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Market Review 

As discussed in the December edition of The Prudent Speculator, on Tuesday, December 6, we 

bought the following for Buckingham Portfolio: 

95 Meta Platforms (META – $115.90) at $114.8776 

29 Pinnacle West Capital (PNW – $77.50) at $77.915 

That same day, we also added the following to our two hypothetical portfolios: 

Millennium Portfolio 

139 Deutsche Post (DPSGY – $40.11) at $40.71 

96 ManpowerGroup (MAN – $85.39) at $87.45 

PruFolio 

997 Physicians Realty (DOC – $14.89) at $15.06 

***** 

Once again, we were reminded last week that short-term downside volatility is always part of the 

investment landscape,… 



 

…even as equities have proven to be a very rewarding asset class over the long haul. 



 

Of course, we are in the seasonally favorable time of year,… 



 

…so the move lower was disappointing, even as we understand that the tremendous rebound in 

October and November, began in the second worst month of the year, statistically speaking. 



 

There seemingly always are numerous reasons that can be utilized to attempt to explain short-

term equity market gyrations, but many would argue that a renewed concern about recession was 

the primary catalyst for the selloff last week. Indeed, the odds of recession in the next 12 months 

as compiled by Bloomberg remained unusually high,… 



 

…while leaders of some of the country’s largest financial institutions had cautious things to say 

last week. 

“There is a slowdown happening, there’s no question about it,” Wells Fargo CEO Charlie 

Scharf said. “We are expecting a fairly weak economy throughout the entire year.” Goldman 

Sachs (GS – $359.14) CEO David Solomon commented, “There is more uncertainty right now 

on the economic trajectory for the next 12 to 24 months than we have seen in quite some time. 

Hope for the best but prepare for a bumpier environment.” U.S. Bancorp Chief Executive Officer 

Andy Cecere added, “The consumer is still healthy, still spending money, still sits on cash 

balances well above pre-Covid levels, but I believe we’re at a bit of an inflection point. Things 

are good today. However, that cash balance and that cushion, so to speak, is going to start to 

dissipate, and I think that will create a change in behaviors and a slowdown.” 

However, for those paying close attention to the economic statistics, the outlook for Q4 GDP 

now stands at 3.2%, up from 2.8% on December 1,… 



 

…with the important monthly ISM Non-Manufacturing gauge for December coming in last week 

much better than expected,… 



 

…the jobs picture continuing to be healthy,… 



 

…and the latest read on consumer sentiment topping pessimistic forecasts. 



 

To be sure, there very well could be a recession in 2023, as economic contractions (and 

expansions) are normal parts of the business cycle. But, as JPMorgan Chase (JPM – $132.16) 

CEO Jamie Dimon said on Sunday when asked about the anticipated downturn, “I don’t know 

whether there will be a mild or harsh recession, but if it happens, we’re going to be fine.” 

“Fine” is not the view of a pessimistic columnist for the Wall Street Journal who asserted last 

week in a prominently featured story, “Obviously economists still have no crystal ball, and 

obviously recession would mean lower stocks, and probably lower bond yields, as it always 

has.” 

Happily, students of market history realize that it is always beneficial to look at the facts to 

determine whether disconcerting headlines are truth or fiction. Clearly, more than a few grains of 

salt are needed with the WSJ story. Certainly, forward 12-month returns of 2.2% on average for 

the S&P 500 shown in the chart below are dismal, but 10 of the 1-year post-recession S&P 500 

returns were positive, including a whopping 31.3% following the last recession, and longer-term 

average returns, especially for Value, have been very good. 



 

Just for kicks, given that the WSJ scribe is short-term-oriented in his views, we also looked at 

forward-3-month returns for the S&P 500 from the month-end for the start of the 15 official 

recessions. The average figure is negative 3.7%, but 2020 saw a 3.6% 3-month gain, proving that 

the “always” claim in the piece is factually incorrect. Believe it or not, 8 of the 15 post-recession 

3-month S&P 500 returns were positive. 

Also interesting, given that the stock market is supposed to be a discounting mechanism, average 

returns in the year before the start of a recession, though below the historical norm, have been 

pretty good as well. 

The article went on to state, “The Fed hasn’t raised rates so far, so fast since Chairman Paul 

Volcker’s assault on inflation at the end of the 1970s. Back then, not just one but two recessions 

followed in short order.” As the Fama/French equity returns during the Volcker years vividly 

illustrate, we can only hope that stocks will perform as well this time around! 



 

Further, it was said, “Economists and investors alike have also learned to appreciate a 

market indicator that has in the past preceded recession, the inverted yield curve, when long-

dated bond yields are lower than those maturing soon. The 10-year Treasury yield is now 0.8 

percentage point below the three-month yield, the biggest gap since December 2000 in what is, 

according to Campbell Harvey of Duke University, the most reliable indicator of recession.” 

While some may quibble with the Inversion Dates that we show below, such an event has also 

not been reason for long-term-oriented investors to bail out of stocks. 



 

None of the above is meant to suggest that stocks are guaranteed to go up if we have a recession, 

but we will always believe that time in the market trumps market timing. After all, we have 

remained fully invested through 37 corrections of 10% or more since the launch of The Prudent 

Speculator in 1977. Happily, we have also been fully invested for the 38 rallies of 10% or 

more,… 



 

…so we will always do our best to provide real-world evidence to remind readers that the secret 

to success in stocks is not to get scared out of them. In fact, 35 years of empirical data shows that 

it is far better to be a buyer, on average, than a seller when fear is the dominant emotion…as is 

the case today. 



 

We might add that what we think is missing from the view that stocks must decline if we have an 

“official” recession in 2023 is that many have already fallen significantly. We are not saying that 

equities can’t fall further, but the downturn this year is not just due to rising interest rates AND 

we arguably had a recession with two quarters of negative real GDP growth in Q1 and Q2 this 

year, even as nominal growth has been stellar. 



 

Of course, markets rise and fall for a variety of reasons, with stocks down 37% of the time when 

scored with a one-month measuring stick. However, using a one-year ruler, the chance of loss 

drops to 27% and to 10% with a 5-year holding period and to 3% for a 10-year hold, assuming 

one stays the course through thick and thin. 



 

Unfortunately, far too many do not have the patience or discipline to stay on track to achieve 

their long-term investment objectives. The siren songs of the doom-and-gloom crowd are not 

easy to resist, but there is a reason why it is said that the only problem with market timing is 

getting the timing right. A trader who somehow has managed to get out ahead of a downturn 

must also know when to get back in before a rally has passed them by, with data from DALBAR 

showing the Average Joe is an awful market timer, whether it is stocks or bonds! 



 

***** 

Anything can happen as we move forward, and the equity futures were again heading south 

Sunday evening, while the latest read on inflation at the wholesale level came in above 

expectations and there is a big FOMC Meeting this week. 



 

However, despite the likelihood of big short-term market moves in conjunction with the decision 

on interest rates and Fed Chair Jerome H. Powell’s ensuing Press Conference, we see no reason 

to alter our enthusiasm for the long-term prospects of our broadly diversified portfolios of what 

we believe to be undervalued stocks,… 



 

…and we continue to believe that equities in general are reasonably priced,… 



 

…while very good nominal GDP growth, even if real (inflation-adjusted) growth is negative, 

should support corporate profits in 2023 and beyond. 



 

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. 

Broadcom (AVGO -$544.72) earned $10.45 (vs. $10.25) per share in fiscal Q4 2022. The 

designer and supplier of semiconductor equipment reported revenue near $8.9 billion, roughly 

matching the analyst consensus estimate. Semiconductor Solutions revenue came in barely ahead 

of expectations at $7.09 billion, while Infrastructure Software revenue trailed slightly at $1.84 

billion. In fiscal Q1 2023, Broadcom expects to see $8.9 billion of revenue and EBITDA 63% of 

that revenue figure. 

In his prepared comments, Broadcom CEO Hock Tan said, “For the year, I’m pleased to report 

that consolidated revenue hit a record of $33.2 billion, growing 21% year-on-year, yet another 

https://theprudentspeculator.com/dashboard/


year of double-digit organic growth. This growth was driven by our strong partnerships with 

customers and increased R&D investments, which enable accelerated adoption of our next-

generation technologies. With our robust business model, we grew our fiscal 2022 operating 

profit by 28% year-on-year and our free cash flow per share by 25% year-upon-year.” 

Looking ahead, Mr. Tan said, “Aligned with our ability to generate increased cash flows in the 

preceding year, we are announcing an increase in our quarterly common stock cash dividend in 

Q1 fiscal 2023 to $4.60 per share, an increase of 12% from the prior quarter. We intend to 

maintain this target quarterly dividend throughout fiscal ’23, subject to quarterly Board approval. 

This implies our fiscal 2023 annual common stock dividend to be a record $18.40 per share. I 

would like to highlight that this represents the 12th consecutive increase in annual dividends 

since we initiated dividends in fiscal 2011.” 

We were pleased to see AVGO raise its dividend, and we think it’s reflective of solid cash-flow 

generation and expected business strength. The yield now stands at 3.3%, which is on the very 

high end in the IT space (XLK, the S&P Technology sector ETF, pays 1.0% in comparison). The 

company’s acquisition of VMware cleared some regulatory hurdles recently in South Africa, 

Canada and Brazil. The deal is expected to close in Broadcom’s fiscal 2023. AVGO shares have 

bounced off October’s low, but we think the run is not over. Our Target Price has been bumped 

up to $731. 

With the banking sector hit hard last week, those who are underweight the Financial sector may 

want to add new names or bring up their existing exposure. We might consider Bank of 

America (BAC – $32.38), given its leading base of consumer deposits. Fee income from 

mortgages and investment banking have taken a large hit in 2022, but we note that the trading 

department ought to benefit from elevated volatility, particularly within fixed income and 

commodity markets. Shares trade for 9 times NTM EPS estimates and offer a 2.7% dividend 

yield. Our Target Price is $55. 

We also continue to like PNC Financial (PNC – $154.08), which dusted off a familiar playbook 

with its purchase of BBVA USA branches that is similar to the bank’s successful buy of RBC’s 

southeastern branch network in 2011. We like the latest acquisition, which was integrated over 

four months, as it expands PNC’s access to 29 of the top 30 Metropolitan Statistical Areas across 

the country. The bank has historically experienced lower credit losses than peers across previous 

credit cycles. We expect PNC’s slight overweight to commercial lending will prove a benefit, 

given our projection that the interest rate curve will normalize over our investment horizon, and 

like the diversity of the loan portfolio. A 32% drawdown from the high in January leaves shares 

attractively priced at 9.6 times NTM EPS estimates and brings the dividend yield to 3.9%. Out 

Target Price is $233. 

For those with the willingness and/or ability to accept additional volatility, Capital One 

Financial (COF – $94.41) is among the hardest-hit financial stocks this year, having fallen from 

$145 at the start of the year. We acknowledge the higher risk that naturally comes with COF 

predominantly being a card issuer. However, we think the nearly 4% of loans set aside as 

reserves for future loan losses should be more than enough to handle all but the direst scenario 

(think Great Financial Crisis) and a Tier 1 Common Equity ratio of 12% offers additional 



cushion. The bank increasingly goes after what management has deemed “heavy spender” 

customers, which it also says have exhibited lower credit loss with higher payment rates on 

average. We have long been a proponent of Capital One’s reliance on technology over a large 

physical presence, even as the company is weighted toward higher-risk lending in the credit card 

and auto spheres. COF trades for less than 6 times the 2023 EPS estimate, which is presently 

33% higher than pre-pandemic profits. The dividend yield is 2.5% and our Target Price is $170. 

Shares of European pharma giant Sanofi (SNY – $46.26) rose almost 3% last week after a U.S. 

judge rejected the scientific evidence offered behind claims that heartburn drug Zantac can cause 

cancer. The rejection means the company will not have to face more than 5000 lawsuits (at least 

for now). On the announcement, shares initially rose almost 9%, but they cooled as the week 

progressed. The stock is still off 7% from the original Zantac-related selloff that began in early 

August. 

District Judge Robin Rosenberg in West Palm Beach, Florida, concluded that consumers used 

flawed science to back up lawsuits filed in federal court blaming Zantac for causing a variety of 

cancers. The Judge on Tuesday found plaintiffs’ experts couldn’t show legitimate links between 

the product and the diseases, which include lung, liver and kidney cancer. While this ruling is a 

step in the right direction, we expect the Zantac litigation process will continue to play out for at 

least a year, with the first of several bellwether cases likely to start in February 2023. We look 

for a prolonged legal process before firms likely settle claims, unless all of the initial rulings play 

out in line with how Judge Rosenberg rules. 

Even with the partial recovery in share price, we still view Sanofi as undervalued, and want to 

continue to hold at these levels (we also enjoy a 3.1% net dividend yield). We continue to like 

the potential of SNY’s immunology drug Dupixent and the company has strong entrenchment in 

rare-disease drugs. With a wide product offering in vaccines, consumer health and insulins, 

Sanofi is well positioned for the fast-growing emerging markets. We have bumped up our Target 

Price for SNY to $66. 
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