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MONDAY MORNING KICKOFF

YOUR MARKET PRIMER FOR THE WEEK AHEAD

ouowes: @ @ ©

COCKTAIL
PODCAST

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

find funny and entertaining.

Cocktail Investing Ep 12: Auto Incentives
Boom, Starbucks goes Gluten Free and LULU
Gets Caught With Its Yoga Pants Down

Today, in addition to opening the 2017 Major League Baseball

season, we open the books for 2Q 2017 as last Friday closed
the books on both the month of March and 1Q 2017. One

While the quarter was an overall positive one
for stocks, March is shaping up to be rather

fourth of the year down, man how time flies! different than January and February as the

growing disconnect between hope and the soft
As busy as it's been for you, it's been as busy for us here at data is giving way to reality and the hard data.
Tematica, as Chief Macro Strategist Lenore Hawkins and We recap the winning sectors, but also ask the
Chief Investment Officer Chris Versace shared on last week’s question why are financials falling when gold is

Cocktail Investing Podcast, we've got a few more things in the rising when the Fed is supposed to raise interest

rates two more times this year?
hopper that we'll start sharing with you in the next few weeks. ! 5y

While we don't want to let the cat out of the bag, we can share m

a modest hint — as much as people love our thematic way of

investing, which offers differentiated insight while being easy

for RIAs and other investors to explain to their customers, we've been asked for a more encompassing way to
invest in our various themes. While we could tease and taunt you, all we say is “we've been listening.”

Stay tuned and be sure to check TematicaResearch.com during the week to catch more market and macro musings

from Lenore and Chris.

Now back to closing the books on 1Q 2017...

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
TEMATICA 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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In sum, the March quarter was a gOOd $SPX S&F 500 Large Cap Indesc INDX ®StackC harts com
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one for stocks as the S&P 500 climbed
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three months of the year. As we say o
here at Tematica, however, in order to .
fully understand what's really going on 0%
we have to go beneath the headlines to o
understand what's really going on. oo

25%

Tracing the move of the S&P 500 and
other major stock market indices over
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the last three months, we find March

Y 0.0%

was a very different month compared Wi s @ m  wfb & 15 & mMa 5 B m @

to January and February. The S&P 500

peaked on March 1 a hair shy of 2,396 and proceeded to bounce up and down over the following weeks before
closing the month and quarter at just under 2,363. All told, the S&P 500 fell 1.4 percent in March.

The question is why and what does it mean as we gear into earnings season for 1Q 2017?

While we're not really fans of those who pat themselves on the back, we're going to do just that today because
over the last few weeks the market herd has woken up to what we've been talking and writing about here, on
TematicaResearch.com, the podcast and elsewhere — the growing disconnect between the speed of the domestic
economy, earnings expectations and the stock market valuation.

From the now expected push out in Trump's fiscal stimulus policies to more hard data putting the speed of the
US economy at an even slower pace in 1Q 2017 vs. 4Q 2016 to recent earnings reports and corporate guidance
that has fallen short of expectations, investors are increasingly scratching their heads. We've seen a pronounced
shift in the market mindset, as evidenced by the sharp drop in CNN's Fear & Greed Index, which now sitting at 47
(Neutral), up from 30 (Fear) last week and 80 (Extreme Greed) a month ago.

Fear & G reed Index beta Sponsored by
What emotion is driving the market now?
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While the fear level in that index has faded since last
week, recent findings from a Bank of America Merrill Thematic
lunch survey of 165 fund managers that control $500

billion in assets show that 34 percent think stocks are

AT&T to build Safety & Security centric US-

“overvalued” — the highest level in the 17-year history wide public safety network

of the survey. As we've been pointing out, the market's
valuation has been stretched and despite the move }:eri:on to.ioinTCT&T, Comcast and others with
lower in March, the S&P 500 closed the month at 18x Lt R S

expected 2017 earnings that hinge on growing more than

AMC Working On Streaming Service

10 percent vs. 2016. As Lenore and | say, tossing numbers

out means rather little when there is no context, so here

s . . Number Of Big Retail Bankruptcies In 2017
it is — according to data from FactSet, that 18x multiple Already Equal To All Of Last Year
is the highest P/E ratio since 2004 and well above the

. . Panera Launches New ‘Clean’ Beverage Line,
five-year average of just 15. Will Post Calorie And Sugar Info At Soda

Fountains

As Sam Stovall, chief investment strategist at CFRA,
You Can Apparently Fool Samsung Galaxy S8
Facial Recognition With A Photo

remarked, “The fundamentals better start picking up the
pace in order to justify such extended valuations.”

We could not agree more, but the probability of it
happening near-term is rather low and in our view, that
means the likelihood of the upcoming earnings season
bringing volatility back into the market is rather high.

As we close the books on 1Q 2017 and open them for 2Q 2017 we head into the No Man's Land that is
the first few days of the next quarter.

Typically, that time has little corporate news flow given that we are in the quiet period that precedes the earnings
onslaught. There's also the usual dramatic drop in the number of investing related conferences this week, but we
will be getting the initial rash of March economic data. That includes reports from ISM, Markit Economics, auto &
truck sales and of course the March Employment Report.

This data should help bring GDP expectations for the current quarter into greater focus as well as leave at least
some to revisit the timing of the Fed's next rate hike. There has been much talk of late about a pick up in inflation,
but as Lenore explained about on last week's podcast it's a pick up that is not only off of a falling base in 2016, it's
one that is likely to reverse course in the coming weeks.

One of those drivers in inflationary readings has been oil prices, which have a ripple effect across the economy
touching consumers via gas prices as well as retailers, restaurants and shippers in the form of higher fuel costs.
Despite the OPEC production cuts that have taken more than 1 million barrels per day off the oil market, added U.S.
capacity and less than booming global economy have led U.S. crude oil inventories to swell. The result has been a
reversal in oil prices from roughly $54 in February to 49.51 exiting last week.
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In short, we have a situation in which shale output is surging too quickly before OPEC has had the chance to
balance the market. Keep in mind, too, that technology refinements have likely lowered the break-even cost for
U.S. shale producers, and that could move even lower should industry regulations get dialed back under the Trump
administration. With talk of OPEC extending production cuts by another six months as well as disruptions to crude
output in Libya, we'll continue to monitor the situation. With oil being a commodity that is subject to demand-supply
dynamics, we'd be remiss is we didn't point out that continued increases in oil inventories don't exactly signal a rip,
roaring economy. As it sits today, the Atlanta Fed's GDPNow model forecasts a whopping 0.9% GDP figure for the
first quarter of the year, down from 2.1% in 4Q 2016.

-I Evolution of Atlanta Fed GDPNow real GDPNOW
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As we've been saying over the last several weeks, at some point this disconnect between the move higher in the
overall market over the last few months, aggressive 2017 earnings expectations for the S&P 500 and speed of the
economy will come home to roost. With real average weekly wage gains dipping in February, rising bank card and
subprime auto delinquencies rising, and banks once again tightening loan purse strings, there are a number of
reasons to suspect GDP expectations for the coming quarters are likely to be revised lower.

Let's not forget the now increasingly expected push out in infrastructure spending and tax reform, all of which is
likely to take some of the hope out of corporate forecasts in the coming weeks. Already we've seen gold trade higher
and financials trade off, which, while somewhat confirming, also raises questions about the Fed's ability to continue
to boost interest rates in the coming months. It wouldn't be the first time the Fed embarked on a rate hike cycle at
the wrong time.

All this while the latest data from the New York Stock Exchange shows cash borrowed to buy shares, better known
as margin debt, hit a record $528.2 billion in February, up from its prior high of $513.3 billion in January. Again, this
is happening at a time when stock valuations are stretched, and earnings expectations are confronting a far slower
economic backdrop. All that buying on margin just means that any significant pullback has the potential to be a lot
more volatile as that leverage works in both directions.
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The following are just some of the earnings announcements we'll have our eye on for thematic confirmation

data points:

AGING OF THE POPULATION
Walgreens Boot Alliance (WBA)

CASH-STRAPPED CONSUMER
CarMax (KMX)
PriceSmart (PSMT)

CONTENT IS KING
International Speedway (ISCA)

ECONOMIC ACCELERATION/DECELERATION

Greenbrier (GBX)
RPM International (RPM)
WD-40 (WDFC)

FATTENING OF THE POPULATION
Yum China (YUMC)

GUILTY PLEASURE
Constellation Brands (ST)

SCARCE RESOURCES
Monsanto (MON)

Important Disclosures and Certifications

ECONOMIC CALENDAR APRIL 3-7, 2017
DATE REPORT / SPEECH DATA
4/3/17 Truck Sales Mar
4/3/17 Auto Sales Mar
4/3/17 Construction Spending Feb
4/3/17 ISM Index Mar
4/4/17 Factory Orders Feb
4/4/17 Trade Balance Feb
4/5/17 FOMC Minutes 15-Mar
4/5/17 Crude Inventories 1-Apr
4/5/17 ISM Services Mar
4/5/17 ADP Employment Change Mar
4/5/17 MBA Mortgage 1-Apr
4/5/17 MBA Mortgage Index 1-Apr
4/6/17 Natural Gas Inventories 1-Apr
4/6/17 Continuing Claims 1-Apr
4/6/17 Initial Claims 1-Apr
4/6/17 Challenger Job Cuts Mar
4/7/17 Consumer Credit Feb
4/7/17 Wholesale Inventories Feb
4/7/17 Average Workweek Mar
4/7/17 Avg. Hourly Earnings Mar
4/7/17 Unemployment Rate Mar
4/7/17 Nonfarm Private Payrolls Mar
4/7/17 Nonfarm Payrolls Mar

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.

www.tematicaresearch.com

©2017 TEMATICA RESEARCH, LLC. ALL RIGHTS RESERVED.


http://www.tematicaresearch.com

