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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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It’s More Than Just Wall Street Oil 
Analysts Asleep at the Forecasting 
Switch

Yes, folks, we’re almost halfway through the year. Just five trading days this week and we’ll close the books on the 
second quarter and the first half of 2017. The good news is next week is a short one with the upcoming July 4th 
holiday (one of our favorites here at Tematica), but soon after the 2Q 2017 earnings bonanza will begin. 

We’ve been getting some drips and drabs of earnings reports over the last few weeks, but we’ll see that pick up 
dramatically even before Alcoa (AA) reports its quarterly result on July 17. One quick comment on the 2Q 2017 
earnings calendar, given the timing of the July 4th holiday, odds are we will once again see a compressed earnings 
cycle like we did with 1Q 2017 earnings due to the Easter holiday. If you forgot, it was fast and furious, especially 
on Thursdays and we don’t expect that to change this time around. More on that once we clear the upcoming 
holiday. 

With a handful of days left until we shut the books on June and 2Q 2017, all three major stock market indices 
are up more than 8 percent year to date, with the Nasdaq Composite Index up an impressive 16.3 percent as of 
Friday’s market close. Here’s the thing, more than half of the returns occurred during 1Q 2017, with 10 percentage 
points of the Nasdaq’s climb happening during those first three months of the year. Over the last several Monday 
Morning Kickoffs we’ve shared a number of views as to why this was likely to happen, including the notion that 
much like rubber bands, valuations can only going to stretch so far — a topic we’ll be revisiting later this week 
during our next Thematic Summit for our Tematica Professional Members. 

Crude Oil Slips into Bear Market Territory

Hands down, the biggest news last week was had in the energy “sector” as oil prices continued their move down, 
officially moving into bearish territory. Tematica’s Chief Macro Strategist Lenore Hawkins and Tematica’s Chief 
Investment Officer discussed this on last week’s podcast as well as several other items that continue to fetch 
their interest – hint: Amazon’s (AMZN) latest moves with Whole Foods (WFM) and Nike (NKE) was one of them 
as Amazon continues to expand the number of thematic drivers behind its businesses. If you missed the podcast, 
you can click here, but we do recommend you subscribe on iTunes. 

FOLLOW US:

http://www.tematicaresearch.com
http://www.tematicaresearch.com/tematica-professional-membership/
https://www.tematicaresearch.com/amazon-becomes-death-star-of-retail/
https://itunes.apple.com/us/podcast/cocktail-investing/id1199604787?mt=2
https://www.facebook.com//tematicaresearch/
https://www.linkedin.com//company/tematica-research-llc
https://www.twitter.com/@TematicaGroup
https://www.youtube.com//channel/UC3cYMQgIJmi2idJSEMktEyg
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Back to the slump in oil prices… Crude’s slide is due not only to growing supply but also weak demand. Not to sound 
like a know it all, but supply-demand dynamics are pretty much economics 101, and when we see ramping US supply 
alongside a slowing domestic economy, it hasn’t been hard to guess where the price of oil is headed. The proverbial 
second shoe to watch is earnings. We mention this because, according to FactSet, the energy sector is expected to 
be the biggest contributor to EPS growth for the S&P 500 in the current quarter. With oil at just over $43 per barrel, 
well below the $51 level it averaged in 1Q 2017 and the $52 mean estimate for the average price of oil for Q2 2017, 
we’ve started to see Wall Street respond with price target and EPS cuts. 

As those analysts re-calculate their forecasts, we’re likely to see more negative revisions for energy earnings for the 
current quarter as well as the back half of 2017. 

Why? 

Because the current data set does not point to a pronounced pickup in the economy near-term, which now means 3Q 
2017. The New York Fed’s Nowcast for 2Q 2017 GDP hit 1.9 percent last week with 3Q 2017 falling to 1.5 percent. The 
Atlanta Fed’s next update doesn’t hit until later today, but the vector and velocity of its forecast have also been down 
over the last several weeks. While we often tend to poke some good-natured fun at the Atlanta Fed’s forecasting 
skills, we would be surprised to see an upward revision given the strong rollover in the Citibank Economic Surprise 
Index.

If you’re wondering if the consensus GDP expectations for 2Q 2017 and 3Q 2017 have come down in tandem 
with those for those two Fed banks, the answer would be a resounding no. Per The Wall Street Journal’s Economic 
Forecasting Survey, the consensus view for 2Q 2017 GDP across more than 60 economists is still sitting at 3.0 
percent. The same group sees 3Q 2017 at 2.5 percent. 

http://www.tematicaresearch.com
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It seems it’s more than Wall Street oil analyst asleep at the forecasting switch:

“The level of complacency about where markets are today is pretty scary. People are just sort of assuming it’s OK, 
that it is what it is, and I have to say that I’m a little bit concerned about it.” 

– Jon Winkelried, CEO of TPG Capital 

Given the speed of the economy and ramped up US supply, we don’t see any near-term reversal for oil prices.  
Moreover, as those revisions happen, the ripple effect will bring down expected earnings growth rates for the S&P 
500 as well because the energy sector was forecasted to be the biggest earning contributor for both 2Q 2017 as 
well as for all of 2017.

http://www.tematicaresearch.com
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The bottom line is there are several sets of expectations that are poised to be moved lower over the coming weeks, 
and it’s going to make for an interesting 2Q 2017 reporting season. That’s especially true for oil companies, but also 
for the overall market as well. We suspect corporate outlooks are likely to range from being cautiously optimistic for 
the second half of the year to guidance being reigned in, which in our view is far more likely given the push out in 
Trump policy timing as well as all of what we’ve discussed above. 

“Although the consumer seems to be growing at a relatively good pace, the corporate side just seems to be in that 
uncertain phase where they want more certainty in the world before they make the next decisions.” 

— Tom Montag, COO Bank of America (BAC)

What this means is there is a far greater probability of volatility returning to the market as these revisions are had. If 
we’re right and EPS expectations for the S&P 500 get trimmed back, we’ll be faced with one of two things: 

• Either the market becomes that much more expensive than the 17.9x multiple on expected (but still yet to be 
revised lower) 2017 EPS it closed at on Friday.

• Or investors will re-asses the market multiple, likely pushing it lower, as those EPS cuts are made. 

It’s a simple rule, but investors pay up for growth but aren’t willing to pay up quite as much when growth is slower 
than expected.

Washington Never Seems to Shy Away from the Spotlight

Giving all of the earnings pressures a helping hand, we’ve 
got more DC drama ahead in the coming weeks. First, 
Gary Cohn, director of the National Economic Council, 
doesn’t expect the White House to get a tax bill in front 
of Congress until September. Not much of a shocker, and 
we have been saying we don’t see much happening on 
this front until after the 2017 elections. 

Then there is the upcoming health care battle in the 
Senate and the rest of the Trump agenda (repatriation, 
tax reform, infrastructure), which as we’ve been saying 
is far more likely to begin anew after the 2017 elections. 
A draft of the Senate’s healthcare bill was released last 
week, and it’s been indicated a vote could occur before 
the July 4 recess. We’ll see if this happens, but if it 
doesn’t, it means a vote will likely come just as 2Q 2107 
earnings really heats up. 

http://www.tematicaresearch.com
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To round out the Washington focus, it’s looking like Senate Republicans are planning for a July vote to raise the 
debt ceiling. While the calendar has yet to be set, given how July 4th falls, odds are this vote will also happen 
smack dab in the middle of 2Q 2017 earnings season. Making it potentially even more complicated than we’ve 
seen in the past, there is growing talk that the debt ceiling should be raised by an amount large enough to preclude 
another vote for several years. This could prove to be a bigger challenge, but again, for now, it’s just talk and we’ll 
get some greater clarity after the July 4th holiday.

Normally there is some back and forth squabbling across the aisles in Congress, but let’s remember we have 
elections in just few months. With Trump’s approval rating in the tank, odds are the Dems are going to pull out all 
the stops, and we could see this begin to take shape with the debt ceiling vote.  

Bottomline Impact on Earnings and Washington Drama

All told, much of this is likely to be political noise, but depending on the tone of 2Q 2017 earnings — which again 
need to be adjusted for not only the impact of falling oil prices, but also slowing GDP relative to expectations — it 
could add to what is likely to be a volatile ride in the coming weeks. 

While many will be watching 2Q 2017 results over the coming week, we hear at Tematica will also be assessing the 
potential adjustments to 3Q 2017 and 4Q 2017 earnings prospects. As you can see in the chart below, currently 
the herd is calling for The S&P 500 EPS to grow more than 11 percent in the second half of 2017 compared to the 
first half. Keep in mind, the average growth in second half earnings for the S&P 500 compared to the first half over 
the 2010-2016 period was 5.6 percent. 

http://www.tematicaresearch.com
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The Week Ahead

As we mentioned several paragraphs earlier, the close 
of this week shuts the book on June and 2Q 2017, but 
we’ll continue to get more data over the next few weeks 
that will help fill in the blanks for the global economy’s 
speed during the quarter. This week we’ll get the next 
iteration of the Durable Goods Orders, Consumer 
Confidence, Personal Income & Spending as well as the 
usual weekly reports, including mortgage applications 
and jobless claims. We’ll also get a number of regional 
Fed reports from the Dallas, Richmond and Chicago 
Feds as well as the Chicago Fed’s National Activity 
Index. Should the data perform like Friday’s June 
Flash PMI released by Markit Economics that showed 
manufacturing activity at a 9-month low and services 
activity at a 3-month low, odds are we’re going to see 
even further downward GDP revisions by both the 
Atlanta Fed and New York Fed.

Turning to this week’s conferences, here are the ones 
we’ll be watching and the corresponding exchange 
traded funds (ETFs) that are likely to be affected:

• JPMorgan Energy Equity Investor Conference - Energy Select Sector SPDR Fund (XLE) and Vanguard 
Energy ETF (VDE)

• Credit Suisse CEO/CFO Leisure Sector Conference - PowerShares Dynamic Leisure and Entertainment 
Portfolio ETF (PEJ)

• Tarsier Capital Management MicroCap Conference - iShares Micro-Cap ETF (IWC)

• Sanford C Bernstein Future of Media Summit - PowerShares Dynamic Media Portfolio ETF (PBS)

As far as earnings reports to be had this week, we’ve once again provided a thematic listing of what’s ahead 
below, but we’ll be looking to learn from Nike (NKE) it’s rational for linking up with Amazon as well as what 
McCormick & Co. (MKC), Darden (DRI) and General Mills are seeing in the way of food deflation and eating at 
home vs. eating out. While it’s not reporting earnings this week, United Parcel Service (UPS) is conducting a non-
deal roadshow in Europe hosted by RW Baird and given its role in the Connected Society as well as a read on the 
overall economy we’ll be sifting for clues on both. 

All in all, it’s looking to be a busy week ahead of the July 4th holiday, but we’ll there to guide subscribers to Tematica 
Investing through it. 

ECONOMIC CALENDAR             JUN 26-30, 2017

MONDAY, JUNE 26
Durable Goods -ex transportation May
Durable Goods -ex transportation May

TUESDAY,  JUNE 27
Consumer Confidence June

WEDNESDAY, JUNE 28
Crude Inventories 24-Jun
Pending Home Sales May
MBA Mortgage Purchase Index 24-Jun
MBA Mortgage Applications Index 24-Jun

THURSDAY, JUNE 29
Natural Gas Inventories 24-Jun
Continuing Claims 17-Jun
Initial Claims 24-Jun
GDP Deflator - Third Estimate Q1
GDP - Third Estimate Q1

FRIDAY, JUNE 30
Michigan Sentiment - Final Jun
Chicago PMI Jun
PCE Prices - Core May
PCE Prices May
Personal Spending May
Personal Income May

http://www.tematicaresearch.com
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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.

Thematic Earnings Calendar

AGING OF THE POPULATION
• Rite-Aid (RAD)
• Walgreen Boots Alliance (WBA)

ASSET-LITE BUSINESS MODELS
• Paychex (PAYX)
• FactSet (FDS)
• HIS Markit (INFO)

CONNECTED SOCIETY
• CalAmp Corp. (CAMP)
• Shaw Communications (SJW)

CONTENT IS KING
• Eros International (EROS)

ECONOMIC ACCELERATION/DECELERATION
• Acuity Brands (AYI)
• Omnova Solutions (OMN)

GUILTY PLEASURE
• Constellation Brands (STZ)

FATTENING OF THE POPULATION
• ConAgra (CAG)
• Darden Restaurants (DRI)
• General Mills (GIS)

RISE & FALL OF THE MIDDLE CLASS
• McCormick & Co. (MKC)
• Nike (NKE)
• Pier 1 Import (PIR)

SAFETY & SECURITY
• American Outdoor Brands (AOBC)

TOOLING & RETOOLING
• Barnes & Noble Education
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