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Market Review 

Saturday’s edition of The New York Times told us, “Stocks Drop On Worries About Rates,” 

which we found interesting in that interest rates fell on Friday, with the yield on the 10-Year U.S. 

Treasury now a few basis points below where it began the year. 



The yield on the 10-Year U.S. Treasury is today about where it was at the start of 2023.  

Of course, as we discuss in our latest Special Report, https://theprudentspeculator.com/special-

reports/special-report-consider-cheering-higher-rates/, the historical evidence shows that equities 

have performed well, on average, whether interest rates are rising or falling,… 

https://theprudentspeculator.com/special-reports/special-report-consider-cheering-higher-rates/
https://theprudentspeculator.com/special-reports/special-report-consider-cheering-higher-rates/


Value has been the place to be whether the Fed is dovish or hawkish, but the advantage is even greater 

when the U.S. central bank is raising interest rates.  

…no matter how the data are sliced and diced. 



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.  

The NY Times further explained, “Stocks have oscillated between gains and losses as new 

economic data have clouded the outlook for investors, marking a notable shift in the market after 

stocks jumped more than 6 percent in January.” 

With all due respect to the financial journalism profession, the outlook for investors is always 

uncertain. About the only thing that is clear is that the equity markets will always endure 

substantial volatility over time as the significant number of 10% rallies and corrections since the 

launch of The Prudent Speculator 46 years ago will attest. 



Ups and downs are not unusual for equities, as there have been 38 advances and 37 declines of 10% or 

greater since the launch of The Prudent Speculator 46 years ago.  

Happily, the magnitude of the gains during the times in the green have dwarfed that of the losing 

periods, so much so that those who stick with stocks through thick and thin have been 

handsomely rewarded in the fullness of time with annualized returns ranging from 8.8% to 

13.2%. 



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.  

Easier said than done, we know, as far too many folks end up zigging when they should have 

zagged, which is why sentiment gauges like the one compiled each week since 1987 from the 

American Association of Individual Investors (AAII) have proven to be contra-indicators. 

Indeed, the admonition to be greedy when others are fearful is based on sound empirical 

evidence and today we continue to see less optimism and more pessimism than usual from the 

folks on Main Street. 



The good folks in the AAII Sentiment Survey became a little more pessimistic last week, which is a good 

thing for potential near-term equity market gains.  

***** 

To be fair to our friends at the Times, the economic outlook is especially confounding these days 

as economists suggest the odds of recession are very high,… 



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.  

…while the latest Leading Economic Index fell by 0.3% in January. The keeper of that gauge, 

the Conference Board, explained: 

The U.S. LEI remained on a downward trajectory, but its rate of decline moderated slightly in 

January. Among the leading indicators, deteriorating manufacturing new orders, consumers’ 

expectations of business conditions, and credit conditions more than offset strengths in labor 

markets and stock prices to drive the index lower in the month. The contribution of the yield 

spread component of the LEI also turned negative in the last two months, which is often a signal 

of recession to come. While the LEI continues to signal recession in the near term, indicators 

related to the labor market—including employment and personal income—remain robust so far. 

Nonetheless, The Conference Board still expects high inflation, rising interest rates, and 

contracting consumer spending to tip the US economy into recession in 2023. 



The Conference Board’s Leading Economic Index dropped “only” 0.3% in January, an improvement from 

December’s 0.8% decline.  

That outlook sounds ominous, especially as the manufacturing sector is arguably already in 

contraction, given the latest negative readings on East Coast factory activity,… 



Two key manufacturing gauges are in contraction, though the Empire Fed factory index improved 

markedly this month.  

…but the labor picture remains incredibly strong, with weekly initial filings for jobless claims 

still below 200,000, a level not seen since the 1960s when the workforce was much smaller,… 



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

…and consumer spending has held up remarkably well as evidenced by a much-better-than-

expected retail sales tally in January. 



Retail sales started the year strong, with the 3% jump in January the best monthly gain in nearly two 

years.  

Though they are still at very depressed levels, even the latest sentiment gauges for small business 

and homebuilders ticked higher,… 



The measures are still well below average, but the latest readings for small business and homebuilder 

optimism came in better than expected and rose from the prior month.  

…with the net result of the latest economic numbers leading to an increase in the outlook for Q1 

U.S. GDP growth from the Atlanta Fed last week. 



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.  

***** 

These days, healthy economic data seems to be more of a negative than a positive for stocks, as 

all eyes are on the Federal Reserve and its battle to keep inflation in check. Said fight is not 

going as well as some would like, given that the cost of living rose 0.5% in January, the largest 

hike in three months, with the year-over-year increase coming in at 6.4%, well above the long-

term target for Jerome H. Powell & Co. of 2.0%. 



Inflation at the consumer level pulled back a tad to 6.4% in January, while the core rate inched down to 

5.6%.  

With prices at the wholesale level also remaining stubbornly high as the year-over-year increase 

in the Producer Price Index (PPI) came in at 6.0% last month,… 



Though the January tally increased by 0.7% from December, the year-over-year rise in inflation at the 

wholesale level continued to fall.  

…expectations that the Fed will remain tighter for longer increased last week, with the year-end 

2023 market projection for the Fed Funds rate of 5.07% now in line with the FOMC’s most 

recent median forecast of 5.1% offered in December. 



The Fed Fund futures became more hawkish last week, projecting a peak in the rate at more than 5.25% 

this summer.  

No doubt, there is plenty of hand wringing about the inflation level, even as equities since 1927 

and since 1957 have proved to be a terrific hedge, on average, with Value stocks enjoying 

sensational ensuing returns when the Consumer Price Index (CPI) has been at 6.4% or higher. 



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

especially Value stocks, have performed better when inflation is 6.4% or higher than when it is lower 

than that mark.  

We also can’t forget that the last time the Federal Reserve had to confront sky-high inflation 

levels at the end of the 1970s, Fed Chair Paul Volcker ended up pushing the economy into 

recession on two occasions in 1980 and 1981. Interestingly, equity returns during his tenure from 

1979 through 1986 were off the charts in a good way, with Value stocks gaining 24.7% PER 

ANNUM! 



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.  

The Volcker years were different, of course, but we also point out that even if we knew that a 

recession was about to begin, the subsequent return numbers argue for staying the course with 

equities, on average, even for those with shorter-term time horizons. 



There is much hand-wringing over a “hard” or “soft” landing, but the historical evidence shows that 

even if the U.S. economy officially enters a recession, long-term-oriented investors should stick with 

stocks.  

***** 

We continue to see no reason to alter our long-term enthusiasm 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.  

…as we believe corporate profits will remain healthy with sizable EPS growth expected in 2023 

over 2022. 



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.  

And it isn’t like we have much to complain about with stock returns so far in 2023,… 



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 Super Bowl Indicator argues that the wrong team won the big game! 



The Chiefs victory in a thrilling Super Bow LVII was not what the Bulls might have liked, given that Kansas 

City is an AFC/AFL/Non-Original Team.  

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. 

Shares of Norfolk Southern (NSC – $228.15) have skidded more than 10% since the widely 

publicized derailment of 50 train cars in East Palestine, Ohio on February 3. While the event 

isn’t a first for rail service providers and won’t be the last, we are certainly empathetic for the 

residents of East Palestine, as NSC management in cooperation with local officials elected to 

pursue a controlled burn of chemical carloads to avoid a potential explosion. 

https://theprudentspeculator.com/dashboard/


Any potential hazardous impacts from the event are likely to be long-term in nature, so it’s 

possible the public won’t know about them for some time, even as government agencies 

investigate the matter. The evacuation order that had been in place has been rescinded while EPA 

Administrator Michael Regan has continued to say that East Palestine air and water is safe, but 

the issue has become a hot political item. Elected officials have pledged to hold NSC 

accountable, with Senate Transportation Committee Chair Maria Cantwell one politician 

requesting information from CEOs of Norfolk, Burlington Northern Santa Fe, Canadian 

National, Canadian Pacific, CSX, Kansas City Southern and Union Pacific on safety practices. 

Not surprisingly, the Senator is reportedly considering new safety measures. 

Obviously, the event is not great for any party (citizens, the company or shareholders) and we 

expect management to take a sizable charge against financial results in Q1. This is the case even 

as Norfolk maintains insurance coverage for third-party liability and first-party property damage, 

which provides coverage above $75 million and below $800 million per occurrence and/or 

policy year. There are likely to be a litany of proposals for additional rail safety measures floated 

in the coming weeks and months ahead, while the lawsuits have already started to fly. 

We will continue to monitor the situation as it unfolds, but history shows that a company of 

Norfolk’s stature and resources will persevere through this sort of hardship. We do not mean to 

sound cavalier, but we expect rail to retain its advantage in hauling certain freight over other 

methods of transport that are inherently dangerous in their own ways. Still, we have cut our 

Target Price for NSC to $305. 

Shares of Regency Centers (REG – $64.33) dipped 2% last week as interest rates climbed, 

offsetting a move higher the week prior on solid Q4 financial results. The shopping-center REIT 

said it had funds from operations (FFO) of $1.05 per share, compared with the consensus analyst 

estimate of $0.98, and revenue of $314.5 million, versus the $306.3 million consensus. Regency 

increased its same property net operating income year-over-year, excluding lease termination 

fees and the collection of 2020 and 2021 receivables reserved, by 5.8% in the fourth quarter. 

REG introduced 2023 per share FFO guidance of $4.03 to $4.11, with the midpoint coming in 

slightly above the consensus forecast of $4.05. Management included 100 basis points of credit 

loss impact into its net operating income guidance to account for potential above-average 

uncollectible lease income, tenant bankruptcies and flat-to-lower occupancy, with plenty of folks 

concerned about the chances of a U.S. recession in 2023. 

Despite the macroeconomic headwinds, Regency reported strong tenant demand and rent growth. 

Management said the company and its tenants are not immune to higher inflation and rising 

interest rates, but it believes its balance sheet and established history of resiliency suggest that 

any challenges on the horizon can be overcome. 

CEO Lisa Palmer commented, “We are incredibly proud of our strong performance in 2022, a 

testament to the quality of our shopping centers, the health and resiliency of our tenants, and the 

hard work of our team. Our leasing and value creation pipelines are supported by continued 

robust tenant demand, providing us great momentum into 2023, while our balance sheet strength 

allows us to remain opportunistic.” 



Regency shares have a flat total return over the last year, which is solid when compared to the -

8.5% return of the S&P 500 Real Estate Index. Approximately 80% of the REIT’s properties 

have a grocery store as an anchor tenant, and they are predominately located in and around major 

metropolitan areas. Of course, higher interest rates and a slowing economy will likely generate 

turbulence for the entire sector, but Regency’s focus on quality should prevent cap rates for its 

properties from getting out of control. REG sports a dividend yield of 4.0% and our Target Price 

has been bumped up to $82. 

Shares of Hasbro (HAS – $59.36) rallied a bit last week after the toy and game maker released 

its final Q4 2022 results and hosted its quarterly analyst call. In late-January, the company had 

warned that it would earn between $1.29 and $1.31 per share on an adjusted basis for the quarter, 

which was well below the then consensus analyst estimate of $1.49. The final release showed 

adjusted EPS coming in at $1.31 on revenue of $1.68 billion (below the $1.9 billion forecast that 

existed before the January warning). By segment in Q4, Consumer Products declined 26% year-

over-year while Entertainment declined 12%, and Digital Gaming increased 22% due to strength 

in MAGIC: THE GATHERING (+40%). Q4 adjusted operating margin expanded 5.1% to 16% 

due to improvements in Entertainment and Digital Gaming becoming a larger portion of revenue 

which carries a higher margin profile. Management guided for EPS to be flat to up low-single 

digits in 2023 with revenues down low-single digits. 

CEO Chris Cocks stated, “As we announced previously, our fourth quarter and full-year 2022 

results came in below our expectations. Despite this, we delivered our first billion-dollar brand in 

MAGIC: THE GATHERING and another record year at Wizards of the Coast and Digital 

Gaming, we grew key investment areas including licensing and direct to consumer, and we 

improved adjusted operating profit margin. We also reduced owned and retail inventory levels 

from the third quarter peak and we are working to reduce them further this year. Only a few 

months in, we have made meaningful progress in implementing Blueprint 2.0 with a heightened 

focus on innovation, data driven investment in key brands and disciplined cost management.” 

He continued, “For 2023, we have a focused plan to grow share in our key categories and further 

improve our margins. We are capitalizing on a fantastic entertainment slate, including Dungeons 

& Dragons: Honor Among Thieves in March and exciting new product launches, while facing a 

challenging consumer discretionary environment and approximately $300 million in revenue 

headwinds from exited licenses, brands and markets as well as foreign exchange. Our strategy is 

centered on what makes our brands great – play, supported by compelling storytelling and 

disciplined brand management.” 

“We are making significant headway in the execution of Blueprint 2.0 – including investing in 

higher return brands and projects, ending low return initiatives, modernizing our organization 

and lowering our cost base,” said CFO Deborah Thomas. “We forecasted a challenging 2022, 

and that came to fruition. We also invested to grow, including the $146 million acquisition of 

D&D Beyond, which was earnings accretive in Q4, and returned $510 million to shareholders 

through dividends and share repurchase. Our current cash position adequately supports our 

business needs in the short-term, and operating cash flow is expected to nearly double in 2023.” 



Down by 37% over the past year, shares are priced well below their historical market premium, 

trading for 13 times NTM EPS estimates. The near term continues will be uncertain, with the 

range of outcomes still wide. Happily, while the company is far from being free of debt, the 

maturity structure is not burdensome as significant repayments aren’t due until 2024 and 

schedule out to 2044. For the time being, investors are being paid for their patience, given the 

4.7% dividend yield. Our Target Price for HAS now resides at $98. 

Cisco Systems (CSCO – $50.77) reported Q2 financial results last week that lifted shares, with 

the stock price rallying more than 7% on the news. The networking giant earned $0.88 per share, 

a touch above the $0.86 Street estimate and higher than the $0.84 posted a year ago. Strong 

networking segment revenue growth drove the top line nearly 7% higher year-over-year. 

Recurring revenue now represents 44% of total revenue. 

CEO Chuck Robbins said, “We have built up nearly $32 billion in remaining performance 

obligations and our backlog remains robust. Even, as we drew down backlog by 6% sequentially, 

our total backlog still grew year-over-year. These metrics along with our increasing visibility led 

us to raise our full year outlook which Scott will address in a moment. This quarter, we also 

achieved record operating cash flow, enabling today’s dividend increase and the buyback of over 

$1 billion. We continue to deliver on our commitment to drive returns to our shareholders.” 

On supply constraints, he added, “While components for a few product areas remain highly 

constrained, we did see an overall improvement. Combined with the aggressive actions our 

supply chain and engineering teams took to redesign hundreds of our products, we increased 

product deliveries and saw significant reductions in customer lead times. As our product 

deliveries increased, channel inventories also declined as our partners were able to complete 

customer projects. Like I shared last quarter, as supply constraints ease and lead times shorten, 

we expect orders would normalize from previously elevated levels as customers return to more 

typical buying patterns. As a result, sequential quarterly order growth is a better indicator than 

year-over-year growth. And in Q2, despite improving lead times, our quarter-over-quarter order 

growth was again in line with our historical ranges across most of our geographies and customer 

markets.” 

Management raised its full year outlook citing a “growing recurring revenue base and RPO, 

along with our healthy backlog and the steps we have taken to improve supply.” Revenue is 

expected to rise between 9.0% and 10.5%, with adjusted EPS in the range of $3.73 to $3.78, up 

from the previous guidance of $3.51 to $3.58 (vs. $3.55 est.). For Q3, adjusted EPS is now 

projected to come in between $0.96 and $0.98 per share (vs. $0.89 est.) on 11% to 13% revenue 

growth. 

CSCO has exceeded analyst EPS projections for 11 straight quarters, and we remain enthusiastic 

about its competitive position in the commodity switching space along with the progress being 

made in converting more revenue toward a recurring model. Shares trade for a very reasonable 

13 times NTM EPS and yield 3.1% after management just bumped up the quarterly payout to 

$0.39 per share from $0.38. Our Target Price has been lifted to $74. 



Shares of Albemarle (ALB – $258.01) were all over the place last week, ending the five days on 

a very sour note, even as the North Carolina-based lithium producer reported fantastic Q4 

financial results and offered terrific guidance for full-year 2023 numbers. The company said 

adjusted EPS for Q4 came in at $8.62 (vs. $8.19 est.) on revenue of $2.62 billion (vs. $2.61 

billion est.). 

CEO Kent Masters explained, “Albemarle’s full-year 2022 net sales of over $7 billion is more 

than double our results from 2021, and the adjusted EBITDA of approximately $3.5 billion is 

nearly four times that of the prior year. Our outstanding 2022 results demonstrate our durable 

advantages, particularly in the growing lithium market, and the relentless focus of our global 

teams in supporting our customers to enable better mobility, energy, connectivity and health. Our 

growth potential extends well beyond the current EV opportunity. Even as we expand capacity to 

respond to growing demand, we are maintaining a disciplined approach to capital allocation in 

order to drive long-term value.” 

For fiscal 2023, ALB now expects revenue between $11.3 billion and $12.9 billion with adjusted 

diluted EPS between $26 and $33. Considering that the stock changes hands at less than 10 times 

the low end of the earnings estimate, while the prior consensus EPS forecast for 2023 had been 

$28.43, well below the $29.50 mid-point of the new projection, we were perplexed by the round 

of profit-taking on Friday. Of course, we respect that lithium is a commodity and strong growth 

in China is a big part of the 2023 demand equation, but given the rush around the globe to 

transition to electric vehicles, we think demand growth is only constrained by adequate supplies 

of the metal. And buy-in for EVs is starting to come from all levels, even if it driven in part by 

government mandates and subsidies around the world. 

ALB looks to be less expensive today than it was when we made our initial recommendation four 

years ago at $81.98 as EPS growth has accelerated rapidly. Incredibly, the company’s 2020 

earnings were a modest $4.12 per share, a far cry from 2022’s $21.96 and the 2023 projection. 

ALB trades for less than 9 times NTM earnings so we maintain great comfort in our current 

position. True, we realize that commodity prices go through booms and busts, which is why we 

have previously taken money off the table on our position. However, for those looking for EV 

exposure, we think ALB is a very attractive name, especially as we have seen interest from the 

major auto makers in entering into longer-term supply contracts and even talking ownership 

stakes in lithium producers. We don’t see how last week’s news was anything but positive and 

our Target Price for ALB has powered ahead to $409. 

Crop nutrient provider Nutrien (NTR – $74.71) posted adjusted EPS of $2.02 (vs. estimate 

$2.58) on $7.53 billion of sales ($7.64 billion est.) in Q4. Revenue rose 6.6% versus the prior 

year even as volumes declined. Management forecasts adjusted EPS from $8.45 to $10.65 in 

2023 with the ability to ramp phosphate production if demand strengthens during the year. 

CEO Ken Seitz commented, “2022 was an unprecedented year on many fronts. Political events 

most notably the war between Russia and Ukraine contributed to significant supply disruptions, 

across agriculture, energy and fertilizer markets. The supply shocks were most pronounced for 

global fertilizer markets leading to higher prices, increased volatility and major shifts in buying 

patterns throughout the year. Nutrien delivered record earnings and cash flow in this 



environment, due to the advantages of our world-class production, distribution and retail 

network. We invested $2.9 billion to sustain our assets and grow our business, while returning 

$5.6 billion in capital to our shareholders through share repurchases and dividends. We 

progressed our sustainability priorities and most importantly continued to achieve industry-

leading safety performance across our business.” 

Looking ahead, CFO Pedro Farah said he expects Nutrien “to deliver historically strong earnings 

across each of [the company’s] segments in 2023.” Mr. Seitz added. “The global grain stocks-to-

use ratio is at its lowest point in more than 25 years, and we expect it will take multiple cropping 

cycles to restore stocks to more adequate levels.” 

We have thought for some time that long-term trends in agriculture are favorable, irrespective of 

global conflict, and we like that Nutrien’s Board of Directions seems to agree, as they approved a 

10% increase in the quarterly dividend and authorized a new 5% share repurchase program that 

provides optionality for additional share repurchases in 2023. NTR trades for 8 times the mid-

point of management’s 2023 EPS guidance and yields 2.8%. Our Target Price is now $118. 

Semiconductor equipment maker Cohu Inc. (COHU – $35.37) earned $0.70 per share in Q4 on 

$191.1 million of revenue, the former well above the $0.59 consensus estimate and the latter a 

touch above the $188.5 million Street forecast. Gross margin expanded 470 basis points year-

over-year to a company record of 48.8%, a product of growing recurring revenue, which 

represented 45% of fourth quarter revenue. 

CEO Luis Muller said, “Q4 was an outstanding quarter in terms of financial metrics, albeit your 

typical seasonally slow revenue at year-end. Revenue of $191.1 million was about flat year-over-

year with a strong non-GAAP EPS result. More importantly, we continue to make great progress 

managing costs, growing Cohu’s recurring business in selling differentiated products. In the last 

four quarters, recurring revenue was $338 million, delivering a very profitable and resilient 

revenue stream through industry cycles. Our recurring business is primarily made up of test 

interface hardware and device application kits that are IC design-driven and benefit from the 

introduction of new semiconductor products by our customers.” 

Regarding Cohu’s semiconductor test business, Mr. Muller added, “Annual revenue was about 

flat year-over-year, but with a significant diversification out of the mobility segment that was 

particularly weak in 2022. Our analog and power management sales grew to about 32% of Semi 

Test business mostly serving automotive and industrial end markets. Display Driver grew from a 

single-digit percent of revenue in 2021 to approximately 60% of the total Semi Test revenue in 

2022. We’ve had a remarkable year in pivoting revenue to new applications and customer design 

wins that help build a more sustainable path forward predominantly with the Diamondx 

platform.” 

One might have thought that the above would have led to a big jump in the stock price, but such 

was not the case as management’s projection of sales of about $173 million to $187 million in 

Q1 was below expectations. 



COHU has steadily converted more of its business to a subscription model, but results can still 

be cyclical and lumpy. While 2023 is anticipated to be a trough year, EPS are projected to be 

nearly double the 2020 figure. We can’t help but think the long term is bright, and management 

has positioned the firm to benefit from the proliferation of chips in nearly everything with some 

280 customers in 31 countries and over 1 million part shipments per year. The dividend was 

discontinued early in the pandemic and remains suspended, but the growing cash pile adds a lot 

of financial flexibility in the current environment. Our Target Price for COHU is now $44. 

Data infrastructure REIT Digital Realty (DLR – $110.76) generated $1.65 of per share funds 

from operations (FFO) versus vs. $1.67 a year ago and the $1.67 Street target, bringing full-year 

FFO to $6.03 (down 8% year-over-year). Former CFO Andy Power transitioned into the CEO 

slot in January after taking over as company president. The move comes after former Chief Bill 

Stein was terminated by the Board last December. 

Mr. Power commented, “Importantly, pricing on new leases signed, increased yet again in the 

fourth-quarter in each of our business segments, marking the fourth consecutive quarter of price 

improvements in 2022. We also continue to add more CPI-based escalators with approximately 

25% of the newly signed leases in the quarter continuing inflation-linked increases with fixed-

rate escalators on the balance. We also saw another quarter of positive leasing spreads on 

renewals in the fourth-quarter, helping to support a positive inflection for the full-year 2022.” 

He added, “While we acknowledge that the turn was driven by the strength in the 0 to 1 

megawatt renewals, we are beyond the point of excuses and callous and prefer to highlight the 

forest rather than the trees and point to the overall inflection in-market rents and re-leasing 

spreads that took place in 2022 as a whole. We expect market conditions to remain supportive 

this year and our guidance reflects a further inflection in this positive trend.” 

Dollar strength had been a headwind given aggressive expansion abroad but was a roughly 5% 

benefit to revenue in the latest quarter. Elevated power cost stands to reduce margin in the near 

term, but we think the long-term dynamics for DLR remain positive. While we aren’t fond of the 

amount of share issuance over the past few years, we acknowledge that this often comes with the 

REIT territory, and we continue to believe DLR’s valuation is reasonable, with shares trading 

around 16 times FFO expected in 2023 and funds from operations projected to grow handsomely 

over the next three-to-five years. The dividend yield is 4.4% and our Target Price is $150. 

Multinational financial services titan Allianz SE (ALIZY – $23.23) posted $0.51 of EPS for Q4, 

ahead of the $0.47 estimate. Full-year operating profit grew 5.7% vs. 2021, above the Street 

estimate. The combined ratio in P&C insurance was 94.7 in the quarter, a touch higher vs. the 

94.0 in Q3, but Allianz doesn’t expect a significant financial hit from the Turkey earthquake. 

CEO Oliver Bate said, “We had a very strong year given the environment. And revenues and 

profit at all-time high, EUR14.2 billion, and that’s already conservative as we will discuss a little 

later. So, much more than I would have anticipated in the middle of the year, and it shows really 

the resilience of the franchise…One of the things that we’ve been talking about for a long time 

is, can we create consistent improvements across the portfolio, particularly around productivity.” 



He added, “What is very good, has been pricing power. You see that in the P&C revenues up and 

the margin up, and it keeps on being consistently tested. Sometimes when we have been raising 

prices to balance inflation, then you see lapses increasing. We haven’t really seen that, which is 

very important and testimony to the strength of the brand.” 

The past year has been one to forget for Allianz with the Alpha fund blowup and a historic 

drawdown for fixed income assets from rising rates. Still, we continue to like that management is 

working hard to improve operating ratios, minimize losses and grow the insurance business, as 

the P&C market is hardening. Shares continue to look attractive from a valuation standpoint as 

profits are expected to rebound markedly in 2023, while they boast a net dividend yield of 3.4%. 

Our Target Price for ALIZY is $28. 

Shares of Deere & Co. (DE – $433.31) plowed ahead 7.5% on Friday after the industrial 

concern reported its fiscal Q1 2023 financial results. Adjusted EPS was more than 18% above 

the consensus Street forecast ($6.55 vs. $5.53 est.) on revenue of $11.4 billion, versus the 

average estimate of $11.2 billion. Year-over-year net revenue jumped more than 33%, and 

adjusted EPS more than doubled over the same period last year. The quarter saw standout 

strength in Precision Ag on solid contributions from both price and volume. Management 

increased its full-year earnings guidance from $8 billion to $8.5 billion. 

CEO John May commented, “Deere’s first-quarter performance is a reflection of favorable 

market fundamentals and healthy demand for our equipment as well as solid execution on the 

part of our employees, dealers, and suppliers to get products to our customers. We are, at the 

same time, benefiting from an improved operating environment, which is contributing to higher 

levels of production.” 

He continued, “Deere is looking forward to another strong year on the basis of positive 

fundamentals, low machine inventories, and a continuation of solid execution. We are proud of 

our recent performance and remain fully committed to helping our customers do their jobs in a 

more profitable, productive, and sustainable way. We have confidence in our ability to execute 

on our leap ambitions and run our businesses with real purpose, real technology, and real 

impact.” 

With its leading brand, we think Deere is the key enabler of low-cost agriculture, particular in the 

U.S. and Canada, which account for over half of the company’s revenues. Deere’s substantial 

dealer network places customer service closer to farms than competitors. And a massive installed 

base of machines offers a continual source of data with which to improve its products as farming 

becomes increasingly automated. Although the landscape could shift, favorable pricing for 

agricultural markets is primed to support a strong 2023, and we appreciate the diversification 

afforded by the company’s construction products. Even as shares have performed solidly over 

the last year, the forward earnings multiple is now less than 15 times projected EPS for 2023 and 

is still quite reasonable versus the last 5-year average P/E of 17.8. Our Target Price has been 

hiked to $545. 

Kovitz Investment Group Partners, LLC (“Kovitz”) is an investment adviser registered with the Securities and Exchange 

Commission. This report should only be considered as a tool in any investment decision matrix and should not be used by itself to 

make investment decisions. Opinions expressed are only our current opinions or our opinions on the posting date. Any graphs, 



data, or information in this publication are considered reliably sourced, but no representation is made that it is accurate or 

complete and should not be relied upon as such. This information is subject to change without notice at any time, based on 

market and other conditions. Past performance is not indicative of future results, which may vary. 

 


