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Market Review 

Although we are in the seasonally favorable six-month time span,… 



 

…and December historically has been one of the better months of the year,… 



 

…the pullback following the hefty rebound in October and November continued last week, 

though the larger-cap Value indexes lost less than their Growth counterparts, maintaining the 

trend of outperformance this quarter and over the last two years,… 



 

…not to mention reestablishing the multi-decade historical propensity of inexpensively priced 

stocks to lead the returns race. 



 

While downside (and upside) volatility is always part of the equity landscape,… 



 

…there was relatively good news out on inflation last week, with the Consumer Price Index 

(CPI) climbing “only” 7.1% and the so-called core rate (excludes food and energy) rising 6.0%, 

both numbers below the consensus forecasts from economists,… 



 

…and longer-term inflation expectations continuing to be anchored. 



 

Of course, the evidence since 1957 and since 1927 suggests that stocks, especially those of the 

Value variety, have performed better, on average, when the CPI is highly elevated than when it is 

not…which makes sense given that equities have long been thought to be a good inflation hedge. 



 

The less-bad inflation print did lead to a nice move higher in stocks early last week, but the gains 

were short-lived, following digestion (indigestion?) by traders of the December decision on 

interest rates and statement from the FOMC, even as Jerome H. Powell & Co. lifted its target for 

the Fed Funds rate by an as-expected 50 basis points. 



 

The problem seemed to be in the quarterly economic projections that were also released by the 

Fed as the latest estimates did not compare well with those from September. Indeed, the outlook 

for real GDP next year dropped to 0.5% from 1.2%; unemployment rose to 4.6% from 4.4%; 

PCE inflation climbed to 3.1% from 2.8%; and the target for the Fed Funds rate jumped to 5.1% 

from 4.6%. 



 

More additional Fed rate hikes than many had predicted along with the likelihood of weaker 

GDP growth caused consternation for some market players, especially as worse-than-expected 

economic stats were also released. These included data on retail sales,… 



 

…East Coast manufacturing,… 



 

…and the U.S. factory and service sectors. 



 

Certainly, a recession in 2023 would not be a big surprise, but such an event should not be cause 

for long-term-oriented investors to reduce their equity exposure,… 



 

…especially as there were two economic contractions the last time the Fed had to vigorously 

fight inflation, yet stocks turned in fantastic returns during the Volcker years. 



 

We also note that the odds of recession, as calculated by Bloomberg, dropped to 60% last week 

from 62.5% the week prior,… 



 

…while the labor market continued to be very strong,… 



 

…and the latest estimate for real Q4 U.S. GDP growth from the Atlanta Fed came in at 2.8%. 



 

We also point out that at Mr. Powell’s Press Conference following the decision on interest rates, 

the question was asked, “Do you think the soft landing is no longer achievable?” The Fed Chair 

responded: 

No, I wouldn’t say that. No. I don’t say that. I mean, I would say this: You know, to the extent we 

need to keep rates higher and keep them there for longer and inflation, you know, moves up 

higher and higher, I think that narrows the runway. But lower inflation readings, if they persist 

in time, could certainly make it more possible. So I just – I don’t think anyone knows whether 

we’re going to have a recession or not and, if we do, whether it’s going to be a deep one or not. 

It’s just it’s not knowable. And certainly, you know, lower inflation reports, were they to 

continue for a period of time, would increase the likelihood of a – put it this way, of a return to 

price stability that involves significantly less, less of an increase in unemployment than would be 

expected given the historical record. 

***** 

Obviously, nobody knows what the future will bring, including Chair Powell and his colleagues 

at the Fed, and the Fed Funds futures are presently arguing for a less hawkish approach to 

monetary policy than what the Fed economic projections suggested… 



 

…but the historical evidence shows that, on average, stocks perform fine whether interest rates 

are rising or falling. 



 

So, whether or not there is a Santa Claus Rally in the next two weeks, we retain our long-term 

enthusiasm for our broadly diversified portfolios of what we believe to be undervalued stocks, as 

we like the valuations of our holdings,… 



 

…not to mention the fact that many of our names have recently increased their dividend 

payouts,… 



 

…while it doesn’t hurt that folks on Main Street are giving us a significant contrarian buy signal. 



 

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. 

Shares of Jabil Inc (JBL – $69.07) fell more than 3% last week, even as fiscal Q1 2023 results 

exceeded expectations. The electronics concern reported EPS that beat the consensus estimate 

($2.31 vs. $2.22). Revenue also came in higher than the Street target, rising 12% year-over-year 

to $9.64 billion, driven by 17.4% growth in the firm’s Electronic Manufacturing segment and 

8.4% growth in the Diversified Manufacturing Segment. JBL’s operating margin was 4.78%, 

which was a slight year-over-year improvement. 

Chief Financial Officer Michael Dastoor commented, “Across many of our end-markets, demand 

has been extremely resilient, particularly in areas that continue to benefit from strong secular 

https://theprudentspeculator.com/dashboard/


tailwinds like electric vehicles, health care, renewable energy, infrastructure 5G and cloud. We 

continue to expect these secular markets to expand in the pace of an economic slowdown. At the 

same time, we also continue to expect some consumer-centric end-markets to underperform 

year-on-year consistent with our thoughts in September. All together, we still expect good 

growth in FY ’23, as you’ll see detailed on the next slide. Starting with our automotive business, 

which continues to outperform despite global supply chain issues as the transition to EV 

accelerates. We’ve seen this rapid acceleration manifest in FY ’23, automotive revenue growth 

expected to be in excess of 40% year-on-year. We’re also expecting double-digit year-over-year 

growth in our health care business, which continues to benefit from an outsourcing of 

manufacturing trend and has historically been recession-resistant with long product life cycles, 

accretive margins and stable cash flows. Further, our Industrial business is also expected to 

expand by double digits this year, fueled by growth in clean and smart energy infrastructure as 

government legislation, such as the Inflation Reduction Act in the U.S. accelerates investment in 

the space.” 

Mr. Dastoor continued, “And in 5G Wireless, we continue to expect solid year-on-year growth. 

Infrastructure rollouts are accelerating, and our localized manufacturing capabilities are leading 

to growth in other geos such as India. We expect these rollouts to play out over the next several 

years regardless of near-term economic conditions. Within our Cloud business in September, we 

detailed our plan to shift certain components we procure and integrate from a purchase and resale 

model to a customer control consignment service model. This transition, in fact, began in 

November, which is earlier than our expectations 90 days ago. As a result, revenue will be lower 

than previously expected as an incremental $300 million of components was shipped to the new 

model. This is in addition to the $500 million of consignment impact we announced in 

September. Adjusting for this shift, we expect continued robust unit growth in the cloud space in 

FY ’23 and beyond.” 

Mr. Dastoor closed, “We feel the outlook for our business is solid and expect demand across 

many of our end-markets to remain strong with year-over-year revenue growth at an enterprise 

level to be approximately 3% for FY ’23 despite an assumed economic slowdown in the second 

half of the fiscal year. Now turning to the next slide. We have intentionally structured our 

business with the aim of delivering core operating margin expansion, sustainable earnings 

growth, strong predictable cash flows and shareholder returns. With that in mind, while we 

continue to expect growth in our business despite recessionary headwinds, we have identified 

certain cost savings mainly in our SG&A and support organization for the second half of our 

fiscal year as we continue to look at doing more with less.” 

For Q2 2023, Jabil expects revenue in the $7.8 billion to $8.4 billion range and adjusted EPS 

between $1.64 and $2.04, while core EPS for the full fiscal year is projected to be $8.40, That 

latter figure was above the consensus forecast of $8.29, and we continue to like the company’s 

strong execution, diverse business (which management has worked consistently to improve since 

2016) and shareholder-friendly orientation. Jabil expects to repurchase shares at a rate of $150 

million to $200+ million per quarter via the existing the total buyback authorization of $1.1 

billion. 



JBL shares are down 2% this year, which isn’t bad considering the broader Tech sector carnage. 

We think the inexpensive P/E multiple (8 times the NTM estimate) can expand as can the bottom 

line itself. We like the exposure JBL brings to multi-year tailwinds that we still see in Cloud, 5G 

and the electrification of automobiles. Our Target Price has been raised to $96. 

Shares of Oracle (ORCL – $79.58) ended the week modestly lower, even as the company 

reported fiscal Q2 2023 results that exceeded analyst expectations. In the quarter, the software 

giant earned $1.21 per share (vs. $1.18 est.) and had revenue of $12.3 billion (vs. $12.0 billion 

est.). Cloud Services and License Support revenue grew 14% year-over-year to $8.60 billion, 

while revenue in each of the Cloud License, Hardware and Service segments grew 5% or more 

y-o-y. Oracle has ramped up its capital expenditures over the last few years, growing from $1.7 

billion in fiscal 2019 to more than $6.7 billion over the trailing twelve months. 

CEO Safra Catz stated, “CapEx this quarter was $2.4 billion as we continued to invest in our 

cloud to meet this accelerating demand with triple-digit IaaS bookings growth the last couple of 

quarters. We now expect to spend about this amount per quarter for the next few quarters as we 

build capacity for our customers’ needs. This level of spend though will not negatively impact 

our operating margins as we scale. When I talk about accelerating demand, that demand is 

reflected in the remaining performance obligation or RPO balance, which is now at $61.2 billion, 

up 68% in constant currency due to strong cloud bookings as well as to Cerner. I will also note 

that the organic RPO growth rate in constant currency accelerated to 28% in Q2 up from 22% 

last quarter and approximately 48% of the total RPO is to be recognized as revenue over the next 

12 months. Now as we’ve said before, we’re committed to returning value to our shareholders 

through technical innovation, strategic acquisitions, stock repurchases, prudent use of debt and a 

dividend.” 

Looking ahead, Ms. Catz said, “Total revenue for Q3, including Cerner, is expected to grow 

from 21% to 23% in constant currency and are expected to grow from 17% to 19% in USD. 

Total cloud growth, including Cerner is expected to grow from 46% to 50% in constant currency 

and 43% to 47% in USD. I expect the total cloud growth for the fiscal year, excluding Cerner 

will be above 30% in constant currency. Non-GAAP EPS is expected to grow between 9% and 

13% and be between $1.23 and $1.27 in constant currency. Again, due to currency headwinds, 

non-GAAP EPS is expected to grow between 4% and 8% and be between USD 1.17 and USD 

1.21. And as I’ve said before, Cerner will be accretive to earnings this year, including in Q3.” 

Founder Larry Ellison added, “During Q2, we signed multiple customers to contracts exceeding 

$1 billion, infrastructure contracts exceeding $1 billion. Let me be clear, multiple customers 

signed contracts for $1 billion worth of infrastructure. So given that’s been added to our backlog, 

we expect our infrastructure business to continue to grow very, very strongly into the future. We 

now have 22,000 infrastructure customers. We have a total of 55 regions. That’s public regions 

plus national security regions and the other kinds of regions and that’s more than AWS or 

Microsoft or anybody, which may surprise some people. Gartner, as Safra mentioned, moved us 

into the Visionary Quadrant for the first time.” 

Oracle shares likely would have gained last week, were it not for the broad market retreat 

towards the end of the week, which pushed the YTD performance into negative territory by 



about 7% on a total-return basis. Like JBL, the dip is relatively modest compared to the -18% 

return for the S&P 500 index or the -27% return for the Information Technology portion of that 

index. We think the recurring revenue model helps add stability, while customers on older ORCL 

systems offer a prime opportunity to upsell newer products. Plus, partnerships to bring multi-

cloud services to customers with companies like Amazon and Microsoft offer extra opportunity 

to collaborate. Analysts have trimmed their EPS projections for fiscal 2023 to $4.90, but growth 

is expected to ramp into double-digit territory again in 2024 and 2025. ORCL shares trade for a 

cheap 15 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 1.6% and our Target Price has been boosted to $116. 

Kimco Realty (KIM – $21.23) announced last week that it intends to restructure as an Umbrella 

Partnership Real Estate Investment Trust, otherwise known as an UPREIT. Through an 

intercompany merger, the current entity will convert to a Delaware LLC called ‘Kimco Realty 

OP LLC’ to be controlled by a new publicly traded entity assuming the REIT’s current name. 

The merger is expected to be effective as of January 1, 2023, with the conversion occurring 

shortly thereafter, while the stock symbol and CUSIP will remain unchanged. 

Kimco says the new structure improves its ability to acquire properties in tax-deferred structures 

as the operating LLC may issue membership interests to sellers of properties in exchange for a 

tax-deferred contribution of those properties. CEO Conor Flynn said, “We are very excited to 

announce our reorganization into an UPREIT, which we believe will enhance our ability to 

compete in the acquisition of real estate assets by enabling us to offer tax-deferred opportunity to 

sellers. We believe this reorganization will have no material impact on our existing shareholders, 

debt security holders, lenders or other constituencies, and will represent an enhanced platform 

for Kimco’s continued growth.” 

We agree with Mr. Flynn in that there really isn’t a material impact on existing shareholders and 

we continue to like that Kimco has a very diverse mix of tenants (the 5 largest are TJX, Home 

Depot, Albertsons, Ross Stores and Amazon/Whole Foods Market, which represent just over 

10% of annual lease revenue) across its mostly grocery-anchored portfolio of properties. With 

over a third of annual leases coming up for renewal over the next few years, material rent 

increases ought to be in the cards. Shares have held up relatively well for a REIT in 2022 amid 

the market volatility, but trade for less than 14 times per share funds from operations projected 

over the next year and sport a robust dividend yield of 4.3%. Our Target Price for KIM is $29. 

Amgen (AMGN – $267.41) on Monday agreed to buy Horizon Therapeutics Plc in a deal valued 

at $27.8 billion, in a further push toward rare disease drugs. The deal will be Amgen’s largest 

ever, as the biotech giant has entered into a bridge credit agreement totaling $28.5 billion to help 

finance the purchase (on top of the more than $10 billion of cash on Amgen’s balance sheet at 

the end of Q3), led by Citi and Bank of America. Management expects the transaction to close in 

the first half of next year and add to earnings from 2024. 

With competition building for Enbrel, Prolia and Otezla (Amgen’s top 3 drugs by revenue), it is 

not a big surprise that the company would continue to pursue these kinds of deals. The price tag 



is higher than we would like (at north of 20 times the 2023 EPS estimate), given that the 

company had to compete against additional interested parties for the purchase. Horizon had 

announced back in November that it was also in preliminary talks with Sanofi (SNY – $46.98) 

and Johnson & Johnson (JNJ – $175.67), who eventually backed out over price concerns. 

Nevertheless, growth is anticipated to be robust over the next three to five years, led by two fast-

growing drugs: thyroid eye disease treatment Tepezza and gout treatment Krystexxa. Both 

Horizon medicines have been granted an orphan drug designation by the FDA, which comes 

with a market exclusivity period if the drug is approved. It also means the drugs would likely not 

be considered amongst those in which the U.S. Medicare program can negotiate lower drug 

prices under the Biden Administration’s Inflation Reduction Act (IRA). 

The Horizon transaction follows Amgen’s much-smaller $3.7 billion deal in August for rare 

blood vessel inflammation treatment maker ChemoCentryx. Murdo Gordon, Amgen’s head of 

global commercial operations said in an interview, “We liked [Horizon], even before the 

[Inflation Reduction Act]. Given the IRA, the strategic importance of being in these kinds of 

disease areas with biologics primarily, and with products that have low Medicare exposure and 

orphan designation, makes it even more attractive.” 

Our exposures to the health care sector, generally, and Amgen in particular, have performed very 

well in 2022, markedly outperforming the market year-to-date. AMGN shares had risen nicely in 

the last month or so on positive data from a trial for its obesity drug (AMG 133) and on data 

from September regarding its lung-cancer pill (Lumakras) that beat out chemotherapy, the 

current treatment. However, the stock has cooled a bit on the Horizon news. The dividend was 

hiked last week and the yield is now 3.1%, while the forward P/E ratio is a reasonable 15. Our 

Target Price is $312. 

Illustrating why our focus is always on the long term and not on short-term fluctuations, shares 

of Moderna (MRNA – $193.29) traded as low as $163 and as high as $217 last week before 

closing out the roller-coaster ride up 9% from where they ended the prior week. The major 

catalyst for the big rally for the COVID-19 vaccine maker was that results from a mid-stage 

clinical study of Moderna’s experimental personalized mRNA cancer vaccine for melanoma in 

combination with Merck’s (MRK – $109.20) Keytruda were revealed. 



 

The combination demonstrated a statistically significant and clinically meaningful improvement 

in primary endpoint of recurrence-free survival (and reducing the risk of recurrence or death by 

44%) versus Keytruda alone (which already reduced the risk of death or recurrence by 43% vs. 

placebo in testing). 

Moderna and Merck plan to initiate a Phase 3 study in melanoma patients in 2023, which will 

need to confirm the findings from Phase 2. Nevertheless, the recent data was a terrific win for 

MRNA not only given the commercial success of Merck’s leading drug, but it also adds 

credibility to Moderna’s pipeline outside of respiratory vaccine candidates. There is also 

potential that a similar combination (which incorporates patient tissue samples) achieves 

additional oncological indications beyond skin cancer. 

The challenges in producing revolutionary vaccines are numerous and are compounded by the 

dramatic reduction of revenue anticipated from the firm’s COVID-19 vaccine in the coming 

years. Aside from COVID, Moderna also has therapies for three different diseases in Phase 3 

trials at present (RSV, influenza & CMV), each of which are potentially $1 billion sales 

opportunities. We also appreciate the $17 billion of cash and investments on the balance sheet at 

the end of September. Our Target Price for MRNA is $252. 



Looking at Merck, it has had several major successes with Keytruda, Lagevrio, Gardasil and 

Januvia on pace to each gross well over $3 billion in 2022 (the first 2 clearing that hurdle in a 

single quarter). We think MRK offers significant growth at a very reasonable valuation, given a 

deep pipeline and room to add to existing franchises. Shareholders are rewarded with a 2.7% 

dividend yield, while MRK still trades for a reasonable NTM P/E multiple in the 15 range. The 

company boasts a history of returning cash to shareholders, a diversified revenue stream and 

solid free-cash-flow generation. Our Target Price has been bumped up to $125. 

Interestingly, on Monday, shares of Moderna and other mRNA-based vaccine developers 

skidded even as Pfizer (PFE – $51.40) projected a $15 billion sales opportunity for its own 

mRNA franchise (which includes flu, combination flu/COVID and other experimental vaccine 

candidates) out to 2030. Of course, Pfizer generated more than $60 billion from its COVID 

vaccine over the past two years, but analysts project that figure to drop to below $10 billion by 

2030. The pharmaceutical behemoth is prepared to quadruple the price to offset fewer 

individuals signing up for its jab in recent months, a move that has caught the eye of more than 

one politician. 

We continue to appreciate the diversity of Pfizer’s current revenue base (in addition to COVID-

19 therapies) as well as management’s increasing confidence for organic growth potential from 

its emerging pipeline of products as trial data is set to emerge over the next few years. Even as 

COVID sales are expected to wane in the coming years, the success of the products has loaded 

up Pfizer’s balance sheet with over $30 billion of cash, while the average maturity of its debt is 

2034 (with individual maturities as far as 2050). Shares have offered shelter from the market 

volatility over the past 12 months, especially given a robust dividend yield of 3.2%. PFE trades 

for less than 11 times expected 2023 EPS and our Target Price is now $72. 
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