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Market Review 

After a sizable rally the week prior, the latest trading week ended on a down note, with the major 

equity market averages closing in the red for the five days. 



 

We might argue that the big selloff on Friday was due to the American Association of Individual 

Investors proclaiming on Thursday, “Optimism among individual investors about the short-term 

direction of the stock market is at its highest level of the year,” though the AAII Sentiment gauge 

is still issuing a buy signal,… 



 

…as it is a contrarian indicator that for three-and-one-half decades has essentially confirmed that 

the only problem with market timing is getting the timing right. 



 

While it was options-expiration Friday and stocks had staged a handsome two-month advance so 

some backing and filling was probably overdue, we might also say that the ugly end to the week 

was due in part to a jump in interest rates,… 



 

…with James Bullard talking tough on inflation. The Federal Reserve Bank of St. Louis 

President said on Thursday, “We should continue to move expeditiously to a level of the policy 

rate that will put significant downward pressure on inflation. I don’t really see why you want to 

drag out interest rate increases into next year…I would lean toward the 75 basis points at this 

point. Again, I think we’ve got relatively good reads on the economy, and we’ve got very high 

inflation, so I think it would make sense to continue to get the policy rate higher and into 

restrictive territory.” 



 

Of course, nothing much changed last week in terms of market expectations for the timing and 

pace of interest rate hikes, while seven decades of market history show that stocks (especially 

Value) have performed fine both while and after the Federal Reserve has raised the Fed Funds 

rate. 



 

Indeed, Value, on average, has performed well, when the Fed is tightening monetary policy,… 



 

…though about the only thing that can be said with certainty is that rising government bond 

yields are not good for government bonds. 



 

***** 

To be sure, traders are also focused on the health of the U.S. economy, with the recession 

probability, per Bloomberg, remaining at 50% last week,… 



 

…even as the important index of Leading Economic Indicators came in better than expected,… 



 

…as did retail sales, excluding gas and cars. 



 

True, manufacturing numbers were mixed,… 



 

…and the housing market continues to cool, whether it is data 0n existing homes,… 



 

…or new homes. 



 

However, the labor market remains strong,… 



 

…while the outlook for real (inflation-adjusted) Q3 GDP growth remains positive,… 



 

…and nominal (actual) GDP growth is likely to continue to post records,… 



 

…which should bolster corporate profits this year and next. 



 

Not surprisingly, the pullback last week has done nothing to diminish our optimism for the long-

term prospects of our broadly diversified portfolios of what we believe to be undervalued 

stocks,… 



 

…even as we realize that the short term could remain bumpy. Of course, we still think that time 

in the market trumps market timing. 



 

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 more than a few of our stocks that 

posted quarterly results or were in the news last week. 

Shares of Walmart (WMT – $137.02) rallied more than 3% last week after releasing financial 

results for fiscal Q2 that beat lowered Wall Street estimates. The retail titan earned an adjusted 

$1.77 per share (vs. $1.63 est.) as sales grew 8.8% year-over-year to $152.9. billion, reversing 

course from Q1. Consistent with the update from two weeks ago, spending was focused more on 

lower-margin “need” items like food and private-branded consumables, while the strength in the 

U.S. dollar impacted international operations. 

CEO Doug McMillan commented, “As I look ahead, I expect a strong finish to the back-to-

school season, and we’ll quickly transition to the holidays. Our fall and holiday products look 

https://theprudentspeculator.com/dashboard/


great. There’s a lot of newness, and we’ve got a strong position in opening price points across 

categories. From Halloween to Christmas to Flipkart’s Big Billion Days, we’ll be ready. We’ll 

have a cleaner inventory position and we’ll have a strong seasonal presence. We expect inflation 

to continue to influence the choices that families make, and we’re adjusting to that reality so we 

can help them more. Regardless of the inflation level and as we work through the places we have 

too much inventory, we continue to make progress on our strategy. We’re becoming more 

digital, even more relevant as an omnichannel retailer; and the related businesses, like fulfillment 

and advertising, continue to grow. We’re building a different business, and we’re making 

progress.” 

Walmart continues to be laser-focused on controlling costs as it implements price rollbacks to 

clear inventory, which rose 11% in the quarter, although CFO John Rainey said, “you normalize 

for [company growth and overall price inflation], you really whittle that down to about $1.5 

billion of inventory that if we can just wave a magic wand, we’d make go away today.” 

According to management, the cost of making that go away, in addition to other headwinds like 

foreign exchange, is a decline of between 8% and 10% to full-year EPS vs. last year. 

As we wrote just two weeks ago, we aren’t that surprised that the company has been feeling 

gross margin pressures in its general merchandise business (particularly in apparel), given the 

environment. These effects are likely to continue through the balance of the year even as the 

economy may have experienced peak cost increases. We note that gasoline prices have fallen in 

recent weeks, while food and commodity costs have also begun to abate, which would seem to 

suggest that the Federal Reserve’s job of slowing demand with some relief in certain supply 

chain areas could be working. We continue to like the direction Walmart has been going over the 

past few years and believe its expanding omnichannel presence, value proposition and defensive 

characteristics continue to warrant the stock a place in our portfolios. Our Target Price for WMT 

is now $160. 

Target’s (TGT – $167.04) second quarterly miss since 2018 was another doozy, thanks to 

inventory challenges causing a major profit shortfall for the second quarter running. For fiscal 

Q2 2022, the giant retailer reported revenue around $25.7 billion (vs. $25.8 billion est.), while 

the earnings per share figure was $0.39 (vs. $0.73 est.). Management explained that “a bold 

effort to right-size inventory” via heavy discounting and clearance pricing was necessary to 

avoid a situation where the inventory gets cleared out over quarters or years. The inventory 

issues were attributed to rapidly changing consumer patterns. 

CEO Brian Cornell explained, “Consistent with the shopping trends we’ve seen for more than a 

year, our second quarter comp increase of 2.6% was driven entirely by traffic, which expanded 

2.7% this year, on top of double-digit growth a year ago. With this increase, second quarter 

traffic has expanded by well over 20% since 2019. In raw numbers, that means in the second 

quarter alone, we’ve added more than 90 million guest visits over the last 3 years… As we look 

ahead to the back half of the year, the team is laser-focused on delivering convenience, value and 

joy at a time when our guests are facing multiple challenges. And while we’ve taken a cautious 

stance on our inventory commitments, we’ll continue to lean into frequency categories where 

guest demand has been strong and where the markdown risks are very low. In addition, given the 

ongoing pressure our guests are facing from inflation, we’re leaning into value. This means 



we’re focused on providing great everyday pricing and strong opening price points across every 

category, including in our own brands. At the same time, we hear from our guests that they’re 

focused on celebrating the seasonal moments they missed over the last 2 years. As a result, we’ll 

lean into those seasonal moments, helping our guests find ways to come together and celebrate 

with family and friends… Given continued volatility in the external environment, we built our 

fall plans with a priority on flexibility and agility, and that’s where our business model shines. 

More specifically, our multi-category portfolio stays relevant and drive strips across a wide range 

of wants and needs.” 

COO John Mulligan noted, “In terms of the short term, and as Brian and Christina mentioned 

earlier, our work to quickly rightsize inventory require determination, commitment and 

coordination between multiple teams across the company. And given the need to protect the 

guest experience, there was no higher priority than delivering against this near-term plan. At the 

same time, our team remains passionately focused on the long-term investments we’re making in 

our future. These investments include our work to modernize and expand our store footprint, 

increase upstream capacity in our supply chain, automate distribution center processes to reduce 

store workload and enhance our last-mile fulfillment capabilities by opening sortation centers 

and integrating them into our Shipt network.” 

CFO Michael Fiddelke added, “Between the last 2 quarters of the year, we expect our third 

quarter rate will be well below our Q3 performance over the last couple of years, while our 

fourth quarter rate should be much more in line with our recent Q4 experience. Most notably, in 

the third quarter, we’ll continue to experience some spillover impact from our inventory actions 

in the range of $200 million. In contrast, in Q4, we’ll be annualizing meaningful cost headwinds 

that surfaced a year ago, which will make the year-over-year comparison more favorable despite 

the current headwinds we’re facing. All that said, while we typically anticipate something closer 

to a balance of upside and downside potential when we make any forecast, the macro and 

consumer risks in the back half of this year feel skewed to the downside.” 

TGT shares fell 3% last week as it and several other retailing peers have struggled with inventory 

management over the past few quarters. From bare shelves to shelves full of the wrong products, 

it has been a very difficult operating environment, especially as procurement is months or years 

in advance, depending on the type of product. Shares have bounced off the local low of $139 on 

June 17, while our trims of TGT in July 2021 around $253 and in January 2021 around $197 still 

look well-timed. We remain fans of Target’s streamlined business and emphasis on guest 

experience, which has been reflected in growing sales and normalized earnings over the past five 

years. Shares still trade at a reasonable 15x forward earnings and sport a 2.6% dividend yield. 

Our Target Price for TGT has been pared to $240. 

Its shares gaining more than 2% last week, Lowe’s Cos (LOW – $211.36) announced that the 

home improvement merchant earned $4.67 per share in Q2. The result barely topped the Street 

estimate but was nearly 10% higher year-over-year. A delayed spring season turned into a short 

one as elevated temperatures affected demand for typically high-margin outdoor items, pushing 

sales growth modestly negative. However, productivity improvements and growth of sales to 

professionals continue to expand the operating margin (12 basis points higher vs. Q2 2021). 



When questioned about the strength of the home improvement consumer, CEO Marvin Ellison 

responded, “The 3 highest correlating factors of home improvement demand are home price 

appreciation, the age of the housing stock and disposable personal income. While housing 

turnover is important, it does not index at the same rate as home price appreciation, housing age 

and disposable personal income. And while we acknowledge that housing turnover has slowed, 

home prices and home equity remains at record highs, which gives customers confidence that 

they will get a return on the investment that they make in their homes. And also importantly, 

those homes keep getting older. More than half of the homes in the U.S. are over 40 years old 

and millions more built at the peak of the housing boom in the early 2000s are now starting to 

turn 20 years old, which is a key inflection point for big-ticket repairs.” 

He added, “In terms of disposable personal income, household wealth is still at an all-time high. 

Consumer savings are roughly $2.6 trillion higher than they were pre-pandemic. And 75% of that 

excess savings is concentrated in middle- and high-income households who are more likely to be 

homeowners, which highlights another key benefit of our industry, our core customer is the 

homeowner. In addition to having significantly more disposable income, most homeowners are 

benefiting from lower fixed mortgage rates. And as low housing supply and high interest rates 

make moving less desirable, homeowners are motivated to invest in their current homes to fit 

their needs. This is one of the key reasons that home improvement can win in markets when 

housing turnover is strong and when it slows as we saw in the mid-1990s when home 

improvement spend grew despite rising interest rates and a slowdown in housing turnover.” 

Management expects full-year sales to come in near the bottom of its previous forecast at a range 

of approximately $97 billion to $99 billion, and for diluted earnings per share for the year to be 

at the top end of the range of $13.10 to $13.60. We like that the company is able to 

opportunistically return capital to shareholders, repurchasing 21.6 million shares throughout the 

quarter for $4 billion (an average of $185 per share) and seeing the Board increase the dividend 

by 31% at the end of May, bringing the quarterly payout to $1.05 per share. 

We continue to appreciate the ability of Lowe’s management to drive efficiencies to expand 

returns on invested capital (reaching a record 34.8%) in the prior year. The stock has rebounded 

markedly from the June lows but is still nearly 20% below the 52-week high to trade for a 

forward P/E multiple of 15. The dividend yield is now 2.0% and our Target Price for LOW 

stands at $267. 

Kohl’s Corp (KSS – $29.89) announced last week that it earned $1.11 per share in Q2 (in line 

with expectations), a period that CEO Michelle Gass said was “impacted by a weakening macro 

environment, high inflation and dampened consumer spending, which especially pressured our 

middle-income customers.” Inventory for the retailer also soared over 40% versus a year ago, a 

situation likely to affect margins in future quarters as major big box stores have already 

committed to shedding their own excess of apparel and discretionary product offerings. Forward 

EPS guidance for fiscal 2022 (ends January 2023) was sharply reduced to a range of $2.80 to 

$3.20. 

Negative sentiment continues to weigh on the shares a bit more than a month since it put the 

kibosh on any buyout plans, following a strategic review process that began early in the year. For 



all the negativity, there is reason to think Kohl’s growing partnership with makeup brand 

Sephora will prove fruitful (at least more than the exchange program with Amazon). Indeed, 292 

of 400 Sephora stores slated to open in 2022 launched in the latest quarter and plans are in the 

works to bring a smaller footprint concept to the remaining store base. 

Ms. Gass said, “We have adjusted our plans, implementing actions to reduce inventory and lower 

expenses to account for a softer demand outlook. Kohl’s has navigated difficult periods in the 

past and I am confident in our ability to successfully manage through the current uncertainty. I 

want to thank our incredible associates around the country for their commitment to Kohl’s and 

for providing excellent service to our customers every day. We continue to execute on our 

transformation strategy and are pleased to deliver outsized performance in the nearly 600 stores 

which have been refreshed and elevated, featuring Sephora as a key cornerstone.” 

Management is also following through with a commitment it announced last month to execute a 

$500 million accelerated share repurchase (ASR) program. In an arrangement with Goldman 

Sachs (GS – $349.27), Kohl’s will pay $500 million for delivery of approximately 11.8 million 

shares of common stock on August 22, 2022, representing approximately 80% of the total shares 

that are expected to be repurchased under the ASR Agreement. Final settlement will occur in 

November, with the total number of shares purchased calculated according to the volume-

weighted average price per share throughout the agreement period. Kohl’s expects approximately 

$2.5 billion to remain available for repurchase in addition to the accelerated plan under its 

current buyback program, which is a shockingly high number considering that the current market 

capitalization is $3.8 billion. 

No doubt, with the stock off 39% this year, it’s been a tough row to hoe for Kohl’s the past few 

years, given dramatic shifts in demand and supply, symptoms of the pandemic and fiscal 

measures taken by the government and monetary authorities. But for all its woes, the company 

continues to generate sufficient cash flow to support the dividend, and the balance sheet is in 

decent shape. At current levels, the full share repurchase authorization is nearly enough to take 

the company private (although cash for such an endeavor doesn’t appear readily available at 

present). At the very least, the accelerated repurchase plan ought to put a meaningful dent in the 

share count (representing more than 10% of the current market cap). Trading for a single-digit 

forward P/E ratio with a 6.7% dividend yield, our Target Price for KSS is now $56. 

Shares of Tapestry (TPR – $36.83) were up more than 3% last week, which saw the company 

report fiscal Q4 2022 results that were largely in line with expectations. The luxury fashion and 

accessory designer said it had adjusted EPS of $0.78 during the quarter versus the consensus 

estimate of $0.77. Revenue of $1.63 billion slightly trailed the average forecast of $1.64 billion. 

All regions, except, not surprisingly, China, saw double-digit sales growth versus the same 

period last fiscal year. Fiscal 2022 for Tapestry saw record annual sales of $6.7 billion, which 

was 15% higher compared to the previous fiscal year. The year also saw TPR’s digital revenue 

jump approximately 25% to $2 billion. 

CEO Joanne Crevoiserat commented, “We drove standout results this fiscal year and delivered 

accelerated revenue and profit growth across our portfolio – a direct reflection of the vibrancy of 

our brands and our team’s successful execution of the Acceleration Program. Through an 



unwavering focus on the consumer, supported by our transformed and diversified business 

model, we increased AUR, and acquired 7.7 million new customers in North America alone in 

FY22.” 

She added, “Looking forward, we see significant runway for long-term growth as we harness our 

powerful combination of iconic brands amplified by a data-rich platform that enhances our 

ability to build lasting customer relationships. Although the external environment is challenging, 

we are well-positioned given the durability of our category, the strength of our brands and the 

proven ability of our teams to respond effectively to change. These competitive advantages and 

established capabilities will enable us to fuel sustained top and bottom-line gains and drive 

meaningful shareholder value.” 

The company said that it expects buybacks to total $700 million in fiscal 2023 (almost 8% of the 

current market cap) and management announced that the quarterly dividend was being boosted 

by 20% beginning with the payout next month. 

Fashion and accessory markets remain intensely competitive and consumer preference can be 

fickle. While Coach continues to pull the lion’s share of the weight, we like the potential of 

Tapestry’s other brands. Regions like North America could cool a bit in the upcoming year, but 

we would expect China to snap back after COVID-related lockdowns took a toll this past fiscal 

year. Management’s current guidance for the next four quarters stands at revenue of $6.9 billion 

and adjusted EPS of $3.80 to $3.90. TPR trades for less than 10 times NTM EPS and with a 

dividend yield of 3.3%. Our Target Price has been boosted to $59. 

Foot Locker (FL – $38.39) posted EPS of $0.99 for fiscal Q2 (vs. 0.83 est.) on $2.1 billion of 

sales, trailing a tough comparable quarter one year ago. The bottom-line beat was good news, but 

arguably what got the stock moving (shares of the specialty retailer gained 20% on Friday) was 

the announcement that current CEO Richard Johnson would cede the top spot to Mary Dillon. 

The transition is effective September 1, 2022, though Mr. Johnson will serve as Executive 

Chairman of the Board from September 1, 2022 until January 31, 2023 and as a Senior Advisor 

to the company until a retirement date no later than April 15, 2023. 

Ms. Dillon served as Chief Executive Officer and a member of the Board of Directors of Ulta 

from July 2013 through June 2021. Under her watch, the makeup chain’s revenue grew at more 

than 12% per year on average, propelling the company’s stock to more than triple in price. 

Mr. Johnson said of the change, “We have made significant progress against our strategic 

objectives in recent years, which has allowed us to broaden our customer base while deepening 

our connection to the sport and sneaker communities. With the ongoing momentum we have 

built in our business, the Board and I believe now is the right time to complete the CEO 

transition. We are thrilled that Mary will join the Foot Locker team and are confident she is the 

ideal person to lead the company into the future. I know Mary is familiar to all of you. She has 

established a remarkable track record over a career spanning more than 3 decades that has 

included leadership roles at companies, including Ulta, McDonald’s and PepsiCo. Mary has a 

passion for serving customers, and her expertise in developing attractive brand portfolios and 

delivering a superior experience is deeply aligned with Foot Locker’s priorities and strategy. She 



is an inspiring leader who has not only been responsible for growing businesses but has also 

shown a commitment to fostering inclusive and collaborative cultures that are impactful for 

organizations and customers alike. We expect a smooth transition with a continued focus on our 

strategic imperatives and business goals.” 

On Foot Locker’s performance in Q2, Mr. Johnson added, “Despite an increasingly challenging 

macroeconomic backdrop, we delivered a solid quarter against the favorable fiscal stimulus and 

promotional environment from last year. Driven by strong execution from our team and ongoing 

progress against our key objectives, we grew our sales 16.4% above levels from 2019. Our 

strategy of diversifying our brand portfolio and offering more choice continues to resonate with 

consumers and is enabling us to expand our customer base. We are confident that our operational 

excellence, our improving ability to fuel our customer’s desire for self-expression, and the 

secular trends driving our categories, put us in a strong position to navigate the expected ongoing 

macroeconomic headwinds in the back half of 2022.” 

We continue to like the balance strong balance sheet though we realize that a reduced emphasis 

on Nike will cause some hiccups. Nevertheless, momentum has been building across other shoe 

labels like Adidas, Puma and New Balance, including an enhanced partnership deal with Adidas 

that has both firms believing sales of the brand will triple by 2025. We are excited to see what 

cards Ms. Dillon has up her sleeve, and the single digit P/E multiple still has shares looking very 

inexpensive even after the boost on Friday. Our Target Price for FL, which yields a generous 

4.2% while management also buys back stock, has been adjusted to $60. 

Cisco Systems (CSCO – $48.70) earned $0.83 per share in fiscal Q4 2022 (vs. $0.82 est.). The 

communications equipment firm had total revenue of $13.10 billion, versus the $12.73 billion 

estimate. CSCO turned in a solid Q4, led by strong execution and actions to counterbalance 

supply chain disruptions. The adjusted full-year EPS of $3.36 was a record for the company. The 

company returned $14 billion to shareholders in 2022 via dividends and share repurchases, and 

management says it is committed to “returning excess capital” to shareholders. 

Cisco raised its revenue growth target to a range of 4% and 6% for fiscal 2023 (vs. 3.3% est.), 

which should result in adjusted EPS between $3.49 and $3.56 (vs. $3.54 est.). For fiscal Q1, 

CSCO expects revenue to grow between 2% and 4% with adjusted EPS of $0.83 +/- $0.01 and a 

gross margin between 63% and 64%. 

The results and guidance helped push the stock price up by more than 4% last week. CEO Chuck 

Robbins said, “I want to be clear on our outlook for fiscal ’23. We expect strong performance 

across our portfolio, driven by our continued focus on innovation and easing of supply 

constraints to drive solid top line growth and profitability. While we anticipated some 

moderation from the unprecedented product order growth of last year, demand signals remain 

solid. We do expect to continue to experience higher costs in the short term, driven primarily by 

higher component freight and logistics costs, which is reflected in our Q1 guide. However, as 

you’ll see in our annual guidance, we expect this margin pressure to begin to ease as the year 

progresses. Long term, there are many multiyear application observability will likely provide 

tailwinds to our growth. With our portfolio in such a strong position to help our customers, I’m 

quite optimistic about what’s ahead.” 



Mr. Robbins continued, “After a challenging April due to the COVID-related shutdowns in 

Shanghai, and the impact on semiconductor and power supplies, overall supply constraints began 

to ease slightly at the back half of the fourth quarter and continuing into the start of Q1. While 

the component supply headwinds remain, they have begun to show early signs of easing. The 

decisions we made and the multiple actions we have taken over the past 2 years are helping to 

improve our resiliency and will help offset cost inflation. These include adding new suppliers, 

leveraging alternative suppliers, redesigning hundreds of products to use alternative components 

with similar capability and targeted price increases, all of which position us for the future. These 

actions along with the tremendous efforts by our supply chain team and the investments we’ve 

made in building capacity to meet growth have the potential to drive momentum into fiscal ’23.” 

He concluded, “In summary, we executed well on our strategy and transformation during what 

remains a very dynamic time. This led to a strong close to our fiscal year, setting several records 

across our business, thanks to the solid execution from our teams our market-leading innovation 

and our continued growth of recurring revenue. We also took decisive actions to help offset 

inflation and build resiliency in our supply chain, while investing in our business to position us 

well for long-term growth. The power of our technology continues to be a critical driver of 

economic growth and productivity. Our results and outlook demonstrate the critical role that 

Cisco plays as a leader in bringing innovative technology solutions to customers today and into 

the future. As we move into fiscal ’23, we remain guided by our purpose-led culture and deeply 

committed to delivering value for our customers, partners and investors, as well as continuing to 

be an amazing place to work for our employees.” 

A battle against an inflationary and supply-chain-restricted environment isn’t unique to CSCO, 

and it was nice to see the company’s longer-term outlook show some positives, even if there are 

some near-term hurdles to overcome. One wouldn’t guess CSCO turned in a record year by 

looking at the stock price (shares are down 25% from the high on December 29), so it seems that 

the company is going to need to execute further in order to get rewarded with higher multiples. 

Wall Street analysts project increasing EPS ($3.54 in fiscal 2023, $3.81 in fiscal 2024 and $4.01 

in fiscal 2025) along with revenue also climbing at a mid-single-digit pace, which we view as a 

positive anytime the top- and bottom-lines rise in lockstep. Cisco sports a forward P/E ratio near 

14 and a 3.1% yield. We continue to find CSCO to be a value-priced stock with decent long-term 

growth potential. Our Target Price remains $70. 

Lumentum (LITE – $92.42), a leading manufacturer of optical products and lasers, reported a 

soft outlook despite announcing a solid fiscal Q4 2022, which sent shares down by nearly 2% 

last week. LITE earned an impressive $1.47 per share (vs. $1.33 est.) on revenue of $422 million 

(vs. $418 million est.). Lumentum expects fiscal Q1 2023 revenue between $490 million and 

$520 million, the midpoint of which was below the Wall Street estimate of $496 million. The 

EPS range between $1.45 and $1.70 also trailed the $1.81 consensus. 

CEO Alan Lowe said, “We are well positioned for double-digit growth into fiscal ’23 and 

beyond due to strong fundamental drivers in our Telecom and Datacom businesses. On August 3, 

we completed our acquisition of NeoPhotonics, which increases Lumentum’s exposure to the 

rapidly growing 400 gig and above optical communication opportunities, creates a even better 

partner for our customers and expands our photonics toolkit into areas such as ZR and ZR+ 



modules, silicon photonics, high-bandwidth coherent components, ultra-narrow linewidth 

external cavity tunable lasers and RF integrated circuits. The feedback from our customers on 

this transaction has been very positive, as they appreciate the logic of adding NeoPhotonics 

products and capabilities to our portfolio.” 

Mr. Lowe continued, “We are well positioned to capitalize on the increasing use of photonics 

and growing use cases across multiple end markets. Over the coming years, our products are 

critical to multiyear cloud and network infrastructure expansion, and deployments are 

accelerating. Underscoring this at the midpoint of our revenue guidance, we expect first quarter 

Telecom, Datacom and Lasers revenue to be up over $130 million or 45% compared to the same 

quarter last year. About half of this growth is organic, despite ongoing supply constraints. To 

capitalize on these trends in communications, consumer and industrial end markets, we are 

accelerating R&D investments during fiscal ’23, which we believe will accelerate top line 

growth in fiscal ’24 and beyond. These investments include coherent DSPs, 800G-and-higher-

speed communication technologies, laser sources for high-performance computing architectures 

and the adoption of AI in data centers, industrial sensing and 3D imaging, LiDAR and in-cabin 

sensing for automotive and industrial lasers for electric vehicle and battery manufacturing.” 

CFO Wajid Ali offered some color on the outlook, “Before synergies, these acquisitions are 

operating well below our target model, and we plan to accelerate our R&D spending to capture 

new opportunities that we have with our broader set of products and capabilities. We also 

continue to experience supply chain challenges. And as previously discussed, we are 

experiencing share normalization in 3D sensing. Therefore, we would like to provide some 

expectations around the business and give a one-time fiscal 2023 financial outlook to aid 

investors in modeling the company. We expect that our largest 3D sensing customer will 

comprise between 10% to 15% of our company revenue in fiscal ’23. Also, we expect the second 

half of our fiscal year will have improved IC supply compared to the first half, which will allow 

growth to accelerate and result in second-half company revenue being larger than that of the first 

half. Based on all this, we expect fiscal ’23 revenue to be in the range of $2.1 billion to $2.25 

billion, with an operating margin in the range of 24% to 26% and earnings per share between $6 

to $7. This fiscal ’23 margin performance is below our target model due to acquisitions and 

accelerated R&D investments. However, our 50% gross margin and 30% operating margin 

model continues to be our target, as we execute on acquisition synergies and work down 

shortages in IC supply, and we begin to realize the benefits from the accelerated R&D 

investments, we expect to return to our target financial model.” 

Lumentum’s acquisitions seem to be impacting margins, as are some of the supply chain issues 

that the company expects to persist for at least the next few quarters. Management says it still 

expects NeoPhotonics to be accretive to earnings on day 1, but we suspect it’ll take some time to 

get up to speed. The company has $450 million of convertible debt (0.25% coupon) maturing in 

March 2024 and is working to strengthen the balance sheet to settle the amount in cash. We think 

the forward P/E near 13 is a bargain, with both the “P” and the “E” likely to rise over time. Our 

Target Price for LITE resides at $149. 

Shares of Deere & Co (DE – $369.66) began the day in the red on Friday, following the report 

of fiscal Q3 earnings, but gained ground throughout the day before ending in the black. The 



company posted Q3 EPS below the Street forecast ($6.16 vs. $6.65 est.) and management 

narrowed the top end of its full-year net-income forecast by $200 million to a range of $7.0 

billion to $7.2 billion. Of course, the farm implement titan grew revenue by a whopping 22% on 

a year-over-year basis to $14.1 billion in the quarter and operating margin held roughly even at 

21.2%. Volume and price gains benefited the Production & Precision Agriculture segments along 

with Small Agriculture and Turf, while the Construction and Forestry segment saw higher prices 

offset by higher costs. 

CEO John May commented, “We’re proud of the extraordinary efforts by our employees to 

increase factory output and get products to customers under challenging circumstances. At the 

same time, our results reflected higher costs and production inefficiencies driven by the difficult 

supply-chain situation.” 

Mr. May added, “Looking ahead, we believe favorable conditions will continue into 2023 based 

on the strong response we have experienced to early-order programs. We are working closely 

with our factories and suppliers to meet higher levels of customer demand next year. 

Additionally, we are confident the company’s smart industrial strategy and leap ambitions will 

continue unlocking new value for customers through Deere’s advanced technologies and 

solutions.” 

With its leading brand, we think Deere is the key enabler of low-cost agriculture, particular in the 

U.S. and Canada, which command over half of the company’s revenues. Deere’s substantial 

dealer network places customer service closer to farms than competitors. And a massive installed 

base of machines offer a continual source of data with which to improve its products as farming 

becomes increasingly automated. Although the landscape could turn on a dime, favorable pricing 

for agricultural markets are primed to support a strong 2023, and we appreciate the 

diversification afforded by the company’s construction products. Even as shares have performed 

handsomely in the past few years, the forward P/E multiple is still inexpensive at 14 times 

projected EPS for 2023. Our Target Price is now $494. 

General Motors (GM – $39.70) reinstated its dividend on Friday. Returning from a two-plus-

year hiatus, the new $0.09 quarterly payment is an important step for the automaker. The 

company will also add to its share repurchase program, bringing the total available to $5.0 

billion, a $1.7 billion boost from the previous authorization. 

“GM is investing more than $35 billion through 2025 to advance our growth plan, including 

rapidly expanding our electric vehicle portfolio and creating a domestic battery manufacturing 

infrastructure,” said Mary Barra, GM Chair and CEO. “Progress on these key strategic initiatives 

has improved our visibility and strengthened confidence in our capacity to fund growth while 

also returning capital to shareholders.” 

“GM’s consistently strong earnings, margins and cash flow, our investment-grade balance sheet, 

and the achievement of several significant milestones in our growth strategy enables us to invest 

aggressively to accelerate our all-electric future while also supporting the return of excess free 

cash flow to shareholders, aligned with our long-term capital allocation strategy,” said CFO Paul 

Jacobson. 



The company’s debt and cash balances are generally where they were at the end of 2019, even as 

GM has dumped massive amounts of money into its EV programs. It’s still hard to call the 

behemoth nimble, but the successful pivot towards SUVs and trucks with improved powertrains 

happened much faster than we expected given that some of the company’s early forays into EVs 

were window-dressing more than serious initiatives. Shares gained more than 2% on Friday on 

the news, despite a big down day for the overall market, but they still change hands at only 6 

times expected NTM adjusted EPS. Our Target Price for GM is now $72. 

In December 2021, 3M (MMM – $145.20) announced plans to spin off its Food Safety business 

and combine it with publicly traded Neogen (NEOG – $21.01), a food processing and diagnostic 

product provider. 3M shareholders now have the option to keep their MMM or to convert some 

or all of their shares to “Garden SpinCo” (50.1% owned by 3M shareholders, 49.9% owned by 

Neogen shareholders). The tender offer expires at the end of the month and the company is 

providing incentive to participate by offering up to $107.53 of NEOG for every $100.00 of 

MMM, subject to an upper limit of 7.3515 NEOG shares per MMM share. 

No doubt, some may see an arbitrage opportunity, but the 7.53% potential “windfall” is currently 

6.37% because NEOG shares have been falling in price. We are of the mind that the risk of a 

continued deterioration in price is high as this has been our experience with spinoffs in the past 

year or two. No assurance that recent history repeats, of course, but without much buying 

interest, we fear that NEOG shares will drift south, so much so that we will be worse off 

swapping. This is especially true in that NEOG shares presently trade for 27 times forward 

earnings and have no dividend yield. Contrast that with MMM’s 14 forward P/E and 4.1% yield 

and we will say no thanks to this tender offer, especially as we hold 3M in dividend-oriented 

managed accounts. Our Target Price for MMM is $211. 
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