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Market Review 

After rapidly traversing a steep climb over the four trading days prior to the release of the Consumer 

Price Index,… 



 

…the equity-market roller-coaster screamed downward on Tuesday,… 



 

…helping send stocks to one of their worst weeks in history, though the S&P 500 had even 

uglier weekly setbacks on three other occasions this year. 



 

Long-term-oriented folks understand well that volatility is part of the investment process,… 



 

…though we respect that market pundits now think the Federal Reserve will be even more 

aggressive in hiking interest rates to combat inflation, even as most understand that there is 

usually a significant lag in terms of adjustments in monetary policy and economic numbers. 



 

Indeed, the impact of the two 75-basis-point interest rate hikes in June and July is only partially 

reflected in the current economic data. However, those moves are showing up in a significant 

reduction in inflation expectations, statistics that should provide a bit of comfort to the Federal 

Reserve. 



 

***** 

Of course, the big concern for market participants is the impact of the Fed rate hikes on the 

economy. Those fears were ratcheted up on Thursday when Raj Subramaniam said that he 

expects a “worldwide recession.” The FedEx (FDX – $161.02) CEO explained, “We are a 

reflection of everybody else’s business, especially the high-value economy in the world.” 



 

That said, the odds or U.S. recession, as calculated by Bloomberg, did not change last week, 

while modest real GDP growth is still the forecast for the current quarter,… 



 

…with the labor situation remaining very healthy,… 



 

…and the consumer continuing to spend. 



 

True, manufacturing numbers are not exactly robust,… 



 

…while other economic stats are below par,… 



 

…and consumer sentiment, though improving, is well below average. 



 

Interestingly, despite the economic question marks, analysts are still looking for corporate profit 

growth this year and next,… 



 

…the achievement of which, we think, would support significantly higher equity prices. 



 

Obviously, there is no assurance that earnings comparisons will remain favorable, so we 

continue to like the reasonable valuation metrics and generous dividend yields offered by our 

broadly diversified portfolios of what we believe to be undervalued stocks. 



 

***** 

Clearly, there is plenty about which to be concerned these days, but there are always things to 

fret over,… 



 

…and it isn’t as if stocks have been defying gravity this year, so we would argue that a 

significant amount of bad news is “in” equity prices. 



 

Although the past is no guarantee of the future, we think looking at what has taken place 

historically can provide some tranquility for those who share our long-term time horizon. After 

all, Value stocks have done well when inflation previously has been above 8%,… 



 

…and when Paul Volcker’s Fed aggressively targeted inflation starting in 1979,… 



 

…and before and after the start of recessions. 



 

To be sure, we must be braced for additional downside in the near term, but we think long-term-

oriented investors should be opting to be greedy while others are fearful. 



 

Stock Updates 

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

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

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

for our newsletter strategies are announced via our Sales Alerts. 

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

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

The aforementioned FedEx shares lost 21% on Friday, the biggest one-day drop for the company 

since 1980. In addition to the fiscal Q1 report coming up very short (EPS $3.44 vs. $4.28 est.; 

revenue $23.2 billion vs. $23.6 billion est.), the logistics company’s outlook was terrible, 

resulting in the complete withdrawal of guidance for fiscal 2023. 

“Global volumes declined as macroeconomic trends significantly worsened later in the quarter, 

both internationally and in the U.S. We are swiftly addressing these headwinds, but given the 

speed at which conditions shifted, first quarter results are below our expectations,” said CEO Raj 

Subramaniam. “While this performance is disappointing, we are aggressively accelerating cost 

https://theprudentspeculator.com/dashboard/


reduction efforts and evaluating additional measures to enhance productivity, reduce variable 

costs, and implement structural cost-reduction initiatives. These efforts are aligned with the 

strategy we outlined in June, and I remain confident in achieving our fiscal year 2025 financial 

targets.” 

FedEx is generally regarded as an economic bellwether. Therefore, the company’s observation 

that there are “significantly worsening” macro trends sent ripples through stock markets around 

the world. The European economic environment has been getting worse recently, as the 

Continent struggles to plug the supply gaps left from the cut-off of Russian oil and gas as winter 

rapidly approaches. FedEx’s note didn’t limit itself to Europe (where the former TNT operation 

dominates), it added the U.S. into the mix. Of course, the U.S. isn’t officially in recession 

territory, at least as calculated by the multi-factor method defined by the National Bureau of 

Economic Research (NBER), but the idea that the global inflation fight could push even the 

largest economies into recession territory was a big deal. 

We certainly thought the Federal Reserve had a good handle on the inflation environment at the 

beginning of the year (even though it was creeping up), but the must-win war for Ukraine 

ramped inflation up around the world in ways that were difficult to anticipate. Even if the U.S. is 

headed for a worsening environment and recession, we aren’t clear why this one would be so 

unique that it substantially kills FDX’s business. Shares of the shipper are down 37% this year 

(plenty of a discount, we think) and there are definitely challenges (fuel prices, cargo volumes, 

margin pressures) to weather, but the longer-term outlook is largely unchanged in our eyes. We 

like the company’s balance sheet and cash flow generation potential, along with the 2.9% yield 

and “cheap” debt (average 3.54% maturing in 2038). Our Target Price for FDX now resides at 

$337. 

Shares of Oracle Corp (ORCL – $68.83) held up well in Tuesday’s equity market plunge after 

the software giant reported fiscal Q1 results on Monday afternoon. ORCL earned $1.03 per 

share, compared to analyst consensus estimates around $1.06, and had revenue of $11.45 billion, 

compared to the $11.44 billion consensus. Adverse exchange rate movements for the company’s 

international units took $0.08 off the quarterly EPS, and the Cloud License and On-Premise 

License segment revenue grew 11% year-over-year. 

CEO Safra Catz stated, “We are seeing company-specific and product-specific momentum. We 

continue to expect organic revenue growth in our cloud business will accelerate substantially in 

FY ’23. The currency headwind this quarter was much higher than the 3% headwind that was 

present when we gave guidance. It was actually 6 points, even though due to rounding, it may 

look like 5%, and that’s a currency headwind to total revenue. It was, in fact, 6 points. And yet, 

we still exceeded our forecast on a reported basis, and we beat our constant currency revenue 

forecast by $200 million.” 

Ms. Catz said the company continues to return cash to shareholders, “We’re committed to 

returning value to our shareholders through technical innovation, strategic acquisitions, stock 

repurchases and prudent use of debt and our dividend. This quarter, we repurchased 7.5 million 

shares for a total of $559 million. In addition, we paid out dividends of $3.4 billion over the last 

12 months, and the Board of Directors today declared a quarterly dividend of $0.32 per share.” 



Looking ahead, Ms. Catz said, “Total revenue for Q2, including Cerner, are expected to grow 

from 21% to 23% in constant currency and are expected to grow from 15% to 17% in USD. 

Total cloud growth (including Cerner) is expected to grow from 46% to 50% in constant 

currency, 42% to 46% in USD. I expect that total cloud growth for the fiscal year, excluding 

Cerner, will be above 30% in constant currency. Non-GAAP EPS growth is expected to grow 

between 1% to 5% and be between $1.23 and $1.27 in constant currency. Due to currency 

headwind, non-GAAP EPS is expected to decline 1% to 5% and be between $1.16 and $1.20 in 

USD.” 

Interestingly, Oracle shares retreated more than 9% in price for the full week, not on the Q1 

results or management commentary, but on a couple of analyst downgrades. ORCL has been 

whacked this year (-21%), but not as the much as the S&P 500 Info Tech sector, which is down 

more than 25%. We think that’s the result of the company’s sustained growth and partnerships to 

bring multi-cloud services to customers with companies like Amazon and Microsoft (MSFT – 

$244.74). Analysts have trimmed their EPS projections for fiscal 2023 to about $5.00 (compared 

to $4.90 in 2022), but growth is expected to ramp into double-digit territory again in 2024 and 

2025. ORCL shares trade for a cheap 13 times forward earnings, while the calculation with 2026 

projected earnings is almost in single-digit territory. We like that Larry Ellison & Co. continue to 

win new business from major names like Citibank, PNC, Chubb, McDonald’s, Tiffany and 

others. With the pullback, the dividend yield is now 1.9% and our Target Price is $113. 

Seagate Tech (STX – $62.71) competitor Western Digital (WDC) presented at the Goldman 

Sachs Communacopia + Technology Conference. The WDC commentary wasn’t positive, 

especially for the NAND business. WDC chief David Goeckeler said, “We’re seeing a very, very 

sharp reduction in NAND demand. The current quarter we’re in, we’re seeing reduction in both 

pricing and bit demand… I think coming into the quarter, we saw those roughly the same. Now 

we see pricing deteriorating faster than bits. When you have that happen, you’re going to have 

this very severe downturn. As [CFO] Wissam [Jabre] said, we’re doing all the things — all the 

countermeasures against that, but there’s no doubt we’re in that environment. How long we’re 

going to be in it. We don’t quite know yet. We haven’t seen the signs of when the upturn starts, 

but very clearly, the industry is responding aggressively with CapEx reductions to lower the bit 

growth for next year, and we’re doing the same thing.” 

Seagate also attended the Conference. CEO Dave Mosley declined to give additional guidance 

above what was offered during the earnings call several weeks ago and said of the NAND 

technology, “I think if you want to play in a data center at the volume that hard drives do, you 

have to have performance, especially on the right workloads, very intense right workloads. You 

have to have cost. You have to have predictability of supply, all these things. Tough, tough 

things to get to for that economics, and I just don’t see anything on the horizon that’s going to be 

anywhere close to that. And relative to NAND, NAND is a great technology. It has tons of 

applications out in the world today. We actually have an SSD business. It does quite well when 

we focus on certain applications. That would be my advice to people. To say I’m going to go 

build NAND fabs if they cost tens of billions of dollars to get paid back by penny at a time, 

that’s the same kind of economic problem that’s always come up with that argument, and I don’t 

see it changing in the next 5 to 10 years.” 



Of course, STX already whacked its outlook a few weeks ago, so we might argue that negative 

near-term developments should be priced into the stock, but shares retreated nearly 9% last 

week. Obviously, competitors reporting weakness, or in this case a “very, very sharp reduction” 

in demand is not a positive, but we think the long-term story for STX remains intact. Analysts 

now project 2023 EPS to drop 34% year-over-year before snapping back to 2022 levels by 2025. 

We think the underlying fundamentals of the tech world support that outcome, with near-term 

dips giving us a potential opportunity to re-up our STX position at a discount. Our Target Price 

for STX is now $109. 

Shares of Bristol Myers Squibb (BMY – $71.52) gained nearly 8% last Monday on news that 

the FDA had approved its drug Sotyktu (deucravacitinib) for the treatment of moderate-to-severe 

plaque psoriasis. The jump was enough to reverse declines over the past month, but gains were 

shed as shifting sentiment took hold of markets later in the week. 

The safety profile and efficacy for Sotyktu are expected to put pressure on Amgen’s (AMGN – 

$231.14) Otezla as a phase 3 trial showed that the former helped patients achieve 75% more skin 

clearance than the latter. “There is no doubt in our minds that this is the right drug…There’s 

absolutely no remorse,” BMY’s Chief Medical Officer recently said in an interview about selling 

Otezla to Amgen when Bristol bought Celgene in 2019. Street analysts were quick to note the 

lack of a black box warning for the Bristol drug, which is notable given safety concerns have 

plagued other autoimmune drugs. 

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 moved 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 dividend yield is 3.0% and our Target Price for BMY is 

$102. 

AMGN shares shed about 7% on the news, although the biotech received some good news of its 

own last week when new data suggested a new lung-cancer pill (Lumakras) beat out 

chemotherapy-the current treatment. Wall Street currently projects the drug will generate $1 

billion of sales by 2025, though it’s more expensive than chemo (albeit with reportedly fewer 

side effects), and a major target is second-line indications. 

Despite the pressure on Otezla and accelerating competition for Enbrel expected in the next one 

to two years, we are patient while Amgen works through its pipeline of promising oncology 

drugs. Meantime, newer osteoporosis drug Evenity and asthma drug Tezspire also should support 

modest revenue growth. Amgen shares trade for a reasonable 13 times NTM EPS and sport a 

3.4% dividend yield. Our Target Price is $301. 

Gilead Sciences (GILD – $65.60) announced last Monday that it had entered into agreements 

with five generic manufacturers to resolve the litigation and patent challenges associated with 



certain Gilead therapeutics containing TAF-based, HIV pre-exposure prophylaxis (PrEP) 

products including Descovy, Vemlidy and Odefsey. The deal was similar to another one in 2014 

for then-PrEP workhorse Truvada and pushes the threat of generics to no earlier than Halloween 

2031. 

Not only does the deal protect PrEP revenue for an additional 6 years beyond when many had 

expected generics to arrive, it also extends the runway for Gilead to pursue a long-acting PrEP. 

The company’s Chief Commercial Officer Johanna Mercier recently said, “I think Lenacapavir 

can potentially offer that,” which was recently approved for the treatment of HIV in Europe last 

July with a decision expected from the U.S. FDA in December. Ms. Mercier added, “And why 

it’s so interesting, it’s not just because of its potency and its safety, it’s actually super interesting 

because of the flexibility of dosing. It can be dosed daily oral all the way up to [subcutaneously] 

every 6 months and anywhere in between that as well.” 

The drug is not without competition, however as GlaxoSmithKline controlled ViiV Healthcare 

has obtained FDA approval for its own long-acting PrEP jab, although injections are required on 

a bi-monthly basis and a negative HIV test is required before each shot. Gilead also settled with 

ViiV earlier this year to resolve litigation related to Gilead’s Biktarvy and ViiV’s Dolutegravir 

patents which resulted in an upfront payment of $1.25 billion by Gilead to ViiV. In addition, 

Gilead will also pay a 3% royalty on all future U.S. sales of Biktarvy ($6.09 billion in 2020) and 

in respect to the bictegravir component of any other future bictegravir-containing products sold 

in the U.S. 

While the latest settlement certainly offers GILD some breathing room, we still think the biggest 

wildcard (with arguably the largest upside) remains the future of Gilead’s oncology portfolio, 

with over $40 billion of purchases over the past 5 years slow in bearing fruit. But strong 

performers in Yescarta and Trodelvy (from the acquisitions of Kite Pharma in 2017 and 

Immunomedics in 2020, respectively) remain promising with the former drug expected to breach 

$1 billion in sales this year and the latter by 2024. Robust cash-flow generation ought to afford 

additional spending for R&D and/or additional bolt-on acquisitions, while supporting the robust 

dividend (the yield is 4.5%). Shares have held up pretty well year-to-date, (outperforming the 

S&P by over 10% on a price basis), though our relatively small position in the stock remains up 

for grabs versus other potential opportunities presented in the latest market volatility. We do like 

the single-digit P/E multiple. For the time being, our Target Price for GILD has been adjusted to 

$86. 

Allstate (ALL – $129.42) management suggested at an analyst conference last Wednesday that it 

would take steps to deal with the high inflationary environment, which has rapidly increased 

claims expense in the past eight to twelve months. This follows a period of achieving above-

average profit throughout the pandemic, allowing ALL to return a portion of premiums back to 

customers. 

CEO Tom Wilson said Allstate would raise auto insurance rates, implement underwriting 

restrictions in underperforming markets, continue to reduce expenses and modify claim 

practices, all in anticipation of driving the firm’s combined ratio back into the mid-90s. Indeed, 

in a release the following day, ALL detailed, “During the month of August, the Allstate brand 



implemented rate increases of 14.5% across 8 locations, resulting in total Allstate brand 

insurance premium impact of 3.2%.” Wall Street applauded the move with shares rising as much 

as 4%, on an otherwise sour day for equity markets. 

On top of these actions, ALL has lowered the duration of its bond portfolio by half, and 

estimates the action avoided about $1.3 billion of losses from rising interest rates. It has also 

been an active repurchaser of shares, reducing the outstanding shares by 4.6% just in the first 

half of this year. 

We had expected profitability to normalize from the uncharacteristically low loss ratio of 83.3 

experienced early last year and still find the stock a solid value, trading for just 11.3 times the 

consensus 2023 EPS estimate, with EPS growth expected in subsequent years. Allstate boasts a 

vast distribution network, scale and resulting cost advantages, and pricing sophistication. Even as 

ALL has been a major outperformer year-to-date, the dividend yield is 2.6%. We have bumped 

our Target Price up to $161. 
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