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MONDAY MORNING KICKOFF

YOUR MARKET PRIMER FOR THE WEEK AHEAD
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As we called out in last week's Monday Morning Kickoff, the ensuing week was one of the busiest we've seen in
some time given the velocity of corporate earnings, the start of the month economic data, the Fed's May FOMC
meeting and the now what can only be called the usual “unusual” happenings in Washington. All of that even
before we yesterday's French elections and the latest pertaining to the oil markets, which saw oil prices fall to the
lowest level since before the OPEC-led production cuts last week. Quite the fire hose to be drinking from.

As we enter what will hopefully be a slower week at least from a data point of view, today we'll break it all down
and decipher what it means for the stock market, so keep reading ... we wouldn't want to spoil it up front, but don't
worry we're not going to make you sift through the end credits for the answer like we hear is the case with Marvel's

Guardians of the Galaxy 2.

Energy & Consumer Discretionary Leading the Earnings Beat

So far, more than 2,000 companies reported over the last 10 market days, bringing the total number of S&P 500
companies to just over 80%. In the coming weeks, we'll get start to hear from retailers and others that have an
April quarter end. Based on what we've seen from that 80 percent, which in our view is a meaningful sample, 75
percent beat the mean EPS estimate and 66 percent of S&P 500 companies have beat the mean sales estimate.
That beat is being led primarily by two areas — Energy and Consumer Discretionary, to use the typical Wall Street
lingo.

The rebound in Energy earnings should come as no major surprise, given the year over year rise in oil prices. The
rebound in Consumer Discretionary, however, is somewhat surprising given the tepid Retail Sales data we've seen
over the last several months. We suspect that as more retailers report earnings in the coming weeks (most tend
to have an end of January year-end to account for year-end holiday sales, which means most just closed their
books on the first quarter of 2017 at the end of April), we're likely to get a somewhat different view on consumer
discretionary spending. Even though 1Q 2017 earnings have come in a bit better than expected, we continue to see
a downward move in expectations for the current quarter, and there is a high probability those soon to be had retail
earnings could put a further crimp in 2Q 2017 expectations.

That's the good news.

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.

TEMATICARESEARCH.COM ©2017 TEMATICA RESEARCH, LLC. ALL RIGHTS RESERVED.


http://www.tematicaresearch.com
https://www.facebook.com//tematicaresearch/
https://www.linkedin.com//company/tematica-research-llc
https://www.twitter.com/@TematicaGroup
https://www.youtube.com//channel/UC3cYMQgIJmi2idJSEMktEyg

MONDAY MORNING KICKOFF MAY 8, 2017

The not so good news is for the current quarter, 58 S&P 500 companies have issued negative EPS guidance vs. 25
that have issued positive EPS guidance, and we've continued to see expectations for the current quarter trickle
lower. Even as that has happened, the S&P 500 closed last week at a new high following a better than expected
April Employment Report (more on that in a bit) and a rebound in oil stocks that followed comments by Saudi
Arabia indicating that Russia is ready to join OPEC in extending supply cuts. With oil prices falling back to pre-
OPEC led production cuts last week, we'd argue OPEC's initiative has thus far been a major disappointment,
thwarted by production from countries that have not agreed to the cut, including the US. Here's the thing, we

continue to see the US rig count climb, while more data points to a continued sluggish US economy.
That sounds like a great set up to review last week's sea of economic data. ..

* The Markit Economics Manufacturing PMI reading for April fell to 52.8 from 53.3 in March, marking
the slowest purchasing activity across the manufacturing sector since September 2016. ISM’s own
manufacturing index fell to 54.8 in April led by a sharp drop in new order activity, which still grew for the
month albeit at a much slower pace.

* The seasonally adjusted Markit U.S. Services Business Activity Index continued to record above the
crucial 50.0 no-change mark during April, registering 53.1, up from 52.8 in the previous month. We'd
point out, however, the latest rise in sales was the second-slowest in the past seven months.

* ISM's own reading on the non-manufacturing in the US during April also showed an uptick month over
month in April with faster business activity, new order growth.

* Auto sales slumped in April with the overall industry reporting a 4.7 percent decline for the month per
Autodata despite a step up inincentives. That's a bigger drop than the decline of 3-5 percent called for by
Edmunds and Kelley Blue Book. If you missed Tematica's Chief Macro Economist Lenore Hawkins take on

this, you can find it here. The month’s data confirms our short bias on General Motors (GM) in Tematica

Pro.

* The April Employment Report came in stronger than expected with 211,0000 jobs created vs. the
consensus expectation of 180,000. The largest job gainer was leisure and hospitality, and we have to
wonder how much of that was due to Spring Break and Easter falling late in the calendar this year, as
construction, manufacturing, and retail were little changed month over month. We'd also note “Over
the year, average hourly earnings have risen by 65 cents or 2.5 percent,” which should ease the pain of
higher gas prices year over year and raise a question as to why consumers aren't spending as they had
been expected to. Our money says it's something to do with both our Aging of the Population and Cash-
strapped Consumer investing themes.

* Consumer credit increased by $16.4 billion in March, a 5.2% increase that surpassed estimates for a $13
billion gain.
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Atlanta Fed vs. New York Fed, Who's Right?
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That's one of the reasons why we remain skeptical of the stock market and it's current (and stretched) valuation
of more than 18x forward earnings. As we see it, against a growing backdrop of data that is having economist trim
growth expectations, it isn't showing that the economy is, or is about to fall off a cliff. In other words, not so bad
news is good news and that lifted the market higher. That same little voice in our heads keeps wondering what the
pin prick moment will be that lets some of the air out of the market? We'll continue to ask that question, especially
if the market grinds even higher in the coming days and puts even more of the institutional investing community in
a "stocks are too expensive” stance.

Quickly touching on the Fed, we were not surprised by the lack of action exiting the May FOMC meeting, in fact,
we were rather counting on it. As we said in last week’'s Monday Morning Kickoff, we are once again in a Ground
Hog day pattern with the Fed given the data. While the argument the April Employment Report can give the Fed
the fire power to raise rates come its June meeting, we have to question if the Fed will have sufficient data to call
an improving economy in just a few weeks time. The risk is the Fed slows the economy even further, perhaps more
than it expects and this is something it has been known to do.
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Remember, all that consumer debt that is outstanding and the rising rates of auto and student loan delinquencies
and default rates? In case you missed it, in reviewing Capital One Financial Corp.'s (COF) 1Q 2017 results we
noticed a much higher rate of loss than its management or investors were expecting as it reported a write-off
rate of 5.1 percent, its highest level since 2011. How did Capital One explain the weakness? Consumer behavior as
well as concern that consumers have run up higher debt levels of late than they have since the recent recession.

Capital One was not alone. Synchrony Financial (SYF) also upped its 2017 guidance for net charge-offs saying
on its earnings call that it now expects full-year 2017 charge-offs at or slightly above 5 percent. That is up from
its previous outlook in the 4.75 percent to 5 percent range, which it shared when it reported is December quarter
results in January.

This is also where we remind readers that consumer spending is directly or indirectly responsible for two-thirds
of the domestic economy. As we see it, the rise of the Cash-strapped Consumer investment theme is a heavy
headwind for an economy, and as the coming data reflects more cash-strapped tendencies, there is probably
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more downside than upside to be had in those Fed GDP forecasts.

Looking ahead to next week, we have several

ECONOMIC CALENDAR MAY 8-12, 2017
key economic indicators that we'll be watching DATE REPORT / SPEECH DATA
including the latest JOLTS report as well as April TUEMAY-9  Wholesale Inventories Mar
Retail Sales. Inside the JOLTS report, we'll be looking TUE MAY-9 | JOLTS - Job Openings Ma
for confirmation on several aspects of our Aging of WED MAY-10 ~ Treasury Budget Apr
the Population investing theme, while coming Retail xég mﬁmg :rudetI:v.entories 6:AM‘3V
Sales data should do the same for both our Cash- D N E:z::t P:;::: SKa8: Az:
strapped Consumer and Connected Society ones. WED MAY-I0  Import Prices ex-oil Apr
We'll also get the latest look at inflation courtesy of WED MAY-10  Import Prices Apr
the April PPl and CPl — ahead of which we'd suggest WED MAY-10 MBA Mortgage 6-May
readers revisit Chief Macro Strategist Lenore THUMAY-1T | Natural Gas Inventories =~ 6-May
Hawkin's piece on why we expect the inflation data to THUMAY-TI Ccfn.tinuin'g g =0

o THU MAY-11 | Initial Claims 6-May

roll over, which it's already started to do. THUMAY-1  Core PPI e

THU MAY-11 | PPI Apr
From an earnings perspective, we have another FRIMAY-12 = Mich Sentiment - Prelim May
1,000 plus companies reporting this week. Among FRIMAY-12  Business Inventories Mar
the bunch, 44 S&P 500 companies (including FRIMAY-12  Retail Sales ex-auto Apr
1 Dow 30 component) are scheduled to report FRIMAY-12 | _Retail Sales S
results for the first quarter. Even though the number FFRRII mz:(?z E::e cpl 22:

of companies in the key market index are on the
wane this week, odds are several hundred of those
companies will offer some insightful data points like
the ones we mentioned above from Capital One and
Synchrony.
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Before we close out with the earnings reports we'll be eyeing given our thematic perspective, be sure to check back
during the week to get our latest thoughts and insights on the markets and the economy. Here we go...

Affordable Luxury - Nordstrom (JWN), Sotheby's (BID), Norwegian Cruise Line (NCLH), Coty (COTY), Inter
Parfums (IPAR)

* Aging of the Population - Almost Family (AFAM), Haemonetics (HAE), Brookdale Senior Living (BKD), Hologic
(HOLX)

s  Asset-lite Business Models - First Data (FDS), Hertz-Global (HTZ), Rosetta Stone (RST)

* Cash-strapped Consumer - JC Penney (JCP), Prestige Brands (PBH), AdvacnePierre Foods (APFH), Priceline
(PCLN)

*  Cashless Consumption - Green Dot (GDOT)

* Content is King - AMC Entertainment (AMC), Pandora Media (P), 21st Century Fox (FOXA), Tribune Media
(TRCO), Disney (DIS), News Corp. (NWSA), Electronic Arts (EA)

* Connected Society - CTRIP (CTRP), Netease.com (NTES), NVIDIA (NVDA), Zebra Tech (ZBRA)
* Disruptive Technology - Mazur Robotics (MZUR), Nuance Communications (NUAN)
s Economic Acceleration/Deceleration - Builders Firstsource (BLDR), Vulcan Materials (VMC)

* Fattening of the Population - Fiesta Restaurant (FRGI), Fogo de Chao (FOGO), Insulet (PODD), Post (P), Papa
Murphy (FRSH), Wendy's (WEN), SodaStream (SODA), Hostess Brands (TWNK), Dean Foods (DF)

*  Foods with Integrity - Darling Ingredients (DAR), Whole Foods (WFM), Farmer Brothers (FARM)
*  Fountain of Youth - Vitamin Shoppe (VSI)
*  Guilty Pleasure - Inventure Foods (SNAK), Turning Point Brands (TPB)

* Rise & Fall Middle Class - Tyson Foods (TSN), International Flavors & Fragrances (IFF), Macy's (M), Toyota Motor
(TM), Henry Schein (HSIC)

* Safety & Security - Napco Security Systems (NSSC), Sturm Ruger (RGR), Cyberark (CYBR), Symantec (SYMO),
Alarm.com (ALRM)

* Tooling & Retooling - Lincoln Educational Services (LINC), American Public Education (APEI)
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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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