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Market Review 

While we often fault the media for sensational eyeball-grabbing headlines and unbalanced 

reporting, every now and again we come across a story that seems to make a lot of sense. A 

recent feature in The New York Times offered perspective on the question, “Is the World Really 

Falling Apart, or Does it Just Feel that Way?” This is particularly timely given the all-time-low 

consumer sentiment reading in June (there was a slight improvement for the preliminary July 

figure) from the University of Michigan. 



 

To be sure, the Michigan numbers go back only to 1978 and we are not suggesting that there is 

nothing about which to be concerned, while conditions could deteriorate, but if we are truly 

objective, it is easy to see that history has been filled with many even more disconcerting periods 

than what we are presently facing. 



 

Of course, the media does deserve some of the blame for the sour mood of the country. As the 

Times article stated: 

And thanks to the internet, with news consumption far greater than it once was, even those who 

live far from crises now live in a digital world of constant, dire updates. A major story, like a 

mass shooting or the war in Ukraine, can feel ever-present in our lives. 

If your social media feeds and home screens serve up a steady stream of calamities, they can 

feed an overwhelming — if sometimes misplaced — sense of threat, as if the world itself were 

caving in. 

However, with the understanding that the Times piece was on the front page, not the business 

page, and was likely written in response to President Biden’s low approval ratings, we agree that 

the extreme pessimism pervasive today is overdone. Again, we are not arguing that everything is 

rosy, as there are plenty of very real issues facing the nation and investors, but we believe that 

the equity markets have discounted a lot of bad news that may not materialize with the 

punishment inflicted on many a stock not fitting the crime. 



 

After all, while the major market averages enjoyed a big rally on Friday, the five trading days 

just ended were again in the red, adding to the significant losses thus far in 2022 and pushing the 

YTD return for the average stock in the Russell 3000 index (R3K) to -21.2%. 



 

Now, volatility is something with which investors have always had to contend, and the 

magnitude of this decline is hardly unusual. Indeed, the average stock plummeted 40.5% during 

the R3K’s six-week peak-to-trough 02.19.20 to 03.23.20, 24.6% from 09.20.18 to 12.24.18 and 

23.6% from 06.23.15 to 02.11.16, while setbacks at the index level have happened with far more 

frequency than many might think. 



 

What is interesting this time around is that inflation is a major catalyst for the downturn,… 



 

…even as decades of market history shows that equities have been a terrific hedge, on average, 

against a high consumer price index. 



 

True, this time (and all times, for that matter) is different, as traders are fretting that a hawkish 

Federal Reserve will be forced to raise interest rates considerably higher,… 



 

…and that this will lead to a recession,… 



 

…even as the historical evidence argues that such an event, on average, is not a reason to be 

selling stocks,… 



 

…while the supposedly dreaded harbinger of recession, an inverted yield curve, has led to better-

than-average one-year forward returns for the S&P 500. 



 

Certainly, we realize that it is going to be extremely difficult for real (inflation-adjusted) GDP 

growth to be positive for the second quarter,… 



 

…but nominal growth will likely be superb, just as it was in the first quarter. 



 

Obviously, the focus for the equity markets is always on the future, with a big hike in the Fed 

Funds rate at the upcoming July FOMC meeting seemingly assured. Such were the comments 

last week from Federal Reserve Governor Christopher Waller, “With the CPI data in hand, I 

support another 75 basis-point increase,” though he was quick to add that he does think that the 

U.S. is presently in a recession or that the Fed’s tightening will end the expansion. Mr. Waller 

believes that the labor market is “very strong” and that the Fed’s “medium-term view of a soft 

landing is very plausible.” 



 

There are plenty of question marks about the health of the economy, but even those who are not 

sanguine on the prospects are mostly of the mind that any recession would be relatively shallow. 

Such opinion would seem to be supported by the resiliency of the consumer, evidence of which 

was on display in last week’s important better-than-expected retail sales tally,… 



 

…even as other arguably less-critical stats trailed forecasts. 



 

The strength of the economy on a nominal basis is a big reason why corporate profit estimates 

(also reported in nominal dollars) have remained robust,… 



 

…supporting our view that equities in general continue to be attractively priced, despite the 

increase in interest rates,… 



 

…and adding to the appeal, we think, of Value stocks, in particular. 



 

All that said, we remain braced for more downside volatility, especially as we move more deeply 

into Q2 earnings reporting season, but we continue to like the very inexpensive valuation metrics 

for our portfolios,… 



 

…and we like the dividend income offered by many of our undervalued names. 



 

Stock Updates 

Keeping in mind that all stocks are rated as a “Buy” until such time as they are a “Sell,” a listing 

of all current recommendations is available for download via the following link: 

https://theprudentspeculator.com/dashboard/. We also offer the reminder that any sales we make 

for our newsletter strategies are announced via our Sales Alerts. 

Jason Clark, Chris Quigley and Zack Tart offer updates on several of our stocks that had news 

out worthy of mention last week. 

Railcar manufacturer Greenbrier Cos (GBX – $29.37) earned $0.09 per share in fiscal Q3 that 

ended May 31, far below the $0.51 expected by the Street. Despite the miss, revenue has nearly 

doubled over the past year to over $650 million and efforts to pass along higher materials costs 

in the manufacturing division have boosted gross profits in absolute terms, all the while margin 

dilutive on a percentage basis versus the prior year quarter. Demand in North America appears 

strong, with Chief Commercial Officer Brian Comstock stating, “We haven’t seen any 

appreciable slowdown at this stage,” even as the company has seen deliveries stall in Europe, a 

result of the war in Ukraine. 

https://theprudentspeculator.com/dashboard/


To keep up with manufacturing demand, Greenbrier hired 1,500 employees in the period, which 

also elevated expenses. The quarter was a return to normalcy for the leasing division, which was 

without the major gain on sale that was a highlight in Q2, but still operated at a nearly 50% profit 

margin. The Maintenance segment has also continued to improve sequentially in each quarter of 

the fiscal year, with gross margin reaching 10.4% in the most recent period, up from 1.2% in Q1. 

Mr. Comstock added, “With deliveries of 5,200 units in the quarter, our book-to-bill ratio was 

nearly 1. We maintain our market-leading position in North America. At the end of calendar Q1, 

orders for Greenbrier comprised 48% of the total North American industry backlog. Our 

diversified backlog currently stands at nearly 31,000 units with a total value of $3.6 billion…For 

Europe, now that things are settled in, and there’s a bit of normalcy as much as there can be in 

Europe, we’re starting to see customers come back to the table and we have begun to secure 

orders again. So, it started to stabilize a little bit over there as well.” 

Management increased its guidance for car deliveries from their prior 18,500 level to 19,500 

units. This includes approximately 1,500 units from Greenbrier-Maxion in Brazil, but not 

deliveries to the lease fleet, for which approximately 1,700 units are also expected to be built. 

Shares lost 10% last week on the news, as the big bottom-line miss was disappointing, but we 

have long noted that results in any given quarter can be quite erratic, owing to significant 

operating leverage in the manufacturing business. And as in Q2, where management took 

advantage of strong pricing in the lease market to capture gains on certain assets, this 

unpredictability can work in our favor from time to time. We continue to appreciate the energy 

efficient nature of rail relative to other methods of transport. And even as the industry has dealt 

with its set of obstacles affecting service, these ought to soon be in the rear view mirror. With 

shares off more than a third year-to-date, we find the pessimism overdone as earnings are 

expected to improve considerably into 2023. The dividend yield is an attractive 3.7% and our 

Target Price has been, though trimmed, resides at $54. 

BASF SE (BASFY – $10.42) released preliminary second quarter results last week. In euro 

terms, the chemical maker had adjusted EBIT around 2.3 billion (before special items), 

compared with the analyst consensus estimate of 2.0 billion. Sales increased 16% year-over-year 

and the company’s guidance remains unchanged. Despite the good Q2 results, shares slumped 

more than 4% for the week. The chemical maker will report its half-year report on July 27, 

which will include management commentary and perhaps an updated outlook. 

BASF’s share price is down heavily this year, while the company’s projected EPS is not far 

behind the 2021 high-water mark. Concern about inflation, specifically high energy prices in 

Europe and the prospect of energy rationing in Europe this winter, are taking their toll on Q4 

earnings projections (0.13 euros per share vs. 0.29 euros per share last year). We know that 

traders don’t care much about the long term, but we think the global chemical market is resilient 

and expect that BASF’s global revenue stream will reduce region-specific challenges. Our Target 

Price is $21 and BASFY yields around 6% after taxes. 

Through a press release on July 11, semiconductor equipment firm Cohu (COHU – $27.27) pre-

released Q2 results. The company expects revenue to come in between $216 million and $218 



million, while the backlog stands at $342 million. COHU repurchased 504,102 shares in the 

quarter for $14 million and the company’s cash position at the end of Q2 is expected to come in 

around $368 million. 

In general, we thought the report was positive and shares finished the week up better than 3%. 

COHU’s market cap around $1.3 billion puts it in small-cap territory, and we expect to see more 

growth in the coming years. The company’s 10 times forward P/E ratio and 1.0x forward price-

to-cash-flow ratio put the stock in Value territory, especially for a Tech sector company. The 

final Q2 report will be released on July 28. Our Target Price for COHU is $52. 

The roller coaster ride continued for Delta Air Lines (DAL – $30.09) after the company 

reported Q2 2022 results that trailed analyst expectations. DAL posted adjusted EPS of $1.44 per 

share in Q2, compared with the analyst consensus estimate of $1.64. The airline’s adjusted 

revenue was $12.31 billion, compared with the $12.33 billion consensus. The revenue figure was 

near Q2-2019’s $12.54 billion haul, indicating that there is strong demand for flights. 

CEO Ed Bastian said, “Rebuilding Delta’s operation during an unprecedented surge in customer 

demand has been a remarkable feat, and I’m grateful to our people for everything they do on a 

daily basis. While the demand and revenue landscape is the best we’ve seen, the operational 

environment for the entire industry remains uniquely challenged. I’d like to sincerely apologize 

to those who have been impacted by cancellations, delays and long wait times over the last 2 

months. This quarter’s operational performance has not been up to our industry-leading 

standards, and restoring operational excellence is our top priority. Steps we’ve taken include the 

strategic direction to hold capacity at the June month level for the remainder of this year as well 

as additional investments to restore operational integrity, including earlier boarding procedures 

and operational buffers. We are pleased with the progress and July is off to a very good start with 

a 99.2% completion factor through the first 11 days of the month, which is exactly on par with 

the same holiday period in 2019.” 

Mr. Bastian continued, “Our revenues are far more diversified with much larger contributions 

from our premium product offerings and high-margin loyalty business as well as our growing 

MRO and cargo businesses. And our balance sheet and access to capital are much stronger as 

proven during the pandemic. We’ve recently made major customer enhancements that will 

strengthen our brand for years to come, including recent openings this quarter of world-class 

airport facilities at LAX and New York’s LaGuardia Airport, 2 largest markets for travel in the 

country as well as new Delta Sky Clubs in key markets. We spent over a decade building our 

reputation as the most reliable airline globally, but we’re not only determined to deliver that 

same standard of excellence but are investing to bring it to an even higher level. In the face of the 

pandemic, financially, we’ve been profitable over the last 12 months, with margins this summer 

beginning to approach 2019 levels despite meaningfully lower capacity and a doubling in fuel 

prices. In my opinion, a pretty remarkable turn in performance. With our results in the first half 

of the year, we remain confident in our 2024 targets for earnings per share of over $7, more than 

$4 billion in free cash flow and a return to investment-grade metrics.” 

CFO Dan Janki offered the outlook, “For the full year, we now expect nonfuel unit costs to be 

approximately 8 points higher than we initially guided. The level of capacity restoration accounts 



for the majority of this increase, as we are largely carrying the full cost of the airline with only 

85% of our flying restored. As a result, we are not fully utilizing our assets. For example, third 

quarter aircraft utilization is about 10% lower than 2019. And while we have over 95% of the 

employees needed to fully restore capacity, we have thousands in some phase of hiring and 

training process… Second quarter fuel expense increased nearly 60% sequentially on higher 

prices and volume, with an adjusted fuel price per gallon of $3.82. The refinery continues to 

provide a hedge to historically high cracks, accounting contributing $269 million of operating 

income during the quarter. This resulted in a $0.31 benefit to our adjusted fuel price per gallon. 

For the September quarter, we expect the adjusted fuel per gallon between $3.45 to $3.60. 

Including a $0.27 per gallon contribution from the refinery based on the forward curves as of last 

Friday, we expect fuel efficiency to be about 5% better than 2019. Based on our September 

quarter outlook for revenue and costs, we expect operating margins to be between 11% and 

13%.” Q3 revenue is expected to grow between 1% and 5%. 

Delta has many things going for it, including cheap debt, a young and fuel-efficient fleet and 

consumers still flush with cash. Those positives are partly offset by headwinds including rising 

costs (though fuel prices have declined over the last four weeks), a chronic labor shortage and 

inconsistent global COVID policies. While much of the U.S. has returned to a semblance of 

normalcy, Delta’s global network is still impacted by varying international rules. Perhaps none 

of that is unusual in the airline business, but it does make near-term prognostications difficult. 

Fortunately, our focus remains years out instead of months, and we think DAL is well-positioned 

to benefit from folks returning to the skies. After two years of steep losses, analysts expect DAL 

to return to profitability in 2022 and the bottom line could exceed the record $7.31 in EPS set in 

2019 as soon as 2024. The forward P/E for the carrier is presently below 6, which drops near 4 if 

2024 estimates work out. Our Target Price for DAL is $63. 

BlackRock (BLK – $600.37) earned $7.36 per share in Q2, behind the $7.90 consensus estimate. 

The asset management titan saw $175 billion of inflows in the first half of 2022, an achievement 

the firm attributed to “the most comprehensive range of investment management and technology 

solutions in the industry.” The company’s assets under management totaled $1.7 billion, while 

the inflows helped offset double-digit financial market declines. 

CEO Larry Fink stated, “The first half of 2022 brought on a combination of macro financial and 

economic challenges that investors haven’t seen in decades. Rising energy prices disrupted 

supply chains in hawkish pivots of central banks to confront inflation has sparked the real 

assessment of growth, profitability and risk across financial markets. Central Banks are trying to 

rein in supply-driven inflation running at multi-decade highs without triggering a deep recession. 

Demand in the economy now is about the same as it was in pre-COVID. But as pandemic 

restrictions have lifted, we’re seeing that it’s easier to restart demand than it is to restart supply. 

Countries and companies were already reevaluating their interdependencies following supply 

chain disruptions during the pandemic. And the Russian invasion Ukraine has only intensified 

the prioritization of supply chain resiliency, and security over cost of these supply chains and 

efficiencies of these supply chains. In the United States, the Fed’s effort to fight inflation through 

faster rate hikes helped push the U.S. dollar to a 20-year high in the quarter, impacting 

consumers companies, portfolios in the United States and around the world. U.S. companies with 

international businesses, including BlackRock, are facing foreign exchange headwinds impacting 



the value of their overseas earnings. Markets are reflecting investor anxiety as investors evaluate 

the potential impact of these pressures. 2022 ranks as a worst start in 50 years for both stocks and 

bonds.” 

Mr. Fink commented on the firm’s stance with crypto assets, “BlackRock has been studying the 

ecosystem, particularly in areas that are relevant to our clients, including StablePoint, crypto 

acids, tokenization, blockchains, last quarter, we announced our minority investment in Circle, a 

global Internet payment company, an issuer of U.S. decon. A stable coin that is 1 of the fastest-

growing digital assets in the world. As part of our relationship, we became their primary 

manager of their U.S. DC cash reserves with assets invested entirely in short-term U.S. 

treasuries. The digital asset space is a developing area that has attracted increased attention from 

investors and policymakers, and we are encouraged by the discussion of the debate that is 

occurring about the creation and implementation of an appropriate regulatory approach and 

framework. The crypto asset market has witnessed a steep downturn in valuations over recent 

months, but we are still seeing more interest from institutional clients about how to efficiently 

access these assets, using our technology and product capability. This is a space that we are 

continuing to explore to help our clients who want to learn more and to help them who wanted to 

participate in these assets and to do it in a transparent and an efficient way.” 

BLK shares have fallen by a third this year, as lower fees are expected to stem from the broader 

investable market downturn. To the extent that there’s a second-half rally, we would expect to 

see BLK’s earnings climb quickly. Shares trade for 17 times earnings, well below the 3-, 5- and 

10-year average in the 20 range. The firm is maintaining its $4.88 quarterly dividend, which 

translates to a 3.3% yield, and BLK repurchased $500 million worth of common shares in the 

second quarter, with management planning to buy back at least another $375 million in each of 

the next two quarters. We continue to appreciate BLK’s scale, competitive ETF franchise and 

diversified product base across asset classes. Our Target Price now resides at $943. 

Shares of Bank of New York Mellon (BK – $43.41) rebounded more than 3% last week, with 

all of that gain and then some coming on Friday after the global custody giant announced slightly 

better-than-expected Q2 financial results. Adjusted EPS came in at $1.15, versus the consensus 

estimate of $1.12. Revenue of $4.3 billion in Q2 was almost 2% higher than forecasts. 

BNY benefitted from rising interest rates as net interest margin expanded to 0.89% from 0.76% 

in the prior quarter. For the full year, the company now looks for net interest income to rise in 

the low-20% range, which is up meaningfully from its previous expectation of 13% growth. 

Waivers on money market fees were down 69% sequentially, and we wouldn’t be surprised to 

see the waivers eliminated in the near future as short term rates continue to push up with the 

series of Fed rate hikes. That said, volatile equity and fixed income markets weighed on fee 

revenue during the quarter, which is now expected to be flat versus a previous expectation of a 

4% to 5% increase. 

CEO Todd Gibbons, who was leading his final quarterly earnings call, stated, “Our second 

quarter results once again demonstrated the strength and resilience of our business model, and 

we are pleased that our Board of Directors approved an increase of the quarterly cash dividend 

on our common shares by 9% to $0.37 per share.” Mr. Gibbons added, “It has been an honor 



serving BNY Mellon over the last 36 years and I retire at the end of August confident that the 

company is in great hands.” 

CEO-elect Robin Vince commented on the financial results, “Reported revenue of $4.3 billion 

was up 7% year-over-year. Our results reflect the benefit of higher interest rates, the strength of 

our diversified platform, and our exceptional client franchise. We continued to see good sales 

momentum across most of our businesses, and healthy client volumes tempered the impact of 

lower market values.” 

As the largest custody bank, BK has been able to use a sticky client base to generate double-digit 

returns on tangible equity (hitting 19% in Q2). The stock trades below book value and for less 

than 10 times NTM earnings estimates, with a dividend yield of 3.4%. Our Target Price for BK 

sits at $67. 

Despite a sizable rebound for Financial stocks on Friday, shares of PNC Financial (PNC – 

$153.42) fell almost 5% last week, even as the bank reported Q2 adjusted EPS of $3.42, 9% 

better than the consensus estimate. The beat for the quarter was driven by lower credit costs and 

stronger fees, partially offset by weaker spread income. Fee income for the period came in 

around $2.1 billion as mortgages were largely in line with expectations and capital markets 

outperformed. There was no real update to guidance, although it seems net interest income 

growth expectations are increasing, while fee growth expectations are decreasing. Loan growth 

continues to be better than most analysts expected. 

Regarding the impact on deposits from Fed action, CEO Bill Demchak commented, “PNC had a 

very strong second quarter. Loan growth exceeded our expectations, both net interest income and 

net interest margin increased meaningfully, fees rebounded and expenses remained well 

controlled. We’re gaining traction across our expanded footprint and are confident that our 

capital levels and strong credit quality position us for continued success.” 

Concerning recession fears, Mr. Demchak said during the bank’s conference call that he sees the 

seemingly high level of worry and the potential hit to bank earnings as being overblown. “I am 

personally confused about all the concern that sits out there on banking reserves and the coming 

recession and the impacts on profitability of banks.” While he does believe there could be a mild 

downturn potentially mid-2023, he said he expects that it will hurt a little bit, but he does not 

think a severe recession or anything like the sudden drop-off in economic activity the U.S. 

endured early in 2020 amid the initial coronavirus outbreaks is likely. “I don’t think there’s any 

cliff involved,” he concluded. 

We like PNC’s latest acquisitions, which give the company expanded access to 29 of the top 30 

Metropolitan Statistical Areas across the country. Management says that there continues to be 

momentum for new product sales. With shares down 23% this year, and trading below 10 times 

NTM adjusted EPS expectations, we see PNC offering good long-term upside potential from 

current levels. Additionally, the dividend yield is 3.9%. Our Target Price stands at $235. 

Shares of long-time laggard Citigroup (C – $49.98) jumped more than 13% Friday, after the 

global financial concern reported Q2 results that positively surprised investors. Citi posted 



adjusted EPS almost 29% higher than the consensus analyst estimate ($2.19 vs $1.70). A 

particular bright spot in the quarter was treasury and trade solutions, a darling within Citi’s 

institutional clients group business. Q2 revenue for the division, which helps global companies 

manage their treasuries, payments and commerce needs, jumped 33% year over year to $3 

billion, partly due to higher interest rates, but even more so because of an uptick in client activity 

in the form of higher loans, higher deposits and an increase in cross-border transactions. 

CEO Jane Fraser commented, “While the world has changed since our Investor Day in March, 

our strategy has not and we are executing it with discipline and urgency. Treasury and Trade 

Solutions fired on all cylinders as clients took advantage of our global network, leading to the 

best quarter this business has had in a decade. Trading volatility continued to create strong 

corporate client activity for us, driving revenue growth of 25% in Markets. While economic 

sentiment clearly impacted Investment Banking and Wealth Management, we continue to invest 

in these businesses and we like where they are headed. In U.S. Personal Banking, the positive 

drivers we saw in our two credit cards businesses over the last few quarters converted into solid 

revenue growth this quarter, most notably a 10% growth in Branded Cards.” 

“In a challenging macro and geopolitical environment, our team delivered solid results and we 

are in a strong position to weather uncertain times, given our liquidity, credit quality and reserve 

levels. I am particularly pleased with our capital strength. We ended the quarter with a Common 

Equity Tier 1 ratio of 11.9%, having built capital due to a higher regulatory requirement. We 

intend to generate significant capital for our investors, given our earnings power and the 

upcoming divestitures,” Ms. Fraser concluded. 

We were pleased to see some much-needed progress, but realize that Citi still has plenty of 

hurdles to overcome. We continue to think that strategic action plans laid out and thus far taken 

under Ms. Fraser offer reasons for optimism. Reframing its global scale/connectivity as a 

competitive advantage versus a source of complexity should help improve the turnaround 

sentiment over time. Of course, our time horizon is far longer than most, so we are willing to 

remain patient, as long as we see continued progress, especially as we think that there is 

significant appreciation available from the stock. C shares trade at a deep discount to 

competitors, changing hands at just 54% of its book value, and for less than 8 times NTM 

adjusted EPS projections, while the dividend yield is now 4.1%. Our Target Price for C is 

currently $97. 

Shares of Morgan Stanley (MS – $78.05) rallied on Friday to end the week with a gain, despite 

falling sharply earlier in the week on the heels of a lackluster Q2 financial report. MS turned in 

adjusted Q2 EPS of $1.44, a greater-than-8% miss of the consensus analyst forecast for the 

period. The quarter was negatively impacted by a 55% year-over-year drop in Investment 

banking revenue, reflecting lower completed deal volumes, as well as a sharp drop in equity and 

fixed income underwriting. MS also said it was taking a $200 million charge related to 

regulatory investigations regarding employees’ use of unapproved personal devices and the 

firm’s record-keeping requirements used during official business (which seemingly was 

exacerbated by all the work from home that occurred during the pandemic). Additionally, Wealth 

Management results were hit by volatile investment markets during the quarter, but the company 



did benefit during Q2 from increased trading revenue. Equity trading rose by 5% while fixed 

income trading increased by 49%. 

CEO James Gorman commented, “Overall the Firm delivered a solid quarter in what was a more 

volatile market environment than we have seen for some time. Strong results in Equity and Fixed 

Income helped partially counter weaker investment banking activity. We continue to attract 

positive flows across our Wealth Management business, and Investment Management continues 

to benefit from its diversification. Finally, we finished the quarter in a strong capital position to 

ensure we move forward with confidence.” 

While the quarter reversed recent positive operating-result momentum, we continue to like the 

diversifying acquisitions of Eaton Vance and E*Trade, which we believe give MS greater scale 

in tech, a deeper product and service base, and self-directed investors to complement advisor-

assisted wealth-management clients. In the near term, we think headwinds in investment banking 

will continue, while the company is likely to benefit from higher interest rates in a meaningful 

way and we see the opportunity for the firm to take larger wallet share in wealth management. 

Shares trade for less than 11 times NTM EPS estimates and offer a dividend yield of 4.0%, after 

the company just announced an 11% increase in the payout following the government stress 

tests. Our Target Price for MS is $120. 

Shares of JPMorgan Chase (JPM – $112.95) rallied 4.5% Friday, but still ended down on the 

week, following the company’s weaker-than-expected Q2 financial results. JPM reported 

adjusted EPS of $2.76, more than 4% below the consensus analyst estimate of $2.88. A shortfall 

in earnings wasn’t the only reason investors showed frustration with the financial behemoth. The 

bank also said it was temporarily pausing share buybacks. The pause is needed to quickly meet 

higher capital requirements and “allow us maximum flexibility to best serve our customers, 

clients and community through a broad range of economic environments,” CEO Jamie Dimon 

said. JPM also added $428 million to the pile of money it set aside for potentially sour loans, 

reflecting “a modest deterioration in the economic outlook.” That marks a reversal from last 

year, when the firm’s results were aided by a $3 billion reserve release. 

Investment-banking fees declined 54%, as dramatic market moves in the quarter stymied 

dealmaking. That division was also hurt by $257 million of markdowns on held-for-sale 

positions in the bank’s so-called bridge book, according to the earnings statement. Trading 

revenue jumped 15% to $7.8 billion. Net interest income, a key source of revenue, rose 19% in 

the second quarter on higher interest rates and loan growth. Mr. Dimon asserted, “JPMorgan 

Chase performed well in the second quarter as we earned $8.6 billion in net income on revenue 

of $30.7 billion and an ROTCE of 17%, with growth across the lines of business, while 

maintaining credit discipline and a fortress balance sheet.” 

Mr. Dimon, whose words are often market moving, added: 

In our global economy, we are dealing with two conflicting factors, operating on different 

timetables. The U.S. economy continues to grow and both the job market and consumer 

spending, and their ability to spend, remain healthy. But geopolitical tension, high inflation, 

waning consumer confidence, the uncertainty about how high rates have to go and the never-



before-seen quantitative tightening and their effects on global liquidity, combined with the war in 

Ukraine and its harmful effect on global energy and food prices are very likely to have negative 

consequences on the global economy sometime down the road. We are prepared for whatever 

happens and will continue to serve clients even in the toughest of times. 

In the first half of 2022, we extended credit and raised $1.4 trillion in capital for large and small 

businesses, governments and U.S. consumers. We continue to invest in strengthening the firm by 

adding products, people and technology to better serve our customers, as well as expand into 

new markets. We will continue to use our capital to invest in and grow our market-leading 

businesses to support our clients, customers and communities and pay a sustainable dividend. 

As a result of the recent stress tests and the already scheduled GSIB increase, we will build 

capital and continue to effectively and actively manage our RWA. In order to quickly meet the 

higher requirements, we have temporarily suspended share buybacks which will allow us 

maximum flexibility to best serve our customers, clients and community through a broad range 

of economic environments. 

Despite the modestly disappointing results, the company remains a favored holding in many of 

our diversified portfolios. We continue to like the multiple levers available to generate fee 

revenue in varying environments, and we maintain our fondness for Mr. Dimon, who is willing 

to take a long-term view, investing in enhancing various capabilities, such as wealth 

management, even if there is limited near-term payoff. Shares trade at 9.5 times the consensus 

EPS estimate and sport a dividend yield of 3.5%. Our Target Price for JPM is now $184. 

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. 

 


