Market Commentary Monday, June 13, 2022

June 12, 2022
EXECUTIVE SUMMARY

Newsletter Trades — 6 Buys for 3 Accounts

Volatility — Stocks Head South Again in Latest Trading Week; Value Continues to Outperform
Inflation — Stocks Historically a Good Hedge

Fed — Value Has Performed Best in Tightening Regimes

Interest Rates — Rising Bond Yields Historically OK for Stocks & Not So Good for Bonds
Recession — Not the Current Forecast; But VValue Has Performed Well on Average Pre- and Post-
Economic Contractions

Sentiment — Be Greedy When Others are Fearful

Ben Graham Conference — 13 Undervalued TPS Selections

Stock News — Updates on TGT, KSS, INTC, DPSGY & NTR

Market Review

As discussed in the June edition of The Prudent Speculator, we bought the following for
Buckingham Portfolio on Monday, June 6:

27 ManpowerGroup (MAN — $82.85) at $88.3231
24 Target (TGT — $149.67) at $160.17

In our hypothetical accounts, we added the following, also on Monday, June 6:

Millennium Portfolio
97 Meta Platforms (META — $175.57) at $193.99
137 Moderna (MRNA — $127.12) at $137.99

PruFolio
56 Digital Realty (DLR — $131.36) at $134.50
159 Pinnacle West Capital (PNW — $73.73) at $77.71
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It certainly was a bad week for the equity markets,...
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UGLY TRADING WEEK: S&P 500 PLUMMETS ANEW

Rare are huge one-week plunges of more than 5% for the S&P 500, but
the popular market gauge skidded 5.05% for the five trading days
ended June 10, 2022, the 121° worst weekly showing since 1928.

1920°'s 1930's 1950's 1950's 1960's 1970°s 1980's 1990's 2000's 2010's 2020's Totals

Years Ending in 0 2 1 o 1 1 ] 2 1 - 19
Years Ending in 1 2 o o 1] ] o 2 2 o 13
Years Ending in 2 o o 3 [ [ o 2 o 2 18
Years Ending in 3 1 [ o [ 0 L] '] o 12
Years Ending in 4 2 o 0 o - ] o o o 8
Years Ending in 5 o [} o ] 0 L] o 1 1
Years Ending in 6 1 L] o (] 1 0 L] | 4
Years Ending in 7 o o o [ L] o o o 10
Years Ending in 8 1 1 o o 1 ] 1 - 3 19
Years Ending in 9 s o o o 1 1 1 2 o 17
Down < -5.05% Totals 8 56 7 1 3 9 7 2 14 8 6 121
From 1.31.28 through 6.10.22. Months of index price decreases of greater than or equal to 5.05%. SOURCE: Kovitz using data from Bloomberg
1920's 1930's 1940's 1950's 1960's 1970's 1980's 1990's 2000's 2010's 2020's Totals
Years Ending in 0 1 1 [ 0 2 1 [} 3 1 - 12
Years Ending in 1 6 o [ 0 1 1 1 1 4 0 14
Years Ending in 2 - 1 0 1 L] 3 [ 2 o 2 22
Years Ending in 3 o o 1 o o o 1 o 14
Years Ending in 4 4 o o o a 1 o 0 o 9
Years Ending in 5 1 o 0 ] 2 ] 0 0 o 3
Years Ending in 6 1 1 [ ] [ 0 ] o 2
Years Ending in 7 1 o o o o 2 1 o o 4
Years Ending in 8 1 7 1 o o o 1 1 2 o 13
Years Ending in 9 a 1 o [ o o o 1 6 o 12
Up >5.05% Totals 5 a7 4 0 2 9 9 4 15 5 105

From 1.31.28 through 6.10.22. Days of index price increases of greater than or equal to 5.05%. SOURCE: Kovitz using data from Bloomberg

...with about the only consolation being that the waterfall selloff in the final minutes of trading

on Friday did not push the S&P 500 below the May 19 closing low.
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S&P 500 — REVISITING THE MAY 19 & MAY 20 CLOSING LOW OF 3901

The latest trading week ended on a very sour note, with stocks closing on their
lows and the S&P 500 index shedding 2.91% on Friday, June1o. It is interesting
that the popular index finished the week at 3900.86, given that the May 19 close
was 3000.79 and the May 20 close was 3901.36. No guarantees that 39o1 will hold,
of course, but some might argue that the level marks a double- or triple-bottom.
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Despite suffering big losses as well, Value stocks again held up better than their Growth
counterparts, continuing the significant outperformance seen this year, over the last 12 months
and the last two years.
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MARKET OF STOCKS — INDEXES CAN HAVE WIDE DISPERSION IN RETURNS

With tremendous volatility witnessed of late as traders react and overreact to
developments around the War in Ukraine, comments from the Federal
Reserve, economic statistics and corporate profit announcements, we like
that the Value indexes have held up far better than Growth. The divergence in
returns is not unlike what was seen following the Bursting of the Tech Bubble.

Total Returns Matrix

Last Last 12 Since Last 2 Since Last 3 Last 5

Months 1031.20 Years 3.23.20 Years Years Neme Symbol
-1.15 22.32 20.96 76.59 28.37  64.75 Dow Jones Industrial Average DJITR Index
-7.16 26.07 27.02 8136 2695  45.99 New York Stock Exchange Composite NYA Index

-18.52 522 14.89 68.16 48.81 91.72 Nasdaq Composite Index CCMP Index

-29.93 -4.22 346 5500 1046  30.36 Russell 2000 Growth RU20GRTR Index
<1205 4683 4962 11431 3214  35.07 Russell 2000 Value RU20VATR Index
21.22 1910 2547 8423 2266  35.00 Russell 2000 RU20INTR Index

-23.85 4.67 331 58.10 18.21 57.53 Russell Midcap Growth Index Total Return  RUMCGRTR Index
-557 3645 39.14 10858 3229  44.36 Russell Midcap Value Index Total Return RUMCVATR Index

<1218 20.76 2650 9139 30.04 54.72 Russell Midcap Index Total Return RUMCINTR Index
14.70 713 1661 7190 4534  92.64 Russell 3000 Growth RU30GRTR Index
460 3462 3280 8817 3015  46.34 Russell 3000 Value RU30VATR Index
S 973 2005 2500 8111 3945  70.60 Russell 3000 RU30INTR Index
T 577 3430 3552 103.07 4098  67.19 S&P 500 Equal Weighted SPXEWTR Index
6.65 2219 26.04 8049 4207 75.48 S&P 500 SPXT Index
2208 -12.73 o 579 -2608 -11.17 1142 1962 7437 4440 91.17 S&P 500 Growth SPTRSGX Index
6.08 -11.71 c 434 812 -264 3407 3039 8231 3471  53.75 S&P 500 Value SPTRSVX Index
318 1.57 L8 226  -13.62 -1593 1506 -12.80 743 -1.84 -2.39 Bloomberg Barclays Global-Aggregate Bond | gGATRUU Index
1163 8.448%

152 10.65 10.56 11.05 -10.52 6.40 -2.02 3.96 Bloomberg Barclays U.S, Aggregate Bond LBUSTRUU Index
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Certainly, there is little about which to crow, given that we are now mired in the 36th correction
(a 10% or greater decline) since the launch of The Prudent Speculator more than 45 years ago,...
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PERSPECTIVE:

10% UPS AND DOWNS SINCE TPS INCEPTION

S&P 500 Moves (on a Closing Basis) of 10% Without a Trading has been rocky of late,
Comparabie Move in the Other Direction to say the least, with many stocks
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SOURCE: Kovitz using data from Bloomberg

...even as we know that volatility is something which investors must always endure on their way
to obtaining sizable long-term rewards.
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VOLATILITY IS NORMAL BUT VALUE WINS THE RACE

Selloffs, downturns, pullbacks, corrections and even Bear
Markets are events that equity investors always have had to
endure on their way to the best long-term performance of any of

the financial asset classes.

Advancing Markets

Minimum Average Average Frequency
Rise % Gain #Days Count (inY ) LastStart LastEnd
A 37232020
17.5% 682% 583 39 23 312372020 17372022
15.0% 668% S66 45 20 312312020 132022

Annualized Return  Standard Deviation

12.5% 450% 340 72 13 31232020 1732022 o o

100% 352% 246 99 09 2022 3292022 Yaws Sinchs 1548 £5.9%

7.5% 237% 148 158 06 382022 32812022 Growth Stocks 9.6% 21.4%

5.0% 14.7% 73 310 03 Sne022|  6rr022 Dividend Paying Stocks 10.7% 18.0%

= Non-Dividend Paying Stocks 9.0% 29.3%

Declining Markets yne . .

Long-Term Gov't Bonds 5.3% 8.6%

Minimum Average Frequency Intermediate Gov't Bonds 4.9% 4.4%

Decine % #Days Count (inYears) LastStart LastEnd Treasury Bills 3.2% 0.9%
-200% -354% 3 2/19/2020 372372020

A75% -201% 215 39 24 13202 511972022 Inflation 3.0% 1.8%
-150% -282% 188 45 21 1372022 S/18/2022
-125% -227% 138 72 13 132022 51192022

-100% -195% 101 99 08 382022  SI1972022 ) §
-7.5% -15.4% 6s 158 06 3292022 S/19/2022 From 06.30.27 through 04.30.2

Growth stocks = 50% Fama-French small growth and 50% Fama-French large growth

returns rebatanced monthly. Value stocks = 50% Fama-French small value and 50% Fama-French large value returns
‘m - 3 R
-5, 10.9% % 310 03 6212022 61072022 rebalanced monthly. The portfolios are formed on Book Equity/Market Equity at the end of each June using NYSE
breakpoints via Eugene F. Fama and Kenneth R. French. Dwidend payers = 30% top of Fama-French dividend payers,
From 02.20.28 through 06.10.22. S&P S00 Price return series. We defined a 40% of middle Fama-French dwidend payers, and 30% bottom of Fama-French dividend payers rebalanced monthly

Declining Market as an instance when stocks dropped the specified Non-dwidend payers = Fama-French stocks that do not pay 2 dividend. Long term corporate bonds represented by
the Ibbotson Associates SBBI US LT Corp Total Return index. Long term government bonds represented by the

percentage or more without a recovery of equal magnitude, and an

Ibbotson Associates SBBI US LT Govt Total Return index, Intermediate term government bonds represented by the
Ad\laﬂclﬂg Market as in instance when stocks ﬂppre“(ed the SNCIM Ibbotson Associates SBBI US IT Govt Total Return index, Treasury bills represented by the Ibbotson Associates
percentage or more without a decline of equal magnitude. SOURCE: Kovitz SBBI US 30 Day TBill Total Return index, Inflation represented by the Ibbotson Associates SBBI US Inflation
using data from Bl g, Morning and lbbotson Associates index. SOURCE: Kovitz using data from Professors Eugene F. Fama and Kenneth R. French and Ibbotson Associates
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Of course, we understand that the Consumer Price Index in the U.S. came in hotter than expected
last month,...
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INFLATION AT THE CONSUMER LEVEL CLIMBS TO A 41-YEAR PEAK =

Inflation in the U.S. soared in May, with the Consumer Price Index
jumping by 8.6% on a year-over-year basis, though the core rate, which
excludes food and energy, rose by “only” 6.0%, with airline fares and
home furnishings seeing a modest easing of price pressures.

Consumer Price Index
Year-over-Year % Change

M CPI YOY % Change 8.6
High on 03/31/80 14.8
Average 4.0
Low on 07/31/09 -2.1
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CPI YOY Index (US CPI Urban Consumers YoY NSA) CPI Monthly 31DEC1969-31MAY2022  Copyright® 2022 Bloomberg Finance L.P. 10-Jun-2022 12:17:10

...though stocks historically have been a good hedge against high CPI readings,...
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EQUITY RETURNS AND 8%+ INFLATION — VALUE STOCKS THE PLACE TO BE
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Inflation Rate >= 8.0% and Ensuing Value/Growth Returns Since 1927
Growth
Stocks 3
Month
2.4%
1.8%

Growth

Stocks 6

Month
6.0%
46%

Growth
Stocks 12

Months
15.1%
12.8%
12.8%

Value
Stocks 12
Months
25.1%
2.2%

Value
Stocks 6
Month
10.4%
8.9%

Value
Stocks 3
Month
4.2%
3.6%
3.8%

Metric
Arithmetic Average

Median 17% 6.7% 47% 17.7%

Max 50.9% 32.9% 82.7% 60.8% 134.0% 64.2%
Min -19.2% -27.6% -26.4% -35.9% -20.9% -30.6%
Count 110 110 110 110 110 110

Source: Kovitz using dote from Ibbotson Asseciotes 06.30.27 - 4.30.22

Inflation Rate <8.0% and Ensuing Value/Growth Returns Since 1927
Growth
Stocks 3
Month
3.1%

Growth

Stocks 12

Months
12.3%

Value
Stocks 12
Months

Growth

Stocks 6

Month
6.1%

Value
Stocks &
Month
8.1%

Value
Stocks 3
Month
4.2%

Metric
Arithmetic Average

3a% 2.4% 6.2% 48% 123% 9.4%
Median 4.0% 3.5% 8.0% 6.2% 16.6% 12.8%
Max 200.5% 136.1% 244.7% 140.3% 357.8% 221.9%
Min -43.1% -40.4% -56.1% -47.0% -71.3% -64.8%
Count 1027 1027 1024 1024 1018 1018

Source: Kowits using dete from Ibbotson Assciotes 06.30.27 - 4.30.22.

Inflation Rate >= 8.0% and Ensuing Value/Growth Returns Since 1957

Value Growth Value Growth Value Growth
Stocks 3 Stocks 3 Stocks 6 Stocks 6 Stocks 12 Stocks 12
Metric Month Month Month Month Months Months
Arithmetic Average 4.0% 2.9% 8.8% 22.4%
Geometric Average 3.5% 22% 7.7% 46% 211% 14.4%
Median 4.7% 2.6% 6.9% 6.3% 21.7% 21.2%
Max 39.6% 32.9% 63.0% 60.8% 60.2% 63.4%
Min -16.5% -27.6% -26.4% -35.9% -20.9% -30.6%
Count 63 63

63 63 63 63
Source: Kovitz using date from lbbotson Associotes 033157 - 04.30.22

Inflation Rate < 8.0% and Ensuing Value/Growth Returns Since 1957

Growth
Stocks 3
Month

Growth
Stocks 6
Month

Growth
Stocks 12
Months

Value
Stocks 12
Months

Value
Stocks 6
Month

Value
Stocks 3
Month

3.8% 2.9% 7.7% 5.8% 15.7% 11.8%
Median 4.1% 3.3% 8.1% 6.1% 17.2% 12.7%
Max 37.8% 32.5% 68.5% 49.8% 105.8% 93.6%
Min -39.5% -34.9% -54.2% -41.7% -52.2% -48.0%
Count 716 716 713 713 707 707

Source: Kovitz using dete from Ibbetson Associotes 03.31.57 - 04.30.22

...with Value having performed very well during the supposedly awful 1965 — 1981 period in

which inflation averaged 7% per annum.
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FEAR OVER FACTS — BE CAREFUL WHAT YOU READ

In yet another example of fear over facts, The Wall Street Journal offered
an Opinion piece warning of dire consequences for equities from
inflation. Of course, the column ignored total return (includes dividends
and their reinvestment) when looking at the Dow Jones Industrial
Average from 1965 to 1981 and failed to mention that Value investors
enjoyed superb nominal AND real returns during the period!

THE WALL STREET JOURNAL. Monday, May 2, 2022 | ALY

OPINION

The Bitter Fruit of Inflation: Dow 29500 December 1965 -

Annualized Returns
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To be sure, the inflationary shock has folks worried that Jerome H. Powell & Co. will hike the
target for the Fed Funds rate numerous times over the balance of the year,...
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FED LIFTOFF HAS BEGUN — INTEREST RATES

For the first time since 2000, the
Federal Reserve hiked its target
for the Fed Funds rate by 50
basis points (0.5%) and
suggested that similar-sized
increases are “on the table” for
upcoming FOMC Meetings in
June and July. The move was
well telegraphed, but given
stubbornly high inflation
readings, the Fed Funds futures
are suggesting that there will be
another 250 or so basis points
(2.50%) of increases by year
end, though the resulting rate
(3.50%) would still be well
below the historical upper
bound average of 4.93%.

Set Default
Mide Models
Meating Wdike/Cut » Instrument: Fed Funds Futures

STILL HISTORICALLY VERY LOW
Fed Funds Rate Upper Bound

=l ast Price

4

1.00

High on 03/31/80 20.00

Average

4.93

Low on 12/31/08 0.25

Export
«

US-Fut  06/1S/2002 <27.0MA

A
TAA

...though history suggests Federal Reserve monetary tightening, on average, provides

ammunition in support of Value stocks,...

[2 World Interest Rate Probability
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FED TIGHTENING — VALUE & DIVIDEND PAYERS THE PLACE TO BE

Rates Change and Equities Rise

920 FALLING 01.31.1970 02.29.1972 155 8.0F 185 135 2.3 15.5
3.3% RISING 03311972 07.31.1974 9.3% 19.5% 8.9% 23.4% 30.8% 9.8%
12.9% FALLING 08.31.1974 01.31.1977 202 409 38.6 247 31.2 25.2
4.6% RISING 02281977 06.30.1981 12.1% 35.8% 21.0% 21.6% 36.7% 14.7%
191 FALLING 07.31.1981 02.28.1983 145 214 286 135 19 15.5
8.5% RISING 03.31.1983 08.31.1984 11.2% 9.1% 18.1% 0.4% 6.1% 10.1%
11.6% FALLING 09.30.1984 10.31.1986 25.19 141 264 185 11.0% 26.1%
5.9% RISING 11.30.1986 03.31.1989 11.2% 7.3% 124% 6.3% 5.6% 10.8%
9.9 FALLING 04.30.1989 12.31.1992 135 9.2% 123 13.9% 120 138
2.9% RISING 01311993  04.30.1995 104% 12.7% 10.6% 5.2% 10.6% 9.6%
6.1 FALLING 05.31.1995 01.31.1999 294 14.1 240 213 286 27.2
4.6% RISING 02281999 07.31.2000 12.1% 30.1% 15.2% 26.7% 36.5% 44%
65 FALLING 08.31.2000 12.31.200 15 108 106 9.0 17.9 29
1.0% RISING 01.31.2004 03.31.2007 9.5% 11.1% 15.2% 7.7% 8.6% 10.5%
FALLING 04.30.2007 02282014 5.7 13 4.1 8.29 99 56
0.1% RISING 03312014 04302019 11.6% 5.7% 7.1% 11.9% 13.5% 10.6%
24 FALLING 05312019 09.30.2021 233 198 204 31.5 33.1 209
AVERAGE 12.3% 14.0% 16.1% 11.3% 11.3% 12.6%
FALLING 15.5% 16.2% 20.4% 15.1% 13.1% 17.0%
RISING 8.6% 11.5% 11.3% 7.0% 9.3% 7.6%

...with rising interest rates generally a reason to hold tight to equities,...
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RISING INTEREST RATES ARE NOT GOOD FOR STO€EKS BONDS, ON AVERAGE

Rising Long-Term Government Rates - Annual Returns Review

Non- Long-Term Intermediate-
Growth Dividend Dividend Long-Term Government Term Gowvt U.S. Treasury
Value Stocks Stocks Payers Payers Corp Bonds Bonds Bonds Bills
Arithmetic Average 17.8% 12.5% 11.2% 15.7% 1.0% -1.0% 2.2% 3.7%
Geometric Average 13.5% 9.4% 9.1% 10.1% 0.8% -1.1% 2.1% 3.7%
Median 17.0% 12.2% 14.3% 10.9% 1.3% -0.2% 1.8% 3.3%
Max 126.6% 93.1% 69.8% 88.2% 14.6% 9.2% 9.7% 14.7%
Min -54.0% -42.2% -47.4% -50.9% -8.1% -14.9% -5.1% 0.0%
Count 46 46 46 46 46 46 46 46

Source: Kovitz using data from Ibbotson Associates SBBI. From 1930 to 2020.

Falling Long-Term Government Rates - Annual Returns Review

Non- Long-Term Intermediate-
Growth Dividend Dividend Long-Term Government Term Govt U.S. Treasury
Value Stocks Stocks Payers Payers Corp Bonds Bonds Bonds Bills
Arithmetic Average 15.7% 12.7% 14.3% 11.5% 12.3% 13.4% 8.5% 2.9%
Geometric Average 12.9% 10.5% 12.6% 7.6% 12.0% 13.1% 8.4% 2.9%
Median 16.4% 13.8% 14.9% 12.3% 10.8% 10.7% 71.8% 2.1%
Max 71.1% 48.3% 53.5% 90.5% 42.6% 40.4% 29.1% 10.5%
Min -43.6% -37.0% -34.8% -48.6% 2.6% 2.8% 1.4% 0.0%
Count 45 45 45 45 45 45 45 45

Source: Kovitz using data from Ibbotson Associates SBBI. From 1930 to 2020.

...and to rethink supposedly safer fixed income exposure.
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REWARD FREE RISK — GERMAN BUNDS =

On 8.11.21, Germany issued

€5 billion of 10-year bonds

L i 817090 & With a coupon of 0% in a
deal that attracted plenty of

M “interest” at a price of

M €104.56. That is not a typo!

In order to receive €100 back
U G LRI I i 10 Years and NO interest

R R O - |02 the way, “investors”

g gladly paid €104.56, locking

SBl in a sizable loss if held to

I maturity. Hoping to lose

roughly 0.46% per annum,

4 they must be thrilled with the

36 times expected annual

& return (the bonds have lost

more than 16%) over the past

10 months!

*khkkk

No doubt, folks have grown more worried that a less accommodative Fed will lead to an
economic recession, with the odds of a contraction rising,...
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PLENTY OF DOOM & GLOOM TALK, BUT ODDS OF RECESSION NOW 31.5%

Certainly, the 1.§% contraction in Q1 2022 real (inflation-adjusted) GDP
puts the economy half-way to the declaration of a recession, but the
odds of such an event happening stand today at 31.5%, a figure that is
elevated but the historical average probability has been 21.1%.

M ast Price 31.5
High on 04/30/20 100.0
Average 21.1
Low on 01/31/11 10.0

Bloomberg U.S. Recession
Percentage Probability Forecast

2009 | 2010 | 2011 | 2012 | 2013 | 2014 2016 | 2017 | 2018 | 2019 | 2020 | 2021

ECRPUS 1Y Index (United States Recession Probab) RecessionProbability AN2009-10JUN2022 Copyright2 2022 Bloomberg Finance L.P.

...despite Janet L. Yellen stating last week, “There’s nothing to suggest a recession is in the
works.” The U.S. Treasury Secretary conceded that the global economy faces an array of serious
threats and that gas prices are unlikely to fall in the near term, but she believes that the U.S.
economy remains strong despite rising prices and that a solid labor market,...
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JOBLESS FILINGS AND CONTINUING CLAIMS NEAR/AT 50+ YEAR LOWS

st e e While higher than recent
(in thousands) s readings with a 1-handle, yet
o e T g still coming in near the
bl P R s [owest levels since 1969
when the work force was
much smaller, new filings for
unemployment benefits for
(T —————— the period ended June 4
Ol L R DO O S B were a seasonally adjusted
Contifiing Joblass Clathis S 220,000, up from a revised
S - Bl 202,000 the week prior.

m|ast Pri 1306.00 . : .
H?;h ogcoes/og/zo 23130.00 r Conlanlng ClalmS ﬁled

P s | through state programs held
steady at 1.31 million, the
lowest level since 1969 as
businesses continue to hold
onto workers with labor so

1970-1979 | 1980-1989 | 1990-1999 | 2000-2009 = 2010-2019 l difficult to obtain.

...and robust household finances should be able to continue to propel consumer spending.
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CONSUMER BALANCE SHEETS BETTER OFF TODAY THAN PRE-PANDEMIC

While Q1 2022 did see a small decline to $149.3 trillion, down from
$149.8 trillionin Q4 2021, as gains in home values could not offset
declines in equity values, household balance sheets were in terrific
shape, with net worth some $30 trillion above pre-pandemic levels.

U.S. Household Net Worth

(in $Billions) [

F120k
+100k
+80000
+60000

M Mid Price 149.28k 40000
High on 12/31/21 149.82k
Average 53797.6

+20000
Low on 06/30/82 11542.7

+0

1985-1989 | 1990-1994 1995-1999 2000-2004 | 200

NPO Net Worth Nominal § Value) Quarterly 210U

5-2009 | 2010-201

WORVALU FOF Federal Reserve IN20

Obviously, anything can happen as we go forward, but a recession in the U.S. or the Globe this
year or next was not the in the forecasts released last week by both the World Bank,...
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THE WORLD BANK: 2.5% U.S. & 2.9% WORLD GDP GROWTH NOW PROJECTED

The World Bank Following more than two vears

Global Economic Prospects June 2022 of pandemic, spillovers from the
Russian Federation's invasion of

TABLE 1.1 Real GDP! s hom %
: ‘ wanzmees  JKraine are set to sharply
-~ — v = Lo BmnERtE B hasten the deceleration of
e woa wom oW w o« global economic activity, which
Japen 02 6 17 17 13 06 12 o1 é’ - . ' = B £
e s 12 1 a2 & o e iSNnow expected to slow to 2.9
China 60 22 81 43 52 51 08 0.1
oy $ & PN EEEEEEN BN percent in 2022...Despite the
Ewope and Central Asia 27 19 65 29 15 33 59 14 ) . k. B ) ) el . "
R 2w w as @ 2w s pegative shock to global activity
L < NSO & e & L2 s = e a in2022, thereis essentially no
Beazid 12 39 46 15 os 20 ot 19
et # o 2P B rcbound projected next year:
Middio East and North Africa 09 a7 34 53 as a2 09 02 = ) , Y AR
Saud Arabla 03 41 32 70 as a0 21 15 - & Y 2 < %
T o w2 w w w u s global growth is forecast to
— 4 L% BT B edge up only slightly to a still-
Indka * a7 46 87 75 71 65 12 03 a
Pt u @ & 4w e e . subdued 3 percentin 2023, as
Sud-Saharan Alnca 26 20 42 a7 as 40 ot 0o , S e u . S -
— 22 s 3 a2 32w o many headwinds—in particular,
South Atrica 01 64 49 21 15 18 00 00 ‘ = " "
e @ & DuiSNEEsmms Eeemes  high commodity prices and
Real GOP* .
S 5 %9 ESEEEE s continued monetary
Bty AesmFeminsaine 39 15 &7 42 4 s s o tightening—are expected to
EMDEs oxcl. China 25 40 56 27 as 40 A5 04 > s
Commoday-oxporting EMDEs 1.8 a8 48 12 26 a2 21 05 APFCICO
mmy‘m‘ b 18 40 48 a7 a3 34 03 01 pe' Sist.
Commodity-importing EMDEs 49 04 5 44 49 50 Q8 0.1
Commodity-importing EMDEs exct. China 32 42 66 46 45 49 o7 0.1
M7 a5 05 73 33 43 47 AS5 04

— The World Bank, June 2022

...and the Organisation for Economic Co-operation and Development.
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OECD — GLOBAL ECONOMY STILL GROWING, BUT MUCH MORE SLOWLY

Prior to the war, the world economy was on track for a strong, albeit
uneven, recovery from COVID-19. The conflict in Ukraine and the
supply-chain disruptions exacerbated by shutdowns in China due to
the zero-COVID policy are dealing a serious blow to the recovery.
Global GDP growth is now projected to slow sharply this year, to
around 3%, and remain at a similar pace in 2023. This is well below the

pace of recovery projected last December. — OECD, June 2022
Table 1.1. Global growth is projected to be subdued United States: Demand, output and prices
Average 2021 2022 02 2018 2019 2020 2021 2022 2023
20132019 2020 2021 202 2022 Q¢ Q4 Q4 s e e
Pes cont United States USD bikon 012 p
Real GDP growth'
Worle® 33 34 58 30 28 43 19 30 GOP at market prices 205272 23 34 57 25 12

G20° 35 30 62 29 28 43 19 29 139135 22 38 79 31 14

OECO* 22 46 85 27 16 48 15 16 0004 TR0 TSNS
42817 3 15 61 28 26
United States 24 34 57 25 12 55 12 07
= 2 210846 24 25 65 26 15
Euwro area 19 65 53 26 16 46 12 18 Siockbulding' oy 1o o5 9o ab
digun 08| =485 A7 W7 18 03 25 09 Totai domessc demand 211233 24 30 69 35 15
Non-OECD* 43 23 61 33 38 38 23 42 Exports of goods and services 25335 01 -136 45 36 39
China 68 22 8.1 44 49 39 49 45 Imports of goods and services 31297 12 89 140 96 32
Incie 68 66 87 69 82 Net exports’ 596.2 02 03 14 10 .01
Brazil 04 42 50 08 12 Memorandum gems
OECD unemployment rate* 65 71 62 52 53 55 53 53 GOP deflator - 18 12 42 64 36
Glatioat Personal consumpton expendtures deflator _ 15 12 39 S8 35
G20* : - - - ’ Core personal consumption expenditures deflator” ~ 17 14 33 47 31
o‘Ech 30 28 38 6 63 50 & 58 X 57 i i e s
GAPIEL SN 7N O N S N 0.0 SR 76 166 123 64 70
Unded States* 14 12 39 59 35 55 51 28 84 184 118 87 83
Ewo area® 09 03 26 70 46 46 68 39 1086 1341 1276 1261 1268
Japan® 09 00 .02 19 19 05 24 18 22 20 36 42 43
OECD fiscal balance™ 32 -104 74 50 38
World real trade growth' 34 81 100 49 39 85 26 41

Europe would seem to be in the most danger of recession, but Christine Lagarde, President of the
European Central Bank, said last week, “Russia’s unjustified aggression towards Ukraine
continues to weigh on the economy in Europe and beyond. It is disrupting trade, is leading to
shortages of materials and is contributing to high energy and commodity prices. These factors
will continue to weigh on confidence and dampen growth, especially in the near term. However,
the conditions are in place for the economy to continue to grow on account of the ongoing
reopening of the economy, a strong labour market, fiscal support and savings built up during the
pandemic. Once current headwinds abate, economic activity is expected to pick up again. This
outlook is broadly reflected in the Eurosystem staff projections, which foresee annual real GDP
growth at 2.8 per cent in 2022, 2.1 per cent in 2023 and 2.1 per cent in 2024. Compared with the
March projections, the outlook has been revised down significantly for 2022 and 2023, while for
2024 it has been revised up.”

To be sure, the near-term economic outlook is suspect,...
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Q2 U.S. GDP GROWTH PROJECTION DECLINED LAST WEEK

While Q12022 saw a 1.5% contraction in real (inflation-adjusted) GDP growth,
as the Omicron variant, supply-chain difficulties, the war in Ukraine and
inflation impacted the economy, the Atlanta Fed’s current projection for Q2
2022 real GDP growth on an annualized basis stands at 0.9%.

Atlanta Fed GDPNow
Quarter-Ahead Growth Forecast

M Mid Price 0.9
High on 09/30/20 33.8
Average 2.4
Low on 05/29/20 -51.2

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

GDGCAFJP Index (Atlanta Fed GDPNow GDP Forecast) AtlantaFed Monthly 01JAN2010-10

022 Bloomberg Finance L.P. 10-Jun-2022 10:29:5'

...but we take comfort in the historical recession and equity return figures should the predictions
presented above turn out to be inaccurate.
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EQUITY RETURNS AND RECESSIONS (PRE AND POST) — FAMA FRENCH VALUE

As the saying goes, the stock market (and economists) has predicted nine
of the last five recessions, but the 15 prior instances of actual negative
economic growth illustrate that long-term-oriented investors (on
average) should stay invested (in Value, preferably) no matter what.

U.S. Recession Commencement (per NBER) & Equity Returns
S&P 500 and Fama/French Value Performance

Year Prior Year Prior Recession Start 1Year 1Year 3 Year 3 Year S Year S Year 10 Year 10 Year To Present To Present

S&P 500 TR FF Value TR Date S&P 500 TR FF Value TR S&P 500 TR FF Value TR S&P 500 TR FF Value TR S&P S00 TR FF Value TR S&P 500 TR FF Value TR
51.9% 30.6% August 1929  -32.6% -32.0% -73.5% -65.1% -71.1% -61.7% -58.0% -48.4% 303020% 7691191%
18.2% 42.0% May 1937 -393% -55.8% -33.2% -55.0% -32.5% -44.7% 53.7% 140.3%  563117% 7280957%

26.3% 56.8%  February 1945 26.0% 42.0% 12.0% 28.6% 64.3% 75.6% 379.2% 469.5%  405852% 3545492%
4.0% 4.8% November 1948 19.2% 12.2% 101.8% 109.3% 145.2% 130.8% 542.0% 586.7%  329652% 2567450%

3.1% 4.7% July 1953 31.9% 25.4% 128.9% 118.2% 136.5% 138.6% 308.5% 385.1% 136206% 1075797%
-1.2% -0.3% August 1957 10.0% 16.6% 40.2% 55.8% 55.1% 79.0% 188.9% 421.8% 62545%  508225%
-2.4% -6.3% April 1960 24.2% 29.5% 41.7% 51.9% 92.4% 130.9% 107.7% 270.1% 47101%  343527%

-8.4%  -20.9% December 1969 3.9% 8.7% 41.4% 39.8% -11.3% -7.6% 77.0% 264.4% 20274% 86989%
-15.2%  -19.4% November 1973  -23.8% -14.8% 20.8% 77.2% 23.7% 142.2% 182.3% 716.8% 17128% 76043%
20.6% 30.5% January 1980 19.5% 12.5% 49.5% 81.1% 102.4% 183.6% 342.4% 480.0% 10738% 21990%

13.0% 23.2% July 1981  -13.3% -0.7% 34.0% 78.2% 127.9% 199.8% 343.5% 405.4% 8653% 17224%
6.5% -7.2% July 1990 12.7% 10.0% 38.2% 75.2% 83.2% 125.3% 407.4% 436.7% 2124% 3670%
-21.7% 22.3% March 2001 0.2% 13.1% 1.9% 34.3% 21.4% 83.7% 38.3% 85.6% 436% 492%
5.6% -8.0% December 2007 -37.0% -36.5% -8.3% -7.8% 8.6% 4.2% 125.8% 116.4% 277% 214%
8.2% -9.6%  February 2020 31.3% 39.0% 45% 65%
7.2% 9.5% Averages 2.2% 4.6% 28.2% 44.4% 53.3% 84.3% 217.0% 337.9% 127144% 1547955%

Through 4.29.22.TR = Total Return. FF Value = Value Weighted Book to Market Portfolios - Blend of Small Value and Big Value. Source: Kovitz Investment Group using data from Bloomberg, Professors Eugene F.
Fama & Kenneth R. French and the National Bureou of Economic Research

*khkkk

We do find it fascinating, and exciting from a contrarian perspective, to see the record-high level
of pessimism currently being shown by consumers,...
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RECORD LOW CONSUMER SENTIMENT, AND THAT COULD BE A GOOD THING

Incredibly, the latest read on
the Univ. of Michigan's
Consumer Sentiment gauge
was the most pessimisticin its
history...worse than when
inflation was in the double-
digitsin the early'80’s...and
after the Crash of '87...and
after the Gulf War Meltdown
of 'go... and after g/11...and at
University of Michigan Consumer Sentiment the end of the Tech Wreck...
Cyclical Lows & Subsequent Equity Returns and during the Great

Cyclical UofM 1Year 1Year 3 Year 3 Year 5 Year S Year 10 Year 10 Year

, ; S .
Low Sent. SPXTR ValueTR SPXTR ValueTR SPXTR ValueTR SPXTR Value TR Flnal‘]tlal (/rl blbud‘lr]({ “lfter tl1e
May-80 517  252%  345%  70.8% 128.6% 118.2% 227.7% 395.6% 537.8% dO\\'nGl‘idGOf the US. credit
Mar-82 620 443%  54.5%  86.5% 129.5% 224.0% 276.0% 431.0% 503.6% A= 3 i

Nov-87 831  233%  320% S57%  311% 1218% 1242% 4551% sassx FallNg. Behe\’e 1T Or Not, the

Oct-90 63.9 33.4% 41.2% 68.6% 129.6% 121.4% 191.0% 490.0% 619.1% > - By [t ~
yrior 8 cyclical lows, o
Sep-01 818 -20.5% -13.6% 12.6% 40.7% 40.0% 98.9% 32.0% 48.6% L l - r )LIlL‘ I 3 s l‘l

Mar-03 776  351%  67.5%  610% 1200% 71.0% 1160% 1268% 1762% AVErage, pr()ved o be great
Nov-08 553  254%  22.3%  48.6%  34.0% 124.8% 1352% 280.7% 246.4% - £ . .
times for long-term-oriented

Aug-11 55.8 18.0% 34.8% 75.4% 54.8% 98.3% 102.0% 353.7% 230.4%

un22 502 investors to be adding to their
23.0% 34.1% 59.9% 84.7% 1149% 158.9% 320.6% 363.5% r i ) . . )
Tivough 4.29.22. TR « Totol Return. SPX « S&P 500. Value ~ Volue Weighted Book to Market Portfolios - Blend of Small Volue and Big Volve. (\ (ll Ll e ) e(] Ll l t}/' exp()b Ll re .

Source: Kovitz Investment Group using data from Bloomberg, Professors Eugene F. Farma & Kenneth R. French and the Univ. of Michigan

...especially given the all-time-high nominal U.S. GDP turned in last quarter and the likelihood
that both nominal and real GDP will rise this quarter.
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HUGE 6.5% JUMP IN NOMINAL GDP, BUT REAL GDP CONTRACTS BY 1.4%

First quarter 2022 real (inflation-adjusted) domestic economic growth
came in much weaker than expected at a 1.5% contraction on an
annualized basis, even as the current-dollar nominal GDP figure of
$24.4 trillion soared by 6.5% on an annualized basis to an all-time high.

U.S. Gross Domestic Product

W GDP Annualized $ Change (R1)
High on 09/30/20 33.8
Average 2.1
Low on 06/30/20 -31.2
®GDP in $Billions (L1)
High on 03/31/22 24384.29
Average 16048.86
Low on 06/30/00 10247.72 J
2000-2004 2005-2009 2010-2014 2015-2019 2020-2024

GDP CQOQ Index (GDP US Chained 2012 Dolla: oQ sAverage Monthly 30JUN200 022 Copyright® 2022 Bloomberg Finance L.P.

We also note that investors are not feeling optimistic, which is another positive from a contrarian
perspective,...
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MAJOR AAIl CONTRARIAN BUY SIGNAL: BULL-BEAR SPREAD

What Direction Do AAIl Members Feel The Stock Market Will Be In The Next 6 Months?

CURRENT AAIl SENTIMENT BULL-BEAR SPREAD:
The Sentiment Survey Is a contrarian indicator.

Stot i \Voles Above-average market returns have often followed unusually low
Week Ending Noutal B Beari

B Bulish e " levels of optimism, while below-average market retums
e e e

Click here to learn more.

5252022 19.8% %% 53.5% @
5182022 26.0% 238% 50.4%
Historical View
Hrstorcal Averages RIS NN 30.5%
1-Yoar Bullsh Hogh ok Endng 6302021 Greedy Feartul
1-Yonr Noutral High _ Week Ending 33012022 BULL.BEAR SPREAD TRENDS:
o R - - P e S e

S TS © ©0 0 o
Greedy Neutra

AAll Bull-Bear Spread

Low High R3K R3K R3K R3K R3K R3K R3K R3K
Reading Reading Next 1-Week Next 1-Week Next 1-Month Next 1-Month Next 3-Month Next 3-Month Next 6-Month Next 6-Month

of the of the Arithmetic Geometric Arithmetic Geometric  Arithmetic ~ Geometric Arithmetic Geometric
Decile Range Range Count Average TR Average TR Average TR Average TR Average TR Average TR Average TR  Average TR

BELOW -54.0 7.6 909 0.24% 0.21% 1.16% 1.03% 3.11% 6.84%

ABOVE 7.7 629 908 0.17% 0.15% 0.54% 0.45% 1.98% 1.73% 4,72% 4.24%
2 -159 -8.0 184 0.32% 0.29% 0.96% 0.82% 3.47% 3.08% 6.72% 5.94%
3 -8.0 -19 179 0.26% 0.23% 1.41% 1.31% 3.37% 2.98% 747% 6.82%
4 -1.9 3.0 198 0.13% 0.10% 1.03% 0.94% 2.94% 2.58% 6.05% 5.52%
5 3.0 76 165 0.00% -0.03% 0.38% 0.27% 2.21% 1.95% 3.81% 3.27%
6 76 120 191 0.13% 0.11% 0.60% 0.49% 1.95% 1.71% 5.42% 5.02%
7 120 162 173 0.19% 0.17% 0.54% 0.44% 231% 2.06% 4,93% 4.39%
8 163 220 194 0.18% 0.17% 0.82% 0.75% 2.19% 1.92% 6.01% 5.60%
9 220 290 169 0.09% 0.07% 0.37% 0.29% 1.97% 1.69% 4.37% 3.77%
10 29.1 629 182 0.27% 0.25% 0.34% 0.27% 1.55% 1.33% 2.78% 2.34%

From 07.31.87 through 06.09.22. Unannualized. SOURCE: Kowitz using data from American Associgtion of individual Investors and Bloomberg

The gauge is
widely viewed with
a contrarian eye,
so the tally of Bulls
in the latest AAII
Sentiment Survey
coming in at 21.0%
and the number of
Bears residing at
46.9% is a major
positive. The
minus 25.9% Bull-
Bear spreadisin a
most favorable (i.e.
highest future
returns) 1st decile
of the weekly
figures going back
to 1987.

...with it always puzzling why folks would be much more excited about future equity market
prospects the week prior when stock prices were 5% higher, especially with corporate profits still

expected to show solid growth,...
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VERY GOOD EPS IN Q1 ‘22 AND ’22/'23 ESTIMATES REMAIN STRONG

Q1 earnings reporting season generally was S&P 500 Earnings Per Share

terrific in terms of the results, even as many S B
- Quarter Operating Operating

stocks sold off sharply on the news. And, while Ended ~ EPS3  EPS12

Month Month

analysts are sometimes overly optimisticin their Esnmames

1 12/31/2023 $65.36 $247.86
forecasts, EPS estimates for 2022, 2023 and 2024 N3 478

call for significant growth versus 2021. 6/30/2023  $60.56  $238.78
3/31/2023 $58.41  $233.26

Y T TR R 12/31/2022 $60.62  $224.23

e R et T 9/30/2022 $59.19  $220.34

6/30/2022 $55.04  $213.17
3131/2022 $49.38  $210.18

ACTUAL
12/31/2021 $56.73 $208.21
9/30/2021 $52.02 $189.66
6/30/2021 $52.05 $175.54
3/31/2021 $47.41 $150.28
12/31/2020 $38.18 $122.37
9/30/2020 $37.90 $123.37
6/30/2020 $26.79 $125.28
3/31/2020 $19.50 $138.63
12/31/2019 $39.18 $167.12
9/30/2019 $39.81 $152.97
6/30/2019 $40.14 $154.54
3/31/2019 $37.99 $153.05

12/31/2018 $35.03 $151.60
Source: Standard & Poor’s. As of 6.9.22

...and valuations remaining very reasonable.
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INTEREST RATES STILL SUPPORTIVE OF STOCKS =

The so-called Fed Model suggests that the yield on 10-Year Treasuries
should be similar to the S&P 500 Earnings Yield, whichis the inverse of
the P/E ratio. If the 10-Year is greater than the S&P Earnings Yield, a
market is overvalued and if the reverse is true, as it is today, a market is
undervalued. Though many dismiss the Fed Model, investing is always
a choice of this or that, and we like today’s rich (and rising) earnings
yield (5.13% vs. 3.16% 10-Year) and S&P 500 dividend yield of 1.64%.

Monthly 3/31/1977 - 6/10/2022
S&P 500 Earnings Yield 5.13
High on 04/30/80 14.37
Average 6.41
Low on 02/26/21 3.26
S&P 500 Dividend Yield 1.64
High on 07/30/82 6.37
Average 2.71
Low on 08/31/00 1.06
10-Year U.S. Treasury 3.16
High on 09/30/81 15.84
Average 591
Low on 07/31/20 0.53

1980-1984 1985-1989 1990-1994 1995-1999 2000-2004 2005-2009 2010-2014 2015-2019 2020-2024

I ————————
*kkkk

Not surprisingly, we remain optimistic about the long-term prospects of our broadly diversified
portfolios of what we believe to be undervalued stocks,...
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STOCK SELECTION METHODOLOGY: MANAGED ACCOUNTS & BENCHMARKS

CURRENT PORTFOLIO AND INDEX VALUATIONS

Name Price to Earnings Ratio  Price to Fwd. Earnings Ratio  Price to Sales Ratio  Price to Book Ratio  Dividend Yield
TPS Portfolio 12.2 10.8 09 22 26
ValuePlus 13.0 11.0 1.2 e A
Dividend Income 11.8 11.0 08 enl 3.1
Focused Dividend Income 13.5 12.1 i 2.4 2.7
Focused ValuePlus Z ) 252 0.z 225 25
Small-Mid Dividend Value 10.1 9.3 05 155, 28
Russell 3000 20.7 17.3 2.2 3.6 1.6
Russell 3000 Growth 28.1 P 34 9.0 0.9
Russell 3000 Value 16.7 14.1 1.6 2.3 2.2
Russell 1000 19.9 17.2 23 )7/ 16
Russell 1000 Growth 26.6 22.7 3.8 9.8 0.9
Russell 1000 Value 16.2 14.1 1.7 2.4 2.2
S&P 500 Index 19.5 17.1 2.4 39 1.6
S&P 500 Growth Index 22.3 20.2 4.2 7.1 09
S&P 500 Value Index 17.5 15.0 1.7 2.8 23
S&P 500 Pure Value Index 11.2 9.8 0.7 1.4 26

As of 06.11.22. Weights based on model portfolios. Harmonic mean used to calculate the portfolio price metrics. Companies
with negative earnings are excluded from the P/E and Estimated P/E calculations. SOURCE: Kovitz using data from Bloomberg
Finance L.P.

...even as we must be braced for additional near-term downside, noting that the equity futures on
Sunday evening were suggesting that the Bear Market (down 20%) thresholds for the S&P 500
of 3837 (closing basis) and 3855 (intraday basis) were both in danger of being breached when
trading resumes this week.

Keeping the long-term faith is the thrust of the virtual presentation your Editor will be making
this morning as part of the Ben Graham IX Annual Conference, where the baker’s dozen of
stocks below will be highlighted,...
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“People who are comfortable with their
investments will, on average, achieve better
results than those who are motivated by ever-
changing headlines, chatter and promises.”

— Warren Buffett

Sample TPS Selections

Target EV/ FCF  Debt/ Div

Symbol Common Stock Price Sector P/E P/S P/TBV ROCE EBITDA Yid TE(%)

CFG  Citizens Financial $36.59 $72.17  Banks 73 nmf 1.4 9.9 nmf nmf nmf  4.2% 18,401
DPSGY Deutsche Post AG $36.99 $78.14  Transportation 118 0.5 6.2 274 49 133 249% 3.7% 45,473
FL Foot Locker $29.77 $63.00 Retailing 4.0 0.3 14 269 5.6 -04 139% 5.3% 2,837
HPE Hewlett Packard Enter $14.23 $21.38 Technology Hardware 8.3 0.7 13.7 20.0 7.6 85 661% 3.4% 18,483
P International Paper $45.00 $69.06 Materials 114 0.8 3.0 212 7.0 84 104% 4.1% 16,712
MAN  ManpowerGroup $82.85 $149.60 Commercial & Pro Services 10.3 0.2 16,6 168 6.0 11.2 308% 3.3% 4,406
OMC  Omnicom Group $67.99 $106.04 Media & Entertainment 10.3 1.0 nmf 379 7.4 8.1 nmf 4.1% 13,921
PFE Pfizer $49.97 $71.91 Pharma, Biotech 9.7 3.0 nmf 331 10.0 113 1487% 3.2% 282,840
PRU  Prudential Financial $98.39 $142.27 Insurance 6.9 nmf 0.9 9.4 nmf nmf nmf  4.9% 37,027
TSN Tyson Foods $84.14 $119.24  Food, Beverage & Tobacco 83 06 147 232 5.6 88 400% 2.2% 30,468
TIE TotalEnergies SE $57.72 $103.21  Energy 6.5 0.8 1.7 15.6 4.4 124 S0% 4.0% 150,271
QCOM Qualcomm $133.20 $230.75  Semiconductors 12.2 38 31.0 1075 10.6 48 254% 2.3% 149,027
WHR  Whirlpool $164.35 $306.65 Consumer Durable 6.5 04 674 378 5.0 109 3963% 4.2% 9,321

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.

Target (TGT — $149.67) announced updated guidance last week for Q2 and the rest of 2022,
which management expects will be impacted by plans to clear excess inventory and add capacity
for storage and distribution. The retailer’s plans include the addition of incremental holding
capacity near U.S. ports and 5 distribution centers over the next two fiscal years. The release also
noted shifting consumer purchase trends from discretionary items like home furnishings that
were popularly throughout the pandemic to food, beverage and other essentials, along with
beauty products.


https://theprudentspeculator.com/dashboard/

CEOQO Brian Cornell said, “Target’s business continues to generate healthy increases in traffic and
sales, despite sustained volatility in the macro environment, including shifting consumer buying
patterns and rapidly changing operating conditions. Since we reported our first quarter results,
we have continued to monitor external conditions and have determined the necessary actions to
remain nimble in the current environment. The additional steps we are announcing today will
ensure that we deliver for our guests while driving further growth. While these decisions will
result in additional costs in the second quarter, we’re confident this rapid response will pay off
for our business and our shareholders over time, resulting in improved profitability in the second
half of the year and beyond.”

Though the stock had already been severely punished when Q1 earnings were announced, shares
skidded another 7% last week. Target is hardly the only major big-box retailer to identify
inventory challenges of late, which have been exacerbated by the tardy onset of warmer weather.
Management now expects an operating margin for Q2 of 2%, which is much lower than the 5.6%
goal suggested on the firm’s quarterly conference call last month, but the measure is anticipated
to breach 5% in the second half of 2022.

Trims to some of our positions last year at $197 and $253 in January and July appear well timed,
and given the recent carnage, we have taken action to bring up many underweight portfolios to a
full weighting. We think the considerable appeal Target holds for consumers remains intact even
as shifting consumer sentiment and supply issues weigh in the near term. Illustrative of
management’s confidence in the future, Target announced a 20% hike in the quarterly dividend
last week, pushing the yield up to 2.9%. Our Target Price for TGT is now $253.

The M&A saga continues for Kohl’s (KSS — $45.75). The drama began in January this year as
activist investors began touting interest in the omnichannel specialty retailer. The latest twist
involves a prospective deal announced this past Monday with Vitamin Shoppe operator
Franchise Group. The potential buyer has offered $60.00 per share and has entered exclusive
negotiations with Kohl’s for a 3-week period. The current arrangement is non-binding but is
intended to allow Franchise Group, which has reportedly secured $2 billion of financing from
Apollo Global, time to perform due diligence.

Lots of pessimism for a deal apparently persists with the current price tag for shares now well
below a 5-handle, even as management publicized their own valuation estimate for the firm of at
least $70 after engaging with Goldman Sachs (GS — $287.02) to shop the retailer. Indeed, an
offer of that amount was reportedly on the table as recently as April, as a trio including private
equity and activist hedge funds had expressed interest, albeit followed by complaints about the
availability of information for due diligence purposes. And Street analysts even warned last week
that a deal would likely take months to close (which would, in reality, be record time, and hardly
a concern), although a KSS sale has theoretically been a possibility now going on five months.

While we feel at this point that a transaction is more likely than not, we reiterate our position
from two weeks ago: Acknowledging that Kohl’s has many battles to work through — activist
investor pressure, management changes, inflation and deteriorating consumer dynamics — we
think that investors with a longer-term view might find that the company has multiple

opportunities to realize shareholder value, whether it continues as a stand-alone or through a



corporate action. It has been difficult to handicap which buyout stories are credible (or material)
and which are not, so we have generally excluded them from our long-term expectations, though
that may change at any time as new information becomes available. We consider Kohl’s to be
substantially discounted from its intrinsic value, as is evident by our $70 Target Price. KSS
yields 4.4%.

Shares of Intel (INTC -$39.18) sank nearly 10% last week after CFO Dave Zisner’s comments at
the Bank of America Securities 2022 Global Technology Conference added to investor worries.
The chip maker’s finance chief said, “I think on the macro side, clearly, [demand is] weaker.
And we, like everyone else, will be impacted by the macro events that are unfolding here more
recently. That’s clearly going to impact us, as it will virtually everybody else in not only the
semiconductor industry but globally in terms of corporations. For us, the other thing was we had
three kinds of headwinds coming into the quarter, which we talked about. One was the match set
issue where customers could not get enough components to build product. That was we expected
to impact demand. The second was inventory. We expected customers to reduce their inventory
levels, which would impact their demand on us. And then there was the China, Shanghai closure
and we expected that to open up in early May. And it takes time to get back to normal but get
back to normal on a relatively quick fashion. I think in all three cases, the circumstances at this
point are much worse than what we had anticipated coming into the quarter.”

Looking further out, Mr. Zisner explained, “I think when you look at it over the long-term
though, semiconductor industries have cycles to them. Every company within the semiconductor
industry has a slightly different cycle to them, and that’s how we’re used to managing through
those things...I feel really good about our opportunity to hit the model within the time frame we
talked about. I feel good about the growth rate moving to this 10% to 12% by ’25 to ’26.
Margins to be back towards the higher end of our range of 54% to 58%. We expect to have good
cash flow once we’ve made the necessary investments over the next three years. One of the more
positive things that has also happened over the last four or five months is our capital offset, the
smart capital strategy that we talked about at Investor Day is actually going pretty well...We’re
going to go through some choppiness for sure in the near term as everyone else will as well. And
what we’ve got to do is kind of keeps our heads down and drive the business, execute to the plan
and things will have a good outcome for us.”

The sour mood seemed to catch some analysts by surprise, which we find surprising given
INTC’s recent comments have indicated the company is definitely not out of the restructuring
woods. Plus, we have not been shy to bemoan Intel’s manufacturing difficulties in recent years,
while CEO Pat Gelsinger’s turnaround plans to have yet to gain steam. Chip making is capital-
intensive and it takes time for the first chips to roll off the production line. We think it’s worth
cutting INTC management a little more slack to get the house in order. Intel’s business risk is
certainly above-average for our portfolios, but we think its return profile more than compensates
for that above-average risk. We continue to like the valuation (11.5 times forward earnings and
3.7% dividend yield), the direction and potential. Our Target Price is now $64.

Judging by the stock price chart alone, one would be forgiven for having mistaken shares of
Deutsche Post AG (DPSGY — $36.99) for one of many high-flying growth names that have
seemingly encountered gravity in 2022. Incredibly, shares have shed more than 40% of their



value, even as the German letter and parcel carrier is primed to produce EUR 8 billion of
operating profit this year. Such a result would eclipse the banner performance in 2021 by a hair.
While careful not to dismiss challenges to the global economy from tight labor, roaring energy
costs and others, management was rather upbeat at the firm’s annual shareholder meeting last
month as it expects larger and heavier B2B shipments and continued strong E-Commerce growth
and cross-border optimization to boost results.

CEO Frank Appel then claimed, “At the beginning of this week, we announced the figures for
our first quarter, which was better than the first quarter of the past year, even though that was a
record as well. And we also confirmed our guidance at the beginning of the week. We believe
that our targets are still attainable, and we believe that we can maintain the high level of profits
that we’ve already achieved. Possibly, we can even go beyond that. But we always need to look
ahead.”

He added, “We want to push ahead with digitization. We will continue to focus on our core
business. And this strategy was launched at the right time, and it proved to be the right strategy.
So let me just shed some light on some of the aspects of our strategy, which are of particular
importance. First of all, this strategy and our financial power make it possible for us to keep on
investing. And that’s important because there’s still a crisis and it may become even harder to
deal with it, but we have the financial power to keep on investing in our business.”

Of course, some level of normalization is likely in the near term (for example, Express segment
profits in 2021 were more than what was generated by the whole firm before the pandemic),
especially as the European Central Bank is now on course for rate hikes in 2022 and many worry
that Europe is headed for recession. We contend, however, that the latest pessimism is overdone
with shares trading for a massive discount to their long-term average forward P/E ratio. The
American Deposit Receipt offers a net dividend yield of 3.7% and our Target Price is $76.

Even as shares have skidded from their April high, the outlook for Nutrien (NTR — $86.46) has
brightened further as the Russian invasion of Ukraine continues to impact the supply of fertilizer
around the globe. The Canadian producer of crop nutrients announced last week that it aims to
boost production to 118 million tonnes by 2025 to fill a massive supply gap and as countries
reevaluate global trade patterns to solidify the reliability of their supply sources. As we have
previously noted, Russia and neighboring Belarus are the second and third largest producers of
potash after Canada, and Nutrien CEO Ken Seitz has suggested that the former two countries
were expected to account for 60% of the world’s supply of the nutrient over the next five years.

This decision to boost production is certainly a major one and will leave Nutrien needing to
replenish its own nutrient sources. Management says it is currently looking for ways to produce
more nitrogen through green- and brownfield expansions. CFO Pedro Farah suggested the payoff
for these moves makes sense if the market is supportive of current prices for one to one-and-a-
half years.

Given the constructive environment, management announced at the firm’s Investor Day last
week that it would buy back an additional $2 billion of stock in 2022, on top of the $2 billion in



repurchases announced in February. These actions bring projected capital to be returned to
shareholders close to $5 billion including dividends.

We acknowledge that commodity prices often swing wildly. Nevertheless, we have also believed
for some time that long-term trends in agriculture are favorable, irrespective of global conflict,
and we continue to doubt that the confluence of global events will resolve in the near term.
Nutrien raised its EBITDA guidance to between $14.5 billion and $16.5 billion, more than
double the year-ago period. The dividend yield is 2.2% and our Target Price now stands at $130.

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.



