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EXECUTIVE SUMMARY 

Volatility – Terrific Week for Equities 

Inflation – Less-Worse News: Univ. of Michigan 5-Year Outlook Pulls Backs; Commodity 

Prices Retreat 

Sentiment – Folks are Very Scared; Data Does Not Support the Current Level of Pessimism 

Media – Still Not Telling the Whole Story 

Econ Data – Numbers not Great; But Not Recessionary Either 

GDP & Corporate Profits – Both Likely to Show Strong Nominal Growth This Year 

Stock News – Updates on Banks, Commodity Stocks, KSS & FDX 

Market Review 

Certainly, there is not a lot to cheer about this year, given that the average stock in the Russell 

3000 index is still off 21.2% year to date, but the week just ended was one of the best in 

history,… 



 

…providing yet another reminder that market downturns historically always have been followed 

by advances of far greater magnitude, so much so that long-term returns on equities have been 

terrific. 



 

While stocks were oversold following the two brutal weeks to start June, the catalyst for the big 

rebound that was capped by the 823-point jump in the Dow Jones Industrial Average on Friday 

was the release of the final reading on consumer sentiment from the University of Michigan. 



 

No, it wasn’t the incredible equity market buy signal detailed above for troughs in the gauge. 

Instead, despite an-all-time low in the June headline figure, traders were encouraged by a 

revision in the May reading of inflation expectations over the next five years, with Michigan 

reporting a lowering of the outlook to 3.1% from 3.3%. 

Of course, decades of market history would argue that equities, on average, have proven to be a 

good hedge against inflation, so nothing we learned on Friday altered our view that stocks are the 

place to be for those with a long-term time horizon,… 



 

…while we note that one important component of the inflation calculation, commodity prices, 

has come down considerably over the last couple of weeks. 



 

***** 

Still, we realize that market participants needed some good (well, less bad) news as investor 

sentiment had become about as pessimistic as it ever has been,… 



 

…with your Editor recently asked by a reporter for advice he would offer those worried about 

losing their homes as the market falls. Yes, that was a real query, even as home prices have 

soared over the past one, two, three, five and 10 years,… 



 

…and household net worth resides near all-time highs and well above pre-pandemic levels. 



 

True, we realize that many of those new to the financial markets have suffered sizable losses 

chasing hot initial public offerings,… 



 

…cryptocurrencies, so-called meme plays, disruptive technologies and expensively priced 

growth stocks,… 



 

…but the financial press often seems to forget that most of us did not start investing in the last 

year and that those who have stuck with their diversified portfolios, be they Value- or Growth-

oriented, have enjoyed very nice returns over the past two, three, five and 10 years, especially 

relative to what might have been earned in supposedly safe fixed income investments. 



 

To be sure, someone could have lost their job, had a health emergency or made ill-timed bets 

with borrowed money, but we always are catering to those looking to grow long-term wealth, not 

to those hoping to make a quick buck with money needed to pay the mortgage. As such, it is hard 

to fathom that anyone would be afraid of losing their home, unless they were living way beyond 

their means. Indeed, given the fantastic returns enjoyed by equities over the intermediate and 

long term, nobody should have any worry about making ends meet, even with the big drop in 

2022. 

Alas, so much these days is short-term-focused and fear-oriented, so we understand that the 

media may make it seem as if the world is ending, so we continue to do our best to dissect the 

frightening headlines with facts and figures. 



 

***** 

No doubt, one of the biggest issues spooking investors today is the health of the economy, with 

the most recent read on Q2 GDP suggesting that we could see a second straight quarter of 

negative real (inflation-adjusted) growth,… 



 

…and the latest forecast showing a 33% chance of recession,… 



 

…even as the most recent housing statistics were not as weak as expected,… 



 

…the jobs market remains incredibly robust,… 



 

…and arguably poor purchasing manager surveys are still suggesting Q2 growth. 



 

Certainly, anything can happen, so we must be braced for more economic turbulence, but the 

International Monetary Fund on Friday said it expects the U.S. to “narrowly” avoid a recession, 

with U.S. Gross Domestic Product to grow 2.9% in 2022, 1.7% in 2023 and 0.8% in 2024. Also, 

Federal Reserve Chair Jerome H. Powell, while admitting that recession was a possibility, was 

relatively upbeat on the economy last week in his remarks on Capitol Hill,… 



 

…while we note that nominal (not adjusted for inflation) GDP growth is a certainty for Q2,… 



 

…and corporate profits (also in nominal dollars) are likely to continue to show solid growth. 



 

We are now just a few weeks away from the start of Q2 earnings reporting season, and we 

respect that what management teams say about the upcoming quarters will be more important 

than the results just announced. Still, we would argue that the sizable equity market downturn we 

have endured so far this year is discounting a significant amount of bad news on the profit front 

that may not materialize, while we continue to take comfort in what the historical evidence 

shows, on average, for recessions and stock market returns. 



 

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. 

The Federal Reserve released the results of its annual stress test for the nation’s largest 33 banks, 

in which it hypothetically tests the ability of each bank to withstand adverse scenarios. In the 

2022 test, the worst case, which the regulator deems the “Severely Adverse” scenario, featured 

“a severe global recession accompanied by a period of heightened stress in commercial real 

estate and corporate debt markets.” It also incorporated an unemployment rate as high as 10%, a 

real GDP decline of 3.5% and a 55% drop in equity prices. While those banks considered 

Systemically Important are not at liberty to disclose their applicable surcharge until next week, 

each of the 33 total banks examined cleared the minimum Tier 1 common equity ratio hurdle of 

4.5%. 

https://theprudentspeculator.com/dashboard/


All in, considering that the test is countercyclical, meaning that regulators amp the adversity 

factor more following bouts of calm (and vice versa), we thought our banks fared mostly as 

expected. Market sensitive investment banks, Goldman Sachs (GS – $302.75) and money 

centers JPMorgan Chase (JPM – $117.32), Bank of America (BAC – $32.31) and Citigroup 

(C – $47.86) saw larger hypothetical drawdowns in Tier 1 common equity. And we were 

pleasantly surprised that regionals typically sensitive to commercial, industrial and real estate 

loan sectors fared relatively well as measured by projected loan losses relative to the group. 

Recession is the investor bogeyman these days, and we get the sense that bank has become a 4-

letter word for many with the KBW index down slightly more than the market this year. As 

discussed above, we aren’t convinced that the economy is in such dire straits, and even should a 

recession occur, the stress test results offer some evidence that the country’s banking sector 

would be able to weather the storm. 

With capital plans from each of our bank holdings set to be released in the coming weeks, our 

expectations for large repurchases and dividend hikes are tempered. Nevertheless, the next year 

or two should see significantly padded net interest income until deposit costs slowly creep 

higher. The valuation discount of the banking sector (as judged by the P/E on the KBW Index) 

relative to the S&P 500 remains greater than 40% and we think it could close in a swift manner 

should net interest margins start to resemble anything close to pre-Financial-Crisis levels. 



 

While generally they have been strong performers this year, our agricultural and energy holdings 

have taken it on the chin of late as worries of declining global demand permeated trading. 

Within agriculture, shares of fertilizer producer Mosaic (MOS – $46.61) have slumped on news 

that sales volumes have slowed even as still-elevated pricing drove sales in May to nearly double 

the year-ago figure. Equipment makers Deere (DE – $310.87) and Caterpillar (CAT – $185.49) 

have skidded on mounting recession fears, but while we realize that efforts by central bankers 

around the world to combat inflation will cool the global economy, we think the price action for 

each of these holdings is overly pessimistic, particularly in light of geopolitical events that 

persist. 

In a similar vein, shares of Exxon Mobil (XOM – $86.90), EOG Resources (EOG – $110.59) 

and HF Sinclair (DINO – $43.49) have pulled back sharply even as barrels of West Texas 

Intermediate crude oil remain over $100 and refining crack spreads are at record highs. In 

addition to the competitive advantages each of these holdings possess in their respective 

industries, we continue to appreciate the diversification benefits they add to our portfolios. We 

also like that each of these names presently boast a dividend yield well north of that offered by 

the overall market, while we will be unveiling a new recommendation in the energy patch in the 

upcoming July edition of The Prudent Speculator. 



 

Shares of Kohl’s (KSS – $39.25) fell last week as top-suitor Franchise Group announced it may 

reduce its buyout offer price for the retailer from something close to $60 to something closer to 

$50 per share. This comes as the Vitamin Shoppe owner entered exclusive negotiations with 

Kohl’s just a few weeks prior. 

While we still expect a deal of some sort to eventually be put forth, we increasingly think the 

price ultimately realized will fall short of the $70 touted by management several months ago. 

However, we reiterate that while Kohl’s has many battles to work through – activist investor 

pressure, management changes, inflation and deteriorating consumer dynamics – we still find 

shares quite inexpensive and think multiple opportunities exist for the firm to realize shareholder 

value, whether it continues as a stand-alone company or through a corporate action. Our Target 

Price is now $69 and we note that KSS yields a very generous 5.1%. 

On a solid day for most stocks, shares of FedEx (FDX – $243.24) catapulted nearly 7% higher 

Friday as new CEO Raj Subramaniam boosted the shipper’s EPS guidance for the rest of the 

fiscal year. The news comes on the heels of a 53% boost to the dividend and certain business and 

governance actions to lift performance announced the week prior. FDX now expects EPS 

between $22.50 and $24.50, with the low end coming in higher than Street consensus. 



Capacity investments over the past couple of years appear on the verge of bearing fruit, making 

the $26+ EPS analysts had projected by fiscal 2025 seem a realistic goal. Should FDX hit that 

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

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

intensive, macro-sensitive logistics company. Despite a 20% rally since early April, shares still 

trade for just 10.6 times the NTM EPS estimate. Our Target Price for FDX has been bumped 

again, this time to $368. 
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