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» Post-Doha, crude oil's price action has been impressive.
» Fundamentals are beginning to confirm technicals.

» The oil rally should continue.

Daily Data 1995-12-29 to 2016-04-19 (Log Scale)
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U.S. Sector Outlook

Owning Consumer over Commodity sectors has been a secular theme of ours. But last month we highlighted several
macro variables were indicating a turn to more of an inflationary environment.
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Bullish oil inventory reports added to our conviction that oil and commodities have momentum and we lifted Energy
and Materials to marketweight.

We also lowered Consumer Staples to marketweight and Health Care to underweight. This not only neutralizes our

Consumer over Commodity trade, but also helps us get more cyclically positioned.

Key Chart: ESX1049
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We believe a counter-
trend rally in our
Consumer over
Commodity theme
started on January 25.

The Energy sector is still
in a sweet spot where
sentiment for energy is
low but rising and the
outlook remains bullish
at least until we reach
extreme optimism
levels.
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» We are upgrading credit to overweight from neutral and favoring high yield over investment grade.
» We view this upgrade as tactical, not strategic.

» The improvement has been broad-based in both industry and credit quality perspectives.
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» Negative earnings revisions could be near extreme.
» Weak dollar, higher crude, and reduced recession fears suggest earnings momentum could be near inflection point.

» Unless economy accelerates, modest earnings growth and high valuations could limit the pace of the advance in late
2016/2017.
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» With the economy on a slow growth path and a myriad of uncertainties facing businesses, we project a modest 2.5%
increase in real private nonresidential fixed investment (capex) in 2016.
» Slow manufacturing activity, weak business confidence and corporate profits growth, and soft gauges of future
demand feed into a tepid outlook for capex.
» Unless energy prices decline significantly from here and U.S. dollar strength reasserts itself, we expect their negative
impact on capex will diminish.
» Our projection supports a continuation of the Consumer/Capex secular bull theme this year.
Quarterly Data 2000-03-31 to 2016-09-30
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» Our maximum overweight equities call continues to be supported by bullish readings in both the Global Balanced
Account Model and the Rally Watch Report.

» We remain overweight the U.S. within our seven-way framework. It remains likely that a new cyclical bull market is
underway, developing within a seven-year secular bull that has been characterized by U.S. relative strength.

Daily Data 1994-05-31 to 2016-04-22 (Log Scale)
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» We introduce the Global Economic Summary Report, which gives clients a one-stop place to quickly and effectively
gauge the world's economic activity, sentiment, inflation, and debt.

» Based on the report, the global economic environment looks dour, there are strong disinflationary trends, and debt is
rising to all-time highes.

Economic Summary Report for the World
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» The only way to make a positive return when buying a negative yielding security is for yields to go more negative.
» Negative yielding securities can outperform positive-yielding securities if yields on the latter are rising.

» Buy-and-hold investors should place greater emphasis on nominal and relative valuation.
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Rather than enticing investors to take more risk, QF and NIRP have led investors to bid up safe, bond-like stocks, leading
to obscene valuations in the consumer staples and healthcare sectors:

» The MSCI Europe Consumer Staples trades for 4 times book value, versus 1.7 for the broad index.
» Health Care and Consumer Staples account for a record 13% and 16% of the MSCI Europe Index, respectively.

» Household & Personal Products are the most expensive industry group in Europe, trading for 18.7 times operating
cash flow, versus 18.5 for Software and Services.

Return and Valuations of European Stocks Based on Volatility Daiy Data 2000-01-03 to 2016-04-06
T ile 10% of Stocks in the urope Index by Trailing 2-Month Volatili 1150
Key Chart: EUR_VOLPREMIUM e} 7 sVt 10 of e he MSCIEtope Iy Trng 2foth Vel 1
1,600 | — Relative Strength of Low Vol to High Vol Stocks 11,600
. . " . " 15500 - 1500
» During the internet bubble, the “safety premium 1400 ¢ {10
1,300 - — 1,300
was negative: investors were so risk-seeking that el 1%
] . . . 1,000 | 1,000
they paid a premium for the most volatile stocks, in s | 1
the hope that all these start-ups with no earnings or o | | &0
500 4 500
book value would turn out to be the next Microsoft. wr 1w
200 + 4 200
» During 2002 to 2007, there was no volatility B ey T et VR B
. . X . . 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
premlum Or dlscount Thls IS What the Capltal Asset r Median P/B of Least Volatile Stocks Minus Median P/B of Most Volatile Stocks !
3 4 3
Pricing Model would predict: investors should not 2 )
1 1
be rewarded, or penalized, for taking non-systematic 0 AW s amaefl- - - - - - - - - - 1- - - - - - - NN 0
. 1 !
risk. 2 1
» Since global rates fell to zero in 2008, “safe” stocks ; “NORMAL" MARKET: o:l'u“!lrk{: s
o 5 NO VOL PREMIUM /DISCOUNT BUBBLE | °
have commanded a large premium. The least ‘ ¢
volatile European stocks traded at a median price- s INTERNET BUBBLE: s
) 9 PREMIUM FOR SPECULATIVE STOCKS S 9
to-book of 3.5, versus 0.7 for the most volatile stocks. —

Low Volatility Premium
EUR_VOLPREMIUM

NED DAVIS RESEARCH GROUP Please see important disclosures at the end of this report. n


http://www.ndr.com/invest/products/EUR_VOLPREMIUM?include=1
http://www.ndr.com/group/ndr/equities#europe
http://www.ndr.com/invest/products/EUR_VOLPREMIUM?include=1
http://www.ndr.com/invest/products/EUR_C201604121

Featured Report | g

R

(Mis)Uses of Cash. How Low Growth and Fed Policy Are Distorting Capital Allocation.:
» Sluggish recovery and government policies have discouraged investment.
» New reports track performance of stocks based on how they allocate capital.

» After mean reversion in capex stocks, watch for return to leadership from companies with high cash/assets, M&A/
assets, net repurchase yields, and dividend yields.

S&P 500 Aggregate Cash Spent on Acquisitions Quarterly Data 1965-03-31 to 2015-09-30
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