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Market Review 

There is still one trading day to go in the historically scary month,… 



 

…but a spectacular move higher in the equity markets last week,… 



 

…has turned October into one of the best months in history, with the rebound in the Dow Jones 

Industrial Average over the first four weeks, should it be sustained today, representing the best 

monthly advance in that popular index since January 1976. 



 

To be sure, there is still little to cheer about thus far in 2022, and we are always braced for 

additional volatility, but we understand that downturns historically have always given way to 

upswings. Happily, the magnitude of the periods in the green has dwarfed that of those in the red, 

so much so that long-term equity market returns have been terrific. 



 

Of course, the weight of the historical evidence shows that most investors do not come close to 

matching, much less beating, the market,… 



 

…with investment professionals seemingly receiving another lesson this month that time in the 

market trumps market timing,… 



 

…as many lightened their equity exposure, joining individual investors with excessive 

Bearishness, right before the tremendous rebound. 



 

Certainly, the red ink in our portfolios this year won’t win us any prizes, but the Wall Street and 

Main Street sentiment numbers shown above suggest that more than a few folks have been 

buying high and selling low so far in 2022, compounding their losses. 

***** 

Obviously, nobody knows what the future will bring, but even if one had advance knowledge of 

the economic numbers, predicting how equities might react, especially today, is anyone’s guess. 

For example, stocks apparently rallied on a disappointing outlook for the manufacturing and 

services sectors,… 



 

…as well as a major downturn in the housing market. 



 

Other economic gauges were also subpar,… 



 

…and questions marks remain about the mood of the consumer,… 



 

…but stocks still gained ground as Q3 GDP growth came in better than expected,… 



 

…which one might think would compel the Federal Reserve to maintain a very hawkish 

approach to monetary policy,… 



 

…yet the yield on the benchmark U.S. government bond moved lower last week,… 



 

…even as the latest inflation reading inched higher,… 



 

…and the labor market continued to be robust. 



 

***** 

No doubt, the markets are forward looking, and many think that a U.S. recession will soon be in 

the cards,… 



 

…but the initial estimate for Q4 GDP growth was 3.1%,… 



 

…though the siren calls from the economic naysayers grew louder last week. 



 

We would not be surprised if there were a recession, but we continue to believe that the plunge 

in stock prices this year has discounted far worse news than what we are likely to see on the 

corporate profit front,… 



 

…while an economic contraction, on average, has not been reason to dump stocks in the past. 



 

And, we continue to think that equities in general are reasonably priced,… 



 

…with our broadly diversified portfolios of what we believe to be undervalued stocks especially 

attractive. 



 

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. 

Thought they initially sank in after-hours trading on Thursday, shares of investor favorite Apple 

(AAPL – $155.74) rose on Friday after the company reported fiscal Q4 results. The iPhone 

maker earned $1.29 per share (vs. $1.26 est.) and had revenue of $90.1 billion (vs. $88.6 billion 

est.). iPhone segment revenue was $42.6 billion (vs. $42.6 billion est.; +9.7% y/y), overall 

Products segment revenue was $71.0 billion (vs $69.0 billion est.; +9% y/y), and Service 

revenue was $19.2 billion (vs. $20.0 billion est.; +5% y/y). China revenue grew 6.2% year-over-

year to $15.47 billion. The company has $169 billion of cash and equivalents on its balance 

sheet. 

https://theprudentspeculator.com/dashboard/


CEO Time Cook said, “The world continues to be unpredictable as old challenges evolve and 

new ones emerge. What remains constant is the ability of our teams to create great products, 

services and experiences while being a force for good in the world. Whatever challenges lie 

ahead in the new year, we’re moving forward, as we always have, investing for the long term to 

deliver incredible innovations for our customers like only Apple can. And now I’ll hand it over 

to Luca for more details on our performance.” 

“As we move ahead into the December quarter, I’d like to review our outlook, which includes 

the types of forward-looking information that Tejas referred to at the beginning of the call. Given 

the continued uncertainty around the world in the near term, we are not providing revenue 

guidance. But we are sharing some directional insights based on the assumption that the 

macroeconomic outlook and COVID-related impacts to our business do not worsen from what 

we are projecting today for the current quarter,” said CFO Luca Maestri. “Specifically on 

Services, we expect to grow but to be impacted by the macroeconomic environment increasingly 

affecting foreign exchange, digital advertising and gaming. We expect gross margin to be 

between 42.5% and 43.5%. We expect OpEx to be between $14.7 billion and $14.9 billion. We 

expect O&E to be around negative $300 million, excluding any potential impact from the mark-

to-market of minority investments and our tax rate to be around 16.5%.” 

Apple maintained its $0.23 quarterly dividend, which translates to a yield around 0.6%. While 

the company reported currency headwinds and saw dips in demand for some product categories, 

Apple’s business is remarkably stable. Despite persistent challenges in its supply chain, it was 

interesting to see more softness in the company’s Services segment than in Products. While the 

report left some disappointed, analysts still expect Apple to grow EPS in the 5% to 10% range 

for the next few years. The initial report seemed to cause some indigestion overnight, but the 

company’s 7.6% jump on Friday suggests that investors think things are well in Cupertino, for 

the moment anyway. We continue to like the cash rich balance sheet and the flexibility and 

potential it offers, while we are also quite constructive on the entrenched Apple ecosystem. Our 

Target Price for AAPL is now $183. 

Shares of Alphabet (GOOG – $96.58) have been whacked this year amid the Tech-and-Growth 

sell-off. Of course, Alphabet is classified as a Communications Services company, but there’s a 

lot of technology involved in the company’s businesses. Unfortunately, the Q3 report did little to 

help investors get excited about the advertising space. By segment, Advertising revenue was 

$54.48 billion (vs. $56.98 billion est.), YouTube Ads revenue was $7.07 billion (vs. $7.46 billion 

est.), Google Services revenue was $61.38 billion (vs. $63.98 billion est.) and Google Cloud 

revenue was $6.87 billion (vs. $6.61 billion est.). 

CEO Sundar Pichai commented, “Our financial results for the third quarter reflect healthy 

fundamental growth in Search and momentum in Cloud. Our reported results reflect the effect of 

foreign exchange. The growth in our advertising revenues was also impacted by lapping last 

year’s elevated growth levels and the challenging macro climate… As we head into 2023, we are 

going to focus on our most important priorities as a company. To support our growth, we’ll 

continue to invest responsibly for the long term in a way that is responsive to the current 

economic environment. I want to thank our employees around the world for their contributions 



over the last quarter. We help people, our partners and society when we focus on what we do 

best and execute on that really well.” 

Ms. Porat added, “Our results in the third quarter reflect an increased headwind from foreign 

exchange, given the ongoing strengthening of the U.S. dollar versus last year. Excluding the 

revenue benefit from hedging, there was a 6-point headwind year-on-year or 5 points with the 

hedge benefit compared with a slight tailwind in the third quarter of 2021. Looking to the fourth 

quarter, based on strengthening of the U.S. dollar quarter-to-date, we expect an even larger 

headwind from foreign exchange. In addition, as we have previously said, the impact of foreign 

exchange is greater on operating income than it is on revenues, given that our expense base is 

weighted more toward the U.S. with most of our R&D efforts located here.” 

While Alphabet isn’t alone with concerns about the advertising business, it is interesting the 

extent to which companies have been impacted. This year, Omnicom (OMC – $72.59) is up 2%, 

Alphabet is down 33% and Meta (fka Facebook) is down 70%. While a variety of factors are 

always in play, it seems platform-neutral businesses seem to be looked upon favorably this year. 

We are content with our diversification in that respect and believe long-term ad spending trends 

will continue. Shares of GOOG are reasonably priced at 19 times forward earnings estimates, 

especially given the nearly $100 billion of net cash on the balance sheet, and with EPS expected 

to reach over $8.00 by 2025. Our Target Price for GOOG is now $165. 

Speaking of the old Facebook, shares of Meta Platforms (META – $99.20) plunged anew 

following the release of Q3 financial results, bringing the year-to-date slide to over 70%. The 

social media giant continued to bump spending on its Metaverse effort in the quarter, 

contributing to a large bottom-line miss vs. the Street target (EPS of $1.64 vs. $1.89 est). In 

addition to its Metaverse goals, Meta is focused on further developing its AI discovery engine 

and click-to-message advertising functionality even as the uncertain macroeconomic 

environment has weighed on ad spending. The Facebook app reached its highest ever number of 

daily users at nearly 2 billion, while Instagram has more than 2 billion monthly actives and 

WhatsApp has more than 2 billion daily actives. Further investments into Reels resulted in plays 

across Facebook and Instagram that grew 50% over the past six months to more than 140 billion 

per day. 

A surge in capital expenditures also reduced free cash flow to $316 million vs. the $4.6 billion 

last quarter, largely from building out AI infrastructure. Management said that it expects 2023 

CapEx spending in the range of $34 billion to $39 billion, nearly all from investments in AI, but 

this should come down as a percent of revenue over the long-term to a level that depends on the 

returns the investments generate. 

CEO Mark Zuckerberg stated, “We now reached more than 3.7 billion people monthly across our 

Family of Apps. And while we continue to navigate some challenging dynamics of volatile 

macroeconomy, increasing competition, ads signal loss and growing costs from our long-term 

investments. I have to say that our product trends look better from what I see than some of the 

commentary, I’ve seen suggests. There’s been a bunch of speculation about engagement on our 

apps and what we’re seeing is more positive…Across the family, some Apps may be saturated in 



some countries or some demographics. But overall, our apps continue to grow from a large 

base.” 

He added, “And then there is some of the longer-term things that we’re taking on expenses, 

because we believe that they’re going to provide greater returns over-time. And I think we’re 

going to resolve each of these things over different periods of time. And I appreciate the patience 

and I think that those who are patient and invest with us, will end-up being rewarded.” 

Management was questioned about the drivers of growth expected for 2023. CFO Dave Wehner 

responded, “Obviously, we’re continuing to see significant macro headwinds in the business. We 

do think there is a big cyclical factor here, so some of it is just going to depend on the broader 

economy and recovery that we see. But we’re continuing to make progress in a number of areas 

in terms of growth and Mark [Zuckerberg] sited one of those, which is a click to messaging ads, 

which has been a solid grower, it’s a $9 billion revenue run-rate today and we’re continuing to 

make good progress on click to messaging ads as a driver that’s especially been important in 

some of the developing markets. And overall, we’re focusing on a number of areas to grow 

revenue as we get through this tough cycle. And we’re seeing progress on a number of fronts, but 

it’s going to depend to some extent on what the overall macro climate is like. We’re not going to 

be facing as significant headwinds next year from the signals point-of-view, as we are now 

lapping the big changes that were made on the iOS platform. So that’s going to also not factor-in 

as strongly in our growth rates next year.” 

No doubt, the latest price action has seriously tested the resolve of even the most fervent owners. 

And, our experience since opening a position in the stock earlier this year has been far from 

ideal, to say the least. But we are still early in our ownership, even as healthy debate continues 

within our Team regarding the firm’s three-to-five-year prospects. Our stance is that shares 

remain very inexpensive, particularly as the drop in profits is a result of substantially elevated 

R&D spending. Additionally, while profit margins for the core business will likely remain under 

pressure in the next year or two as META ramps its Reels offering with a lower take rate and AI 

investments flow through the income statement, overall, we think the core business remains 

intact. 

Yes, the Metaverse effort is ambitious, but we think big potential exists, yet investors seem to be 

assigning very little value to this segment at the current price. Many will likely want Mr. 

Zuckerberg replaced with a new Chief Executive, but that is highly unlikely given his voting 

control over the firm, while something is to be said for having greater capacity to endure short-

term pain for long-term gain. Shares trade for a forward P/E multiple of 11, well below that of 

the market, even as EPS estimates, which have been cut drastically over the past year, may fall 

further. We are still debating a potential averaging down on the holding, with the terrific cash-

rich balance sheet a major positive in support of our continued ownership. For now, our Target 

Price has been cut to $241. 

Shares of Intel (INTC – $29.07) rallied on the company’s Q3 results. The chip giant earned 

$0.59 in the quarter, compared with an analyst consensus estimate of $0.33. Revenue came in 

around $15.3 billion, versus the consensus of $15.4 billion. Initial after-hours trading made it 

seem like the company was set to record its 10th straight loss of at least 5% the day after 



quarterly results were released. Happily, further inspection of the report by analysts and traders 

spurred significant optimism, pushing shares up more than 10% on Friday. 

CEO Pat Gelsinger said, “Despite growing economic headwinds, Q3 revenue was flat 

sequentially and only modestly below the midpoint of our guidance. In June, we were one of the 

first companies to highlight an abrupt and pronounced slowdown in demand, which has brought 

it beyond our initial expectations and is now having an industry-wide impact across the 

electronic supply chain. We are adjusting our Q4 outlook, and we are planning for the economic 

uncertainty to persist into 2023. While we are not satisfied with our results, we remain laser-

focused on controlling what we can, and we are pleased that our PC share stabilized in Q2 and is 

now showing meaningful improvement in Q3. Our server share, while not where we want it to 

be, is tracking in line with our expectations, and we are encouraged by good execution in the 

quarter against our product road map. In addition, we are intensifying our cost reduction and 

efficiency efforts, and we are aggressively moving into the next phase of IDM 2.0 geared to 

unlocking the full potential of the IDM advantage.” 

Mr. Gelsinger continued, “It was also rewarding to see that same drive and dedication in the 

faces of our broader developer community at Intel Innovation, the rebirth of Intel IDF in 

September. We are the building blocks, an enabler of their vision and aspirations, and it is our 

commitment to them to be great partners and collaborators. Our ambitions are equal by our 

passions and our efforts across manufacturing, design, products and foundry are well on their 

way to driving our transformation and creating the flywheel, which is IDM 2.0.” 

CFO David Zinsner added, “Critical to driving our transformation is the implementation of our 

internal foundry operating model, dramatically increasing financial accountability and 

transparency, enabling all organizations to drive to world-class product cost and efficiency 

benchmarks. In addition, as we emerge from 5 nodes in 4 years and slower technology 

development cadence, we expect an additional approximately 200 basis points of gross margin 

after 2026. We expect these efforts to provide potential upside to the financial targets we 

provided at the February Investor Day. This will be a multiyear journey, but as Pat said earlier, 

best-in-class semiconductor companies have a financial profile that includes gross margins in the 

60s and operating margins in the 40s, and we aim to be best-in-class. In the short term, we will 

continue to manage to the OpEx, net capital intensity and adjusted free cash flow guardrails 

established and drive back to a gross margin percentage range of 51% to 53% once economic 

conditions improve and revenue growth returns.” 

Intel is not out of the woods—far from it—and significant hurdles remain before we might 

consider the company’s turn-around effort to have worked. Long-rising tension in U.S.-Chinese 

relations and a newfound emphasis on U.S.-based manufacturing seems to benefit Intel in a big 

way, especially as the company specializes in the high-value chips the U.S. government is 

seeking to keep out of Chinese military hands. The government seems happy to support the 

buildout and we think INTC will see higher costs and lower margins, but it will also get first-

mover advantage and be the first to benefit from a stable supply chain. 

Given the historical valuation, we have held that the return profile more than compensated for 

above-average risk for our portfolios, but we continue to debate the stock versus other 



opportunities. In general, “Value” stocks are frequently unloved or underappreciated, and we 

want to be cognizant of the amount of business risk we are taking on an aggregate basis. The 

valuation has crept higher as capital spending plans ramp, so shares trade for 16 times forward 

earnings, but the dividend yield is 5.0% and significant cost-cutting is underway. Our Target 

Price has been trimmed to $45. 

Shares of Seagate Technology PLC (STX – $51.45) plunged more than 7% last week after the 

storage maker reported fiscal Q1 results that came in far behind analyst estimates, while soft Q2 

guidance and expense reductions sent shares further into negative territory for the year. In Q1, 

STX earned $0.48 per share (vs. $0.75 est.) and had revenue of $2.04 billion (vs. $2.12 billion 

est.). Management explained the shortfall was the result of intensifying macroeconomic pressure 

and softening customer purchasing habits, which prompted inventory adjustments and a whack 

to capital expenditures. 

CEO Dave Mosley said, “We currently expect customer inventory drawdowns will remain a 

factor through at least the December quarter. We reacted quickly to adjust our production levels 

to the current demand environment and our gross margin performance reflects the resulting 

factory underutilization costs that increased markedly through the month of September. It’s 

important to note that consistent with some of the U.S. CSP comments, end user demand for core 

data and analytics applications remain solid, which supports our view that the business will 

improve as elevated inventory levels are consumed. In the meantime, we continued to respond to 

the changing market conditions and further reduced production output across all product lines 

with the exception of our 20-plus terabyte products, where demand has held firm and pricing 

relatively stable.” 

Mr. Mosley ended his comments on an optimistic note, “We are navigating through the macro 

challenges that are impacting our business over the near term. However, the long-term growth 

trajectory for mass capacity storage remains solid, driven by the fundamental demand for data 

and the need for businesses to harness its value. We believe that the actions we have undertaken 

will ultimately strengthen our position over the long term. Looking ahead, as we incessantly push 

the technology innovation road map, we believe our customers will continue to value Seagate as 

their primary storage solutions provider.” 

Fiscal Q2 revenue guidance came in between $1.7 billion and $2.0 billion. Seagate expects EPS 

between -$0.05 and +$0.35. The consensus (12-month) analyst target price for STX has fallen 

from more than $110 to $58 this year, reflecting the rapid change in operating environment. Of 

course, we take a much longer view and our ownership of Seagate has been marked by wider-

than-average price swings, which we have ridden out and used for opportunistic trimming. We 

continue to think data storage requirements will continue to grow handsomely over the long haul 

and we think STX is positioned for significant earnings growth after the current very rough 

patch. The dividend yield is now 5.4% and our Target Price is now $95. 

Network hardware provider Juniper Networks (JNPR – $30.83) earned $0.58 per share in fiscal 

Q3 2022 (vs. $0.50 est.). JNPR’s revenue grew 19% year-over-year to $1.42 billion (vs. $1.35 

billion est.), while the adjusted operating margin of 17.2% came in ahead of the 15.9% 

expectation. 



CEO Rami Rahim said, “Our Q3 results reflect the strong demand we’ve experienced across 

customer verticals and solutions since the beginning of last year as well as the actions we have 

taken to procure incremental supply and overcome the many supply chain challenges that 

continue to exist in the market. Our teams have executed extremely well over the course of the 

past year and these results are only possible due to the exceptional efforts from our go-to-market, 

product management, engineering, services and supply chain organizations, along with many 

others. This alignment across the company has not only helped us achieve strong Q3 results, but 

also should position us to deliver continued strength in Q4 and sustained growth in 2023 and 

beyond. Overall demand remained healthy in the September quarter with product orders being 

high single-digit year-over-year growth when adjusted to account for customers placing orders 

early due to the extension of the lead time related to supply chain challenges.” 

Mr. Rahim continued, “Overall demand remains healthy. And given the backlog we’ve built, 

along with the actions we’ve taken to secure more supply, we are now incrementally more 

confident regarding our top line outlook and our ability to ship products to customers. As a 

result, we now expect to deliver approximately 12% to 13% year-over-year revenue growth in 

2022 and at least 7% year-over-year revenue growth in 2023.” 

CFO Ken Miller added, “Product orders were in line with our expectations in the third quarter. 

As a reminder, we have experienced order strength from customers placing orders at an 

accelerated pace to account for extended lead times related to industry supply chain challenges 

over the course of the past year. The impact of accelerated ordering decreased in the third quarter 

of 2022. We expect this impact to continue to dissipate over time.” 

Mr. Miller continued, “Product orders were in line with our expectations in the third quarter. As 

a reminder, we have experienced order strength from customers placing orders at an accelerated 

pace to account for extended lead times related to industry supply chain challenges over the 

course of the past year. The impact of accelerated ordering decreased in the third quarter of 2022. 

We expect this impact to continue to dissipate over time.” 

JNPR paid $68 million of dividends to shareholders in Q3 and the outlook expects revenue 

between $1.43 billion and $1.53 billion, nicely ahead of the $1.42 billion consensus estimate. 

EPS is expected to come in between $0.61 and $0.69, versus a consensus estimate of $0.62. 

Shares rose 3% on the results and more than 7% for the week. 

Supply chain issues continue to be the pinch point for JNPR, but management seemed to be of 

the mind that the headwinds are going to dissipate in the near future. Management continues to 

believe, as do we, that JNPR’s business is well-positioned for the longer term. JNPR trades with 

a forward P/E less than 15 and yields a solid 2.7%. Our Target Price for JNPR is now $40. 

Shares of Benchmark Electronics (BHE – $28.10) tumbled 7% after the electronics designer 

and manufacturer delivered a Q3 report that included an outlook that somehow disappointed 

investors. For the three-month period, BHE said its revenue reached $772 million, versus 

expectations of $738 million. Adjusted EPS in Q3 was $0.57, compared to the forecast of $0.52. 



“Benchmark is clearly benefiting from two key drivers. Our success in capturing new wins over 

the last several years, which are now ramping in the marketplace, and our existing customer 

success addressing high-growth markets with their innovative products,” said CEO Jeff Benck. 

“Turning to the fourth quarter, we continue to see robust demand across the majority of our 

market sectors. The midpoint of our guidance positions us to achieve full-year revenue growth of 

around 30% and earnings of $2.11, which would represent year-over-year earnings growth of 

greater than 55%. We’re encouraged by the improvements we are seeing in supply chain, 

availability, in many commodity areas. However, we still see constraints in some semiconductor 

families, which continues to limit our production output.” 

Management said that it sees adjusted EPS for Q4 coming in between $0.58 and $0.62, with the 

consensus estimate heading into the announcement at $0.54. Additionally, company revenue 

projections for Q4 came in at a range of $760 million to $800 million. The consensus analyst 

estimate had been $760 million. Restructuring charges next quarter are expected in the $800,000 

to $1 million range related to site closures. The results were very good in our eyes, and after the 

initial whack, investors seemed to have had a change of heart. BHE gained 4% on Friday, 

bringing the return for the week to 1.5%. 

Benchmark continues to invest in growth projects, while paying out a 2.4% yield to shareholders 

and maintaining a solid balance sheet. Our Target Price for BHE is now $39. 

Semiconductor equipment firm Cohu (COHU – $33.66) earned an adjusted $0.74 per share in 

Q3 (vs. $0.67 est.). COHU had sales of $206.7 million (vs. $205.3 million est.). The big beat sent 

shares soaring more than 14%, with investors particularly enthused about the company’s 

growing recurring revenue business (42% of COHU’s Q3 total) and several design wins for high-

end processors. 

CEO Luis Muller explained, “Gross margin is steadily expanding with the transition of contactor 

manufacturing to our Philippines operation, ongoing progress to mitigate component shortages 

and lower costs and development of differentiated products for test and inspection of silicon 

carbide, MEMS, ADAS and other advanced semiconductors. Cohu’s prospects remain strong 

and aligned to secular growth applications. In the third quarter, we repurchased about 638,000 

shares at an average price of $27.74 reaffirming our belief in Cohu’s growth initiatives. We’re 

executing well against our strategic plans, are positioned to remain profitable during periods of 

market uncertainty, and we continue to make very good progress revamping our product 

portfolio with differentiated test and inspection solutions.” 

CFO Jeff Jones added, “Headwinds from cost increases for IC components used on our tester 

products impacted our gross margin by approximately 130 basis points. We expect these 

challenges to persist at a reduced level into mid-2023 as we increase sourcing directly with 

semiconductor manufacturers and component availability improves. Operating expenses for Q3 

were lower than guidance at $52.6 million due mainly to lower labor costs from hiring delays 

and higher utilization of vacation.” 

When asked for specifics related to supply chain impacts in China, Mr. Muller said, “We don’t 

really have any supply chain to speak of either in China. So we’ve been on a path to move out of 



China. We’ve essentially completed that. So no issues there to speak of, Atif. [We’ve shifted to] 

recurring revenue, as you know, the reason why we like it and promote it so much, it’s more 

stable. It’s a stable revenue stream.” 

Cohu lacks a lot of the ‘excitement’ that some other IT companies get, yet management remains 

unbothered by the lack of attention. COHU has steadily converted to a subscription model and 

has grown EPS from $0.09 in 2019 to $3.20 in 2021. Analysts expect a bit of lumpiness in the 

next few years (EPS of $2.76 in 2022 and $2.59 in 2023), which generally fits Cohu’s historical 

norms. The long term trend is growth, though, and management seems to have built a solid 

financial foundation and strong business, which serves 280 customers in 31 countries and ships 

over 1 million parts per year. The dividend was discontinued early in the Pandemic and remains 

suspended, but the growing cash pile and stable business environment (for COHU, at least) 

makes us suspect a restart might come soon. Our Target Price for COHU is now $44. 

Shares of integrated energy titan Exxon Mobil (XOM – $110.70) rose more than 4% last week, 

continuing their march higher in 2022, following the release of solid Q3 financial results. Even 

with high expectations, Exxon reported revenue for the period of $112.1 billion, 8.7% higher 

than the consensus estimate. Adjusted EPS came in at $4.68, more than 19% greater than the 

$3.91 forecast. Management said strong volume performance, including record refining volumes, 

cost controls and higher natural gas realizations more than offset lower crude realizations and 

weaker industry refining margins. 

Free cash flow of approximately $17.6 billion was the second highest quarterly amount ever. 

Shareholder distributions were $8.2 billion for the quarter, including $3.7 billion of dividends 

and $4.5 billion of share repurchases, bringing year-to-date repurchases to $10.5 billion. XOM 

had previously stated that it had planned to buy back up to $30 billion of stock through 2023. 

The company also declared a fourth-quarter dividend of $0.91 per share, payable on December 9. 

The increase of $0.03 per share marks 40 consecutive years of annual dividend growth. 

CEO Darren Woods commented, “Our strong third-quarter results reflect the hard work of our 

people to invest in and build businesses critical to meeting the demand we see today. We all 

understand how important our role is in producing the energy and products the world needs, and 

third-quarter results reflect our commitment to that objective…The investments we’ve made, 

even through the pandemic, enabled us to increase production to address the needs of consumers. 

Rigorous cost control and growth of higher-margin petroleum and chemical products also 

contributed to earnings and cash flow growth in the quarter. At the same time, we are expanding 

our Low Carbon Solutions business with the signing of the largest-of-its-kind customer contract 

to capture and permanently store carbon dioxide, demonstrating our ability to offer competitive 

emission-reduction services to large industrial customers around the world.” 

We don’t see global energy supply issues easing in the near future with the continued war in 

Ukraine leading much of Europe to need to source energy away from Russia and with a long 

period of industry-wide under-investment in exploration and production. The tight market hasn’t 

even included a fully open and “normal” China. We continue to see Exxon Mobil as 

differentiated versus peers due to its strong organic set of investment opportunities. We are also 

constructive on how the company has worked to rapidly improve its financial footing, not only 



from its products generating strong cash flow, but also from selling assets ($4 billion worth this 

year) more toward peak levels, versus trough. XOM shares have a 3.3% dividend yield and trade 

at less than 10 times NTM adjusted EPS projections. Our Target Price has been lifted to $132. 

Shares of Caterpillar (CAT – $219.34) rocketed more than 15% last week as the well-known 

industrial giant reported a top-line beat and bottom-line results that smashed the consensus 

analyst estimate. For Q3, CAT reported revenue of $14.28 billion, versus the average forecast of 

$13.98 billion, while adjusted EPS of $3.95 came in more than 24% better than the consensus 

number. 

CAT CEO Jim Umpleby commented, “I want to thank our global team for delivering another 

good quarter, including strong top-line growth, higher operating profit margins, and robust 

ME&T free cash flow, despite continuing supply change challenges. Our third quarter results 

reflected healthy demand across most end markets, for our products and services. We remain 

focused on executing our strategy and continue to invest for long-term profitable growth.” 

Mr. Umpleby continued, “Sales increased 21% in line with our expectations. Operating profit 

improved by 46%, although the margin improvement of 280 basis points was slightly less than 

we had anticipated. Sales growth was led by price realization in volume growth, sales were 

higher in all regions with double-digit increases in each of our three primary segments. Services 

growth momentum continued in the third quarter as a result of our services’ initiatives and 

investments. Similar previous quarters our top line would have been even higher if not for 

ongoing supply chain constraints.” 

He concluded, “We generated strong operating profit margin improvements in the quarter both 

on a year-over-year and sequential basis. The adjusted operating profit margin was 16.5%, 

adjusted profit per share increased 48% to $3.95. We generated robust ME&T free cash flow of 

$2.1 billion. Our backlog continued to grow; it increased by $1.6 billion in the quarter and is now 

$30 billion compared with the third quarter of 2021 sales to users increased 7%, for machines 

including construction industries and resource industries sales to users increased by 2% while 

energy and transportation was up 22%.” 

We continue to think CAT’s dominance in the U.S is intact, and despite hurdles (COVID 

shutdowns and property development woes) in China, runways for growth still exist in emerging 

economies like the Middle Kingdom, India, Africa and the Middle East. Moreover, an increase in 

U.S. infrastructure spending should extend elevated demand into next year and beyond, with the 

Street projecting EPS topping $17.50 by 2025. 

A shift toward leaner operations and digital solutions continues to be evident in operational 

results. Shares continue to look attractive to us and currently carry a dividend yield of 2.2%. One 

of our core Industrial holdings, our Target Price for CAT now stands at $276. 

Shares of Alexandria Real Estate (ARE – $145.72) rebounded 10% last week, partially because 

of its solid Q3 financial results, but also partially because interest rates eased during the week. 

The lab space real estate investment trust reported a resilient quarter that included adjusted funds 

from operations (FFO) of $2.13 per share, versus expectations of $2.11. Additionally, Alexandria 



guided full-year adjusted FFO to $8.41. Quarterly lease spreads were strong during the period 

with occupancy at 94.3%, while 99.9% of October tenant rent was already received (as of 10.24). 

Executive Chairman and Founder Joel Marcus shared, “I would characterize the third quarter as 

really an exceptional quarter when you look at earnings in this challenging macro-environment, 

delivering 9.2% and 8.3% FFO per share growth for the third-quarter. And then 2022 year-to-

date is really exceptional, especially given the size and scope of the company with almost 75 

million square feet in its total asset base.” 

He added, “I’d say the health and resilience of the broad and diverse life science sector the niche 

which we pioneered remains strong and there is a continuing strong R&D investment. But in 

general, we’ve seen life science R&D funding in 2021 approaching almost $500 billion, I think 

the number is actually about $480 billion, which is astounding and $1.8 trillion since 2017. And 

we expect totals in 2022 to be very strong continuation of that. I think it’s also important to 

recognize that the strong life science sector, employment trends remain positive. And the core 

strength of the life science industry and our key cluster markets remains resilient and continuing 

strong. And I think the over writing macro observation would be that long-term healthcare needs 

of this country, certainly aren’t going away. Innovation in medicine is really a national 

imperative. And just look at the mental health problem across this country, is one simple 

example.” 

Mr. Marcus concluded, “And as I’ve said many times before, there are about 10,000 known 

diseases to human kind and really that we’ve only addressed as a society, about 10% with 

addressable therapies and very few real cures. Biotech, I think remains resilient clinical data 

regulatory updates and M&A can be idiosyncratic events that really are unaffected by economic 

trends and Hallie will talk about that. I think demand continues very solidly for our high-quality 

and well-located assets, which are really powered by asset-level operational excellence, second 

to none.” 

Given global demographic and health trends, we expect life sciences to continue to grow at a 

high rate, and we see Alexandria as the premier name in the lab space. Of course, rising interest 

rates, concerns about a softer economy and slowing industry leasing activity have combined to 

form stiff operational headwinds. However, ARE’s trends remain strong, the company is well-

positioned on many fronts and has had consistent execution. Management expects occupancy 

levels to stay in the mid-90s, while 97% of Alexandria’s leases contain a contractual annual rent 

escalator of approximately 3%. The consensus analyst FFO estimates for 2023, 2024 and 2025 

are a respective $8.97, $9.76 and $10.37, so there is handsome growth projected, even as we see 

ARE’s base of tenants as defensive with healthy long-term demand for biomedical research. 

Shares yield a respectable 3.2%. Our Target Price for ARE has been adjusted to $221. 

Cell tower and data center operator American Tower (AMT – $204.71) generated $2.36 of 

adjusted funds from operations in Q3, just below the consensus analyst estimate, while adjusted 

EBITDA grew 5.9% year-over-year to $1.64 billion. AMT faced consolidation-related churn in 

its Latin-America/Africa geographical segment (particularly in Brazil and Mexico) and in the 

U.S. (cancellations from the Sprint merger with T-Mobile). With the bulk of the Sprint 

cancellations behind the company, management expects growth in tenant billings of more than 



4% in the U.S. for Q4 as the AMT laps these events, although churn is expected to increase 

internationally to around 600 points in Q4. 

AMT signed a new comprehensive Master Lease Agreement (MLA) with Verizon at the end of 

August which is expected to allow Verizon to efficiently accelerate its 5G network deployment 

over a multi-year period, in addition to an MLA with Airtel Africa (AMT’s largest customer in 

the region). However, collections from Vodafone India fell short of billings, although the 

customer has indicated an expectation to make up the shortfall at the start of 2023. 

With enthusiasm over opportunities to expand the firm through its data center segment, CEO 

Thomas Bartlett said, “Over the past year, as 5G deployments in the US continued into a rapid 

pace we’ve seen elevated emphasis from select wireless carriers with respect to their edge 

compute strategies and the forging of a partnership with cloud and enterprise technology 

platforms to better prepare for the network demands of the future. We see all of these 

incremental data points in support of our vision for forthcoming demand of the edge. In our view 

much like the adoption of the shared tower model, this digital ecosystem over time will be most 

efficiently provisioned to distributed neutral host, multi-tenant interconnected edge infrastructure 

model. Reducing the capital intensity and total cost of ownership among [Managers & 

Operators], cloud, landline and enterprise players and critically facilitating a seamless universal 

customer experience for the end user. Our tower portfolio coupled with our US data center 

business represents distributed portfolio of real estate with accessibility to robustly 

interconnected core networks and native access to cloud on-ramps. We believe the combination 

of these platforms will be critical as data processing extends from the core to edge. With that 

migration, more distributed and localized points of presence along with branded costs and low-

latency consideration, we become essential over time providing American Tower and CoreSite 

potential to win across multiple edge layers. Today, our team has identified over 1,000 sites 

within our existing US tower portfolio that we see a shovel-ready candidate for mobile latest 

deployments based on location, personal footprint, land control and existing fiber and tower 

assets.” 

Management continues to evaluate opportunities to delever the balance sheet from currently 

5.5X EBITDA at quarter-end (down from as high as 6.8X following the CoreSite acquisition) 

against repurchasing shares. CFO Rod Smith outlined his current thoughts about AMT’s 

leverage profile, “We work through plans with the rating agencies to delever of maintaining our 

investment-grade credit rating. That is critical to us. That’s very important. We take leverage 

very seriously. That’s why we’ve been able to delever as quickly as we have, going down from 

that 6.8 to 5.5. I’d also tell you that the 5.5 is we’re comfortably lower than the delevering plan 

that we’ve agreed with the rating agency. So that puts us in a pretty good position…We’re also 

balancing the analysis around the cost of debt and how we drive better FFO per share accretion, 

either paying down our revolving credit lines or buying back shares. So, there’s a lot of math as 

you know, that goes into that. So, we expect to be flexible and opportunistic as we evaluate what 

we do with our capital. And I do think that you could see us do both continue to delever at a 

furious pace as well as buy back some shares when we think that’s appropriate.” 

As a leading independent owner, operator and developer of multitenant communications real 

estate with a portfolio of approximately 222,000 communications sites around the globe, we find 



that AMT is well-positioned to benefit from an accelerating rollout of communication 

technology. We reserve our judgement of the CoreSite purchase late last year, despite 

management’s high hopes for synergies from the segment. We think the runway for growth 

remains plenty long in the tower business as carriers continue to upgrade or install rural 

networks, and urban networks need higher tower density and upgraded equipment following 

three decades of transition to site-sharing by network carriers. 

A significant portion of its contracts are linked to measures of inflation. Moreover, more than 

40% of revenue is from international markets like India that are less consolidated and roughly a 

decade behind the U.S technologically. Shares trade for a 27% discount to the five-year average 

Price to FFO and the dividend yield is 2.9%. Our Target Price is $286. 

Consumer finance giant Synchrony Financial (SYF – $36.13) reported last week that it earned 

$1.47 per share in Q3, ahead of the $1.39 expected by analysts, but 17% lower year-over-year. 

Net interest income increased 7% to $3.9 billion, while interest and fees increased 18% on a core 

basis. This was offset by the impacts of the portfolios sold during Q2. Purchase volume on dual 

and co-branded cards grew 28% versus last year, representing about 39% of the $44.6 billion 

total purchase volume and 23% of core receivables for the quarter. A $929 million provision for 

credit losses also detracted from the bottom line, although $294 million went toward future loss 

reserves. The percentage of delinquent loans ticked higher for respective 30- and 90-day 

delinquencies to 3.28% (vs. 2.42% last year) and 1.43% (vs. 1.05% last year) with a 3.00% 

charge-off rate (vs. 2.18% last year). 

CFO Brian Wenzel commented, “We continue to see signs of gradual normalization across the 

credit spectrum of our portfolio. The vast majority of our borrowers continue to perform 

consistently with or better than 2019 performance. We continue to monitor borrower behavior 

closely and note that consumers are still slowly working through excess savings levels from peak 

levels.” Management suggested last quarter that credit refinements earlier in the year position the 

portfolio a bit tighter than it was in 2019, albeit with lower line balances. 

Mr. Wenzel added, “The external data we track indicates due to the combination of summer 

spending and inflationary conditions, the proportion of customers who received stimulus 

payments and have since spent the entire amount has increased approximately 2 percentage 

points since July now around 40% compared to 38% a few months earlier. The remaining 60% 

of the customers still have a portion or all the stimulus still saved.” 

Regarding consumer spending patterns, CEO Brian Doubles said, “There have been some 

modest seasonal shifts among a few of the major categories in favor of more education-related 

spend and less travel and entertainment spend. Otherwise, transaction values in gas and auto-

related spend have continued to show growth, in line with gas price trends and inflation, while 

grocery spend value is running relatively steady with the last few months. The more recent 

pullback in gas prices appears to have contributed to a slight acceleration in broader 

discretionary and non-discretionary spend, with categories like clothing, home furnishing and 

repair, bill pay and auto-related spending experiencing higher transaction value at similar 

frequency.” 



We continue to appreciate that Synchrony is one of the largest issuers of private label credit 

cards in the U.S., while also offering co-branded products, installment loans and consumer 

financing for small- and medium-sized businesses, as well as healthcare providers. Purchase 

volumes and loan receivable balances continue to find growth across all platform sectors while 

Synchrony’s balance sheet appears robust with a 14.3% Tier 1 common equity capital ratio. 

There always is the risk that SYF may face churn in its stable of partners, but major players like 

Sam’s Club, TJX Cos and Belk have been with the firm for over a decade. 

Management continues to return capital back to shareholders, buying back 40% of the shares 

outstanding in the past 5 years and driving an increase in book value per share of the same 

magnitude. The stocks also sports a dividend yield of 2.6%. We acknowledge the financial 

services concern’s economic sensitivities, but shares remain inexpensive, despite the 11% 

bounce last week. Trading for a forward P/E multiple of just 7, our Target Price is now $56. 

Shares of Archer-Daniels Midland (ADM – $94.88) rallied over 5% last week after another 

terrific quarter of financial results in Q3. The refiner and trader of agricultural products earned an 

adjusted $1.86 per share compared to the $1.44 estimate and $0.97 in the prior year. Revenue 

also grew 21% year-over-year to $24.68 billion, boosted by strong sales in the Ag Services & 

Oilseeds (up 22%) and Carbohydrate Solutions segments (up 25%), which together account for 

92% of total revenue. Crush margins were strong in Q3, and management expects them to 

continue to strengthen into next quarter, due to feeding animals around the world and extra 

demand for biodiesel around the globe. 

CEO Juan Luciano explained, “I’m proud of our team for delivering yet another quarter of strong 

results by supporting the global food system and providing needed nutrition to billions. Global 

demand remains robust, and our adjusted EPS of $1.86 is a reflection of our team’s expertise in 

managing dynamic market conditions, as well as the unique benefits of our integrated global 

value chain and our product portfolio. Today’s ADM is a resilient company, with a broad global 

footprint and an array of innovative capabilities that are driving performance for customers, 

consumers and shareholders. And with strong cash flows, we’re advancing productivity 

initiatives to enhance cost efficiencies and returns; driving innovation efforts to build new 

capabilities and growth engines across all of our businesses; and continuing to return capital to 

our shareholders. We’re well positioned to end 2022 strong, and carry that momentum into 

2023.” 

Ag markets haven’t been immune from tightness in the supply chain, further exacerbated by 

geopolitical conflict. These conditions have pushed sales to levels not seen for nearly a decade, 

with profits even higher given improvements in productivity. Of course, as a refiner of various 

agricultural commodities like soybeans and corn subject to changes in both supply and demand, 

we acknowledge the cyclical and often volatile nature that characterizes ADM’s business. Shares 

have enjoyed fantastic gains this year (up 40% year-to-date), so we would not fault anyone for 

cashing in some of their chips for more badly battered opportunities in the marketplace. Still, the 

stock is not expensive trading for less than 15 times NTM estimated EPS, while the dividend 

yield is 1.7%. Our Target Price for ADM has been hiked to $106. 



Railroad operator Norfolk Southern (NSC – $229.14) handily beat analyst expectations in Q3, 

earning $4.10 per share (vs. $3.60 est.) on $3.3 billion of operating revenues (17% improvement 

year-over-year). Revenue from coal, a much smaller slice of the pie now than in previous years, 

grew for the seventh consecutive quarter, rising 16% year-over-year. Pricing improvements and 

fuel pass-throughs allowed operating income to improve 12% to $1.3 billion even as volume 

slowed, while higher fuel costs and the effort to improve service through the hiring of new 

conductors increased operating expenses by 21% vs. a year ago. 

Chief Marketing Officer Claude Elkins commented on the impact of labor negotiations, “Coming 

out of August, we were encouraged by the upward trajectory of our volumes. As we move 

through September and concerns of a labor disruption grew stronger, we acted to guard against 

the potentially negative impacts on our customers and the communities that we serve. And 

keeping with our no surprises approach to customer engagement, we spoke with our customers 

early on about our plans to limit the risk of stranded hazardous materials and security-sensitive 

freight like intermodal are restricting service for these products. We estimate that this approach 

accounted for roughly 40% to 50% of the volume decline in the quarter or $20 million to $25 

million in lost revenue, mostly in our intermodal markets. Our goal as a customer-centric 

organization is to gain credibility as a transparent and trusted service provider, so that our 

customers integrate NS further into their supply-chain needs.” 

Mr. Elkins also provided color with an outlook for multiple aspects of the business, “Since 

emerging from the pandemic low, manufacturing activity has been increasing at a steady rate. 

But we’re beginning to see that growth level-off with forecast calling for growth to moderate to 

3% year-over-year in the fourth quarter. As the Fed tightens interest rates, mortgage rates have 

increased to levels that are cooling the housing market. This reduced demand affect several of 

our merchandise as well as intermodal markets. Overall, we expect merchandise volumes to be 

relatively flat in the fourth quarter with some upside potential as service continues to recover. 

Within intermodal, our expectation is for volume to be down slightly year-over-year. With 

opportunities from easing terminal congestion and equipment supply being offset by 

expectations for weaker demand and a softening truck market. On the domestic side, national 

intermodal volume trends are showing signs of slowing, suggesting weaker peak season demand. 

However, consumer spending, which has historically been a big driver of this market is currently 

forecasted to hold steady through the end-of-the year, providing underlying support for our 

domestic intermodal volumes. We continue to see volume opportunity for domestic intermodal 

as our service recovers and we expect customers to shift loads from the highway to rail as we 

intently focus on improving domestic intermodal service. International intermodal will continue 

to struggle with congestion and equipment supply. And we expect intermodal’s storage charges 

to remain elevated so long as those issues continue. When supply-chain congestion does these, 

we expect to deliver additional international volume for customers as inland point intermodal or 

IPI becomes more attractive. And finally, our expectations for coal are that volumes will 

continue to improve year-over-year in the fourth quarter, driven by strength in the markets for 

both utility and export coal.” 

A robust intermodal market continues to play to Norfolk’s strengths as operator of the most 

extensive network in the East and a major transporter of automotive and industrial products. We 

are glad to see improvement on the service and labor fronts despite the near-term hit to margins. 



Longer term, we continue to appreciate the competitive benefit that rail networks are virtually 

impossible to replicate, along with their efficiency in transporting certain freight. We note that 

management has repurchased close to 9% of the share count at an average cost of roughly $258 

per share over the past two years. The stock rallied following the release last Wednesday, but 

shares are more than 20% lower over the past 12 months, putting the NTM estimated P/E near 

16, well below norms over the past decade. The dividend yield is 2.2% and our Target Price is 

currently $324. 

Railcar manufacturer Greenbrier Cos (GBX – $34.25) earned $0.53 per share in fiscal Q4, 25% 

above the Street’s target in the strongest quarter of the fiscal year, driving shares 19% higher the 

day of the release, with the rebound for the full week clocking in at 34%. Greenbrier delivered 

5,800 units in the quarter (an increase of 600 units vs. fiscal Q3) while efforts to realize 

operational efficiencies and pricing actions from previous quarters aided the bottom line. The 

diversified backlog currently stands at nearly 30,000 units with a total value of $3.5 billion, not 

including 2300 units from the refurbishment program valued at more than $170 million. 

Management expects full-year fiscal 2023 operating margin of low-to-mid double digits, with 

performance strengthening throughout the year. 

CEO Lorie Tekorius said, “With winter approaching, escalating energy prices together with 

record inflation levels and rising interest rates. Present an unprecedented set of conditions. 

Economic forecast predict recession in Europe. We are focused on managing our operations on 

the continent through current and future challenges. We’re realistic and responsive to the 

economic conditions in Europe. There still a sense of relative optimism in the rail freight sector. 

Traffic volumes are holding up well and rail freight is playing an increasingly important role in 

the transportation of critical goods in response to the invasion of Ukraine. Europe’s wagon 

supply chain has largely recovered from the disruption caused by the war, albeit with higher 

prices in most areas. Railcar delivery projections for the next few years are strong and back to 

pre-war level. Our work with our customers has brought more certainty to our production costs 

and our sales pipeline and backlog are growing again as new order inquiries remain stable. And 

our maintenance service business, we continue to gain momentum demonstrated by increased 

margin. The action plan to increase efficiencies in our repair facilities, which included increasing 

headcount in certain US locations is beginning to improve results.” 

She added, “We’re cautiously optimistic about the moderating U.S. economy and expect recent 

economic volatility to ebb in calendar 2023 as a Federal Reserve smooth its pace of additional 

interest rate hikes. Sustained monetary tightening may impact employment and economic 

growth, but we remain optimistic that the rail equipment sector can withstand a gradual cooling 

of the economy. Supply chain issues have improved, are nowhere near result. Continuing 

challenges include the impact of ongoing congestion on the rail lines, a shortage of available 

labor and certain geographies and limited access to certain components. We expect these 

headwinds to diminish during the second half of our fiscal year. Overall commodity prices, 

excluding energy, have declined from recent peak levels, which in the main should be favorable 

for rail freight traffic in the months ahead. As we enter the first quarter of our new fiscal year. 

We’re encouraged by the momentum in our business.” 



We agree with Ms. Tekorius in her assessment that the stock appeared undervalued given stock 

market volatility year-to-date, offering an opportunity for the company to repurchase shares. The 

firm’s still-recent expansion into servicing and leasing should stabilize performance going 

forward, although manufacturing remains a substantial portion of the pie, with the tripling in 

operating profit vs. fiscal Q3 demonstrating the tremendous operating leverage for the segment. 

Shares trade for 13 times the NTM EPS projection and offer a 3.2% dividend yield. Our Target 

Price has been lifted to $54. 
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