
Market Commentary Monday, January 16, 

2023 

January 16, 2023 

EXECUTIVE SUMMARY 

Week in Review – Great Start to the Year Continues 

Econ News – World Bank Reduces 2023 Global & U.S. Outlooks; Labor Market & Q4 2022 

GDP Forecast Remain Strong 

Jamie Dimon – Continuing to Invest for the Long-Term at JPMorgan 

Inflation – CPI Pulls Back; Historical Returns for Equities 

Valuations – Falling Bond Yields Add to the Case for Stocks 

Sentiment – Main Street Not Enthusiastic 

Corporate Profits – Solid EPS Projected 

Market of Stocks – TPS Winners and Losers Thus Far in 2023 

Stock News – Updates on AAPL, AVGO, QCOM, PFE, GM, AYI, JPM, BAC, C, BK & BLK 

Market Review 

The terrific start to 2023 for the equity markets,… 



Thus far January has lived up to its historical propensity for very good equity market returns even as 

history is merely a guide and not the gospel since December was an ugly month for stocks  

  

…continued last week,… 



It is a market of stocks and returns over the last couple of years show wide dispersion similar in 

magnitude to what was seen after the bursting of the Tech Bubble in the year 2000  

  

…even as the World Bank lowered its projections for economic growth around the world, with 

World Bank President David Malpass stating, “Global growth has slowed to the extent that the 

global economy is perilously close to falling into recession.” 



The World Bank lowered its outlook for real inflation adjusted Global and US GDP growth to less than 2 

percent and less than 1 percent but neither figure would represent an economic contraction  

  

Of course, the downgrade in the World Economic Outlook hardly came as a surprise, given that 

the odds of a U.S. recession, per the economic estimates compiled by Bloomberg, have been high 

for quite some time,… 



Economic forecasts are often fraught with peril but the prognosticators now project a nearly two thirds 

chance of a US recession occurring in the next 12 months  

  

…even as the all-important jobs picture has remained remarkably robust,… 



The labor market remains robust with jobless claims still near five decade plus lows  

  

…and the latest estimate for Q4 domestic GDP growth stood at a very strong 4.1%. 



It is fascinating to see so much pessimism toward the US economy when the current estimate for Q4 

real inflation adjusted GDP growth resides above 4 percent  

  

***** 

Obviously, nobody knows what the future will hold, but it was reported last week by the 

Conference Board, “98% of CEOs in the U.S. think there is going to be a recession-but it’s going 

to be short and shallow.” 

Time will tell, but we found interesting Jamie Dimon’s update to statements made last June in 

which he warned of a potential economic hurricane. Last week, the JPMorgan Chase (JPM – 

$143.01) CEO explained, “I shouldn’t have ever used the word ‘hurricane.’ What I said was 

there were storm clouds which may mitigate. People said they didn’t think it was a big deal, and 

I said no, those storm clouds could be a hurricane. And so I’m saying this stuff, I’m talking 

about…it could be nothing [or] it could be bad, and I think we should understand, I’m not 

predicting one or the other.” 

Mr. Dimon went on to say, “So far, we’re still in the hiring mode. We have a lot of growth plans. 

You know, I tend not to stop growing because you have a recession. Even in a recession, we’re 



opening in new countries we’re talking about. And we think those things are very good for 

shareholders over the long run.” 

Speaking of the long run, sticking with stocks through thick and thin historically has proved very 

rewarding for equity investors,… 

The secret to success in stocks is not to get scared out of them as every downturn has been followed by 

an upswing of far greater magnitude so much so that long term returns for Value stocks have exceeded 

13 percent per annum  

  

…even if they somehow had a crystal ball to know when a recession might begin or end as time 

in the market has long trumped market timing. 



There is much hand wringing over a hard or soft landing but the historical evidence shows that even if 

the US economy officially enters a recession long term oriented investors should stick with stocks  

  

***** 

Certainly, the big event last week was the release of the CPI, with the gauge showing a continued 

pullback in inflation at the consumer level. Of course, the reading came in about as expected,… 



Inflation at the consumer level pulled back to in December  

  

…while longer-term measures of inflation expectations were more or less unchanged,… 



Longer term inflation expectations from the New York Fed and the University of Michigan both remain 

reasonably well anchored  

  

…and the outlook over the next 12 months for additional interest rate hikes from the Federal 

Reserve did not move much. 



The Fed has been rapidly tightening monetary policy but the Fed Funds rate today is still below the 

historical average dating back to 1971  

  

We understand that equity market trading these days seemingly is dominated by those with time 

horizons measured in minutes, so a two-week rally does not a trend make, but we remind readers 

that stocks historically have been a good hedge against inflation,… 



There is plenty of consternation about elevated inflation levels but history suggests that equities 

especially Value stocks have performed better when inflation is high than when it is low  

  

…and the last big battle the Federal Reserve fought against high consumer prices ended very 

well for stock market participants, provided they had a long-term time horizon. 



The last time the Federal Reserve faced sky high inflation levels Paul Volcker Co raised interest rates 

repeatedly triggering two economic recessions AND sensational equity market returns  

  

***** 

To be sure, the rally in bonds this year,… 



While the spike in bond yields in 2022 was a headwind for stock prices both fixed income and equities 

are off to a strong start in 2023  

  

…has added to the appeal of equities,… 



Yes interest rates are much higher today than in the past several years but stocks remain attractively 

priced relative to bonds on an earnings yield basis  

  

…even as there is still little enthusiasm for current economic conditions for folks on Main 

Street,… 



While Small Business Optimism fell in December the University of Michigan preliminary Consumer 

Sentiment gauge for January saw a big improvement in the outlook on Main Street  

  

…which is echoed in their views about the prospects for stocks. 



The good folks in the AAII Sentiment Survey are not quite as pessimistic today as they were before the 

big rally to start 2023 but we are happy given that they often zig when they should have zagged that 

they hardly are optimistic  

  

***** 

Stocks often climb a wall of worry, and there is plenty about which to be concerned these days, 

with Q4 earnings reporting season the big even for the next couple of weeks. We expect a lot of 

volatility, especially in response to individual company results, but we think corporate profits on 

the whole will hold up reasonably well,… 



Certainly we realize that analysts are often overly optimistic in their earnings outlooks but if EPS in 2023 

and 2024 come close to the current projections stocks should be significantly higher  

  

…so we see no reason to alter our optimism for the long-term prospects of our broadly 

diversified portfolios of what we believe to be undervalued stocks,… 



We sleep very well at night given the inexpensive valuation multiples and generous dividend yields 

associated with our managed account portfolios  

  

…especially as we have long understood that it is a market of stocks and not simply a stock 

market. 



There has been significant dispersion in TPS stock returns so far in 2023 with many of last years largest 

losers up the most and some of last years biggest winners taking a breather  

  

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 take a look at earnings reports and other market-

moving news of note out last week for several of our recommendations. 

Apple (AAPL – $134.76) said it continues to develop its own chips and the transition reportedly 

is due to impact Broadcom (AVGO – $579.00) and Qualcomm (QCOM – $120.24) sooner 

rather than later. Apple is a key customer of the duo, and the revenue losses are likely to be 

significant, but it was a little surprising to see the news push shares down last week since we 

knew this already. 

https://theprudentspeculator.com/dashboard/


Under CEO Tim Cook, Apple has been laser-focused on developing its own products, both for 

cost and design benefits. For a time, we did wonder if Apple would take a run at fledgling 

chipmaker Intel (INTC – $30.11), although that ship has probably sailed (despite INTC’s 

discounted valuation) because the technology in Apple products is different. The Bloomberg 

article that sent shares tumbling last week suggested the end dates for some of the relationships 

might come as early as 2025, but Apple’s timelines are sometimes aggressive, and the company 

has backtracked on replacements before. As holders of all three technology companies in our 

broadly diversified portfolios, the net impact is probably neutral. We continue to maintain our 

positions of AAPL, AVGO and QCOM in our broadly diversified portfolios and appreciate the 

risk and reward characteristics they bring. 

Our Target Price for Apple is $176, for Broadcom is $721 and for Qualcomm is $196. 

Shares of Pfizer (PFE – $47.85) slid over 6% last week as investors digested a slew of news 

items ranging from a lost appeal to the Supreme Court on a statute that prevents drugmakers 

from offering financial support to Medicare enrollees to deadlock with China over settling on a 

price for COVID-19 pill Paxlovid. 

Pfizer has proposed offering financial assistance for users of two of the company’s drugs to treat 

certain heart conditions, which typically cost around $225K per year, and require a $13K annual 

co-pay for Medicare enrollees. Pfizer says it is willing to subsidize it for some seniors who don’t 

qualify for reduced co-pays so they only pay $35 a month. 

Then on Friday, the U.S. Centers for Disease Control and Prevention (CDC) and the Food and 

Drug Administration (FDA) said that the CDC’s Vaccine Safety Datalink database had 

uncovered a possible safety issue in which people 65 and older were more likely to have an 

ischemic stroke 21 days after receiving the Pfizer/BioNTech bivalent shot, compared with days 

22-44. 

Despite the negative press, 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 cone out 

over the next few years. At a recent Fireside Chat, management discussed the company’s path to 

offset $17 billion of lost revenue through Loss of Exclusivity to reach $84 billion of revenue by 

2030. 



We like the potential of drugs in the Pfizer pipeline in addition to its COVID 19 opportunities  

  

Also, even as COVID sales are expected to wane in the coming years, the success Pfizer has had 

has loaded up the company’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). We like that shares trade 

for just 10 times expected 2023 EPS with a robust dividend yield of 3.4%. Our Target Price for 

PFE is now $71. 

Shares of General Motors (GM – $36.51) fell nearly 5% (they are up more than 8% on the year, 

though) after EV rival Tesla announced price cuts across its model lines. The discounts, between 

6% and 20%, put significant pressure on other EV manufacturers, especially as Tesla vehicles 

again qualify for a federal tax credit of up to $7,500. There is concern that GM, Ford and others, 

which trade at fundamental discounts significantly lower than Tesla, may struggle to compete 

with some of Tesla’s offerings if pricing is more similar. 

Of course, GM’s model range is much wider than other EV manufacturers and its production 

slate is chock full of new models that are embedded with significant advances in technology on 

par with those in Tesla cars. A challenge is that Tesla’s cost of production is lower than some 



other manufacturers, but even Mr. Musk is finding cost cutting harder than he might have 

imagined. Input price inflation, particularly for battery components, is doing the industry no 

favors. 

We continue to like GM and appreciate its strong balance sheet and reasonable valuation metrics 

(including a forward P/E ratio of 5.8 and forward P/S ratio of 0.33). Our Target Price is now $61. 

GM shares have tumbled by nearly 40% since the end of 2021, while Tesla shares have fallen by 

almost two thirds. While the latter is not yet in the Value camp, we might lean more towards 

putting it in a peer group with tech companies over car manufactures, as our view is that Tesla’s 

true value is in the software that makes their cars go. Of course, if Tesla is merely a car 

company, the current forward P/E ratio of 26 is extraordinarily expensive. 

Acuity Brands (AYI – $173.78) earned an adjusted $3.29 per share in fiscal Q1 ended 

November, vs. the $2.97 Street estimate. The figure was 15% higher year-over-year on $997.9 

million of sales that also beat Wall Street consensus. Gross margin held up quarter-to-quarter, 

owing to productivity improvements and previous price increases, although a stated investment 

in commissions modestly ate into operating profit margin even as profit increased on an absolute 

basis. 

Turning to the outlook for 2023, CEO Neil Ashe said, “There are two themes that we are focused 

on. First, there is, obviously, uncertainty around the economy, inflation, and interest rates, which 

we know will affect our business over time. Second, we believe that as component availability 

improves, lead times will improve and backlog levels will return to normal. We are beginning to 

see this in our business. We are well-positioned in a variety of our end markets, and our 

continuing investment in product vitality and service positions us well for these dynamic 

environments. Our organization continues to adapt to the changing requirements of our 

customers, and as a result, we have positioned ourselves not to predict the future perfectly, but 

rather to adapt to whatever comes our way.” 

CFO Karen Holcom said back in October that she expected Acuity to earn between $13.00 and 

$14.00 per share next year, as it turns from a goal to grow market share in the past couple of 

years towards enhanced profitability. Management also has been busy repurchasing shares, 

reducing the share count by about 20% since May 2020, but this pace will likely take a back seat 

to other capital allocation priorities the new fiscal year. 

We continue to think Acuity is sufficiently capitalized to weather the obstacles facing most 

businesses today and we are patient in waiting for the company to realize the multiple channels 

for growth on the horizon, particularly within its Intelligent Spaces segment. Shares trade for less 

than 13 times the NTM EPS estimate. Our Target Price for AYI has been boosted to $251. 

Financial journalists were forced to rewrite their headlines rather quickly on Friday as shares of 

the country’s largest banks dipped on the release of Q4 earnings, before reversing course mid-

session to end solidly in the green. 



JPMorgan Chase, Bank of America (BAC – $35.23) and Citigroup (C – $49.92) posted 

respective Q4 EPS of $3.57 (vs. $3.10 est.), $0.85 (vs. $0.78 est.) and $1.10 (vs. 1.16 est.). 

Profits were fueled in large part by strong growth of net interest income of 48%, 29% and 23%, 

respectively, versus the prior year. 

But a major reason for the early morning dip for shares was uncertainty around the core lending 

profit in quarters to come, amid rising deposit costs and concerns that recession could impede 

loan growth and ramp credit costs. 

Tighter financial conditions and higher interest rates likely mean that folks with idle cash are apt 

to demand that it isn’t so idle anymore. Elaborating on the topic, JPM CEO Jamie Dimon said, 

“So, the Federal Reserve reduces balance sheet by $400 billion. $1.5 trillion came out of bank 

deposits. And so, investors can invest in T-Bills, money market funds and, of course, banks are 

competing for the capital money now. And banks are all in different places. Some banks start to 

compete heavily, some have a lot of excess cash and maybe compete less…We’ve never had 

rates go up this fast. So, I expect there will be more migration to CD, more migration to money 

market funds. Lot of people out there competing for it, and we’re going to change savings rates.” 

But the future is always uncertain, while a perception of elevated uncertainty could add volatility 

to the markets. Each of these three banks possess trading operations that stand to benefit from 

lingering volatility as demonstrated in the latest quarter. Fixed income trading were high points 

for BAC and C last quarter as segment revenue grew 49% and 31%, respectively, year-over-year. 

Mr. Dimon also suggested that a mild recession was the base case scenario in the bank’s 

economic forecast, but that consumer financial health remains in decent shape even as 

delinquencies approach pre-pandemic levels and charge-offs are expected to follow suit. BAC 

CEO Brian Moynihan echoed, “Consumer deposit balances continue to show strong liquidity 

with the lower cohorts of our consumers continue to hold several multiples of balance that they 

have as a pandemic begin. These balances are drifting down, but they still have plenty of cushion 

left.” 



Bank of America like its peers has yet to see much in the way of credit issues  

  

We maintain our fondness for Mr. Dimon, who is willing to take a long-term view, investing in 

enhancing various capabilities, such as wealth management, even if there is limited near-term 

payoff. JPM shares trade at 11 times the consensus EPS estimate and sport a dividend yield of 

2.8%. Our Target Price for JPM has been boosted to $186. 

We also continue to like the multiple levers available to generate fee revenue that compliment 

Bank of America’s prominent consumer franchise. Notably, 56% of the $1 trillion in consumer 

deposits remain in no-interest checking accounts. BAC shares also look inexpensive to us as they 

trade for 10 times forward EPS estimates with a dividend yield of 2.5%. Our Target Price has 

been bumped up to $56. 

The turnaround story continues at Citigroup as CEO Jane Fraser executes a plan of consumer 

business divestitures across Mexico, Asia and Europe, while addressing deficiencies in 

technology and internal controls. Ms. Fraser explained, “We will make further progress on our 

international consumer exits, enabling us to simplify the firm and reduce our cost base, and we 

will of course focus on our clients, deepening relationships, and bringing on new clients in-line 



with our strategy. We will continue making disciplined investments in our franchise including 

the investments in our transformation and controls…Looking further out, we will begin to bend 

the curve of our expenses to deliver against our major-term target. We’ll do so through a 

combination of our divestitures realizing the financial benefits of our transformation and further 

simplification…We fully recognize this depresses our returns in the near term, but we are 

deliberately taking the tough strategic actions and the investments necessary to reach our 

medium-term return target and to create long-term shareholder value.” 

Recognizing that this effort will take several years to play out, we like that shares trade for just 8 

times forward earnings and for 60% of tangible book value, with a dividend yield of 4.1%. Our 

Target Price for C remains $87. 

Global custodian and asset servicer Bank of New York (BK – $49.03) saw its shares continue to 

rebound in 2023, following its Q4 earnings release on Friday. BK shares are now up more than 

7% on the year. For the recently completed quarter, BK said its revenue equaled $4.38 billion, 

versus the consensus analyst estimate of $4.19 billion. Adjusted EPS of $1.30 came in more than 

13% above the average analyst forecast. The bank is benefiting from higher interest rates as net 

interest margin expanded from 1.05% in the prior quarter to 1.19%, resulting in net interest 

income increasing 14% sequentially and 56% from the year-ago period. 

Securities services revenue grew 18%, driven by higher net interest income and client activity. 

Market and wealth services grew 19%, due to higher net interest income and lack of fee waivers. 

Not surprisingly, wealth and investment management was weak, with a 19% decline in revenue 

due to the decline in equity and fixed-income markets weighing on asset levels. 

CEO Robin Vince commented, “BNY Mellon delivered solid underlying performance in the 

fourth quarter. We continued to derive benefit from higher interest rates, and we saw healthy 

growth across several of our businesses despite the significant downdraft in market levels across 

global equity and fixed income markets. Our reported results in the quarter also reflect the 

impact of a number of deliberate actions to improve our revenue growth and efficiency trajectory 

for 2023 and beyond.” 

“As we enter 2023, we remain focused on growing and deepening our strong client franchise, 

together with driving greater efficiency in our operating model. I am confident in BNY Mellon’s 

ability to create further value for all our stakeholders in the years ahead,” Mr. Vince concluded. 

Bank of New York performs an essential service critical to the function of financial market 

participants across the globe but is subject to multiple macroeconomic factors and the whims of 

markets often beyond its control. This role somewhat necessitates that the bank maintain a 

conservative posture relative to other of our financial holdings, although we do appreciate efforts 

to move into new product areas and enhance its technological offering. BK trades for 10 times 

forward EPS estimates and offers a 3.0% dividend yield. Our Target Price has been raised to 

$69. 

Shares of BlackRock (BLK – $753.99) are off to a nice start to 2023, up more than 6% on the 

year. The investment management firm reported Q4 2022 financial results on Friday, which 



included top- and bottom-line results that were ahead of the consensus analyst estimate. BLK 

had revenue of $4.34 billion, versus the average forecast of $4.24 billion, while adjusted EPS 

came in more than 10% above expectations ($8.93 vs $8.08). Given the challenging market 

backdrop, long-term net flows of $146 billion were quite impressive. 

CEO Laurence D. Fink shared thoughts on the quarter and 2022 as a whole: 

BlackRock delivered over $300 billion of net inflows and positive organic base fee growth in 

2022. These industry-leading results reflect the decisions by thousands of organizations and 

investors that continually place their trust in BlackRock. The consistency of our results – across 

all market environments – comes from our clients’ confidence in BlackRock’s performance, 

guidance, and fiduciary standards. 

BlackRock’s diversified investment and technology capabilities provide clients with more choice 

to address their unique risk preferences and priorities. In the United States alone, we generated 

$230 billion of long-term net inflows. Flows were positive across each of our three regions. 

iShares led the global ETF industry with $220 billion of net inflows, including record flows into 

bond ETFs. We continued to scale our private markets platform, raising $35 billion of capital, 

with particular strength in private credit and infrastructure. And we saw record net new sales of 

Aladdin, further underscoring its importance in periods of market volatility. 

We ended the year with strong momentum, generating $114 billion of fourth quarter net inflows, 

representing 3% annualized organic base fee growth, reflecting continued strength in ETFs and 

significant outsourcing mandates. 

Like our clients – pensions, insurers, governments, and individual savers – BlackRock’s focus 

remains on investing for the long term. The current environment offers incredible opportunities 

for long-term investors, and we enter 2023 well-positioned and confident in our ability to deliver 

for our clients, employees, and shareholders. 

We like that BlackRock’s diversified investment & technology platform has demonstrated an all-

weather track record of generating positive organic growth across good and bad times. This is 

driven by its broad suite of secular growth products where BLK is a leader or first-mover, 

including ETFs, technology solutions, ESG, outsourced solutions, retirement and alternative 

investments. Considering a broad spectrum of investment markets and general performance of 

2022, we are expecting BLK’s organic growth to accelerate in 2023 given we should see 

significant rebalancing activity from institutional and individual investors. BLK carries a current 

dividend yield of 2.6% and the company continues to buy back shares. Our Target Price now 

resides at $857. 
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