the stocks on the right side of the ledger below particularly interesting today. 



 

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. 

Computing giant Microsoft (MSFT – $270.02) lowered its EPS targets due to fluctuations in 

foreign currencies. FX impacts are now expected to have a $0.03 drag in fiscal Q4, which pushes 

the guidance range to $2.28-$2.35 from $2.24-$2.32. Shares initially tumbled on the news, but 

rebounded to end the week down by 1.2%. Currency headwinds have long impacted MSFT 

earnings, so we think the correct interpretation is a collective shrug. Eventually, the market 

figured that out too. 

Microsoft remains one of our largest holdings, a position we are comfortable with at present. 

Shares have taken a deep breather this year, declining around 20% after a tremendous run during 

https://theprudentspeculator.com/dashboard/


the pandemic. While Apple (AAPL – $145.38) gets a lot of the media attention, MSFT shares 

have actually outperformed by a modest amount over the last 5- and 10-year periods. Of course, 

technology changes quickly and Microsoft must never rest on its laurels. For now, the company’s 

position looks robust. Our MSFT Target Price is $379. 

Shares of Hewlett Packard Enterprise (HPE – $15.08) tumbled more than 4% last week after 

the firm released fiscal Q2 financial results that trailed analyst estimates. The enterprise storage 

and networking concern earned an adjusted $0.19 per share in Q2 (versus $0.45 est.). Revenue 

for the company’s largest segment, Compute, was $2.99 billion (+0.4% y/y), while Intelligent 

Edge posted 8% y/y growth to $867 million and HPC & AI grew 3.8% y/y to $710 million. The 

34.2% gross margin was in line with the consensus estimate. 

CEO Antonio Nerii commented, “HP generated significant orders growth, steady revenue and 

sustained profitability, even as tight supply conditions continued across global industries. We are 

seeing persistent demand from our customers, underscoring both their IT spending prioritization 

and their attraction to our compelling portfolio. Very strong customer demand in the second 

quarter drove orders growth higher, rising 20% year-over-year, which makes this the fourth 

quarter in a row that HP has logged year-over-year orders growth of 20% or better. Our HPE 

GreenLake edge-to-cloud platform contributed to as-a-service orders doubling year-over-year, 

the third straight quarter of triple-digit growth. We continue to see a great deal of customer 

interest in our platform, which is evident in our sales pipeline. Our orders backlog across the 

business is high quality, and we are now — we are seeing particular strength in our Intelligent 

Edge and Compute segments, with orders climbing 45% and 23%, respectively. HPC and AI 

orders grew more than 18%, bringing backlog there to an impressive record of approximately $3 

billion. Total HPE revenue rose 1.5% year-over-year to $6.7 billion against a record break in 

backlog of orders in the midst of industry supply constraints. ARR climbed 25%.” 

Mr. Neri continued, “Few of us could have predicted that the challenges of the last several years 

would require enterprises to adopt so dramatically. I spent at least 50% of my time with 

customers around the world, and I can tell you that when they think about how they are going to 

reimagine their futures, they see HPE as an even more relevant and essential partner than ever 

before. As I reflect on Q2 and look ahead to the future, I am confident in our ability to deliver on 

our commitments. We have the right strategy to capitalize on market trends, with an expansive 

edge-to-cloud portfolio that’s connected through our market-leading HPE GreenLake platform. 

We have significant momentum with our customers. And perhaps most importantly, we have 

been — we have a truly stellar team. I am proud of the 60,000 team members who make our 

results possible and who help us deliver on our purpose as a company. This team will continue to 

innovate and execute in ways that will further set us apart and continue to create value for our 

shareholders.” 

HPE reaffirmed its full-year revenue growth between 3% and 4% with free cash flow in the $1.8 

billion to $2.0 billion range. The company suspended shipments and sales to Russia and Belarus, 

which represents less than 2% of fiscal 2021 revenue figure. CFO Tarek Robbiati added, “We 

are revising our fiscal year ’22 non-GAAP outlook range back to our original outlook provided 

at SAM of $1.96 to $2.10. This reflects the impacts of a more unfavorable currency movements 

since last October, the exit of the business in Russia, the COVID-related disruptions in China to 



this date, offset by the other income and expense benefit we’ve received in the first half. From a 

top line perspective, we are very pleased with the continued strength in orders and growing 

backlog that gives us confidence in future revenue growth in fiscal year ’22 and beyond. We do 

want to remain prudent in the short term, given the ongoing supply challenges that we believe 

will likely last well into next year…overall, I’m pleased with how we are executing in a strong 

demand but challenging supply environment during the first half of fiscal year ’22. With our 

high-quality backlog, we are very well positioned to capitalize on the ongoing Edge to Cloud 

opportunity and deliver against all of our financial commitments set at SAM 2021.” 

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

direction the firm is headed. Even though shares are down this year, HPE’s return is about 15% 

ahead of the S&P 500 Information Technology sector index. Currency headwinds and 

accounting rules always play a part in the recognition of global revenue, so it’s fully possible that 

the current FX headwinds turn into tailwinds with little advance notice. We think the valuation is 

very reasonable (7 times forward earnings, for example) and the 3.2% yield is ripe for a bump 

up. Our Target Price has been trimmed to $21. 

NetApp (NTAP – $71.11) reported $1.42 of EPS for Q4, compared with the consensus estimate 

of $1.27. Revenue was $1.68 billion, matching the consensus estimate. Even though shares 

didn’t move much on the news, and ended last week off 2.6%, the company’s Hybrid Cloud 

revenue climbed to $1.56 billion, while Product revenue was $894 million and Support revenue 

was $590 million. 

CEO George Kurian said, “We gained share in enterprise storage with strong growth in all-flash 

array and object storage products. We expanded our Public Cloud business with robust 

expansion of customers, ARR, innovation and routes to market. And most notably, we delivered 

record levels of gross margin dollars, operating income and earnings per share. While the 

demand environment remains strong, macroeconomic uncertainty, including supply constraints, 

rising interest rates, inflation and geopolitical conflict has increased since we last spoke with you 

at our Investor Day in March. Navigating this complex and dynamic environment is testing our 

teams, and we are sharply focused on managing what is in our control. Backlog is elevated due 

to supply constraints, despite our excellent supply chain management, helping us meet as much 

of the demand as possible. I want to thank our global team for their disciplined execution and 

agile response to changing conditions. That we achieved all-time highs for gross margin dollars, 

operating income and earnings per share in the face of these headwinds demonstrates our 

disciplined operating management. The turbulent environment also creates challenges for our 

customers, raising the urgency for data-driven, digital and cloud transformations.” 

Mr. Kurian continued, “We understand the root causes of these temporary headwinds, and in FY 

’23, our focus will be on returning these services to the growth trajectory we saw in the first 3 

quarters of the year. We have made organizational changes to increase focus on renewal and 

expansion motions, and we’ll continue to refine our go-to-market activities to better address the 

cloud operations market. Additionally, we have refreshed the sales organization and strengthened 

the leadership team. We believe strongly in the sizable opportunity created by our cloud 

operations portfolio, where we bring differentiated enterprise capabilities to cloud infrastructure 

management built on our long experience, supporting a broad range of applications… The long-



term thesis we presented at our Investor Day of delivering value through sustained growth 

remains intact. The strong fundamentals of our business, including our alignment to customer 

priorities, strong balance sheet and prudent operational management put NetApp in a position of 

strength.” 

CFO Mike Berry added, “In fiscal ’23, we are guiding revenues to grow 6% to 8% year-over-

year, which includes a 2-percentage point headwind from FX. In fiscal ’23, we anticipate 

sustained demand for and continued share gain momentum in both our all flash and object 

storage solutions, which we expect to drive product revenue growth in the mid-single digits. We 

will also continue to grow and invest in our Public Cloud business… In fiscal ’23, we expect 

gross margin to range between 66% and 67% as elevated component costs and logistical 

expenses from supply constraints continue to weigh on product margins. We expect first half 

product margins to be roughly consistent with Q4 levels. We believe these cost headwinds are 

temporary in nature, and we believe that Q4 ’22 is the trough for product margins. As you all 

know, the timing of getting completely through these supply chain challenges remains fluid, but 

we do expect cost improvements, coupled with our recent price increases to be a modest tailwind 

to product margins as we head into the back half of fiscal ’23… We expect Q1 net revenues to 

range between $1.475 billion and $1.625 billion, which at the midpoint, implies a 6% increase 

year-over-year and we expect earnings per share for Q1 to range between $1.05 and $1.15 per 

share.” 

NetApp expects to return 100% of 2023 free cash flow to investors via a share buyback program 

and dividends. The share count is expected to drop in the 2% to 3% range. The $0.50 quarterly 

dividend remains unchanged, resulting in a current yield around 2.8%. Overall, our opinion on 

NTAP has not changed since our last update. Currency movements are difficult to predict and 

expensive to insure. That just under half of NTAP’s revenue comes from outside of the U.S. is a 

positive to us, rather than a hindrance. We appreciate the exposure to the secular growth of 

public cloud, and the company’s history of returning cash to shareholders. The dividend has been 

increased at a rapid rate since initiation (in 2013), while the balance sheet shows the ability to 

hike the payout in the future. Our Target Price has been boosted to $108. 

Delta Air Lines (DAL – $38.54) offered an investor update reflecting revenue and cost guidance 

that contributed to a 9% share price retreat last week. The air carrier expects total capacity 

between 82% and 83% for the June quarter, lower than the previous 84% estimate. Revenue is 

expected to be stronger than expected at 100% of the June calendar quarter in 2019, while fuel 

costs are expected to come in between $3.60 and $3.70 per gallon (vs. $3.20 to $3.35 

previously). Despite some higher costs, the operating margin is expected in the 13% to 14% 

range (vs. 12% to 14% previously). 

Consistent with our last update, we think the trajectory for Delta will continue to be uncertain in 

the next few quarters because of regional COVID outbreaks and differences in regional or 

national health policies. Though hardly surprising, the company’s guidance suggests that costs 

are likely to weigh on DAL in the near term, offestting demand growth and pricing power. Delta 

does not hedge its fuel, but it does own a refinery and we were pleased (if a bit surprised) to 

learn the operations could reduce the cost of fuel by $0.20 per gallon. The forward P/E for the 

carrier is presently 8, which should drop below 6 for 2024 if the impact of the pandemic recedes 



and folks spend their piles of accumulated cash traveling the world. Our Target Price for DAL 

now stands at $66. 

Heading in the other direction last week, Alaska Airlines (ALK – $48.88) saw its shares climb 

1%. Alaska said on Friday, “Since our last update, operational performance has improved, with 

system-wide completion rates at 96% in April and 98% in May. We remain committed to 

operational excellence as we prepare to step capacity back to 2019 levels and return to a single 

mainline fleet, with our A320 aircraft targeted for retirement no later than early 2023. Given our 

focus on operational reliability and accelerated fleet transition, we now expect full year 2022 

capacity to be below the low end of our previous guide of flat to down 3% versus 2019.” 

Looking at Q2 specifically, the company stated, “We continue to experience sustained strong 

demand for air travel throughout our network. As a result, expected total revenue compared to 

2019 has increased by 6.5 points at the midpoint, as load factors have increased, and passenger 

yields remain at double-digit percentages above 2019 levels. Stronger revenue is offsetting 

increases in oil prices. Our economic fuel cost per gallon includes expected hedge benefit of 

approximately $0.45 per gallon. There are no changes to our unit cost expectations. As a result of 

these updates, we continue to expect to deliver double digit pretax margin in the second quarter.” 

Certainly, it is good news that demand for air travel remains robust and we are pleased that 

Alaska’s hedging is keeping cost inflation under control. Our Target Price for ALK now resides 

at $85 as the forward P/E ratio is 9. 
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