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WEEK 
GAIN/LOSS 

Y-T-D 
GAIN/LOSS 

DJIA 31,338.15  +0.8% -13.8% 

S&P 500 3,899.38              +1.9% -18.2% 

NASDAQ 11,635.31  +4.6% -25.6% 

 
 
In the first full trading week of July, the stock market posted gains with the Dow rising 0.8%, the S&P 500 jumping 
1.9% and NASDAQ climbing 4.6% as the employment picture remained bright.      
 
Economic Releases  
A summary of economic releases during the past week which may impact the financial markets: 
 
The weekly initial unemployment claims increased by 4,000 to 235,000 for the week ending July 22 which is still 
at historically low levels.  Continuing claims for the week ending June 25 increased by 51,000 to 1.375 million.   
 
The U.S. economy added 372,000 new jobs in June, which was stronger than expected, as the unemployment 
rate held steady at 3.6%. Average hourly earnings increased 5.1%, although it is still trailing inflation which may 
lead to a slowdown in discretionary spending in coming months. The labor participation rate slipped slightly to 
62.2%.  
 
Consumer credit growth slowed notably over the past couple of months with the May increase of $22.3 billion 
representing less than half of the increase that was seen in March, which may be reflecting increased caution 
among consumers. 
 
Factory orders for manufactured goods increased 1.6% in May. Shipments of manufactured goods rose 1.8% 
after increasing 0.6% in April. Order activity was much stronger than expected in May; however, order activity 
may weaken in coming months as global economic activity slows. 
 
The ISM Non-Manufacturing Index for June decreased to 55.3% from 55.9% in May. The June reading marks the 
25th straight month of growth for the services sector, but it is the lowest reading since May 2020. Business 
activity for the non-manufacturing sector was better than expected, although growth slowed for the third straight 
month as businesses continued to deal with pricing pressures, supply chain issues, and labor supply constraints. 
 

HI-Quality Company News 

A summary of important earnings and/or capital allocation news announced during the past week from the high-
quality companies held in most client portfolios. For new clients, these companies may become investment 
candidates as valuations appear attractive and cash is available: 

 

Paychex-PAYX reported strong fourth quarter results as revenues rose 11% to $1.1 billion, net income 
increased 13% to $296 million and EPS was up 12% to $.82. Double-digit growth during the fourth quarter was 



driven by a record level of new annualized revenue sold as client retention remained above pre-pandemic levels. 
Success in these areas resulted in Paychex achieving several milestones including over 730,000 total payroll 
clients and over 100,000 retirement clients. For the full fiscal 2022 year, Paychex reported revenues increased 
14% to $4.5 billion, while net income and EPS both jumped 27% to $1.4 billion and $3.84, respectively. Return 
on shareholders’ equity was a superb 45% for the year. The company maintains a solid balance sheet with 
$1.2 billion in cash and investments, $798 million in long-term debt and $3.1 billion in shareholders’ equity. Free 
cash flow increased 20% during the year to $1.4 billion. The company raised the quarterly dividend 20% 
to $.79 per share, paying cumulative dividends of $2.77 per share totaling $1 billion, resulting in a dividend 
payout ratio of 72% for the year. In addition, Paychex repurchased $145.2 million of its common stock for an 
average price of $121 per share. Paychex is well positioned for growth in fiscal 2023 with total revenue 
anticipated to grow approximately 7% to 8% with adjusted EPS growth of 9%-10%. None of Paychex’s 
business indicators are currently pointing to recession given the strong employment picture. 

 

Nike-NKE reported fourth quarter revenues decreased 1% to $12.2 billion with earnings decreasing 5% to $1.4 
billion and EPS down 3% to $0.90. Fourth quarter results included non-recurring charges totaling approximately 
$150 million, associated with the deconsolidation of Russian operations and the transition of businesses in 
Argentina, Chile and Uruguay to strategic distributor models. Strong digital growth continued during the quarter 
as NIKE Direct revenues grew 7% and NIKE Brand Digital grew 15%. Both were driven by growth in APLA, North 
America and EMEA and partially offset by a decline in Greater China. For the year, Nike reported sales of $46.7 
billion, up 5% from last year, with earnings up 6% to $6 billion and EPS up 5% to $3.75. During fiscal 2022, 
Nike generated a winning 40% return on shareholders’ equity. The company maintains a healthy balance 
sheet with nearly $13 billion in cash and investments, $8.9 billion in long-term debt and $15.2 billion in 
shareholders’ equity. Nike has a strong track record of investing to fuel growth and running up 
shareholder returns through share repurchases and dividends, including 20 consecutive years of 
dividend increases. During fiscal 2022, Nike returned $5.8 billion to shareholders through dividend 
payments of $1.8 billion and share repurchases of $4 billion at an average cost per share of $146.52. The 
company announced its board of directors has authorized a new four-year, $18 billion program to 
repurchase shares of its common stock. 

 

Berkshire Hathaway-BRKB bought nearly 22 million additional shares of Occidental Petroleum for about $1.28 
billion, increasing its stake in the company to 18.7%. If Berkshire reaches a 20% stake in Occidental, it likely will 
adopt the so-called equity method of accounting for the stake and reflect a proportional share of Occidental’s 
earnings in its results. That would mean a $2 billion annualized lift to Berkshire’s reported profits with Occidental 
expected to earn about $10 billion after taxes this year.  

 

According to Mastercard SpendingPulseTM, which measures in-store and online retail sales across all forms of 
payment, U.S. consumer retail spending, excluding automotive, increased +9.5% year-over-year in June. Rising 
prices—particularly for necessities such as food and fuel—were a contributing factor. Excluding auto and gas, in-
store spending was up +11.7% in June, and while e-commerce grew at a slower pace (+1.1%), sales for e-
commerce remain roughly double June 2019 levels. As inflation persists, consumers are paying more for 
essentials. Two of the categories that have higher inflation have seen a lift in sales: June sales for Fuel & 
Convenience are up 42.1% and Grocery is up 14%. Meanwhile, discretionary spending continued to drive growth 
across the fashion-forward sectors in June, including Jewelry +16.2% and Department Stores +8.6%.  With 
summer in full swing, consumers continue to spend on travel experiences due to strong demand with Airline and 
Lodging both up 18.2%. 



***** 

After three years of double-digit gains, the S&P 500’s 20% decline in the first half of 2022 was the worst start for 
a new year in 50 years for all the reasons previously discussed from high inflation to recession concerns. The 
silver lining to a big market downturn is that valuations become much more attractive. When the S&P 500 has 
fallen at least 15% in the first six months of the year, it has risen an average of 24% in the second half, according 
to Dow Jones Market Data. While this is not a guarantee that results will improve in the second half, we would 
not be surprised to see a strong rebound in our HI-quality companies given compelling valuations. 

The fly in the ointment, however, would be if earnings were to drop significantly from current expectations in the 
event of a recession. However, with twice the number of job openings as job seekers, unemployment at a 50-
year low, significant wage increases, and the prospect of solid second-quarter earnings as consumers continue 
to spend according to the recent Mastercard SpendingPulse report, a deep recession does not appear to be on 
the immediate horizon. What is more likely is a technical recession— defined as two consecutive quarters of 
GDP declines —which may prove to be shallow and short-lived. Second quarter earnings season is right around 
the corner, and we will monitor earnings calls closely.  We hope to hear more companies repeat what Paychex’s 
management had to say on their recent earnings conference call, which is that they currently do not see any 
signs of a recession from their business indicators given the strong employment picture. Stay tuned! 
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