
Market Commentary Monday, February 13, 

2023 

February 13, 2023 

EXECUTIVE SUMMARY 

Newsletter Trades – 8 Stocks for Four Portfolios 

Week in Review – Stocks Take a Breather 

Fading Optimism? – Bullish Sentiment Rises, CNNMoney in Greed Territory & Consumer 

Sentiment Climbs 

Econ Numbers – Q1 GDP Outlook Improves; Jobs Market Remains Strong 

Powell Q&A – Early Stages of Disinflation but More Fed Rate Hikes Likely 

Patience – The Longer the Hold, the Less the Chance of Loss 

Fed Tightening & High Inflation – Historical Equity Return Perspective 

Valuations – Inexpensive Metrics for our Portfolios 

Corporate Profits – Solid Q4 EPS and Decent Outlook for 2023 

Stock News – Updates on TKR, TSN, CMI, LEG, RCL, OMC, PRU, ETN, CVS, SIEGY, DIS, 

ENS, TPR & KIM 

Market Review 

As discussed in the February edition of The Prudent Speculator, we bought 126 shares of 

Whirlpool (WHR – $141.52) at $149.88 for TPS Portfolio on Monday, February 6. On that 

same day, we bought 122 shares of Verizon (VZ – $40.01) at $41.1551 and 2 shares of 

Lockheed Martin (LMT – $480.83) at $466.3502 for Buckingham Portfolio. 

In our hypothetical accounts, on February 6, we added 13 shares of Amgen (AMGN – $242.50) 

at $245.36 and 102 shares of Juniper Networks (JNPR – $31.13) at $30.58 in Millennium 

Portfolio; and 187 shares of Alexandria Real Estate (ARE – $165.68) at $165.63, 24 shares of 

Int’l Paper (IP – $38.63) at $41.09 and 125 shares of Pfizer (PFE – $43.88) at $44.19 in 

PruFolio. 

***** 

With the equity markets heading south 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.  

…we were reminded again that selloffs, downturns, pullbacks, corrections and even Bear 

Markets are events that stock investors always have had to endure on their way to the best long-

term performance of any of the financial asset classes. 



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% per annum.  

Warren Buffet states, “The fact that people will be full of greed, fear or folly is predictable. The 

sequence is not predictable.” Of course, we can never be sure what short-term-oriented investors 

are full of as the front page of The Wall Street Journal on Saturday proclaimed, “Markets Pull 

Back As Optimism Fades.” 

We suppose that sounds reasonable to describe the week’s trading, except that the latest Bull-

Bear Sentiment from the AAII saw enthusiasm among individual investors about the short-term 

direction of the stock market jump to its highest level in more than a year. Indeed, the number of 

Bulls hit 37.5%, the greatest tally since December 30, 2021, though the reading was merely in 

line with the historical norm on the 36-year-old contrarian indicator. 



The good folks in the AAII Sentiment Survey have become much less pessimistic, which might argue that 

near-term gains will not be as grand as usual.  

Further challenging the “Fading Optimism” WSJ assertion, the CNNMoney Fear & Greed Index 

is now deep into the Greed zone, though not as heavily as at the end of the week prior. Only Junk 

Bond Demand (Fear) and Market Volatility (Neutral) are not in Greed territory of the seven Fear 

& Greed Indicators, with Stock Price Strength, Stock Price Breadth, Put and Call Options, and 

Safe Haven Demand all signaling Extreme Greed. 



The CNNMoney Fear & Greed Index remains in Greed territory despite the modest market pullback.  

Finally, the latest measure of consumer sentiment from the Univ. of Michigan hit 66.4, up from 

64.9 the month prior and better than estimates. True, the gauge is well below average, so folks 

are hardly euphoric, but the survey set a 13-month high this month. 



Consumer sentiment, per the Univ, of Michigan, rose to a 13-month high in February.  

***** 

As strange as it might sound, some are concerned that the economic data is too strong, as the 

most recent projection for Q1 U.S. GDP growth from the Atlanta Fed rose to 2.2% last week, up 

from 0.7% the week prior. 



It is fascinating to see so much pessimism toward the U.S. economy when the current estimate for Q1 

real (inflation-adjusted) GDP growth stands at a decent level.  

The labor market continues to be extraordinarily resilient, with the latest numbers on first-time 

filings for jobless benefits and continuing jobless claims not far off historically low levels last 

seen in 1969 when the workforce was much smaller than it is today. 



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

Federal Reserve Chair Jerome H. Powell commented last week on the blowout January jobs 

number, saying it was “certainly strong—stronger than anyone I know expected. It kind of shows 

you why we think this will be a process that takes a significant period of time.” 

Interestingly, stocks initially rallied in the wake of those and other comments the Chair made at a 

Q&A session at the Economic Club of Washington, D.C., as Mr. Powell reminded that we are in 

“the very early stages of disinflation.” However, upon further reflection, traders evidently 

decided that the Fed would remain hawkish in continuing to raise interest rates, as the Fed Funds 

futures saw an increase in the projection for the peak rate this summer to 5.19%. 



The Fed Fund futures became more hawkish last week, projecting a peak in the rate at more than 5% 

this summer.  

While the futures are still suggesting a lower year-end Fed Funds rate than was included in 

December’s FOMC projections, the market is now much more closely aligned with the Fed,… 



The Federal Reserve in December projected GDP growth for 2023 of 0.5% and a 5.1% year-end Fed 

Funds rate.  

…which suggested that real GDP growth for 2023 would be 0.5%, arguably contradicting the 

current 65% odds of recession this year as tabulated by Bloomberg. 



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

chance of a U.S. recession occurring in the next 12 months.  

Chair Powell concluded last week, “There has been an expectation that it [inflation] will go away 

quickly and painlessly — and I don’t think that’s at all guaranteed; that’s not the base case. The 

base case for me is that it will take some time, and we’ll have to do more rate increases, and then 

we’ll have to look around and see whether we’ve done enough.” 

***** 

Given that there really is no way anyone can consistently predict how the equity markets will 

react in the near term to incoming economic data and Fed proclamations, we offer the friendly 

reminder that time in the market trumps market timing. 



Safety of principal: The longer the hold, the lower the risk.  

Most folks are investing for long-term objectives, so we remain puzzled that so many continue to 

think about risk in terms of volatility of one-month returns. After all, while there is no assurance 

that past is prologue, the odds of losing money in Value Stocks or Dividend Payers is far lower 

over three-, five- and 10-year periods. 

We also note that seven decades of returns data show that stocks in general have performed well 

on average, both concurrent with and subsequent to increases (as well as decreases) in the Fed 

Funds rate over 3-, 6-, and 12-month time spans, with Value Stocks leading the charge no matter 

the direction. 



Contrary to popular belief, equities, especially Value stocks, have performed admirably, on average, 

both concurrent with and subsequent to hikes in the Fed Funds rate.  

Yes, we realize that Chair Powell & Co. continue to talk tough in inflation, but longer-term 

inflation expectations still appear to be well anchored. The New York Fed’s latest Survey of 

Consumer Expectations saw the three-year projection hold steady at 3.0%. The Univ. of 

Michigan’s one-year inflation outlook bumped up to 4.2% in February versus 3.9% in January 

and the current rate of 6.5%, but the five-year outlook was unchanged at 2.9%. 



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

reasonably well anchored.  

And we can’t forget what happened during the Paul Volcker years, the last time a Fed Chair had 

to tackle extreme levels of inflation. As Vox.com wrote: 

The approach took two tries to get its intended effect. Volcker’s tightening slowed economic 

activity enough that by January 1980, the U.S. was in recession. But Fed interest rates actually 

began falling sharply after April, which limited the effectiveness of the Fed’s anti-inflation 

efforts. The Fed tightened again after that and sparked another recession in July 1981. This one 

was far worse than the first; while unemployment peaked at 7.8 percent during the 1980 

recession, it would peak at 10.8 percent in December 1982 in the middle of the 16-month second 

Volcker recession. That’s a higher level than at the peak of the Great Recession in 2009. Over 

the course of the 1980s, this policy regime would become known as the “Volcker shock.” 

If only we could have another Volcker Shock in the equity markets! 



It is puzzling that so many fret about today’s Fed battle with inflation, given that the Volcker Fed’s fight 

against the Great Inflation saw sensational equity market returns despite two recessions along the way.  

***** 

To be sure, history is merely a guide and never the gospel, so anything can happen and we must 

always be braced for downside volatility. However, 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. Not only do we think the financial metrics on our portfolios are attractive,… 



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

associated with our managed account portfolios.  

…but we continue to believe that even a mild recession would not put a big dent in corporate 

profits. We are now about 70% through fourth quarter earnings season and despite those who 

argue that results have been disappointing, the numbers have been OK, even as outlooks 

continued to be subdued and stock prices sometimes have reacted negatively. For the S&P 500, 

69.2% of companies have beaten EPS expectations and 55.2% have exceeded revenue forecasts, 

while present projections call for decent growth this year. 



Certainly, we realize that analysts are often overly optimistic in their earnings outlooks, but Q4 2022 

results have been solid thus far and the outlook for 2023 is still for significantly higher EPS.  

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 more than a few of our recommendations. 

Roller and ball bearings maker Timken (TKR – $84.01) generated sales of $1.08 billion in the 

fourth quarter, up 7% in total and 10% organically from the year-ago period, resulting in $1.22 

of adjusted EPS (vs. $0.78 in the year-ago period and a $1.09 Street target). Adjusted EBITDA 

grew 37% year-over-year to $186.0 million as margin expanded 160 basis points from favorable 

price vs. cost and product mix with higher volumes. 

https://theprudentspeculator.com/dashboard/


Timken also continues to pursue opportunities to grow inorganically, acquiring the assets of 

American Roller Bearing Co., which will enhance the company’s strong market position in 

engineered bearings. In addition, Timken announced an agreement to acquire Nadella Group, 

which will expand the company’s linear motion portfolio in attractive market sectors. In total, 

these two businesses generated revenue of approximately $140 million in 2022. 

CEO Richard G. Kyle commented, “We delivered excellent results in the fourth quarter, driven 

by strong execution and improved price-cost performance. In 2022, Timken continued to grow 

its position as a diversified industrial leader and delivered record revenue and earnings per share 

with solid operating margin expansion. We have the right strategy, the right team and the right 

portfolio in place to continue our positive momentum heading into 2023.” 

Looking forward, Mr. Kyle added, “We are planning for 2023 to be another year of growth for 

The Timken Company. We expect to benefit from favorable price-cost, organic outgrowth 

initiatives, improving operational execution and the impact of our recent acquisitions. While 

uncertainty remains elevated, we continue to see healthy demand and the year is already off to a 

strong start. We are projecting a sizeable step-up in operating cash flow this year and we will 

continue to create value through our disciplined approach to capital allocation. Our team is 

excited about the opportunities in front of us and confident in our strategy to drive profitable 

growth and strong shareholder returns over time.” 

Management forecasts 6% revenue growth in 2023, resulting in guidance for adjusted EPS of 

$6.50 to $7.10, versus the analyst estimate $6.67. We continue to appreciate that Timken is 

exposed to several end-market sectors with favorable trends, including renewable energy and 

transportation. With obstacles in the global supply chain eventually alleviating, shares trade for a 

favorable forward P/E ratio of 12. Our Target Price has been boosted to $100, though we note 

the 19% YTD return and 29% total return over the last 12 months could have us contemplating 

some profit-taking if other undervalued opportunities emerge. 

Shares of Tyson Foods (TSN – $60.39) were again under pressure last week as fiscal Q1 

earnings per share came in well below the consensus analyst estimate ($0.85 vs. $1.33), with 

beef and pork operating margins drastically lower than in the year prior. Sales for the protein 

producer managed to grow 3% to a Q1 record while operating profit shrank nearly three quarters. 

CEO Donnie King elaborated on the three protein segments, “We’ve been expecting Beef to 

come under pressure for some time. With higher cattle prices, we expected overall harvest to 

slow down, but that hasn’t happened yet. As such, we continue to draw on the herd, which 

continues to decline. This is putting pressure on spread margin in the business. We tightened our 

outlook range for the year. For Pork, when you count for mark-to-market derivatives in the 

number, we flipped back to breakeven, as expected, but given continued supply and demand 

dynamics, we lowered our outlook for the year by 200 basis points. For Chicken, when compared 

to expectations from last quarter, a few different things didn’t go as planned. Most notably, 

demand didn’t appear in the parts of the market where we had expected. As a result, we had to 

move things around and we experienced higher costs, a lower price environment and knock-on 

effects from a network standpoint.” 



He concluded, “We are modernizing our operations with our productivity program and are 

building a team positioned to take advantage of the opportunities in front of us. Again, we 

entered Q1 with a good plan to execute our strategy, that led to solid top line growth and strong 

performance in Prepared Foods. Market dynamics and some operational inefficiencies impacted 

our profitability. We see opportunities become more agile and efficient, which will further 

improve our operational execution. We remain committed to executing our growth strategy and 

are confident we will grow volume, revenue, and operating income in the back half of fiscal year 

2023, and have a long runway of growth ahead of us.” 

Tyson bought back 4.9 million shares for $313 million (about $64 per share) in the quarter and 

expects to generate about $56 billion of revenue in the current year. The firm said it realized 

more than $700 million of productivity savings in fiscal 2022, which partially offset the impacts 

of inflationary market conditions, and the company is on track to exceed the aggregate $1 billion 

target in fiscal 2023, a year ahead of schedule. 

Along with the arrest of CFO John Tyson late last year, we expect patience with the stock might 

be wearing thin after the latest results. However, we think that the company has encountered a 

perfect storm of bad news of late that is highly unlikely ever to be repeated. The valuation has 

sunk to a very compelling level as we expect continued focus on streamlining operations to pay 

off, normalizing margins and leading to substantially improved EPS over the ensuing years. Of 

course, the forward valuation of 13 times near-trough earnings is very attractive, especially 

considering that the shares usually trade for a much higher multiple. While international 

operations account for a sliver of overall revenue, we continue to think protein consumption will 

increase around the globe, especially in emerging economies as residents see quality-of-life 

improvements. Our Target Price TSN, which boasts a dividend yield of 3.2%, has been trimmed 

to $96. 

Cummins (CMI – $246.92) earned $4.43 per share in Q4, a massive jump over the $2.73 from a 

year ago, on $7.77 billion of net sales. While growth for the engine maker was solid across 

segments, Components sales grew 79% year-over-year to $3.1 billion. 

CEO Jennifer Rumsey said, “Last year was an incredibly exciting one for Cummins and our 

stakeholders. We made significant strides in our inorganic growth strategy, most notably through 

the acquisitions of Jacobs Vehicle Systems, Meritor, and the Siemens’ Commercial Vehicles 

business. We also navigated complex global supply chain challenges, advanced our preparations 

for the separation of our filtration business, and transitioned from Tom to me as the CEO. We 

accomplished all of this and delivered record revenues, EBITDA, and earnings per share in 

2022.” 

The company forecasts EBITDA margin between 14.5% to 15.2% of sales for 2023. Ms. 

Rumsey added, “In 2023, we anticipate that demand will remain strong in most of our key 

regions and markets, especially in the first half of the year. We expect revenue growth and 

margin expansion in our core business and strong growth in our New Power segment in 2023… 

As we move through 2023, demand for our products remains strong in most of our core markets 

with good visibility into the first half of the year. We’ll continue to focus on raising margins in 

our core business, driving improvements in the performance of Meritor, generating strong cash 



flow, and investing in the products and technologies that position us to lead in the adoption of 

new technologies and penetrate new markets through our new power business.” 

Counter to a lot of stocks, shares are up more than 10% over the past 12 months, but still trade 

for just 13 times the NTM consensus EPS estimate. We continue to like Cummins’ position as a 

leading maker of critical components in the industrial supply chain, while it continues to invest 

in new (and renewable) technologies. We also appreciate that management promotes returning 

50% of operating cash flow to shareholders. The dividend yield is 2.5% and our Target Price is 

now $305. 

Engineered products maker Leggett & Platt (LEG – $33.88) earned $0.39 per share vs. $0.48 

(est.) on $1.20 billion of sales (vs. $1.23 billion est.) in Q4. Volume declines were driven by 

demand softness in residential end markets, partially offset by growth in automotive and 

industrial end markets, while higher raw material and transportation costs detracted from margin. 

CEO Mitch Dolloff commented, “Leggett & Platt’s diverse portfolio of businesses, strong cash 

discipline, and the ingenuity and agility of our employees helped deliver solid results in 2022 

despite weak demand in residential end markets. We are focused on improving the things that we 

can control and continuing to mitigate the impacts of market challenges on our business…We 

anticipate 2023 to be a challenging year driven by continued economic uncertainty.” 

Management said Q1 earnings are expected to be down meaningfully vs Q4, mostly a matter of 

timing for performance-based compensation accruals and typical seasonality for some of the 

businesses. For the full year, Leggett expects to earn $1.50 to $1.90 per share on between $4.8 

billion and $5.2 billion of sales. 

LEG’s end markets will undoubtedly remain under pressure, as a byproduct of the Federal 

Reserve’s fervor in quelling inflation, given exposure to discretionary items like bedding and 

household furniture. Nevertheless, we think the dividend is in good stead as the payout remains 

covered should LEG meet the reduced EPS projection, with the latest price volatility making the 

5.2% yield even more appealing. LEG’s balance sheet (over 80% of debt is due in 2027 or later) 

should support its status as Dividend King (more than 50 consecutive years of hikes in the 

payout) in the years ahead. Our Target Price is now $45. 

Royal Caribbean (RCL – $71.64) saw its shares tack on another 4.7% last week, bringing the 

year-to-date rebound for the cruise concern to 45%. The catalyst for the latest push upward was 

the release of Q4 financial results as Royal generated $2.60 billion of revenue (vs. $982.2 million 

year-over-year and the estimated $2.61 billion) with an adjusted loss per share of $1.12 vs. 

(loss/share $4.78 year-over-year and the estimated loss/share $1.34). Occupancy grew to 94.9% 

in the quarter, a massive improvement from the 59.3% in the comparable 2022 quarter, as 

booking volumes in Q4 were significantly higher than the corresponding period in 2019 and 

included record booking weeks for the company for both Black Friday and Cyber Monday. 

CEO Jason Liberty said, “We are experiencing a record-breaking WAVE season, resulting in a 

booked position approaching previous record highs and at higher prices…the seven biggest 

booking weeks in our company’s history, all occurred since our last earnings call.” Cumulative 



bookings for 2023 remain well within historical ranges for all quarters and at record rates. North 

America-based itineraries are booked in line with 2019 for the full year, and ahead for the second 

quarter through the fourth quarter. The company also said consumer spending onboard and pre-

cruise purchases continue to exceed prior years, driven by greater participation at higher prices, 

indicating quality and healthy future demand. 

RCL had $2.9 billion of liquidity at the end of 2022, but more losses are expected for Q1 

(management anticipates between $0.65 to $0.85 per share). Still, management thinks strong 

yields from higher load factors in late spring will push full-year adjusted EBITDA higher than 

the previous record achieved in 2019. It projects adjusted EPS between $3.00 and $3.60, ($3.36 

Street est.) with capital expenditures of about $4.1 billion predominantly related to the 

company’s new ship order book. 

Of course, EBITDA is gross of interest expense, which has ballooned since 2019 as the company 

had to fight a desperate battle to stay afloat throughout the pandemic. As such, while cruising 

remains a compelling value for many and the demographic trends are very good, we are mindful 

of the relatively large debt-service costs impacting EPS, not to mention the possibility of dilution 

from potential future equity issuance. There is still plenty to think about in regard to our long-

time interest in the stock, and we continue to weigh our relatively modest stake in RCL against 

other opportunities. For the time being, our Target Price has sailed higher to $81. 

Advertising, marketing and corporate communications services firm Omnicom (OMC – $91.14) 

earned $2.09 per share in Q4 (vs. $1.99 est.) and had revenue of $3.87 billion (vs. $3.73 billion 

est.). Shares rose on the news, but gave back the advance, even as the YTD gain is more than 

11%. Omnicom said the company’s growth was driven by precision marketing, PR and 

experiential disciplines. Q4’s operating margin was 16.6%, which was a 0.5% improvement from 

the same period a year earlier. 

CEO John Wren commented, “We plan to continue to invest in and expand our capabilities to 

solidify our position as best-in-class provider of retail media and e-commerce services, as well as 

in other high-growth areas, such as precision marketing, performance media and health…We 

entered 2023 in a very strong position, supported by our strong financial performance, new 

business wins, and steady progress on our key strategic initiatives. We also continue to see 

strong demand for our services.” 

Mr. Wren continued, “Based on current market conditions, we’re targeting 2023 organic revenue 

growth of 3% to 5% and expect our operating margin to be between 15% and 15.4%. At the 

same time, we remain extremely cautious of macroeconomic and geopolitical factors, including 

the ongoing war in the Ukraine, the economic risks posed by rising interest rates and higher 

inflation around the world. To be prepared, we continue to actively develop plans to respond to 

the headwinds from macro factors, and I’m confident we can manage through this economic 

cycle. And we have the leadership teams in place to minimize the impact on our top and bottom 

lines.” 

CFO Phil Angelastro added, “We have a strong track record of providing attractive returns 

through dividends and share repurchases, while maintaining a strong balance sheet and managing 



our business through challenging market conditions. And we will do so, while continuing to 

invest in our strategic future growth.” 

We are again happy with OMC’s quarter, and it seems the company is on track to hit $7.00 of 

EPS in 2023, a year ahead of analysts’ previous target. The company continues to drive solid 

cash flow and the balance sheet holds a reasonably good balance of cash and debt ($4.3 billion 

and $6.8 billion, respectively). The company’s debt has an average maturity in late 2028 and 

carries a meager 2.8% coupon, which is especially low given the current Federal Funds rate. 

Omnicom has relationships with big clients, including Philips, Mercedes, Nike and Diageo, and 

we think that there will be growing opportunities for the company to offer its expertise in a world 

dominated by a handful of large advertising platforms and their algorithms. Even after the run-

up, OMC continues to score well against its peer group in our proprietary valuation framework. 

The stock sports a 3.1% dividend yield. Our Target Price has been fine-tuned to $111. 

Prudential Financial (PRU – $103.03) said it earned an adjusted $2.42 per share in Q4. The 

result came in below the consensus analyst estimate of $2.49. The quarterly results were 

impacted by lower variable investment income that was partially offset by favorable 

underwriting results due to improved COVID-19 mortality and higher net spreads due to rising 

interest rates. The weakness in the variable investment income ($125 million less than the long-

term norm) was largely expected by investors given the pressure of market valuations. Interest 

rates have moved up significantly in the past few quarters, and we do expect the company to 

benefit from the higher rates in the long run given the dynamics of the life insurance business. 

CEO Chuck Lowry commented, “Our fourth quarter operating results reflect lower variable 

investment and fee income, partially offset by improved COVID-19 mortality, a benefit from net 

spread results due to rising interest rates, and underlying business growth…During the year, we 

made further progress on our transformation to become a higher growth, less market sensitive, 

and more nimble company. We reduced the market sensitivity of our business while investing in 

sustainable, long-term growth. We also exceeded our $750 million cost savings target a year 

ahead of schedule and maintained our rock solid balance sheet and disciplined approach to 

capital deployment.” 

Mr. Lowry added, “Looking ahead, our strategic progress, financial strength, and complementary 

businesses, combined with the benefits of a higher interest rate environment, position us well for 

the future. For nearly 150 years, Prudential has remained focused on creating value for its 

customers, shareholders, and other stakeholders. We will continue to meet their evolving needs 

with enhanced solutions and customer experience that make us a global leader in expanding 

access to investing, insurance, and retirement security.” 

Rising rates have taken a toll on book value but should have little long-term impact should fixed 

income assets be held to maturity. We like that Prudential is working to reduce the market 

sensitivity of its products, management said it plans to repurchase $1 billion of its shares in 2023, 

and the company bumped the quarterly dividend 4% to $1.25 per share. Prudential is also finding 

new avenues for growth like its partnership with Mercado Libre, the largest e-commerce 

platform in Latin America with approximately 200 million users, offering a pipeline to deliver 



life insurance and accident and health products. PRU trades for less than 9 times the NTM EPS 

estimate and yields 4.9%. Our Target Price is $133. 

Shares of Eaton Corp PLC (ETN – $170.91) moved up almost 5% last week after the 

engineered product manufacturer reported Q4 results (the stock is now up 27% since mid-

October). Adjusted EPS came in at a record $2.06 (up 20% year-over-year). Revenue of $5.38 

billion was slightly better than the consensus analyst estimate of $5.32 billion. The quarter saw 

noticeable strength from the Electrical Americas unit, and the company continues to see healthy 

backlog growth with orders up 25% in Electrical and up 24% in Aerospace on a rolling 12-month 

basis. 

CEO Craig Arnold explained, “We closed 2022 by delivering another quarter of record results 

and positive momentum. Tailwinds for our performance included strong demand across many of 

our end markets, robust order growth and continued upward trends in organic growth. I’m proud 

of our performance in 2022, including record profits, margins and adjusted earnings per share. 

These positive results highlight our ability to weather economic uncertainties by maintaining 

focus on our strategy.” 

Eaton gave an additional guide for full-year 2023 adjusted EPS of $8.04 to $8.44. While there is 

still concern about recession in the U.S., we wonder if the full benefit of China’s reopening has 

been incorporated into the guidance. Improving supply chains, particularly for semiconductors, 

should increase leverage and production efficiency as China moves through COVID outbreaks. 

While shares are not as cheap as they used to be, we do not think the 20 times NTM adjusted 

EPS projections is too rich given the organic growth potential and execution of Eaton. We 

continue to appreciate the company’s shift in recent years away from legacy segments and 

toward highly differentiated end markets exposed to tailwinds like the acceleration in data 

consumption and the production of electric vehicles. Additionally, ETN should benefit from the 

federal government’s current focus on potential green initiatives and reshoring. ETN also should 

be helped by higher manufacturing industry CapEx and a multi-year commercial aviation 

recovery. With the newest info in hand, we have adjusted our Target Price on ETN to $190. 

Shares of CVS Health (CVS – $89.66) gained 4.5% last week after the healthcare and retail 

pharmacy services provider posted Q4 results that exceeded analyst expectations. CVS earned 

$1.99 per share, compared to the $1.92 consensus estimate, and had revenue nearing $84 billion, 

compared to the $76.3 billion consensus. The quarter was driven by better-than-anticipated 

results in the Health Care Benefits and Pharmacy Services businesses. 

CVS expects its previously-announced acquisition of Signify Health to close in Q2-2023 and the 

company confirmed the rumored $10.6 billion acquisition of Oak Street Health. CEO Karen 

Lynch said, “Central to our strategy is advancing our value-based care platform of capabilities 

that drive consumer engagement. This morning, we announced that we have entered into a 

definitive agreement to acquire Oak Street Health outstanding shares for $39 per share in cash, 

representing a total transaction value of approximately $10.6 billion. The acquisition of Oak 

Street Health will broaden our value-based care platform into primary care and accelerate our 

long-term growth. Primary care drives patient engagement and positive clinical outcomes. 



Although it is a very small proportion of total health spend, just about 10% nationally, it will 

have significant influence over health care utilization. Individuals who seek routine primary care 

services report fewer serious medical diagnosis, lower mortality rates and a 33% lower annual 

health care expense.” 

Ms. Lynch continued, “The potential across CVS Health’s base of assets is powerful. Together, 

we will transform the experience for consumers across the country. The Oak Street transaction is 

financially attractive and enhances our ability to accelerate our sustainable, long-term growth. 

Shawn will provide more details on the financials of the transaction and will discuss the growth 

and profitability prospects of the Oak Street assets.” 

CFO Shawn Guertin added, “[In 2023], we expect revenue growth of 3% to 5%, and we are 

reaffirming our full year adjusted earnings per share guidance range of $8.70 to $8.90. We 

believe this range is prudent at this stage in the year and reflects approximately 5% to 8% growth 

versus our 2022 adjusted EPS baseline of $8.25…We delivered excellent performance in 2022, 

creating strong momentum as we continue to execute our strategy in 2023. We are building on 

our achievements, expanding our portfolio of capabilities and continuing on our path to become 

the leading health care solution company.” 

CVS trimmed its 2024 adjusted EPS figure to $9 from almost $10 and now expects to hit $10 in 

2025. While the company had a solid 2021, it has struggled to gain ground in the past year or so, 

which we think is reflective of more competition and some operational challenges. We 

appreciate CVS’s move towards services, and it’ll be interesting to see how the acquisition of 

Oak Street goes. Certainly, success could lead to a slew of additional acquisitions in order to gain 

a wider footprint. We continue to find CVS shares very attractive as they trade for 10 times NTM 

adjusted earnings estimates and yield a just-hiked 2.7%. Our Target Price has been bumped up to 

$139. 

German industrial conglomerate Siemens AG (SIEGY – $77.80) reported fiscal Q1 earnings of 

1.04 euros per share, compared to an expected profit of 1.01 euros. Despite the beat, the stock 

price was essentially flat for the week. 

CEO Roland Busch commented, “Orders at EUR22.6 billion grew sequentially and clearly 

exceed the revenue in all industrial businesses with an excellent book-to-bill of 1.25. Despite 

material negative currency effects, backlog remains at record level of EUR102 billion, giving us 

very good visibility for the remaining fiscal year 2023. Key focus was and remains on diligent 

backlog execution supported by further easing of supply chain constraints. Our key goal is to 

shorten delivery times and this led to a strong revenue growth of 8% to more than EUR18 billion 

overall. It was driven by Digital Industries and Smart Infrastructure, each contributing an 

excellent 15% growth.” 

Dr. Busch continued, “Looking further into our fiscal year 2023. Our healthy order backlog 

continues to be a source of strength, visibility and resilience. It stands at EUR102 billion and 

considering negative currency impacts of EUR4 billion on a comparable basis. Our order 

backlog has increased further from already record levels. It gives us confidence to achieve our 

profitable growth targets with an even higher share of short-cycle products and systems 



compared to three months ago. Visibility in our short-cycle product businesses in Digital 

Industry and Smart Infrastructure for the remaining nine month of fiscal 2023 is at 

unprecedented levels. The longer-term project and service backlog of Mobility and Healthineers 

comes with healthy gross margins.” 

On the topic of the outlook, CFO Dr. Ralf Thomas said, “On Siemens Group level, we now 

anticipate 7% to 10% comparable revenue growth, up by 100 basis points and a book-to-bill ratio 

above 1. We expect profitable growth of our industrial businesses to drive basic EPS from net 

income before PPA accounting to a range of EUR8.90 to EUR9.40 in fiscal ’23, up from the 

previous range of EUR8.70 to EUR9.20. This outlook excludes burdens from legal and 

regulatory measures in material impairments. Of course, we monitor micro economic volatility 

closely and will be able to act swiftly, if need be. So, in a nutshell, the course is set for cash 

excellence and outstanding value creation.” 

Siemens shares are up 13% this year after having a choppy ride in 2022. Some global 

macroeconomic headwinds have begun to recede, while worries of an abrupt slowdown in 

Europe have not been as damaging as feared. We like that SIEGY is quickly (for a 

conglomerate) adapting to changing customer needs and continues to put technological 

innovation at the top of its priority list. On the earnings front in dollar terms, analysts expect 

SIEGY’s EPS for its U.S.-traded shares to grow from 2.74 EUR in fiscal 2022 to 5 EUR by 

2025, putting the forward twelve-month P/E around 17. Given the potential ahead, we think that 

SIEGY remains attractively priced (especially compared with competitors like General Electric 

or Honeywell). With a net dividend yield of 2.1%, our Target Price has been lifted to $92. 

Shares of Walt Disney (DIS – $108.06) rallied in after-hours trading, before giving those gains 

all back and then some, after the entertainment titan announced restructuring plans and a fiscal 

Q1 profit that beat estimates. In the quarter, DIS earned $0.99 (vs. $0.74 est.) and had revenue 

exceeding $23.5 billion (vs. $23.4 billion est.). 

In addition to a reshuffling of the company’s management teams, CEO Bob Iger filled investors 

in on cost-saving plans, “Reductions to our non-content costs will total roughly $2.5 billion, not 

adjusted for inflation. $1 billion in savings is already underway and Christine will provide more 

details. But in general, the savings will come from reductions in SG&A and other operating costs 

across the Company. To help achieve this, we will be reducing our workforce by approximately 

7,000 jobs. While this is necessary to address the challenges we’re facing today, I do not make 

this decision lightly. I have enormous respect and appreciation for the talent and dedication of 

our employees worldwide. And I’m mindful of the personal impact of these changes. On the 

content side, we expect to deliver approximately $3 billion in savings over the next few years, 

excluding sports.” 

Mr. Iger continued, “Our current forecast indicate Disney+ will hit profitability by the end of 

fiscal 2024. And achieving that remains our goal. Since my return, I have drilled down into every 

facet of the streaming business to determine how to achieve both profitability and growth. And 

so with that goal in mind, we will focus even more on our core brands and franchises, which 

have consistently delivered high returns. We will aggressively curate our general entertainment 



content. We will reassess all markets we have launched in and also determine the right balance 

between global and local content.” 

We were happy to hear Mr. Iger discuss the dividend, “As a result of the impact of the COVID 

pandemic, we made the decision to suspend the dividend in the spring of 2020. Now that the 

pandemic’s impacts to our business are largely behind us, we intend to ask the Board to approve 

the reinstatement of a dividend by the end of the calendar year. Our cost cutting initiatives will 

make this possible. And while initially, it will be a modest dividend, we hope to build upon it 

over time.” 

The news was well-received in early morning trading, following the release of the results, but as 

the equity markets headed south, we suspect investors realized a healthy chunk of the cost cuts 

and anticipated savings were already in preceding CEO Bob Chapek’s plans for the firm. Where 

Mr. Iger varied was his desire to reinstate some of the leadership structure that worked so well 

for him during his initial stint. No question, the investor pressure is on Mr. Iger & Co to revamp 

Disney. After struggling since the pandemic, we are excited to see DIS chart a new (if a bit 

familiar) path. Our Target Price now stands at $150. 

EnerSys (ENS – $90.32) turned in adjusted EPS of $1.08 in fiscal Q3, above the midpoint of 

management’s guidance and up $0.26 versus the prior year. Shares rallied on the results given a 

backdrop of an easing but still unpredictable supply chain, tight labor markets, inflation and 

foreign exchange headwinds. The industrial battery maker generated record revenue of $920 

million, up 9% year-over-year, despite $35 million of currency headwinds. Gross margin 

improved 150 basis points sequentially to 23.2%, even with the pressure from continued 

inflation, a product of a $32 million improvement in price/mix across all segments of the 

business, partially offset by $12 million of volume-adjusted costs. Adjusted operating earnings 

improved 41% over prior year, also achieving a record of $85 million. The backlog remains near 

historically high levels though it is down modestly for the second consecutive quarter. 

EnerSys CEO David Shaffer commented, “We continue to deliver on our innovation roadmap 

with proprietary technology solutions that are defining the future of the energy transition. We are 

excited to have received our first orders for wireless chargers and look forward to showcasing 

our maintenance-free battery and wireless charger solutions at both the ProMat and LogiMAT 

trade shows this Spring” 

He added, “We are increasingly optimistic that our strong Q3 ’23 results reflect the sustainable 

‘next step’ toward achieving our long-term financial and operational goals. While we are not out 

of the woods yet with inflation and supply chain unpredictability, demand remains strong with 

secular trends in our end markets that, along with a strong balance sheet and superior products 

and services, provide us a buffer from the impact of a potential economic pullback. We believe 

the steps we have taken over the past three years better position our business to benefit from 

global megatrends such as 5G, broadband expansion through the Rural Digital Opportunity Fund 

(RDOF), data center growth, material handling electrification and automation, grid stabilization 

and electric vehicle fast charging, and provide near and long-term growth opportunities that are 

starting to materialize in our financial results and outlook. I am more excited than ever about the 



remainder of this year and fiscal 2024 as the true potential of our business begins to present 

itself.” 

We think many of the markets EnerSys serves are poised for solid long-term growth and we like 

that the company continues to pursue new applications and technology. Even as ENS battles 

widespread macroeconomic headwinds, we appreciate that the company continues to grow its 

revenue, which is expected to surpass $4 billion by 2025. Management has been quick to hike 

prices in response to rising costs, which hasn’t seemed to impact demand in any meaningful way. 

Shares have gained nearly 4% since the report to trade at the highest level since 2021. The 

dividend yield is modest at 0.8%, but we continue to think that significant capital gains potential 

exists for a reasonable price, with a P/E multiple that is a touch above that of the overall market 

but projected to fall to 13 by 2025. Our Target Price has been boosted to $124. 

Tapestry (TPR – $44.44) generated net sales $2.03 billion (vs. $2.03 billion est.) in fiscal Q2 

and earned $1.33 per share (vs. $1.27 est.). Although the lion’s share of revenue and earnings for 

the higher-end retailer are generated outside of China, a 20% revenue decline in the Middle 

Kingdom contributed to a 5% drop in total revenue relative to a year ago though management 

cited a “significant sequential improvement in traffic and revenue trends” thus far in fiscal Q3. 

Adjusted gross margin of 68.6% was in line with historical experience while inventory dropped 

14% from fiscal Q1 to $975.8 million. 

CEO Joanne Crevoiserat said, “During the key holiday season – where brand magic, compelling 

product and operational excellence are required to win with consumers – we outperformed 

expectations. To this end, we delivered record second quarter earnings despite a challenging 

backdrop. This is a direct reflection of our talented teams and the benefits of our globally 

diversified business model, which continue to fuel innovation and customer engagement across 

our portfolio. Importantly, we remained disciplined stewards of our brands, expanding gross 

margin, while making investments that support our strategic growth agenda. Moving forward, we 

will continue to power our iconic brands to move at the speed of the consumer. We are staying 

agile amid an uncertain environment by leaning into Tapestry’s core strengths: purpose-led 

brands with emotional customer connections amplified by our digitally enabled, direct-to-

consumer platform. Our focus is clear, and we are confident in our ability to drive sustainable 

growth and deliver meaningful value for all stakeholders.” 

For all of 2023, management expects to turn in between $3.70 and $3.75 of adjusted EPS, up 

from the previous range of $3.60 to $3.70, on $6.6 billion of revenue, up a tad from the prior 

range of $6.5 billion to $6.6 billion. 

The company continues to expect to return approximately $1.0 billion to shareholders in fiscal 

2023 given its strong balance sheet, free cash flow generation and outlook for growth, and is on 

track to buy back approximately $700 million in common stock in the current fiscal year. During 

the first six months of fiscal 2023, Tapestry spent $300 million to repurchase 8.4 million shares 

at an average cost of $35.73 per share and remains committed to paying its dividend, which was 

increased last fall to $1.20 per share (annualized). 



Coach continues to pull much of the weight, but we also like the potential of Tapestry’s other 

brands. We appreciate the work that Ms. Crevoiserat & Co. has done since coming on board to 

keep the accessory maker nimble over a volatile past few years. Shares have recouped losses 

from 2022, returning 12.5% over the past 12 months. Nevertheless, they remain inexpensive, 

trading for than 11 times the NTM EPS projection with the figure falling to around 9 in fiscal 

2025. Sweetening the proposition is the 2.7% dividend yield. Our Target Price for TPR now 

stands at $62. 

Shares of Kimco Realty (KIM – $21.67) dipped almost 4% last week in response to Q4 financial 

results from the open-air, grocery anchored shopping plaza real estate investment trust (REIT) 

and as REITs in general were negatively impacted by the move up in U.S. Treasury yields. 

Kimco’s reported funds from operations for Q4 came in at $0.38 per share, just shy of the 

consensus analyst estimate. Revenue for the three-month period of $435.8 million exceeded the 

average forecast of $408.4 million. 

The company also gave 2023 initial full-year FFO guidance of $1.53 to $1.57, which fell short of 

the consensus expectation of $1.59. Many thought the initial guidance might be a bit 

conservative. But, according to CEO Connor Flynn, “We can’t ignore the macro environment 

and the potential for credit defaults to revert to the mean.” As a result, guidance now assumes a 

wider range for credit loss of -75 to -125 basis points as a percent of revenue. Guidance also 

assumes $20 million to $28 million of higher interest expense in 2023. 

Mr. Flynn added, “We ended 2022 with strong occupancy gains driven by our team’s 

outstanding leasing execution, with over 2.5 million square feet leased in the quarter and 11.6 

million square feet for the year, making it one of our best years on record. Furthermore, our 

ability to opportunistically unlock value is showcased by the recent partial monetization of our 

investment in Albertsons, with proceeds of over $300 million that will support future growth. 

With our significant liquidity and flexibility, we are confident that our high-quality, grocery-

anchored, last-mile-focused portfolio positions Kimco to continue its solid performance in the 

coming year and beyond as we seek to build long-term shareholder value.” 

During Q4, Kimco generated proceeds of $301.1 million from the sale of 11.5 million shares of 

Albertsons common stock that it owned. KIM has elected to retain these proceeds for general 

corporate purposes and pay $57.2 million in state and federal corporate income tax on the long-

term capital gains from this sale. As a result of the payment of capital gains tax by the company, 

each shareholder is entitled to a federal tax credit for its share of this tax paid by the company. 

At the end of Q4, Kimco still held 28.3 million shares of Albertsons valued at approximately 

$588 million, of which 28.0 million shares are subject to a lockup until May 16, 2023. 

Additionally, subsequent to quarter end, Kimco received a $194.1 million special dividend 

payment from Albertsons. As a result, the company, which excludes this one-time benefit from 

its calculation of FFO, anticipates it may need to make a special dividend payment to maintain 

its compliance with REIT distribution requirements. The payment of this special dividend will be 

determined and announced by year end and may be in the form of cash, common stock or some 

combination thereof. 



We continue to like that KIM’s core portfolio remains well positioned for the long-term. KIM 

has reduced its leverage levels through the disposition of non-retail assets (like some of the 

Albertsons stock) and refinancing. We are constructive on the use of these proceeds to reinvest in 

its portfolio toward redeveloping properties and paying down debt to further reduce leverage. 

KIM currently yields 4.3% and we have adjusted our Target price to $29. 
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