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Market Review 

Not even a Goldilocks (not-too-hot, not-too-cold) monthly jobs report,… 



 

…could save stocks from a second straight week of red ink,… 



 

…as traders continue to digest tough talk on inflation from members of the Federal Reserve. This 

includes Jerome H. Powell’s “painful” Jackson Hole, Wyoming, speech,… 



 

…as well as comments this past Tuesday from New York Fed President John Williams: “We’re 

going to need to have restrictive policy for some time; this is not something that we’re going to 

do for a very short period of time and then change course…It’s going to take some time before I 

would expect to see adjustments of rates downward.” 

Of course, even though interest rates again moved higher last week,… 



 

…the outlook for additional Fed rate hikes has not changed much over the last couple of weeks, 

with the Fed Funds futures arguing against Mr. Williams’ view that the Fed will not reverse 

course next year. 



 

To be sure, Chair Powell & Co. will remain data dependent, so nobody knows yet the direction 

of interest rates, but the economic statistics out last week were relatively healthy, showing a 

resilient consumer, no doubt uplifted by a 24% drop in gasoline prices since June,… 



 

…and plenty of job openings,… 



 

…even as the latest unemployment rate ticked up a couple of tenths. 



 

Interestingly, though the odds of recession remain 50%,… 



 

…the outlook for Q3 GDP growth jumped last week,… 



 

…and the prognosis for the health of corporate profits remains pretty good. 



 

We realize that many pundits now view good economic numbers as bad news in that they fear 

the Fed will be forced to maintain tight monetary policy, but such a stance hasn’t been a big 

problem, on average, in prior years for Value stocks or Dividend Payers,… 



 

…with the supposedly difficult Volcker vanquishing of the Great Inflation of the 1960s-1970s 

resulting in sensational average annualized returns for both of those groups of equities. 



 

True, the past is no guarantee of the future, but history suggests that even if we knew for sure 

that a recession was imminent, we should still stay the course with our long-term investment 

plan. 



 

***** 

Anything can happen, and we realize that geopolitical events are always a wildcard, but the 

equity markets have persevered and advanced despite plenty of disconcerting developments over 

the decades,… 



 

…posting handsome long-term returns, despite a lot of volatility along the way. 



 

So, as we wrote in the September edition of The Prudent Speculator’s Editors Note, “Mr. Market 

is there to serve you, not to guide you. It is his pocketbook, not his wisdom, that you will find 

useful.” 



 

Indeed, as we think Mr. Market is now showing up in a particularly foolish mood, given that 

equities in general are priced attractively,… 



 

…we are free to ignore him or to take advantage of him, especially as many of our fellow 

investors appear to be running for the exits. 



 

That does not mean that downside volatility is easy to navigate, but we sleep well at night, given 

the inexpensive valuation metrics and generous dividend yields of our portfolios,… 



 

…while we always think it helpful in times of market turbulence to focus on the income that we 

receive, especially as we expect those payouts to move higher year after year. 



 

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 posted 

quarterly results last week or had news out worthy of mention. 

It was a rough week for semiconductors, with news from Seagate Technology (STX – $65.47) 

dealing the first blow to the Philadelphia Stock Exchange Semiconductor (SOX) Index. Seagate 

revised its business outlook for fiscal Q1 2023 (ending September 30). The storage maker now 

expects revenue between $2.0 billion and $2.2 billion, which was lower than the previous 

window of $2.35 billion to $2.65 billion. 

Via press release, CEO Dave Mosley said, “Since our earnings call in mid-July, weaker 

economic trends in certain Asian regions have amplified customer inventory corrections and 

supply chain disruptions. We have also seen more cautious buying behavior among global 

https://theprudentspeculator.com/dashboard/


Enterprise / OEM and certain U.S. cloud customers amid ongoing macro-economic uncertainties. 

These external factors are impacting near-term mass capacity demand while continuing to weigh 

on the consumer centric legacy markets. As we operate under these dynamic market conditions, 

we continue to take proactive steps to minimize the impacts to the business. We are further 

reducing our production output, lowering expenses, and moderating fiscal 2023 capital 

investments. The combination of lower revenue, increased under-utilization charges and less 

favorable product mix in the September quarter will result in a sequential decline in margins, 

with non-GAAP EPS now expected to be meaningfully below our prior guidance of at least 

$1.20.” 

That doesn’t sound great, even as Mr. Mosley went on to say, “We continue to see solid demand 

for our 20+ terabyte product family and remain on-track for volume and revenue crossover with 

the 18-terabyte platform in the September quarter. The long-term demand drivers for mass 

capacity storage remain intact and Seagate’s strong product roadmap and deep customer 

relationships make us well positioned to capture these significant future growth opportunities.” 

Though Seagate’s downward revision was not the update we were hoping for, and it suggests 

that the mania we saw in the Tech sector might be normalizing, we think the long-term story for 

STX remains intact. Of course, we are buoyed by the 4.3% dividend yield and the very 

reasonable forward P/E ratio of 12, especially as those next-12-month profits are likely to 

represent an earnings trough as the consensus EPS estimate for fiscal ‘24 stands at $8.03. Our 

Target Price for STX is $114. 

A second blow was struck when the U.S. government moved to restrict NVIDIA from selling 

some of its chips to China to prevent certain artificial intelligence (AI) chips from ending up in 

the hands of the Chinese military (and likely in weapons). NVIDIA said it would work with 

customers to substitute the restricted chips with those that are not subject to export rules. Shares 

of the graphics processor maker have fallen nearly 25% over the past six trading days, pushing 

our old friend a little closer to Value territory, though there is still much more to go on the 

downside before we would again consider a purchase. Revenue and earnings projections have 

also tumbled, so we think the punishment fits the crime. NVIDIA is approximately 7.5% of the 

SOX index, and the big whack did a number on that benchmark and dragged down shares of the 

chip companies that we own. 

While we covered Broadcom (AVGO -$500.22) as a Portfolio Builder feature in TPS 671, we 

thought it was worth expanding a little bit on the company’s terrific Q3-2022. The estimate-

beating quarter was driven by cloud and service provider growth across a broad range of end 

markets. CEO Hock Tan said he expects Q4 to build on Q3’s successes, with Enterprise revenue 

increasing by double-digit percentage points year-over-year. 

In his prepared comments, Mr. Tan offered an update on the company’s VMware purchase, 

“We’re making good progress with our various regulatory filings around the world. We have an 

excellent team focused on these efforts, and we are moving forward as very much as expected in 

this regard. We continue to expect the transaction to be completed in Broadcom’s fiscal year 

2023. We remain excited about our acquisition of VMware and continue to be impressed by the 

world-class engineering talent as well as strong customer and channel partnerships. We have 



tremendous respect for what VMware has built. And together, we will enable enterprises to 

accelerate innovation and expand choice by addressing the most complex technology challenges 

in this multi-cloud era.” 

AVGO expects Q4 revenue around $8.9 billion, which would be up 20% year-over-year and 5% 

sequentially if achieved. Mr. Tan’s acquisition spree hasn’t come to an end, despite higher 

capital costs via rising interest rates. Ruthlessly in pursuit of efficiency and wide margins, we 

think AVGO is in a good position to pounce should a market sell-off present additional 

opportunities to expand AVGO’s business. Our Target Price has been bumped up to $734. 

With the IT sector down nearly 30% this year, we believe there are lots of bargains to be had for 

those who might not have sufficient exposure. While we like all of our children equally, we 

wanted to highlight some larger retreats that we think might be worthwhile to take a harder look 

at: 1) Apple (AAPL – $155.81), down 12% this year and a best-of-breed holding with a 

mountain of cash and high-single-digit growth potential; 2) Microsoft (MSFT – $256.06), down 

24% this year and a Cloud play with a great recurring revenue business model; 3) Intel (INTC – 

$31.22), down 39% this year and in the early innings of an enormous turn-around effort that 

would have tremendous upside if successful; 4) NetApp (NTAP – $71.28), down 23% this year 

and a leader in multi-cloud storage environments and data analytics. 

Shares of Bristol-Myers Squibb (BMY – $68.61) shed about 7% this past Monday after mixed 

results from a phase 2 trial cast a pall over the trial of an experimental blood thinner many had 

hoped would prevent secondary strokes. The first-in-class drug, milvexian, was developed in 

partnership with Johnson & Johnson’s (JNJ – $162.75) Janssen unit and was found to reduce 

blood clots for patients undergoing elective total knee replacement surgery without increasing 

the risk of bleeding. 

In a press release, Bristol Myers Squibb said, “The primary objective of this study was to detect 

a dose response for the composite endpoint of symptomatic ischemic stroke + MRI detected 

covert brain infarction across a 16-fold dose range; a dose response was not observed. A relative 

risk reduction of approximately 30% in symptomatic ischemic stroke with milvexian was 

observed in patients receiving either 25, 50 or 100 mg twice daily compared to placebo.” 

Importantly, however, there was no increase in severe bleeding (e.g., symptomatic intracranial 

hemorrhage) versus placebo, and there was no fatal bleeding in any arm of the study, even with 

all patients on background dual antiplatelet therapy for 21 days followed by single antiplatelet 

therapy for the duration of the trial. 

Despite the questions from Phase 2, the two companies plan to continue with a phase 3 trial at a 

date yet to be determined. 

BMY shares trade for less than 9 times the 2023 consensus analyst EPS forecast even as the 

stock has been an outperformer year-to-date. Bristol has a heritage of supporting its pipeline by 

bringing in partners to share the development costs and diversify the risks of clinical and 

regulatory failure, and the acquisition of Celgene in 2019 moves Bristol further into the specialty 

pharma segment. Recent FDA approval of respective cancer and heart failure drugs Opdualag 

and Camzyos, along with new approvals for current drug Opdivo, are solid strides to not just 



offset losses from multiple myeloma drug Revlimid, which has lost patent protection starting this 

year, but to continue to grow the top line. The stock has a 3.1% dividend yield and our Target 

Price is $100. 

Shares of Hewlett Packard Enterprise (HPE – $13.24) dipped nearly 4% last week even as the 

firm released fiscal Q3 financial results that were in line with analyst estimates. The enterprise 

storage and networking concern earned an adjusted $0.480 per share in Q2 (versus $0.477 est.). 

Revenue for the company’s largest segment, Compute, was $3.0 billion (-3.2% y/y), while 

Intelligent Edge posted 8% y/y growth to $941 million and HPC & AI grew 12% y/y to $830 

million. The 34.7% adjusted gross margin was ahead of the consensus estimate by 0.3%. 

CEO Antonio Neri commented, “We continue to accelerate our recurrent revenue this fiscal year, 

which validates the compelling value proposition we offer our customers, and the long and the 

strong response to HPE GreenLake, our unified Edge-to-Cloud as a service platform. Customers 

continue to prioritize investments in IT. They find HPE’s technology solutions to be particularly 

relevant in today’s complex macroeconomic environment where technology innovation is critical 

to accelerate business transformation and deliver important business outcomes. In the third 

quarter, total HPE revenue increased 4% year-over-year to $7 billion, which was also above the 

sequential outlook we have given. New orders exceeded our expectations despite finally starting 

to decelerate the growth rates, bringing our quarterly exit backlog to another record level. That is 

significant, considering that for the previous 4 consecutive quarters, we have grown orders 20% 

or more year-over-year. We continue to see robust customer demand in the market and a high-

quality, durable sales pipeline.” 

Mr. Neri continued, “We have crafted a strategy at HPE that is winning in the marketplace, and 

I’m confident in our ability to execute on our commitments with strong demand, a solid pipeline 

and a unique Edge-to-Cloud offering that is delivering revenue growth and expanded gross 

margins and operating margins for our company.” 

HPE reaffirmed its full-year revenue growth between 3% and 4% with free cash flow in the $1.7 

billion to $1.9 billion range. The free cash flow range was trimmed by $100 million due to 

HPE’s exit from Belarus and Russia, as well as unfavorable expected currency movements. CFO 

Tarek Robbiati added, “From an EPS perspective, we are tightening our fiscal year ’22 non-

GAAP outlook range as we move towards the end of the year to $1.96 to $2.04. This reflects the 

impact from the supply environment, which we expect to sustain into Q4 and further 

appreciation of the U.S. dollar since last quarter. As a result, this implies that for Q4 ’22, we 

expect GAAP diluted net EPS of $0.32 to $0.40 and non-GAAP diluted net EPS of $0.52 to 

$0.60.” 

HPE’s transformation is underway, while the stock price movement seems to indicate that 

investors believe there will still be plenty of fits and starts. The company’s domestic Bloomberg 

peer group has an average forward P/E around 27, compared with HPE’s 6.3x figure. We think 

with some sustainable execution, HPE has plenty of room to expand its multiples, in addition to 

growing the underlying figures like earnings and revenue. We believe the valuation is very 

reasonable and the 3.6% dividend yield provides a nice payout for our patience. Our Target Price 

is $21. 



Shares of Big Lots (BIG – $21.39) remained under pressure last week as the discount retailer 

lost $2.91 per share in fiscal Q2 (vs. the $2.46 loss expected by the Street). The result was due to 

both higher expenses and elevated promotional activity, which management said will continue 

into Q3. The effort materially brought down excess inventory to below where it was at the 

beginning of the year but came at the cost of gross margin, which was down 7% year-over-year 

to 32.6%. 

CEO Bruce Thorn stated, “We remain laser focused on helping our customers navigate these 

challenging times by delivering outstanding value across our assortment. We are managing the 

business prudently, while working hard to build a stronger company and deliver on our 

commitments to our customers, associates, and shareholders…We managed costs tightly, made 

great progress on repositioning our assortment towards better bargains/closeouts and lower price 

points, and took important steps to enhance our balance sheet and secure our liquidity.” 

Regarding the balance sheet, the company expects to obtain a new credit facility during fiscal 

Q3, replacing and refinancing its existing $600 million 5-year unsecured credit facility. It is 

currently in talks with PNC Capital Markets LLC and PNC Bank, National Association, has 

agreed to arrange, on a best efforts basis, a 5-year syndicated asset-based revolving credit facility 

up to $900 million, with an additional uncommitted increase option of up to $300 million. 

On the state of the consumer, Mr. Thorn added, “Consumers are stretched by inflation and 

starting to trade down more. We are here to help them, with strategically adjusted opening price 

points and great value throughout our stores. Further, we are making our bargains/closeouts and 

treasures even easier to find with end-caps and signage that are simpler and more compelling. 

We are moving faster to provide even better deals and assortments for our customers by 

leveraging our vendor relationships and excellent private label brands. We are also building 

additional capabilities to grow our ecommerce business. We remain highly confident in the 

enormous value creation opportunity from Operation North Star, and I’ve never been more 

excited about the future.” 

Management has elected not to provide EPS guidance at this point citing “an atypically wide 

range of outcomes.” More of the same (higher expenses and promotional activity) is expected for 

fiscal Q3, although analysts project a return to profitability next year. The current environment 

has affected retailers both large and small, and while BIG has a lot on its plate as its core 

customer is forced to deal with inflation, we think that shoppers will continue to seek out its 

stores as finding a solid bargain is more valuable than ever. We think the pessimism has gone too 

far as shares have fallen more than two thirds from their pandemic high. Our Target Price is $43 

and BIG yields 5.6%. 
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