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Market Review 

As discussed in last week’s Market Commentary, we sold 223 Bank of New York Mellon (BK 

– $46.36) at $45.04 and we bought 358 Bank of America (BAC – $29.52) at $27.9042 for TPS 

Portfolio on Monday, April 10. 

***** 

If we were going to blame the pullback during the first week of April on the good folks at the 

American Association of Individual Investors (AAII) becoming much more optimistic about the 

prospects for stocks over the ensuing six months, we suppose we should credit last week’s 

rebound to a renewed sense of pessimism on the contrarian AAII Sentiment gauge. Interestingly, 

while the AAII tally of Bears edged down 0.5 percentage points to 34.5%, the count of Bulls fell 

by 7.2 percentage points to 26.1%, with the Bull-Bear spread sinking to -8.4% from -1.7% the 

week prior. 



 

The number of Bulls is now well below the 37.5% average and the Bears are above the 31.0% 

average, with forward returns historically better when the AAII Bull-Bear Spread is tilted heavily 

toward negativity. Certainly, no metric is infallible, but it is fascinating to see 36 years of 

historical evidence in the chart above confirming that, on average, it often pays to be greedy 

when others are fearful. 

Of course, there usually is something for investors to be concerned about, as evidenced by all the 

disconcerting events that have occurred just since the end of the Great Financial Crisis in March 

2009, yet stocks, in the fullness of time, always seem to manage to climb a wall of worry. 



 

Speaking of worry, last week’s rebound was interrupted on Wednesday when the Minutes of the 

FOMC’s March meeting were released. The trouble seemed to be that the Fed staff forecast 

presented at the meeting anticipated a recession would start later this year due to banking-sector 

turmoil. However, Jerome H. Powell in his post-meeting Press Conference last month did not 

state that an economic contraction was his projection. 

To be fair, he didn’t say that a recession would not occur, but when asked, “Do you still see a 

possibility of a soft landing for the U.S. economy,” the Fed Chair responded: 

You know it’s, it’s too early to say, really, whether these events have had much of an effect. It’s 

hard for me to see how they would have helped the possibility—but I guess I would just say, it’s 

too early to say whether there really have been changes in that. You know, the question will be 

how long this period is sustained. The longer it’s sustained, then the greater will be the likely 

declines in—or tightening in credit standards, credit availability, so we’ll just have to see. I do 

still think, though, that there’s a—there’s a pathway to that. I think that pathway still exists and, 

you know, we’re certainly trying to find it. 

In addition, the economic projections from Federal Reserve Board Members and Federal Reserve 

Bank Presidents prepared for that Fed Meeting still called for modest real (inflation-adjusted) 



GDP growth of 0.4% this year and 1.2% in 2024. Yes, those were downgrades to the outlook, but 

they did not predict a contraction on a year-over-year basis. 

 

True, Bloomberg calculates that the chance of recession in the next 12 months stands at 65% 

today,… 



 

…with the latest read on retail sales for March coming in below expectations with a 1.0% 

decline,… 



 

…and the number of first time filings for jobless benefits and continuing jobless claims now 

residing at higher levels than seen in recent months. 



 

On the other hand, the latest projection from the Atlanta Fed for Q1 U.S. GDP growth rose to 

2.5% last week, up from 1.5% a week ago… 



 

…as the mood of small business owners and folks on Main Street both came in better than 

expected, even as the respective figures were hardly anything to write home about,… 



 

….and tallies for industrial production and capacity utilization topped estimates,… 



 

…suggesting to us that the economy is likely to hold up reasonably well, especially on a nominal 

basis,… 



 

…which should provide support for corporate profits, even if current analyst estimates likely are 

a bit too rosy. 



 

***** 

The most important of the economic numbers out last week were those related to inflation. 

Happily, both the consumer price index, which rose “only” 5.0% on a year-over-year basis in 

March, down from a 6.0% jump the month prior,… 



 

…and the producer price index, which increased 2.7% in March, versus a 4.9% rise in 

February,… 



 

…suggest that the Fed is making some progress on the inflation front, even as San Francisco Fed 

President Mary Daly said on Wednesday, “While the full impact of this policy tightening is still 

making its way through the system, the strength of the economy and the elevated readings on 

inflation suggest that there is more work to do.” 

Market expectations for additional Federal Reserve rate hikes ticked higher last week, with the 

futures now pricing in a 5.08% peak in the Fed Funds rate this year and a year-end level of 

4.48%. Those numbers compare to a 5.00% high and a 4.26% end-of-year figure indicated by the 

futures the week prior,… 



 

…with the higher-for-longer shift in interest-rate sentiment contributing to a bump up in the 

yield last week on the benchmark 10-Year U.S. Treasury,… 



 

…even as longer-term inflation expectations remain fairly contained. 



 

***** 

Obviously, the health of the economy remains a big question mark, but we continue to like the 

long-term prospects of our broadly diversified portfolios of what we believe to be undervalued 

stocks,… 



 

…and we take comfort in what market history has to say about recessions and the performance 

of Value Stocks and Dividend Payers, like those that we have long championed. 



 

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 a several of our recommendations. 

After the close of trading on Friday April 7, Samsung Electronics said it would make a 

“meaningful” cut to chip production, following the lead of smaller rivals, as it grapples with a 

downturn in semiconductor demand that has sent prices falling. 

This output cut by the world’s biggest memory chipmaker (accounting for half of the global 

DRAM market), was somewhat unusual and came on the heels of a worse-than-expected plunge 

in its first-quarter profit. 

https://theprudentspeculator.com/dashboard/


Smartphone and personal computer makers had stocked up on chips during the pandemic when 

demand for consumer devices skyrocketed, but manufacturers have been running down 

inventories as they try to better balance supply and demand. 

Samsung did not disclose the size of the planned production reduction, but it sent a strong signal 

for a company that had previously said it would make small adjustments like pauses for 

refurbishing production lines but not a full-blown cut. 

The fact that the number one market share firm is joining production cuts along with SK Hynix 

and Micron (MU – $62.63), has seemingly shifted the mindset of analysts and investors who are 

now looking for a memory chip rebound in the second half of the year. Shares of Micron have 

rallied almost 10% since the Samsung announcement, and are now up more than 25% in 2023. 

Micron specializes in DRAM, the type of memory commonly used in PCs and data centers, and 

in NAND chips, which are the flash memory chips used in smaller devices like smartphones and 

USB drives. 

Reports out this past week said memory chip prices staged a rebound for the first time in more 

than a year following the Samsung news, boosting hopes for a sooner-than-expected market 

recovery. 

Like others, we believe the cuts to both capex and production by the three DRAM providers 

could speed up the timeframe of a DRAM recovery, especially considering PC demand (roughly 

10% of DRAM) appears to have begun to stabilize and it is widely expected that both data center 

demand (roughly 40% of DRAM) and handset demand (roughly 30% of DRAM) will stabilize in 

the second half of the year. With the new information at hand, we have bumped up our Target 

Price for MU to $80. 

Despite trading as high as $34 early in the week, shares of Greenbrier Cos. (GBX – $29.40) 

gave back some of their recent gain last week, falling over 2.5% over the five trading days. The 

retreat came even as the railcar maker reported Q2 financial results in line with what it released 

preliminarily at the end of March. The $0.99 per share earned in the quarter is more than double 

the figure a year ago as higher manufacturing volumes from record deliveries (7,600 units) lifted 

margins. 

Greenbrier also held its Investor Day last Wednesday where it discussed its latest strategic plan. 

Management expressed that growing the leasing business was a priority as it endeavors to more 

than double recurring revenue in the next five years. 

CEO Lorie Tekorius said, “Growing our fleet will accomplish several important strategic goals 

for Greenbrier. First, it’s going to drive volume to each of our business units: manufacturing, 

leasing and services and our maintenance services business. Second, it’s going to increase the 

stability of our earnings. Third, it’s going to allow us to enjoy significant tax benefits, which will 

reduce cash taxes and improve liquidity. And finally, it provides us an ownership and long-lived 

assets that we can remarket to new lessees or sell to other asset owners. And this generates 



additional revenue as we participate in the full cycle benefits that emerged from freight railcar 

economics.” 

The proof will be in the pudding, but we find the stock attractively priced at just 12 times NTM 

EPS estimates. Following a challenging prior year for those with a heavy manufacturing 

footprint, Greenbrier is positioned well to potentially benefit from an elevated focus on rail 

safety. We also like the 3.7% dividend yield. Our Target Price for GBX has been bumped up to 

$52. 

Shares of BlackRock (BLK – $691.33) rallied more than 5% last week, with the lion’s share of 

the advance coming on Friday after the investment management firm reported Q1 bottom-line 

results that were better than the consensus analyst estimates. BLK posted revenue of $4.24 

billion, in line with the average forecast, while adjusted EPS came in at $7.93, versus the $7.67 

projection. The quarter included $103 billion of long-term net inflows, driven by continued 

momentum in bond ETFs and significant client outsourcing mandates. 

CEO Laurence D. Fink shared thoughts on the quarter: 

BlackRock is helping clients execute on opportunities arising during this period of transition, 

driving $110 billion of total net inflows and positive annualized organic base fee growth in the 

first quarter. BlackRock is a source of both stability and optimism for clients. We are helping 

clients navigate volatility and embed resiliency in their portfolios, while also providing insights 

on the long-term opportunities to be had in today’s markets.” 

BlackRock led the industry with $34 billion of bond ETF net inflows and accounted for over 60% 

of total fixed income ETF trading volume during the quarter. BlackRock ETFs once again 

proved their value as critically important tools for active management and in providing liquidity 

and transparency to clients. Aladdin continued to provide best-in-class portfolio and risk 

analytics, enabling clients to act quickly and with clarity and confidence. And clients turned to 

our $683 billion cash management platform to manage risk, diversify, and enhance yields. 

BlackRock was founded on the belief that the capital markets would steadily grow as people, 

companies and countries turn to them to fund their retirements, businesses, and economies. I 

believe today’s crisis of confidence in the regional banking sector will further accelerate capital 

markets growth, and BlackRock will be a central player. Increased financing through the capital 

markets will require the scale, multi-asset capabilities and excellence in portfolio construction 

that BlackRock consistently delivers across market cycles. 

Throughout our history, moments of market dislocation and disruption have served as inflection 

points for BlackRock. We’ve always emerged stronger, more differentiated and more deeply 

connected with clients. We will continue to stay in front of client needs and execute on 

opportunities to deliver long-term growth for our clients, shareholders and employees. 

Also of interest, in an on-set interview on CNBC Friday, Mr. Fink said he still thinks its quite 

plausible that the U.S. economy will avoid a recession all together, or it will be a shallow one. 

Why? “We have three giant fiscal stimuluses that were created in the last two years that are 



starting to enter our economy and that’s the infrastructure bill, that’s the chips act and the IRA, 

the cumulative impact of those three bills is a trillion dollars of stimulus over the next few years. 

Think about how many jobs infrastructure creates, think about the demand for commodities as 

we build infrastructure. So yes we have some sectors of the economy are starting to weaken, but 

we are going to have other segments of the economy, because of these tremendous fiscal 

stimuluses are going to offset some of that…and that’s just beginning.” 

We continue to 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. BLK carries a current dividend yield of 2.9% and the company 

continues to buy back shares. Our Target Price has been boosted to $880. 

Fears of tightening credit seemingly kept a lid on bank stocks on Friday as the KBW Banking 

index gained just 1.1%, carried by a 7.6% jump for shares of JPMorgan Chase (JPM – 

$138.73). This is despite earnings releases that morning from some of America’s largest banks 

that beat their respective consensus estimates. 

PNC Financial (PNC – $121.85) eked out a slight gain after spending much of the day in the 

red. Of course, shares of the regional bank remain 30% lower over the past year. PNC earned 

$3.98 per share in the latest quarter, a gain both year over year and quarter over quarter. Loans 

and deposits both grew modestly versus the prior quarter, efficiency and operating leverage 

improved, and charge-offs declined. 

PNC’s CFO Robert Reilly took care to provide detail related to several issues affecting regional 

banks today like their deposit base and the impact of security valuations on balance sheet equity. 

He also addressed commercial credit quality (office lending in particular), a segment for which 

credit has noticeably tightened this year. 

At the end of the first quarter our deposits were 53% consumer and 47% commercial. Inside of 

our $230 billion of consumer deposits, approximately 90% are FDIC insured. The portfolio is 

very granular with an average account balance of approximately $11,500 across nearly 20 

million accounts throughout our Coast-to-Coast franchise. Our $207 billion of commercial 

deposits are 20% insured, but importantly, approximately 95% of the total balance are held in 

operating and relationship accounts. 

In light of the current environment, we anticipate that we will be subject to a total loss absorbing 

capacity requirement in some form and at some point, with a reasonable phase-in period. 

Importantly, as our borrowed funds continue to return to a more normalized level, we would 

expect to be compliant through our current issuance plans under existing TLAC 

requirements…As a Category III institution, we don’t include AOCI in our CET1 ratio [9.2% at 

quarter end], but understand why there is focus on this ratio with the inclusion of AOCI. As of 

March 31, 2023, our CET1 ratio including AOCI was estimated to be 7.5%, which remains 

above our 7.4% required level, taking into account our current stress capital buffer…While 

AOCI takes into account the current valuation of the securities and certain portions of our swap 



portfolios, it does not account for the valuation of the deposit book, which can be a meaningful 

offset in a rising interest rate environment. In fact, looking at PNC’s change in market value of 

equity over the past year, the increase in the market value of our deposits in the rapidly rising 

interest rate environment has significantly outpaced all unrealized losses on the asset side of the 

balance sheet, including securities and fixed rate loans. 

While credit quality is strong across the majority of our CRE book, office is a segment receiving 

a lot of attention in this environment due to the shift to remote work and higher interest 

rates…The office portfolio was originated with an approximate loan to value of 55% to 60% and 

a significant majority of those properties are defined as Class A…To appropriately sensitize our 

portfolio, we significantly discounted net operating income levels and property values across the 

entire office book…Additionally, tenant retention, build-out costs and concession levels are all 

updated to accurately reflect market conditions. Credit quality in our office portfolio remains 

strong today with only 0.2% of loans delinquent, 3.5% nonperforming and a net charge-off rate 

of 47 basis points over the last 12 months. 

PNC appears well suited to weather the latest banking predicament given shorter-duration 

instruments on the balance sheet and a relatively small unrealized loss on its held-to-maturity 

securities compared to peers. Nevertheless, shares have skidded nearly 40% since the beginning 

of 2022 even as the company further expanded its reach via the acquisition of BBVA’s U.S. 

retail operation in 2021. Shares trade for just 9 times the NTM EPS estimate and yield a 

whopping 4.9%, with a dividend coverage of more than 2X. Our Target Price for PNC is now 

$214. 

International money-center investment bank Citigroup (C – $49.56) earned $1.86 per share (vs. 

$1.65 est.) on strong fixed income, currency & commodity trading. Revenue increased 12% 

year-over-year to $21.5 billion (6% excluding divestiture-related impacts) as growth in net-

interest income from higher interest rates was partially offset by lower non-interest revenues. 

CEO Jane Fraser said, “Citi delivered strong operating performance, showing good revenue 

growth and expense discipline despite the tumultuous environment for banks. Our robust and 

well-managed balance sheet was a source of strength for our clients, and we continue making 

progress in executing our strategy focused on our five core interconnected businesses while 

simplifying and transforming the firm. [Treasury and Trading Solutions] continued to perform 

extremely well, growing non-interest revenue on new mandates and strong cross-border activity. 

Markets saw the third best quarter in the last decade in Fixed Income. Banking activity picked up 

from the end of 2022. Our two cards businesses are showing momentum. While it is not an ideal 

environment for wealth management, the drivers of this business continue to be very positive, 

and we announced that Andy Sieg will be joining us as its CEO later this year.” 

She concluded, “We closed the sale of two consumer franchises, which contributed to our 

healthy pace of capital generation. We ended the quarter with a CET1 ratio of 13.4%. We are 

committed to increasing the amount of excess capital we return over time as well as delivering 

with excellence for our clients and shareholders.” 



Our patience is not infinite, but we continue to believe in the turnaround effort at Citi under Ms. 

Fraser. We appreciate Citi’s leverage to the U.S. economy along with its potential to show 

outsized benefits from its businesses abroad, thanks to its unique exposure to worldwide card 

loan growth, global transactions and trade volumes. C shares, which are priced at half of book 

value and for around 8 times NTM EPS estimates, yield 4.1%. Our Target Price for C has been 

raised to $79. 

Jamie Dimon & Company produced another solid Q1, beating the Street’s consensus estimates 

on most counts, including both fee and net interest income (margin), efficiency and credit quality 

($1.1 billion of net charge-offs vs. $1.2 billion est.). JPM earned its highest quarterly profit in 

two years of $4.10 per share on strong net interest income and trading revenues. 

The financial titan also lifted its net interest income forecast for 2023 to approximately $81 

billion, a function of lower deposit rate-paid assumptions across both consumer and wholesale 

based on the market’s expectation of Fed cuts later in the year in tandem with slightly higher 

card revolving balances. This forecast is also at the high end of management’s average market 

cycle expectation of around $70 billion. 

We continue to appreciate the fortress balance sheet at JPMorgan as well as its ability to generate 

profits in varied environments. After the latest bump, shares still trade for about 11 times the 

lowest analyst EPS estimate for 2023 and yield 2.9%. Our Target Price for JPM has been raised 

to $183. 
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