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Market Review 

As discussed in the July edition of The Prudent Speculator, we bough the following on 

Wednesday morning, July 6, for our two real-money portfolios. 

TPS Portfolio 

675 Civita Resources (CIVI – $50.62) at $46.735 per share 

Buckingham Portfolio 

314 Hewlett Packard Enterprise (HPE – $13.19) at $12.6948 

19 PNC Financial (PNC – $161.38) at $159.87 

In our two hypothetical accounts, we added the following, also on Wednesday morning, July 6. 

Millennium Portfolio 

234 Dick’s Sporting Goods (DKS – $83.95) at $80.88 

185 Verizon (VZ – $50.49) at $51.42 

PruFolio 

45 Whirlpool (WHR – $160.81) at $161.65 

121 Zimmer Biomet (ZBH – $105.34) at $106.65 

***** 

While the average member of the Russell 3000 index still has a negative total return of 19.6% on 

the year and the small-cap Russell 2000 index remains in Bear territory, the equity markets 



enjoyed a positive week for a change. Of course, the Growth indexes significantly outperformed 

Value last week, though the year-to-date race remains decidedly in favor of less expensively 

priced stocks. 

 

No doubt, short-term price movements often are difficult to rationalize, with GameStop a perfect 

example. Shares of the money-losing meme-stock darling soared more than $17 on Thursday 

after management announced a 4-for-1 stock split, yet they gave back only $6 and change on 

Friday when the specialty retailer fired its CFO and laid off numerous employees as part of its 

latest turnaround plan. Most investors understand that a stock split in and of itself changes 

nothing about the value of a business, but letting go of a CFO is seldom viewed positively, while 

job cuts do not exactly inspire confidence in the future for a momentum-investor favorite. 



 

While GameStop is an extreme case of a stock that should have moved opposite to what 

happened, we also would argue that Growth should not have performed so well, given the rise in 

interest rates,… 



 

…and the historical propensity for Value to assert its propensity for outperformance when 

government bond yields are climbing. 



 

Four trading days does not a trend make, but the fact that the Atlanta Fed’s GDPNow forecast for 

second quarter growth improved last week from a 2.1% contraction to a 1.2% contraction should 

also have been a positive for Value stocks, many of which are economically sensitive. 



 

Obviously, negative economic growth for Q2 is nothing to get excited about, especially when it 

would follow the 1.6% drop in real (inflation-adjusted) GDP in Q1, but we continue to think the 

terrific nominal growth should not be ignored,… 



 

…and we note that, historically speaking, Value stocks have been a terrific hedge against high 

inflation. 



 

We also found statements that came out on Thursday St. Louis Federal Reserve President James 

Bullard interesting as he said that he doesn’t see a U.S. recession on the horizon. “We’ve got a 

good chance of a soft landing here going forward,” Mr. Bullard offered, arguing that though the 

economy is slowing, it is more to a 2% trend rate of growth after the strong 5.7% growth rate in 

2021. 

He pointed to gross domestic income – an alternate measure to the commonly-use GDP measure, 

indicating that it was positive in the first quarter of this year, even though GDP was down 1.6%, 

adding “Wall Street is talking a lot about recession – they’re talking about two quarters of 

negative GDP growth. I’m not really getting that from anecdotal information like this.” 

Interestingly, the Bullard comments were made the day before the Labor Situation report was 

released on Friday, in which the number of jobs created for June came in well above 

expectations,… 



 

…and the unemployment rate held steady at a very low 3.6%, near a five-decade low. 



 

Despite the good news on the jobs front, Atlanta Federal Reserve President Raphael Bostic said 

on Friday, “We’re starting to see those first signs of slowdown, which is what we need.” 

However, he was quick to add, “The tremendous momentum in the economy to me suggests that 

we can move at 75 basis points at the next meeting and not see a lot of protracted damage to the 

broader economy.” 



 

For his part, Federal Reserve Governor Chris Waller, while talking tough on inflation, added on 

Thursday, “I personally think that some of the fears of a recession are kind of overblown.” This 

view is backed up by the current Bloomberg consensus prognostication,… 



 

…along with the latest better-than-expected read on the health of the important services sector of 

the economy,… 



 

…not to mention the Fed’s own projections offered last month. 



 

We also can’t forget that household balance sheets generally are in great shape, with The Wall 

Street Journal pointing out last week, “Households are flush with cash, too. At the end of the 

first quarter, they had $18.5 trillion in checking accounts, savings accounts and money market 

mutual funds, according to Fed data. That was up from $13.3 trillion before the pandemic, 

boosted in part by several rounds of relief checks sent to households in the past two years.” 



 

Certainly, Jerome H. Powell & Co. could be wrong about avoiding recession, but were such an 

event to occur, it is comforting that, on average, it has not been a reason to abandon equities, 

especially for those who share our long-term time horizon,… 



 

…while most expect only a mild recession in a worst case, meaning that there still should be a 

favorable backdrop for corporate profits, which are reported in nominal (and not inflation 

adjusted) dollars. 



 

None of this means that the upcoming Q2 earnings reporting season will be a positive for 

equities, but we continue to think that the awful second quarter for stock prices has discounted a 

significant amount of bad news that may not materials, while we are of the mind that the 

pessimism in the financial press,… 



 

…has provided an added weight on investor psyches,… 



 

…and not helped consumer confidence. 



 

The equity futures on Sunday evening were suggesting that stocks will struggle anew when 

trading reopens this week, so it is likely that Warren Buffett’s Mr. Market will remain grumpy,… 



 

…but this is a big reason why the Oracle of Omaha recently has opened his pocketbook. Indeed, 

investors should be greedy when others are fearful! 



 

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. 

In a filing just before the July 4 holiday weekend, Exxon Mobil (XOM – $86.08) released 

factors that would affect its Q2 results. Taking these into account, the energy titan could generate 

as high as $18 billion of profit, while the Street was forecasting $13.6 billion. To be sure, either 

of these figures will be significantly larger than the more than $8 billion produced in the prior 

two quarters, boosted by higher oil and gas prices and rather thick refining spreads. 

As we look forward to the actual release later this month, we note that success in the energy 

patch has not been without negative comments in politics and in the media, as higher prices at 

the pump plague the average American consumer. And, some have called for windfall taxes with 

https://theprudentspeculator.com/dashboard/


President Biden even claiming that “Exxon had made more money than God this year.” Now, 

with recession seemingly on the tip of everyone’s tongue, crude prices have dipped over the past 

month and some analysts have called for $60 barrels on expectations for weaker demand. 

Looking a few years out, XOM CEO Darren Woods recently said that he “expects 3 to 5 years of 

fairly tight oil markets.” 

Globally, members of OPEC+ have stepped up production volume to 44 million barrels per day, 

beyond pre-pandemic levels. And the cartel agreed last month to ramp production once again in 

August, though Saudi Arabia is the only member with material capacity. 

While we continue to rigorously debate the topic internally, we are of the mind that war in 

Ukraine will weigh on supply for years to come, even if there is some sort of a ceasefire in the 

near-term. This, and a sizable pullback in the stock price, is the reason we chose to add to our 

Energy sector holdings with the aforementioned Civita Resources this month. 

Of course, nobody knows what direction oil or gas prices are headed in the next week or month, 

so it is likely that oil-related stock prices will continue to gyrate. Nevertheless, we think 

pandemic-induced trauma will not be easily shrugged off for some time by industry CEOs, 

turning them cautious on ramping production even as domestic and international energy prices 

have skyrocketed. Indeed, we remind that the front month contract for barrels of West Texas 

Intermediate skidded into negative territory in April 2020, and even in the years prior, the 

drilling of wells while oil was at prohibitively low prices was self-destructive for the industry. 

Moreover, we view the conversion to variable capital return policies (dividends and share 

repurchases) a healthy choice no matter the price environment. 

Turning our attention back to Exxon, following the addition of independent members to the 

board in recent years, management suggests it is making progress on the carbon reduction front 

via the Houston carbon capture hub. Meantime, the company continues to invest in its core 

business both domestically (the Permian) and abroad (Guyana), and boasts a global, break-even 

cost of production of $41 per barrel. 

Exxon shares trade for 10 times where analysts expect earnings to normalize over the next few 

years and offer a 4.1% dividend yield. Our Target Price for XOM is $116. 

With results from the Federal Reserve’s latest bank stress test in the rear view mirror, several 

major banks announced hikes to their dividends, with a few detailing share repurchase plans. 

One might have thought that the news would have boosted sentiment, but the KBW banking 

index actually headed south in the days after with the mood souring over recession implications. 

Among the largest of the nation’s financial institutions, Goldman Sachs (GS – $296.47) 

announced the biggest increase to its dividend (25%) while JPMorgan Chase (JPM – $114.36) 

and Citigroup (C – $46.82) kept payouts flat. We’ve detailed dividend updates for each of our 

banks as well as their Tier 1 common equity ratios relative to their regulatory hurdle in the chart 

below. 



 

The capital requirements are designed to set a floor on how much capital banks are allowed to 

return to shareholders through buybacks and dividends. Though we expect higher net interest 

margins to help their cause, a few top banks (JPM, Bank of America (BAC – $31.79) & C) fell 

just shy of their CET1 targets, but these ratios are dynamic and management teams can scale up 

equity or reduce leverage to meet their requirements before they are set to take effect October 1. 

We also note that Goldman was in this situation after the 2020 stress test. Although the 

investment bank kept its dividend flat that year and payments were interrupted, but it is on pace 

to double its per-share payout in the two years since. 

On top of the Stress Capital Buffer, several larger banks deemed Systemically Important are 

subject to another (G-SIB) capital charge, which is expected to also increase in the coming years. 

Such regulations force banks to build and hold higher levels of equity capital than they might 

otherwise owing to their being interconnected to other global financial systems. Citi and JPM 

appear most impacted on that front, with JPMorgan CEO Jamie Dimon grumbling about the 

subject in his latest annual shareholder letter: 

The U.S. implementation of G-SIB requirements does not enable a level playing field — plain 

and simple. Not only have American rules made the G-SIB designation worse for American 

banks (if JPMorgan Chase could operate on the same basis as large European banks, our Tier 1 



capital requirements would be reduced by $30 billion), but the rules have not been adjusted as 

the framework allows. G-SIB capital requirements were supposed to be modified to account for 

the increasing size of the global economy and the smaller size of banks in relation to that global 

economy — this simply has not happened. So JPMorgan Chase will be required to hold 2% more 

common equity Tier 1 capital as a consequence. We have always said that the G-SIB calculation 

is nonsensical as it is not risk-based at all. It drives absurd behavior, such as favoring various 

acquisitions that may be imprudent but don’t require G-SIB capital or encouraging very risky 

loans that require no more G-SIB capital than risk-free loans. Being a large, diversified 

company, with strong revenue and profit streams, is normally a source of strength in troubled 

times, but this is a negative in regard to G-SIB capital. 

As we mentioned two weeks ago, given our tempered expectations for large repurchase plans 

and dividend hikes, we are delighted with the raises that were announced. This is especially true 

as recession seems to be on the tip of everyone’s tongue of late, but we aren’t so 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 banks will weather the storm. 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 the E portion of the P/E could expand in a swift manner should net 

interest margins start to resemble anything close to pre-financial-crisis levels. 
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