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Market Review 

Your Editor is off to the MoneyShow Las Vegas later today to give a couple of presentations – 

The Value of Dividends and Value Investing 101a and 101b. I hope to see some of our readers at 

the show, but understanding that most won’t be able to attend, we provide a slide from the 

second talk featuring a 30-stock listing of what we believe to be undervalued stocks, all of which 

yield at least 3%. 



 

Certainly, we understand that some may not be as enthused about dividend=paying stocks in a 

higher interest rate environment, but we point out that the 3.57% current yield on the benchmark 

10-Year U.S. Treasury is still well below the 5.85% average since the launch of The Prudent 

Speculator in March 1977,… 



 

…while history shows that Payers have performed well, on average, whether interest rates are 

high or low, and they actually have done better on a go-forward basis when the Fed Funds rate is 

above the current 5.0% level. 



 

We also note, given concerns some have about equity valuations, that Value Stocks are today 

priced below their average since 1995, which is the date that numbers are available for the 

Russell 3000 Value and Growth indexes,… 



 

…while we continue to sleep well at night with the reasonable valuations on our broadly 

diversified portfolios. 



 

***** 

Equity investors have plenty about which to be concerned these days, which if we study market 

history is no different than usual, but stocks have long climbed a wall of worry. 



 

Perhaps the biggest concern at this moment is the risk of an economic contraction. Believe it or 

not, calculations from Bloomberg have shown a 50% or greater chance of recession over the 

ensuing 12 months since last August, yet real GDP growth for Q4 2022 came in at an impressive 

2.6%, the Atlanta Fed’s current estimate for Q1 2023 growth is 2.5%,… 



 

…and the latest projections from the Federal Reserve call for real (inflation-adjusted) GDP to 

grow 0.4% this year and 1.2% in 2024. 



 

To be sure, the Bloomberg recession estimate now stands at 65%,… 



 

…while the latest read on the forward-looking Leading Economic Index (LEI) fell by 1.2% in 

March. The keeper of that gauge, The Conference Board, asserted, “The U.S. LEI fell to its 

lowest level since November of 2020, consistent with worsening economic conditions ahead. 

The weaknesses among the index’s components were widespread in March and have been so 

over the past six months, which pushed the growth rate of the LEI deeper into negative territory. 

Only stock prices and manufacturers’ new orders for consumer goods and materials contributed 

positively over the last six months. The Conference Board forecasts that economic weakness will 

intensify and spread more widely throughout the US economy over the coming months, leading 

to a recession starting in mid-2023.” 



 

That sounds ominous, but we note that famed American Economist Paul Samuelson years ago 

joked, “Economists have predicted nine of the last five recessions,” and forecasting today 

remains as fraught with peril as ever. For example, we recently heard from two executives of 

prominent American financial institutions with conflicting views. 

Bank of America (BAC – $29.87) CEO Brian Moynihan said inflation is showing signs of 

cooling, but the U.S. economy will still face a recession. Nevertheless, on BAC’s quarterly 

conference call, Mr. Moynihan hedged when he said, “Everything points to a relatively mild 

recession given the amount of stimulus that was paid to people and the money they have left 

over.” 

On the other hand, BlackRock (BLK – $680.94) CEO Larry Fink cited stimulus from the 

Infrastructure Bill, the Chips and Science Act, and the Inflation Reduction Act as reason to think 

a U.S. recession won’t occur. In a television interview, Mr. Fink elaborated, “Those three bills 

are 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.” 



Needless to say, the economic crystal ball is cloudy, with many investors likely sitting on the 

sidelines, even as crunching nearly a century of data on recessions and stock returns supports the 

view that the time in the market trumps market timing. 

 

We might also point out that the first economic numbers for April from S&P Global showed 

stronger figures than expected on the outlook for the factory and services sectors, with both 

gauges hitting their highest levels in nearly a year,… 



 

…and the labor picture remains remarkably robust, even as weekly initial filings for jobless 

benefits have ticked up from half-century lows. 



 

Other economic data points out last week were mixed. On the positive side, the Empire State 

manufacturing index for April rocketed up more than 35 points to a much-stronger-than-expected 

of 10.8, a tally better than the average over the past two decades. Countering that bit of good 

news, the more-important Philadelphia Fed factory survey dropped 8 points to a worse-than-

expected minus 31.3. Of course, the last two times that Philly Fed figure was lower was April 

2020 and February 2009, both fantastic times for investors to be buying stocks. 



 

In addition, Q1 report cards from Corporate America generally have come in better-than-

pessimistic forecasts thus far, with a greater-than-usual 75.9% of companies beating estimates on 

the bottom line. True, forward guidance has been guarded, as has been the case for quite some 

time, and analysts are often overly optimistic in their outlooks, but earnings are still expected to 

show solid growth this year and next. 



 

We might argue that this is due to the fact that while many are fixated on real (inflation-adjusted) 

GDP numbers, sales and profits, as well as stock prices, are measured in nominal (actual) dollars. 

As the chart below illustrates, the long-term and near-term trends in nominal GDP growth have 

been higher. 



 

***** 

We continue to be braced for downside volatility (the equity futures are pointing to a poor start 

to the week) as it is a the price that investors must pay to achieve handsome long-term gains,… 



 

…while the weight of the historical evidence shows that those who attempt to sidestep the trips 

south usually end up with lousy returns in the process. 



 

With the latest measure of Main Street investor sentiment (the contrarian AAII Bull-Bear Survey 

showing 27.2% Bulls and 35.1% Bears) continuing to be skewed in favor of the pessimists,… 



 

…and stocks in general remaining attractively valued,… 



 

…we see no reason to alter our enthusiasm for the long-term prospects for equities. 

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. 

Regional bank KeyCorp (KEY – $11.59) earned $0.30 per share in Q1, down from $0.45 in 

2022 and $0.38 in Q4, as higher deposit costs cut into net interest margin. Deposits grew, 

however, as did earning assets, keeping the loan-to-deposit ratio stable since the end of Q4. 

Noninterest income sources also remained under pressure with most categories like trust & 

investment income, investment banking and corporate services down versus both last quarter and 

the prior year. Concurrently, higher personnel and other costs drove noninterest expenses 10% 

higher year-over-year and worsened the efficiency ratio by 8% from Q4 to 68%. 

https://theprudentspeculator.com/dashboard/


Nonetheless, CEO Chris Gorman stated, “Key’s durable business model continues to provide 

stability while driving sound, profitable growth through all market conditions. Our strong 

balance sheet and our focus on relationship banking yields a diverse, stable deposit base and 

high-quality lending opportunities. Importantly, our long-standing commitment to primacy 

continues to serve us well, resulting in an increase in period-end deposits on a linked quarter 

basis. As a strong, core-funded institution, we are well positioned to continue to serve and 

support our clients and prospects.” 

He added, “The successful de-risking of our loan portfolios over the last decade positions Key to 

outperform, from a credit perspective. In the first quarter, we added to our allowance for credit 

losses to reflect changes in our economic outlook, with our allowance now representing over 7 

years of annualized net charge-offs. Additionally, we delivered another quarter of strong credit 

performance, with net charge-offs of 15 basis points. I remain confident in Key and the long-

term outlook for our business. We have a relationship-based business model that will continue to 

serve our clients and our prospects and deliver value to our shareholders.” 

Operating performance in the latest quarter left a lot to be desired, but KEY’s conservative 

posture kept it out of trouble in last month’s banking crisis. We don’t know when fee generating 

segments will turn a corner to the upside, but we do appreciate KEY’s diversification across both 

core and noninterest banking, while management expects expenses to hold flat for the remainder 

of 2023. KEY’s tempered outlook for net interest income has weighed on the shares but owners 

are still rewarded with a remarkably inexpensive valuation of 7 times forward EPS estimates and 

a 7% dividend as we wait for the clouds to part. Our Target Price for KEY is now $21. 

Comerica (CMA – $43.73) turned in EPS of $2.39 in Q1 (vs. $2.29 est.). Net interest income 

fell slightly vs. Q4 from contracted margin but remains substantially higher year-over-year. 

Management said deposits had decreased by $3.7 billion since March 9 largely due to 

diversification efforts by customers with excess balances significantly above those of the average 

relationship profile; the largest declines were in Technology and Life Sciences, Corporate 

Banking and general Middle Market (California). The bank added $13.8 billion in liquidity 

during the first quarter of 2023 to provide a buffer in excess of normal operating levels, primarily 

comprised of FHLB advances. At the end of Q1, uninsured deposits as calculated per regulatory 

guidance decreased $10.5 billion to $35.0 billion, or 54% of total deposits. Excluding affiliate 

deposits, uninsured deposits totaled $30.7 billion, or 47% of total deposits. 

CEO Curt Farmer said, “Beyond our strong financial results, I am incredibly proud of 

Comerica’s successful navigation of the disruption recently experienced across the banking 

industry. Our colleagues immediately mobilized, executed on our prepared strategy, 

conservatively enhanced our liquidity position and seamlessly supported new and existing 

customers.” 

He added, “We successfully protected our core customer relationships as deposit pressure was 

largely localized to select portfolios. I feel our strong deposit franchise is now more attractive as 

we retained our favorable noninterest-bearing orientation diversified across multiple businesses 

and geographies while improving risk characteristics, thereby creating an even more consistent 

funding profile. In fact, relative to pre-pandemic, we have a higher level of deposits, a better loan 



to deposit ratio and a lower percentage of uninsured deposits. Our business model was tested, 

and we emerged in a better position for long-term success.” 

 

Whether due to a high exposure to variable-rate loans or its large percentage of uninsured 

deposits, we have long viewed Comerica as a stock with above-average risk and reward. The 

company benefitted from the rapid rise in interest rates from pandemic lows over the past year as 

evidenced by net interest income growing by 33%. But with a significant portion of deposits 

earning no interest, fears the bank could suffer from deposit flight sent the stock reeling by 40% 

in March, even as management argues that it boasts advisor-style relationships with its small and 

midsize business clients. On the plus side, “hidden” losses from held-to-maturity investments are 

not an issue as Comerica has classified all its investment securities as available-for-sale. We 

believe CMA has the capital and experience to navigate the near-term regional-bank uncertainty 

and investors will be well rewarded in the fullness of time for accepting greater risk. The 

dividend was hiked at the end of February and the yield is now 6.5%. Our Target Price is $84. 

Truist (TFC – $31.47) earned $1.05 per share in Q1, below the $1.14 expected by analysts, and 

the company trimmed its outlook for the year amid higher funding costs, which contracted net 

interest margin by 8 basis points compared to Q4. Of course, the regional bank still expects to 

grow revenue 5% to 7% this year, though this is down from prior guidance of 7% to 9% growth. 



CEO Bill Rogers said, “In a challenging and unique quarter for the banking industry, Truist 

demonstrated strength and leadership that reflects our diverse business model, granular and 

relationship-oriented deposit base, and strong capital and liquidity position. We also closed on 

the sale of a 20% minority stake in Truist Insurance Holdings in early April, which adds 

approximately 30 basis points to our risk-based capital ratios and, longer term, provides strategic 

and financial flexibility for both Truist and [Truist Insurance Holdings].” 

He added, “Truist earned $1.4 billion of net income and had an ROTCE of 24.1% in the first 

quarter. We continued to experience the benefits of our shift to operating, including improving 

organic production and integrated relationship management momentum, although these benefits 

were offset by higher-than-expected funding costs. As a result, adjusted pre-provision net 

revenue decreased 7.2% sequentially, consistent with our prior guidance. We have started the 

year with 310 basis points of positive adjusted operating leverage, although work remains. Asset 

quality metrics remain strong and we prudently increased our [Allowance for Loan and Lease 

Losses] ratio by 3 basis points to reflect increased uncertainty. Our focus on clients was 

unwavering, both during the first two months of the quarter and in March. I am proud of how our 

teammates continue to care for our clients and stakeholders and live our purpose to inspire and 

build better lives and communities. I remain highly confident in Truist’s trajectory and ability to 

be a source of strength and stability for our clients and communities.” 

We continue to find the marriage of Southeastern banking leaders BB&T and SunTrust that 

created Truist to be favorable, given the conservative lending culture and competitive brands that 

both had independently, and the potential for cost savings. We like that TFC trades at just 7 

times estimated earnings and think the company isn’t getting the credit it deserves given its size 

and geographic reach. The dividend yield is 6.6% and our Target Price now resides at $56. 

Rhode Island-based regional bank Citizens Financial (CFG – $28.80) turned in adjusted EPS of 

$1.10 (vs. $1.13 est.) in Q1. Management said that churn in the deposit market continues to 

diminish since the bank failures, with deposits stabilizing in March. 

CEO Bruce Van Saun stated, “The first quarter brought unexpected challenges in the 

environment, but we proved adaptable and resilient, successfully navigating through them and 

delivering solid financial results. Our capital, liquidity and funding position remains strong, and 

our deposits were broadly stable over the month of March. We remain focused on our deposit 

initiatives, taking care of our customers and protecting key investments while trimming expenses 

where we can. We are hopeful that market turmoil continues to subside, and we expect that we 

will be able to deliver attractive mid-teens ROTCE for the year.” 

He added, “Our outlook for 2023 still shows attractive proxy for the full year, despite the 

challenging environment. There’s still a great deal of uncertainty which makes forecasting more 

difficult, but we remain confident in the strength of our franchise and the ability to weather the 

storm. We are building a great bank and we remain excited about our future. Our capital strength 

and attractive franchise should position us to be nimble and to take advantage of opportunities as 

they arise.” 



Following the purchase of HSBC branches within its market and the acquisition of Investors 

Bancorp in 2021, Citizens has grown its deposit franchise by over 17% year-over-year. We think 

the moves complement and round out its existing territory, while adding JMP Group (securities) 

into the fold (also in 2021) brings diversification through additional fee generation. Fee 

generating activity has slowed, although not as much as for some, while a focus on maximizing 

operating leverage for an expanded operation prime the bank for higher returns in the current 

year. Shares trade for 6 times estimated earnings and now offer a 5.8% dividend yield. Our 

Target Price is $55. 

Bank OZK (OZK – $35.39) shares have fallen more than 27% since their early-February highs 

as they have been a victim of the steep selloff in U.S. regional bank shares driven by the fallout 

from the failures of Silicon Valley and Signature Bank. It is worth noting that shares have 

rebounded almost 10% off their early April lows, and we might have expected an even stronger 

gain last week (up 5%) given what appeared to be the release of solid Q1 results. 

OZK announced that Q1 net income was a record $165.9 million, a 29% increase from the 

$128.0 million for the first quarter of 2022. Diluted EPS were a record $1.41, up 38% from the 

$1.02 posted in the year-ago period. The bank’s annualized returns on average assets, average 

common stockholders’ equity and average tangible common stockholders’ equity were 2.41%, 

15.24% and 17.94%, respectively, compared to 1.97%, 11.67% and 13.73%, respectively, for Q1 

of 2022. 

Total loans were $22.06 billion at the end of Q1, a 16.5% year-over-year increase. Deposits were 

$22.28 billion, a 9.6% year-over-year increase and up 3.6% since the start of the year. 

Concerning deposits, management released the following statement, “Most of our deposits are 

generated through our network of 229 retail branches in Arkansas, Georgia, Florida, North 

Carolina, and Texas. Because of the substantial ‘retail’ nature of our deposit base, the majority of 

our deposits are insured (67% at March 31, 2023) and, in the case of public funds and certain 

other deposits, collateralized (12% at March 31, 2023). As of March 31, 2023, our average 

account balance was approximately $37,000. The diversity of our deposit base is an important 

factor in the stability of our deposits, as demonstrated in the quarter just ended.” 

The Q1 provision for credit losses was $35.8 million, compared to $4.2 million for the first 

quarter of 2022 and $32.5 million for the fourth quarter of 2022. The total allowance for credit 

losses was $393.8 million, compared to $293.5 million a year ago. The ratio of nonperforming 

non-purchased loans to total loans (excluding purchased loans) ended Q1 at 0.15%, compared to 

0.21% in the same period last year. OZK’s ratio of nonperforming assets to total assets 

(excluding purchased loans, except for their inclusion in total assets) was 0.34%, compared to 

0.16% in Q1 of 2022. The jump in nonperforming assets seemed to spook some investors as it 

was driven by a foreclosure on a land loan with a repricing at 60% loan-to-value. 

CEO George Gleason commented, “We are pleased to report our record results for the first 

quarter. These results could not be achieved without the outstanding performance of our 

teammates. Our strong capital, liquidity and profitability have us well-positioned for the future.” 



We continue to favor Bank OZK’s strategy of growth through the slow building and acquisition 

of individual branches rather than the consolidation of entire banks. Mr. Gleason has stated this 

strategy makes culture assimilation easier, likely contributing to the impressive efficiency ratio 

that OZK consistently sports. We also like the unique exposure OZK offers to commercial and 

industrial lending, a typically more volatile segment of banking, as it has been able to produce 

above average net interest margin while experiencing mild loan losses (relative to peers) 

throughout its history. With the current banking industry uncertainty, coupled with a dividend 

yield of 4%, a NTM P/E below 7 and the fact that management continues to buy back stock, our 

Target Price for OZK shares has been fine-tuned to $59. 

The release of bank earnings last week included diversified financial titan Goldman Sachs (GS 

– $341.66). Despite a solid bottom-line beat, weakness in overall revenue, continued softness in 

investment banking and additional unwinding of part of the retail consumer facing business that 

a David Solomon-led Goldman dove headfirst into for further diversification, kept the shares 

mostly in check, ending the week with a modest increase. Goldman earned an adjusted $8.79 per 

share (vs. $8.21 est.) on $12.2 billion of revenue (vs. the consensus expectation of $12.8 billion). 

During Q1, trading was a relative bright spot, down just 13% from the previous year but up 46% 

sequentially. However, revenue from trading fixed income trailed peers and expectations. Also 

during the period, GS sold a portion of its Marcus loans, booking $470 million of credit losses on 

the Marcus portfolio, and management said it is exploring the sale of its GreenSky point-of-sale 

loan platform. The company isn’t completely exiting its consumer and more-traditional banking 

business, though, as it recently launched a high-yield savings account for Apple Card holders and 

it remains committed to its transaction banking platform. Asset & Wealth Management 

generated quarterly net revenues of $3.22 billion, including record management and other fees. 

Assets under supervision increased $125 billion during the quarter to a record $2.67 trillion. 

CEO David Solomon said about the quarter, “The events of the first quarter acted as another 

real-life stress test, demonstrating the resilience of Goldman Sachs and the nation’s largest 

financial institutions. Our deeply rooted risk management culture, strong liquidity and robust 

capital position enabled us to continue to support our clients and deliver solid performance. We 

are operating from a position of strength and remain focused on executing our strategy to further 

grow our leading Global Banking & Markets and Asset & Wealth Management franchises.” 

We continue to believe that Goldman is one of the best financial franchises in the world, and 

amongst the strongest risk managers. The company remains tremendously profitable, while 

shares trade for an inexpensive 10 times NTM EPS estimates and offer a 2.9% dividend yield. 

Our Target Price for GS now stands at $418. 

Earnings for global custodian and asset servicer Bank of New York (BK – $44.05) grew 31% 

year-over-year in Q1 to $1.13 per share, but they were a touch below those of Q4 2022. 

Securities and Market & Wealth Services grew revenue by double digits, offset by lower 

Investment and Wealth Management revenue. BNY continues to benefit from higher interest 

rates as net interest margin expanded a second consecutive quarter to 1.29%, resulting in net 

interest income increasing 7% sequentially and 62% from the year-ago period. 



CEO Robin Vince commented, “BNY Mellon delivered solid results in the first quarter. Revenue 

of $4.4 billion was up 11% year-over-year, we closely managed expenses, up 3% year-over-year, 

and we generated a healthy return on tangible common equity of 20%. Our Tier 1 leverage ratio 

as well as our liquidity coverage ratio remained strong and unchanged compared to the prior 

quarter at 5.8% and 118%, respectively.” 

“The strength of BNY Mellon’s highly liquid, lower credit-risk and well-capitalized balance 

sheet in combination with the resilience of our platforms is the bedrock that supports our client 

franchise. Time and again, BNY Mellon has been a port in the storm for our clients in times of 

market turmoil, and the recent weeks have been no different as we help our clients with solutions 

to navigate this complicated backdrop,” he added. 

“While we will remain vigilant given the heightened uncertainty in the current environment, we 

are pushing forward with our strategic agenda to reinvigorate underlying growth by doing more 

for our clients across our extensive suite of products and services, while driving greater 

efficiency,” Mr. Vince concluded. 

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

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

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

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

to move into new product areas and enhance its technological offering. BK trades for 9 times 

forward EPS estimates and offers a 3.4% dividend yield. Our Target Price is now $66. 

Lam Research (LRCX – $517.19) reported fiscal Q3 2023 results that exceeded analyst 

expectations. The semiconductor capital equipment maker earned an adjusted $6.99 per share 

(vs. $6.50 est.) with revenue of $3.87 billion (vs. $3.82 billion est.). In the upcoming quarter, 

LRCX expects adjusted earnings per share between $4.25 and $5.75 (vs. $5.55 est.) with revenue 

between $2.8 billion and $3.4 billion (vs. $3.45 billion est.). Even though the Q4 estimates came 

up short of analyst projections, the report was well-received by Wall Street and shares now have 

rebounded 23% this year, coming off a 40% drop in 2022. 

Lam CEO Tim Archer said, “As our June quarter guidance indicates the near-term demand 

environment remains challenging. We expect 2023 WFE spending to be in the low-to mid $70 

billion range. With additional weakness primarily from memory customers, partially offset by 

domestic China-related demand. On the China front, we see incremental strength in mature node 

logic and memory segments. Recently, the US government notified us for the clarification to the 

rules issued last October governing exports to China. This notification, allows us to ship certain 

products that we had originally excluded from our expectations. We expect to ship these tools in 

the second-half of 2023. Overall, memory customers continue to lower fabulous sessions, slow 

technology conversions and reduced investments in capacity additions to limit bit output can 

drive inventory down to normalized levels. We expect memory spending for the year to decline 

approximately 50% from 2022, led by NAND. Memory spending in 2023 is at a historic low as a 

percentage of total WFE. We believe this level of investment is unsustainable to support long-

term growth in bit demand, especially considering the data-intensive applications such as AI are 



still in the early stages of adoption and can have approximately three times the DRAM and eight 

times the storage content of regular server.” 

Mr. Archer concluded, “We are working through a lower WFE year in 2023 by managing near-

term expenses, strengthening our operational capabilities and prioritizing R&D investments by 

the critical manufacturing inflections. Our focus remains on ensuring that when WFE growth 

resumes, the criticalities of our products to our customers, plans and the value of our installed-

base which has grown nearly 40% since the last downturn put us in a strong position 

outperform.” 

CFO Doug Bettinger added, “2023 is proving to be a challenging environment for our memory 

shipments, but I’m pleased with the progress we’re accomplishing against this challenging 

backdrop. We continue to make progress on growing our technology leadership. And focusing 

on our operational efficiencies. We will emerge from this number of led downturn is stronger. 

Better-positioned, more efficient company.” 

The Q4 estimate is not particularly good, though analysts have become less negative in their full-

year 2023 earnings per share estimates. Analysts expect fiscal 2023 EPS to come in slightly 

ahead of fiscal 2022, before encountering a $7 + drop for fiscal 2024 and a sharp recovery in 

2025. The lumpiness of the business is expected, given supply-demand mismatches, geopolitical 

tension and component challenges. We surmise the recent stabilization in inflation and demand 

dynamics may improve 2024’s figures sooner than analysts are expecting. Lam continues to have 

an active share repurchase program, through which it repurchased $483 million of shares in the 

March quarter. Management says it is “continues to track” on its goal to return 75% to 100% of 

the company’s free cash flow to shareholders. LRCX yields 1.3%, while the balance sheet 

remains healthy. Our Target Price is now $601. 

Shares of International Business Machines (IBM – $125.73) slipped last week even as the IT 

services concern turned in adjusted Q1 EPS of $1.36, ahead of the $1.25 analyst consensus 

estimate. Sales rose at a pedestrian pace year-over-year to $14.25 billion, which we consider an 

accomplishment given IBM’s history of revenue growing in reverse. IBM’s Software segment 

grew 2.6% year-over-year and accounted for just over one third of the company’s overall 

revenue. The Consulting segment grew at a similar rate, while Infrastructure was down 3.8%. 

CEO Arvind Krishna commented, “We had a good start to the year, with mid-single-digit 

revenue growth at constant currency in line with our mid-term model and growth in free cash 

flow. Performance was led by software and consulting, as clients continue to accelerate their 

digital transformations, modernize their applications, automate their workflows, and create 

flexible and secure hybrid cloud environments. More recently clients are prioritizing digital 

transformation projects that focus on cost takeout, productivity, and quick returns. While demand 

for our offerings that support these priorities remain solid, we are seeing some deceleration in 

consulting from the previous robust growth levels, especially in the United States. Globally, our 

clients continue to see technology as a fundamental source of competitive advantage. 

Technology helps them scale and enhance productivity, which is especially important in the face 

of inflation, demographic shifts, cyber security, supply chain issues, and sustainability goals.” 



CFO Jim Kavanaugh added, “On the top line, we expect constant currency revenue growth of 

3% to 5%. And we continue to expect free cash flow of about $10.5 billion, which is up over $1 

billion year-to-year. Inherent in our mid-term model is margin expansion, driven by improving 

business mix efficiency initiatives and productivity enhancements. Driving efficiency and 

productivity, has always been a part of our operating and financial models.” 

IBM expects free cash flow around $10.5 billion, which is the same as last quarter’s guidance. 

Steady IT spending and IBM’s focus have helped the company beat analyst EPS estimates in five 

of the last six quarters, which is an enormous accomplishment given the company’s challenges 

competing with other Cloud companies. After turning in a better 2022 than its peers, the 

company’s shares have slumped 11% this year. Analysts expect the company to grow its net 

income from $8.3 billion in 2022 to nearly $10 billion by 2025, which is a good indication that 

IBM’s turnaround under Mr. Krishna’s leadership is working. Certainly, there’s lots of work left 

to do in the Cloud and we are thinking IBM may make a late run to recapture some of its lost 

market share. Our Target Price for IBM, which yields 5.2%, has been edged up to $167. 

Advertising, marketing and corporate communications services firm Omnicom (OMC – $93.85) 

earned $1.10 per share in Q1 (vs. $1.38 est.) and had revenue of $3.44 billion (vs. $3.39 billion 

est.). Shares slumped on the news, but the YTD advance still exceeds 15%. Omnicom said the 

company’s growth was driven by the Advertising & Media, Precision Marketing, and Public 

Relations segments. Management says its primary uses of free cash flow in the near future are 

dividends, acquisitions and share repurchases. 

CEO John Wren commented, “We are pleased with how the year has started and remain on track 

to meet the targets we set for the year. At the same time, we remain cautious as to how inflation, 

interest rates, the war in Ukraine, increasing tensions in the Middle East and the recent banking 

and credit events in the United States could impact the economy and our operations. Many of 

these risks have been evident for quite some time and we’ve developed plans to appropriately 

respond to any potential headwinds and minimize the effect on our financial performance.” 

CFO Phil Angelastro said, “As 2023 begins, we continue to review our cost to better align with 

our estimated revenues in an uncertain economy and our decision to exit certain real estate in Q1 

is consistent with this approach. Our Q1 performance was solid and a first step toward delivering 

on our full-year guidance of an operating income margin between 15% and 15.4%, excluding the 

impact of the real estate repositioning charge. as 2023 begins, we continue to review our cost to 

better align with our estimated revenues in an uncertain economy and our decision to exit certain 

real estate in Q1 is consistent with this approach. Our Q1 performance was solid and a first step 

toward delivering on our full-year guidance of an operating income margin between 15% and 

15.4%, excluding the impact of the real estate repositioning charge.” 

Mr. Angelastro concluded, “Our approach always includes the opportunity for strategic and 

accretive acquisitions. And if those opportunities are not immediately available, we will continue 

to use our free cash flow to boost total shareholder returns through dividends and share 

repurchases.” 



We believe OMC turned in a good Q1, despite the generally cautious tone from management 

related to customer advertising spending. The organic growth target range of 3% to 5% is solid, 

in our view, given near-term headwinds and we think the company’s strong balance sheet leaves 

management with plenty of flexibility. 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. 

Analysts expect earnings per share in excess of $8.00 in 2025, compared with $6.36 in 2022, 

while they expect revenue to grow in the low-single-digit range (slightly below management 

expectations). 

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. OMC continues to 

score well against its peer group in our proprietary valuation framework. The stock sports a 3.0% 

dividend yield. Our Target Price has been fine-tuned to $110 

Shares of Seagate Technology PLC (STX – $56.42) were hammered almost 12% last week 

after the hard-disk maker reported fiscal Q3 2023 results that were weaker than expectations. 

STX said adjusted EPS for the quarter was a loss of $0.28, versus the consensus estimate of a 

positive $0.21. Revenue for the period of $1.86 billion also fell short of the average analyst 

estimate of $1.99 billion. Q3 sales dropped 34% year over year and 1% sequentially. Seagate 

said it is seeing weakness essentially everywhere as concerns over the macroeconomic 

environment weigh on spending. 

The negative STX share response probably wasn’t helped by the announcement of a new round 

of layoffs, a pause in share buybacks and a trade violations settlement that cost the company 

$300 million ($15 million per quarter over the next 5 years). However, the settlement with the 

U.S. Department of Commerce, Bureau of Industry and Security (BIS) does remove uncertainty 

regarding the ultimate amount, and management said it intends to continue to defend the 

dividend. 

CEO Dave Mosley commented “We are seeing a more elongated customer inventory correction 

that led to weaker than expected nearline demand among a few large customers late in the 

quarter. Consequently, our March quarter revenue came in at the low-end of our guidance range, 

which along with underutilization charges and other factors had a severe impact on our reported 

margins and profitability. Looking ahead, we now expect demand recovery to begin towards the 

end of the calendar year. In response to this dynamic environment, we are taking aggressive 

actions to lower our cost structure while still positioning Seagate to thrive over the long-term and 

sustain our technology leadership. To that end, we continue to execute on our product roadmap, 

including our strategically vital HAMR platform that we launched in April, as anticipated.” 

The range of earnings outcomes over the next few quarters is definitely wide, given the 

lumpiness of STX’s business and plenty of uncertainty related to Cloud spending. Analysts 

project a trough year for EPS barely positive for fiscal 2023, but the projected figure improves to 

$2.66 in fiscal 2024 and $5.77 in fiscal 2025. Of course, the strong bounce-back in earnings is 

predicated on things going in STX’s favor. While Microsoft and others have indicated there’s 

some optimization going on in the Cloud industry, we think the long-term outlook for the 



segment remains robust and the centralization of computing power is a winner in many respects. 

STX continue to maintain its $0.70 per share quarterly dividend payment, which pencils out to a 

yield around 5%, and our Target Price has been trimmed to $83. 

Shares of Abbott Labs (ABT – $111.66) jumped more than 7% last week on the heals of solid 

Q1 financial results, with the stock now back into the green for 2023. The major healthcare 

products and services provider said it had adjusted EPS of $1.03, versus the consensus analyst 

estimate of $0.98. Revenue of $9.75 billion was 1% better than the average analyst expectation. 

ABT’s base business grew 10% in Q1 (well ahead of the Street’s consensus expectation of 6.4%) 

while medical devices grew 12.4% year-over-year. Devices ex-diabetes was even better than 

expected at around 8% (vs analysts at 6%). In contrast to the past few quarters, ABT saw a better 

base and no upside from COVID which came in at $730 million vs $750 million guidance. The 

company’s glucose monitoring Libre line continues to show good worldwide and U.S. growth. 

CEO Robert Ford said, “Our first-quarter results reflect a very strong start to the year. Growth in 

our underlying base businesses accelerated, including particularly strong results in Medical 

Devices, Established Pharmaceuticals and Nutrition.” 

Management announced that projected full-year adjusted EPS from continuing operations of 

$4.30 to $4.50 remains unchanged and now reflects an increased outlook for the underlying base 

business offset by a lower predicted earnings contribution from COVID-19 testing-related sales. 

Abbott now looks for full-year 2023 organic sales growth, excluding COVID-19 testing-related 

sales, of at least high single-digits and COVID-19 testing-related sales of approximately $1.5 

billion. 

We continue to think very highly of Abbott and believe its diversified revenue stream offers 

resiliency to our portfolios. We continue to see an attractive setup for medical devices in the 

coming years, and were encouraged by Medicare approving reimbursements for the Freestyle 

Libre 3 for type 2 diabetics that use basal insulin. Remember that the Freestyle Libre line of 

continuous glucose monitoring systems was named the “Best Medical Technology” of the last 50 

years by the Galien Foundation. Additionally, we are quite constructive on ABT’s R&D pipeline 

and believe it continues to be highly productive with several recent and upcoming new product 

launches that position the company well going forward. Our Target Price has been adjusted 

upward to $138. 

Global staffing firm Manpower (MAN – $74.59) saw its shares slide more than 6% last week 

following a weaker than expected Q1 earnings release, and a Q2 forecast that came in below 

forecasts. The three-month period saw MAN deliver adjusted EPS of $1.51 on revenue of $4.75 

billion (versus the consensus analyst estimates of $1.63 and $4.81 billion, respectively). 

Q1 organic adjusted sales fell 4%, below the -2.5% guidance mid-point and a flat Q4. Customers 

became more cautious on hiring amid greater macro uncertainty. Experis sales (professional 

staffing) fell 5%, while its Manpower brand (blue collar staffing) fell just 1%. Within Experis, 

demand was especially weak from its larger clients, while mid- and small accounts were solidly 

holding up. And while higher margin permanent staffing softened in the U.S., it held up nicely 

internationally. 



CEO Jonas Prising explained, “Our first quarter results reflect a challenging operating 

environment in the U.S. and Europe. Despite a softening demand environment for our brands, 

labor markets remained strong during the first quarter. Employers are intent on holding on to the 

staff they have and are hiring new talent more selectively at a measured pace. We continue to 

adjust our cost base in the parts of our business where demand has decreased. Our steadfast 

commitment to our Diversification, Digitization and Innovation initiatives positions us for 

improved growth when economic conditions strengthen. We anticipate diluted earnings per share 

in the second quarter will be between $1.58 and $1.68, which includes an estimated unfavorable 

currency impact of 3 cents.” 

We like that MAN continues to shift toward higher-value solutions and services, such as its 

Talent Solutions and Experis brands. Additionally, we see the company maintaining its focus on 

higher-margin human resource solutions as multinationals increasingly look to outsource large-

scale recruiting activities. We think growth in these areas will provide increased profitability, 

while potentially reducing overall cyclicality. We believe the company’s services will prove 

valuable whichever course the global economy takes. A persistently tight labor market requires 

flexible staffing solutions. On the other hand, companies may also rely on MAN should they 

need to downsize or rehire. And, despite the weaker-than-expected numbers of late, the company 

remains highly profitable. 

Manpower has weathered many crises over its 70-plus-year history, while its solid financial 

footing has allowed it to continue to make acquisitions, pay dividends and buy back stock along 

the way. The stock still trades at an attractive forward P/E ratio of less than 12, with an almost 

double-digit free-cash-flow yield and a dividend yield of 3.6%. Our Target Price for MAN has 

been pared to $136. 

Shares of Snap-on Inc. (SNA – $263.01) bounded almost 10% higher last week after the tool 

maker and distributor reported Q1 results that were better than the consensus analyst estimates 

for both the top- and bottom-lines. Revenue of $1.18 billion was more than 4% above 

expectations, and represented an increase of $85.2 million, or 7.8%, from 2022 levels, reflecting 

a $109.2 million, or 10.2%, organic sales gain, partially offset by $24.0 million of unfavorable 

foreign currency translation. Adjusted EPS for the quarter of $4.60 was more than 11% greater 

than the consensus forecast of $4.14. The strong quarter was aided by organic growth in Repair 

Systems, up 14%, thanks to higher sales of undercar equipment and diagnostic products to 

independent shops, as well as increased activity with OEM dealerships. SNA’s C&I segment 

performed solidly as well, up 11% year-over-year organically as supply chain constraints 

continued to dissipate. 

CEO Nick Pinchuk commented, “We’re again encouraged by our performance, achieved against 

the general uncertainty and turbulence of these times. Our results validate the extraordinary 

resilience of our critical markets and demonstrate the ongoing and upward momentum present 

across our operations. Our experienced and capable team overcame the difficulties of the day, 

further building our strategic and tactical advantages in our product and in our brand, all while 

maintaining our established trajectory of continuing progress. We believe our quarter is clear 

testimony to the abundant opportunities along our runways for growth. Our businesses serving 

critical industries are well positioned to extend our activities outside the garage, and within 



automotive repair, we are poised to sustain our advance in that robust market, by enhancing the 

van channel and expanding with repair shop owners and managers. At the same time, we believe 

the period confirms the power of our Snap-on Value Creation Processes and our considerable 

capacity for improvement.” 

We continue to think Snap-on is positioned to benefit as in 2022 the North American vehicle 

fleet was estimated to be almost 12 years old, on average, with an ever-growing need to improve 

technician productivity given specialized labor constraints. And as the appetite for new car 

purchases finally gets met with more supply over the near and intermediate term, we expect 

service departments at dealerships across the country to increasingly rely on SNA’s specialty 

tools and sophisticated diagnostic solutions. Snap-on is fairly conservatively financed with little 

debt on the balance sheet and the franchise remains competitively positioned within its market. 

The stock offers a solid dividend yield of 2.5% and even after the run up, shares trade at less than 

15 times NTM projected adjusted EPS. We will continue to evaluate the go-forward risk/reward 

profile of SNA against potential new opportunities, should they arise, in our portfolios. Our 

Target Price for SNA has been boosted to $308. 

Shares of Elevance Health (ELV – $450.74) shed 7% last week despite the managed care 

provider turning in Q1 EPS ahead of the Street consensus estimate ($9.46 vs. $9.23 est.). 

Medical membership grew 2.8% year-over-year (boosted by Medicare and Medicaid 

membership) to 48.1 million, supporting 11% and 17% respective sales and operating profit 

growth. 

CEO Gail Boudreaux said, “Alongside a diversified portfolio of solutions spanning commercial, 

Medicaid, and Medicare coverage, we are uniquely well-positioned to ensure access to quality 

health care. Medicare posted strong growth in Dual Eligible Special Needs Plan and group 

members, which more than offsets slower growth within individual Medicare Advantage. As we 

stated at our investor conference last month, Medicare Advantage is a strategically important 

market for Elevance Health over the long term and we were pleased to see CMS move to phase 

in the risk model revision it had proposed in the 2024 advance notice. This will provide time to 

help the industry adapt to the changes.” 

Management slightly raised its full-year financial outlook and now expects to earn above $32.70, 

up from the previous guidance of above $32.60. 

We think ELV’s competitive position remains intact, particularly within the 14 states in which it 

is the exclusive licensee of the Blue Cross Blue Shield brand where it holds significant market 

share. We also believe the firm’s scale enables it to adapt to inevitable future shifts in regulation. 

Longer term, demographic trends remain in its favor as a major player in the Medicare 

Advantage market. As shares have consolidated over the past 15 months, we find the less-than-

14 times forward P/E multiple attractive as management strives to grow adjusted earnings by 

12% to 15% for at least the next several years. Our Target Price for ELV is now $622. 

Johnson & Johnson (JNJ – $162.69) posted Q1 EPS of $2.68 (vs. $2.52 est.) after adjusting for 

costs to spin off its consumer health business, a COVID-19-vaccine-related write-down and a 

$6.9 billion charge from its proposal to resolve litigation alleging injuries from the company’s 



talc powder products. Sales rose 5.6% year-over-year to $24.75 billion (vs. $23.65 billion est.), 

boosted by demand across its businesses as the Consumer and MedTech segments each grew 

more than 7%. 

CFO Joseph Wolk commented, “Neither LTLs’ [JNJ’s bankruptcy entity for talc litigation] 

original filing nor this refiling is an acknowledgment of wrongdoing, nor an indication that the 

company has changed its long-standing position that its talcum powder products are safe. Our 

goal continues to be for an equitable and efficient resolution of the cosmetic talc litigation 

against the company, and we believe this refiling represents progress towards that goal. As a 

reminder, LTLs’ bankruptcy filing will not have an impact upon the Kenvue [Consumer Health] 

separation and the talc liabilities in the United States and Canada will remain with Johnson & 

Johnson. As part of the refiling, we have proposed a reorganization plan that has significant 

support from claimants and includes payment of $8.9 billion in present value over a 25-year 

period. LTL will continue to work through the process set forth by the bankruptcy court and 

expects to present the reorganization plan to the court in mid-May.” 

The talc-related bankruptcy proposal is subject to approval by 75% of the talc claimants, but last 

week Judge Michael Kaplan granted a request to freeze new cases requiring trial in a hearing in 

New Jersey. The Judge said he would revisit the latest ruling in late May. 

J&J lifted its adjusted EPS and sales guidance for the full year. It now expects to earn an 

adjusted $10.60 to $10.70 per share (up from $10.45 to $10.65 previously) on between $97.9 

billion to $98.9 billion of sales (up from $96.9 billion to $97.9 billion previously). This excludes 

the contribution from JNJ’s COVID-19 vaccine which is expected by sell-side analysts to fall by 

more than half in 2023 vs 2022. 

Regarding the firm’s capital allocation priorities, Mr. Wolk added, “R&D investment remains 

our number one priority and driver of long-term growth and value creation. We know the value 

our investors place on our dividend and we were pleased to announce this morning that our 

Board of Directors has authorized a 5.3% increase, marking our 61st consecutive year of 

dividend increases. In addition, we continuously evaluate strategic business development 

opportunities that enable Johnson & Johnson to create value for patients, customers and 

shareholders. Our final priority is share repurchase programs when appropriate. In fact, this past 

quarter, we completed the $5 billion share repurchase program announced late last year. We are 

confident in our strong financial position, including our AAA-rated balance sheet and our ability 

to deploy capital across all strategic priorities. We believe this strength differentiates Johnson & 

Johnson and enables us to pull the appropriate levers to set us up for long-term success.” 

Despite a lot of overall operational momentum for JNJ, the company has continued to face plenty 

of litigation. This settlement would remove numerous questions, but we note the ultimate 

outcome remains somewhat uncertain. We have long liked our exposure to the name as the 

earnings multiple is below that of the market, but we note that every stock is fighting for its spot 

in our portfolios amidst ongoing market volatility. Still, with a dividend yield of 2.9%, our 

Target Price for JNJ is now $209. 
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