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As you sit down and digest this latest issue of Tematica Investing, you’ll notice
it’s a tad shorter than the usual 6-10 pages that we fill to the brim. On the one
hand, we’re inclined to say “you’re welcome,” but the reality is with the market
rangebound over the last 20 plus days, the presidential inauguration about to
take-over the news cycle, the velocity of earnings reports about to pick up, and
Eurzozone drama likely to re-emerge in the coming days, we’ve opted to see
how things unfold over the next several days before making any new moves
with the Tematica Select List.
That said, the thematic tailwinds are still blowing for a number of our positions
with a “Buy” rating, including: Facebook (FB), Nuance Technologies (NUAN),
McCormick & Co. (MKC), Dycom Industries (DY), Universal Display (OLED),
CalAmp Corp. (CAMP), United Natural Foods (UNFI), Starbucks (SBUX) and
International Flavors & Fragrances (IFF).
With the market move over the last several weeks, we’d recommend
subscribers continue to hold their positions in AT&T (T), Costco Wholesale
(COST), Disney (DIS), Alphabet (GOOGL) and Amazon (AMZN), but wait
for a pullback before adding any more capital to those positions. For new
subscribers that means we’d recommend you watch from the sidelines for now
on those positions.
In this week’s Tematica Investing:
•

Ahead of the presidential inauguration and the earnings deluge, the market
continues to be range-bound for the year.

•

Should volatility pick up, we’ll continue to focus on the driving thematic
fundamentals and look to use any volatility led opportunities to scoop up
well positioned thematic businesses at better prices.

•

President-elect Trump’s tweets and interviews along with the earnings
reports we have received suggest a bumpier ride compared to the recent
smooth sailing is likely to emerge.

Tematica Investing, a weekly publication by Chief Investment Officer Chris Versace, is designed for the
experienced or professional investor, providing in-depth information on real-time developing thematic
strategies, economic outlook, investment trading ideas, and analysis of the most pressing developments for
the market, as well as forces that drive both our thematic perspectives and thematic recommendations.

www.tematicaresearch.com
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Is the Trump Rally Over as Investors Keep the Markets
Range Bound Since the New Year?
Since last week’s Tematica Investing, we’ve
seen the overall stock market little changed,
with the Dow Jones Industrial Average down
slightly, the S&P 500 essentially flat and the
Nasdaq Composite Index up a tick.
We’ve had a number of favorable moves on
the Tematica Select List, with Facebook (FB)
climbing more than 2 percent and Amazon
(AMZN) up more than 1.5 percent with
favorable moves in International Flavors
& Fragrances (IFF), AT&T (T), Costco
Wholesale (COST) and Universal Display
(OLED) were had. Several Tematica Select List
positions moved relative sideways during the
week, like Alphabet (GOOGL) and Nuance
Communications (NUAN), but we see that as
treading water ahead of the earnings report
deluge.
As the market braces for the deluge of fourth quarter earnings announcements, we continue to find confirming
data for our active positions. Case in point, reports that smartphone vendors are concerned Apple (AAPL) could
“monopolize OLED supply capacity for this year’s iPhone 8,” and are looking to secure organic light emitting diode
capacity fits with our thesis and bodes well for our Universal Display (OLED) shares.
Another, even though we just added Disruptive Technology theme company Nuance Communications (NUAN)
to the Tematica Select List last week, we continue to hear about new voice-enabled applications like the one from
Adobe Systems (ADBE) called “intelligent digital assistant photo editing” that is more simply put a voice-controlled
photo editor. We have to admit, we are rather excited for that one assuming it helps reduce the trial and error effort
to touch up photos and get rid of all those red eyes.
As we mentioned above, we are preparing to drink from a firehose-like deluge of earnings announcements this week
and the next few. As evidenced by what we’ve seen thus far from JPMorgan Chase (JPM), Bank of America (BAC),
PNC Bank (PNC), United Continental (UAL), WD40 (WDFC), CSX (CSX) and Gigamon (GIMO) it’s going to be a
rather mixed bag of reports over the coming weeks. Once again we’re seeing earnings misses relative to expectations
lead to falling stock prices. Not a bad thing considering how far and how fast the stock market has jumped since
early November, especially if you’ve been a prudent investor like we have been these past several weeks. During
that time we added Rise & Fall of the Middle Class McCormick & Co. (MKC), Facebook (FB) as our latest Connected
Society play and last week Nuance Communications (NUAN) given its disruptive voice technology.
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While we could point out that all three have moved nicely
higher, especially Facebook, which certainly has us feeling
pretty good, it’s the opportunity to circle back to the ones
that got away that has us rather excited this earnings season.
It’s not that we want bad news, but rather the opportunity to
buy well positioned, thematically driven businesses at better
prices. That’s how we added Facebook shares to the Tematica
Select List — we knew the company was a key player in our
Connected Society investing theme, but we waited until we
had a compelling risk-to-reward tradeoff in the share price.
This reminds us of one of “Uncle” Warren Buffet’s most used
sayings, “Price is what you pay. Value is what you get.”
We suspect there will be far more value to be had in the stock
market over the next few weeks compared to the last several
as December quarter earnings kicks into gear. As we’ve
shared in the last several issues of The Monday Morning
Kickoff, expectations have been running high, but recently
more investors have been scratching their heads as they put
the economic reality puzzle pieces together and reassess
what is “expected.” Making this even more challenging is
we have the Volatility Index near its lowest levels in over a
year. Looking at the chart below, the words “reversion to the
mean” ring in our head.
What this tells us is should the news turn to something less than expected, we are bound to see a far more bumpy time
in the market than the smooth sailing we’ve seen since early November.

President-elect Trump’s Tweets and Interviews Suggest a Bumpy Ride
Unless you live under a rock or are stuck under a very large piece of furniture with no access to a TV or the internet
(yes, the internet has become so ubiquitous that it now lowercase), you know this week also marks the presidential
inauguration, which will dominate headlines over the next few days. While we will watch the events of the week and
listen to the speeches and confirmation hearings for clues as to what’s to come from the new Trump administration,
we won’t be shedding a tear as we move past the event and onto the work that needs to be done.
As that happens, we also hope that President Trump rethinks his Twitter (TWTR) usage, but not necessarily for the
same reasons as the media. While we like the push to bring jobs back to the US and put a more effective healthcare
program in place, as investors we are not fans of the policy-by-bullhorn we have seen. What makes this even more
challenging is we have yet to receive a holistic view on what President-elect Trump’s policies will be, and this “keep
them guessing” approach of one-off pronouncements may be good for his intended deal making, it’s added a layer of
uncertainty for the stock market, and as we know the market doesn’t like uncertainty.
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As we’ve seen from president-elect Trump’s tweets and interviews, his words have the potential to be very disruptive
to the investment playing field:
•

Earlier this month, close to $25 billion was shaved off
the value of the S&P 500’s top nine pharmaceutical
companies in a matter of minutes, following
President-elect accusing them of “getting away with
murder.”

•

Last week following a newspaper interview with
President-elect Trump in which he warned he would
impose a border tax of 35 percent on vehicles
imported from abroad to the US market, German
carmaker stocks sold off sharply.

•

The US dollar slumped to a seven-week low against Japan’s yen late Tuesday, and continued to trade lower
against a slew of currencies early this morning after President-elect Trump said that the buck was “too strong”. In
an article in The Wall Street Journal, Mr. Trump said the strength of the US dollar against China’s yuan “is killing
us.”

Amidst All This Uncertainty, We’re Taking a Wait and See Approach
We’ve encountered many disruptions in the past and odds are these current events won’t be last. Over the last few
years, we’ve seen earnings season become a greater source of stock price volatility — miss EPS expectations by a
penny, and we now see share prices fall 10-20 percent, far greater than the single digits selloffs that had been the
norm. These tend to be short-term disruptions that give way to market forces, which means that as we continue to
focus on thematic fundamentals, we’ll be vigilant for opportunities presented by wide swings in stock prices.
With this in mind, we’re holding off making any moves with the Tematica Select List this week as we instead digest
company comments regarding the tone of the economy, impact of the dollar on their business outlook and of course
the strength of our thematic tailwinds.

Tematica Contenders
As we roll up our sleeves each week
we add companies and discard
others to our list of Tematica Select
Contenders. These are companies
that we’re doing more work on and
in some cases we’re waiting for the
risk to reward trade-off to reach more
appetizing levels.

AWK

American Water Works

Scarce Resources

WTR

Aqua America

Scarce Resources

CHGG

Chegg Inc.

CMG

Chipotle Mexican Grill

GLW

Corning Inc.

Disruptive Technologies

KIM

Kimco Realty

Rise & Fall of the Middle Class

MRK

Merk & Co.

Aging of the Population

NLSN

Nielson NV

Connected Society

OME

Tooling & Retooling
Foods with Integrity

Omega Protein Corp.

Fountain of Youth

PANW

Palo Alto Networks

Safety & Security

SYNA

Synaptics Inc.

XYL
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TEMATICA SELECT LIST PERFORMANCE
POSITION

DATE
ADDED

ADD PRICE

CURRENT
PRICE

DIV. PAID

STOP
PRICE

RETURN
(%)

TARGET

RATING

ALPHABET, INC. (GOOGL)

6/15/16

$733.94

$827.46

--

--

12.71%

$900.00

(BUY)

AMAZON.COM (AMZN)

5/24/16

$709.53

$809.72

--

--

14.12%

$950.00

(BUY)

10/28/16

$781.59

$809.72

--

--

3.60%

$950.00

(BUY)

8/17/16

$33.80

$37.15

--

--

9.91%

$47.00

(BUY)

Scarce Res. / Aging of Population

10/5/16

$31.18

$37.15

--

--

19.15%

$47.00

(BUY)

AT&T (T)

10/12/16

$39.29

$41.11

--

$31.00

4.90%

$45.00 (HOLD)

Connected Society

11/21/16

$37.63

$41.11

--

$31.00

9.25%

$45.00 (HOLD)

CALAMP CORP (CAMP)

8/09/16

$15.37

$14.84

--

--

-3.45%

$21.00

(BUY)

Connected Society

10/05/16

$13.70

$14.84

--

--

8.32%

$21.00

(BUY)

COSTCO WHOLESALE (COST)

9/28/16

$149.67

$163.81

--

--

9.75%

$170.00 (HOLD)

WALT DISNEY CO. (DIS)

4/20/16

$102.16

$107.97

$1.49

$87.00

7.15%

$125.00

(BUY)

Content is King

5/11/16

$101.78

$107.97

$1.49

$87.00

7.55%

$125.00

(BUY)

DYCOM INDUSTRIES (DY)

9/14/16

$80.47

$77.88

--

--

-3.22%

$115.00

(BUY)

Connected Society

10/27/16

$72.89

$77.88

--

--

6.85%

$115.00

(BUY)

FACEBOOK (FB)

11/30/16

$116.86

$127.87

--

--

7.61%

$150.00

(BUY)

INTER. FLAVORS & FRAGRANCES (IFF)

Asset-Lite

Connected Society

AMN HEALTHCARE SERV. (AMN)

Cash-strapped Consumer

Connected Society

10/19/16

$129.23

$116.81

--

$105

-9.12%

$145.00

(BUY)

Rise & Fall of the Middle Class

11/21/16

$120.06

$116.81

--

$105

-2.17%

$145.00

(BUY)

MCCORMICK & CO.

11/21/16

$91.80

$92.68

$0.47

--

1.47%

$170.00

(BUY)

NUANCE COMM. (NUAN)

1/11/17

$15.51

$15.57

--

--

0.39%

$21.00 (HOLD)

1/14/16

$45.10

$36.11

--

--

5.52%

$24.00

(BUY)

3/23/16

$41.12

$36.11

--

--

-19.93%

$24.00

(BUY)

POWERSHARES INTERNET
PORTFOLIO (PNQI) Connected Society

11/16/16

$83.68

$88.29

--

--

-12.18%

$90.00

(BUY)

STARBUCKS (SBUX)

6/01/16

$54.90

$58.00

$0.20

--

6.48%

$74.00

(BUY)

UNDER ARMOUR (UAA)

7/27/16

$39.26

$30.14

--

$25.00

-23.23%

$55.00

(BUY)

Rise & Fall of Middle Class

11/2/16

$30.74

$30.14

--

$25.00

-1.95%

$55.00

(BUY)

UNITED NATURAL FOODS (UNFI)

8/31/16

$47.00

$46.88

--

--

-0.26%

$232.00

(BUY)

Foods with Integrity

9/14/16

$38.91

$46.88

--

--

20.48%

$232.00

(BUY)

UNIVERSAL DISPLAY (OLED)

10/5/16

$53.09

$57.20

--

--

7.74%

$68.00

(BUY)

Cash-strapped Consumer
Disruptive Technologies

PROSHARES SHORT S&P 500 (SH)

Guilty Pleasures

Disruptive Technology / Connected Society

as of market close January 17, 2017
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STOCKS / FUNDS MENTIONED
Adobe Systems (ADBE)
Alphabet (GOOGL)
Amazon (AMZN)
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ANALYST POSITIONS
At the time of publication, Mr. Versace, Chief Investment Officer of Tematica
Research had no positions in the shares of companies mentioned in this issue.

Apple (AAPL)
AT&T (T)
Bank of America (BAC)

IMPORTANT DISCLOSURES AND CERTIFICATIONS

CalAmp Corp. (CAMP)

Analyst Certification - The author certifies that this research report accurately states his/her

Costco Wholesale (COST)

personal views about the subject securities, which are reflected in the ratings as well as in the

CSX (CSX)

substance of this report. The author certifies that no part of his/ her compensation was, is, or

Disney (DIS)

will be directly or indirectly related to the specific recommendations or views contained in this

Dycom Industries (DY)

research report.

Facebook (FB)

Investment opinions are based on each stock’s 6-12 month return potential. Our ratings are not

Gigamon (GIMO)

based on formal price targets, however our analysts will discuss fair value and/or target price

International Flavors & Fragrances (IFF)

ranges in research reports. Decisions to buy or sell a stock should be based on the investor’s

JPMorgan Chase (JPM)

investment objectives and risk tolerance and should not rely solely on the rating. Investors

McCormick & Co. (MKC)

should read carefully the entire research report, which provides a more complete discussion of

Nuance Technologies (NUAN)

the analyst’s views.

PNC Bank (PNC)

This research report is provided for informational purposes only and shall in no event be

Starbucks (SBUX)

construed as an offer to sell or a solicitation of an offer to buy any securities. The information

Twitter (TWTR)

described herein is taken from sources, which we believe to be reliable, but the accuracy and

United Continental (UAL)

completeness of such information is not guaranteed by us. The opinions expressed herein may

United Natural Foods (UNFI)

be given only such weight as opinions warrant. This firm, its officers, directors, employees,

Universal Display (OLED)

third party data providers or members of their families may have positions in the securities

WD40 (WDFC)

mentioned and may make purchases or sales of such securities from time to time in the open
market.
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