TEMATICA

TEMATICARESEARCH.COM

TEMATICA RESEARCH

MARCH 13, 2017

MONDAY MORNING KICKOFF

YOUR MARKET PRIMER FOR THE WEEK AHEAD

While the stock market tried to rally Friday off of a
very solid February Jobs Report that likely paves the

way for the Fed to nudge interest rates higher next
week, the S&P 500, Jones Industrial Average and the
Russell 2000 Index all ticked lower for the week. Most
interesting was the Friday sell-off in both the Financial
Select Sector SPDR Fund (XLF) and the PowerShares
DB US Dollar Index Bullish (UUP) — one would think
that both financials and the dollar would benefit from
the likelihood the Fed would raise interest rates next
week. Perhaps the sell-off has something to do with
what Tematica's Chief Macro Strategist Lenore Hawkins

said on last week on our Cocktail Investing Podcast: the

Fed has a track record of boosting interest rates at the
wrong time.
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The Below the Headlines Findings from the Employment Report

As we pointed out last week, ahead of the Friday Employment Report, the Atlanta Fed cut its GDPNow forecast for

the current quarter to 1.2 percent, a sharp, sharp cut from more than 3 percent in January. Even in the solid February

Employment Report that showed a favorable mix of higher paying jobs, and atick up in the labor force participation ratio,

average hourly earnings for private-sector workers rose 0.2 percent during February, which was below expectations

for 0.3 percent. Wages for nonsupervisory and production employees comprise about 80 percent of the workforce

and that group saw their hourly and weekly wages rise by about 2.48 percent on a year over year basis - this group

isn't getting quite the gains that their supervisors are enjoying. Additionally, this metric is not adjusted for inflation

and guess what....the most recent inflation rate as measured by the consumer price index was (drum roll) ... 2.5

percent. So post-inflation, no real gains.

Once again, it pays to read more than just the headlines when deciphering a report like this.

ABOUT THE MONDAY MORNING KICKOFF

In order to get ready for the week ahead, the team at Tematica traces the key happenings of the past week and

looks at the economic and earnings calendars slated to come out for the coming week in order to identify key

catalysts that are bound to the shape the market in the near-term, and in-turn impact our tematics
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The sell-off in the Financial Select Sector SPDR Fund (XLF) and
the PowerShares DB US Dollar Index Bullish (UUP) could also
reflect the euro hitting a more than four-week high against the
dollar on Friday after a report that the European Central Bank
had discussed the possibility of raising interest rates before
the end of its quantitative easing program. The last several PMI
reports published by Markit Economics show economic growth
in several euro zone countries is gaining traction, and following
its March meeting last week the ECB raised its 2018 growth and
inflation targets.

The strong dollar has been one of the factors aiding the euro
zone recovery as it has led to a rebound in export orders over the
last several months. As Markit Economics noted in discussing
its final February Eurozone Composite PMI, “Improved inflows of

total new orders and new export business drove the rate of expansion

in manufacturing production to its highest since April 2011.” With

the rally in the Euro, Team Tematica in the coming weeks will be
watching the currency dynamics to see if there is any noticeable
change in import/export demand and if so what it could mean.

Let's Now Step Back and Look at the Total Market

With all that data bouncing around our heads, when we take a
wider view of things we find that so far in March the majority of
the major stock market indices have traded off modestly after
having climbed consistently higher over the last several months.
We chalk this up to the growing realization that the domestic
economy is improving, but not quite catching fire as many had
expected it would following the presidential elections. Our view
has been that it would take time for President Trump’s policies to
be unveiled, haggled over and passed, and we are seeing those
signs in the media.

MARCH 13, 2017

COCKTAIL

The end of week wrap up of all things in
the Markets, News and whatever we
find funny and entertaining.

Cocktail Investing Ep. 7 - Crude Tumbles,
Jobs, Inflation and the Fed as More People
Stop Fighting Obesity? Say What?

In this episode of Cocktail Investing, Tematica
Research'’s resident mixologists Chris Versace
and Lenore Hawkins not only recap, but also
scrutinize the rash of conflicting economic
data that has put a pause in the stock market's
move higher. Some data points to an improving
economy, while others have led the Atlanta
Fed to dramatically cut its GDP forecast for the
current quarter.

Chris and Lenore tackle the factors behind that
as well as other impediments that are likely
to keep the US economy rangebound over the
coming quarters. They also share their views on
the upcoming economic data points the Fed is
likely to focus on as it decides if it should boost
interest rates this month.

o

With the growing likelihood that tax reform won't get passed until later this year, we suspect the optimism that has

been power the market higher is coming face to face with the economic reality we will be facing at least in the near-

term. As we mentioned above, the most recent adjustment to the usually upbeat Atlanta Fed's GDPNow forecasting

tool was before the February Employment Report, and we too will be waiting for the next update that lands on March

15.

We probably won't see much impact from Trump’s policies until late this year, with a more pronounced impact

in 2018. In recent weeks we've started to see that realization creep into earnings forecasts for the S&P 500,
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particularly in those for the current quarter. Odds are the Atlanta Fed's GDP reading will get some lift from the
February Employment Report, but even that isn't likely to catapult it back to levels seen several weeks ago. We see
this realization creeping steadily in the mindsets of professional investors.

S&P 500 Q117 Bottom-Up EPS: 26-Weeks
(Source: FactSet)
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When it comes to retail investors, January had roughly $35 billion in ETF inflows, and February also saw roughly
$52 billion in inflows. According to Dave Nadig, CEO of ETF.com, the last two months have been “the biggest two-
month run in ETFs since ETFs were invented.” Stepping back a bit further, ETFs have racked up 18-straight weeks of
positive inflows. If you're thinking that right around the time of the 2016 presidential election, you would be correct.

Historically, the retail investor tends to return to the market near the top only to get burned and with the market
trading at more than 18.1 forward earnings that are once again starting to be trimmed, it's possible history could
be repeating itself once again. Keep in mind, that even though the CNN Money Fear & Greed Index has traded off
from Extreme Greed levels as the stock market has softened in March, it still remains well within Greed territory.

While all that capital coming into the market could lead it to melt up more, from our perspective, at best we're
likely to see the market trade sideways in the coming weeks and we could see further weakness should earnings
expectations for the current quarter and all of 2017 get dialed back. We've already started to see that happen, and
we suspect that as economists and analysts update their models, more is likely to be had. The real fun should being
in about a month'’s time when we start to get 1Q 2017 earnings results... yep, it's almost that time again.

Given our view, we'd welcome the opportunity to scale into recently added positions on the Tematica Select
List, especially those that are benefitting from multi-year tailwinds found in our Connected Society, Disruptive
Technology and other investing themes.
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ECONOMIC CALENDAR MAR 13 - 17, 2017
DATE REPORT / SPEECH DATA
14-Mar PPI Feb
Next week brings a busy domestic economic 14-Mar  Core PPI Feb
calendar that includes both inflation metrics 15-Mar MBA Mortgage 1-Mar
for February as well as the February Retail Sales 15-Mar = MBA Mortgage Index 11-Mar
Report. All of these will hit ahead of the Fed's 15-Mar | CPI Feb
likely announcement Wednesday afternoon that 15-Mar Core.CPI Feb
it will indeed nudge interest rates higher. Soon 1g-mar zeta!: :a:es :ieE
after, we'll get the latest housing starts picture 15:M:: E::ilre :Il:liﬁ:;::::ing N(taar
and then another look at the industrial economy 15-Mar refees | e s Ty
courtesy of the February Industrial Production 15-Mar =~ NAHB Housing Market Mar
report as well as the March reading on the Empire 15-Mar Crude Inventories 11-Mar
Manufacturing and Philly Fed indices. We'll also 15-Mar FOMC Rate Decision Mar
get the latest industrial product and retail sales in 15-Mar | Net Long-Term TIC Flows Mar
China this week, as well as the latest stances on 16-Mar  Housing Starts Feb
monetary policy from the Bank of Japan and the 16-Mar Btfil.ding Ftermits Feb
Bank of England. In Washington, the White House loal o Imt'a,l C!alms . e
) o ) 16-Mar | Continuing Claims 4-Mar
is due to release the Trump administration’s 16-Mar Philadelphia Fed Mar
budget plan for fiscal 2018, and if it's received like 16-Mar JOLTS - Job Openings Ty
several of Trump's initiatives, we're sure there will 16-Mar = Natural Gas Inventories 11-Mar
be ample commentary to digest. 17-Mar Industrial Production Feb
17-Mar Capacity Utilization Feb
As the velocity of earnings reports subsides, there 17-Mar Leading Indicators Feb
are several conferences occurring next week 17-Mar | Mich Sentiment Mar

including:

* The JPMorgan 2017 Aviation, Transportation & Industrials Conference, which means watching for reactions

www.tematicaresearch.com

in the US Global Jets ETF (JETS) and The Industrial Select Sector SPDR Fund (XLI) ETFs.

Semicon China — we're already seeing a pick up in semiconductor capital equipment demand as new
technologies bolster orders at Applied Materials (AMAT) and others. ETF investors should keep their eyes
on Technology SPDR ETF (XLK) and Vanguard Information Technology ETF (VGT) this week.

Barclays Global Healthcare Conference should put some attention on the iShares Dow Jones US Healthcare
ETF (IYH) and Guggenheim S&P 500 Equal Weight Healthcare ETF (RYH) shares.

Barclays Emerging Payments Forum, which meshes well with our Cashless Consumption investing theme,
means watching investor reaction in PureFunds ISE Mobile Payments ETF (IPAY) shares.

The Bank of America Merrill Lynch 2017 Consumer and Retail Technology Conference should be an interesting
one given what's going on in the retail space and consumer wallets. If you missed our conversation on the
podcast about WalletHub's credit card survey and the retail landscape, you'll want to listen to it here because
it's not good news. ETFs to watch include Consumer Discretionary SPDR ETF (XLY) and SPDR S&P Retail
ETF (XRT).
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In terms of earnings that we will be getting, the handful that we'll be focused on will include Tiffany's (TIF)
and Inter Parfums (IPAR), both Affordable Luxury contenders, to see if the emerging wealthy are still
spending. We've heard the Connected Home is growing, just not as fast as some had forecasted and results
at Alarm.com (ALRM) should tell us the speed at which consumers are blending Safety & Security and
Connected Society in their homes.

As part of our Fattening of the Population theme, we have several restaurants reporting earnings this week, and
we'll keep our ears open given recent reports that some are instilling a “labor surcharge” to contend with higher
minimum wage costs. If true, this could be a boon for those companies like United Natural Foods (UNFI) and
Kroger (KR) that are catering to more consumers eating at home and eating food that fits with our Foods with
Integrity investing theme. As you can see in the chart below, restaurant traffic has been awful and we rather
doubt an added surcharge is going to help attract diners.

Black Box Intelligence: Same-store sales, traffic
Figures may differ from previously published data. Source: TDn2K

-4

Percentage change year-over-year
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-0- Same-store sales -¢= Traffic

Mation's Restaurant News

A Second Round of Cocktail Investing Served This Week

Also coming up this week, we have a twofer with Tematica's Cocktail Investing Podcast. In the first episode, the
Tematica mixologists talk with Steve Fredette, the President of Toast, a technology company that is serving
the restaurant industry. Not only do we get the 411 on toast, but we also get to hear an insider’s view on what
Steve and the Toast team are seeing in the restaurant industry today.

Later in the week, Chris and Lenore will be joined by Jack Mohr, who until recently co-managed Jim Cramer's
Action Alerts Plus portfolio at The Street. We expect a fun filled conversation on the markets and stocks, and
perhaps we can coerce Jack into revealing some of his favorite current stock picks.
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The following are just some of the earnings announcements we'll have our eye on for thematic confirmation data

points:

AFFORDABLE LUXURY
* Inter Parfums (IPAR)
= Tiffany & Co. (TIF)
*  William Sonoma (WSM)

AGING OF THE POPULATION
= US Physical Therapy (USPH)

CASH-STRAPPED CONSUMER
« DSW (DSW)
* Dollar General (DG)

CONNECTED SOCIETY
* Adobe Systems (ADBE)
* Oracle Inc. (ORCL)

ECONOMIC ACCELERATION/DECELERATION
= HD Supply Holdings (HDS)

FATTENING OF THE POPULATION
* Del Taco (TACO)
* Fogo de Chao (FOGO)
* Hostess Brands (TWNK)
= Papa Murphy's (FRSH)

www.tematicaresearch.com ©2017 TEMATICA RESEARCH, LLC. ALL RIGHTS RESERVED.

GUILTY PLEASURE
Craft Brew Alliance (BREW)

RISE & FALL OF THE MIDDLE CLASS
Tilly's Inc. (TLYS)
Guess? (GES)

SAFETY & SECURITY
Alarm.com (ALRM)

SCARCE RESOURCES
Primo Water Corp. (PRMW)

TOOLING & RE-TOOLING
Rosetta Stone (RST)
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Important Disclosures and Certifications

Analyst Certification - The author certifies that this research report accurately states his/her personal views about the subject securities, which are
reflected in the ratings as well as in the substance of this report. The author certifies that no part of his/ her compensation was, is, or will be directly
or indirectly related to the specific recommendations or views contained in this research report.

Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal price targets, however, our analysts
will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should be based on the investor's investment
objectives and risk tolerance and should not rely solely on the rating. Investors should read carefully the entire research report, which provides a more
complete discussion of the analyst's views.

This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a solicitation of an offer to buy
any securities. The information described herein is taken from sources, which we believe to be reliable, but the accuracy and completeness of such
information is not guaranteed by us. The opinions expressed herein may be given only such weight as opinions warrant. This firm, its officers, directors,
employees, third party data providers or members of their families may have positions in the securities mentioned and may make purchases or sales
of such securities from time to time in the open market.
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